KASNEB CPA FOUNDATION LEVEL

CA14 ECONOMICS
SECTION 11: SECTOR ECONOMICS

Syllabus references: SEC-01 to SEC-02

Purpose. Original DatalytlQs Academy teaching notes aligned to the KASNEB Revised Syllabus (June 2024).
Suggested study time: 7-9 hours. Assessment threshold: 70%. No KASNEB endorsement is implied.

Learning outcomes

After this section, the learner should be able to explain the roles, linkages and constraints of agriculture, industry and
services; apply productivity and structural-transformation analysis; and evaluate sector policies in Kenyan and regional
contexts using dated evidence.

Contents

1. Sector classification and linkages

2. Agriculture and rural transformation
3. Industrialisation and manufacturing

4. Services, digitalisation and informality
5. Structural transformation

6. Sector-policy appraisal
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1. Sector classification and linkages

The primary sector extracts or cultivates natural resources; the secondary sector transforms inputs through
manufacturing and construction; the tertiary sector supplies services. Modern value chains blur boundaries: agricultural
output may embody logistics, finance, data and processing. Forward linkages supply downstream activities; backward
linkages create demand for inputs; consumption, fiscal, employment and knowledge linkages spread effects.

Primary Agriculture, fishing, forestry, mining Raw materials and rural incomes.

Secondary Manufacturing, processing, construction Value addition and capital deepening.

Tertiary Trade, transport, finance, ICT, education Coordination, market access and
capabilities.

Examination technique: State the proposition, explain the mechanism, apply it to the question and qualify the conclusion
where assumptions or context matter.

2. Agriculture and rural transformation

Agriculture supplies food, raw materials, labour, export earnings and domestic demand. Constraints can include
fragmented holdings, climate risk, weak extension, finance, post-harvest loss, logistics, land institutions and price
volatility. Raising productivity requires technology, water, soil management, infrastructure, information, aggregation and
functioning input/output markets. Policies should distinguish smallholder welfare from commodity-market efficiency.

Illustrative structural transformation

Rate / value

Primary Secondary Tertiary

Quantity / time

Examination technique: State the proposition, explain the mechanism, apply it to the question and qualify the conclusion
where assumptions or context matter.

3. Industrialisation and manufacturing

Manufacturing may support productivity, scale, learning, export diversification and productive employment. Barriers
include unreliable infrastructure, finance cost, skills, standards, small markets, import dependence and weak supplier
networks. Protection can permit learning but may entrench inefficiency. Performance must be tested using productivity,
domestic value added, export capability and consumer cost, not factory count alone.

Examination technique: State the proposition, explain the mechanism, apply it to the question and qualify the conclusion
where assumptions or context matter.

4. Services, digitalisation and informality
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Services range from low-productivity personal trade to high-productivity finance, ICT and professional activities. Tradable
digital and business services can earn foreign exchange without physical shipment, while logistics and finance raise
productivity elsewhere. Informality provides livelihoods and flexibility but may limit protection, credit, tax capacity and
scale. Formalisation works best when benefits exceed compliance costs.

Examination technique: State the proposition, explain the mechanism, apply it to the question and qualify the conclusion
where assumptions or context matter.

5. Structural transformation

Structural transformation reallocates labour and capital toward more productive activities and raises productivity within
sectors. A falling employment share in agriculture can accompany rising agricultural output if productivity rises.
Premature deindustrialisation describes a shift toward services before broad manufacturing capability matures. Good
analysis separates output share, employment share, productivity and absolute output.

Examination technique: State the proposition, explain the mechanism, apply it to the question and qualify the conclusion
where assumptions or context matter.

6. Sector-policy appraisal

Appraise policy through a results chain: diagnose the binding constraint, state the instrument, explain behavioural
response, estimate direct and indirect effects, identify winners/losers, assess fiscal and administrative feasibility, and
define indicators. Current claims about Kenyan sectors require dated KNBS, ministry, regulator or other authoritative
evidence; these notes deliberately avoid undated statistics.

