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Reasons for Africa’s Under-Industrialisation

Africa’s struggle to industrialise stems from a confluence of historical and structural factors, policy inconsistencies and
lack of industrial strategy, hard infrastructure gaps, skills and technology gaps, capital constraints, unfavourable business
and investment climate, and external shocks emanating primarily from global market dynamics. Understanding these
challenges is essential before proceeding with modelling an increase in manufacturing.

Many African economies emerged from colonial rule with a focus on extractive industries and commodity exports, not
manufacturing. The infrastructure and institutions left behind were often geared towards mining or plantation agriculture,
with a limited industrial base. This path-dependency meant that post-independence industrial growth had to start almost
from scratch in many places. Additionally, relatively small domestic markets due to low incomes and fragmented borders
made it hard for nascent industries to achieve economies of scale. Where East Asian countries could scale up by exporting
to global markets, African firms often struggled to compete internationally in manufactured goods given their small
domestic markets and faced stiff competition from established producers in Asia and the West.

Compounding its colonial legacy, several African countries attempted import substitution industries through state-
owned enterprises after independence. Many of these efforts faltered due to inefficiencies, corruption or external shocks,
and were later reversed under structural adjustment programs in the 1980s and 1990s. The liberalisation era often led to
deindustrialisation, as protective tariffs were removed and local industries collapsed under import competition. In the
2000s, countries like Nigeria, Ethiopia, Kenya, Morocco and Rwanda reconsidered and crafted new industrial policies.
However, implementation has varied. In some cases, lack of clear planning, inconsistent commitment and poor
governance undermined industrial initiatives. Frequent changes in policies, such as sudden tax hikes, import bans or forex
restrictions, created uncertainty for investors. Countries that sustained a focused industrial strategy tend to have better
outcomes than those that oscillated or treated industrialisation as a slogan more than a plan. Examples are (Ethiopia’s
push in light manufacturing during the 2010s) or Morocco's deliberate development of automotive and aerospace clusters.

A fundamental barrier to industrialisation in much of Africa has been the cost and reliability of inputs like power,
transport and Information and Communication Technology (ICT). Reliable power supply and efficient transport
networks are not merely infrastructure issues; they are central to any viable industrialisation strategy. Yet, many African
manufacturers continue to grapple with chronic electricity shortages and logistical bottlenecks, severely limiting their
competitiveness and growth potential. In Nigeria, for example, approximately 90% of manufacturers depend on diesel
generators due to the chronic instability of the national power grid. The government estimates that its manufacturers lose
approximately US$27 billion annually as a result of power outages, an economic burden that significantly hampers
industrial growth. Consequently, Nigeria's manufacturing sector has stagnated, contributing around 13% to GDP since
2020. Similarly, in South Africa, load-shedding (rolling blackouts) by utility Eskom has forced regular plant shutdowns from
late 2007 to early 2024, undercutting manufacturing output.

Inadequate transport infrastructure is another significant obstacle to industrial development in Africa, driving up logistics
costs and causing long lead times. The continent’s roads, railways and ports have failed to keep pace with growing
economic demands, making the movement of goods both slow and expensive. In 2018, sub-Saharan Africa, despite
comprising 17% of the world's land mass, accounted for just 6% of global road networks, a stark contrast to South Asia’s
17% share. According to the Africa Finance Corporation’s 2024 report, Africa’s total paved road network spans only about
680 000 kilometres, roughly one-sixth the size of India’s, despite the two regions having roughly equal population sizes.
Africa is, of course, more than nine times the size of India, meaning that its few roads have to service much larger
geographic areas. This infrastructure gap leaves vast areas poorly connected and creates severe logistical challenges for
manufacturers across the continent.

Moving goods across African countries can be slow and expensive due to poor roads, congested ports and cumbersome
border procedures. For example, it can cost more (and take longer) to ship goods from one West African country to a
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neighbouring one than from China to Africa. This lack of connectivity and high internal trade costs have dissuaded
investment in regional value chains. World Bank estimates suggest that sub-Saharan Africa’s infrastructure deficit reduces
annual economic growth by roughly two percentage points and that it lowers business productivity by up to 40% in some
countries.

The AfCFTA is intended to tackle some of these issues by improving trade facilitation, but the need for hard infrastructure
requires sustained investment. Encouragingly, as noted earlier, there are major projects in progress: from new ports and
railways to hydroelectric schemes and renewable energy farms that could power industries. Until these deficits are
substantially addressed, though, they remain a drag on industrial competitiveness.

