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28 of oxces nacit

| *%ﬁﬂﬂtg of sapital” ia probably am pocd o definition of aconomic under-
dovelopment an any ~thsr, The amcunt ©t capital at the disposal of an economy
is not only the main doterminant . f Lte current capacity to produce goods and
sarvices, but ajac oF 1t capacity to grow cver a period of time. The growth
capability f an stenomy is primarily o function of itg ability to accumulate
snd o0 1te technical progross, and beth of thesc depond on the intensity of the

uee I capital,

3N The waste of resources inplicit in a luss than fuil utilization of produce
tive capacity -~ full utilization being defined as tho output at which average
ouvets are at thalr minimum - 1s obvious and has leng been of major concern to
these denling with economic theory and policy. It is equally cbvious that the
waste of rescurces 1sg worea, the greator the scarcity of capital. Lack of
eapital and inadequate capital formation, together with unemployment and under—
smployment of the availible Labour force, are typical characteristics f most
developing ctuntrivs, which can least of all afford the underutilization of

their productive ciapacity,

3. In the developing countriss, the problem of uniorutilization of capacity

i furthes aggravated by the effects it has on the axtornal position and teche
nical progress 0 the country. Investment in the developing countries is highly
import-dependent, for one of the hallmarks of = developing cconomy 1s 1ts
inabifity *o pro e domestically the sapital gocds required for the introduction
of modern industricl methods of producticn.  These capital #oods, which embody
auch of the modorn technology the developing countries must adopt 1f they wish

to accelerate their ecconomio development, must be imported from the mere advanced
countries. The gscarcity of capital is thus compouaded by the scarcity of foreign
oxchange, and both are made searcer by underutilizaition of capuacity. Even mora
s2rious 1s the fact that where domestiic market conditions prevent the full uti-
lization of capital and capaclty, the ecapital could often be divortoed, partly

er wholly, to production for exportablos. Thus, not only does the developing
economy incur the waste of part of its capital goods that have to be imported

for scarce foreign exchange, but possible carnings of foreign currency are

forgona,
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4. The offuct of underutilization «f vapacity on teohnissl progress is sgually
dotrimental, and possibly worss in the Long run,  Capitsl goecde are dureble and
their Infetime is primarily o Dunetion of the intensity of thasr uge and of
cbeclesecnce,  Undertilizs tion prolonges the prysre 1 ifatims f inataiiad
sipacity, and hinders the ronewsl of  cteclote aqurpment and the atyoduntion of
nere advanced production mctheds. 14 s not only that the continued sxiatonos
o teehminnlly eftierent equiprer! retards rerewsl as sack, tut 1t alec slows

downe the mtire process < f technicdd progr: e ronewal of productive facie

Lities nnd the toehinienl propgress thet poes with 1t 1e genoraily o gradual
process, in which parte of 4 productive sot—up wre replicod s they woar out

or become obsgelotos The new compobents of Lhe productive set—up are generally
gulucted so ws te fit 1n with the old, still serviceable parte, and only rarely
Le an entire plast scrapped to make way for o completely new systoem.  The

cleser togethor the actunl or anticipet:d wear-out of the diffoerent parts of a
productive set-up, and the greater the ceincidence betwsea physical wear—out and
vbsolescence, the mere rapid will be the rate of renuwal of the comploete pro-
ductive cyston,

e Technicol progress tonds 10 chango the liftorent processus and the types of

squipnent that o anto then, which together simultoncously constitute an inte-
prated productive systems 4 rate of renewal which, bocause of underuti’ization,
s largoly poecd by tue physicnl wear-and-tear of capital goods, will therefore
notoenly ke slew o, but will alec tond to Lead to inefficiencics in the use of
Mo new oand bt e oenpital goeds, The output of which these may be capable, in
terms £ quantity and/or quility, mwy net be fully reclizakle hecause the comple-

tentary fueilities wre incapabl: of the same standards of performance, Under—

atilization will thus load to farther underutilic tion,
e chls cxtonsion of tho it o ronowsl, which is one rosult of the under—

Siltzaitien caprtil cugipmont, has bthe additional offiet that it tends to
rotes tho fluxatilaty of Lo soonomy Vs productive systen, and Yo prevant further

onslon ante procusnss and products rolated to those tnitially established.

EES S Wieo 13 ePhduse ond ploconenl, and sapital geods are specific to certain
pi T UB8us And produets, tho possibilitiss of switching to new products are roe
Poodan tompariaor with sonor: riagld and mers systomewide rate of ronewal.

r
Liive powsr 18 to » largs cxtunt the ability to progress from traditional
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of oxcess capaclty may, in scute aBugy come to the forefront,

9. Part of the cxplanaiion £ 1 this negcluct s protelby b bo sought an the

predilection of most of the current ceononie Literaturs for o ptatic approach,
and its disregurd of the structural aspects of the growth process, some of which
will be discusscd later. Another purt of the cxplanatien Liss ne deubt in the
conceptual difficulties cncountered in defining cuapacity and, given an aduquatu

definition, in the practical problems of moasurcment,
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i4. Of far greater importance in the final analysis is the third cause of
capacity underutilization. Not only is the existence of monopolistic and oli~
gcpolistic cutput restrictions -+ structural characteristic which, far from being
tsmperary, tends to perpetuate itself; but in the conditions of a developing
seonomy, it mey have particularly harmful consequences for the process of growth,
Although there is a vast body ~f literature dealing with the preoblem of imperfect
“mpervition in its variocus ramifications, hardly any of it relates te the process
©f growth, and cven less to tne orabloms of industriti develcpment in the less
{elcped countricr. In wviw of this lack of attention to what scems to be a
“aur protlom, a brief discussion here is justified, particularly by way of intro-—
{.:t1on te the descript:on and anaiysis of oxcess capacity in Isracl, in which

Lisopelistic mark:t structures are the dominant fo . vare of manufacturing industry.

