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Abstract 
 
Industrialisation is crucial for African countries to transform their economies and create jobs. Africa’s 

industrial growth has been significant over the past two decades. Even though manufacturing’s value-

added share has slightly declined from 12.6% to 11.3% of GDP between 2000 and 2017, it picked up by 2 

percentage points since the trough of 2012, and in real terms (at constant 2010 US dollars), its per capita 

contribution has increased significantly. Whilst Africa’s “premature deindustrialisation” appears to be the 

dominant global narrative, recent analysis of the data suggests that de-industrialisation is not the common 

experience for the majority of African countries. Although industrialisation in Africa has been somewhat 

disappointing so far, this should not be seen as proof of its declining importance. Instead there should be 

renewed effort and additional policy focus to promote industrialisation. 

The African Union and African countries have expressed a strong desire for industrialisation. However, 

there are several challenges facing the policy framework needed to support it: (i) the current policy 

environment is still too much focused on general investment climate issues and too little on targeted, 

facilitatory actions for specific sectors; and (ii) even when there is a commitment to industrial policy, this 

is not always followed through to implementation because of weak institutions or an unfavourable political 

economy. 

 

The recent Covid-19 pandemic and its devastating effects on Africa’s economy and industrialisation efforts 

have reinforced sceptical views about Africa’s possibilities for accelerated industrialisation in a complex 

global environment. However, we identify three positive issues that have appeared during the Covid-19 

crisis which will be important in economic recovery efforts: (i) repurposing, accelerated pharma 

production and joint procurement;  (ii) increased attention to agro-processing; and (iii) use of 

technological advances. Beyond the immediate challenges and opportunities, we also identify three major 

areas of focus for Africa’s industrialisation which can be used for Africa to play an increasingly positive 

role on global industrialisation efforts in the decade ahead: green industrialisation, digitalisation, and 

regional integration. 
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1. Introduction  
 

Export-intensive industrialisation has created jobs and transformed economies across the world over the 
past few decades. Africa needs to step up its efforts to be part of this trend. Industrialisation is critical if the 
continent is to achieve structural change and a higher quality of growth that translates its recent modest 
growth rates into significant social development and the creation of decent jobs. It is through the promotion 
of appropriate industrial policies and strategic government interventions in the economy's productive 
structure that structural transformation will be made possible (see e.g. Oqubay and Ohno, 2019; Lopes, 
2019; Ansu et al, 2016b). This paper examines Africa’s industrialisation record, painting a mixed picture 
in which manufacturing as a share of GDP has declined over the past two decades, but increased in absolute 
value. This record does not provide, however, evidence of “premature deindustrialisation”. The paper then 
examines how policies and institutions could be improved to spur the rate of Africa’s industrialisation. The 
Covid-19 crisis has significantly dented these efforts, but there are also reasons to believe there has been a 
positive structural response. Finally, it argues that green industrialisation, digitalisation, and regional 
integration all offer significant opportunities for Africa’s medium to long-term future. 

The role of industrial policy has often been subject to debate (Rodrik, 2013; Ansu et al, 2016b). Recently 
two reputable IMF economists, Cherif and Hasanov (2019) have broken the taboo within their organisation 
about the benefits of industrial policy. The Economist (2020) wrote an article about the surprising renewal 
of calls for industrial policy approaches in Europe, unthinkable just a few years back. They mention that 
“[Europe]... is espousing statist policies invented in 17th century - and updated in contemporary China - 
which seek to pick winners and throw taxpayers money at them". Or, as the IMF economists mentioned 
above indicate in more nuanced language “Governments have directed capital and labour into industrial 
ventures that firms probably would not have undertaken without appropriate incentives”.  

These shifts are not unlike the abundant, sterile, ideological debates that revolved around the content and 
appropriateness of Washington Consensus policies, now apparently buried. It signifies, nevertheless, a turn 
towards a newfound interest in industrial policy by those who negated its benefits for a long time (Atolia et 
al, 2018). But, even with this renewed interest, doubts remain on whether Africa can industrialise, whether 
it has the capacity and what it takes to implement industrial policies. For many analysts Africa has already 
lost the chance to enter this stage of economic development, given its marginal manufacturing capabilities, 
poor human and institutional capacity, and technological deficits. The reasons for such strong adverse views 
could be linked to widespread recent opinion that industrial policy has only been successful thanks to the 
highly idiosyncratic practices found in the “miracle economies” of Japan, South Korea, Taiwan and 
Singapore, before being perfected in China, and subsequently spread to its neighbours.  
 
The reality though is that all currently industrialised countries had an industrial policy at some point, they 
all used trade protectionism and, to a certain extent, mostly went through a catch-up strategy for their 
economies (Chang, 2002 and  2013; Rodrik, 2004, 2009 and 2011). The question that remains is whether 
Africa can do the same? 
 
Being amongst latecomers, African countries could theoretically avoid the pitfalls of others and leapfrog 
using innovation and advances in technology. Even though the policy conditions for Africa’s 
industrialisation are now more difficult than before, due to greater levels of global competition, skewed 
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intellectual property regimes and renewed protectionism, the rise of countries determined to shift towards 
structural transformation suggests it may be feasible.  
 
The importance of industrial policy for Africa and the rest of the developing world may be shifting away 
from the theoretical argument to the practical implementation challenges (ECA and AUC, 2013; Rodrik, 
2013). While experts agree on the need for industrial upgrading and state interventions, there are divergent 
views on whether industrial policy should favour a country's comparative advantage or rather look beyond 
such a principle and embrace dynamic competitive advantages (Lin and Chang, 2009). 
 
For Africa to realise its full potential, it needs to address some of the challenges it faces, i.e. human capital, 
infrastructure gaps, policy and regulatory failures as well as the need to mobilise domestic resources. For 
instance, the lack of a skilled workforce hinders investment in more specialised forms of production. 
Inadequate energy infrastructure, which often results in frequent power outages in many countries across 
the continent, reduces manufacturing potential and output while increasing risk factors for value chains. 
These are real implementation challenges that need institutional capacities and smart approaches. 
 
What is going to make a difference for the success of industrialisation in Africa is a combination of factors, 
including effective policies and the demonstration of skilled agency. These are characteristics associated 
with transformative leadership. Africa’s path towards accelerated industrialisation will most probably be 
different from previous experiments in other regions. Even though policy learning is a must, simple 
imitation is not. What lies ahead is quite different and will require innovation and adaptation. 
 
The 2008-2009 financial crisis was a clear demonstration of the depth of global interconnectivity. At the 
peak of the financial crisis, in addition to its far-reaching impacts on the US, Europe, China, and Japan, 
innocent ‘bystanders’ in countries as far flung as Burkina Faso or Lesotho, amongst many other African 
countries, found themselves feeling the effects of far-away investors’ fears. Such events in the global 
economy – provoking commodity price volatility and the rise of protectionism - serve as a reminder of the 
importance for Africa to industrialise, diversify and trade in high value-added products. The current Covid-
19 pandemic has reinforced sceptical views about accelerated industrialization in Africa, given the complex 
global environment. Three issues appear particularly important in the recovery from Covid-19: repurposing, 
accelerated pharma production and joint procurement initiatives led by the African Union, agro-processing, 
and use of technological advances.  
 

Beyond the immediate challenges and opportunities, three major issues confront Africa’s industrialisation 
in the decade ahead: green industrialisation, digitalisation, and regional integration. Each of these issues 
requires active policies to make them a success for the future of African industrialisation.  
 

