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Briefly

Industrialisation is widely recognised as a critical engine of structural transformation, skills and economic development. It
typically entails a shift from an economy reliant on agriculture and raw material exports to one centred on manufacturing,
processing and value-added industries. This transition also includes the expansion of complementary sectors such as
construction, energy, technology and services, laying the foundation for a more diverse, resilient and self-sustaining
economy.

Several theoretical frameworks have been developed to explain the relationship between industrialisation and economic
growth. Chief among them is the structural change theory, which argues that economic progress is driven by the
reallocation of labour and capital from low-productivity sectors (like subsistence agriculture, informal trade and artisanal
mining) to high-productivity sectors (manufacturing and modern services). This reallocation enhances overall productivity,
stimulates job creation and broadens the tax and export base.

Countries that have succeeded in raising their incomes and reducing poverty are typically those that have managed to
diversify away from primary commodities toward industrial and knowledge-intensive activities. Industrialisation is
particularly significant due to its strong forward and backward linkages: it drives demand for upstream inputs and raw
materials while also supplying critical inputs and components to downstream industries and consumers.

Kaldor’s growth laws: the manufacturing-led growth hypothesis

Nicholas Kaldor's growth laws provide further theoretical grounding for manufacturing's role in economic growth. Chart 2
shows the concept of Kaldor’'s laws. The first law observes that growth in manufacturing output tends to drive productivity
gains economy-wide, due to increasing returns to scale, learning-by-doing and rapid technological diffusion in industry.
His second law notes that productivity in non-manufacturing sectors (agriculture, services) is enhanced by manufacturing
growth, through demand and efficiency spillovers. The third law finds a strong positive correlation between a country’s
overall GDP growth and its manufacturing growth. In essence, Kaldor viewed manufacturing as the “engine of growth”: as
industry expands, it pulls along other sectors and lifts the entire economy’s performance. This perspective is supported by
historical experience; few economies have achieved high incomes without a period of robust industrialisation.

Chart 2: Kaldor's growth laws

It is important to note that manufacturing-led development usually goes hand-in-hand with improvements in agriculture
and human capital, especially in early stages. Many Asian countries first invested in transforming their agricultural sectors,
which boosted food security and rural incomes, creating the conditions for labour to shift into industry. These countries
also expanded basic education and skills development, yielding a more capable workforce ready for factory jobs.
Favourable demographics (a growing working-age population) and strategic, visionary leadership were crucial additional
ingredients enabling the transition to manufacturing.
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Asian economies pursued deliberate industrial policies to accelerate this transition. Export-oriented manufacturing was
often a focus, supported by infrastructure development, technology upgrading and integration into global markets. As a
result, countries such as Japan, South Korea, Taiwan, Singapore, Hong Kong and, more recently, China, have achieved
unprecedented growth, rapid urbanisation and rising living standards by riding the manufacturing wave. Their experience
underscores how industrialisation, if well-managed, can lead to transformative development. Countries such as Brazil,
Indonesia, Malaysia, Mexico, Philippines, South Africa and Turkey also experienced substantive growth for several years
due to industrialisation, but generally not at the rates of Asia and not for the extended period seen there.

In his best-selling book Kicking Away the Ladder, the South Korean author and academic Ha-Joon Chang described the view
that developing countries could largely skip industrialisation and enter the post-industrial phase where services
increasingly drive employment and productivity growth as ‘a fantasy'. This is because the manufacturing sector has ‘an
inherently faster productivity growth than the services sector,’ he argues.

The extent to which industrialisation leads to improved wages and better living conditions for the working class is,
however, contested and context-specific. For example, while a scarcity of skilled labour meant that industrial employment
in the US during its Industrial Revolution (resulting in the so-called American System of Manufacturing) focused on
technological improvements to raise productivity and was accompanied by higher wages for successive decades, that was
not the case in Europe. Here, a surplus of sufficiently skilled labour would see employment increase but not wages until

new opportunities, such as with railways, changed the balance of power between investors and labour.™

Early industrialisation is therefore an important development driver, with governments required to act as enablers to
unlock private sector capital and innovation. Increased productivity in industry, with a simultaneous transformation out of
agriculture, accounted for about half of the catch-up by developing countries to advanced economies’ output per worker
between 1950 and 2006. Industry is, therefore, the pre-eminent destination sector at early stages of development
because it is a better-paid sector than subsistence agriculture that can absorb large numbers of moderately skilled
workers.

Beyond a basic, subsistence level of development, industrialisation also determines agricultural efficiency and expansion,
and even the development of high-value services. Large-scale commercial agriculture in Africa, for example, is dependent
on a large and diversified manufacturing base, as the processes involved are similar.

More recently, Carol Newman and colleagues found that the manufacturing sector in Africa is six times more productive
than agriculture. Also, some recent studies find that ‘rumours of the demise of industrialisation as the engine of
development are greatly exaggerated.’