(e A developing coutry typically introduc:s medern industrial methods through
v ogrmplantation of wmperted tochnelegics.  In fact, "iochnoleogical depe.adence
cootorabid definttion ~f irdugtrial underdevelopment, for a develeping cconomy
.o cherracterized, zmong othor things, by its compurative inability to preduce
capittl goods 1t neoeds for its 2cccenomic grewth,  The precess of capital for-
1 mas nct only tne guantitative and aggregative aspect of the over-all allo-
i o fineome notween savings and censumption, but also a physical-technical
veoonts the eapacity o produc: cipital geods.  The importance of roeal capital
et o, an the fechnical-prysical sonss, bocomes evident ng soon As ong cone-
cutord the widel: (roerved phoaomenen that the savings ratic as such 1s coften
Gt osurstantiad Lot doveloping ccencmies. It 1s therefore not the lack of

Vit that e the ohioe! impedisent to growth, but the structural incapacity of

o

cisloepang ecoenony te form real oapital, as o result of vhich savings arc

Tron hwvertaed to o onpreoductive ises.

o« This deficiunt capohcity co produce capital geodes ankes the dev:loping cconomy

Lopondent gpon the tochniclogics developed in the industrialsy advanced cconomies.
i3 wdern tachnology 1s te n laree cxtent embodicd in plant and equipment which,
e produced primarily for the marksts of the advanc.a cconomics, is adapted

* 'noar goale f production and to thelr factor preportions. In the advanced
norlos, the sonle of production hss besn continuwecusly rising, =nd the design

iprtal peeds carrontly producad not -nly reflects this stoady increase,

Sooromrtes At trnrough techniezl progress in the capital-rcods goctor itself,

Trotnes process of competition, the lattor constantly and siuccessfully strives to



10/¥C.29/7
Page 11

offer to its customers - the users of equipnment - greator efficiency and lower
costs, gonerally at the price nf a larger scale of output.

17. 1In the advanced countrivs, with their vast mark:ts, this ris: in tho scale
of production dous nct necessarily lead to an iucreisc in the dogr:c of concune
tration, although in prictice this is often the by-product of tcchnical progross.
Where individual plants arc but a sm-1l fraction of the markcet, and the market
keeps cxpanding, the growth of the v rage size of plant muy not :xcioed the overw
all expansion of the market, and the cempetitive structur: may romain unaffocted,
Not so, however, in the develeping economies.  Thoir dorestic markets are, aven
in the larger developing ctuntrics, no more than a fraction of the intarnal mape

kets of th. duveleped countr s,

18. This small size of the markst has tho rosult that the intreduction of moderm
production methods - often cven where the smallor among the foasible plant sises
is chosen - 1mmediatily creates 2 highly concontratod mark:t structurc, A @ity
ation thus iris:s where monepoly and - Ligepoly - partizularly the lattor markst
structurc - croerg. fron tio vory bhuginning of th procoss 0 orowth ant not, as
in the industrially :dvoncod countriss, a8 the ond res.lt f 1 long procuss of

competition ir which « ta1sh levol of *.enrnioal sSfficn oy 1 aohicvad,

19« Evon whors the sloor size of the initial merkot pornita L oscals of peratim
comparatl. with timns. common in the industrisliy oor advasced countries, the
industrializaticn of the loss doveleopod ~cuntrisa typioally proceods by adopling
the smaller among the foasitl: plant sizes, The rouaons {or *his .ro T e
and divers., chiof aneng thom bolng . onagh Lgrae of wnourtainty, cad  f rgasil-
zaticnal and t.chnical capatility, n the part - f A PpP nourg, Wbl Sl 818w
of individual capital Cowmulitions A discussion f sach problome 18 bey oad the
scopce of the praesunt pap»r.f/ cosmale g1 of plante that wviitEl L em afu
parts o f hipnl crncoortrc o ipx v str,eires W adlly 3at e te the marksts $o
discconomics of scale whieh .re o tun g Froat thit oven  onaideraris: eayss 43T epe
entials are inadeguistu tc¢ ~ffact *a.r wnd t0 all w the anipsvement  fF a o e € -
tive cost levele The srull sntorprisce! low lsvei o f 2fficisncy, ant reswitant
igh costs, thus ~fiun ux:ludis thon from accsss to the forc.gn sarket, wRich
might havc romeved the Limitation of market 8izc that det-ruined %he Low Llevel

of efficiiney in the first place,

g/ For a dutailoed *naljsis cf the offucts of concuntrated narket s!ru@%irﬁc -
¢cononmic growth sce M. Mertav (1368) Tochnol: Dt Cpo L
Growth, Pcrg&mcn Prass, nxford,
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more discriminating than the domestic market with respect to quality standards.
It also requires fairly high threshold quantities of goods of uniform quality
if access to the market is to be gained at all. The experience in Israel shows
that in a wide range of industries foreism buyers are not n.rmally willing to
place orders unless certain minimum quantities can be guprlied continuously,
and these ninima are often far in excess of the total capa -1ty of any indisid-
ual enterprise. The initial investment in the sales effort for a certaln pro-
duct line in the chief marketins cutlets of the developed countries is simply

80 high that only large sales volumes can Justify 1t.

27. The same is true for the douestic rroducer-exporter, periiaps even tu a v li-
tively greater extent, In order for him to galn actess t~ the foreign market,
particularly 1f he has o diversify his sales in terms of countries, he must in~ur
large investments in marketing. The excess capacity at his disposal only rarely
permits such outlays. Production for export, evea 1f the 1nitial cost level

and quality standards are competitive and the enterprise 1s willing to embark
upon exports as a permanent und substantiai part of its business activity, will
therefore usually involve expansion of capacity. This leads us back to the
market structure and the restraints this places on capacity expansion by individ-
ual enterprises in an oligopolistic structure. If the rivals of an oligopolist
can erect harriers to his expansion of capacity, out of their fear of his pos-
sible encroachment on their market shares, they will effectively prevent him

alsc from going 1nto exports. They may, for instance, embark upon a jrice war,
thereby threatening to deprive him of part of his share in the local market ,

or, if entry into the foreisn market requires that the prospective exporter im-
prove his quality standards, they may 2lso counter this by lowering prices in
the less discriminating domestic market, thus upsctting the established market

shares.

28. ‘Where government policy promotes investment through liberal investment

loans and grant:-, a~ 1n Israel, investment Ly ocne enterprise will more often than
not lead to investment by all, with douttful results with regard to exports.
Quantitatively these may indeed increase, but the terms of trade may worsen,

amd in not a few i1nstances the government may have to back up a liberal invest-

meat policy with an equally liberal policy of subsidizing the exports that do

not pay for themselves.
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20, The solution to the utilisation of existing excess capacity would seem

to be in joint export amarketing of the industries concerned. Where this is
possible, the industry ic brought closer to attaining the minimum volumes of
exports in any civer line naeded to Lreak into tie foreign market, This solu~
tion involves exiernal economiee :n marketing, and quality improvements which
no individual enterprige woula ve avle to undartae on 1te own., At the same
time, such arrangenents usua.ly invoive the conversion of oligopolies into
cartels, with price fix.ng. ecatabliskment of market quotas, and all the other
concomicant results, 1o Jhe douestic market. Jartels, although nov always an
unmitigated ev:il, nevesthel 288 tend U0 th-ow the ovurden of diseconomiss of scale
and exceseive Iraymenti tion on Yie comestic consumer, and tend Lo perpetuate
themselves, preventiag tie inc of structural change that a developing country

needs 1n order tn become competitive abroad.

