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imi»« gf Q»o<»j panacity 

l.      «ÏWUy nf «pitai-  H. ,,- ...My ,»« *,<-,, a ¿«finition of .cono«lo undar- 

««»IftfMl .. %rv  Mhar,     Th,   ,„ un*    T ,.irxt«i at   tho disposal  of an economy 

»•  «-i   «nlr  th. *a,n   i-,t.min.int     r  as  ^runt  capacity  to produca goods and 

«rvi-,.,   but   u«.     •!•   m-   -.»r.vMi.y   t. pow ovdr a poriod of tine.     The  growth 

*^u*>   t  ...    ,n ^ in ,;riBarily a functlon of it8 abUity to accuraulate 

*'*"1     ;   iU hfl4,'*!   Pp««Pj".  •* b'th  of those depend on  tho  intercity  of the 

*?.       Tho M.t.  uf re.c3urcU8  UipUcit  xn a  luss  than  full  utilization of produc- 

ts «.(»cuy -  fiali   utax.at.on being defined as tho  output at  which average 

oo.t. aro at  th„ir minimum -  is obvious and has  long been of major concern  to 

%t*o8u  deal mg wxth economic  theory and policy.     It   is  equally obvious   that the 

«to  of re.o^:e8   is  worse,   the  greater  th.  scarcity  ,f capital.     Lack  of 

«tpital   ani  inadequato   capital  rotation,   together with unemployment and under- 

-»ployait  of th,  available   labour  force,   are   typical   characteristics  of most 

dowlopin* «ountnoB,   which  can least of all  afford  tho undoruUlization of 

their  productivo  oapicity. 

Ì.       In   the developing countries,   the problem of uniorutilization  of capacity 

ia   furthur Aggravated  by  tho  efforts  i+   u0  ~_   +1, + , . , . J      lvj  ^lI^xs it  has on   Lio external  position and tech- 

nical  progrès  > f the   country.    Investment  m the developing countries   is highly 

import-dependent,   for  ,Ue  of  tho  hallmarks  of a  developing economy   is   its 

inability  •,   PK ;,,,  domestically  the capital  goods required  f,.r  tho  introduction 

of mocurn  xnduatrial ,noth,ds  of production.    Those capital  g.eds,   which  embody 

•auch  of  the modern   technology  th,  developing countries must  adopt   if thoy wish 

to  accelerate  their economic  development,   must   bo  imported   from tho more  advancod 

countries.     Tho  scarcity -i   capital   is   thus  compounded  by  the scarcity  of foreign 

exchange,   and both aro  made  scarcer by undorutilization of capacity.     Even mora 

Borious   is  the   fact  that whore  domestic market   conditions prevent   the  full  uti- 

lisation  of capital  and  capacity,   tho capital  could often  be  diverted,   partly 

or wholly,   to production for  exportables.     Thus,   not   only docs the   developing 

economy  incur the waste  of part of its capital goods  that have to  be  imported 

for  scarco foreign exchange,   but possiblo earnings of foroign currency are 

forgone. 
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4,      The of fact of und#rut 11 îaat i,>n    f •.«.-»fw..-1 »,4     r. t»--nr,t-4l   pmgfwM l# «p*Atf 

dotrimtrntal,   and possibly  wor«->   ir,  *,, -   oh*   tai,     <  aitai  f.- i» %r*»  4u#»fel« «Ml 

their  lifetimo  is  primarily   .   '"an- ? i   J,    ¡   * h-    int »MU*.     I   *n-it    »#* «it4   -f 

-. bn< Losoonou.     '.indora'ì li/, ¡i   u   pial -n^:-   »a     fï,yi»i.-   í    nC-'M's-      t    tn*tiiì*é 

capacity,   and h indors   th-   rjî. .-wil     f      on   i   t     ••;».'p"3-»i,t    tut   m     Mi*r  4 * • t *-»f«  of 

ruao   advanced   production   ¡:;ot ht .it'.      H    LS  r,<  !      i.iy   th   t   th.-   .-n'-in.-d   »»tut-if«» 

..!'  t. jcimiTili/ p1"iinpr:t   equ;pr;er.J   retards  rer.ewrd   as  such,   tut   it   «lut» «lnw» 

down   í h'i   jntiro  pruebo   •- f   technical   pr^ra-î.     Tho  rjtuswitl   .. f   ir   \*   ' L.-S   f». i- 

lution  and  the  technical   programs  that  O-OLï  with   it   it>   iror.ur.'ù .y    .   *-t i ì... 

prooosn,   in  which  partr    'f a  productivo sot-up  -ir o  ropiioai ,.p   *n<-\   •* -*r      ,t 

or become  ohcoLuto.     Tho   now components of   t-iio  productivo sot-up are  fonur^lly 

soloctod so  as   to  fit  in  with  tho old,   ntill   serviceable  partt;,   and  only  rarely 

is an  ontiro  plant   scrappod t--  inako  way  for a  conplotely  now  system.     Tho 

clo^r  together  tho actual  or  anticipa Kid woar-uut   of  tho  difforont   parts  of a 

productivo   sot-up,   and  tho  creator  tho  coincidence  betwoon physical  woar-out and 

obsolescence,   tho mero rapid will  bu   the  rut.a  of  ronowal  of tho  compiuto  pro- 

ductivo   nystom. 

h.       Technical, pr^rronp  tonds   1  ••  oliane   tho   différent processus  and  tho  typos  of 

o.pupnont  that ,.v   into thor:¡,  which top-other  F; imu I to no u usi y constitute an  inte- 

grated  productivo  ayntem.     A rato of ronowal  which,   because  o.f  undoruti1 izatinn, 

is   Larfoly  poco.j by   too  physical woar-and-tuar of  capital goods,   will  therefore 

n   t.  , nly  to-   R1H,/-T,   but  will air.-   tond  to  load  to   inefficiencies   in the UBQ of 

the n ,w  and   i    t . .r  oapitul   ¿;vod.s.     Tho  output   ..if which  these  may  bo   capable,   in 

'orns     f quantity  und/W quality,  may not  be  fully  realizable  because  th«  comple- 

ojr^ary   faciliti^   in   incapati.;  --f   tho  sarno   standards  of performance.    Undor- 

iitili.:: iticn will   thus  Laid   to   further  undorutili- .tion. 

This  extension  . f  th,j  rat-    >f ronowal,   which   is ono  rosult  of  tho under- 

• uliziti. n -Spital  o.qipn.jnt,  hap   tho additional effect  that  it   tends  to 

r ; taoa   tn.j   flexibility     f   ai   i.aoi;my'3 productivo  systen,  and  to prevent  further 

x» eaai -n  int, pruc,,ai!js  and pr< ducts  r .-Litad to  thoso   initially ostablished. 

•o .r.   r .."..¡was.   is çn-iuù   and pioo^wal,  and capital goods aro  spocific to certain 

,i  - .¡ssui   and, products,   tho possibilité JB  of switching to now products aro ra- 

ía,   i   m  "o-tpanaor with a nor.»  rip id,  ind soro aystom-wido rato  of ronowal. 

;.   tiuv-a  p.. «or  is to  a  largy  oitont  tho ability   tu progrese  from traditional 
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atturapt   t.    ,i. ..i   wiM-   ti.iB   , f    • ¿   ,     „..•   .       •  .|ti      .,.-,,..,,,     ...      ,4, , 

capacity   .tili,-,., •„   ;B      - ¡   ,    ,   ,..,,.     ,.,..,    ,,„„ r       „.,   .   t    ;,tf ..r..r 

dec ions in p.rti.ul.r. n, t.,-. rft,, .. ,lt.. r îr^Mu, ,, 1Mr„wi:. 

and aru gor,,! ai.y ih. i-v-pr.-ÌMr » C «jvcUi. ..„i^îrv ..T.U M wt, r th.. ..t*ia„ 

of oxcoss   capacity may,   m    -cuto    •..sus»   <.,,nu   t(,   »hu   f-rufr^nt, 

9.       Part   of tho   explanaron   fr  thin .¡^-l,:!    lB  pr, b,. 1 b v   t,.  K,  fu^ht   i»,   th..- 

prodiloction of most   of the   current   oci.n.»nic   lit,r,taro   f-r ,,  „t.tir  ^pr-aoh, 

and its  disregard of  the  structural  aspect,  „f   th,  ^,-wth  PnvJaBf   «emu  „f whlci 

will  be  discussed later.    Another  part  of  the  uxpknatmn   L^B no  doubt   in  the 

conceptual  difficulties encountered in defining capacity and, gxvon an adaquatu 

definition,  in the practical probloms of moasuromont. 
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14.    Of far greater importance  in tho final analysis  is the third cause of 

capacity underutilizaticn.    Not  only is the existence  of monopolistic and oli- 

gopolistic output restrictions   -•  structural  characteristic which,   far  from being 

temporary,   tonds te perpetuate   itself,  but  in tho conditions of a developing 

economy,   it nay have particularly harmful  consequences  for the  process of growth. 