This paper discusses experiences and issues around performance of industrialisation and policies to support 
it in Africa. Section 2 discusses historical patterns of industrialisation and structural transformation. Section 
3 discusses the role of policies and institutions in supporting Africa’s industrialisation including some 
country examples. Section 4 considers the impact of Covid-19 on industrialisation efforts. Section 5 takes 
a longer view on issues crucial for the future of Africa’s industrialisation. Section 6 concludes. 
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2. Historical patterns of industrialisation and structural transformation 
in Africa  

 

The story of Africa’s industrialisation is similar in some facets to the historical experience of other regions 
but is also quite divergent, in many respects. In order to capture the essential threads of the last three 
decades, it is important to remember the obvious principle that industrialisation is more than just 
manufacturing. It is about moving the economy into systems of production aligned to industrial methods of 
work, modern structures, and measurements of productivity (Lopes, 2019; de Vries et al, 2015; Chang, 
1996 and 2002).  
 
In any industrialisation effort, manufacturing emerges as a key economic activity because it fosters forward 
and backward linkages, dynamic economies of scale, innovation and technology diffusion, and positive 
spill-over effects within and across sectors. Proponents of industrial policy point to the presence of market 
and coordination failures, knowledge and skills upgrading across sectors, and dynamic economies of scale 
as key aspects to address (Stiglitz et al., 2013; Rodrik, 2009; Pack and Saggi, 2006). While this view of 
industrial policy receives considerable support, at least in theory, critics also point to the inability of 
governments precisely to identify sectors or firms that any such policy should target. The role of the state 
in addressing such challenges cannot be overemphasized (Amsden, 1990; Chang, 1996 and 2002; ECA, 
2011 and 2016b; Kelsall, 2013; Lin, 2010 and 2011; Lopes et al, 2017; Rodrik, 2009). This challenge is the 
starting point for the discussion about smart state interventions favouring industrial policy. 
 
The literature describes earlier attempts by African countries to industrialise as mostly unsuccessful , with 
economic production remaining largely agrarian, subsistence-based and with limited value addition 
(Mkandawire, 2001; Elhiraika et al, 2014; Mbate, 2016; Chang, 2013; de Vries et al., 2013; Lopes, 2015 
and 2019).  
 
The structural transformation imperative of shifting from subsistence and informal activities into high-
productivity activities has been slow. The reasons for such a failure include: 

• a weakly articulated policy notion of comparative advantage,  
• domestic programmatic failure, such as unsustainable subsidies of production inputs, 
• inappropriate monetary and fiscal policies, linked to political economy issues,  
• and structural impediments such as infrastructural and human capital deficits (Stiglitz et al., 

2013; Mkandawire, 2014; Chang, 2013, Oqubay and Ohno, 2019).  
 
Consequently, observers note that manufacturing has either stagnated or declined over time. It is true that 
the share of industry and agriculture in Africa's GDP has declined, mostly because of the worldwide surge 
in the value of services. Therefore, it will not be with this indicator alone that one would identify any Africa 
distinctiveness (see Figure 1). The exponential growth of activities, such as mobile telephony, financial 
services and the drastic cost reduction of transmitting information have dramatically expanded the value of 
services worldwide. From 1990 the services sector has increased from 44.3% of total African combined 
GDP to 50.9% in 2015, whereas the industrial sector percentage slightly diminished from 29.9% to 26.8% 
over the same period (Figure 1).  
Evidence suggests that the low growth in agricultural productivity is the result of the shift towards services 
which has increased in value rather than due to MVA decline alone. 
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Figure 1 Sectoral Composition of Africa's GDP (1990-2019)  
 

 
Source: Authors computation using World Development Indicators (2020). 

 
African manufacturing experienced significant growth in the immediate post-independence period in the 
1960s, a period marked by state-led investments, and highly protective trade policies, until the first oil price 
shock of the 1970s created an adverse environment, interest rates shot up, commodity prices other than oil 
collapsed, and the limits of state interventionism met corruption and inefficiency. External shocks were 
magnified in the early 1980s, creating space for the era of structural adjustment policies. These latter 
policies became a nail in the coffin of an emergent African manufacturing sector for reasons that have been 
explained elsewhere (see e.g. Signe, 2018, Lopes et al, 2018, McMillan et al, 2014). This situation remained 
unchanged until the end of the last century, a period where it was almost forbidden to mention industrial 
policy or promote an active role for the state. 
 
Perhaps assessing the role industry has played in Africa’s growth trajectory since the beginning of this 
century, the post-structural adjustment period, provides a more balanced view of Africa’s recent trajectory 
(Lopes, 2019). Dasgupta and Singh (2006) remind us that during the structural adjustment policies of the 
1980s and 1990s “countries have begun to specialise according to their current comparative advantage 
instead of their long-term dynamic comparative advantage. Furthermore, these economies have become 
more vulnerable to external economic shocks”.   
 
Yet as demonstrated in Table 1 below, industrial growth measured as value addition per capita has been 
significant. Even though the manufacturing sector’s value addition has declined (as % of GDP), between 
2000 and 2017, its per capita contribution at constant 2010 US dollars has increased. Given the change in 
size of Africa’s combined GDP in Purchasing Power Parity from $2.9 trillion in 2000 to $6.7 trillion in 
2019, at constant 2017 $ prices, the change in the size of the continent’s economy has been very significant 
(World Development Indicators, 2020). 
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Table 1 Africa’s Industry share of GDP and manufacture relative size of GDP (2000-2017) 

Year 

Industry 
growth (% 
of GDP) 

  MVA (% 
of GDP)   

MVA per 
capita (at 

constant 2010 
USD) 

2000 30.7   12.6  159 
2005 28.8 11.3  168 
2010 27.9 9.7  185 
2015 25.1 10.0  197 
2017 26.0 10.1   196 

Source: World Development Indicators (2020) & UNIDO (2018) 
 
The picture of the continent’s performance is, therefore, more complex than it appears at first glance. 
Although the manufacturing sector has not been growing as expected – particularly if compared to the 
recent economic accomplishments of East Asian countries - there is a wide variety of performance patterns 
within the countries of the continent (some decreasing, other increasing) that is important to assess (Lin 
2011 and 2012b; Stiglitz et al., 2013; Newman et al., 2016; Monga, 2017; Naude, 2019).  
 
According to UNIDO (2018) the quantity of manufactured goods produced globally has been rising faster 
than other goods and services. In Africa, though, manufacturing growth is lagging in most countries, but a 
few have posted acceptable growth (Signé, 2018, Jerome and Adjakaye, 2019), such as Rwanda, Ethiopia 
and Tanzania. Although MVA as a percentage of GDP has been experiencing a relative decline in Africa, 
the real level of production grew every year (Table 1). UNCTAD data demonstrate the same trends for the 
period 1990 to 2018 (Figure 2). The reason for a relative decline in nominal terms is fundamentally due to 
increased productivity levels with faster production producing lower relative prices — resulting in smaller 
value addition indicators (RMB, 2020).  
 
Figure 2: Evolution of Africa’s manufacturing share in GDP and real production, 1990-2018 

 
Source: Authors’ compilation using UNCTAD Stats (2020) 
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Figure 3 Manufacturing Value-Added in Africa (1990-2019) 

 
Source: Authors’ computation using World Development Indicators (2020).  
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Figure 5: Composition of Africa's trade by main sector, 1995-2018 average  
 

  
Source: Author’s computation using UNCTAD stats (2020). 
 