0. 1In a dynam ¢ context, a dif.'erent apprcach would seem to be much more
fruitful, particularly if indust.y can rely on a forceful industrialization
policy by a sovernment which b5 aware of these problems, and has at its dispo-
sal a system ¢! planiing and »u adeguete arsenral ~f policy tools with which it
can back up @moir oa policy.  As the main barrier to cuccessful entry into the
foreigm market ©-ems ¢ bhe discconomies of escale, both internal and external,
and at the same ~ime since seall ecale of preoducticn that 1s mainly »nriented
towards the «oreciic markst tends to creats ¢ligopolies, the main direction of
government poli oy should be tihe encouracenent of i higher degree of concentra-
tion in indust:,. Gwen the toot that, 1oy rcascns of technology and market
s1ze, a high deerree Hf concont-ation s iuacvivable 1n a developing counury, the
fragmentation otf Jhe 2nerging incustr-ics .r the fcom »f ol zopolies is the worst

of the unavoidavic av:ls, Olicopolies generally poissess all the negative

charactericticc »f monopelias, and have few of thair saving virtues, particularly
as far as therr capacitr tHr Surther technical progress and ability to go into
exports are concerned. A vigorous policy should thercefore be adopted to en-
courage merygers in industry or, aliernatively, Lo promote selectively the growth
of the more ~fricien. enterprises 3¢ as to increase the scale of operation and

to permit the aitainment o1 economies of scale. Tun Israel, the policy of the
Government has recently shifted more and mere in this direction, and a variety

of legal and economic measures are now under active discussion with a view to
ancouraging and promoting mergers in industry. DEqually, there have been more

and more misgivings aboui the benefits of cartels and the benefits they have




1D/WG. 29/1
Page 17

produced in the field of exports, and there is now a greater reluctance %o

approve the applications for authorized cartel arrangesents under the prevail-
ing Restrictive Trade Practices Law.
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ten %o twelve years in lersel show that industrial output tends to rise approxi-
mtely twice as fast as esaployment, and an excess capacity of employment of

&g resinately /O per cent say reflect an excess capacity in terms of attain-
oble sutput if weil ver .ce Vhird. “ver this 18 1a all likelihood an under—
slatemet, ‘s a.80 11 1.e8 50t Yake 3 °ount of two fac' 'ra: {a) the possibility
of increaning tEe a.miar f rifts “ireed, #hichoin 1o for all manufacturing
BBt vy seeraged o pora tha o4, and ' tne posalollity of atructural
e v tre car. 4 .87 i0s, wrare « grestar dmgres f spelalization
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output, and in 27 other sub-branches, for 41-60 per cent of output. In total,
therefore, thers weie 67 sub-branches in which the first three enterprises pro--
duced more than two fifths of the output. It is plausible to assume that al-
though other tactors mentioned also were causes, the main reason for the per-
gigtent existence of excess capacity in lsrael must be sought in the predomi-
nantly oligopolistic market structure, which is itself determined by technology

and market size.
Table 1

combined share of the three .argest enterprises in output,

by subgectors of industry in Israel, 1765

"rar cant)

Code Sgggg of three 1 g
o, ' ar of indus 0=204 c¢1=-400 41-604% 1 1
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Table 1 (continued)
Code re cf three largest enterprise
No,. - Subgector of industry oezgﬁ 2]-45% 41—6%% 61:50% gg-lOO%
221 Spinning of woollen yarns 44.2
222 Synthetic yarns and fabrics 63.3
223 Weaving of fabrics 28.9
224 Dyeing and finishing of yarn
and fabric 46.5
225 Knitted fatrics and manu-
facturing of knitted
articles, woollen 2.0
227 Cordage, rope and twine 96.9
228 Knitted articles, except woolé/
229 Textile products, n.e.s., 27.5
230 Quterwear 24.0
231 Underwear 36.3
232 Made~up textile products,
excluding clothing 25.9
239 Clothirs, n.e.s, 34.6
240 Bagsic manufacture of wood 64.5
241 Wood and cork products 38.6
242 Carpentry and building
senstruct ion 21.7
24> Furnit.ire, excluding metal 7.6
244 Carpentry, n.e.s. 46,2
245 Matal furuiture 35.9
246 Uphol itery and mattresses 24.0
250 Fagic manufacturing of
paper and ~ardtoard 89.6
251 Paper and ~ardboard products 43.2
260 Publis®iirs f japers and
Jourrals 55.1 1
%1 Putlishias f v ooks ' 39.5
252 Printin- [resses 28.7
. 3 Sincograpty, (ithozraphy and
trier crintins industries 31.0
2.4 HookE g g 13.9
PG Tarneri«s 28.9
F71 Footwsar, s .%3 and reels 10.9
714 Sepair f footemar 15.2
20 imatier orod. o te, o .e.g, 19.7
Fo. & Farrar cr o1 s, exciiding
Eirma w0t h gy 5"5
'*i * e T Y * '8 1&‘0
b imtewed w  C C _rmg 84.6
Fa B R : e 7.9
F s o Y e %9.8
g e . # ‘9«‘
e ¥ oy, o LE ot e L g 52“
Fad T Y L METare 18.4

¥ Tede 3 twe, faogicides o33, 69.1
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teble 1 (oontinued)

Cote |
. T Subaector of industry

b Zxplosives

297 Crude petrcleum refining

¥ Chesical prolucts, n.e.s.