Although there  is  a vast  body  ^f literature  dealing with the problem of imperfect 

• -. rnpei,itmn  in its  various ramifications,   hardly any  of  it  relates  to  the process 

f* growth,  and o von  less  to  ino.  problems of industrial  development  in the less 

i -eloped countrior.     In viev»   cf  this  lack of attention to what  seems  to be  a 

OH,.or  prob1 em, a brief discussion here  is   .justified,   particularly by way of intrc— 

i ..anion  to   the description and analysis  of excess  capacity   in Israel,   m which 

: u'cpolistic market  structures  are  the  dominant  fe.iurv  of manufacturing industry. 

i'-.    A   iovo loping country  typically  introduces modern   industrial methods through 

** .-   implantation of  imported   technologies.     In  fact,   "t,cnnolcfical  dependence" 

,r-   i "ilid definition of  industrial  underdevelopment,   for a developing economy 

,.,     naracterized,   among other  things,   by  its  comparative   inability  to  produco 

capitoli  ¿roods   it  ne e as for   its  economic growth.     The  process  r-f capital   for- 

• *i   a  has not • nly   trio  quantitativ--  and aggregativo  aspect of the  over-all  alio— 

•*;   ¡i   - i'  i neon»;   n< tweon  savings  and  consumption,   but  also a physical-technical 

<•     -:t;     the   capacity   to   produce  capital  goods.     The   importance  of real capital 

n-i'u!,,   in   -he   hoohnical-priysioai   sjnso,   boconeo  evident  as  soon as  one  con- 

• ii   r«   the  widei;:   t rrerv-jd phenomenon that   the  savings ratio as  such   is often 

-ih   s ut. stantia i   in  !•*     dovele ping economies.     It  is   therefore not   the  lack of 

i'. i-,,".   that   is  the  eh.ef impediment   to  growth,   but   the  structural   incapacity of 

-.1 ,v.jli,ping economy   to  form  real  capital,   as a result   of which  savings are 

t • -r.   U'/erted to    onproiuctive   ¿sos. 

..-.    This   deficient   capacity   oo  produce capital  goodr   onakes  tho developing econorny 

I  ;--aab.-r,^   ipon the   technologies  developed  in the  industriala/ advanced economies. 

,a  w. i.-rn  technology   is  to  a   Larfe extent  embodied  in  plant and equipment  which, 

>-'V  produced primarily   for  the markets  cf the advanc-u economies,   is adapted 

'•i   ir scale   ,f production and to   their factor proportions.     In the  advanced 

¡voi;/;,   thj scale of production  ins  been continuously rising,   and  the design 

* *a-      «pital goods currently   produced not   only  reflects   this steady   increase, 

.•   ; r- nc t.;s   it  through   technical  progress   in the  capital—foods  sector  itself. 

'.:   v.»¡   process of  competition,   the   latter constantly and siccessfully strives to 
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offer to its customers - the users of equipment - greater efficiency and lower 

costs, generally at tho price  of a larger scalo of output. 

17. In tho advanced countries,  with thoir vast markets,  this riso  in tho scalo 

of production doos net necessarily load to an increase   in tho  degree of concon- 

tration,  although  in practico  this  is  often  tho  by-product of technical  progress. 

Where  individual plants aro but a sin: 11 fraction of tho market,  and tho market 

keeps  expanding,   tho growth of  the average  s izo  of plant may  not   jxo-od the ©var- 

ali expansion cf tho market,  and the  competitive  structure nay remain unaffected. 

Not  so,   however,   in the  developing oconoraios.    Their domestic markets are,  *v»n 

in the  larger developing countries,  no more  than a fraction of the  internal mar- 

kets   of  the  developed countr   .33. 

18. This small  size  of the market has the  result  that   the  introduction of »c4#rn 

production methods - eftun even whor,,  the similar aoon« the feasible plant IÍNí 

is  chosen - immediately croates  a highly concentrated market  «truetur».',     â sit«*. 

ation  thus irises  whor.;  nonr.poly  and oligopoly -  particalarly  th«   l%tt,r  mrte#t 

structure - emerge   fren  th..;  vor.\   beginning of th    precise   -.   *nr''wth   mi  not,  m 

in the   industrially   idvancH   c-untrus,   is   tn« end  ns.lt     f   *   1^  pr .c«a«  of 

competition  ir   which   , hi,-h   level  cf   *jCta.io-A   .ffici «r.cy   t«   aohi^M. 

19. Even whore  the  sh^r sizo  nf the   initial naricot  purmts   * if»|s  -..f   > parat t«l 

compararlo with  thoso  corraen   in   the   industrially   w-r-    U/»f,^i  countries,   «aw 

industriaUzaticn cf th,   less  devela pod   '-antri JS   typically  pr<<^e4s  fc,y   *<i^ftia# 

the  smaller ^,ng  th,   feasitie   pl^t   sium.     rh.>   r^s'.ns   f*r   *M«   ,rs; ^.«r^ 

and divers,;,   chi.f  UCKIU;   th.*.   ulv   >  nut.   1>#TJJ     f   JI. -ir% »ir.tr »   t*s     f     rga*4- 

zaticnal and  technical   .it*i;Li^    r   »¡.c  ^pt     1     ,ltr  pr r.   J#i   tf!  WAi„   , s *« 

of individual  cant*!.   ..•   ^uK'i  r..    A  iij   usci n     f á t« *, -tr- 11 mm   i*  *-#  *d  tu» 

scope   of  UUJ  prosor.t   pa^-r,-'      .       era!.  ri/       f  f 1 x^   tti*    *.•/•, u   .   **   *rj 

parts     f hv..iv-     "r.-.-'r.- r/_ '   -T^  • .ros  ^ *ii ***"*,-t#   %. 

diseconomies of scale which   .re     ft ,r. s    irr-at   th **    -,.n    .IUI^M'»*  a*,-,   «if far* 

entials are inadéquat*;  n      ffs- t   * i,.-    .nd  t'    *1L *  trw.    -..-   uv^ r,<     r  *      «fau- 

tive   cost  levji.     Thj srill  enterprise«•   low   Iwi   -f  „f f icur;.7,   «r..l  r«a»ilaat 

high costs,  thus    ften ex: lud ¿a   »he-:!  fro« iccesa   U.   %^   f^atjm aarfcat,  «Hiß* 

might  have removed   th«  lini tat ion of BJb>t  na«   that  l*t«raifta4  tn*  low  I an* I 

of efficiency   m  trw   first   piicj. 

2/ For a d.jtailui analysis  r>f the effects of concoatratoi a*rawt atr"*Tt'*r*a 
occnonic growth  see M.  MUX ha v (l>68) Tochnojogical ^-^n-jiffif;,  Hcucg^jj i 
Growth, Porgacon PTöBS,  Oxford.   
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•:irrl«j.    Having iràtulljr crt**ì*è % ommtvm tomrto UM #*a*l êrf«w*rttc 

*   -,   \4.pta4 A «all ».*l- cf c^wti^i,  t^r**»   f*r»fi*f  r<«***i< 

:   s=w*.     i»»»*    f tiwtr »lia*,  i «'al    f  --•••,   •*-*»  *r-   »•   **r-*  *»#r*4  <*«*•*• 

,    ..SJ  »    f*i,i f wip **r« t    r  -v#* *. 4-   j** », ^t  *M *^ji |#**%*«T,   ?9^m 

-*   .¡.'..v  »  Urir-r *<v»i    *A*   " f-    *r»   «   « *   -   *       >--*..<«*        '    r•**• **- «*     •* 

•» %.B     * La* t   **:*y   •*"*'1   *-* *•   .#-*   *    ** *   •*"   - -*-*r,   -#   **•*   *••*«#*       %*#*»* 

4, ,   » ?      «Ht, ,. -  t i- •* - 

M 

.»«.•*.. #«•# 

• •*  « «J»       î-i 

**'  # 

4f *        *< 

•• ** ; * 

*',*    . 
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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 ran^e of industries  foreign buyers are not  n rraally willing to 

place orders unless certain minimura quantities can be supplied  continuously, 

and these minima are often far in excess  of the total  capa  lty  of any  indi/id- 

ual enterprise.     The  initial   investment   in  the sales  effort  for  a certain pro- 

duct line in  the chief marketing outlets  of the developed countries  is  simply 

•o high that  only   large sales volumes can  justify  it. 

