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The Costs of Embarking on a Manufacturing Pathway

While the benefits of industrialisation are substantial, it is important to acknowledge that it typically requires short- to
medium-term trade-offs. Some of these challenges include widening inequality gaps and job disruption in the early stages
of industrialisation, fiscal strain, infrastructure and environmental costs, socio-cultural adjustments, as well as external
competition and retaliation. Policymakers should be prepared to address these challenges to ensure the process is
inclusive and sustainable.

In the early stages of industrialisation, it is common for income inequality to rise given the need to invest in capital-
intensive sectors at the expense of others. Manufacturing growth typically benefits urban areas and specific sectors,
which can widen the gap with those still in subsistence agriculture or the informal economy. Countries need to cushion
these costs by investing in social safety nets, retraining programs and regional development. This way, people displaced
from traditional livelihoods have support and opportunities to participate in the new economy. East Asian countries often
accompanied industrial booms with investments in education and rural development to ensure broader inclusion; African
countries can learn from that by, for instance, providing stipends or public works jobs to those affected by structural
shifts, and by facilitating rural-urban migration with decent, affordable housing and services in cities.

Starting a manufacturing push may require heavy upfront capital investment and incentives that initially strain public
finances. Governments might spend on infrastructure (power plants, industrial parks), give tax breaks or holidays to
nascent industries, or subsidise credit for manufacturers. These can reduce fiscal space in the short term. Additionally,
protecting infant industries (if done) can mean consumers pay higher prices initially for local products versus cheap
imports. There is a political cost if the public does not see quick results. Patience and persistence are needed; premature
withdrawal of support could doom industries that just needed a few more years to become competitive. Policymakers
must balance the budgetary costs by improving tax collection in the long run. Ironically, successful industrialisation
eventually broadens the tax base significantly, but bridging the gap in the meantime is tricky. Transparent cost-benefit
analysis and sunset clauses on incentives can help manage resources wisely.

Rapid industrial growth can put stress on infrastructure and the environment. For instance, factories require reliable
electricity and water. If those are diverted from other uses, it could impact communities. Industrial expansion can lead to
pollution (air, water and soil) if environmental regulations are weak. Africa has the chance to industrialise in a greener way
than 19th-20th-century countries did, but enforcing environmental standards may increase costs for industries. Not
enforcing them, however, could impose costs on society in terms of health and ecological damage. Finding the right
balance is key. Investing in clean technologies early and building green infrastructure like renewable energy grids can
mitigate environmental costs. This is where global climate financing could assist Africa, helping fund cleaner industrial
equipment so that Africa does not have to choose development over the environment. Sustainable industrialisation is
possible but requires upfront planning, e.g., proper waste management in industrial zones, emission controls and more.

Industrialisation usually entails urbanisation and changes in social structures. Large movements of people from rural
areas to cities can strain urban housing and services and lead to social frictions. Traditional community structures may be
disrupted. Culturally, the shift from agrarian lifestyles to regimented factory work is significant. These are not costs in an
economic sense but are challenges that societies may face without adequate planning and preparation. It underscores the
need for urban planning, building affordable housing, expanding public transport, healthcare and education in cities so
that growing industrial cities remain liveable and inclusive. Governments might also need to implement policies to avoid
the formation of urban slums and to ensure new urban residents can integrate and find jobs. Additionally, labour rights
and worker safety must be addressed so that industrial jobs are decent and do not exploit workers. Early on, countries
might face tough choices: for example, maintaining global competitiveness versus ensuring living wages. Striking a
balance where workers are treated fairly but industries can still thrive is essential to prevent a backlash against
industrialisation.
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If African countries aggressively pursue manufacturing, they might face pushback on the international stage. For
instance, anti-dumping complaints if they subsidise exports, or pressure from trade partners if they use protectionist
measures. Navigating the global trade system will be part of the cost of industrial policy. African countries will have to be
clever in using the flexibilities allowed by the World Trade Organisation (WTO) rules, for example, the special provisions
for least-developed countries and in negotiating trade agreements that allow space for industrial development. The
AfCFTA itself helps by providing a united front in global trade talks. Yet, there could be cases where external actors
(countries or companies) resist Africa’s industrial rise, especially if it starts taking a significant market share in certain
products. African governments should be prepared to diplomatically defend their right to industrialise, just as others did
before. This could involve costs like legal trade disputes or the need to comply with quality or other standards to access
markets, including carbon intensity requirements.

In weighing these costs and benefits, it is crucial to remember the status quo. Africa’s current reliance on imports, high
unemployment and vulnerability to commodity price swings are very large. Embarking on industrialisation has upfront
costs, but the cost of inaction is higher: continued joblessness, poverty and external dependence. The key is to manage
the transition in a way that spreads benefits widely and protects those who might be negatively affected in the short term.
With smart policies, the immediate downsides can be mitigated. For example, governments can implement targeted cash
transfers or retraining for workers displaced from less competitive sectors. They can adopt a sequencing approach,
gradually phasing in industrial reforms to avoid shock therapy. The AfCFTA's tariff phase-down is one example of a gradual
approach, liberalising over the years, giving industries time to adjust. Many Asian countries have gone through these
growing pains and tackled them through social policies, and there's no reason African countries cannot do the same with
the benefit of hindsight and international support.
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