DO Ciay and lime products

Wi Ziamse and glase productis

Yol leramico for sanitary and
elactrical ises

W3 Howsehold ~eramics and
artigti~ .eramics

Wi Cemarnt,

| Tement prod.cta

gy Nor—meta.lic uireral
troduntla, NeseBe

$iL Diamond industry

L&l Iron and agtael

el Iror and steel foundries

Vo2 don-ferr 15 rasic metal
tadustries

<3 Hatal [1res

K Plumtin fixt ires

Ly Tiaware ant ntner sneet-metal
4 JPS DURRNNN

510 Wire an w1re produacts

1y Heati s and cookins equipment,
non-slactrioal

134 Cotiery, L3 snd accessories

1y Hetai meir, T ons

LA Lok ine Llenmg s

17 lvaniz i a1l stner metal
firi s tns ard coating

Ch g Meata]l ;r 1.°%3, 7.”.3,

i Indigtria. and  aiding

HafLirary
3 Agr.: ..l machinery
= Commer . 3. anci lomestic

4t Py o i ng eduipment

144 Mechan., Al w o orRENODY
L Lietr. =% .ra, traasformers
351 Lie tr . sl 3.00.1%8
v Hgtter, o= 24 aor gmilators
¥4 omest. e s trioal aphliances
4 Aadl oLz ol ST L DN88
Dm0t r e pment
Tiectpoao ompipment for
LalLirat arLes
i Assee’ .y v wan.facture of
w3t T velicles
Wy Repa.r >f 20t5r vehicles

17.8

14.9

14.3

16.1

14.1

7.7

J1.8

54.4

45.6

47.2

42.6

53.6
51.0

40.9

78.7

65.3

19.7

72.3

100.0

81.2

84.7

83.9

85.8
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Table 1 (continued)

Code 2
No. Subeector of i ndugtry O 41 1 1

362 Manufacture and repair of

railroad equipment 88.7
363 Manufacture and repair of

ships and boats 96.5
364 Manufacture and repair of

airoraft 100.0
369 Transport equipment, n.e.s. 2.8
390 Precision instruments 47.7
391 Optical and photographic

instruments 44.8
392 Manifacture of watches 98.9

393 Jewellery, religious and
artistic articles and

watch rapair 10.4
394 Off'ice and school supplies,

n.e.s. €0.4
395 Bagcetwork, straw and raffia 51.2

399 Miscellaneo's manufacturing 22,1

No, times listed in
each group 13 34 27 16 24

Sourcs: Data compiled from the 1965 Census of Industry in Israel.

3/ Data not available

b/ n.e.s. = not elsewhere specified

Employment utilization

35. The 1966 Survey of Employment Utilization shows clearly that the desrec
of utilization increases with the gize of enterprise. In the enterprices with
30—-49 employees, the rate of utilization was 66 per cent; in the next higher
size class. of 50-99 employees, it was 69 per cent; in the enter;rises with
100-299 workers, utilization was 76 per cent; and in the largest—-sized enter
prises, 300 employees and over, it stood a% 79 per cent. If these firlings are
valid, as the author believes they are, and if size of enterprise and degree of
ooncentiration are posgitively oorrelated, as has been found in many cmpirical
st::dies of industrial concentration, then the higher the degree of concentratior
the higher also the rate of utilization. If it is correct to assume that the
rate of employment utilization, at least in a growing economy, is below tha

rate of utilization in terms of output, and that the latter tends to rise, if
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sation resuits at least ir jart froa the facl thst a sFrester share F ooipad
can be channelled i1ato tha Toreism sarvat. " i3 .8 ulireetlly s pefied by e
fact that in [srael approx.mately * oper ~ent of asi indeetfiad SRP- TS, W Tl
ting for 17-1" per cent of total sutpal, arse Cpodianed iy TR acterplieess, weel

of which are the larvest r their ind.atiriss.

}7. The more detailed findings f the Jurvay of Tmployment "Vilisatise, the
definitions .ised, and a dag-ripticn of the samp.e and seibd of the survey wiil
te presenied relow, A~ stated vefore, the average rate »f emgloymae: il
tion wag 73 per cent, and the artarprigses a.rveyed oid th.a heve gl oysd
52,000 workers i1 additior 1o the 114,000 emp.oysd oy them .7 ihe cadt jaarter
of 1966, when the utilization rate nad faiien o fy per ~ert, %9t snter-
prises stated, in reply to a Tiestion o that atfect, that tne sa.r reason for
their less than f.l1 rate ~f .irilizatin, was a .34 of safficient market st~
lets. As already dis~ussci, the re-ession rad caised markets ' shrink ly far
less than the excess of ~apacity indicated ', enterurises. [his was [arti=-
cularly true in ! jt4, when tre average output ~as still nly slizhtly tejow
the 1965 level, and feil towards the end of the yea-. Tha ca.ises f axzcess
capacity, although reprsmerted by the =nterrrises as inadeTuate markets, must
therefore bte a combinaiion of axcessive Lnitial marcet estima.es, building

ahead of demand, monopolistis market restrictions etc,

38, The increase of utilization rates with size of enterprises has already
been noted. Similarly correlated with size was the extent of overtime employ-
ment. In the smallest-sized enterprise, overtime accounted for 1.2 per cent

of total work time, rising to 2.4 pér cenl 1n enterprises wiin 5043 employees,
3.8 per cent in the enterprises with 100-277 employees and to 1.5 per cent 1n
enterprises with 30C or more woriers. [hese findings indicate that the.e was
greater pressure on the existlng latour force ia th.s larger enteryrises, prob—
ably as a result of greater efforts to utilize capacity more fully. At the

same time, the fact that 30 per cent of all the overtime workec was concentrated
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.11
1.1%
1.09
1.01
1.02
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1.01

Overtige ratio

3.1
6.5
3.0

4.0
1.4
0.1
2.4
5.4
5¢3
2.7
1.4
2.3
4.5
2.3
2.5
3.2

1.0

1.3
0.9
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Table 4
Overtime as percentage of ordinary work ho )
distributed by size of enterprige and shift
Average i
overtime percentage
Sige of enterprise
(no. of workers)
30-49 1,2
50-99 20 4
100-299 3.8
300+ 4.5
Shift .
First 30 2
Second 2.3
Third 2.8
Tot al 3 el

Source: Central Iureau of Statistics and Statistical Bulletin of Israel,
Supplements 15395, September 1967.

2/ See para. 40 feor definitiong of terms,

41. This description and analysis of the only systematic and comprehensive
attempt to estimate the extent of excess capacity in Israeli industiry may be
supplemented by more frasmentary data collected in 1962, within the framework

of individual industry surveys carried out as a btasis for the 1965-1970 develop~

-

ment plan, The estimates presented in table © are based on the knowledge of

experts in the Ministry of Commerce and Industry and on information supplied by

the enterprises, but the defrnitions used were neither uniform nor unamblguous,

In gpite of the qualifications ag to the reliability of the figures, the data

all point to substantial and persistent excess capacity in a wide range of in-

dustries. Moreover, in contrast to 1966, 1n which the low rate of utilrzation
is at least in part attributable to the then prevailing receesion, 1962 and 1963
were years of a high level of industirial activity and of rapid growth.

trial output in 1962 rose by 14 per ¢

Indus~

ent, in real terms, and continued to rise
2 2
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in 1963 by another 14.6 per cent. Boveridelons, doupite e fuet Wae -
trial exports were rising at even higzher retee, emsess sasmrily of BN gp
cent, even in one shift, was widespread.

