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1. A Working Group of experts was oonvened by the United Nations Industrial
Development Organization in Rio de Janeiro on 3 March 1969 to discuss the
problems of excess capacity in manufacturing industries of the developing coun-
tries, to analyse its main causes and its effects on the process of industrial-
ization, and to delineate ways and means by which such idle capacity could be

used for exports,

2, The meeting was convened in Rio de Janeiro at the invitation of the
Government of the Federative Republic of Brazil and was attended by 23 partic-
ipants and 33 observers. A list of participants and observers is presented in

annex 1.

3. The meeting opened on 3 March with a statement of the Minister of Industry
and Commerce of Brazil, General Edmundo de Macedo Soares e Silva, attached as
annex 2. Professor Ruy Aguiar da Silva Leme was elected chairman, Mr. Ivo
Rihtman was elected vice-chairman, and Dr. Meir Merhav was elected rapporteur.

Mr. May Y. Volkov of UNIDO served as technical secretary.

4. All technical services for the meeting were provided by the Ministry of
Industry and Commerce. The technical staff, headed by Mr. Alberto Tangari,

contributed to the work of the experts through their most efficient service.

5 The Working Group held twenty sessions. Tune agenda, which was adopted

at the first meeting (see annex 3) was discussed on the basis of the background
papers submitted to the meeting. (The list of papers is attached as annex 4.)
The discussions provided a valuable opportunity for an exchange of views in the
light of experience from various countries and contributed to the clarification
of the various aspects of the highly complex problem that was the subject of the

meeting,

6. The Working Group also had the opportunity to visit, at the kind invita~

tion of the Brazilian Ministry of Industry and Commerce, a number of industrial




enterprises; during theese visits the experts were adle te held valuadle infee-
mal discussions on the problem of idle capacity with the managers of these
enterprises. These visits became a most valuable part of the meeting and com-

tributed to a better understanding of the industrial utilization problem.

T. The main points of the discussions are summarized in chapters 1-5 of the
report. Information collected in the course of the preparation for the meeting
or presented additionally by the participants, augmented by the visits to indus~
trial enterprises and discussions held during the mesting, made it possible te

reach some definite conclusions, which are presented in chapter 6.
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6.  The ezistence of substantial smounts of unutilised industirial capesity
Bad deen incressingly recognized as a serioue problem in many devaloping eoun-
Sries, particularly those which have alresdy passed the initial stages of their
industrialization

9. The existence and, even more, the persistence of idle productiive capasily
represents a great waste of resourcee which the developing countries cam ill
afford. The under-utilisation of capacity not only wastes scarce resourees of
eapital goods and foreign exchange, but also reduces the level of employmeat
delow that which could otherwise be attained. From the social point of view,
suwoh under-utilization deprives the economies concerned of the output of goeds

of great value.

10. In addition, the under-utilization of installed capacity tends to siow
#own the rate of industrial prrowth and is inimical to techaic:1 prugrees. The
existence of idle but technically usable capacity 1s likely to siow down new
investment, to cause excessive fragmentation of production and, through the
prolongation of the physical life of plant and equipment in conseduence of ite

partial utilization, to maintain a technologically obsolete prodvctive structure.

11. Under-utilization of industrial capacity increases the cost of manufao-
tured products and either decreases profitability of industry or, in the cese
of rising prices, transfars losses to the whole economy and undermines the cem-

petitiveness of these products in the world market.

12. The Working Group was agreed that the developing countries are confromted
with a serious problm which has so far been given relatively little attention
in the industrial development plans and policies of developing countries as
well as in the activities undertaken by the various 'nited Nations agoncies

ooncerned with economic growth and by other international instituvtions.

13. The emphasis given to the possibilities of using :dle capacity for the
production of expor* goods, as indicated by the title of the meeting, derived
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from the recognition that, since installed capacity was apparently being uti-
lized only partially, and often at significantly lower rates than those normal
in the industrialized countries, there must be powerful factors at work which
prevent a higher rate of utilization for the internal markets of the developing
countries. The most important of these factors were analysed in detail at the
meeting and will be discussed belo+. Given their existence, however, and in
view of the fact that they are generally counteracting measures in the short
and medium term, the Group stressed the possibilities of finding an cutlet for

the use of the idle resources in export markets.

