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Key messages

» African countries can build on their recent ecorogriowth achievements to initiate a
new industrial upswing that will transform the doent's currently unbalanced
economies towards increased manufacturing valuedaduirrently accounting for less
than 15% of GDP.

» Windows of opportunity for a renewed industrialogffare wide open with the ongoing
recomposition of the global division of labour.

» The diversification of manufacturing industries tanhbe achieved with a blueprint
approach. A strategic, tailor-made mix of capadiyilding (CB), private sector
development (PSD), service models for cluster amraknt and global value chain
(GVC) support is needed to boost industrial develept in Africa.

» New industrial policy (NIP) can provide a platforior the specific design of these
initiatives. In particular, it must address cooalion problems, which impede
industrialization in developing countries and whiefil not be resolved by market
forces and a good investment climate alone.

» New industrial policy, in African settings, aims @storing mature labour-intensive
industries as well as targeting new, skill-intemsindustries which have the potential to
broaden the knowledge base and change the enesgybthe economies (dual core).

> In this way, new industrial policy is a collectiveyidence-based search process for new
manufacturing ventures between the governmenttangrivate sector.

» The specific capacity development needs of pubiid @rivate actors have to be
addressed in the industrial policy making processthey significantly increase the
prospects of success.

» Trade policy and trade negotiations have to benatigwith the industrial policy
requirements and potential trade-offs need to baensxplicit.

» Harmonized regional industrial policy is key to sessful integration of Africa’s
regional economic communities, jeopardized by irabeés and numerous NTBs.






1. Industrial development and diversification in Africa — what are the key
challenges?

Something fundamental changed in most African eco@® since about the mid-1990s. Most of
the economic debate in the early 2000s still foedsan “Africa’s growth tragedy”, but now
Sub-Saharan Africa became the second fastest ggoseiion of the world and convincingly
responded to the challenges of the 2008/09 wonlanftial crisis. By way of consequence, we
can now talk about Africa’s economic, political asatial problems, which remain daunting, in
a very different way than years before, as econdeeway, range of financial sources and
policy space for their solution have increased arably. As far as industrial development is

concerned, Africa now seems to be in a positiosetiously address at least two issues:

First, the fundamental economic challenge for Sub-Sah#fmita is a lack of decisive
structural change: agriculture in general has eenbmodernized, and manufacturing stalled at
around 15% of GDP (or 10% when subtracting Soutticay, all through the 1960s to the
2000s, whatever policy prevailed (Lawrence 2005} Q@TAD 2009). Manufacturing does not
even mean ‘industry’ proper, as artisanal actisiite much of the informal sector are counted
along. So, de facto manufacturing industry hoversesvhere in the single digits - making the
sector negligible in most African economies. Acaogtly, African countries are still lagging
behind other developing countries in their indastpierformance, e.g. as measured by UNIDO'’s

Competitive Industrial Performance Index (CIR). Figure 1).

Second the degree of export diversification completes piicture of stagnant GDP structure.
Export-related indicators actually reflect that maoAfrican countries offer relatively
unsophisticated commodities, and concentrate amal :sumber of them. Figure 1 combines
the export diversification of African countries titheir industrial performance. The key
finding here is that only the small group of coiegrwhich dominate African manufacturing
today (South Africa and three North African coues)i, managed to diversify to a considerable
degree. This group is followed by several less $twalized countries that qualify ésw-level
diversifiers (cf. UNIDO 2009; Imbs & Wacziarg 2003) which staatlan early stage of de-

specialization (also cf. Fig. 2). However, the A#m industrial landscape is still predominantly

! The CIP index assesses industrial performanceyusight indicators of a country’s ability to pro@uc
and export manufactured goods competitively indéimensions (industrial capacity, manufactured expor
capacity, impact on world MVA, impact on world mdactures trade, industrialization intensity and
export quality). The 2009 ranking includes 118 ddes, with Singapore leading (with a score of (.64
while Swaziland and South Africa are the leadingo®in countries (with a score of 0.18).



characterized by a large group of countries tha heavily reliant on less than 10
unsophisticated products and in some cases eviegla product only.

Figure 1 Industrial performance and diversification of African countries

Fig. 1: African countries Industrial Performance and Diversification
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Industrial Performance (UNIDO CIP Index 2009)

Source:Authors, based on data from UNIDO’s CIP Index aft0D, African Economic Outlook 2011.
Note: the figure covers all African countries fohiah data is available for both indicators.

Industrial agglomerations in Africa remain a rafeepomenon, and at most a handful of
manufacturing clusters south of the Sahara roseeabdisanal levels into modern industrial
production. As far as the diversification processdncerned, most African countries are still at
a very early stage of industrial development wisgrecialization is not a valid strategy but the
expression of low levels of development, as degidte Figure 2. African countries should

strive for diversification in higher-valued prodsctwhile later on in their developmental

trajectory, they may again specialise in a moretdichrange of products, which will mostly

need to be highly sophisticated in nature. Sub-Bahafrica, in the stylised pattern of (1)

initial specialisation, (2) broad diversificatiof8) new intra-industrial specialisation, lags not
only by one stage (of broad industrialisation) buyttwo full stages of economic development.
All the more remarkable is how much sustained gnoirica achieved over the last decade;
and one easily foresees the future growth poteiftigxt stage benefits are reaped.