Formaldehyde

Oxygen

Pharmaceuticals:
synthesgis
formulation
animal feed additives

Paints

Pigments

Asphalt and turpentine
Elect.ical appliances

Glues and adhesives
Canales

Plastic products:
Coating
Calendering
Injection and spray
moulding
Other processes

Dairies

Citrus products
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Eostesbotion of sutgnt Wwiusen the Semeetis and the fereign mriets has alee
’ “ Ve eama Paltii, semet Prom Pelatisely wiaer flectualions from year to
o, e shwmcee -F baig remgdamay -f the share :f sgports in sach plaant'e

AP L f el come ey 0 tRai s shaces 5 boue Tt Nwreet which, for ihe

e R B T S s siegn¥iy am LwLu /i, wnen the fifth,

YoroN W ke we T a0 o  ws P oagesd | ks o TEs st 4 1t et he ses geed
Tl R Foewgm wimn gt e haud - hatas (an i Lhe *Epangicn of amy ne of
e I O LT TEL I P *f least withie tme lis e of the eX-
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T FER L MR s - F g sime® R Cafte . &Rl la it ratpnl tRrogh 4 jo LAY

bl AR - TN Y R i, armel Flywoods® ], the ME LR L6
wevend of aome kas T SUAPRE Lo Fow AoWedT L mepget WAt BAFR PPER Lthe WMLE WobLive
Few swpmmsiom. e reene o tioe ssares  § tas ) e *etarnrises 1A total sutput

R Reman LR amd T sere a8 Boowm Lo b a o osmlowiated Prom table £,

;ﬁﬂ, &*R S Pa,d 0 -» i;

; . P i
P M e iE P V2, = biiy ? - 100,08
S &3, 7 fde % 1.8 [ - 100, ¢
13 ﬁ § EI&E‘ g;-‘? 2413 i%'? 5&? igﬁ.ﬁ
L whg o 2346 2.4 2.8 1.4 00,0

] ® A 2.4 17.4 22.% 6.1 100,09

8/ Pereemtages 4 ot asd wp to stated totals because figures have been
roniad ,

4%, Altuogn these data trace back the dovelopmeat 7 the irdumtr; omly fer »
#r Tt period, 1t can easily be seen how setlerprises ; and ¥, at lsast, eme
Issvo.red b WAIAALL Y eLr marke® INares in the face of the satry f firet
Feant D oand then plant 1, The b urd of tie three isading siterprises, whicoh
in LA nad celd a third of total vutput, failsd to sxpand at the sape pace a8

e cther two, i consequently lost a substantial part of ite share in the
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wmrvet, Tor respons whick will Lecems clear later, the eatry of new enter-
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wadt %= & great srtest facilitated by the prevailing policy of Govermment.
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48. The apparent Ligh rate of utilization that is reflacted in thege figures,

however, is mieleading because i1t is influenced by the temporary full utiliza-
tion of chipboard-producing capaci ty. Chi;

board is a rapidly expanding product,
the output of which his srown betwsen 195C and 1965 from .3 to 23.6 thousand

cubic metres, and for which additioasl capacity of substantial dimensions has
been installed since 1 ¥4,

The leading entartrise alone has recently installed
A new iine fur the produstion of

chipboard with an annual capacity of

Ve oS5 eyubie metras, and ‘' smallest © e nase »dded capacity of similar

dimensione. »

taird enternrise 1s aiso saxpanding 1ts shipboard capacity,
Although tie marcet f.r thte produrt is EY %8s I

apidly, even tis optimistic

fopmaants

“f the agmmaiinc sater rises [ oreses & auletamtial i lding ahead

#f demmnd, The .sad.ng f.rw Broncte o oreach full capacity oty iization within

Laree yware, .t t g

# o
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industry. A major form of diversification and upgrading of the industry's
standard product is prefinishing by laminating formica to the plywood, therebdy
not only producing a semi~fabricate, but also making it possible to use lower
grades of plywood as a base ani thus to reduce costs. This decorative and
protective lamination is traditionally carried out 1in the local market by the
individual cabine! maker, wn buys firtice cuocets of the Liandard heavy
quality and lamirates them t: the parts of the individual gets of furniture
he produces tc order. A few lareer furniture makers use essentially the same
method of production »ven for laryer runs; prefinished chipboard, plywood, or
panels, covered with a tiinner foru..e sheet, are -0t available and therefore

nat uged.

5l. Several years ugr~ the production of standard formi.» was besun in Israel
by two enterprises. me firm 1z . leading producer f plywood, the other is
in & closely affiliated (ine of production - manifacturing packing ~rates,

o

Celotex and Masonite.  T.e formica .ndustry has so fair been highly successful
and has many ~haractaristices In commor with the nivwood i1adustry, to which it
18 closely ralated, [t ¢ aimilar to the plywood industry in that 1t has
exported wal, over nalf ('8 ulput and 18 il present expandin. capacity, ale
though the rate f ,tilization  the exietin, rlants 1s far frop complete,
At Las same !ime srtearmrises 1o e piywood industry sre aiso activelv cone

PiAMTing wniry ot Bnia Liee ol oredecton, The etatod reason for tnis, as

£ivda 186 Lhe 1ERCEFYides o oseh w1 7 F the pyegsat Furvsy, 18 that the #3tabe

tamkbed plaste b =t profice tie Lightewe i bt formica tha' 8 steuats foF

bl Mmaw o ke o Srsd o aisoadl L iyweed, o i choart ad Parniture parts, se
FhL A B tae s al BBt Been a8y Loy LT N Wi TR, B 2 T wiey

Bae #RiRTesg Foomi. 4 seod P sennnld st mm sk e B Aodaa the reialPed

E2 ETu A F ikt B R CosEEAE Cd b had Fae | Foslo. [0 lhese stiempte &
e R A TR E FO R R FR 28 Teat Ty afw Fe. s lal o BRSO
ﬁm L T TR g e T T By v e & Bogm b oue e g 3 2 ORPEE
TRy 7 S R gn o ko AR TEG jadam it % ws ot 1o e oo tom coFlpei

F gy s se A kg S T 8% omp ¥ e S . I R T e 2. T B G Ty 1
W onF R e Top pweed L LT Eos T T T Fpgams L i f usduaade By the