It is important to mention that Africa has been lagging in innovation, an important factor to increase 
productivity and facilitate integration in GVCs. Only 0.5 % of the world patents, 0.1% of the utility models 
and 1.3% of the industrial designs registered by the World Intellectual Property Organization IP database 
in 2018 were from African individuals and entities. Annually Africans struggle to attain around 1% of world 
textiles patents registered by residents and non-residents at WIPO1. In 2018 that amounted to 1400 patents 
by residents, or 0.16% and 7300 by non-residents, or 1.33% of the world’s total (WIPO IP database).  

 
1 “Non-resident patents” are patents granted by a patent office of a given country/jurisdiction to an applicant residing in another 

country/jurisdiction; for example, patents registered in South Africa’s Company and Intellectual Property commission by BMW. 
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These indicators are relevant to highlight how much Africa lags in its effort to be integrate into GVCs and 
develop a strategy to acquire credentials for medium and high-tech production systems. Most of the 
continent’s universities and research institutions are not linked to the industrial sector. In South Africa, 
Egypt, Morocco, Tunisia, Ethiopia and Mauritius it is possible to find such links, but they are still the 
exception rather than the rule. 
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3. Appropriate policies and institutions for African industrialisation  
 
The debate on industrial policy has evolved considerably in recent decades as highlighted in Section 1.  
From the 1950s to the 1980s, the structuralists (following Hans Singer, Raul Prebisch, and others) suggested 
a policy of import substitution to promote heavy manufacturing and reduce commodity dependence. By the 
1990s, it had become clear that these suggestions led to practical problems and the Latin American debt 
crisis followed. The Washington Consensus emerged which promoted a reliance on market forces and 
which did not foresee a role for industrial policies. The World Bank’s emphasis on investment climate also 
had no place for industrial policy; instead it contained a long list of investment climate reforms that would 
need to be undertaken, although without theoretical underpinning. This was despite the fact that some 
countries that followed these policies (several Latin American countries) grew unsatisfactorily, whilst 
others that did not follow these policies (China, Vietnam) experienced rapid industrialisation.  
 

The 2008 Growth Commission report (World Bank, 2008) marked some change by emphasising the key 
role played by political leadership (and capable government) in promoting economic growth, alongside 
openness, macroeconomic stability, high rates of saving and investment, and market allocation of resources. 
Hausmann et al (2008) went further by emphasizing country-specific binding constraints to growth. Using 
a growth diagnostic tree, the method identifies whether growth is held back either by high costs of financing 
or by low returns to a project. An interesting feature of this model is that appropriate policies to overcome 
binding constraints are almost by definition targeted at specific issues, often requiring particular industrial 
policies (whether it is to enhance skills, or build infrastructure) and political economy considerations, to be 
considered later.  
 
Lin and Monga (2011) discuss the role of the state in the dynamics of structural change and provide a 
practical procedure to identify and facilitate growth through a six-step procedure, based on Lin’s work on 
structural economics: 1) select industries in comparable countries, 2) identify constraints to technological 
upgrading of existing domestic firms, 3) attract new firms, 4) scale up successful private innovations in new 
industries, 5) build special economic zones or industrial parks, and 6) compensate pioneer firms. However, 
whilst the key ingredients of growth are recognised, and Lin and Monga (2011) suggest that the recipe is 
well-known, there are severe challenges in finding good cooks: which individuals and organisations can 
support and engineer the growth process? 

 

Over the past decade, a range of new policy insights have emerged on promoting industrial growth, some 
of which are general in nature and others more specific. Common to both types is the fact that they all seem 
to argue for a more pragmatic and gradual approach (between the extremes of free market and centrally-led 
concepts of growth). Page (2012) discusses three ways to promote economic growth involving a central 
role for industrialisation: tilting production towards exports, supporting agglomerations through clustering, 
and attracting and building firm capabilities. Even IMF economists now acknowledge that industrial policy 
can be useful. 
 
McMillan et al. (2017) classify a range of public policies that can be used to support economic 
transformation and industrialisation, summarised in Table 2. Of these, investment climate reforms, 
classified as general enabling interventions, are one type of policy. These are usually not enough by 
themselves, and need to be undertaken in conjunction with other interventions, such as infrastructure 
investments, support to the financial sector, industrial policies, etc. Therefore, it is important to consider 
complementarity between policies when implementing business environment reform with an intended 
economic transformation outcome. For example, Rodrik (2013) calls for complementary policies that 
improve both ‘fundamentals’ such as education and infrastructure, and policies that target growth in high-
productivity sectors.  
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Table 2: Typology of public actions used to promote economic transformation  

  General enabling support Targeted support 
Public actions to 
support structural 
change 

• business environment/investment climate 
reforms (e.g. registration, land, tax, 
contracts) 

• financial sector development 
• strengthening state business relations 
 

• export push policies 
• exchange rate and tariff protection 
• selective industrial policies 
• spatial industrial policies 
• national development banks 

Public actions to 
support within-sector 
productivity growth 

• building fundamentals (e.g. 
infrastructure, education)  

• investments in basic production 
knowledge 
• managerial good practices as public 

goods 
• innovations  

• promoting competition 

• management training 
• attracting FDI 
• export diversification  
• developing GVCs 
• increasing agricultural productivity 

Source: McMillan et al. (2017) 

 
Ansu et al. (2016b) argue that although African countries face difficult challenges in breaking into world 
manufacturing markets, new developments work in their favour. These include rising wages in China and 
a rebalancing in Asia away from export-led towards domestic and regional consumption-led growth; 
Africa’s growing regional markets; falling transport costs; greater access to abundant natural resources in 
Africa; improved firm productivity and easier access to global value chains; and better general economic 
policy environments. But governments should not stand aloof; to seize these new opportunities they will 
have to formulate and implement coherent industrial development strategies. They argue that key elements 
of new industrial strategies in Africa must include a combination of: 
 

• continued improvements in the basics, including sound macroeconomic management, stronger 
general investment climate and support for the private sector, and development of public 
infrastructure and relevant skills  

• an export push, including through regional trade and integration by facilitating trade and 
offering financial incentives  

• agglomeration through building and running efficient special economic zones (SEZs) and 
industrial parks 

• active foreign direct investment (FDI) promotion and building linkages with local firms 
• supporting productivity enhancement of local small and medium enterprises (SMEs) and their 

access to technology and long-term finance to help them venture into production of new or 
technologically more sophisticated products  

• improved coherence and implementation coordination within government, and 
• strengthened consultation and collaboration between government and the private sector.  

 

Whilst the conceptual thinking about appropriate industrial policies has become clear over time, the practice 
of African industrialisation policy is often far removed from being active, pragmatic or supportive. 
Industrial policies in Africa vary across countries, over time, and across national and regional scales.  
 
Tanzania provides an illustrative example through which we can discuss changes over time (Balchin et al., 
2016b). The transition from a colonial state to a centrally planned economy and then towards a market and 
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private-sector-led economy involves a complex historical process of economic change in Tanzania. These 
changes are reflected in the policies and institutional framework for industrialisation in the country. In the 
early years of independence (early 1960s), the national economic agenda focused on growth with little 
attention to structural change or ownership. The colonial pattern of import substitution, involving 
processing industries and simple consumer goods, continued. The socialist era (1967-1985) introduced 
principles of socialism and self-reliance, leading to changes in ownership by nationalising the means of 
production. Public enterprises made most major subsequent investments. It included state-led import 
substitution, state-led expansion of manufacturing, and a revision of ownership and management of 
established entities in favour of direct ownership and management by state organisations.  
 
