
Industrialization in Sub-Saharan Africa: Seizing Opportunities in Global Value Chains 1

MARCH 2023 | No. 2

AFRICA ECONOMICS POLICY NOTE
OFFICE OF THE CHIEF ECONOMIST, AFRICA REGION

Industrialization has been at the center of the social and 
economic transformation of developed and newly devel-
oping economies, and has historically been the driving 
force behind structural change. For Sub-Saharan Africa, 
however, there are widespread concerns on whether 
manufacturing can play a similar role in the region’s so-
cial and economic development. Despite this narrative, 
industrialization features prominently in the develop-
ment strategies of many SSA countries and is an inte-
gral component of Agenda 2063 of the African Union. 
To the extent that there is renewed interest in industrial-
ization across the continent, and certain countries have 
had some success in manufacturing-driven structural 
change, the central question is not whether countries in 
SSA should pursue industrialization as a potential path 
to sustainable growth. Rather, the focus should be on 
identifying policy priorities to support country efforts in 
industrialization, as countries will pursue different variet-
ies of industrialization.

The case for industrialization partly rests on the fact that 
manufacturing has strong links and spillover effects with 
other key sectors such as agriculture and services. In 
addition, manufacturing produces tradable goods that 
support economies of scale and scope. The scale and 
quality of job growth in manufacturing, therefore, can 
be driven as much by the growth of exports as by the 
expansion of domestic demand. Manufacturing is also 

a conduit for international technology transfer and local 
knowledge spillovers. Seizing opportunities within inter-
national production networks and competing across val-
ue chains in local, regional, and global markets is central 
for the scale and speed of industrialization.

KEY FINDINGS AND 
IMPLICATIONS FOR POLICY 
There is still a window for manufacturing 
driven structural change; Productivity 
growth is central to this drive.
The evidence does not strongly support the predomi-
nant narrative that manufacturing activities in Africa 
have hit a maximum threshold as the main driver of eco-
nomic growth, and would have only a declining role. The 
share of manufacturing employment stayed on a steady 
upward trend over the period 1970–2015 with the level 
of income. This trend is likely to continue and can accel-
erate with the right policy environment3. However, the 
evidence on the share of manufacturing value added 
does not follow the observed trend in manufacturing 
employment shares. The contribution of manufacturing 
value added to gross domestic product (GDP) remains 
weak, showing a flat or declining trend. The evidence 
for an inverted U-shaped relationship – a sign of prema-
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ture deindustrialization – weakens when high-exporting 
countries are excluded. The decline in the value-added 
share of manufacturing and the increase in the employ-
ment share of manufacturing has contributed to stag-
nation and sometimes a decline in manufacturing la-
bor productivity. Rising employment contribution in the 
wake of stagnant or falling productivity is an outcome 
of the relatively large employment contribution of low 
productivity smaller firms and the limited employment 
contribution of the highly productive  larger firms.

In SSA, much of the growth in job creation and manu-
facturing productivity derives from reallocation and en-
try and exit of firms. In Côte d’Ivoire and Ethiopia, for 
example, a large share of the observed productivity 
growth in manufacturing was due to the reallocation of 
market shares from less productive establishments to 
more productive ones. Within-firm productivity growth 
performance, on the other hand, has been lackluster. 
The resource reallocation that comes with structural 
change can accelerate growth and generate gainful 
employment opportunities. However, structural change 
can be growth reducing, as was observed in the re-
gion’s predominant shift towards low-productivity ser-
vice sectors  especially during the period 1990-99. 
Recent years (2000 onwards) has seen reversal of this 
trend with structural change contributing substantial-
ly to productivity growth. Misallocations across as well 
as within sectors and industries are substantial in many 
SSA economies. Policies to address the key sources 
of misallocations including entry barriers, market pow-
er associated with state owned enterprises (SOEs) and 
state-affiliated firms, and other structural change limiting 
regulations are essential to raise aggregate productiv-
ity. There is also significant potential to increase with-
in-firm productivity through strategic policies that would 
leverage participation of firms in international trade, FDI 

and draw from the benefits of agglomeration economies 
closer to cities and emerging industrial parks.