14. Although participants emphasized the considerable differences that exist,
in this as in other respects, among the various developing countries as well

as among industries, the problem as such seems to be common to most developing
countries and also seems to have a number of similar causes. Furthermore, the
developing countries appear to differ significantly from the developed coun-
tries. The degree of capacity utilization ir the industries of developing
countries tends to be lower, and this means a deterioration of the comparative
advantages which these developing countries possess and which could otherwise
be used for s more efficient export drive. In adlition, the immediate main
cause of under-utilization in the industrially advanced countries is a periodic
deficiency of aggregate effective demand. Although these deficiencies are not
absent in the developing countries, they seem to be of secondary importance in
certain cases. Even when the apparent cause of capacity under-utilization would
seem t0 be a lack of effective demand, the usual remedies for this situation
would perhaps, in the short run, in the circumstances of most developing coun-
tries, generally bring about inflationary pressures and a deterioration of the
balance of payments. Money costs would rise and the erosion of the competi-
tiveness of exports would result. There would be increased demand for imports
owing to price and income effects. In the long run the development of domes-
tic demand is a most reliable and solid basis for successful export performance,
especially for larger developing countries with greater undeveloped domestic

market potentials.

15, The Group agreed that the under-utilization of capacity is in many
respects a short-run problem. At the same time it was recognized that, in
view of the experience of the variocus developing countries, there is a ten-
dency for under-.tilized industrial capacity to be re-created, perpetuating
its unfavourable effects on the economy as a whole. The sgituation is a szrt

of vicious circle: under-utilisation of industrial capacity contributes te
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the rise of costs; rise of costs leads to inflation; the rise of prices and
further limitations of the domestic market prevent at the same time an effec-
tive export drive and thus increase the degree of capacity under-utilization,
The Working Group was of tne view that the problem of under-utilized capacity
must be analysed against the background of the long-term industrial policies

of the developing rountries. The participants were of the opinion that mea~
sures to activate idle resources in the short run can cnly be effective if they
are integrated with long-run policies designed to prevent, as far as possible,
the re-creation of new excess capacity. These long-run policies relate mainly
to three spheres, namely:

(a) Industrial investment policies, which, in the promotion of new
investment, ovght to be designed so as to minimize as much as
possible the addition of new productive facilities where unutilized
capacity of a similar technological level still exists, and where
considerations of regional or other requirements of high priority
dispersion of industry do not overwhelmingly dictate otherwise;

(v) Policies relating to industrial structure, which ought to take
greater account of the fact that the industrial development of the
develoning couniries usually involves the adoption of relatively
large-scale methods o1 production, so that the limited domestic
market can often sustain only one or a few acceptably efficient
enterprises in a given line. The real choice of many developing
countries, therefore, often lies not between a competitive market
structure and a more concentrated form of industrial organization,
but between the latter and a stil] higher degree of concentration,
which, as a rule, is potentially more efficient and more competi-
tive vig-3a-vis the foreign market. Encouragement of industrial
mergers in certain developing countries is at present an important
direction of government policy;

(e) Internal taxation policieg, and particularly tariff policies, which
should not, as a result of excessive and indiscriminate protection
of domestic industry, encourage the maintenance and re~creation of
idle capacity.

16. The main causes of excess capacity in the developing countries, as dis-
oussed at the meeting, are apparently of very diverse nature. Not all of the

causes are directly interrelated, although their effects are generally similar.

17. An important cause of excess capacity is the indivisibility of plant in
a number of industries which makes it necessary to build ahead of demand. The
excess capacity so created is essentially temporary in nature and may be con-
sidered a technically unavoidable accompaniment of growth. With appropriate

planning and time-phasing of the expansion of such industries over time, such
excess capaclty can be utilized for exports, and in favourable circumstances

& permanent basis can be created for a viable export industry. Examples were

cited at the meeting of the gradual development of export industries ovt of
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the initial utilization of such temporary excess capacity, but even when this
does not occur, the gradual expansion of the domestic market will generally
absorb the initial reserve capacity. Exceptions are likely to occur only where
the initial market estimates have been grossly over-optimistic so that by the

time the demand reaches the expected level the plans and technology may have

become obsolete.

18. Another cause of excess capacity has its origins in the indivisibilities

of modern technology. Limited markets, can as a rule sustain only a small num-
ber of enterprises. There is in these conditions a strong tendency for quasi-
monopolistic or oligopolistic market structures to develop. The competition
between a limited number of enterprises sharing the market of a developing
country often leads to expansion of their productive capacity far beyond the
real market demand and, consequently, to greater or less under-utilization of

their capacity.