This socialist period was then followed by a period of structural adjustment and liberalisation (1986-1995). 
The persistence of the economic crisis, especially the shortage of foreign exchange, forced the government 
of Tanzania to adopt the policy package offered under structural adjustment programmes by the 
international financial institutions in 1986. It was assumed that if appropriate adjustments could be put in 
place at macro level, enterprises would receive the right signals through the market. Trade liberalisation 
forced enterprises to compete with imports. The state had withdrawn as an actor in the industrialisation 
debate and Tanzania as a single country lacked agency. After this period of reliance on the market, there 
was a return to the development agenda and renewed interest in industrialisation (1996-2015). However, 
the state is still searching for a new role in supporting industrialisation, one going beyond large 
infrastructure projects and involving state facilitation of firm level industrial capabilities. 
 
Industrialisation factors differ across African countries, in terms of how to attract manufacturing FDI: (1) 
general policy factors (e.g. political stability, governance, investment climate); (2) macroeconomic and 
structural factors (human resources, infrastructure, market size and growth); (3) specific FDI policies (FDI 
promotion agencies and incentives packaged in a strategy, investment promotion to address imperfect 
information, international trade and investment treaties, home-country measures); and (4) firm-specific 
factors (e.g. technology) and one-off factors, such as the availability of particular natural resources or large-
scale privatisation (Dunning, 1993; te Velde, 2002, 2006; UNCTAD, 1999).  
 
Balchin et al (2016a) develop a comprehensive index of measures used to attract FDI, a Manufacturing FDI 

Potential Index, for selected countries. It calculates a total score which ranks countries based on a number 
of core factors which attract FDI, including past manufacturing FDI stock as a percentage of GDP, recent 
performance in manufacturing exports, domestic value added in manufacturing, manufacturing value added 
per capita, economic complexity, labour productivity in manufacturing, population, quality of the business 
climate and infrastructure, education, and the cost and reliability of electricity. The analysis shows how 
countries vary in their potential to attract manufacturing FDI, with different policies leading to different 
potential across countries. 
  
In addition to national efforts, there have been a range of regional initiatives around industrial development 
in the East African Community and Southern African Development Community (EAC, SADC). The most 
notable one is the AU’s 2063 agenda which aims to “transform, grow and industrialise our economies” and 
implement the African Industrial Development Action Plan. This pan-African vision provides a useful 
anchor to which individual countries can look for guidance. However, there remains a large gap between 
regional plans and national implementation.  
  

 
Political economy challenges at both national and sector levels hamper effective industrial policy. Recent 
literature has emphasised a set of conditions that are most crucial for effective industrial policy leading to 
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economic transformation. According to the contributions in Te Velde (2013), they are (i) mechanisms that 
enable transparency, ensure the likelihood of reciprocity, increase credibility of the state among the 
capitalists and establish high levels of trust between public and private agents; (ii) mutual interests, pockets 
of efficiency and learning for productivity; (iii) embeddedness, discipline and accountability; and (iv) 
commitment, focus, experimentation and feedback. 
 
Following along these lines, Ansu et al. (2016a) examine successful economic transformation experiences 
world-wide and distinguish four requirements that appear universally relevant to institutional settings for 
effective economic transformation policy: (i) constructing a consensus among key actors that establishes 
economic transformation as a nation-building project, with shared commitments extending well beyond a 
single electoral term; (ii) giving at least one public agency sufficient autonomy, budgetary control and 
political authorisation to override interdepartmental coordination problems and engage in a practical way 
with credible private sector organisations; (iii) creating institutional arrangements that can coordinate a 
sufficient set of powerful public and private actors so as to ensure both an appropriate level of technically 
justified public support to promising sectors or firms; and also that this support is conditioned on mutually 
enforceable performance standards; and (iv) enabling discovery of approaches that work for transformation 
in the particular country context by means of explicit experimentation, good feedback and timely correction. 
 
While several Asian and a few Latin American countries have embraced arrangements of this kind, 
examples of their adoption have been quite rare in Africa. ACET and ODI (2018) translate these conceptual 
aspects into eight crucial practical functions behind a good-quality industrial policy regime:  
 

• Quality of the industrial policy process 
• Conduciveness of trade rules and trade facilitation (including corridors) and resisting ill-thought-

out protectionism 
• Provision and regulation of special economic zones (SEZs), industrial clusters or hubs (including 

the required infrastructure and skills)  
• Effective investment facilitation including aftercare  
• Local capability-building where it makes sense  
• Supportive infrastructure planning  
• Learning with the private sector to address initial and emerging constraints  
• Selective, conditional support to building firm capabilities (including finance)  

 
Table 3 compares scores on the core dimensions of these eight industrial policy processes in the case of 
five East African countries (Ethiopia, Kenya, Rwanda, Tanzania and Uganda), contrasting what we 
understand to be good performance in a specific area with what is witnessed in each of the countries. There 
is generally a high level of political commitment to industrialisation, or at least an interest in promoting 
industrialization, in each of the five countries, and industrialisation objectives are embedded in each 
country’s recent strategies. Ethiopia has pursued the most pro-active industrial policy, grounded within a 
wider state-led development model. Kenya has placed more significant emphasis on infrastructure and less 
on industrialisation, and political support for manufacturing has been less of a priority in the past. Instead, 
much emphasis was on large-scale, high-profile projects. But the recent emphasis on manufacturing as part 
of the Big Four agenda in Kenya (owned by the Presidency) points to a shift in focus towards a more 
centralised approach. There is strong political commitment to developing export-oriented manufacturing in 
Ethiopia and Rwanda, and Tanzania has prepared several strategies to support specific manufacturing 
sectors (e.g. leather and textiles) though implementation is lagging.  
 
All five countries have plans to expand their networks of existing industrial parks and to establish new 
SEZs, but there are currently few operational examples (although EPZs are more widespread in Kenya and 
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there is an array of new industrial parks in Ethiopia). Challenges related to the operationalisation of SEZs 
are evident in the East African Community (EAC) countries, ranging from the slow pace of amendments 
to relevant legislation at the EAC level, to shortage of funds for various aspects of SEZ development (e.g. 
to acquire land for SEZs and finance their development and operationalisation in Tanzania, or to construct 
infrastructure for industrial parks in Uganda). 
 
There is less clarity on the power of central agencies in Kenya in driving the industrialisation process, which 
can lead to less coordination compared with countries such as Rwanda and Ethiopia. Kenya, Tanzania and 
Uganda lack a clear champion or lead agency to drive industrialisation effectively and coordinate industrial 
policy processes around an agreed industrial development agenda. In the case of Rwanda, the Rwanda 
Development Board (RDB) appears well placed to perform such a role while the Ministry of Industry is the 
focal point for manufacturing in Ethiopia. 
 