T g e s 0T shes D e o Rl Wl s des 0F LA SRS Eid e e,
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52. In tuis regard there can be litile doudt that, Wy laking sway from She
established formica producerw the better part of tieir mr:ia of srowts, easees
capacity wiil Le ;eneratad in that industry Lot directly and indireetliys
directly, beciuse withcout ineiouge sroduction f formine wothm tue piyweod
industry the litter vould “avs Low it its rerairensnts from 1.e foresr Ladwetr;,
and indirectly, beciuse the s.ls f el erpestae B Ly yweod industey will
cut inte the traditional markats - f the fimica Srodurers, namely trs fureitare
industr, and displace tha feavier rradse f formica t sre, At ¢ .a same time
tae plywoed industry will caw 4o airs e total sarkst wits tia astatl ished
troducers, 5o ti.t dlasconomiag “f srale vl be yaav.tatls- tae andivisikilie
ties of plant i1l make 1t AEURSSAry WALa 80 uilt aiend of lemarnd, 5 that
the plywood industry 1tse.f 1]l 1n all likeliv d “rests naw +x-ags Sapaslty
in the productisn 0 foreica, TLr Anlng, M 302 the vio{ ug “irela o F

2xcess ~apacity [oudin, t - Purt ar *ioeBB a1ty , T aramels riven hmpe

poeinte cleariy 1o te cowerful iaflusnca £ Warkst  temotoge,

5t i@ hava g4 Far liccowssd t e prats f Alization o f the iadaster » a
whola, but 1 closar srwmin.ty n reveals the ' 4 i stil] tads to verstate
the degrea ~f Capasll utiligataon,  Te measuperwent T T caracity wnder
conditions d1fferan’ fre * .o RTINS Aty 3 PLc tuis i ot l »
diffioult matter, and = precise fiuree o ould e Lt.iced Crow Yia inteatry,
MU BmALn sources f eieas ATty ware, nevert wleass, -la WPl rea i pable,
The firet is tie cxistence ¢ irbalances L0 tie v L wemnt e o Ltae ! ST
reeuit o iedivisi 1litiss Lo s ome WPt f e @ oment, anl s ¢ pmer .
PARBLOE f ame f L Fariliities, w ii4 tiers sers credeasl, Telae it il sed
DTS intensiml;, Tus situati v 1s ' opaser TR ABAPRA T st i tag
Lihl 2 ot ST TTINIE N R ARl T e sitearent P e st L e ta l Peades Liamt
P isadin #8307 89 wes EELmTYLy b w0 v Tire bn L oaw L T iace Lhes LR
FOmGinire W8P o908 avs we B L T TS S it bham at amy
PI®TL e Limm,  The tottimoascn 0 b 0+ LW te Cirned wt to ke the
bryine iia, e PR R A0sed o T ree 8 Tt W st regt f bhe Sham
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Table 11

Costs of production per m3 of plywood of different
thicknesses for a siven sheet size, baced on 3-mm plywood
(per cent)

Thickness (mm) 3 4 6 12 18 21
Jize !cm)

193 x 76 100.0 87.3 75.6 72.0 62.0
205 x 125 100.0 90.5 719.5 1645 61.0
244 x 125 100.0 51.0 85.0 30.6 76.9 63.5
244 x 160 100.0 0.1 31.0 7.5 63.5

Source: Tue Israel Productivity Institute.

Table 12

Logtg of production per n’ of Llrwood of different sizes and
taicknessos, based on 193 77 x 0.'-em plywood

{per cent)
Thickness (mm) B 4 6 12 18 21
Size (cnm)
19 2 16 100,0 87.3 75.6 71.9 61.7
05 x 129 81.5 73.0 6443 61,5 54.6
244 x 125 7645 70,0 65.2 6147 59.3 52.6
244 x 160 13.5 66,2 59,/ 57.0 51.0

source:t The I[srael Procductivity Institute.

%3.  In lonsidering the above estimates it must be remembered that they are
based on .ctual time meacurements 1n the plant investigated. Tiiis means that
no account was taken of t.e poesitilities of reducin;, the time spent on the
11ffarent operitions by producing longer runs of 2 standard dimens.on., The

Mmain way by » ich tne 1ndustry's capacity could be oxpanded and costs reduced

#uld be 1f eac.. enterprise were to specialize in a certain number of disensions.




59. Taking into account all the varicws facters amtionnd, it io rencsmndio
to assume that wity greater specialisation and s thrwe-ghify HPRPRS an, She
industry could produce as much as twice its presemt sutput wibhowt § MY g
more than marginal axpenditures for the Proper balasms ung <f (8 Sops: et

The obvious question that Ariaes 1s why, siver that faa shra bgma - T gan e
specialization and ratisnalization of production snd saies are 3 mnreni, vhe
industry dres not Carry outl such a plaa, rom the wmswers g 78R Lo an
questions, 1t can only be surm.sed that Lhe BAL: A r (8 cmew memin She sf 4.
gopolistic structure of the tndustry. The cartsl agresmes: * i Baggh  sma of
the most stable known in the Isrami man.factur PO i T ey, ot e b gl %
be regarded by its PArt.C1pants as a4 permmnes! crracgmmes t | Yug i mels o % ok &
firms are apparently hedging agninet tio soasibtiiit, ¢ 4 senakdown of Lo
agreement, ei'her from within by ne f |ts PIesart sart.o i amate, -5 P
without by entry of a new firm., "he AEETY O ar addi i el esterue e ia
1962, against strong opposition from tre - atab | st fimets, m st i Pregh
In the memory of all enterprises. Thay are thersl ce miictast te g s - .
share i1n the whole range . f PPROducts made by ths (alustey ae | bemmeded LA
market. The industry's menopolist.c POBLL LR G tos et mac @Y o a elop ek
higher prices compensate tnem f-r Lowar SEpert [ ices . WBASs ' aws semsilt e
to the lces 1ncwred by lack of specialization, artiow, er SER B
technical 41fficultisas tnvolved L At A liEat i m Wl L A VAl et e

mountable, are yet not cogtlsas,

0.  The BeNs1tivity of the industry ' undermetilisats = o f BEpme i By o8 LEe by
to 1ncrease as it gradually srifte from *ta sreductise «f the Ll Mt g
meteriala-intenaive plywood, witsh 1ts relativaly i ow Figed seats, &. 5os e
duction of Chipboard, The capac ity f coipoeard peodee b o, eho ok i il g
to tabile 5 gtoud at SHyM0 e metres ie L, Lsereaaed s W U T .
cubic metres, ver L2, mors tran B R I B e ——
being expanded. A TRpAriaon o f Lhe treagtows  f sogta f e § FWeand ik R g
board cleariy reveals r .t iy MM lesser bapendencs 7w pheaed oa  gombee
MpOrted timber, but als the Muc Bighar fiand oete Fip ihe meee i ol

continaesu s ow prosfusty .  F g pbeamrd, i

Ll Hefore  omoluding o is Tre i om of Lim 24 pweed bham 20 . i b FemmEae %
BALLBLES fow Ll nt s e Bhpmnd o o Gmpme ity WM B s Semcdued Fal
itisisation was rads cwsitin, aed B, wm LBe - Yose Sawed, s W o gt oF S