Figure 2 U-shaped process of Specialization vs. [@isification in Economic Development
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Source UNIDO 2009.

In the light of this situation, existing policy maiptions for Africa essentially boil down to two

big families: 1) the classical comparative advaetiegl school; 2) the global value chain school:

The first school of policy advice, building on classical comparatiadvantage theory,

recommends that Africa should not emulate broadstrdal evolution in 19th century America

and Western Europe (or late 20th century East Asié)should build upon carefully managed
mineral and agricultural riches. In other wordstiéd should concentrate on fully exploiting the
advantage from land, labour or resource factor enitnt and specialize in the related products
— the so-called natural resources development hgs®. Unfortunately, the idea does not
match well with the trait of modern intra-industngorld trade, depicted above, and with the

characteristics of its successful players.

The second schoglmore plausibly, recommends increased patrticipaitiva broad range of
global value chains (GVC), indeed starting withunak resource extraction and agro-industry
but simultaneously searching for specific taskshinitmanufacturing GVCs to create more
downstream value added in African countries. Urbited FDI flows will help Africa to take

part in the globalized economy and, although theeme FDI inflow boom in Africa still



concentrates in a few mineral resource-rich coesfrthe booming Chinese investment in
Africa gives an example by spreading wider acresgoss and encompasses manufacturing
(UNIDO 2005), (Brautigam 2009), (Asche/Schiiller 8n0The Chinese investment behaviour
fits with comparative advantage, as with rising e@@nd industrial sophistication in China
mature light industries start shifting to countrieih abundant unskilled labour. All that
economic policy should do is facilitating this ceeirof global markets by creating a conducive
environment for doing business — in particular éfyaining from any interference with sectoral
choices or priorities. Neither diversification ntater (re-)specialisation is to be actively

managed by economic policy.

This return to an old Turgotian motto: “laissezdalaissez passer” actually became mainstream
economic policy for Africa, which was designed ¢b the market decide where to invest, what
to produce, and if a country will enjoy the preseié an adequate mix of firm sizes or is left
with a few large-scale enterprises and a bulk oESMwith little in-between. Hence, economic
policy had to be neutral with regard to (a) sizéf{lons), (b) sector (of investment), and (c)
space, that is location of firms. We may callTiiple-S neutral policy. The 2009 UNIDO
Industrial Development Report reckons that evenotfig broadly used locational approach so
far — the creation of Special Economic Zones (S&Zxxport Processing Zones (EPZ) — was no

spatial development policy either, but rather atary of trade liberalization.

This all boils down to one single paradigm — a malist approach, as Altenburg/Drachenfels
portrayed it (2006). Despite the slogans, relataitigs were nevertheless not neutral (Rodrik
2007), favoured certain sectors and depressedsotivehout making it explicit: in particular
trade policy was in actual fact heavily skewed aglaithe domestic formal sector, more
precisely against non-traditional industrial exporiThus, if Africa deliberately aims at
diversification today, new industrial policies aneeded that support the exploitation of
industrial potentials. The remainder of this papélt discuss which policy content seems
appropriate and how the process needs to be désigimlly, it will shed some light on the

importance of regional integration for this endaavo

2. What can we say about industrial strategies and pay content?

The dominance of market-liberal policies in Afrigp to the 1990s made that a whole series of
classical questions on patterns of structural chamgn sectors to choose according to
technological capabilities or labour-intensity oidustries only received a limited attention.

Governments were not supposed to know ‘how to pitiners’ and thus better refrained from



any targeting of promising industries. With new usttial policy (NIP) coming of age,
recognition spreads that ‘markets’ alone will nobw better. In this diagnosis of the blocked or
subdued mode of industrialisation, schools assettiatith NIP stress factors such as the
problem of infant industry survival, information darknowledge externalities, coordination
failures in inter-industrial input delivery or petary externalities, that is: upstream domestic
input suppliers are not investing in new firms awkets (= pecuniary rewards) are not assured,
whilst downstream clients are not investing eitl@cause inputs are not at hand. Such market
failures, in the NIP view, are to be turned intoraany opportunities for coordination and
support. Accordingly, NIP authors have describeutative goals and a political economy
framework for industrial policy. The framework coriges inter alia the followinglesign
principles:

1. Targeting for new activities / tasks, not entird séctors
Clear benchmarks for success and failure of inthsssupported
Built-in sunset clauses for public support, tapifbtection included
Support mainly for activities with spillover andrdenstration effects

As mistakes (picking the losers) will occur, minamithe costs

S T

Cycles of discovery to become ongoing.
Adapted from: (Rodrik 2004: 21-25)

Most importantly, identification of the new induss, which are to be temporarily protected and
supported, shall be left to a collective searclymfernment and private sector (see section on
process, below). With choice of priorities leftsioch a joint process, what can our African trade
and industry minister reasonably say on the corgeher government’s future industrial policy
— whatkind of manufacturing to aim at? A priori, few answees de found in New Industrial
Policy (NIP) texts, no firm recommendation excemttcountries should look for something
new. So, where to go? New industrial policy seijuires that governments first introduce their
own hierarchy of targets. They will stress economaiong with concurrent social or
environmental goals and arguably above all: povestuction. It follows that the appropriate
target system displaysthree layers of orientation: 1) overarching developmemfaals; 2)
macro-economic targets (growth, employment, digtiilm, diversification, including a choice
on the level of diversification — national or regah), 3) specific policy targets (efficiency,
productivity, fiscal revenue). This hierarchicaltydered target system, by identifying trade-
offs, benchmarks and indicators, is the remainfi¢he “government knows better” philosophy
of the old industrial policy, since democraticalyected governments are legitimised and

expected to table their own agenda, pre-determimed the grounds of a party



manifesto/programme. In fact meaningful industpalicy target systems stand out not by
remaining blank but by being as specific as possibith regard to conflicting targets,
winners/losers and ensuing dialogue needs withr @bi@rs in society. Industrial policy starts
off with striking a proper balance betwedifferentgoals, and establishing thelseforehand

The African Union’s AIDA offers a range of choicesre (see box).