19. The existence of idle productive facilities, which to each of the com-

petitors appears to be due to a lack of demand, often causes them to search for
at least a partial use for the idle equipment and impels them towards diversi-
fication. Such diversification in most cases requires additional investment

in complementary facilities, which may in turn be only partially utilized and
which, at the same time, does not lead to more than a partial utilization of

the original idle plant and equipment. Since competitors in an oligopolistic

industry tend to have a broadly similar technological base, the directions of
their efforts at diversification are also likely to be similar. There will be
a tendency therefore to share the available narrow market also for the new pro-
duction lines. Possible economies of scale will often be foregone, and the |
prevailing market structure will tend to inhibit a higher degree of specializa-

tion, Since individual enterprises in such a market structure find it difficult

to enlarge their chares of the market, they may exert pressure for an expansion

of aggregate demand. This may have strong inflationary effects without, how-

ever, solving the problem of excess capacity: the inflationary expansion of

demand is likely to foster expectations that will attract additional invesiment

and thus re-create excess capacity.

20. A cause of persistent excess capacity that was cited by most discussants
is the underdevelopment of the raw material base resulting in a shortage of raw
materials. It was recognized that this cause, unless the result of an unfore-
seen fall in the supply of raw materials, was due to inadequate programming of

investments - that is, to a lack of balance between the expansion of the output
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of raw materials and of the prooessing facilities. In some ocases, investment
in prooessing facilities has been excessive as compared with efforts to develop
adequate raw material bases because of errors in investment planning, lack of
oo-ordination of sectorial growth, or mistakes in pre~-invesiment evaluations

of the quality and/or quantity of available raw materials.

21. Some causes of excess capacity are connected with faulty assessment of
demand or unexpected changes of the market situation. If a faulty assessment
of the level or structure of demand is made while planning investments, fou

an individual enterprise, excess capacity would be created beyond any real need
of the market. There have been cases where the demand was estimated more or
less correctly, but after capacity was created and used fully for a certain
period the circumstances changed drastically for unforeseen reasons beyond the
industry's control so that demand fell and the utilization of capacity dropped

to a very low level.

22. Concerning the view, that excess capacity is associated broadly with
shortages of raw materials, it was recognized that in the case of industries
requiring imported raw materials, these shortages reflect balance-of-payments
difficulties and the resulting import restrictions. Such shortages need not
apply to export industries, which require foreign exchange only to the extent
of their need for working capital in foreign currency. Inadequacies in the
infrastructure can be a contributory cause of raw materials shortages, for
example: insufficient transport facilities, underdeveloped credit and banking
faoilities to finance seasonal purchases of raw materials, the absence of

storage facilities, lack of communication facilities etc.

23. The cause of excess capacity may lie in the industrialization policies
of the developing country, where access to capital is made easy and at the
same time the capital is unduly dispersed, while high tariff protection is
afforded to domestic industry. Easy access to investment capital (because of
favourable terms for long-term investment financing and investment grants,
including priorities in the allocation of scarce foreign exchange for the
import of capital goods) - often at an exchange rate lower than the real value
of the foreign exchange in the domestic market - lightens the burden of main-
taining excess capacity for the individual enterprise and thus encourages its
perpetuation and re-creation. Excessively high tariff protection, in addition
to encouraging the adoption of high-cost technologies and suboptimal scales of
production, also makes it possible for the individual enterprise to recoup the

high cost of idle capacity through the maintenance of an artificially high prioe




level. In certain cases we are confronted with a set of policies which in fact

induce the excess capacity situation and prevent the intensive use of capital.

24. A number of causes of excess capacity arise from planning errors, mis-

management and operational limitations at plant level.

25. Planning errors at plant level may result in an imbalance of the various
departments and production lines of an enterprise, with bottlenecks in some
phases of production and idle capacity in others. Mismanagement may bring
about insufficient co-ordination among the several departments of an enterprise,
interrupting the internal flow of materials and services with resulting under-
utilization of the over-all productive capacity. Inadequate planning time may
lead to the installed equipment remaining idle in the period when one or another

of the departments of the enterprise are not yet ready to operate.

26, The Group paid considerable attention to over-all deficiencies in demand
which are often the result of restrictive monetary and fiscal policies imposed
to curb inflation and to restore equilibrium in the balance of payments. When
periods of high inflation and optimistic expectations alternate frequently with
periods of recession, there will in the long run be a considerable margin of
excess capacity. Greater stability in the rate of growth could reduce this
considerably, but where it has occurred, or where fluctuations in the level of
economic activity are due to external factors, the use of existing idle capa~-
city for export production in periods of slack home demand could be an impor-

tant stabilizing factor.