Predominant Heterogeneity in 
Industrialization Experience  
Regional Heterogeneity
The single story of premature deindustrialization is not a 
defining feature of the industrialization experience in the 
region given the wide heterogeneity across countries. 
Only 5 of 41 countries studied in SSA show evidence 
consistent with an inverted U-shape in real manufactur-
ing value added. The manufacturing value-added share 
is flat for West and Central Africa whereas it rises with 
the level of income in East Africa, suggesting that indus-
trialization is alive and well in many countries. Although 
Southern Africa has deindustrialized, this phenomenon 
is not occurring at lower levels of per capita income. 
Even in South Africa, which is driving the Southern Af-
rica results, the inflection point has arisen at a level of 
income that is aspirational for many other African coun-
tries.

Resource Endowment
Trends and patterns of industrialization are strikingly 
heterogeneous across resource groups. Different trajec-
tories emerge when the evolution of manufacturing val-
ue added is expressed in terms of overall GDP and a dis-
aggregated component of GDP, non-oil GDP (Figure 1). 
This distinction is important, given that the challenges to 
industrialization are likely to vary between resource-rich 
economies, especially oil exporters, and non-resource 
rich economies. When industrialization is measured by 
the share of manufacturing value added in non-oil GDP, 
manufacturing value added as a share of GDP has been 
rising in non-oil economies. When expressed as a share 

4 6 8 10 12

40

30

20

10

0

M
an

uf
ac

tu
rin

g 
va

lu
e 

ad
de

d 
(%

 o
f G

D
P)

Logarithm of GDP per capita (2011 US$)
4 6 8 10 12

40

30

20

10

0

M
an

uf
ac

tu
rin

g 
va

lu
e 

ad
de

d
(%

 o
f n

on
-o

il 
G

D
P)

Logarithm of GDP per capita (2011 US$)

Manufacturing share of overall GDP                                Manufacturing share of non-oil GDP

Figure 1. Manufacturing Value-Added Shares in GDP and Non-Oil GDP in SSA Economies

Source: Industrialization in SSA Report, 2021
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of overall GDP, there is a weak semblance of an invert-
ed U-shaped relationship between manufacturing value 
added and the level of income, indicating that, even as a 
share of GDP, manufacturing value added has increased 
steadily in non-oil economies. The narrative of prema-
ture deinstrialization is debunked even more strongly in 
the case of non-oil economies. 

Recent industrialization experience projects 
optimism in a some countries
More recently, growth-promoting structural change has 
been noteworthy in a few SSA economies with nascent 
manufacturing sectors, especially in Burkina Faso, Cam-
eroon, Ethiopia, Ghana, Malawi, Nigeria, Rwanda, Sene-
gal, and Tanzania. An evaluation of the trends in alterna-
tive indicators of industrialization—including the absolute 
size of manufacturing value added, share of manufactur-
ing exports, and absolute size of manufacturing employ-
ment—shows that the region is indeed industrializing. 
SSA experienced an increase of 148 percent in manu-
facturing employment, from a total of 8.6 million in 1990 
to 21.3 million in 2018.4 Hence, manufacturing jobs have 
been increasing, adding millions of jobs to the sector. 

SSA countries have had a variety of  experiences, and 
clear evidence of premature deindustrialization in the 
region, overall, is lacking. Yet many countries have not 
undergone the kind of successful structural transforma-
tion associated with sustained economic growth and job 
creation large enough to have a significant impact on 
poverty reduction. The significant difference in industri-
alization trends documented across countries suggests 
that while the prospects for successful job creation and 
a structural transformation through manufacturing re-
main viable in the region, they are bound to differ signifi-
cantly—along several dimensions including country size, 
resource endowment, current industrial base, and com-
parative advantage. These factors necessitate a rethink-
ing of industrial strategies in country-specific contexts 
and the current environment of changing technologies 
and shifting globalization patterns.

The Size-Age-Employment-Productivity 
relationship in manufacturing
Size: Small-sized firms generated much of the recent job 
growth in manufacturing. Most of these firms are infor-
mal, produce for the domestic market, and experience 
very small or no productivity growth. On the other hand, 
larger manufacturing firms exhibit superior productivity 
performance but do not expand employment much. The 
poor employment outcome of larger manufacturing firms 
in the region is attributed to the use of capital-intensive 
techniques associated with global trends in technology.5 

Efforts to boost industrialization in the region should ad-
dress the challenge of how to increase the productivity of 
small low-productivity firms and how to encourage large 
firms to create more jobs both directly and indirectly 
through linkages to other firms. 