AIDA is a policy and a strategy document for the Agegéel Industrial Development in
Africa setting industrialization priorities at camgéntal, regional and national levels, with
the intent to sensitize policymakers and otheredtalders for the window of opportunity
that is presented to Africa now. Although requirfogther refinement and prioritisation,
AIDA is a very rich source of ideas and initiativies imaginative industrial policy at all
three levels, foreseeing private sector involveniernhe mode ofndustrial governance

outlined in the document.

Selecting activities and products

Following on the target system, a certain numbecritéria for the choice of industries to be
supported by industrial policy measures can beleihgut for their particular relevance in the

context of African industrialisation strategies:

« Comparative Advantage

A developing country is well-advised to first expliss absolute and comparative advantages to
the maximum: by upgrading agro-industrial or minimglustries and services. The classical
logic of comparative advantage is one of full spksation, whereas well designed industrial
policy for developing countries aims diversifying industrial structures. Indeed, successful
developmental states searcheddpnamic comparative advantageof their economies, i.e. for
comparative advantage which is yet non-existenis $barch goes beyond or evens counter

to existing and revealed advantage. Newly Industéd Countries in East and South-East Asia
were successful for exactly this reason. Such labkor dynamic,time-variant comparative

advantage is closest to the core business of indugblicy.



Box Competitive and comparative advantage

Competitive advantage in the sense of Michael P@Rerter 1990Porter 1998 refers to

an industry’sor a firm’s cost structure which allows them to compete withadove
average return in international markets. Compagatidvantage in the strict sense|of

David Ricardo refers to cost structures that all@veountry’sindustry A to compete

=

relatively better in the international market thadustry B of this country, with neither ¢

them having necessarily an absolute cost advamategreanyone else.

The screening for advantages in global competitigh also be informed by long-term
considerations on new lead sectors that drive ateld economic growth. With information
and communication technology (ICT) lead arguablgicg to an end, an upcoming sixth long
growth cycle will be driven (or underpinned) by ttiansition torenewableenergies — Green
Growth. This debate is of importance for develogiogntry policymakers, as they may want to
explore how their countries / regions can bened@inf the new technologies and can possibly

take on some tasks in emerging chains of production

* New or renewed industries?

In the light of the consideration above, looking feew activities instead of eternally granting
protection to old ones is a priori the right waydm modern industrial policy. Yet, favouring
“new” sectors often mearigcal innovationsor reshaping activities as fields of investmemt fo
Africa. Such a reshape entails tineustrial restoration of existing capacities in the sense of
industrial modernisation, not of conservative pcttmism. In this perspective, the ongoing
relocation of light industries from Asia to Africmay signify more than a short lived
exploitation of AGOA- and EBA-like preferences, hat the long expected “second boat
coming” with the perspective of lasting relocatiohmature light industries to Africa. With
rising wages and transport costs in/from Chinalitieal consumer industries in Africa face a
window of opportunity for their rehabilitatiomow. Such a direction of search also accepts,
from the target system, employment and thus theeronwith labour-intensive industries as a
valid criterion for industrial policy. Indeed, th&ashington mainstream in the early 1990s
accepted even the search for particularly labotamsive technologies as one strategic option to
increase employment and reduce poverty along vaticbsocial services and safety nets. Only

the latter two remained on the agenda, not theulaissue.

Similarly, the pharmaceutical industry offers relban chances for those generic products

whose technology is ripe for transfer, though mdtrely patent-free. The cases of mature light



industries and of new industries taken together atestnate an overall criterion of strategic
choice: governments may want to include optionsstgrport to the relocation of old industries
along with the exploration of options for new, aded technologies asdual direction of

search Both are intelligent options in industrial policy

* Beneficiation and sophistication: going down the lua chain?

Exploiting downstream possibilities of raw prodeetinement, according to some NIP authors,
is not a promising economic option: that a Westiosfin country grows cotton does not
predetermine competitive apparel-making; that attsédrican country has coal and iron does
not mean predestination for making special-stegdlpets. In many cases, this represents a valid
objection against too much emphasis on downstreamefiriation. Making in-country
production for global value chains longer can hosvestill give guidance to industrial policy.
Why? In the absence of broad pre-existing industvéworks, collective search will tend to
single out such “near-by” activities. Commodity gugers may have already acquired
knowledge on supplier and client markets in thau@athain and on downstream or upstream
technologies that can be put to use. “Near-by”ltave the described vertical meaning, as much
as a horizontal and a diagonal one (F2089. In this regard it has been showral{, Weiss et
al. 2006 that upward mobility in the sophistication hietay is non-linear i.e. it is easier to
add value to already sophisticated than to primamyducts (also UNCTAD 2008: 64),
reflecting the finding, well known from East Asidnat firms with an established degree of
technical sophistication are also best placed t@entbagonally into other, higher technology
levels of production, using acquired general skillsnversely, this provides a strong argument
for government intervention téacilitate initial sophistication though value added may be

limited, as these first steps of sophisticationadten the most difficult to make.