27.    The same   is true for the domestic  producer-exporter,   perhaps  even tú a   r-Li- 

ti v»ly greater extent.    In order for him  to t;ain ¿ocesf?  tc  the   foreign market, 

particulaily  if he  has U diversify his  sales  in terms of countries,  he must   incur 

large  investments   m marketing.    The  excess rapacity  at his disposal  only rarely 

parmits  such outlays.    Production for export,   even  if the   initial  cost  level 

and quality standards are competitive and  the enterprise is  willing to embark 

upon exports as a  permanent  and substantial  part  of  its business  activity,  will 

therefor« usually   involve expansion of capacity.    This  leads us   back to the 

Mrictt  structure and  the restraints  this  places on capacity expansion by individ- 

ual enterprises  in  an oligopolistic  structure.     If the rivals of  an oligopolist 

©an erect  barriers   to his expansion of capacity,  out  of their fear of his pos- 

sible encroachment   on  their market  shares,   they will  effectively   prevent him 

aleo from £Oiri*j  into exports.     They may,   for instance,  embark upon a ¿rice war, 

thereby  threatening to deprive him of part  of his share in the  local market, 

or,  if entry  into  the foreign market  requires that  the prospective exporter  im- 

prove his quality  standards,  they may also counter this by  lowering prices  in 

the Us« discriminating domestic market,   thus upsetting the  established market 
•hares. 

A.    »ìere government  policy promotes  investment through liberal   investment 

loan, ««i grants.  ^  m Israel,  investment   by one enterprise will more often than 

i»t  lead to investment  by all,   with doubtful  results with regard  to exports. 

feflMtitativsly  these may indeed increase,   but the terms of trade may worsen, 

•ad in not » few instances the government may have to back up a liberal invest- 

«ttlt policy with an  equally liberal policy of subsidizing the exports that do 
•#* fay for themselves. 



*/m.ní¡ 

2".    îttt soluti©» to the UUUMUMI of «xiilin« excess capacity would seem 

to be in joint  export ¡aarksttng °f **»• industries concerned.    Where this is 

possible,  the  industry   iv, brought  dogai   to attaining the minimum volumes of 

exports in any  cum.   Line needed  to  ur^ak   uno tu«  foreign market.    This solu- 

tion   involves  exvpjTUii   *»'-onomiwr.  JI¡ roirketing,   and  'fualit/   improvements which 

no  individuel   »mterprise uould  re  -itla   t,   un^artal'r  on  itr  own.     At  the same 

time,  such arraii£*Mient;i usually   involve   the conversion of oligopolies  into 

cartels, with  i<r:.<;e fixaig,   tat,ibi i ahratnt   ,»f market quotas,   rüid all  the other 

concomí«ant   resulta,   ir:   «he domestic market.     Cartels,  although  not always an 

unmitigated evil,   nev»u th»ji îSS  tern4   i>  th-ow the ourden of diseconomies of scale 

and  excessive  fragmentati«m  on ti.e c.oraebtic consumer,   and tend  to perpetuate 

themselves,   preventmg the land of structural  change   that  a developing country 

¡.eeds  in order   t,'> become competitive abroad. 

30.     In a dynanrc context,  a  different   approach would seem to be much more 

fruitful,  particularly   if  md.ist.y  ^M  roiy on a forceful  industrialization 

policy by a government   which   ' 3 aware o^  these  problemb,   and has at  its dispo- 

sal   a system ci   planning and  cu adequate  arse tal  of policy   tools with which it 

can  back up  svc'.i a ¡)oi icy.     As the main   barrier to successful  entry  into the 

foreign market   r-ems  Tv   be diseconomies  of reale,   both  interna!   and external, 

and  at  the  saine   'tine since  jr. all   reale   of  product'.on   that   is mainly oriented 

towards the domestic market  tends  to create cligopolies,   the main direction of 

government  peli :y  should  be  the encouragement  of a higher degree of concentra- 

tion  in indugia,»,    caven th^  f.'ot  than,   l'or reasons  of technology  and market 

size,   a high degree   )í   concentriti on   is   inevitable  in a developing country,   the 

fragmentation  of   die amercing industries   _r   t'r.e  feern  of duopolies is the worst 

of the unavoidable wis.     Oligopolies  generally possess all  the negative 

characteristic   M~ .noaopal íes,   and have  i>w of their saving virtues,   particularly 

as  far as  their  capacity  fir  further  technical  progrese and ability to go  into 

exports are  concerned.     A vigorous  policy should  therefore  be adopted to en- 

courage merger;::   In industry   or,   alternatively,   to promote   selectively the growth 

of  the more  efficient  enterprises  30 as  to increase  the scale of operation and 

to   permit   the  attainment  of  economies  of  scale-     Tn  Israel,   the  policy of the 

Government  has   recently  shifted more and more  in this direction,   and a variety 

of  legal and economic measures are  now under active discussion with a view to 

encouraging and  promoting mergers  in  industry.    Equally,   there have been moro 

and more misgivings aboul;  the benefits  of cartels and the benefits they have 

"•""-'• •<»*>>••«•• •* 
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produced In the field of exports, and tfaere íB now » grt*t«r r«l^t*ii©« %• 

approve the applications for authorized cartel arran£«Mftia und«» th« prevail. 
ing Restrictive Trade Practices Law. 

J 
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%m %* twaltr* fmrm in I.raal ••!» tint taéuttrial output tanda to rise approxi- 

twte« M faat *• «pleyMut, and an «seats capacity of «oployment of 

Half JO pay e«nt My raflaet an noni capacity m tenas of attain- 
•****» if w«n  ,v.r -,„« lfUfd#    .v#n thl8 l§ kn %u Uk9Uhood ^ und#JW 

•f  I^MM.%1  <»•  *«* «,,    f  ^,ft»  --ir<«.if  «rfu-ft  ir   i**  f ,r %u  •ÄnufÄOturin#r 

m mm mm»-* + . .*.  „     .,•.,.,».       ,.«. . *.    .*«  Vl>r , , „,»,t,  *     ,.r    ^t 

^  *** *      -        *•* <rm»     %«• *   «. a«   • »*-   •*•.» 

#. »* »*«, » ^ 
*    • 

»*** <•*»» 
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output,  and in 27 other sub-branches,  for 41-60 per cent of output.    In total, 

therefore, there were 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  i actors mentioned also were causes,   the main reason for the  per- 

sistent  existence of excess capacity  in Israel must  be  sought  in the predomi- 

nantly oligopolistic market structure,  which is  itself determined by technology 

and market size. 

Table I 

Combinad afeara of the three largest enterprises in output, 
to gufaiactors  -jf industry in Israel,  1965 

•per cent) 

Co**  Share of threa largaat fatfpi— 
tg*. Sybase ter    í ..id^trv 0-2O¿   a-40¿    41-60^    61-80%   80-100% 

ivi i«t*i   mirttruA 
11 è**rry  rJ-,     r   t> .'*  *a4 

€i  ' i. /        f*  ' * 27.9 

« Pr » *• •     ' , ;  *B4 *M 100*0 
'r*   '• '   i«     . I  «uà «M 100.0 

4 . 

* , 

* 

»* ' « 

it*iUe 

• i'-t*r%l» Jf»i 
*  » » * ' i J" ••   < <* i»*»»    Ï    tÇf v f 
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TtMe 1 (continued) 

H0d9 a  u Share cf, three largest enterorisea 
•a2*- Sabgegtor of industry 0-20%    23- 40%    41-60?,   6l-80#    80-10O$ 

221 Spinning of woollen yarns 44.2 
222 Synthetic yarns and fabrics '    53 3 
223 Weaving of fabrics 28.9 
224 Ifyeing and finishing of yarn 

and fabric ¿g c 
225 Knitted fabrics and manu- 

facturing of knitted 
articles, woollen 20.0 

227 Cordage, rope and twine      / «g « 
228 Knitted articles, except wool^ 
229 Textile products, n.e.s. 27.5 

24.0 
36.3 

25.9 

64.5 

230 Outerwear 
231 Underwear 
232 Made-up textile products, 

excluding clothing 
239 Clothiru-, n.e.s.   "" 3^6 
240 Basic manufacture of wood 
241 Wood and cork products 38.6 
242 Carpentry and building 

construction 21.7 I 
243,        Furrutire,   ex--luìimr, metal 7.6 
244 Jarper.trv,   n.e.s. ¿g^ 
245 Matai   f .rt.it ire íC¿ Q 

¿#o         -»prioj -terv   i-.d mit tresses                                24.0 
250 I-asi.    mar¡,fVj,?t xrir. j of 

\ »per and    ardroard 
251 Paper   aril   -ardt ...ir<i products 43,2 
260 PuhlisMi        f   t if-ers and 