Age: New entrants and young firms have been the 
main drivers of job growth in manufacturing in SSA. 
Job growth is lowest among old or continuing estab-
lishments. In Ethiopia, for instance, there has been a 
growing concentration of manufacturing jobs in younger 
establishments, and this pattern is evident, sector-wide. 
This pattern which began about 2009 was so strong that 
by 2016 job growth was fastest among younger firms. 
And, there was no observed job growth among estab-
lishment groups that were older than 20 years. Similar 
evidence is reported in developing countries such as 
South Africa, Côte d’Ivoire, and Vietnam.6

Caution is required here not to take the wrong policy 
implication from the Size-Age-Employment-Productivity 
dynamics observed in the sector. The policy takeway, of-
ten widely advocated, is to support small firms even at 
the cost of larger firms due to the favorable employment 
gains. However, that may be the wrong policy implica-
tion. Larger firms often account for a larger share of ex-
ports and hence economic growth, though they are slow 
to raise employment. In addition, large firms could also 
contribute to faster employment growth with scale, as 
they expand and take advantage of the inelastic global 
demand, once a country identifies and expands indus-
tries that it has comparative advantage in. Hence, pol-
icies directed at fostering productivity in smaller firms 
while supporting larger firms to expand and benefit from 
economies of scale in global trade are essential. Rarely 
do we see evidence of a country registering meaningful 
industrialization without large, often super-sized firms 
producing for export. This should be complemented 
with policies that lower entry barriers, ease labor market 
rigidities, and reduce other market distortions to pro-
mote the rise and growth of new firms.

Competitive unit labor costs, not just low 
wages are key to attract manufacturing FDI
Rapid productivity growth will be critical for sustaining 
the job growth in manufacturing over the long term. Ev-
idence of rising unit labor costs7 − average cost of la-
bor per unit of output produced−cannot, however, be 
generalized to all individual countries and is unlikely to 
be a constraint for manufacturing job creation . There 
is heterogeneity in unit labor costs across countries in 
the region. Countries such as Cameroon, Mauritius, Na-
mibia, and South Africa show higher levels of unit labor 
costs, due to the rapidly rising costs of labor. In coun-
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tries including Burundi, Cote d’Ivoire, Kenya, Tanzania, 
Uganda, and Ethiopia,  relative unit labor cost (RULC) is 
lower than in other developing countries such as China 
(the manufacturing powerhouse), despite rising wages8. 
Many countries still provide attractive bargains for low-
wage manufacturing, even after accounting for current 
levels of productivity. 

Considerable heterogeneity also abounds at the indus-
try level. Across the region, industries that are most com-
petitive in terms of RULCs are resourced-based and less 
knowledge-intensive manufacturing industries, name-
ly, non-metallic mineral products, food and beverages, 
leather products and footwear, and wood products. The 
region is less competitive in high skill-intensive and 
technology-driven industries such as computing ma-
chinery, TV, and communication equipment due to their 
higher RULC. These high skill-intensive industries have 
seen improvement in their competitiveness over time, 
however, showing that, within the overall manufacturing 
sector, there has been improvement in competitiveness 
in high value-added industries9. Findings both from the 
firm Age-Size-Employment-Productivity studies and on 
the dynamics of RULCs underscore the central policy im-
perative to boost productivity, both within-the-firm and 
across industries and sectors by reducing resource mis-
allocation, facilitating the reallocation of resources from 
low to high productivity sectors and industries, and sup-
porting existing firms. 

Higher GVC participation provides 
opportunities for Industrialization 
Africa’s participation in manufacturing GVCs10 is great-
er than 40 percent, 2 percent less than the World and 
East Asian average, and about 7 percent higher than 

the South Asian and Latin America average (Figure 2). 
Between 1990 and 2015, participation in GVC in the re-
gion increased by 8 percentage points, from 34 to 42 
percent, while it increased by about 7 percentage points 
in both East and South Asia and 4 percentage points in 
Latin America. This points  to a stronger organization of 
the region’s trade along value chains. Participation how-
ever has been uneven across industries, firms, tasks, 
and resource rich and resource poor country groups.

Africa’s high integration in GVC is in tasks that 
are predominantly labor-intensive and natural re-
source-intensive. Short-term strategies should target 
resource-based industrialization by exploiting current 
comparative advantages and transition into high val-
ue-added tasks and industries in the medium to long-
term.

Tasks: Africa’s integration into manufacturing GVC is 
more pronounced in forward participation, dominated 
by activities in low-skilled tasks and exports of prima-
ry products and basic inputs such as extraction and the 
export of raw materials—crude oil, natural gas, minerals, 
and in the light manufacturing industries, such as food 
and beverages and textiles and apparel (Figure 3). This 
suggests the need for strategies to move up their posi-
tions in the respective value chains as well as upgrad-
ing into higher value added and knowledge intensive 
industries in the value chain for better value capture and 
industrialization opportunities while creating the envi-
ronment for manufacturing activities that facilitate more 
backward linkages.