e Going up the chain: Intermediate input producers

The search for common domestic industrial inputsitermediate products used in several
industries — is another key dimension of industpalicy. The central idea here is that the
aggregate demand of several manufacturing subrsetmo the same supplies/inputs might
justify local production. Accordingly, these demands well as the feasibility of local

production need to be analysed as a basis for tinalugolicy decisions. Although these sectors
do not always produce exports directly, they dolifuas modern tradable goods and thus
deserve similar attention. In open economies sotErmediate inputs can simply be imported,
one might argue, recent research has shown thata’does not really take part in global trade

in intermediate goods, and hence coordination resllbetween potential input suppliers and



downstream clients are real. In fact, the “nondfalty of a range of differentiated,

intermediate inputs used in the ‘advanced secfah@®economy” [loff and Stiglitz 2001: 409

constitutes a core problem of most African cousttieday: either they cannot afford to buy
abroad inputs they need and domestically they areexistent, or the technical absorption of
sophisticated inputs is difficult mostly becausetloé pre-existing technological knowledge
required. In sum, contrary to what even NIP autlian Harvard suggest, there aret always
markets well-supplied for intermediate and cagitadds. The weakness of the “it's all tradable”
assumption for inputs becomes apparent in indligtbackward countries. Here we talk of new
industries that should preferably be run by thegtd sector, but need the public sector to start.
In this vein we should ponder the reintroductionaof Africanintermediate and investment
goods industry as part of the overarching policy target systerfricAn countries do already
produce intermediate inputs (a) imon-tradablessectors, e.g. standard building material, or
(b) tools fortraditional agriculture, but both client sectors do not fotlee input suppliers to
struggle for global competitiveness. This obseoratjives more precise direction to the search,
which is intermediate and capital goods industitegproducers ohon-traditional exportsNot
even sophisticated packaging industries are evaaggvin place, but ultimately this relates to
special equipment and machinery, as subsumed uB#€rgroups 26-29 and group 33 for

installation and maintenance.

Basic technological capabilities

The production of industrial inputs in-country fétates diverse sophistication trajectories. But
why exactly? It is more than just high-valued gqoilss about technological learning and
adaptation: producing a good is more than acquaibtueprint and the technology embodied in
the productive assets; it is the acquisition ofittsknowledge, the mastery of processes that is
needed to make production lines run effectively.ilé/ttacit’ knowhow applies to all products,
what distinguishes intermediate and investment gdiamn both primary and final goods, is that
they are excellent carriers of common technolodicalwledge. Often providingeneric inputs

for several industries, capital goods productiorcanntry allows and requires mastery of
embodied and non-embodied technology. So capasilitibasic technologiesare (and at all
historical stages were) needed to produce a wlaolger of goods, not necessarily meaning that
countries willactually produce all these things, rather having ggbhentialto produce them (cf.

the idea of ‘shadow industries’ i@imoli, Dosi et al. 2009: 544 Needed is the capability to

apply the technology to any product, but then tecgise intra-industry wise. African import-
substituting industrialisation, as UNCTADZ2009: 147-148,192 evidences, has been

particularly unsuccessful in intermediate and @pgoods production, in particular when




compared to East Asia. So which are these badinodagical capabilities precisely and what is
most lacking in Sub-Saharan Africa? Some of thentedge is abouead technologieswhich

IS cutting edge at a global scale and is drivingnemic growth across various sectors: an
obvious candidate is information and communicatiechnology (ICT), but beyond ICT we
now have “industrial biotechnology, nanotechnolagyanced materials, photonics, micro- and
nano-electronics, and advanced manufacturing sygsfrat] can provide the basis for a wide
variety of new processes and goods and serviceliding the development of entirely new

industries over the next decade.” (European Comamis€ommunication 2010(614):13).

Nevertheless, if most likely innovation in Afric& today still is local innovation, then we look
for the keylocally enabling technologies. Cutting edge ICT or nammbitelogies may not be the
most needed for broad-based learning and localvation in an African country today, rather
what is known asgeneral purpose technologieson which the literature offers various
taxonomies. Industrial and technology policies baitd on the observation that several general
purpose technologies are embodied in a sub genaapital goods i.e. machine toola. fact
machine tools are “at the heart of any countryshitmlogical capabilities.”(Alcorta 2000:
1657). Machine tool production can be an ideal doatipn of several general types of
technology and carry them over to machine-usery, wdh might want to introduce them as an
advanced core in a likely industrial strategy. Acimiae tool cluster however requires a critical
mass of producers and is very likely to need gawemtal support as well as a large regional

market to succeed.