BroER% CADRCLYY waa diverted et SEFETIS, i hBeugh Ve ammigw & <7 G semd
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5. Waws it wuce of susnaig Ve st Biler - ety s wd o Weif
e R ™ P P S bams s Sn commmy f srenting
S e o5 sme W W 3P0 cMR B 3 SagR peegawt oy of s Pprrte, Top
T s oumkee s T e Sl s et g ooms 4 % o e L R R, MR
o B AL B L I A .. BT T "SRR e
s L R R SRR R T IS E R e, LR Wil te .
Pl g R w s R F R B gl e Cemmmpert coets  apoesyimately

W4 s sWer o BEe 7 . w5 sin Boaes  ovmd of  Ram e ) bad  eaewd would ey

Mrad wr #0100 & saieniomis Cugh comt, b sewerideiees Buwed lower than that
RSN R B e

¥4 Yomae  georws Ay boamd S farnign sonmamer was, in fazct, scbeidised
B Rl dommn o ccsemes oF plgw 4. There wee ac situation o f ex- .se Gl Pl
e g ww # o bay wlhs el Cad dees camd tupsagt  aaf oresees chikhges in

FEE e e tmA ¥ . ek asEmE gl a0 Laluge f the bemestic sarkst, v come
FEELF o T e tims o Fae 0 Tu e b wes o matant Ly #xpanded wit the
S . Fpowas Tamg 97 Leedt e f o F ta i rement o sxporie,

TRe swo e m ir Gh s Beak e T Best be Bo R r toa interiction between
o e e T RS R s s s amd T ae deee o _mer ! pelicoy of the Lowernaent,
@ Blblawis b % e & ¥ Ras I T N P | s@damE that sglatiizhed firms in &
Py csmedem b bad Loboa o F T SR take we )l fave vrevented Lthe sntry of new

F et FrEs e ocer oF 40 ped KoL iar sarwed TTom ekports, compared with a
el af TR s tha Bt merWe | aalPy pnto tie indiatry wae always
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64, e result of this combination of the industrialization policy of the
Govermment, which on tiue one hand was determined by employment considerations
and on the other hand gave i1nsufficient attention to the real cost of the
exports attained, and the behavioural forces inherent in an oligopolistic
market structure was not only the establisment of an excessively large number
of enterprises. As was noted earlier, the establishment - f additional capa~
ity by one onterprise usually served as o warning signal to the others that

a threat to the established market structure nad arisen. The only practical
way to counter this vas to lncrease capacity so as to Keep in step and maintain
the previous markst shares. [t could always be claimed, 1in an endeawvour to
enlist govarnment support, that exports would be expanded, or that marginal
investnents were needed in order to raise efficiency and reduce costs. In this
way most enterprises in tie past could count on obtaining government support

for their expansion plans,

b5+ In recent years, the policy with respect to this industry has changed,

and no furtiher expansion of plywood production is presently being envisaged.
However, this does not prevent the industry from expanding in other directions,
along lines which are essentizlly not mucih 2.fferent from those that have

characterized i1ts past development.

H0. Although 1t looks on the surface as if the Israeli plywood industry is a
case in which excess capacity has been successfully diverted to exports, the
success of the endeavour 18 more apparent than real and has been achieved at
a relatively hiirh real cost to the econcmy. A further conclusion is that
where technolo;y and market size together make a high degree of industrial %

concentration unavoidable, the best solution is to encourupe a higher rather

than a lower degree ot concentration. This 18 not only in order to attain
economies of scale where they exist, but also in order to increase the rate cf
utilization and presvent the expansion of capacity, which is primarily dictated
by the desire of oligopolistic rivals to safeguard their established market
shares. Any expans.on of capacity and output that 2 Fovernment may want to

achieve or encourage ~an nsarly always be squally weil achieved by promoting

the growih of existin; firms ratier than by adding new ones, except where

specific location objectives conflict with such a course.




Sitrup products industry
67. The citrus products industry is one of the oldest manufacturing industries
in Israel and repraesents & natural outgrowth of the country's unique citrus
plantations. Citrus fruit still nolds first place among the export commodi-
ties of Israel, at ileast in tarms of domest.c added value. The processing
industry that grew out of this important agricultural sector has 1te raw
maierial base 1n the excess fresi fruit that can neither be exported nor
consumed domestically, The output of the citrus plantations has expanced

continuously, as has the supply of fruit to the processing wndustiry, as oan
be s2en from table 14 below.

Table 14
Distribution of citrus fruit induatry output, 1994/19% §:l%}(}_é 4

(thousand tons)

. Domegtic Industrial

Yearfy Total outpuv‘i/ sxports consumption  procegsing
1954/1955 364 262 55 47
1955/1956 422 292 59 12
1956/1957 410 302 61 4
1957/1958 405 308 68 9
1958/19590 557 bY44 12 108
159/196 o,
1960/1961
1961/1962 49) 343 67 8)
1062/1963 704 505 80 119
1963/1964 805 454 19 24)

a/ The citrus fruit seagon begins in October and ends in April.

b/ Ixclusing country's own consumption of agriculture and uncorganised
sales,

g/ Data not availatbls,

68, Tha citrus processing industry is similar to the plywoed industry ia that
the proceac used taends %o recreate axcess capacity., At the sale time, thare
are impcrta-t f1ffereances btetween thre twe industries: (s the Lires pPe-
cess.ng 1nluatry 13 lass highly concentruted, and (1) whereas 'ha pigwssd
industiry expandad i's capacily with 2 view 1 BAIALALEIAL $'atis maswet

snares for 1ts Cutput, th8 ~iirus processing IAGEtry inoreased | is segees b

«noorder to lay clawn to & share of & scar-se ree SALEria., aneely [ress

fruit, Both industiriss can be 4efimed a8 e1pcTt  dasiries, "t while U
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Ieas Capscity Zutgut Late of nﬂ,;*m
(tons >% raw material, per ceat