The case for prioritising industrialisation in Africa’s growth strategy rests on several compelling economic foundations.
Chief among these is manufacturing's superior contribution to productivity growth. Structural transformation, which is
shifting labour and resources from low-productivity sectors such as subsistence agriculture or informal services to high-
productivity sectors like manufacturing, yields a significant productivity bonus. This transformation not only enhances
overall economic efficiency but also lays the foundation for sustained growth.

Manufacturing also presents unique advantages for capital accumulation. Unlike agriculture, which is spatially dispersed,
manufacturing activities are typically concentrated in specific zones or clusters, allowing for more effective investment and
infrastructure deployment. The sector also yields higher returns on capital, both in terms of labour productivity and total
factor productivity, making it an attractive destination for investment. These dynamics have historically driven high
savings and investment rates in successful industrialising economies, such as those in East Asia.
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Moreover, the manufacturing sector is characterised by economies of scale and intensive technological advancement. It
serves as a conduit for innovation, with new technologies typically emerging in manufacturing before diffusing to other
parts of the economy. The scale and scope of these technological gains are rarely matched by agriculture or traditional
services sectors, thus reinforcing manufacturing's central role in driving productivity and competitiveness.

Another critical advantage of manufacturing is its integration into global value chains. Manufacturing industries not only
produce goods for domestic consumption but are also highly exportable, facilitating foreign exchange earnings,
technology transfer and exposure to international best practices. Even when focused on the domestic market,
manufacturers operate under competitive pressure from global suppliers, incentivising continual upgrading of processes
and products. In contrast, traditional agriculture and informal services lack this exposure and competitive discipline.

Furthermore, manufacturing generates strong linkage and spillover effects within the economy. It creates robust forward
and backward linkages across multiple sectors, stimulating demand for raw materials, logistics, services and consumer
goods. These interconnections amplify industrialisation’s impact on job creation, enterprise development and value chain
expansion.

Finally, demand dynamics support the case of industrialisation. As per capita incomes rise, the share of income spent on
food declines while demand for manufactured goods increases, a phenomenon explained by Engel's Law. This means
countries overly reliant on agriculture and primary commodities face inherent demand-side constraints on growth.
Without industrialisation, they risk stagnating in low-income, low-productivity equilibria.

The idea that manufacturing is the pioneering driver of economic growth has also been the subject of numerous empirical
studies. The majority of them find that manufacturing is a key engine of economic growth, especially for developing
countries. However, some studies reveal an ambiguity in the direction of causality between manufacturing and other
sectors and show that manufacturing may not be the most important sector influencing sustainable economic growth.

According to these views, the service sector, combined with ICT technologies, could become the new engine of economic
growth in developing economies. With the decline in mass employment in manufacturing, the contribution of the service
sector to growth has become important, a trend accelerated by the COVID-19 pandemic that saw the rapid modernisation
of services akin to the establishment of complex supply chains in manufacturing some decades previously. An important
consideration here is that the reduction in manufacturing employment as a portion of total employment inevitably means
that its general economic effects are reduced. The nature of services is also changing, permeating all aspects of
production as ICT has become more important as a source of productivity growth.

The next sections assess how the manufacturing-led growth hypothesis advanced by Kaldor and others is playing out in
the African context, examining structural transformation trends, the current state of African manufacturing and the
barriers that have held back industrial growth on the continent.

Africa’s contemporary manufacturing landscape

In recent years, African countries have increasingly embraced the view that industrialisation should be at the centre of
their economic development strategies. Several trends, including policy renewals and strategic planning, the
establishment of the AfCFTA, digital and green industrialisation, investment in infrastructure and SEZs, and the potential
of Africa’s demographic dividend, reflect this shift.

Many governments have adopted industrialisation strategies aligned with the African Union’s Agenda 2063 and its action
plans, such as the Accelerated Industrial Development of Africa (AIDA) initiative. National strategies in countries like Ghana,
Nigeria, Ethiopia and Kenya have launched ambitious initiatives to enhance manufacturing growth and downstream
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beneficiation. For example, Nigeria's current development agenda emphasises local value addition in solid minerals (like
lithium) to support an emerging electric vehicle and battery industry. Examples of policy errors also abound, such as
Ghana's ill-considered One District, One Factory initiative, which aimed to establish industries across the country (and not
benefiting from the agglomoration effect) to diversify the economy until basic economics forced its abandonment.

Overall, there is a stronger commitment to locating industrial development at the forefront of economic planning, and the
initiative that has the most potential in this regard is the 2021 launch of the African Continental Free Trade Area (AfCFTA)
which is examined in a separate theme. Once fully operational, the AfCFTA can build regional value chains, deepen intra-
African trade and boost demand for locally manufactured goods. A larger unified market can support competitive
industrial production that no single small economy can sustain. Progress in AfCFTA implementation continues: as of mid-
2025, 48 countries have ratified the agreement, and additional protocols on investment, competition policy and digital
trade have been concluded.