: '*rr 11 a 
261 P.íliíM;,      r   •   .»<s 39.5 
262 Print m,.-  ,r-àsas 28.7 
2é i        ¿ i ne -<r* pr /,   à j t h- ^apfty and 

•tf-er  ;r¡-t^..'  industries 31.0 
ä»4        

4« -*>Äi i   i. ,# 13,9 

¡TM r«.T*»„r,   •   , «**  v,d  heels 10.9 
Í?« "?ep*if     f   t *• t „„4r 15.2 

89.6 

55.1 

26.9 

%*5 .* 1      * - * » 

it.f 

49.4 
52.4 
41.3 

84.6 

*#   , # #4 Ti«4 
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M§m\u 
2xplO«ÍV«S 
Crude petroieur, refining 
Checical  proiucto,  n.e.8. 
Cía/ vid  lime  products 
51 MS 

::uid glañd  products 
J« remua for sanitary and 

electrical    ísea 
Household  ceramics  and 

artiste   ,er*miC8 
Cesnerit 
7«»«n*.   pTr>di.ct8 
Nor,-met il In;  -i.ir.eral 

í fxiu^ta,   ri. «.a. 
C i aavmd   i nd is t ry 
Iron  %i*d  s*««l 
Iror. and  atee i   foundries 
*ion-f«rr •• JS "ras io metal 

ivi A« trie a 
Metal   tir*»s 
Pl<jm* KW* fixt ¿rss 
?inw%r«  *.'1   itner sneet-aetal 

pi   .,.1 .¡      3 
to ire •n.n-'i * ir«   pr-xtaet« 
H»*tti",.*' --mi   -ooxiru; ©quipaent, 

nof:-« i «i'-tr ìC.%.1 

* 'tier/,   - - .3   -.fi   »-cessoriea 
«et*!      .'.i'.r.   f .   '.a 
"'.*,«  ,!,-'      .ti)'   Su   ' 
îeîv»; i '.   «"  *- i     tner metal 

f4   . •-, l'i.    -i-- i   ; '«.tin,* 
M*t il   , r   1 .   * j ,   '..**. 3. 
I'J 1 tai : . <       i.. 1        .i i ilTig 

•J^^1^-^^-^^?^ 

*#CTi    - 

P»<a, 
Me-^.*, 
i*e  T 
•" » *»   * r 

*"•»» *.*•*• 

*»eif 

*»   ' 
~.e tr 

*' 
âjie«B- 

*>t 
iep* r 

t .i i*   i.*. r-1 iary 
5.   UIí   inaestic 
"i , 

, íí.     ".** ex? upment 
»:   ••  rttan>ps. 
"i r j, ^r%r*s farmers 

i .• les 
-   i   t*.    us »i Atore 

^  -»   * ri   •*!   ^.f i. lances 
.!  -T vt . ; % -\es 

. » .   f, «qu  fí»»«nt 
« ;   t ,r.*«   *   f ;F 

.1   i, 1   *»art «facture of 
• r   '*:. i 'isa 
.f tot jr vehicle» 

17.8 

14.9 

14.3 

16.1 

37.7 

31.8 

34.3 

34.7 
31.8 

23.0 
26.3 

21.7 

35.4 
36.2 

51.9 

54.6 

54.4 

45.6 

47.2 

42.6 

53.6 
51.0 

40.9 

71.4 
71.9 

75« 

78.7 

65.3 

79.7 

72.3 

100.0 
100.0 

100.0 

81.2 

84.7 

83.9 

85.8 

14.1 
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Tabi« 1 (oontinu#d) 

362 Manufacture and repair of 
railroad equipment 86.7 

363 Manufacture and repair of 
ships and boats g¿ c 

364 Manufacture and repair of 
aircraft lö0i0 

369   Transport equipment, n.e.s. 26.8 
390 Precision instruments 4T«7 
391 Optical and photographic 

instruments 44.8 
392 Manufacture of watches oft g 
393 Jewellery, religious and 

artistic articles and 
watch repair 10,4 

394 Office and school  supplies, 
n.e.s. 

395 Bas-cetwork, straw and raffia 51.2 
399   Miscellaneo .3 manufacturing   „_.   22»! 

No, iiaes listed in 
each group I3   34    27    16 

6O.4 

24 

Source i    Data compiled from the I965 Census of Industry in Inrael. 

a/ Data not available 

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

Employment utilization 

35. The 1966 Survey of Employment Utilization shows clearly that the d*^rec 

of utilization increases with the size of enterprise.     In the enterprises 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 ]6 per cent;  and in the largest-sized enter- 

prises,  300 employees and over,   it stood at  79 per cent.     If these fir.lings are 

valid,  as the author believes they are,  and if size of enterprise and degree of 

concentration are positively oorrelated,  as has been found in many empirical 

studies of industrial concentration,  then the higher the degree of concentrât lor 

the higher also the rate of utilization.     If it  is correct  to assu-ne that  the 

rat«» of employment utilization,  at least in a growing economy,   is below the 

rate of utilization in terms of output,  and that the latter tends to rise,  if 



la*i •• • *M* *•*• ** ««MMI% »llhiiii« ** •*• **«•* •*»•• «* *•• *•*• 

fe#tfc   iA   I«*»    %f   %*»«!%«* t«    *-*•*    ;•*•»•   «•*    s«    %«MM    •*   *^t.»iti' 

%&• aar**«in* «fior*  t*«««4,   «#*     '  *M*   »***«ti>**«   --*• • *•*«*-- 

dmA**l  Timm  im,» %• **»* «tr**««  >f   = i t*»-?«-**•   **«»   *s* *.*w  •*«•    *   • §«••- 

tatioa rasait«  at   !•«•«   m  i*«   fi**  **« Tv%   ****   * #*•**•*  »**#•    •€   • »«r** 

o«n b« onanJ»aila4  int     tft*  r<.r*«.*n •**•••*,     *   . «   -•  .--* » f*1 ». ,r   #*»#—r*«4  %*  *••> 

fact that   ».a  laraat   appro»-«at«,jr   "'    :<*r  -a**    *f • »*   .»•*-*•*#i*i  ••»--#*«,   •*• -*••* 

tiiuç for  l?-iJ   par   *«f.t    <f   *^*:    ¡itfil,   ara   »f«l#;H    /   -'*   *-ii»##fi 

of which  *r«  the   i«u"»c««t   ir-   their  indent ri««. 

37. Tha mor« detallad find m«»   -T  th* ,":i-r«y  of  Ifcf loyiaaiti  'IüíMH«,  »fca 

definitions   i,sed,   ana « description   ->f  th*  »aacù« AA4   fwifc^ iS-f  *•*.*  eur*af  till 

b« presented ralow.    A- stated before,  tha  »varaara r»t# *»f ai»f • l^ra-f» *   ai Uta- 

tion wae  7 5  per cent,   avi  the  er.tarpnaee  s*rv«y#d   looid ti*« *•*••  «ti •'?*« 

!?2,000 workers   Lr.  addition  to  th«  114,000 e«p.->y«d  i>   th««  ir   %nm   ,**t   {-«arta* 

of 1966,   when   the   .itili sat ion  rat«  had  fauar.   '.o  h>  par ?er.t.     M >«t   •«%•»- 

prises stated,   in  reply   to  a T-^stion  to  that   effect,   tha?   in«  ttift   r***on  f>* 

their 1938  than  f .11   rate   <f   inhîatir, wsm   *   » •*-*  >*-f »Affi«" vent  %*r*«t   out- 

lets,     as  already diacuas-, i,   the  r«-essi:m  had  caajed «a« «ta  t     shrin*   by   far 

less than  the  excess  of -apacity   indicated  V  enterprises.     This  «*«  parti- 

cularly   true   in   i io-t,   *men  tne  average output /%»  still   ^nly  «lightly   telow 

the  Í963   level,   and   feil   towards   the <snd  ;«f   the yea.*.     Th« ça*««»   of  «xc«Ml 

capacity,   although  represented by  the  Enterprise» aa  inadequate aaxteet»,  «u»t 

therefore be a combination of «xceasiv»-   initial  mar<et eetiasi-e»,   builduif 

ahead of demand,   monopolistic t^rket   restrictions etc. 