The need for a dual core

Contrary to the earlier paradigm of seemingly alt@m-neutral facilitation of industrial
investment, new industrial policy i§riple-S specific by definition: it singles out strategic
Sectors or industries, firrSize and geographiSpaces for targeted support and flags them out
as political priorities. In reality, investment pnotion in Africa will not boil down to these
flagship projects. Most African countries still éaa severe overall shortage of foreign direct
investment; and the propensity of the average dar@ivestor to come to Africa will certainly
not grow when told that he can expect official supmnly if his project fits into a prefixed
industrial policy frame. Given theandomelement in foreign investor behaviour, a policy to
attract willing investors almost indiscriminately means of an investment promotion agency
(IPA) and/or SEZ may be in order (we termTipe | projects). Beyond this, subordinating
IPAs and other agencies to the national industaafjet system is the prime condition to

implement the core industrial policy that comeshvatdeliberate triple selection of industries /
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activities to promoteType Il projects). As it is reasonable to rely on existiimmn resources
and market opportunities, part of the industrialigyowill consist of rehabilitation and
upgrading of established sectors (“old” industries becomingnewed” ones) Type lla).
Beyond this exercise, actual “new” industries, artjgular those having the potential of skill
deepening and second or@equisition of technological capabilitieswill be sought for Type
lIb). Such a nucleus of advanced industries is likelype small, capital- and skill-intensive
rather than labour-intensive, and therefore likedy coherent with the industrial tissue of older
industries. Thus aual core industrial policy appears desirable in many higlemployment
settings of Africa, focussed on (a) mature labotesisive and (b) new skill-intensive industries

(with implications for the appropriate tariff sttuce).

As discussed in more detail in the latest Econob@velopment in Africa Report 2011
(UNIDO & UNCTAD 2011), the different trajectoriesesulting from the dual needs of
industrial policy can be located in UNIDO’s framewdor the comparative assessment of

manufacturing activities:

Figure 3 UNIDO framework for the comparative assessent of the relative attractiveness
and strategic feasibility of manufacturing activities

Attractiveness of
indust High

= Growth dimension Industries for the Industries to be
Industry specific economic immediate exploration considered as
growth effect (+) of easy gains long-term targets
- World market size (+)
Market growth (+) Long-term
Competitive pressure (-) Immediate action - direction
= Pro-poor dimension -
Industry specific
+ ji -
e Fehortcorm
N s are out of focus
= Environmental exploitation
dimension Low >

Energy & material

i fici immediate future
CilES A Strategic feasibility
- Resource depletion (-)

= Technological capabilities and other policy relevant country
factors (education, technology. incentives, institutions, etc.)

= Static country factors (country size, factor endowments,
population density, etc.)

Source UNIDO. See alsoUYNIDO & UNCTAD 2011:41).
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3. How to get the industrial policy process right?

New industrial policy recognises that manufactuiimdustry lacks in most developing countries
and that an answer to the question “how to geisi@inything but trivial. Although we accept
today that the government hardly knows better tthen private sector how to pick winning
options, market failures imply incomplete infornoatti for private firms, too. Asymmetric
information is thus the key argument for the neitgsd a collective search procedbat aims at
the evidence-based definition of industrial priest (Rodrik 2004; 2007). Although their
information might not always be fully complementargovernments and private sector
representatives should a) bring the available exideon the table in order to jointly self-
discover feasible new ventures and b) agree oretiigred additional information that could be

obtained with joint efforts in the future.

Embedded autonomy for Industrial Policy in Africa

With collective search at centre stage, the ratatip between the government and the private
sector is obviously a key issue. Accordingly, a kegrequisite for successful new industrial
policy is a sovereign government that is at the eséime autonomous and open for ideas,

feedback and critique from private industrial astdrhis “embedded autonomy” (Evans 1995)

was undoubtedly the key to success of Korea's amgvdn’s developmental state but does

unfortunately not well portray African realitieshds, Africa needs to find a middle ground
between the two extremes of inexistent public-gawdialogue on the one hand and clientelistic
state-industry collusion on the other hand. Howeggren serious capacity constraints and

fragmentary information for both the state bureaogrand the private sector, this is not a

simple recipe. In fact, two challenges have todieen seriously when referring to embedded

autonomy in the African context:

e Firstly, anautonomougechnocratic bureaucracy that is devoted to natimerest instead
of special interest and influences cannot be talsegiven in any global setting. However,
recent cases of successful Industrial Policy ind&orSingapore, Taiwan and China have
shown that an alliance between two very small lita.e. a few far-sighted state officials
and a few local industrialists — can successfullyryc forward a national project of
development (Evans 2010).

« Secondly, with a few exceptions, a sufficient lagéeconomicallywell-capacitated public
servants is not available in most African countremaking it easy for neo-classical and
institutional economists to justify their rejectiaf pro-active industrial policy in Africa.
Nevertheless, second-best institutions and polidiéshot prevent several industrialization

success stories (cf. Chang 2002) and even moreriamily, capacities can be developed
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over time. It is this conviction which leads us pgmpose that industrial diversification
through industrial policy is possible with publiestitutions and policy-making capacities

improving as you go

Private sector capacity to participate

Successful Industrial Policy making in Africa doext only require extensive improvements in
policy making capacities in the public sector, &lsb in the private sector. While too much big-
business influence on policy making is the key eonén most industrialized countries, the lack
of active private sector participation in indudtp@licy making is the greater challenge in the
African context. In fact, despite the circumstamicat doing business is becoming more and
more convenient in the continent, the absence gfcamerently organized domestic interest
group remains a key challenge (cf. Van de Wallel200n the same lines, the chairman of the
East African Business Council recently bemoaned ‘thek of an active private sector
involvement in formulating trade policy” as a keygediment to business in the regfofihus,
while everyone agrees that business influence dhwetl become the dominant factor in policy
making, too little organised business representaéind a general lack of coherent interest
articulation is the key issue in Africa today. Hoxeg while New Industrial Policy demands
appropriate business representation in the collesarch process, the question how this can be
achieved in Africa has not been answered to datsinBss associations, and in particular
associations of manufacturers would be the natwgahterparts in the industrial policy design

process, and therefore they deserve to be condidtetkis regard.