By dismantling intra-African tariffs and simplifying customs, AfCFTA is already fostering cross-border industrial value
chains. For instance, automobile assembly is poised to benefit; components made in one country can be shipped tariff-
free for vehicle production in another, serving the entire continent. If fully implemented, our modelling suggests that the
AfCFTA could raise Africa’s GDP by US$592billion above the Current Path by 2043.

In the short run, the AfCFTA also provides alternatives for African manufacturers facing external trade hurdles.
Automotive and fertiliser producers, for example, can target regional consumers to mitigate the impact of global trade
tensions and tariff wars. AfCFTA promises to deepen intra-African trade, where manufactured goods already account for
the bulk of exports and create a virtuous cycle of increased investment and industrial output across Africa.

The adoption of digital technologies and smart manufacturing is helping some African countries leapfrog traditional
stages of industrialisation. Meanwhile, there is a growing emphasis on sustainable, green industrial practices, supported
by renewable energy transitions and circular economy models. Automation, robotics, CAD/CAM design and e-commerce
are increasingly being used by firms in sectors from apparel to auto parts. For example, South African and Kenyan
companies are using 3D printing for prototyping and spare parts production, reducing costs and lead times.

There is also a growing emphasis on a sustainable, green industry. Many African countries are integrating renewable
energy into industry, such as solar-powered industrial parks, and exploring circular economy models (recycling and
reusing waste in production). These efforts not only reduce carbon footprints but also offer cost advantages in the long
run. The African Union has highlighted these themes, with the 2024 Africa Industrialisation Week focusing on harnessing
artificial intelligence and green manufacturing innovations to accelerate industrial growth. The goal is to ensure Africa’s
industrialisation in the 21st century is both technologically up-to-date and environmentally responsible.

These promising efforts and examples aside, infrastructure bottlenecks, from unreliable electricity to poor transport
networks, have long constrained African industry. Recognising this, governments and development partners are investing
heavily in industrial infrastructure. Power generation and distribution are being expanded in many countries. For
instance, Egypt and Ethiopia have added significant electricity capacity, while South Africa is opening the grid to
independent power producers to ease its energy crisis. Transportation corridors are also improving: new ports (such as
Nigeria's Lekki Port and Kenya's Lamu Port), modernised railways (the Standard Gauge Railway in East Africa), and
upgraded highways are facilitating the movement of inputs and finished goods.

SEZs have become a popular tool for creating industry-friendly enclaves with ready infrastructure and policy incentives.
Ethiopia’'s network of industrial parks is often cited. Hawassa Industrial Park, for example, provides world-class facilities
for textile and garment manufacturers and has attracted numerous foreign investors. Egypt has established large

economic zones along the Suez Canal and elsewhere, drawing manufacturing investment in sectors like automotive and
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chemicals. In West Africa, Togo's Adétikopé Industrial Platform (PIA) and Ghana's Tema Export Processing Zone are
creating hubs for processing agricultural commodities and assembling goods. A recent landmark project is the DRC-
Zambia Battery Valley initiative: in 2025, the DRC launched the development of the Musompo SEZ, a 900-hectare zone to
produce battery precursors and potentially assemble electric vehicles using locally mined cobalt. Zambia is also planning a
complementary zone as part of this cross-border project, with backing from the African Export-Import Bank and Africa
Finance Corporation.

These infrastructures and SEZ investments, while at varying stages, are laying the groundwork for accelerated industrial
activity. They aim to reduce operating costs and risks for manufacturers, making African locations more competitive for
production.

Finally, Africa’s young population and rapid urbanisation present both a challenge and an opportunity for
industrialisation. We expand on demographics in a separate theme. Each year, millions of African youth enter the labour
market, often with limited prospects in agrarian or informal sectors. Manufacturing could absorb many of these workers if
it expands. A large, youthful workforce can be a source of lower-cost labour that attracts labour-intensive industries
(much as East and Southeast Asia benefited from demographic dividends). Urbanisation is creating burgeoning consumer
markets in African cities, which can stimulate demand for domestically made products from food to furniture to
appliances. However, to harness this demographic dividend, investments in education and technical and vocational
training are crucial so that the labour force has the skills needed in modern factories and industrial enterprises. If
properly skilled and utilised, Africa’s human capital could be a key asset powering industrial growth through to mid-
century. In the theme on employment, we explain and view the effect of various scenarios on the future of work in Africa,
noting that by 2029, Africa would have a larger working-age population than China and, by 2032, larger than India. This
underscores the urgency of creating productive jobs - industrialisation will be central to achieving that at scale.

In a nutshell, Africa’s manufacturing landscape is at an inflexion point. Structural factors like demographics and demand
are aligning with policy momentum - at the continental and national levels - and investments on the ground (like
infrastructure, SEZs) to potentially kick-start a new era of industrial growth.

The following sections delve into the specifics of Africa’s industrial performance and the challenges that need to be
addressed. Later, the theme explores what the future could hold under a more aggressive but realistic industrialisation
scenario.
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