38. The increase of utilization rates with size of enterprise« ha* airead/ 

been noted.     Similarly correlated with size  was  the extent  of jv«rtia« ««ploy- 

ment.     In  the  smallest-sized enterprise,  overtime accounted for  1.2 p«r c«nt 

of total  work  time,   rising to  2.4 per cent,   m enterprises with SO-99 «fflploye#«jt 

3.8 per cent   m the enterprises with   100-??}  employees  and to  4.S  p#r «-ant  in 

enterprises with  30C or more workers.     These  finding  indicate  that   th«."« was 

greater pressure  on  the existing labour  foroa  xa tfa.j larger enterprises,   prob- 

ably as a result  of greater efforts to utilize  capacity more  fully.     At  th« 

same time,  the fact that 90 per cent of all the overtime worked was concantrataá 
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Tt*lt ,) 

m wtfficiwif mû overtime ratios, distributad 
te «fcioy branch of industry.  y?66,a/ 

il «f^n 

î.«rryia< 

»f%* * *r- 

5#  — »T*«^iw «lu to 

tit«« 

* i **»** 

*<M«4t   *»«.- *   .-r-*l -   *«  ««4   f urn t tuf« 

*   • • *•*.     „r «#.,.- ta 

•*# **^%*   f*-*É»a€ït# 

1.14 

1.20 

1.14 

1.15 

1.33 

1.05 

1.10 

1.22 

1.14 

1.00 

1.25 

1.09 

l.ii 

1.15 

1.09 

1.01 

1.02 

i.Ol 

1.01 

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 

7.3 

0.9 

KIUM*!«,V tarnet. 
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Table 4 

Overtime as percentage of ordinary work hours. 
dietributed by size of enterprise and shiftâ/ 

Sise of enterprise 
(no. of workers) 

1-29 

30-49 

50-99 

100-299 

300+ 

Shift 

First 

Second 

Third 

Total 

Average 
overtime percentage 

0.7 

1.2 

2.4 

3.8 

4.5 

3.2 

2.3 

2.8 

3.1 

Source: Central b central jureau of Statistics and Statistical Bulletin of Israel, 
Supplements i6{'))t  September 1967.   *~ " 

a/ See para. 40 f< r definitions of terras. 

41. This description and analysis of the only systematic and comprehensive 

attempt to estimate the extent of excess capacity in Israeli industry may be 

supplemented by more fragmentary data collected in 1962, within the framework 

of individual industry surveys carried out as a baeis for the I965-I97O 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 anterPri3est but the definitions used were neither uniform nor unambiguous. 

In spite of the qualifications as to the reliability of the figures, the data 

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

dustries. Moreover, in contrast to 1966, m which the low rate of utilization 

is at least in part attributable to the then prevailing recession, I962 and I96J 

were years of a high level of industrial activity and of rapid growth.  Indus- 

trial output in 1962 rose by 14 per cent, in real terms, and continued to rise 



in 1963 by another 14.6 par eant,    »«vartaai«»., 

trial export« were rising at «ran al*»» rataat 

cent,  «ven in on« «hift, waa widto«praa*t. 
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*••*..       .,      ..^,       .H^. ,*..«. .        ,^t,      ^^      ss      ^      t   Wi^       mrt|#|     whlc#lf       f.^     tÄ# 

•>—.   •*.  •> ,,  ,,   ^, ...     ,,«*.»«, ;#%^ .^  «     :fm mmmMmh^  -f  m$   mm uf 

**•***••' » •   pmm   *   *.* 

tw     mt~* 

ÍAU    -iati.    _^L_    ^^u«^    fi^vp r?w^ 

f: ^*'       •*-t       »*.•>      M.i        . 10O.C 

?2í 2** '*#S ÄU »•* 7*é tóO.3 

'•   -f   tlM   iftéa»tí|   «^l^   fm % 

IM«« ^r*'l  t    Wi«Uu •..-•ir mriw*  uim  .n  ih* tme*  r.f  ti»« «try  ->f  t^rwt 

.ft   : **-•    .1*4 .na t thtrû    f  t  t»;    utp^t.   f»iUd t-3  «{»ftá at  tft» MM  peg , 

tr*  itn«r two,   ».-* ^-»»^p^îti/ lo«« » ••¿«•tant&«1 psrt of it« 



»ili ìMMI «Saar Utor, t»w ««try of im 

,#  *M Mt« «i»  4*fc»tr/,  ntiwr UNNI ti» «SfM*.à#»i of %*• «netin« fir», 

il ««««ut   facilitato« tef U» pNW»*liJlf policy of Own—at. 

i-       i« «i»»»-! **•«•**.   *%#  ^J./**'*'-* f»íí»<r   ir   1er**i   i*   3rp*aii*»4 m  * tifht- 

».*   *•#*#    *-*>•*      ***   f.r?t   f--nM'1  ift   i*-,      >.*il   1 #/*   tf» «**j"".«l  »#prm—Bt 

>•>•  ti**   > •     *»*•   m***»*«  i,^*«t   -' » *,ini)  •*# •»ipW'ttoá *,•   -" "*»r «.11  •*!*•, 

'     *;**%• "!'»       -*.      ,      **-«*        «4;      -    «      '•«"»••FU     , «"      I.*-       *     *f   i*#Í**,?     *f»     * "*« itoat 

«•*-"• tmmg   : «* *   *** *   *r *• i   -%.       '•*   » * » »     *   ' ••#   • , **--* *»     •       * **, * r» * * '   * *»   "** 

-mm»%fr   - r   * —     -'.   -   «**   *     «   , ,    -,»   #,   *  ,   f    #*   *   ,t-».'t «•,    -**#*-      r -fc».-i»i 

- f      .- ,   »*- •     .# . ^^     I'.   »'^1 # *ä-    ,   ¡ #•*      »   ..»-      *-•#      « »      * «      t      t-»      »  *»      ,  »4^4 4»"^ 
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48. UM »parent high rata of utilisation that is reflacted in these figures, 

k«M*Wt is «ielsading baeaua» it it influenced by the temporary full utiliza- 

li« of chipboard-producing capacity.    Chipboard is a rapidly expanding product, 

the oMtpttt of which tua rrown bstwaan 19*0 and I963 fro* y.} to 23.6 thousand 

eiMle Mjtraa. ud for which addition capacity of substantial dimensions has 

be*«  uMtalWd sine« lj6ó.    r»  l »adii* sntsrcrtn. alane h,, recently «.tallad 

• M*  Un«  f.,r f* pr-^twn of ch.pbcard with -in annual  capacity of 

U-.V'i rutuc atr,i,  «4 *Nt  aaaiUrt   "vre .h,a  addad taparxty -if siailsr 

diftmiw.     «  MH «t-r;,rm   t*   *A.-. -«pa* luv   it.   aboard  opacity. 

UK»«**  t..a »rae*   f T   t-u   .*•-.!* t   i. „.,„.„.   „n^,   *var.  t» optmatie 
i"fM4-t'     f *•*   *»•l>*'  «»WTIS*.   f.rea-*   , «usuata   huilai«* ahaa« 
>f *•«•»«.     -*•«   .«4.IW   '.r.  #«^   •,   »     fw i(   f a¡    ^,- t t,   4t4liwttt)n wlthM| 

*    •<•«<*/< i«t  *J   #f  •««i««;,;'    \r-*irsn*i-. 

*g^*«#»       '«*•      »#-«».4. ,^n, ,,*.    „ , „ fc   ^ , 

** ** 

*   **»* 

• #       , •*•>        *- «r ,     *»*»»• * < » 
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industry.    A aajor form of diversification and upgrading of tha industry*« 

standard product is prefinishing by laainating formica to tha plywood, thereby 

not only producing a serai-fabricate,  but also making it possible to use  lo war 

grades of plywood as a base ani thus to reduce costs.    'This decorativa and 

protective lamination is   traditionally carried out   m the  local naricet by tha 

individual  cabinet maker,   wh-   buys f,rs¿cu ciwet-a   of the  .., ;andard heavy 

quality and ianiriatec   them   t; the  pf.rta  of the individual sete of furniture 

he  produces to  order,     A  few iar^r forniture makers uae essentially   the  saae 

aethod of production  :?ven  for iirrer runs;  prefiniahed chipboard,  plywood»  or 

panel«,  covered with a  thinner fort, A ^  *heet,  are  not available and  therefore 

not used. 