Improvements to trade facilitation have reduced transit times and alleviated certain issues at border posts 
and in relation to transport links and access to seaports, especially for landlocked Rwanda. But trade 
facilitation challenges still persist in the region, especially around border posts and transportation links. 
Non-tariff barriers also constrain regional trade. An emphasis on import substitution in the trade policies in 
some countries constrain intra-regional trade in manufactures and sometimes lead to mini-trade wars rather 
than exploiting complementarities. 
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Table 3. Industrial policy functions – performance expectations and summary scores in five East African 

countries 
  Expert score of conduct and performance 

①=weak, ⑤=strong 
Functional area Performance expectations Ethiopia Kenya Rwanda Tanzania Uganda 
Quality industrial policy 
process 

Effective lead agency  
Robust, inclusive process of 
formulating and implementing 
industrial strategies 
Monitoring of implementation 

⑤ 
 

② 
 

④ 
 

② 
 

② 
 

Conducive trade rules and 
trade facilitation  

Sound tariff regime  
Active support for exporters 
Developing trade standards 
Efficient port procedures 

② 
 

③ ③ ② 
 

③ 

Provision and regulation of 
Special Economic Zones, 
industrial or clusters. 

Efficient legislation 
Coordinated and speedy action around 
zones 
 

④ 
 

③ ④ 
 

② 
 

① 
 

Effective investment 
facilitation, including 
aftercare 

Clarity on roles, responsibilities and 
mandates of EPZAs, government 
ministries and IPAs  
Identification of suitable investors 
Active engagement with firms 
Supporting firms in-country 

④ 
 

② 
 

③ ① 
 

② 
 

Local capability building (for 
local content or national 
capability acquisition) 

Capacity building programmes (skills 
and technology development in 
tandem with private sector) 
Local content unit with clear 
negotiation strategies  

② 
 

③ ② 
 

③ ② 
 

Supportive infrastructure 
planning 

Prioritisation of infrastructure needs 
of manufacturers 
Efficient port/airport handling 

③ ④ 
 

③ ② 
 

③ 

Learning with the private 
sector to address initial and 
emerging constraints 

Trust-based relationships, feedback 
mechanisms 
Mechanisms that hold government to 
commitment 

② 
 

② 
 

③ ① 
 

② 
 

Selective, conditional 
support to building firm 
capabilities (including 
finance) 

Banking system that supports 
industrial priorities 
Mechanisms that hold firms to 
commitment 

② 
 

② ② ① 
 

① 
 

Source: SET (Jobs Africa Country Scoping Studies for Kenya, Rwanda, Tanzania and Uganda) and other 

ODI/SET work covering Ethiopia. 

Note: Scoring is indicative based on the authors’ interpretation of short country-based analyses; the 

results should be treated with extreme caution and cannot be seen in isolation from the text in Table 3 

and underlying analysis. 
 
There is variation in the quality and effectiveness of investment promotion and facilitation mechanisms and 
institutions across the five countries. While there is a clear mandate for investment promotion under one 
agency (KenInvest) in Kenya, and investment promotion has been elevated to the highest level of 
government in Ethiopia, in the case of Tanzania there is confusion about the respective roles, 
responsibilities and mandates of the Export Processing Zone Authority (EPZA) and Tanzania Investment 
Centre (TIC) in relation to promoting and facilitating investment. Similarly, the investor aftercare provided 
in Rwanda, Tanzania (through TIC), Uganda and Kenya (provided by KenInvest) is limited. There are also 
clear capacity limitations in the TIC and the Uganda Investment Authority (UIA). 
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In the face of considerable skills shortages, all five countries have some training programmes in place to 
enhance local capabilities (including to develop manufacturing capabilities and skills), but these are often 
limited in scale. Kenya and Tanzania have specific regulations to promote local content, including through 
government procurement; however, there is variation in the extent to which these are effective (for example, 
the 40% requirement for local content in public procurement in Kenya is not always adhered to). A lack of 
funds (as in Kenya) or limited capacity (as in Tanzania) constrain research and development (R&D), and 
efforts to support local technology and facilitate technology transfers. 
 
Infrastructure deficits pose constraints to industrialisation in all five countries, but approaches to address 
these deficits through supportive infrastructure planning vary in their effectiveness. Clear and ambitious 
infrastructure development planning in Kenya and Rwanda (and, to some extent, in Ethiopia) contrasts with 
limited capacity to plan, prioritise and coordinate infrastructure development in Tanzania.  
 
Firms in each of the five countries face significant financing constraints, which affect the development of 
the manufacturing sector and further industrialisation. The Rwandan government provides targeted support 
to employment-intensive manufacturing firms. Similarly, the Development Bank of Ethiopia provides long-
term loans to priority sectors – including manufacturing – at subsidised rates. But financial support to 
commercially viable investments in Tanzania and Uganda is limited as a result of the underfunding of both 
national development banks. 
 
Finally, there is a clear need in each of the five East African countries for more dialogue between the 
government and the private sector around industrialisation, and more effective mechanisms to facilitate this 
dialogue. Private sector representative organisations vary in their ability to influence government policies 
and priorities, and the implementation thereof. In Uganda, organisations such as the Uganda Manufacturers’ 
Association and the Private Sector Foundation play important advocacy roles, and the latter is well-
embedded in most policy and consultative mechanisms. Similarly, in Kenya, the Kenyan Association of 
Manufacturers is effective in leading advocacy for the manufacturing private sector. But similar private 
sector representative organisations appear to be less influential in Tanzania, especially when it comes to 
following through on implementation. 
 
In summary, the scores suggest there are considerable differences in how industrial policy functions across 
countries.  
 
 

 
Much of the dynamism behind industrialisation and economic transformation happens at the sector level. 
To describe and explain sectoral transformation patterns, Balchin et al (2019) examine experiences of 
successful sector transformation including: air transport and logistics services in Ethiopia; the automotive 
industry in South Africa; the revival of the cocoa sector in Ghana; and sector-based strategies in Mauritius. 
It also considers five cases where sectors did not transform or where a promising initial transformation was 
not sustained. These cases of relative failure are cashew nuts in Mozambique; pineapples in Ghana; maize 
subsidies in Malawi in the years 2005–2008; and President Kikwete’s rice initiative in Tanzania. 
 
The review shows how sector dynamics depend crucially on: 

• correct identification of the economic opportunities 
• conducive political-economic conditions at the sector level 
• credible commitments to investors 
• reasonably good provision of public goods 
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• specific efforts to tackle investment coordination problems, and 
• taking advantage of a moment of unusual opportunity. 

 
It is important to identify economic opportunities correctly (e.g. opportunities to serve Asian markets 
through Ethiopian air transport services; supply opportunities for South African automobile assembly  
presented by the global sourcing strategies of global car brands) but this alone is not enough. Positive sector 
dynamics also reflect positive political-economic relations. This has varied from centralised economic 
planning enabling state-led development of Ethiopia’s airline, exceptional democratic unity in the post-
apartheid years, and effective alignment of interests facilitated through sector-specific structures and 
support organisations around South Africa’s automotive industries, to the development of a consensus view 
across elites and the wider public and private sectors around the strategic direction for the Mauritian 
economy. 
 
In the case of failed or disappointing experience, political economy relations soured over time, were weak 
or entirely absent. In Mozambique, there was a lack of consensus among different actors about necessary 
reforms in the cashew nut sector. In Ghana, there was little government interest in pineapple production, 
leaving pioneer investors attempting, ultimately in vain, to address the growing infrastructure and learning 
requirements of remaining internationally competitive. Similarly, the maize sector in Malawi suffered from 
weakening political support.  
 