Many African manufacturers face a shortage of skilled technicians, engineers and managers needed to run modern
industries. Educational systems in many countries have not produced enough graduates with technical and vocational
skills relevant to manufacturing. This often forces firms to either invest heavily in training new hires or bring in expatriate
expertise, both of which raise costs. Additionally, limited access to cutting-edge technology and know-how has been an
issue. African firms typically invest less in research and development (R&D) than firms in other regions. Technology
transfer through foreign direct investment has been happening. For instance, Japanese car makers are training workers in
South Africa, or Chinese textile firms in Ethiopia are introducing new machinery. However, not all investments come with
significant skills transfer, and there is still a gap in local technological capacity. Closing this gap will require investments in
education, particularly in Science, Technology, Engineering, and Mathematics (STEM) and vocational training, as well as
stronger industry-academia linkages and incentives for innovation. Initiatives like Ghana's Skills Development Fund and
Kenya's technical institutes are steps in the right direction, but much more needs to be done to equip the workforce for
industrial jobs.

Manufacturing enterprises often require substantial capital to purchase equipment, build factories and weather initial
losses. In Africa, access to long-term finance at reasonable interest rates is limited. Banks often consider manufacturing
too risky compared to commerce or resource deals and interest rates can be very high, making loans for industrial
investment prohibitive. Capital markets are shallow in most of Africa, so raising equity or bond financing is also tough.
Development finance institutions like the International Finance Corporation (IFC), the African Development Bank (AfDB)
and national development banks have been important in funding industrial projects on a concessional basis, but overall,
the financing constraint remains. Without affordable finance, local entrepreneurs struggle to establish or expand
manufacturing businesses. This often leaves the field to foreign investors or limits industries to those with quick turnover.
Improving the financial ecosystem through reforms, guarantees and innovative financing models (like blended finance or
industrial venture funds) could help channel more capital into manufacturing ventures.

Beyond finance, general ease-of-doing-business factors play a role. Red tape, slow bureaucratic procedures and
regulatory uncertainty can deter industrial investment. However, some countries have made strides in streamlining
business registration and customs procedures. Rwanda is a notable example of creating a business-friendly environment.
Others still have notorious hurdles, like difficulty in getting land title deeds or complex import-export licensing that can
delay inputs for factories. Corruption is another challenge that raises costs and uncertainty. Moreover, political instability
or security issues in certain regions (the Sahel, parts of Central Africa) naturally scare off potential industrial investors who
seek stability. The countries that have attracted manufacturing FDI tend to be those that assure investors of stability,
protection and a workable business climate. For example, Morocco has special arrangements and one-stop shops for
investors in its Tanger Automotive City. Additionally, Egypt has reformed investment laws to allow full foreign ownership in
many sectors and created industrial zones with dedicated governance. Improving the overall business environment across
Africa is key to both domestic industrial growth and to luring foreign manufacturers seeking new low-cost locations.
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Africa’s industrialisation is also happening in a different global context than earlier industrialisers. Global value chains are
now well established, and Asia, particularly China, but also Vietnam, Bangladesh and other have entrenched positions in
many manufacturing segments. Africa is essentially trying to break into markets that are already very competitive. For
instance, making textiles or electronics to export means going up against Asia’s efficient producers.

Additionally, the rise of automation and robotics globally means low-wage labour is not as critical an advantage as it once
was; some manufacturing is being restored to developed countries as automation cuts labour costs. That said, global
supply chain shifts due to trade tensions and the pandemic have opened some opportunities. Companies are increasingly
pursuing a ‘China+1' strategy or seeking regional diversification for resilience, which provides a potential benefit if Africa
manages to position itself as a viable alternative location for certain industries. There are early signs: global apparel
brands have started sourcing from Ethiopia and Egypt; automobile companies like Volkswagen and Nissan have set up
assembly in countries such as Kenya, Ghana and Nigeria to serve regional markets; and manufacturers of generic
pharmaceuticals were eyeing African hubs in the wake of COVID-19 to shorten supply chains. However, capturing these
opportunities requires a proactive industrial policy to market Africa’s advantages, like abundant labour and raw materials
and mitigate its disadvantages (costs and risks).

Africa’s under-industrialisation is, therefore, not due to any single factor but the result of a web of interrelated challenges.
Overcoming them will require holistic efforts, from hard infrastructure upgrades to soft reforms and capacity-building.
The good news is that these issues are increasingly recognised by African governments, researchers and policymakers,
and there is growing continental cooperation to address common obstacles, for instance, through the Programme for
Infrastructure Development in Africa (PIDA), and skills mobility initiatives under the African Union.
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