51.    Several years ¿#c>  the   production  of itandard  forai v.1  was  be*run  in  Israel 

by  two enterprises.      Jr#  *"xm u   -,  laadiru?  pr-id'.*c.ar   -f plywood,   the  otner   is 

in -t clcs*»ly  *ffiliated   tin*  ..f production - 'an ¿f*cturin* paeicinf crate«, 

re lotet *nd Mason it <»       ,( .*•   'urmiti  industry hi« «»o   fir b#»en  mmly successful 

and Has sany  -*.,«*r*_:t^ri,?* t r«   u.    ,-g»or*  with  th*>  nlvwo.-l   industry,   t.-   which  it 

is  cltistly   r*l«t*i.     I«   it   «imil-ir   \>    t.i*»  ; Lyw «-i   industry   m   tha*   it   .¡.A« 

• ip*.rU4 wei.    -v*r   «iif  *'a     «•{•>;*   *«4   .»   *t   present  «ipajiiirv    opacity,   al- 

l^wigtt»  tit*  r-»*,*     f   .tili'^ti •«     f   *.h4  »nitu,     - luti   n   f*r   fr-w cosipUte. 

it   *A« »i.«*,  irt*rn«<**   u-   *-x*  }.ty*- 1   ini'. r>  ^r»  * » » •  er 11 v*t I v    Tjv- 

*'**^¡¥   #*TV    ,    *      *-t¿    ik^#      I    .,r.  Ijrr,   -,.       "»-*   #tf*.i   r*-iS •«   t*T   tri«,    *« 

«!•<*   ift    ».*.*    .ft'.^i«^ ».f.,   *,.    *    r    ||i^   ;-{**«,,(    # AT^t¥ f    ,{    tí«*»    %»»«   *«t*l>» 

»t»#'*4  »»*#*«   i *   .*.  t-. -   * *   ii|h*-«*ijtt   f r»i   <*  th«*   it   *te4-**t«   f -w 

* <*»  «MM   i#   *.      .   *•     "     r-*r    -.,4 =* I   „./»•«••!,        ,   -*.4fj  ** 4   furnier*   y«,jrt*t   s# 

y****** *     .-    -.su.*-    » *## ,m# 4'     \ .„    .-,-,     **.»$ t     f     %Hmm-*    *t*<«ttJ,tS    »I 

*>  * •*    -elfi %f% 

*••• «    «**      * -t    * * 

*  *»   ,. *»*    i» 

»«*    *-     «4    *-*» '     s*i c*««** *     if     »# 
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52.    In tiiia p«g»i*4 u»x* «HI ta HttU «et** ta»%, ^ 

••UblislMd fornica jroíwwn, t*» %ttt#r pan if %^4f a,tU •*%»*", 

capacity wiil u ^MmUA  ui  th*t  inêu.trr uV« d^tl, ^ «4ir«etJ, 

dlwctly,  baca^ *itn.-ut  1BP-.IO«. pr^cu-^  .f r,«»^ ..iatft  ti# n^^ 

induatry  th.  Uu-r-.uM    ^,  ^ ...   it-  ^A4r^^„  fr.„ t ^  f.3f^r   à^|r, 

and xndx^etly,   Nm«.   t,«   ,4,    f    r-' .-i-...-   *     .„  , .^   ^^   ^u  ' 

ct   ,„tc   t„.  trUitx..»*!  -r^t.    f •.-  f m>«+   -r,,^,,,   ^lr  ^  f^l%^ 

indu«ir , «d  iispUc,  t ..  .^4Vi*r rr*4**    f * «,i^  •  w.     »,.,„.,  %MW 

tie«   -f  fUr.t     ai  -^k«   xt   n~.-»„„n    w *in  t     *.,   lt  *  «.i     f   Um,^át   »     wt 

t¡».  Fiy«-i   xnl^itnr  lU..:    ail   ,,   ,U   H«!,,    -1   -„,.. n,-.   ., .„„ r t^^ 

* •• 't    ^   '    '   i *   /i   i   ij      it!*i*     ! 

• xc«s«  -Aprir n-   L   4,fa    t     r^rt #r *j<««a     ,-*.   ,. -..._.. *-**•     * *»   *   y =• "fifi'   :xr«*i ^Mir« 
peinte   cl«*ri>   •      *  „   -...rf,:   nfUirr,     f »a-«-      -r^t.r.. 

5i.      .•   '-«  ..   f*r   tx,   *,,!   t  -   r*-.,     f   .Miu.U-r      I   x+   «1*%!-   m  m 

th«    i#«fr##»       f   «>*'•**    • I       , * i '     •    »     .f- -        _ 

conâiti ,n»  1if;»r*fi'   fr*   •   -   «i4**tr     â •»•.*.  -.•*,• 

diffl^lt -iw.   v.* ^     ,^ ...   ft w.       ,.i;    „       t,t_#i   -f ^   ,   #   ^^^^ 

^    *.in.-.a»o.,     f.4#„      .^-t^M,    -V,M  «»„..     IMI,   ^   -^lU. 

r-   fir,-   t.   t  .  ..»..«,••      ,    4.l4Un^    ..   .,.    ,    ^„r.   . it##i.   M   ^ 

«-..!•     t   ''«m„   a.N.     »     . n.   -^r*,     f  t   ,  •r44^,   ,   Wl ,   .   .   .  ^ r   #^ 

**•-». —   ^-,       -*   -.....^,^   ,.-    ,^ ,   „     4rf,.   ^w4     #.    t     ^Jm 
****^ ' *Nî        • *,   *   »        «•*„•.       •• r •« * * t   -*   *   /-ski«   ^       * * 
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Table 11 

Coets of production per m    of plywood of different 
thicknesses for a ^iven sheet size, based on }-im plywood 

(per cent) 

Taicknese (mm) 

Size (era) 

193 x 76 

205 x 125 

244 x 125 

244 1 160 

100.0 

100.0 

100.0 

100.0 

87.3 

90.6 

51.0 

90. i 

Source i Tl*e Israel Productivity Institute. 

85.O 

12 18 21 

75.6 72.0 62.0 

79.5 76.5 67.0 
30.6 76.9 63.5 
31.0 77.5 68.5 

Table 12 

3 
COB ta of production per m" of ¿lywood of different sizes and 

thicknessos, baaed on 19 3 ~>: 77 x 0.3-cm plywood 
(per cent) 

Thickness (¡am) 

gite (caj 

Vß x    76 

m x 125 
2/4 x 125 

244 x 160 

100.0 

81.5 
76. S 

73.6 

87.3 

73.0 

70.O 

66.2 

Içwjreei    The Israel Productivity   Institute. 

65.2 

12 13 21 

75.6 71.9 6I.7 
64.3 61.3 54.6 

61.7 59.3 52.6 

59." 57.0 51.0 

53.     I11 considering the above estimates it must be reaeabered tiiat they are 

htmmû on .-.-ctu.il  tira-« «waturements  in  the plant  investigated.    Tais Mans that 

nu account  was  t^en  of  t..e  possibilities  of reducing  the   Urne spent  on the 

liffsrent  op«»it ions  by  producing longer runa  cî -i standard  dimension.    The 

an in «|  ^  •- -icñ   *ne   industry»«  capacity   could  be expanded and cost»  redWMNi 

üCVUU »e if e*e.i «aterpriae were to ¡¡specialise  in a certain matter of diaensioas. 



li  §• 
59.   Tetón* late **ee»% *u 

t© Mm tn»t wità imtir specialisation •*« a umm~mit% ipMtà«, 

industry could produce a« ameh a« twioe  ite gm««t **«,*, wt %*>«,, 

•or« than Marginal expenditure«  for t?» pr«f*>r  **u*r *** 

The obvious question  that VIHI   IS  *»,,   , » ^.   t-w*   »^ 

«penalization and ratnnaU.au. n     f pr-l^t» m «M  •*;«,  • ,, ,.  «„*.«.   .,» 

industry do«, not carry   vlt r.fh •  pian.     >•• *•- ^**r. ,,,•»   »,   ..,„„« 

questions,   it  can  only  be sur«.sed  tiat  ti. •*»,   «*. *   ,#    «„„  w,s   %m  .^. 

gopoliatic structure of  ta*  ind^try.     -**•  '*r»ej  a^««»».»..   *-»*~^*   *•   •# 

the aoat atable knowi in tne  Un*i  **n ,fe.-»„r i*«  „*«*.,»,   4^.  *,.* #M. fc„ 

be regarded by  its part.. l|W,»« M  *  pemena*.   .r^^m-*,     ^.   .**..,•*» 

firms are apparently h#djriv  ««tiwt   » .-»•„,!,,   *; *   = r*»»av*»   ^#  ^ 

agreement,  either  fro« «uhm  by   ,ne     f  it.  y,*#«r*   ,*r »,   ld«*.#t   .,   r^, 

without  by  entry   ,f *  new  fins.     ni# „#r>     t   ^   tMi,,^   ...«.,„,..   t. 