Resource endowment: The substantially higher GVC 
linkage rates in the resource-rich country groups, con-
sists of two groups, namely, oil exporters, and non-oil 

(non-oil minerals and metals) 
exporters, and is driven by com-
modity exports. Manufacturing 
GVC participation rate of oil ex-
porters was 59 percent, 14 per-
centage points higher than the 
participation rate of the group of 
minerals and metals exporters 
and 22 percentage points high-
er than the participation rate of 
the non-resource-rich group. 
These are high rates even when 
compared with the average for 
the benchmark group of coun-
tries (Bangladesh, Cambodia, 
Indonesia, Vietnam) (Figure 4). 
Linkage rates have, however, 
declined steeply in recent years 
in oil-exporting and non-re-

Figure 2. SSA’s GVC integration compared to the world, 1990-2015

Source: Staff calculation based on UNCTAD-Eora GVC Database
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source rich country groups while it has risen sharply in 
the group of non-oil resource rich (minerals and metals 
exporters). The observed pattern suggests a stronger in-
tegration of the minerals and metals exporting countries 
in the region in manufacturing GVC in recent years. The 
existing comparative advantage in GVC participation is 
predominant in forward integration, providing guidance 
for policy to deepen such links, strengthening and up-
grade them along the value chains using selective local 
content rules, and conditioning resource seeking FDIs 
on simplified technology and skills transfer.

Expanding market access to advanced and emerging 

market economies should form an integral part of policy 
configurations to boost industrialization through GVC

Within the African region, trade integration has been 
weak. Intra-regional GVC activities and value-added 
trade activity cumulatively accounted for an average of 
less than 2 percent of total manufacturing output val-
ue (Figure 5). However, there are some promising pros-
pects for building intra-regional value chains. Distance, 
trade agreements, and proximity to countries that have a 
strong industrial base play key roles in these prospects. 

Figure 3. SSA’s GVC integration patterns, 2015

0

10

20

30

40

50

60

70
D

R 
Co

ng
o

G
ui

ne
a

Ta
nz

an
ia

Le
so

th
o

Es
w

at
in

i
Sa

o 
To

m
e 

an
d…

Ce
nt

ra
l A

fr
ic

an
…

Rw
an

da
M

au
rit

iu
s

Ca
pe

 V
er

de
So

ut
h 

A
fr

ic
a

Se
yc

he
lle

s
Si

er
ra

 L
eo

ne
Bu

ru
nd

i
Bo

ts
w

an
a

Ca
m

er
oo

n
G

am
bi

a
Co

ng
o

N
ig

er
ia

N
ig

er
N

am
ib

ia
Li

be
ria

G
ab

on
Zi

m
ba

bw
e

Za
m

bi
a

So
m

al
ia

Er
itr

ea
A

ng
ol

a
Bu

rk
in

a 
Fa

so
G

ha
na

M
oz

am
bi

qu
e

To
go

M
ad

ag
as

ca
r

Se
ne

ga
l

M
al

aw
i

Ke
ny

a
M

al
i

Ch
ad

Be
ni

n
Co

te
 d

Iv
oi

re
Et

hi
op

ia
U

ga
nd

a

G
lo

ba
l V

al
ue

 C
ha

in
 P

ar
tic

ip
at

io
n 

(%
)

GVC Integration Backward Integration Forward Integration

Source: Staff calculation based on UNCTAD-Eora GVC Database.

Figure 4. Links to manufacturing GVC, by resource group

Source: Staff calculation based on UNCTAD-Eora GVC Database.
Note: GVC = global value chain; LICs = low-income countries; MICs = middle-income countries

60

50

40

30

20

10

0

-10

-20

37

All non-resource
rich

Non-oil resource
rich

Oil exportors Non-resource rich
MICs

Non-resource rich
LICs

Benchmark group

45

59

23

33

55

Backward Integration 2015

GCV 2015-1995

Forward Integration 2015-1995

Forward Integration 2015

Backward Integration 2015-1995

GVC 2015



Industrialization in Sub-Saharan Africa: Seizing Opportunities in Global Value Chains6

For instance, countries in the Southern Africa Develop-
ment Community (SADC), and close to South Africa have 
strong manufacturing GVC linkages, sourcing substan-
tial amounts of foreign value added from South Africa.

