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Abstract: It is known that industrial sector development leads countries to a structural change, promoting job
creation, economic growth, and poverty alleviation. In Africa, a structural transformation is underway, but with a
speed and a path divergent from industrialized countries and contemporary East Asia. Indeed, African countries are
experiencing deindustrialization, and the manufacturing sector is still playing a marginal role in their economies. It is
worth noticing that Africa global manufacturing share is smaller than in 1980, and the manufacturing share in Gross
Domestic Product (GDP) is less than half of the average for all developing countries. The different industrial
development between Africa and other countries is due to different background impacts, such as different
technological contexts, a changing global marketplace, and natural resource availability. Despite this evidence, the
manufacturing sector potential is also hindered by numerous obstacles. The major purpose of this paper is to
provide a comprehensive literature review on the most significant constraints which have discouraged manufacturing
settlements in developing African countries. This study can be valuable to expand a framework on the main country
constraints, guiding and supporting manufacturing companies in choosing the proper territory to develop their
industrial settlement. Support this process is a crucial step that can considerably reduce investment risk and boost
opportunities. The analysis reveals that there are mixed factors that obstacle industrial growth, but a lot of evidence
suggests that lack of infrastructure, adverse investment climate, skills gap, and political instability are the ones that

negatively contribute the most.
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1 Introduction

As a country begins its development process, a re-
allocation of production factors from primary to
secondary and tertiary sectors occurs (Naudé, 2016). This
process, known as “industrialization”, mainly leverages on
the manufacturing sector. The key advantage of
manufacturing is the capacity to absorb a large workforce,
creating productive and decent-paying job positions.
Moreover, research activities in the manufacturing field
are an essential technological development source,
boosting innovation diffusion worldwide (Shen, 2007).
Besides, the manufacturing sector creates positive
spillover effects among other sectors, especially banking,
transport, insurance, and commercial services (Mijiyawa,
2017). For all these reasons, analysing trends and obstacles
in the manufacturing development in Africa, where most
of the states are classified as less developed countries, is
crucial. Historically, this sector has changed several
nations, like France, Japan, and most recently China,
creating structural changes, guiding development,
reducing poverty and unemployment (Signé, 2018). By
contrast, even if some structural changes have occurred,
Africa's industrialization speed and path are entirely
divergent from industrialized countries and contemporary
East Asia. The African manufacturing sector
underperforms both in terms of contribution to the Gross
Domestic Product (GDP) and the Global Value Chains
(GVCs), and most countries in the Sub-Saharan (SSA)

region have not experienced the  traditional
industrialization path (Ibrahim et al, 2019). Today, the
region contributes 2% to the world manufacturing output,
and it has a share of manufacturing in GDP of around
10% (Banga & Velde, 2018). Several initiatives have been
proposed to strengthen the importance of industrial
development, setting it as a priority to boost economic
and social growth (African Union Commission, 2015)
(African Development Bank-Group, 2017). Above all, the
manufacturing progress is boost by foreign direct
investment  (FDI), especially from  Multinational
Enterprises (MNES), which has always been an engine of
growth, influencing numerous factors, such as income,
production, prices, employment, and general welfare (Kok
& Ersoy, 2009). In Aftrica, the lack of robust industrial
development has been partially due to the incapacity of
attracting FDI, especially in the manufacturing field. The
investment flows into SSA have increased almost six times
since 2000, achieving the highest value of US$45 billion
and guiding to a higher FDI stock in 2013. Anyhow, FDI
into Africa is only a minimum portion of world FDI
flows. Moreover, FDI in the manufacturing sector
remains undiversified, focusing on low value-added
activities, such as raw material processing or end-product
assembly (Chen et al., 2015). Despite all the obstacles
hindering manufacturing investments in Africa, prominent
leaders and investors are looking at this region with
growing attention. Indeed, Africa will reach 2 billion
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people by 2050, becoming the most extensive labour pool
in the world. In addition, Africa is attracting attention
thanks to the low cost of labour and the abundance of
natural resources (Sun, 2017). However, if strong
initiatives will not occur in the following years, three-
quarters of the new labour force will work in self-
employment or microenterprises, and only 4 to 5% will
find a job in manufacturing (Page, 2019). This paper aims
to provide an in-depth literature review on the main
obstacles that have discouraged the private sector in
setting new manufacturing plants in Africa. Indeed, there
is a need for an evidence-based framework to guide
African government initiatives and private sector risk
assessment strategies. The object is to provide a robust
framework that could be used to analyse African countries
strengths and weaknesses, analyzing which are the main
obstacles  that have discouraged manufacturing
investments. The paper is structured as follows: Section 2
describes FDI trends directed in the African
manufacturing  sector, followed by the research
methodology used in Section 3. Afterward, Section 4
discusses the findings and presents a list of discouraging
factors. Finally, Section 5 provides conclusions for the
research and limitations of this papet.