1962,  against strong opposition  f r •  *'•     lUSu'-n  . ia*t.t   ,#  #»>>;   *-1Bft 

in the aeoory  of all enterprise«,     n.,  *r^  »,#r%f  ,.    *t,t,^t   .     g « ^ ^ # 

share  m the whole  ran#r#   ,r pr-»durt, mt#  •,   * «.   ,*»..«.^   ** 

market.     The   industry's »vn p. it-tt.    ;,,»,,  f.   ,,.   ,  „   , ^ f 

higher  price«  compensat.a   *,r«#«  f ,r   ¿ mmr »ip..(*   ¡.r, •.#     «,*, 

to the  loss   incurred by   lv-k    f spec i*U *eu ...    *#*,   ..«., 

technical   difficulties   my l**t   1..   ^..M;^,  .  W>,   , ,   .,,. ^   _#   M 

countable,   -»re yet  not  costless. 

60.    The sensitivity     f   >r„  lfl4t-try   *     ^^Uu«.,  -     r  •»,»*,«,   « „  itfÊmkg 

to  increase  ».   lt   graduaU.y  smfte   fr-m  * •   pr*«V »i*.     f   *^»   ,a»~a#    «•*• 

•mteriale-mtensive  |iy». -1,  .1-    à 1,   reLu-el,   ,  .   f1##,   ^#>   ^   ^, ^ 

duction  „f  -Mn^ri.     -H.    -pa,*!,     f   ^^-ri  „-^ * . .«,.   •* . -a   -—^^ 

to table   * stood at   i% „.    „. »     «1^   lt,   t ^ #   ,(k..^^#,<   ,,      #      t.    4^„ 

oubic •stres.     -«r   i. , »,   „ Pa   t-^    .^*#,t, *.   ^4   ,»  ,.,       ,fc   ^ ._^   1# 

bein« expande 1.     A  •   *^ru r,     f   »**   %raas * •«*      r   ..,M   ,^  */•-«-« *w   *.». 

board cle^r.y   r»ml,  r.   t    *k/   tt,#   iase-r   U^^é^-m   .f   MI,**,«^*   ^   #^*ia 

imported íuíer,   -*.t  *..     ^  ...,t      5i#^,   f, m4    ,^|#   P(_#   %^  %^ 

*• I.      An '   re        r,   i 4 1. '# 

^»i 



##* 

4.4 

El 
»fi 

•.»•»     « .» •<# 

*: ,. # 

«*. * 

M 
til-, * 
•4*4 
4« 

4      •• -•a»        *»        ••% fj 

*- * 

»* •«*    •* 

«3,     *>« 

*•.      » «     * 

• m 

i|»       •     * »m« • 



ri/» 
it 

•w». **#,#      » 

4    ' ,4t   *m- • 

lj(*.   . •*»>*„   %.,* 

* - *-.»,..„ 

• •      | 

*--*§ *# 

*»«-*-    „*# 

# V«, * 

*»* "   «•**# . *% 

*»*     « «    *»    ^««#»  *•.   *-^L**^|F»     f   ***   â.«**»*^  inrk«t,    ir  <. 

***"'**** •       - *     *    +«4      n«*«*t;r  «ir*n,ta.t wtt, th« 

*•"     '   ' *   '"     *•**'    *• <f     *   * -*•   »i  r<mt»ft*   *     «xf-rt«. 

'       -«--« •* #*,--,*•       *##,,n**    *,wt    *,U'èliri#,|    firma    m* 

.*»   »•»*-»   . .»* —   r ,   ****». *.*#.,   **-,;!   %*«..   _r*wm\%mi   IH*  «r.try   if  M« 

r '  *      *•    -     *     '    *•**.<.#  **n*»4 .•>•* u^ ni,  .-<.*|>ftr*4 with * 

'*' **     -*.***.»#   »   #•<*.*.«   t*   »*,#   ft«H»«(t     fl»ri*t.     Attiì.-t^h   fii#4 
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utAKuti/y 

H*    Ik» *»wâ%  ®f tai« combination of th»  industrialisation policy of %h» 

it, wàicà OB tii* on® hand was determined by employment cone i deration» 

on  the other hand gave insufficient attention to the real coet of the 

«.«port« attained, *nd the behavioural forces inherent in an oligopolistic 

•artest structure vas not only the establishment of an excessively large number 

of enterprises.  As was noted earlier, the establishment - f additional capa- 

city by on* onterprise usually served as a warning signal to the others that 

s threat to ta« established raaricet structure had arisen.  The only practical 

way to counter this v.as to increase capacity so as to keep in step and maintain 

the previous market aliares.  It could always be claimed, in an endeavour to 

enlist government support, that exporte would bo expanded, or that marginal 

investments ware needed in order to raise efficiency and reduce costs. In this 

way most enterprises in the past could count on obtaining government support 

for their expansion plans. 

6%  In recent years, the policy with respect to this industry has changed, 

and no further expansion of plywood production is presently being' envisaged. 

However, this does not prevent the industry from expanding in other directions, 

along lines which are essentially not much afferent from those that have 

characterized its past development. 

66, Although it 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 is more apparent than real and has been achieved at 

a relatively high real cost to the economy, a further conclusion is that 

where tedinolo-^ and market siz*. together make a high degree of industrial 

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

than a lower degree of concentration. This is not only m order to attain 

economies of acale where they exist, but also in order to increase the rate of 

utilization and prevent the expansion of capacity, which is primarily dictated 

by the desire of oligopolistic rivals to safeguard their established market 

shares, kny  expansion of capacity and output that i government may want to 

achieve or encourage -an nearly always be equally vieil achieved by promoting 

the growth of existir^; firms rather than by adding new ones, except where 

specific location objectives conflict with such a course. 
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67* Th« citrus products industry is on« of the oldast aanufacturinc laaVsrtria« 

in Israel and represents a natural outgrowth of the country** unique citrus 

plantations. Citrus fruit still holds first placa saong the export coosodi- 

ties of Israel, at least in terms of domestic added value. The processing 

industry that grew out of this important agricultural sector has it» raw 

material base m the excess fresa fruit that can neither be exported nor 

consumed domestically.  The output of the citrus plantations has expanded 

continuously, aa has the supply of fruit to the processing industry, *u osa 

be saen from table I4 below. 

Table 14 

Distribution of citrus fruit industry output. 1954À95 5-1963/1964 
(thousand tons) 

Year d 
>5 1954/195! 

1955/1956 
1956/1957 
1957/1953 
1958/1959 / 
1959/1960^/ 
1960/l9612/ 

1961/1962 
1962/1963 
1963/1964 

Total outpu 

364 
422 
410 
WS 
55T 

4» 
704 
soc 

¿/ Cxports 

262 
292 
302 

m 
377 

Mí 

454 

Domestic 
consumption 

55 
59 
61 
m 
n 

él 
so 
7f 

Industri*! 

47 
72 
47 

¿2 

•I 
Uf 
243 

a/   The citrus fruit asasen bsfins in October and ends in aprii 

b/   Sxclusing country's own consumption of afrieultara and 
salee. 

0/    Data not  available, 

68.    The citrus processing industry  is siaiiar to %tm pk^mmê taftsatry la 

the proceae used  tends  to recreate excess oapaeity»    At the saa*  lias» 

are  lapcr + .^'-t  differences  between  th*  t^   industries!     Í*    \r>m    i*r*« 

cessine  industry   is  less  highly   - n.antratel,   *«4    ; •   »^ra*»  •--»   „on»«*.** 

industry expanded   its   ;;ap*ciîy  »•it»   *   ,,*««*  *     »»* ts%%i,»iMi   e»*'t*   aasae* 

snares  for  its output,   trie  -itrue  pr csssiv  latwstry   i-v r++m»t  , »e   >*#a«t**f 

»n order te   lay  claia tv  * snare   .-f  * i'a/'* r*» salariat,   "aas*/   frm*m 

fruit.    Botto  industrie» eaa ìm étfiaad as esser*     ,*l«e*ri*#,  *** «ütle  las 
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tic  regret   that   some  of   the  pages  in the microfiche 
copy  oí   this  report   mav  not   be  up  to  the proper 
legibility  standards,   even  though  the  best   possible 
copv  was  used   for   preparing   the  master  tiche. 



til— \hm fusta« of Ih« fiv« tnierpnaea in Ite cwrtol «§• to l%i, b*tom i% 

MM offict*il,v approved unter the Ueetriotiv« Trade Praetio«« UM.    Actual 

•«1««,  he*ev»r» deviate frcm t,\«  preé«t«r»in»d auot*», and despite tu« cartai 

•¿reeawnt, which provici«« for coÄpensation for output and salas that fall 

•hort of th« quota, «ala* competition among th« firma continue« to exist, 

•»inly  in th« for« of pubi ici;y ,inà credit, faciliti«« to oust orne rs. 