Outside Africa, the EU, China, India, and the US have 
generally been SSA’s strongest partners in manufactur-
ing GVC trade. Overall GVC trade with these key trading 
partners increased during the period 1995-2015. How-
ever, the region’s backward integration with the EU and 
the US with regard to sourcing 
intermediate goods has declined 
while it has risen with China and 
India (Figure 5), suggesting an 
important shift in global trade 
and the need to re-orient SSA’s 
trade and industrialization strat-
egies toward Asia while improv-
ing the utilization of preferential 
trade agreements with the US 
and EU.

Jobs and productivity 
growth requires further 
GVC integration 
Source of job growth in man-
ufacturing GVC: The manufac-
turing sector of all countries, 
including those in Africa, have 
benefited from the expand-
ing GVC participation to grow 
jobs. Growing global demand 
has been the key source of job 

growth in manufacturing GVC but has been weakened 
by loss of competitiveness and use of labor-saving tech-
nologies in the organization of manufacturing GVC. In 
South Africa, a total of 629,000 manufacturing GVC 
jobs were created in 2014. This represents 40 percent 
of the share of total GVC jobs created that year. In the 
same year, Senegal and Ethiopia recorded 24,000 
and 215,000 manufacturing GVC jobs, from 3,000 and 
150,000 manufacturing GVC jobs in 2000, respectively 
(Figure 6). Despite impressive GVC job gains, the aver-

Figure 5. Links to manufacturing GVC with partner countries, 2015

Source: Staff calculation based on UNCTAD-Eora GVC Database
Note: GVC = global value chains
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age share of formal manufacturing GVC jobs created 
among countries in SSA (15 percent) is lower when com-
pared with other developing countries, such as Bangla-
desh, Brazil, China, India, and Malaysia where the share 
of formal manufacturing GVC jobs is above 35 percent.

GVC jobs created in agriculture and services among 
SSA countries were even higher. GVC jobs in the agricul-
ture sector were responsible for about 2.5 million jobs 
in Ethiopia, 1.3 million in Kenya, 171,000 in Senegal, and 
781,000 in South Africa. These numbers accounted for 
more than 60 percent of total GVC jobs created in these 
countries in 2014.  In the services sector, a total of about 
586,000 (18 percent) GVC jobs were created in Ethiopia, 
395,000 (20 percent) in Kenya, 55,000 (21 percent) in 
Senegal, and 1.3 million (45.6 percent) in South Africa. 

Similar to comparator developing coun-
tries, the job growth in manufacturing GVC 
in SSA has been weakened by two proxi-
mate factors, namely; the loss of competi-
tiveness and the decline in the labor inputs 
in the value chain, partly arising from the 
adoption and use of labor-saving technolo-
gies in the organization of GVC—particular-
ly, amongst workers performing the routine 
task at the bottom of the value chain (Fig-
ure 7).11

The finding underscores the urgent need 
for SSA to target entering and expanding 
activities in high-growth end markets and 
improve their share in serving those mar-
kets while increasing value added in inter-

mediate and final manufacturing 
products to create more GVC 
jobs. In this strategy, fast-grow-
ing end markets for manufactur-
ing products such as the EU are 
as crucial as domestic home de-
mand. In Ethiopia, about 59 per-
cent of manufacturing GVC value 
added ended up in products con-
sumed at home whiles about 13 
percent, 4.2 percent and 4.7 per-
cent ended up in the EU, US, and 
Chinese markets, respectively. 
Similar trends are observed in 
other SSA and comparator de-
veloping countries. The estab-
lishment of the continental free 
trade area provides a new mar-
ket avenue to expand GVC and 
GVC related manufacturing jobs.

Productivity growth: There is ro-
bust evidence on the productivity-enhancement effect 
of manufacturing GVC participation in SSA. Comparing 
productivity across two groups of countries based on 
their classification into low GVC participation (countries 
with linkage rate at the 25th percentile) and high GVC 
participation rates (countries with linkage rate at the 
75th percentile) shows that, higher productivity is linked 
to higher GVC participation. A one percent increase in 
GVC participation is associated with a 0.8 percentage 
point increase in the growth rate of labor productivity if 
a chain increases its participation from the 25th to the 
75th percentile. Productivity gains are much stronger 
for those countries that are further from the productivity 
frontier (Figure 8). 
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EMERGING CHALLENGES AND 
OPPORTUNITIES 
Covid-19 response provided opportunities to 
build manufacturing capabilities 
Countries with stronger manufacturing sector before the 
pandemic weathered the crisis better (Figure 9). Struc-
tural factors played a key role including industry com-
position and existing industrial capabilities. Countries 
with specialization in labor-intensive manufacturing in-
dustries were more vulnerable to the shock and showed 
slow rates of recovery whereas countries with relatively 
stronger industrial capabilities and advanced digital sys-
tems were able to build resilience12.