In several of the successful cases, a favourable balance of political and economic interests supported 
transformation because they resulted in credible commitments to investors. In Ghana, this took the form of 
cross-party political support for the key institutions in the cocoa sector. In Mauritius, high-level political 
backing for a consensus view on the desired future direction of the economy was crucial. In Ethiopia, state 
investments in air transport were backed by a long-term policy vision designed by a regime that is relatively 
secure. In South Africa, multi-year policy visions provided a credible platform for long-term planning in 
the automotive sector.  
 
Failures were characterised by uncertain state commitment leading to weak investor confidence. For 
example, the government’s credibility, in the case of cashews in Mozambique, was undermined by poor 
communication, the perception that the policy reforms were driven by the World Bank and the knowledge 
that processing could be profitable only with government protection. In Tanzania, the power and political 
leverage of food-importing businesses undermined the credibility of the presidential rice initiative and the 
East African Community’s tariff rules. 
 
The success cases also involved reasonably good provision of public goods. These included coordinated 
public infrastructure investments in Ethiopia, investments in the construction of automotive industrial parks 
and targeted transport infrastructure in South Africa, and improved telecommunications and power supply 
in Mauritius. In Ghana, the development of quality control systems helped maintain the international price 
advantage of domestically produced cocoa. On the other hand, poor rural roads and weak extension services 
affected the maize sector in Malawi, while failure on the part of district governments to maintain medium-
size irrigation works hampered the presidential rice initiative in Tanzania. 
 
Specific efforts to tackle investment coordination problems helped successful cases such as in Ethiopia, 
which involved coordination and sequencing of investment in public infrastructure alongside the airline’s 
own capital investment in key areas such as cargo and maintenance facilities. And in South Africa, the 
government devised well-coordinated policies – including import duty credits and productive asset 
allowances – for subsidising investment in exporting cars. On the other hand, there was a lack of effort to 
coordinate investments to boost raw cashew nut production after export liberalisation in Mozambique, 
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while a lack of coordinated investment in post-harvest handling and other infrastructure led to weak support 
for pineapple production in Ghana. 
 
In successful cases, consistent support was provided to investors, and sometimes directed to specific first-
mover firms. For example, tariffs and tax incentives available to all investors helped attract Original 
Equipment Manufacturers (OEMs) to South Africa. Support was provided to whole sectors through targeted 
support for innovation in Mauritius. In the case of failures, support was provided and then withdrawn. In 
Mozambique, the government removed export restrictions without investing in firm capabilities. In Malawi, 
subsidies were not sustained long enough, or supported with sufficient complementary measures. 
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4.1 The Global Context  

4.2 Diagnosis of the repercussions in Africa 
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Export sales also registered a significant decline. South African companies exported 156,781 vehicles in 
the first eight months of 2020, or 40% less than the 261,408 exported for the corresponding period in 2019 
(Furlongher, 2020). 
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Third, dramatic technological advancements (beyond agriculture), will alter our way of understanding and 
measuring productivity in all economic activities, including manufacturing, as explained in detail later in 
this paper. Technological disruptions were in full display during the pandemic. Digitalisation in areas such 
as education, services, including trade and finance, was accelerated due to measures of social distancing 
curtailing contact, air travel and overall mobility. The unfolding methods of work are demanding a host of 
complementary innovations and institutional changes as revolutionary as the ones initiated by the industrial 
revolution: investments in education, reorganisation of work, new public policies and regulatory 
frameworks, new political systems approach, and so on. 

The responses to Covid-19 have coincided with heightened tension between the US and China - and to a 
lesser extent other players like the European Union, Japan, the United Kingdom and Russia - for high tech 
supremacy in different areas. Logistics and connectivity areas were particularly spotlighted in the US-China 
trade and tech war. These are likely to be areas of high growth in the short to medium term. African 
countries will have to prioritize investments that will not enlarge their gap in relation to these global trends.  

African regulators must step up and meet the requirements of the digital economy. Regulatory frameworks 
for governance of technology businesses must focus on facilitating adoption, through licensing and 
registration, to operate at a national and continental level, in line with the AfCFTA. As enablers, the 
regulators could change the laws to allow for the future digital economy, based on aspects such as mobility 
in vehicles, drones, smart grids, and cloud computing. An enabling ecosystem should include, apart from 
regulatory infrastructure in line with technological developments, physical infrastructure, responsive 
education systems and fit-for-purpose institutions.  

The core technologies of artificial intelligence, machine learning, and their combination with existing 
accumulated knowledge in different areas, will create new products and services. The adaptability of the 
consumer market to these developments will be higher with the younger generation. Africa already has the 
largest number of young people and that demographic profile will soon overwhelm countries ageing fast, 
in terms of their ability to respond to the imperatives of technology, more easily absorbed by a younger 
population. A young population will in turn contribute to the shift towards patterns of consumption 
appealing to them. The high concentration of this age group in Africa opens opportunities for expanding 
the manufacture of technological devices and equipment. Africa is already the second fastest growing 
consumer market (McKinsey, 2016) and tech-related consumption is the most valuable.  

Covid-19 has made more evident the link between technology and care; but also, the link between future 
health threats and population age concerns. Africa can position itself to be the winner of these new openings 
given the pivotal demographic dimension brought by the Covid-19 responses.  There is, all of a sudden, a 
realisation that Africa’s demographic profile has shielded it from the devastating infection and mortality 
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rates that were predicted, while regions with an older population lacked the levels of human care capable 
of responding to the pandemic impact; and this, despite being better equipped in terms of infrastructure and 
knowledge.  
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5. Issues for Africa’s future industrialisation by 2030 
 

Beyond the immediate challenges and opportunities arising from Covid-19, three major issues confront 
Africa’s industrialisation in the decade ahead: green industrialisation (Section 5.1), digitalisation (Section 
5.2), and regional integration (Section 5.3). 

 

5.1 Green industrialisation  

 Green industrialisation is about the need to “
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2 At the same time, Sasol is responsible for very large emissions of greenhouse gases from its Secunda plant, which converts coal into liquid 

petroleum, generating emissions of 56.5 million tons, greater than entire countries, such as Norway, and Portugal (Williams, C. 2020). 
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5.2 Digitalisation and policies to promote African industrialisation 

The increased use of advanced digital technologies, such as 3D printing and robotics, will have a major 
impact on manufacturing globally. Banga and te Velde (2018a) examined how African countries can 
harness the digital revolution to boost their industrial growth and employment. Empirical evidence suggests 
African countries not only face a growing digital divide globally and domestically, but also benefit less 
from digitalisation compared to other economies, once digital technologies have been installed.  
 
To digitalise manufacturing, African countries need to increase access to the internet and other ICT 
technologies. Government has a critical role to play in design and implementation of the policy framework 
needed to incentivise and regulate this sector. This will need to address country-specific conditions and 
contribute towards improving the investment climate, firm capabilities, national innovation systems and 
ICT infrastructure, direct financing opportunities and participation in GVCs. Taxes and incentives can serve 
as important drivers for bridging the rural-urban digital divide, while policies targeting public-access 
solutions (e.g. roll out of access to broadband in rural areas) can increase access to digital technologies. 
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Financial support from the government needs to be extended - not only to manufacturing and services start-
ups, but also to ecosystem enablers such as technological and innovation hubs.  
 