Business associations

Few people would oppose to the assertion that bssirassociationare too weak and
fragmented in most of Africa. Some key findingslué research on their role in Africa point to
serious capacity constraints that prevent an aatiw@vement in industrial policy making:
1) There is no lack of business associations in Afried they rarely act according to the
expressed interests of members;
2) well-established coordination mechanisms betweate sind private sector are very

rare;

2 Faustin Mbundu at the launch of the Common mapkeject of the EAC, as quoted by The Citizen,
Tanzania (Nov 23, 2009).
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3) the perceived balance of power between the statebwsiness often jeopardizes
cooperation;

4) lIronically, coordination worked best where businassociations are represented by a
different ethnic background from that of the goveemt;

5) In most countries, business was mistrusted duepoliacal “socialism” and fear of a
capitalist class that could become a powerhousepirdent from the ruling political
elite;

6) Business associations have always been fragmeetagén the diverging interests of
manufacturing companies vs. traders;

7) Structural adjustment weakened traditional manufacs and their associations, even if
BAs initially preferred the forced liberalisation;

8) Several countries once deemed crucial for Africatkustrialization (e.g. Céte d’lvoire,
Zimbabwe) now show especially low levels of trustdaconsultation between

government and private business.

Altogether, the capacity problem preventing sudoésadustrial policy making in Africa is
double stateand business. Simply increase articulation, i.e. erdbegl of state policies into
business interests, will not do the trick. Businesgresentation in Africa today is woefully
inadequate to strategically analyse and addres&etheconstraints for industrial development
and thus needs wide-ranging capacity building w#hgeted support of the appropriate

multilateral and bilateral agencies.

One additional fundamental issue in the publicgievdialogue for industrial policy making
that goes beyond capacity constraints is the tanse&iween exporters of manufactures and
agricultural goods on the one hand, and importeraining exporters on the other hand, within
the business associations, with the latter takimgftont bench and the former the back bench.
Without elaborating the details of this class dties of business interest we can adhere to the
statement that “there appears to be a dichotomwdset industry objectives and trade
liberalisation objectives” (Shilimela 2008: 11). dwssing this conflict of interest
systematically is part of good policy. As a bottdime, an ideal-type bi-partisan approach
between government and business will not be raalistAfrica, because separation of both
parties is very relative. Accordingly, further talkout “government” and “private sector” has to

be taken with caution, but this does not invalidhtebasic idea of collective search.

14



Process design

Each country (and regional community) will organige process of collective search for
industrial opportunities in the way it deems appiate, but some important general directions
are at hand. On the one hand, the government migrtaants to introduce its strategic goals and
political targets. On the other hand, the privagetar wants to react and describe opportunities
and problems for further investment from its pectipe. A stylized industrial policy dialogue
might contain two parts — one general and one fipeci
1. Public and private actors look at thgeneral advantages and constraints that
industrialisation faces. Reviews of progress madenproving the overall investment
climate or the business environment have theireplaere. When going deeper, the
discussion and analysis most often tries to deglome kind of the most binding
constraints analysis, e.g. according to a Hausm#re- decision-making tree of
constraints. Furthermore, stakeholders in the m®oosay want to single out generally
conducive measures such as SMQT, in order to aetelmdustrial development across
the board.
2. Subsequently, the fundamentajsecificto industrial policy will need to be addressed.
This can include:
a. surveying market and technological trends in ordepvercome information
gaps that are difficult to close by single (priyaetors,
b. related R&D or training needs which are not feasitd address for private
actors because of spill over effects,
estimates of specific infant industry protectiord® and durations,
d. addressing the coordination problem of privatetiggie domestic input
deliveries, where downstream industries are natetebecause key inputs are
not readily available and simultaneously upstreaputs are not produced for a
lack of existing customers,
e. dealing explicitly with trade-offs like the one &ten short-term employment

creation and long-term technological capacity bogd

Importantly the self-discovery of industrial pot@htdoes not simply boil down to “doing

business” or “investment climate” review exercisasd also does not stop with the
identification of the most binding constraints nalustry in general (e.g. energy supply). In fact,
the identification of particular national or reganindustrial flagship projects requires the

identification and tackling afector-specificonstraints.
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Top down and bottom up — or: content versus process

Earlier national economic planning exercises inidsfr as pure top-down processes, were
inspired by classical socialist central planningalbgy. These times are long gone, and
participatory planning has become almost the rtilallalevels of policy-making. However,
degrees of stakeholder participation still vary elyd Looking out for new industries and new
ways of inter-industrial cooperation is an iteratigearch process that requires an open
architectureapproach, regarding both content and process. ftims counter to how most
industrial policy documents in Africa depict theopess. On a general note, many of them look
mostsimilar to classical top down planning among avdéapolicy documents, although they
should least do so, given the nature of industrial self-disagveAn example is AIDA, the
African Union’s apex plan, which despite its im@orte as an inspirational source, looks

similar in its attempt to be as comprehensive asipte.