Firms with highly diversified supplied chains and 
upstream diversification experienced stronger and 
rapid recovery. At the firm level, the pandemic tested 
the resilience of supply chain structures. Firm dynam-
ics, as well as nature of integration played a key role in 
the firm’s response to the covid crisis. Average sales of 
firms in Kenya dropped by 56% in April 2020 relative to 
January 2020, even after taking into account seasonal 
fluctuations. Average sales of direct exporters, howev-
er, dropped by 39% and less so for firms with indirect 
linkages to import markets (20%) during the peak of the 
Covid crisis. Firms with a more diversified supplier and/
or buyer fared better during the peak of the crisis. For 
instance, firms with a highly diversified domestic buyer 
base on average lost 4% less of their sales relative to 

their less diversified peers while upstream diversifica-
tion enabled a stronger recovery.13 The findings call for 
policies that support upgrading into higher value-added 
value chains as well as interventions that lower barriers 
to entry into GVCs and make it easier for firms to form 
broader value chain networks.

The covid-19 pandemic exposed SSA’s weak pharma-
ceutical capabilities but investment in pharmaceutical 
manufacturing could drive industrial capabilities in the 
region. The pandemic has strengthened synergies be-
tween industrialization and public health. Domestic sup-
pliers in countries with high industrial capabilities were 
able to jumpstart and increase the production of essen-
tial medical goods to address initial shortages of essen-
tial health goods. The important role of manufacturing 
in the fight against the pandemic makes a strong case 
for the need to back SSA’s industrialization agend.  Afri-
ca imports about 94% of its pharmaceutical and medic-
inal needs from outside the continent at an annual cost 
of US$16bn.14 The slow deployment of covid vaccines 
during the pandemic further exposed the region’s vul-
nerability to over-reliance on the rest of the world for its 
pharmaceutical and medicinal needs. Initiatives such as 
the Pharmaceutical Manufacturing Plan for Africa, rolled 
out in 2005 by the African Union Development Agency; 
and the more recent initiatives from the African Medi-
cines Agency and the African Vaccine Regulatory Fo-
rum; and the African CDC  15are expected to play a dual 
role, first, to promote pharmaceutical manufacturing and, 
second, play a strategic role to drive industrial capabili-

ties in the region. However, this 
should be looked at in a broader 
context where the arguments for 
vaccine manufacturing should 
supersede any other precedent 
for other industries and manu-
facturing of other health related 
industrial activities.

Global geographic diversifi-
cation of GVCs could boost 
Africa’s industrialization pros-
pects. The combination of glob-
al trade-policy shocks and the 
enduring concerns from the 
pandemic and emerging geo-
political tensions have created 
uncertainty about the future of 
trade, resulting in a rethinking 
of GVCs, possibly leading to a 
shift in sourcing locations. This 
potential restructuring in GVC, 
biased towards resilience and 
hence diversification of GVCs 
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Figure 9. Countries with stronger manufacturing systems weathered 
the crisis better
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may reduce the risk of supply chain disruptions. Before 
the Covid crisis, manufacturing GVC was largely con-
centrated in East Asia, particularly China. Bangladesh 
and Vietnam continue to benefit from this shift and with 
the right policy and business environment, African coun-
tries could present a viable alternative to attract some 
of these investments. According to a 2019 survey that 
tracks U.S. sourcing executives’ plans for textile and ap-
parel manufacturing, the major factors that determine 
sourcing include16: (i.) speed to market; (ii.) production 
and sourcing cost, including labor cost and access to 
cheaper yarns and fabric produced locally; (iii.) flexibility 
and agility with respect to quickly adjusting the deliv-
ery, volume, and products based on requests; and (iv.) 
risks of factory, social, and environmental compliance. 
Policy reforms that address these key challenges could 
better position SSA countries as attractive destinations 
for firms seeking to relocate manufacturing in response 
to the crisis. SSA could leverage AfCFTA to maximize 
the gains from any such rebalancing in the global pro-
duction network.