With technology increasing at a faster rate than skills, the risk of a skill-mismatch is also rising. To increase 
the impact of digitalisation, it is crucial for African countries to develop complementary skills. Becoming 
“future-ready” involves revising and re-orienting the curriculum in African educational institutes around 
STEM subjects. A special focus needs to be given to technical and vocational education and training 
(TVET), with public-private sector collaborations.  For example, Rwanda is directing its efforts towards 
ICT development and transformation of the economy, through a ‘Digital Ambassadors Programme (DAP)’, 
which aims at employing 5,000 young Rwandans (50% participation by young girls and women) as digital-
skills trainers. These Digital Ambassadors are first trained in ICT and soft skills, and then will provide 
hands-on training in using internet, mobile applications and other ICT technologies to around 5 million 
Rwandans across the country. 
 
African countries already faced an uphill struggle to promote traditional manufacturing. Export-based and 
employment-intensive, higher value-added manufacturing will remain a core objective for the future. Banga 
and te Velde (2018a) suggest there is a window of opportunity for African countries to move into less-
automated sectors, where technology installation has been slow. For example, in the case of furniture 
manufacturing we find that while robots may become cheaper than American labour in the year 2022, the 
inflection point for Kenya comes only a decade later, indicating a window of opportunity which could 
stretch out for roughly 10-15 years. However, to make good use of this, traditional constraints facing the 
manufacturing sector need to be addressed first; improvements in basic infrastructure, such as a reliable 
power supply, telecommunications and roads, combined with a targeted approach to building industrial 
capabilities are needed. 
 
While growth of the digital economy has been higher in developing, compared to developed countries, there 
remains a significant global digital divide. This digital gap exists between developed and developing 
countries, as well as between developing countries and Least Developed Countries (LDCs). LDCs are 
significantly lagging in access to the internet, use of internet for digital technologies such as cloud-
computing applications, trade through e-commerce, trade in electronically-transmitted products, and in 
deployment of smart machines, such as robots and 3D printers. Africa’s share in robots sold in 2015 (around 
0.2% of world sales) is more than 15 times lower than its share in world GDP (around 3%). 
 
A crucial factor contributing to this digital divide is that capital is more expensive in African countries, 
both in absolute value and relative to labour. Even if the cost of robots, automation and digitalisation falls, 
African countries will still find it hard to finance digitalisation, due to the high cost of financing faced by 
these countries. Other likely factors causing the digital divide include low-digital readiness of African 
countries in terms of having poorer customs, trade facilitation, logistics and skills (Pathways for Prosperity, 
2018). 
 
If African countries address the constraints to digitalisation, then several important opportunities can be 
realised in terms of improvements in productivity, output and exports, creation of jobs, reduction in cost of 
production, allowing SMEs to enter the market, and reduction in costs of trading which can enable greater 
GVC participation. However, if the digital divide persists in the context of a growing global digital 
economy, then African countries will face continuing challenges. As the cost of capital falls in developed 
countries, they will find it more efficient to re-shore manufacturing activities from Africa. In recent years, 
both robot densification in developed countries and re-shoring from developing regions has increased. At 
the same time, global trade has slowed down, reducing the opportunities for developing countries to catch 
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up. While there is evidence of convergence in levels of productivity for manufacturing labour across 
countries, this also has slowed in recent years. 
 
Empirical results in Banga and Te Velde (2018a) suggest that while both technological progress and 
digitalisation have improved manufacturing labour productivity, by roughly 3% and 10% respectively, the 
effect of digitalisation on productivity is 8% lower in low-income countries (LICs) compared to middle 
income countries. This has also been true for Africa. As the economy has become more digital, the impact 
of this technological progress brings about an increase in productivity, but again this effect is lower in LICs 
and in Africa. Digitalisation may in fact be reducing convergence, since low-income countries are not able 
to adopt the new technologies due to the importance of tacit knowledge and the increasing complexity of 
digital technologies. To increase the impact of digitalisation, skill-development is needed. A skilled 
workforce could not only increase the impact of technological progress on productivity, but an increase in 
skills will more than proportionally benefit LICs because skills are required to make more effective use of 
digital technology. 
 
Looking specifically at Kenya, Banga and te Velde (2018b) suggest there are many opportunities associated 
with the use of digital technologies in Kenyan manufacturing, but one issue causing concern is the impact 
on labour. Since manufacturing forms part of Kenya’s ‘Big Four’ presidential agenda, primarily due to its 
job-creating potential, the implications of growing digitalisation, both within Kenya and globally, bring 
into question the very role of manufacturing as a development pathway towards employment generation. 
However, based on analysis and firm-level interviews, the study argues that digital technologies can help 
firms to create efficiencies in manufacturing production, which can increase their total factor productivity, 
leading to higher output and exports, as well as creation of new jobs linked to these exports. Appropriate 
policies need to be developed to ensure that Kenya can maximise productivity gains from digitalisation and, 
through the efficiencies created, can realise large-scale employment gains. Digitalisation will also increase 
demand for workers in service sectors, such as maintenance and repair, delivery and postal services, along 
with changing the nature of work through digital platforms and the rise of online work.  
 
Kenyan manufacturing firms face many well-known constraints to greater digitalisation, including (i) high 
cost of capital, (ii) high cost of electricity and unreliable power supply, (iii) lack of available credit, (iv) high 
prices of raw materials, (v) lack of relevant skills, and (vi) poor customs and logistics procedures. However, 
to achieve digital transformation, policies in Kenya need not only to address these challenges but also to build 
digital capabilities. Digital technologies are increasingly affecting not only manufacturing production but also 
re-ordering manufacturing through digital platforms and use of mobile currency, such as M-Pesa. This 
highlights the urgent need for a targeted approach by government to digitalisation, whereby developing 
countries adopt specific policies to leverage the digital economy, even when it may not fit with their current 
comparative advantage. Comparative advantage must be seen as a dynamic concept, which can be shaped by 
appropriate digital industrial policy.  
Banga and te Velde (2018a) suggest targeted interventions for building digital capabilities: improving access 
to ICT goods and services; encouraging innovation and research; updating laws on data localisation, 
protection, source-code sharing and intellectual property; and using global and regional approaches to digital 
trade. Currently micro, small and medium enterprises (MSMEs) are the least prepared for building digital 
capabilities; only 20-40% of MSMEs have an IT policy in place, compared with 78% of large firms. Moreover, 
while 95-99% of small and medium firms have access to the internet, less than 65% of these firms have a web 
presence and less than 25% are using cloud computing. Addressing challenges pertaining to the high cost of 
capital, electricity and infrastructure can also increase competitiveness in the digital economy, and it is 
important that digital change occurs in an inclusive manner.  
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Figure 12 shows the interdependencies between (i) digital technologies, (ii) government policies, and (iii) firm 
capabilities. Digital technologies in production can directly affect efficiency of manufacturing, while those in 
transactions and distribution can have an indirect impact through government policies such as trade facilitation 
and public infrastructure. Government policies for a digital industrial transformation are divided into those 
that aim to (a) build digital capabilities; (b) foster competitiveness; and (c) deliver an inclusive and 
accountable process. Firm capabilities are divided into digital capabilities and other capabilities.  

 

Source: Banga and te Velde (2018b) 
 
5.3 African continental free trade area and industrialisation  

The African Continental Free Trade Area (AfCFTA) provides an opportunity to deepen regional and 
continental market integration, boost intra-Africa trade, promote regional and continental value chains, and 
foster economic transformation of the continent through industrialisation. The AU’s Agenda 2063 focuses 
on transforming African economies and increasing intra-African trade. AfCFTA is instrumental to this 
strategy, and aims to reduce barriers to trade across the continent and move to a closer integration of all 
members. Phase I of the AfCFTA aims to reduce significantly tariffs and non-tariff barriers to goods and 
advance in the liberalisation of trade in services. Phase II, currently under negotiation, involves agreements 
on investment, competition policy and intellectual property (IP) rights. Phase III will involve provisions on 
e-commerce. 
 