2. Review on FDI investment trends in Africa

It is known that FDIs, particulatly in the manufacturing
sector, play a crucial role in boosting the industrialization
process. Most importantly, they help the economic and
social growth of a country by providing capital, generating
new jobs, transferring technologies and skills, and creating
spillovers (Prasad, et al., 2003). Nowadays, FDI in Africa
is slowly expanding, mainly due to resource-seeking
investments (UNCTAD, 2019). On the contrary, just a
few countries are experiencing increasing manufacturing
FDI (Chen et al., 2015). As it is possible to see in Figure
1, only a few countries have attracted investments in the
past years. In 2019 Egypt was the largest FDI recipient in
Africa, despite inflows decrease by ecight percent. FDI
related to Sub-Saharan Africa increased by 13 percent,
mainly thanks to South Africa. In addition, FDI in Nigeria
dropped in the last years, declining by 43 percent.
Ethiopia remains the most significant FDI recipient in
East Africa, which gives a high contribution to the
manufacturing sector. The Congo reported the highest
FDI levels in the region, with the volume of investments
directed towards oil exploration and production.

Inflow FDI (2019

Figure 1: Inflow FDI in Africa, 2019 (UNCTAD, 2019)

The leading investors in African countries are shown in
Figure 2. Netherlands, France, United Kingdom, and the
USA are the largest foreign investors in Africa.

Top ten investor economies by FDI stock, 2014 to 2018 (BS

Figure 2: Top ten investors by FDI stock 2014 to 2018
(UNCTAD, 2019)

Besides, China FDI in Africa is continuously increasing.
Indeed, between 2013 and 2017, they raised by more than
50 percent. More in detail, each country attracts FDI in
various sectors. Manufacturing, as shown in Figure 3, is
the most attractive investment sector in Ethiopia.

Figure 3: Main sectors of FDI in sample countries by FDI
stocks (Guangzhe Chen, Michael Geiger, 2015)

Focusing on the manufacturing FDI, “metals and metal
products” are the sector that contributes the most to job
creation and greenfield projects. While the Textile and
Clothing (T'C) sector plays a key role in Ethiopia.

3. Research methodology

A systematic literature review to collect all the records
fitting the pre-defined eligibility ~criteria has been
conducted. As shown in Figure 4, the research has been
done following the PRISMA approach (Moher, et el,
2015). The methodology is an evidence-based minimum
set of items approch, used to report systematic reviews.
Following the presented research question, a set of
keywords have been defined, concerning the concept of
manufacturing investments in developing countries, and
included: “Manufacturing sector”; “Investments”;
“Industrialization”; “Failure”; “Africa”; “Developing countries™;
“Low industry”; “Tnvestment promotion”; “Obstacles”. All the
presented words have been searched with their synonyms.
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Figure 4: Flow diagram for the selection of literature
reviewed based on PRISMA

The next step was to identify key papers proceed with a
systematic review. Here, journal publications, books,
company reports, and conference papers have been
considered. As a result, 450 studies have been analysed.
After removing duplicates, 380 research have been
considered for the research. Then, 90 papers were
excluded because considered out of topic. Subsequently,
the title and abstract of the remaining works were
screened, and 190 were further excluded because
considered out of the review scope. In the last step, the
full text of the remaining 100 papers has been carefully
analysed. Among all, only 51 works were able to
contribute to the research question [Appendix A]. In
Figure 5 the literature research process is shown.
Moreover, in Figure 6 the time distribution, typology, and
citations of the considered works are shown.
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Figure 5: Literature research

Figure 6: Publication volume and citations

4. Classification of the key factors

The negative impact on investment choices in
manufacturing field, ranges from economic, political, and
social factors to cultural ones. After an in-depth literature

review, 36 factors that hinder manufacturing investments
have been identified. Specifically, they have been grouped
into eight categories: political factors; economic factors;
local infrastructure factors; education and professional
skills factors; health factors; environmental and territorial
factors; legal factors and social factors. Those are analysed
in the literature with different approaches and importance
evaluations. Specifically, Figure 7 shows the number of
times that each macro-category has been mentioned as an
obstacle by a specific works out of the total analyzed
articles. The main discussed obstacles are related to “Local
infrastructure”, “Economic”, and “Educational and
professionals’ skills”.