Table  ZI 

âfitmA aroAneUon of «iibl« e il in five major «ntarprises. in ta; 
p«ro»nt«j« »liare» of crudi   oil and tae lS'o3 cartel eruota 

(per  cant) 

1953 1959 1550 1561 1962 1S63 

Cartel 
quota 

1963 

Â 38.9 30.5 23.5 29.O 25.s 25.0 25.1 

B 24.3 22.5 21.9 20.3 17.6 13.3 19.4 

C 22.0 29.7 29.9 26.4 28.5 27.2 25.O 

B 14.8 16.6 17.4 21.; 19.6 16.3 19.3 

J 0.3 1.1 3.4 12.3 11.2 

91. Despite  the apparent  ctability of  the cartel,  there are  powerful dis- 

ruptive forces within it.    .lost  of the  enterprises produce,   m addition to 

edible  oil,  other products sue!., as soap,  deterrente and cosmetics,  which are 

not covered by  the  cartel agreement.     In adUtion,   the  industry  ia subject to 

competition in its 01m lu,.*. *., ¡_A\ du^tion by narrarme pr<iucers, who have 

entered into tau refining of oil and t.iarofore buy only crude oil from the 

oil industry. 

92, The  individual  enterprises  in  this   mduotry differ considerably in  ten* 

of efficiency.     The existía, cartel ac r°'*s?aent  protect«  th«   le«a efficient 

firm«,   and prevents  the ao. .   -ffi^ient  u»--n.   the» fT<'m capturing *  Urger 

«hare  of t:*e Turnet   *nd    i   tne  r*w euteriai   «-*,   if,     !.•»  m -*r#     f  fite*i coet« 

ia tnt*i   •*'.»•,     f ,r-da'ti  r    «   1 «linu   *-«*»     "a*     f  r*w ektt*n**s,   it    ver 

60 per  '•vent  «ven  »t   fill   -*_»*. 1*        :*§*r- ti¡f,     "*«•   »v±*st=>    »*   *   »rtf*f« 

hk^kg   «en«itive   t     % ,e   Ae^r»e     f ** t l    * ,    *A>« • t*jt.ie r**a «  %*m% 

•f tJ*e   ueftdStry  IM  %,*m mmé* -f   * -e •*•#*• eff 1-tee*   eeteryr.ea*. 
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,j     On, of the »la ^tifloationt tm the eataMiei-**t% tf «* ***•* «* 
it. offtcLl approval *M that thl. -~U ftoillUf .«port. and thu. i»cr*a- 

the rate  of capacity utlli-Uon.    However,  the fixed qvote. of raw material. 

nrev*nt  the attainment of économes of scale and perpetuate the low utiliE*- 

Uon rata and  inefficiency.     The prospects  for developing exports of edxble 

.il  ^  in a.v case not bricht, since thxs  xs generally one of the  fxrst indus- 

-ie. to  be established anywhere.    Alec  the sales of crude edxble oxl as an 

mtemediate ,ood are  subject  to lTeat fluctuations and leave a narrow rna^xn 

,f added value.     In thxo sxtuatxon,  exports can barely be profxtable even 

•ander conditions of full capacity utilization and the  exploitation of economies 

of scale. 

y      Tro  other points  of similarity wif.i  the plywood industry are worth men- 

Uonin   .     T-.ie  establishment   of  the  cartel was,   amone other reasons,   originally 

stifled by the prospect  that thin would lead to greater specialization in 

,n,  industry some enterprises would concentrate  on the  processing of the  older 

r.v storiala,   such  as cottonseeds,  while  others would concentrate  on soya 

Loans.      This  specialisation,  however,  aas  not been realized,   and all  firms 

-*     t--x~  t\n rNrnrprqin,1  of all the available raw -ontmue   to maintain  capacity   for   tue processif, n 

retenais.    The reason is  tliat,   on  the  one hand,   soya beans are the  dominant 

nv- •naterial   .¿nd require a   different  processing method,  while  at  the same 

>„.,   the  inadequacy  of supplies  of that material compared wit.i capacity   in 

•K  ,„nni   +n f't>  extraction of crude oil prevents ¡roceesinf: stages  subsequent   to ^a.  ^'"1'-','u" 
A -  ••1^,r. -aire   ir   the  traditional raw materials. •••rprisec  frota at>andonxn£  t.ieir  ooare   in   ...*-   uiaai 

,erv  .xist.nce  ,f excess  capacity and of a  cartel   cement  thus  prevents 

.,! .Usntion   in t.us ...durtry   m  ter«,  of raw mter.al.,   just  as  similar 

•   r,   -.revr.t .peculation  m  tne plywood   industry   in terns  of products. 

.   ,nd  peint   ,f si.iUr»t:.   is  that the «xistano«  of   , cartel   i«  % barrier to 

:   «r.,   »  factor w.ieh rould i^d t •>  th«   *tf inMnt   of économes  of seal, and 

«   !-r*l^l   it«  .-ti-n     f  the «isUn« «O#M cepscxty.    On th«  contrary, 

. trwt   i^umht,     f   * oartel  provide« * po-rfui stu~.l«e  for the 

,   .r  «»fit.   o*-   it» ••*••*«•  «4 t**«* Ttr  %;>*  perpetuation 

»— -     r  *•«**,*   -máMk-itf.   it«   .»kliM't-A  f <f   *«j«cr%e 

-   ,-^JH    *   ***  #• *»r>#**<*re>*   *>*»*cee  *•   *-•»   www»    „ 

».MU**»!**    *f    *>•   *••• 

MUM mmm 



•mei««* Mtorpttw—.    Without IM§» Ih* OMMM w* %h»t m? eo»bi»aUew «f 

proAMin, tttoh M MIIìI »OW, will only »laUln ih« high ©ost Imi of «» 

iatattry M » «holt, «id export, will sersly www that th« doMttlo owmmmt 

will h»v« to bear ih» orni» of continued ineffiei^ney. 

Conoluaion 

96.    fh« survey of the three industries presented in this paper revéale not 

only the prevalence of excess capacity throughout much of manufacturing 

industry in Israel and,   perhaps more  importantly,   the  fact that it  tends  to 

perpetuate itself, but  also  that much of the basis  of present manufacturing 

exports  is the attempt   to utilize  this surplus  capacity  through sales 

abroad.    With the exception of the  industries taat are  primarily based on 

domestic raw materials  and have no domestic market  base,   the majority of 

exports of manufactured coods   is  m  ene or  the  other respect similar to  the 

cases discussed in this  paper.     Hie  textile-  industry,   which accounts   for a 

quarter of Israel's exports  of manufactured goods  excludmc diamonds,   is a 

typical  case of tins  kind,   and so are many  of the   food  industries not  dis- 

cussed here.    The apparel  industry,   although more   competitive  than those 

analysed hare or  than   the spinning and weaving  industries, has marc  of the 

same characteristics.     In most  casos,  the   industries practise  price  discrimi- 

nation against   the domestic market  so that   the   domestic consigne:   bears the 

cost of underutilization of  capacity and cf raisinvestmenta. 

97.    Anon», t;w mam factors  contributing;  to  the  perpetuation of this situa- 

tion there is one which must  be pointed out  m particulars    like «any govern- 

aents in dovelopinc countries,  the  Government of  Israel pursues a vigoroua 

laAutrialiution policy and f.ives  h»r~h priority   to   tae developMnt  and  pro- 

motion of «xport   industrias.     However,   UXe   tae  «aj>nty of t'ieoriatr, and 

practitioners cf mdustrul   développent,   it ha«   overlooked tue  influence  of 

mrket  struct^    r,   tm  pr   C-M   -f   T «t..   u»d   t\*  efte:t     i   concentration on 

MM om*t-..n    i e«-*-*   ?M^:i*,j,   -it     it»   -*et*     .   *'W re«   ^'»«  ^d 

r«W«a*i'-n    r  t^mi^l  ,r--r.M,   -* ^*r.  un r#4.    k* «v ,„iw«  P*-"»*  ^ 

%m*,   X—  t«ft4*»-7    -*#   *••»   *    »*•»  uwUstn.l   es^Mi.n *«d *•*  mw»^U 

M » C<**4 m limit,  pmrMa*Url9  »* «• *•"  *   *f ?«» i**ei~'ís»** ni»i %• 



1 
„h• ttet •»* #f tu. ^ittt^i «ip«iity *" *••* fe* •"»«*•• 
,r„.„tod hin •h*- «»* th. «putlo* of oapactty, im if th. iter» of 

.„.ort. rmmxm «».tant - a« ha6 most typically to«n th. eu. in ta. pi^o* 

.,id.«trv - can to  far from toing a bl..*ine to th* »conoaç, «id the .a*« 

,.,„,-tw• could to P.chi.v.d, at  la« cet,   through a policy d..i«n.d to 

-nc«urag. gr«t«r concentration and th. attain««* of «conoaiea of oeala. 