The AfCTA provides appropriate mandates and tools to reduce intra-African trade costs and deliver 
progress towards structural transformation. Trade facilitation measures include addressing non-tariff 
barriers, investment in standards infrastructure, and strategically harmonising standards in sectors with high 
AfCFTA potential. Regional trade will encourage cooperation on standards, which can be supported with 
improved infrastructure, including metrology, standardization, accreditation, quality management and 
conformity assessment. This encourages trade and industrialisation through: (i) protecting consumers and 
creating confidence in traded goods; (ii) enhancing trade capacity and competitiveness; (iii) facilitating 
mutually beneficial trade (particularly in industrial products) and the integration of firms into regional and 
global value chains; (iv) improving the efficiency of production and trade, and (v) contributing to 
technology upgrading and absorption. The introduction of a continental simplified trade regime should 
provide small and informal traders with greater protection, and support their participation in the new export 
opportunities created by the AfCFTA. Informal cross border trade is an important dimension of intra-
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African trade, which ICBT contributes about 30-40 per cent of total intra-regional trade in the Southern 
African Development Community (SADC) region and 40 per cent in the Common Market for Eastern and 
Southern Africa (COMESA) region.  
 
African economies have undergone extensive reforms in IP laws and regulations: nevertheless, the use of 
IP rights, as demonstrated by patents and trademarks, is very limited in Africa compared to other regions, 
and most patents and trademarks registered in Africa belong to non-residents. Considerable innovation is 
taking place in Africa, but does not receive protection from IP rights.  In this regard, there are three options 
for regional economic integration in IP rights: (a) arrangements for regional cooperation and sharing of 
experience on IP rights in general; (b) regional filing systems, usually for patents, but also for trademarks 
and industrial designs; and (c) development of one substantial law or unification of laws for members of a 
regional organisation. Different parts of Africa have experience with all three of these models. 
 
A “developmental regionalism” approach (Ismail (2018)) is crucial to provide the best prospects for the 
AfCFTA to catalyse transformative industrial development, cross-border investment, and democracy, 
governance, peace and security in Africa. He argues that progress is being made by African economies and 
the continent in implementing each of the four pillars of “developmental regionalism” approach to the 
implementation of AfCTA. But ways must be found to benefit all African countries and advance the 
objectives of NEPAD, and Agenda 2063. Additionally, the development of regional markets can be a force 
for opening up opportunities for many SMEs to participate in the global industrialisation process, and in 
doing so, spur their own national industrial development.   
 
The elimination of trade barriers offers significant opportunities, but on its own it is not sufficient to achieve 
the objectives. It requires advancing deep integration, including the creation of more competition behind 
the borders and strengthening the system of intellectual rights protection. It also requires supportive policy 
to transform the economies of the continent, via the development of competitive manufacturing and modern 
services. Increasing further the diversification of goods and services to trade within the bloc will also require 
capital.   
 
Banga et al (2020) argue that intra-African trade, boosted by the AfCFTA, can play a key role in the 
economic recovery from Covid-19. In the long-run, it is expected that AfCFTA will boost trade and reduce 
poverty. If implemented fully, the trade pact could boost regional income by 7% or $450 billion, speed up 
wage growth for women, and lift 30 million people out of extreme poverty by 2035 (World Bank, 2020). 
The agreement could reshape markets and economies across the region, leading to the creation of new 
industries and the expansion of key sectors. Intra-continental exports could increase by 81 percent while 
the increase to non-African countries would be 19 percent. 
 
Phase II of the AfCFTA includes the negotiation of an investment protocol aimed to boost productive 
investment within the continent. The investment protocol is expected to have sustainable development and 
the main objectives of Agenda 2063 as its principal goals. As national economies integrate as part of the 
AfCFTA, they are expected to increase efficiency-seeking as well as market-seeking FDI.  
 
Drawing from experience in African countries te Velde and Munakula (2015) synthesise how different 
types of provision in regional integration can support FDI and productivity change. Theory suggests that 
regional trade agreements will lead to increased FDI from outside the region, but there are more ambiguous 
results for intra-regional FDI. An important reason for this ambiguity is that multinational enterprises are 
motivated by exploiting firm-specific assets (e.g. firm-specific fixed costs) and hence want to enjoy 
economies of scale and scope, in addition to simply jumping trade barriers. Hence, once established in 
country A, they are less likely to invest in neighbouring countries B, C and D. 
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Importantly, the scope of regional provisions is crucial. Dee and Gali (2003) and te Velde and Bezemer 
(2006) provide more details on the relevance of different types of regional investment provision. Dee and 
Gali (2003) suggest that FDI responds significantly to the non-trade provisions of regional trade agreements 
(including investment provisions). Te Velde and Bezemer (2006) find that membership of a region covered 
by a trade agreement is not significantly related to inward FDI. By contrast, when the regional trade 
agreement contains a sufficient number and level of trade and investment provisions (e.g. describing 
treatment of foreign firms, significant trade preferences), this will help attract more inward FDI to the 
region, which will then boost further productivity and industrialisation.   
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Industrialisation is a crucial development challenge for Africa. Countries cannot transform their economies 
and increase the number of quality jobs without industrialisation. The manufacturing sector also has 
important spill-overs for the rest of the economy. Whilst Africa has experienced industrial growth between 
2000 and 2017, manufacturing value addition has slightly declined as a percentage of GDP. For the majority 
of African countries, this cannot be described as “d

African 
countries have expressed a strong desire for industrialization, policy faces two major hurdles. First, the 
current policy environment is still too focused on general investment climate issues and too little attention 
goes to targeted, facilitatory actions. Our analysis suggests that a combination of general and targeted 
policies is crucial. Second, even when there is a formal government commitment to industrialisation policy, 
this is not always followed through to implementation because of weak institutions or an unfavourable 
political economy, often most clearly seen at sector level. Correct identification of economic opportunities 
characterizes successes in sector transformation, but negative political economy considerations often lead 
to failures.  
 
The Covid-19 pandemic has had devastating effects on Africa’s economy and industrialisation efforts. 
However, one can also identify some positive responses which offer cause for optimism. For example, 
Africa has seen (i) repurposing, accelerated pharma production and joint procurement; (ii) increased 
attention to agro-processing; and (iii) increased use of technological advances. These show what can be 
done when there is focused attention and coordination between government, private sector and civil society. 
 
Beyond the immediate challenges and opportunities, we identify three major opportunities for Africa’s 
industrialisation in the decade ahead: green industrialisation, digitalisation, and regional integration. Each 
one requires supportive policies to build productive capacity that can make use of lower cost renewable 
energy. There are major opportunities stemming from digitalisation, such as increased competitiveness and 
jobs, but this means moving beyond business as usual, which is likely further to deepen digital divides. 
Instead, promoting the appropriate skills for the future and supporting firms to build up digital capabilities 
are essential for African countries now. Finally, Africa needs to deepen regional integration provisions and 
put in place complementary infrastructure, build industrial capabilities, and invest in the institutions needed 
to promote trade across the continent.  
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