Percentage of works mentioning the specific macro-category
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Figure 7: Macro-category occurrences

4.1 Political factors

The “Political” category has been divided into four main
factors: “political transparency”, “political instability”,
“low government management skills”, and “corruption”.
Political instability has the most influencing factor,
negatively affecting the FDI flows (Kim, 2010).

4.2 Economic factors

The “Economic” factors are mainly related to the limited
“access to credit”, the “economic instability”, and the
“competition” among other companies (Figure 8). Indeed,
in developing countries, access to regulated financial
services is still restricted, limiting investment in
productivity and enhancing economic activities (Domeher
& Abdulai, 2012).
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Figure 8: Economic factors
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4.3 Local infrastructure factors

The “local infrastructure” section encloses various factors,
such as the “low infrastructure reliability”, which has been
identified as one of the most significant problems, the
“low level of technological innovation”, and the “high
cost of logistics” (Figure 9). Hence, foreign investors still
consider infrastructure reliability one of the most critical

factors )(B. Moyo, 2013).

Local infrastructure factors
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Figure 9: Local infrastructure factors

4.4 Educational and professional skills factors

The educational and professional skills gap is widely
considered as one of the main constraints in industrial
development. Indeed, it limits economic and social
development, reducing the ability to get jobs and enhance
living standard. From companies’ perspective, it also limits
productivity, competitiveness, and growth. Therefore, the
private sector needs to play an active role in reducing this

gap (Dollar, 2016).

4.5 Other factors

In the literature review, four other categories have been
identified: the “health” category, which includes the
problems related to a high number of disease and the lack
of a reliable health system; the “environmental and
territorial” factors, involving the limited access to water
resources and several geographic adversities; the “legal”
category which covers all the problems related to the lack
of regulatory standards and bureaucracy; and the “social”
category which contains several issues such as “poverty”,
lack of “social inclusion”, “gender inequality”, “crime”,
and “civil unrest”.

5. Conclusion and future development

Industrial development is a fundamental path to lead
countries into sustainable economic and social growth
(Signé, 2018). In this context, the manufacturing sector
plays a key role, absorbing a large workforce and creating
productive and decent-paying job positions. Despite the
African manufacturing potential, mainly based on the
large low-cost workforce availability, most countries are
still not experiencing the traditional industrialization path
(Ibrahim et al., 2019). The contribution of the Foreign
Direct Investment (FDI), especially by Multinational
Enterprises ~ (MNEs), is crucial, boosting the
industrialization process (Prasad, et al., 2003). This study

has analyzed the industrialization path research in
developing countries to describe the main factors that
hinder manufacturing companies’ investment in those
countries. This review provides a clear understanding of
the phenomenon, providing key information on the
current state of art. Results can be summarized around
four main points:

1. “Local infrastructure” factors, “economic” factors,
and “educational and professionals skills” factors are
the main discussed obstacles among researchers and
practitioners;

2. The “lack of professional skills” is the most discussed
obstacle in literature, highlighting the importance of
promoting initiatives to fulfil skill gaps in developing
countties;

3. The “low infrastructure reliability” is the second
mentioned obstacle in the review, demonstrating the
importance of investing in the infrastructure in
developing countries;

4. The “political instability” is also considered one of the
main obstacles, which discouraged investors from
unstable countries.

These findings also have practical implications, being

helpful both for local institutions and the private sector.

As a matter of fact, this literature review should be used to

understand the key factors to focus on to promote private

sector investments. Moreover, it should be useful for the
private sectors for risk assessment analysis and location
strategies. It must be noted that the presented work has
some limitations: first, focusing on English works, authors
have potentially excluded relevant publications; secondly,
using a keyword-method approach instead of a semantic
search, a set of relevant works may have been excluded.

Future research authors will apply the same methodology

to investigate the main obstacles hindering manufacturing

development in other less developed countries not located

in Africa. The approach will be useful to provide a

comparative analysis between different territories.
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