Within Africa, AfCFTA offers a rare opportunity to 
stimulate industrial development through developing 
stronger regional value chains (RVCs) and local pro-
duction. The proposal to leverage AfCFTA to develop 
stronger RVCs is important for many reasons. First, gains 
from RVCs are less concentrated—firms entering such 
supply chains face fewer barriers and have better op-
portunities for higher value capture and upgrading. De-
veloping stronger RVCs and local production is essential 
to cater to the rising domestic consumer demands from 
the region's rising middle class, especially in urban ar-
eas. RVCs are also expected to play a key role in driv-
ing a greater degree of specialization, more production, 
processing, and higher-value exports from the region. 
The Covid-19 pandemic has caused major disruptions 
to trade across the continent, including in critical goods 
such as medical supplies and food. By increasing re-
gional trade, lowering trade costs, and streamlining bor-
der procedures, full implementation of AfCFTA would 
help SSA countries develop a stronger industrial base to 
increase their resiliency in the face of future economic 
shocks17.

The success of industrialization depends on 
managing the climate transition  
The transition towards a greener economy is a global 
priority with significant implications on manufacturing 
production and trade in Africa. The region faces a dis-
proportionate level of climate risks, despite contributing 
less than 4 percent in total global emissions. The pro-
ductive capacity of SSA is tied to climate change due 
to the high degree of commodity dependence and eco-

nomic vulnerability to climate change. About 95 percent 
of agriculture in Africa is rain-fed. The large share of ag-
riculture in the region’s employment and GDP add to this 
vulnerability. In addition, changing consumer demand for 
more sustainable products in key export markets poses 
a challenge. Whether Africa can meet the challenge of 
mitigating climate change while simultaneously ensuring 
its industrial development is the challenge of our time. 
Nonetheless, it also provides opportunities for many Afri-
can countries while it poses significant risks for countries 
that depend significantly on carbon intensive resources. 

Concerns: The push for green manufacturing and mitiga-
tion and introduction of stringent environmental regula-
tions in the value chain and preferential trade agreements18 
could constrain Africa's industrialization prospects through 
value chains by limiting export opportunities, creating barri-
ers to entry and stifling value chain rents. Exports from SSA 
are largely resource-based, often from extractive resourc-
es such as minerals and fossil fuel.19 Policies such as the 
European Union’s (EU) carbon border adjustment measure 
(CBAM) could reverse the region’s gains from such exports, 
which are carbon intensive. The transition to green man-
ufacturing and value chains is also expensive, largely la-
bor-saving and requires huge investment in capabilities to 
compete. Many African countries face a transition lag both 
in terms of the infrastructure and capabilities as well as the 
fiscal space to finance the transition. As it stands now, the 
decline in investment prospects on current sources of en-
ergy for industrialization including coal, gas and other fossil 
fuels will affect manufacturing activity negatively.

Opportunities and pathways

The greening of manufacturing provides an opportuni-
ty for SSA to to invest in climate smart manufacturing 
and diversify away from commodity dependence for 
upgrading opportunities in GVC. This offers promis-
ing opportunities to improve competitiveness, efficien-
cy, and higher value-added which are all preconditions 
for successful value chain integration. In the short term, 
policy should focus on specialization in green industrial 
sectors based on existing comparative advantages and 
pre-existing capabilities in those sectors, scale such ef-
forts and gradually shift to new productive and innova-
tive green industries in the long term. Complementary 
policies are needed to alter the consumption patterns 
of consumers and provide incentives to firms to intro-
duce low-carbon innovations and improve resource ef-
ficiency in their production processes to an extent that 
aligns with the goals of the green industrial policy. The 
implementation, success, or otherwise of such policy ef-
fort hinges significantly on the country's context in terms 
of initial production structures, pre-existing capabilities, 
comparative advantage, and development needs.20
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The global greening of economies also creates oppor-
tunities to adopt new technologies, which may give 
rise to new opportunities to turn natural wealth into 
capital21. The Congo Basin in Central Africa is a glob-
al hotspot for biodiversity covering about 70 percent of 
Africa’s forest. Although gradually depleting in recent 
years, the region could translate this natural resource 
weath into ‘’revenue streams, locally, national and glob-
ally’’22.  Hydrogen, an alternative new energy source is 
expected to transform industrial production and supply 
chains. Currently, many Africa countries including, oil re-
source rich countries are almost entirely dependent on 
imported fuel and diesel. Hydrogen could be the path 
to energy independence. It can be used to generate 
electricity using fuel cell to power homes, vehicles and 
other energy dependent processes. Africa is well posi-
tioned to lead the global transition to hydrogen energy. 
Several African countries in the Nothern and Southern 
Tropics have huge solar and wind resources. The Congo 
and Nile have a large untapped hydropower potential 
and countries such as Angola, Algeria and Nigeria have 
the world’s largest gas reserves while the world’s lar-
get green ammonia plant is currently under construction 
in South Africa23. Angola is on the verge of becoming a 
supplier of hydrogen to Germany and South Africa has 
experimented with running remote vilages on hydrogen 
generators and some mining companies are consider-
ing exploring its use. Other countries such as Namibia, 
Mauritania have also developed roadmaps to develop 
their hydrogen potential24. If properly managed, Africa 
could develop a future of energy that is both renewable 
and profitable. Huge international infrastructure pipeline 
investments – for example through repurposing current  
pipelines for transporting natural gas is needed to un-
lock the potential and launch Africa’s hydrogen trade to 
power homes, businesses, vehicles and green industrial 
development in the region. 