However, despite the importance of an open-endddarticipatory process, tlywvernment's
initiating role goes beyond presenting general principles andabivaolicy targets, and might
even include preselecting industrial projects asgpammes on the basis of their economic
attractiveness and feasibility. The key differetodop-down planning approaches should be
that such lists will be subject to further cost-binanalysis and private sector scrutiny as to
their economic realism, and thus run the expligk rof being rejected. Politicians have to
accept iterationIn other words, there is a case of (pre-deterd)inentent versus (open-ended)
process. Initial short lists, presented by govemmner regional bodies, may be needed to give
industrial policy political appeal and contours.eThsual long lists, however, enumerating
everything desirable in Africa, from aircraft magino uranium refining are all the more
superfluous as they do not even fulfil the polititanction of attracting public attention, not to

talk about injecting confidence in a governmentsremic discretion.

Stakeholders

Even if we agree that Industrial Policy is an imically participatory exercise, the question
remains which other actors, beyond the governmedtthe manufacturing sector, should be
involved in the search, implementation and monitprphases of industrial policy making?
Without a doubt, there is a role to play for 1) fheancial sector; 2) trade unions; 3) research
institutes and think tanks; 4) parliament; 5) fgreinvestors; 6) technical cooperation agencies

and development banks; 7) cooperative associatiepsesenting the wider social business

16



sector; and finally 8) civil society at large (repentatives from CSOs, NGOs, churches etc.).
Although they were largely disregarded in some Bagin industrial development experiences,
the emerging civil society represents (a) consumgrests, (b) social and (c) environmental
standards and (d) norms of transparency and actulityt that contribute to the quality of
industry and cannot be ignored anymore. For Afrideir inclusion becomes ever more
compelling as the emerging middle class on theigent supplements civil society with
domestic social foundations, more solid than fardigthded NGOs standing in. Industrial
governance needs a strong argument to exclude taedchother civic actors) from the inner
circle of industrial policy-making; it may be moaeequate to conceive their inclusion in terms

of sequencing.

Taking all observations together, a multi-layer@dulti-)staged process is needed. Given the
initial or acquired weakness of some key playergadrticular some manufacturers associations,
targeted capacity building will be needed. And giube interlaced interest structure of the
majority of actors, particular measures on thedparency of their impact on the industrial
policy outcome are to be conceived. High-level il shielding of the Joint Steering
Committee at the centre of industrial policy-makagginst vested interests will be another key
measure to take. The choice of an appropriater{)netional mediator able to position himself
equidistant between the parties is a third oneefsithe deep-rooted convictions that long
tarnished related debates, there are not manyetalaaind multilateral agencies able to fill this

role.

4.  Which role for regional integration?
Regional economic integration is progressing ind&frat three different levels:

1. Formal intensification of African intreegional economic integration within and across
the regional economic communities (REC).

2. Actual, often informal and fairly intensive intetjom across formal national and
regional borders, including goods, labour, capitahd takes various geographical
configurations, among them (@) regiowalridors, (b) micro-regionaklusters cutting
across formal borders, (c) sectoratworks most noticeably the establishment of
regional communication and energy networks,

3. Intensification ofinter-regional integration (EPA, AGOA, BRIC agreements)these
processes, African regional economic communitiggesto become the interlocutors of

external partners, and some actually are.
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The processes are often lumped together as ,NevioRa&gm' and signify the considerable

dynamism injected into regional cooperation sirwe tlecades. Regional economic integration

along all these three lines is potentially impottéor accelerated industrialisation in Africa.

National African markets, even of the most populoasions, are small in size. At least for

those industries where economies of scale matieC,sRepresent a prima facie logical solution.

Regional industrialisation and supporting policies have the potential to teolthe move of

many African governments to revamp their manufactuindustry.

Yet, trade theory and empirics argue that

a)

b)

c)

d)

Even the biggest RECs in Africa are small in coriguer, and global trade liberalisation
might be the better alternative for industries logikfor big markets.

New trade creation within a REC should exceed tdidersion from I class suppliers
outside Africa to 2 class producers in Africa, enforced by externatibes. Yet, low
intraregional trade in Africa, still at around 1Q@8ftotal trade, does not point to much
trade creation in the communities.

Agglomeration logic makes that industries tend ltester with the regional champion
(South Africa, Kenya, Nigeria, Cote d’lvoire befotee turmoil), in particular in
developing regions where the general factors fov geeenfield industries are scarce.
At levels of limited overall agricultural and indtial development, clustering does not
lead to intra-industrial specialisation, either,endn every member country’s industry
can find their specialty. Fierce competition oviee same range of products ensues,
with non-tariff barriers etc. regularly used as nmgeaf support of national producers,
despite formal free trade agreements.

Regional integration with sizeable external tapifbtection comes in static comparison

with a measurable loss in consumer welfare.

In sum, when there are few dynamic benefits in sewh fresh industrialisation and trade

creation, the economic rationality of intensiveioegl integration is everything but assured. In

consequence, two models of regional integratiore@singly compete in Africa:

Deep integration along the classical linear-staged model: PTA, FTA, CM, MU,
EC (not necessarily followed through step by stepth a comprehensive set of
regional institutions, common border controls, dispsettlement mechanisms, and the
like.
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« Light integration, concentrating on transport corridors, energy panade facilitation,
region-wide standardisation etc. with a light pagkaf institutions and no common

external protection. The proposed COMESA/EAC/SAD€E:ftrade zone is the prime
example.