Examination technique: State the proposition, explain the mechanism, apply it to the question and qualify the conclusion
where assumptions or context matter.
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Worked examples

Worked example 1

lllustrative: agriculture employs 40% of workers and produces 20% of output; services employ 45% and produce 60%.
Output per worker relative to the economy average is .20/.40=.50 in agriculture and .60/.45=1.33 in services.
Reallocation can raise average productivity, but transition costs and within-sector gains matter.

Reasonableness check: Confirm the direction, units and economic interpretation before finalising the answer.

Worked example 2

A processor buys KES 80m inputs and sells KES 125m output. Its direct value added is KES 45m, not KES 125m. To
assess domestic contribution, separate imported intermediates and factor incomes.

Reasonableness check: Confirm the direction, units and economic interpretation before finalising the answer.

Worked example 3

lllustrative employment grows from 200,000 to 230,000 while real output rises from 50bn to 62bn. Output per worker rises
from 250,000 to 269,565, a 7.83% productivity increase.

Reasonableness check: Confirm the direction, units and economic interpretation before finalising the answer.

Common errors and corrections

Giving a definition without mechanism Explain the causal link and apply it to the facts.

Using accounting language for an economic concept Identify opportunity cost, implicit cost or real/nominal basis explicitly.
Drawing an unlabeled diagram Label axes, curves, initial position, change and result.

Treating a historical pattern as a guarantee Use it only to guide emphasis; cover the full syllabus.

Original DatalytlQs examination-style practice

Question 1 - Explain
Distinguish backward and forward linkages.

DatalytlQs model answer: Backward linkages create demand for inputs; forward linkages supply outputs used
downstream. Apply both to a value chain.

Question 2 - Calculate

A sector produces 30% of output using 50% of employment. Find relative output per worker.
DatalytlQs model answer: 0.30/0.50=.60 of the economy-wide average.

Question 3 - Analyse

Explain how agricultural productivity can support industrialisation.

DatalytlQs model answer: Trace food prices, incomes, savings, labour release, raw materials and domestic demand;
qualify with distribution, infrastructure and environment.

Question 4 - Evaluate
Should a developing economy protect infant industries?

DatalytlQs model answer: Assess learning and coordination gains against consumer cost, capture, retaliation and
permanence; require transparent targets and sunset conditions.
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Revision summary

Core rule: Reconstruct the model from definitions, assumptions, relationships and diagrams. Memorised
labels without mechanism do not earn strong analytical marks.

Evidence requirements

E11.1 Map backward and forward linkages in one Kenyan Correct method, complete interpretation, labelled
value chain. working and original learner submission.
E11.2 Calculate sector output-per-worker comparisons. Correct method, complete interpretation, labelled

working and original learner submission.

E11.3 Diagnose a sector binding constraint using a results Correct method, complete interpretation, labelled
chain. working and original learner submission.

E11.4 Compare agriculture, manufacturing and service policy Correct method, complete interpretation, labelled
instruments. working and original learner submission.

E11.5 Prepare a dated sector brief using authoritative Correct method, complete interpretation, labelled
evidence. working and original learner submission.

Mastery checklist
e
| can map backward and forward linkages in one Kenyan value chain..
| can calculate sector output-per-worker comparisons..
| can diagnose a sector binding constraint using a results chain..
| can compare agriculture, manufacturing and service policy instruments..
| can prepare a dated sector brief using authoritative evidence..

Progression rule: Complete E11.1-E11.5 before the section quiz. A score below 70% triggers targeted
remediation.

References and version

KASNEB. Certified Public Accountants (CPA) Revised Syllabus, June 2024, Paper No. 4: Economics. Version 1.0,
revised 18 October 2026. This is original DatalytiQs Academy instructional content.

Source links: https://www.kasneb.or.ke/cpa/ | https://sgb.ac.ke/wp-content/uploads/2024/12/CPA-Syllabus-Reviewed-June-2024.pdf
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