1961 275,000 215,00 19
1962 320,000 219,600 &
1963 385, 00 204,000 58
1964 3P, 000 267,600 &
1965 400,000 44}, 500 62
1966 210,200 263,000 ~
1967 410,000 263,000 &
1963 420,000 232,000 6
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gives the gquotas of the five enterprises in the ocartol up to 1963, before it
was officially approved under the .lestrictive Trade Practices Law. Actual
sales, however, deviate from tie predetermined suctas, nnd despite tiie cartel
agreemsnt, which provides for compensation for sutput and sales that fall
short of the quota, sales competition among the firme continuea to exast,

mainly in the form of publiciiy and crediiv tacilities to customers.,

Table cl

Astual _production of edible cil in_five major enterpri
peroentage shares of crudc -1l and tioe 1963 cartel guota
T
{(per cant)

Cartel
quota
Interprise 1953 1259 1,50 1961 1662 1663 1963

A 38.9  30.5  25.5 25.0 25,9  25.5  25.1
B 24.3 22,5  21.9  20.3 17.6 13.3  19.4
c 22,0 29.7 29.0 26.4 28,5 27.2 25.0
D 14.8  16.6 17.4 21,0 19.6 16.3  15.3
3 0.3 2.3 1.1 8.0 12,3 11.2

91. Despite the apparent ctability of the ~artel, there are powerful dis-
ruptive forces witiin it, .lost of the enterprises produce, in nddition to
edible o0il, other products sucl, as scap, deteryents and cosmetics, wiich are
not covered by the cartel agreement. In adiition, the industry 1s subject to
competition 1n 1ts owm line & povduction Ly marsrarine pre lucers, whe have
entered into t.c refining of o1l and taerafore My only crude cil from the

oil industry.

92, The individual enterprises in this industry differ considerably in terms
of efliciency. The existin, curtal asrswmen. protects the lags efficiant
firms, and prevents tie mo. {firient .mnon, them from cajturing a larper
ghare of the muarket und of the ruw material zusply., Tos g ares of fized costs
in tatal roat of predustion, sxcluding the coat o o sateriale, is ver

60 per cent aven at full capacits operstion, e iadestry (st arsore
Bighly sensitive % Lue lesree f %Liiigation, asl b stands 1 resom Laed

the dissuiutioa of L sartsl wrail waes Mpog bt alm® : Falal onesiPetilon

of the induatry in Lo zands of e sors sffizise’ mmierpsr.ose.
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;5. One of the main justifiocations for the sstablishment of the cartel and

1ts official approval was that this would facilitate exports and thus inoreass
the rate of capacity utilization. However, the fixed quotas of raw materials
prevant the attainment of economies of scale and perpetuate the lov utiliza-
t1on rate and inefficiency. The prospects for developing exports of edible

o1l are in aay case not bright, since this is generally one of the first indus-
tries to be established anywhere. Alse the sales of crude edible o1l as an
intermediate good are subject to Teat {luctuations and leave a narrow margin
~f added value. In this situation, exports can barely ue profitable even

snder conditions of full capacity utilization and the exploitation of economies

of scule.

/. To other points of similarity with the plywood industry are wvorth men-
t1onin . e establishment of the cartel was, among otner reasons, originally
wustified by the prospect that this would lead to greater specialization in
tne industry some enterprises would concentrate on tile processing of the older
rov materials, such i3 ccttonseeds, while others would concentrate on soya
Leans. his specialization, however, has not been realized, and all firms
~eptinue to maintain capacity for the processing of 21l the available raw
~iterials. The reason 1s taat, on the one hand, soya beans are tie dominant
ri matarial ond require a different processin/, method, viile at tie same
vime, the wnadequacy of supplias of that material compared wita capacity in

rrocessing stiy,es subsequent to tue extraction of crude o1l prevents
orprises frow abandoning tieir znare in the traditioncl raw materials.

rery axistance of excess cipacity and of a cartel wTeement thus prevents
~y lization i tois Laduetry in terms of row materials, just as similar
.~ rs prevent speciilizition in the plywood industry in terms sf products.

nd point of similarits 1s +iat the existence f 1 cartel is a barrier to

wrg, a Tactor wiich coald lead o the attainment ~°f esconomies of scale and

a erataal atsouption Of the aristing Arcess capacily. Un the conirary,

. arent 1astability of 2 ocartel provides 4 powerful stimulus for the
ctant sppeasion of cepmoily By ite membars, and thas for toe erpetaation
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eofficient enterprises. Without this, the ohances are that any combination of
producers, such as exisis now, will only maintain the igh cost level of the
industry as a whole, and exports will serely mean that tiae domestic consuler
will have to bear the costs of continued inefficiency.

Conolusion

96. The survey of the three industries presented in this paper reveals not
only the prevalence of excess capacity throughout much of manufa.turing
industry in Israel and, perhaps more importantly, the fact that 1t tends to
perpetuate itself, but also taat much of the basis of present manufacturing
exports is the attempt to 2tilize this surplus capacity through sales
abroad. 'lith thc exception of the iadustries taat are primarily based on
domestic rau materials ond have no domestic market base, the majority of
exports of manufactured goods 1s in cne or the other respect similar to the
cases discussed in this paper. [he textile industry, which accounts for a
quarter of Israel's exports of manufactured goods excluding diamonds, 18 a
typical case of tils kind, and so are many ol the food industries not dise
cussed atere. The apparal industry, «lthou h more competitive than those
analysed lere or than the spinning and weaving industries, has many of the
same characteristics. In most cases, tae industries practise price discrimi-
nation against the domestic markei sc that the domestic consumel bears the

cost of underutilization of capacity and of mizinvasiments,

97. Amon,, tas main factors ~ontributing te the perpetuation of this situa—
tion there is one which must be pointed out 1in particular: like many govern-—
ments in develcping countries, tie Government of Israel pursues 1 vigorous
industr:alization pelicy and pives agh priority o t.ae development and pro-
motion of expert industries, However, f1ce tae maority of theorists and
prectitioners =f industrial development, it has cverlooked tue in{iluence of
market struct.re on tae process of Towba, and the effast of concentration On
Ane sreat on L e1cewss capaclty, wil 118 weSle i scarce res urces and
retardation f tachaical prosTess, wé Lean L, nored. A ans saven poant of

tame, ine lenden; as lesn Lo Visw indastrial espansion and aew investasnis

ae » good in iteelfl, particularly if tae ress 2f past develspment sesmed to
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enow that mueh of the sdditional capscity was used for exports, The analysis

.ragented here shows that the expansion of capacity, even if the share of

cxports remains constant - g hag most typically been the ocase in tae plywood

lessing to the economy, and the some

industry - can be far from being a b
4 policy designed to

1 wertives could be nchieved, at lese cost, througa

apncourage greater concentration and the attainment of aconomies of scale.