CONCLUSION
The prospects for industrialization in African countries 
depend on their capacity to participate and upgrade 
in manufacturing GVCs and are bound to vary across 
countries based on resource endowments, geography, 
and current levels of industrialization. Building that ca-
pacity, however, requires an appropriate industrial policy 
package that combines trade policies, policies to build 
selective production and technological capabilities, and 
an active prioritization of selected manufacturing indus-
tries. The mere availability of cheap labor and free trade 
won’t make the development of a globally competitive 
manufacturing sector inevitable. Industrialization re-
quires strategic coordination between private and pub-
lic sector investments, that could only be achieved with 
deliberate policy coordination. Extensive investments in 

infrastructure, human capital, and institution building are 
essential. However, given financing and capacity con-
straints there is a need for selective and complementary 
investments focused on supporting the development of 
high growth industries along the comparative advan-
tage of economies in the region.

The overall policy framework can be characterized by 
four pillars: Integrate, Compete, Upgrade, and Enable. 
The integrate and upgrade pillars capture policies that 
promote GVC participation as well as overall integra-
tion into regional and global economies through trade 
and investment with a continuous process of upgrad-
ing into higher value added activities, industries and 
sectors. Industrial policy must shift from the traditional 
stance aimed at developing entire industries domesti-
cally to one that focuses on continuously moving into 
higher-value-added tasks associated with existing com-
parative advantges. Success in GVCs requires easy 
and cheap access to imports of essential intermediate 
inputs. Therefore, industrial policy should address the 
challenges associated with the cost of importing inter-
mediate goods, which could impede competitiveness. 
Conditions for FDI and trade should incorporate mech-
anisms to transfer technologies and improve the lots of 
domestic firms to link with multinationals and export-
ing firms. Success to export markets is crucial, either 
through increased utilization of existing agreements 
with traditional export markets such as the US and the 
EU; or expanding and diversifying export markets to fast 
rising Asia. Deepening of regional trade within Africa is 
essential to develop economies of scale both in produc-
tion and size of markets in order to raise participation in 
GVCs and attract large scale FDIs. 

The compete pillar is the set of policies aimed at reduc-
ing market distortions to facilitate the entry, survival, and 
growth of new establishments, and comprises reforms 
of state owned enterprises (SOEs) and credit markets, 
and improvement of the investment climate. Policies 
should aim to reduce the costs of entry by easing regu-
latory barriers to entry and minimizing the distortions in 
allocation associated with state-owned and state-affiliat-
ed incumbent firms. All kinds of firm support should be 
incumbent on time-fixed returns either in terms of export 
or other indicators of success.

The enable pillar is the set of policies that support and 
promote investment in enabling sectors, including digi-
tal infrastructure, energy, finance, transportation and lo-
gistics, and skills development. These sectors are cross-
cutting in nature and capable of improving productive 
and absorptive capacities in agriculture and services, 
strengthening their links with manufacturing, and sup-
porting inclusive and better job creation. For example, 
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workers skills bundle plays a critical role in countries’ in-
dustrial specialization and integration into GVCs. Thus, 
coordinating and aligning industrial and trade policies 
with education and skills enhancement programs is key 
to taking advantage of existing comparative advantag-

es and continuously upgrade into higher value added 
industries and sectors. Complementary investments 
should also be geared towards supporting the rise and 
growth of selected industries, and not indiscriminately.
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