While the positive measures associated with tha ligtegration are highly welcome, African
leaders will have to decide what model to opt fonly light or also deep integration. Why?
While Africa holds for agriculture, services likeurism or extractive industries considerable
natural advantages that can well be competitiveptaited in the ‘light integration’ setting, the
same is not true for manufacturing industry. Asehgpirical experience has shown, even with
the investment climate massively improved in marfificAn countries, manufacturing stagnates
or regresses. National industrial policy is thatfiorder instrument to deal with the challenge.
But regional industrial policy may be the betteluson for all African countries, even the large
ones like Ethiopia, Nigeria, DRC or South Africaed®ons are:

a) Opportunities offered, in the form of regional standardisation, regiof&D or
marketing efforts, etc. Importantly, a somewhaektad, while large regional market is
the ideal training ground for young industries,dsefgoing global. Born global players
are rare in reality.

b) External constraints. Regional integration in Africa was long portrayesia “spaghetti
bowl” of wildly overlapping memberships. Rationali®mn of these multiple
memberships is underway. For customs unions (CUh wommon external tariffs
(CET) this is mandatory; a country can only adherene CU. Now, some African
RECs have a common external tariff; hence a nurabsupport instruments for new
industries are not nationally available anymor@geeglly import tariffs or export taxes
(used as incitement for industrial transformatidrcammodities). However, without a
commonly agreed agricultural and industrial polite tariff bands and also the

exceptions agreed within the REC have no ratiocaehemic foundation. They are just
rules of thumb.
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Example: The new EAC CET is criticised by informsgholars for preserving a pattern |of
tariff escalation, so that tariffs increase witle tstage of processing. This is intended to
protect final stage producers, but this path towattical integration is hardly appropriate,
when seeking to be involved in global productionink. Countries should instead seek put
their comparative advantage all along the wholalpection chain, and not protect the final
stage. (Bigsten, Kimuyu et al. 2010: 247) The gud is valid but must not be accepted,
providedthere are realistic, time-bound projects of nevalficonsumer industry concretely

identified in the regional industrialisation indryst

Also, the spirited defence that African governmeantaint on certain contentious issues in EPA
negotiations (MFN clause, export taxes and subsidiensitive products, infant protection,
public procurement, RoO) gains if informed by sttatally defined targets: which industries to
promote, which industries to open. Here, tradecyol tributary to industrial and agricultural

policy. African policy-makers are thus faced withstaategic choice: tackle industrialisation
problems proactively, and accept the deep regiotadration mode; or better renounce both in
favour of an open-source, light integration envimemt, which clearly has its appeal for

investors, too.

In the end, it is only regional industrial polichat allows solving a particularly damaging
coordination failure in African RECs: Broadly spdeadustrialisation is held up by incomplete
regional trade and factor liberalisation, wheradsand deep regional integration is stopped by
fear that existing rudimentary industries will banthged by liberalisation, in particular in
weaker member states. In this regard, regionalsimidd policy is more than any other common
strategy in your REC. It will be quintessential fthie success if not the survival of African
RECs, which otherwise will have to deal with grogiimbalances at low overall levels of
industrialisation and the usual erratic policy teacs to it. Unwilling regional champions
pursuing their national industrial strategies withosystematic consideration for their
responsibility for the coherence of the region (#mel necessary collective action), aggravate
wittingly the regional inequalities. The policy &ta of RIP has therefore to be higher than just
‘supporting’ competence, as it would be calledhia EU, and must rise to the status of ‘shared’

competence between the community and the membes steith all that entails.
What regional industrial policy is NOT: a presciptpolicy mode, in the futile attempt to force

domestic, let alone foreign investors to investoime country and not in the other, in one

industry and not in the other. What regional indaekpolicy IS: a systematic and coordinated
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encouragement addditional investment in otherwise neglected spaces, seatusfirm size-

segments, which are flagged out as regional in@issifsee example in box)

Regional fertilizer industry (a fictitious case study, based on a real propéeeh
Rwanda): Agriculture in most African countries suff since 2007, because along with
food and fuel prices, fertilizer prices went up drampered possibilities of farmers to

respond to the incentive of higher producer pricEse problem is exacerbated by

=

massive devaluation of African currencies, as mfdstan countries have no fertilizeg
production (any more) and have to import most famputs. A regional fertilizer plant

can source inputs from various countries in a RE@emical industry is sensitive {

=]

economies of scale and thus needs a large regiwdiet. As currencies are volatile ahd
global competition sharp, a regional fertilizer uistty project may need support by some
time-bound and performance-related external primectA fertilizer plant is nof
particularly labour-intensive; as a mature indudtrig not skill- or knowledge-intensive,
either; but it may save the region a consideratyleumt of foreign reserves, and increase
policy space in exchange rate and inflation managmemWidely discussed smart
subsidies for farmers as e.g. proposed by (BanarndeDuflo 2011) may accompany the

move and secure the market for the new factory.

Regional industriesin this sense are a golden opportunity to exgdaitkward and forward
linkages or the distribution of various industriaks across the region, gradually achieving a
coherent industrial fabric, which avoids reoccuceenf massive imbalances within the region

and vis-a-vis external competitors.
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