27. In many cases the prevailing industrial policies, often operating in an
environment of persistent inflationary pressures, also produce a lack of work-
ing capital, which prevents the full utilization of the available fixed capital
resources. There appears to be a tendency to promote investment in fixed capi-
tal, while current operations are often undercapitalized or become 80 as a

result of inflation.
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CHAPTER 2 ASSESSMENT OF THE PRESENT SITUATION WITH REGARD 70
CAPACITY UTILIZATION IN DEVELOPING COUNTRIES

28, Information on the extent of actual under-utilization of capacity is
extremely restricted and even where information is avai.able, it is often
unreliable and not comparable as between countries. There is no comprehensive
gtudy of the problem of capacity under-utilization in developing countries,
although there are several publications relating to certain aspects of the
problem in India. Few countries have compiled comprehensive statistics on
rates of utilization, although various scattered reports on specific industries

or groups of industries have been published in some countries.

29, Despite the lack of comprehensive and reliable data, there can be little
doubt that there is substantial under-utilization of capacity in the developing
countries, and that it is generally higher than in the developed countries. This
conclusion is supported by the papers submitted to the meeting and by informa-
tion collected by UNIDO, Thus, for example, in India only a limited number of
industries reported a utilization rate of more than 75 per cent, and the range
was usually from €5 to 75 per cent. In certain industries, the rate of utili-
zation was as low as 35 per cent. Similar figures are reported for the Central
American countries: in the early 1960s Guatemala utilized approximately 74 per
cent of its industrial capacity; El Salvador 73 per cent; londuras 63 per
cent; Costa Rica 72 per cent; and Nicaragua 82 per cent. In South America,
Bcuador showed a utilization rate of about 41 per cent. According to papers
presented at the meeting on the situation in Brazil, Argentina, Israel, and
gsome African countries, these rates of utilization seem to be typical of many

industries, including continucus-process industries such as chemicals.

30. In most cases these estimates understate the extent of the problem. The
definition of capacity is often based on the number of shifts consiilered normal
by the owners and managers of the enterprises surveyed. In many industries

and enterprises in the developing countries, the number of shifts is lower than

the prevailing practioe in the developed countries. From the point of view
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which would base its definition of capacity in each industry on current best
practice, the average rate of utilization in the developing countries may in

fact be much lower than that indicated by the available estimates.

3l. In fact, the situation is more serious than would appear from these
general figures alone. Being averages, they conceal the wide differences in
the situation of certain enterprises - the differences between enterprises
that operate at full capacity, employing three shifts, but sometimes producing
goods in excess of their normal capacity, resulting in the premature working-
out of equipment. On the other hand, other enterprises are completely non-
operative, with equipment going to waste. This is the case with numerous meat
plants recently installed in various African countries. The papers presented

at the meeting contained many examples of a similar nature.

32, In developing countries where industrialization i3 under way, a variety

of instances can be observed of industrial oapital equipment not being fully
utilized. Some enterprises often produce much less than their installed equip-
ment would allow, although their products are in demand and are being constantly
imported. Other enterprises, previously efficient, have ceased to expand and
have often cut back production despite adequate equipment. There are also new
factories which have not achieved the level of production for which they are

technically capable.

33. From isolated data collected for different periods, it appears that as
industry moves ahead in developing countries, there is a tendency in a number
of developing countries for under-utilized industrial capacity to increase and
the unfavourable effects on the economy as a whole to increase correspondingly.
The concerns in which excess capacity exists become a financial burden to the
economy rather than contributing to economic growth. Thus, industrialization
may actually create new obstacles to social and economic progress if newly
installed capacity is not profitably utilized. Therefore, every measure should
be taken to eliminate excess capacity and to increase the rate of utilization

of existing capacity.

34. Available statistics do not make it possible to distinguish between idle
capacity that is real and that which is false. Real idle capacity occurs when
production could be effectively increased if demand or input supply were ade-
quate, or any other cause of non-utilization were eliminated. The equipment
may be unused at an optimum rate owing to poor management. Real idle capacity

ié usually in the form of partial operation of equipment.
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35. TFalse excess capacity is associated with technological inefficiency,

e.g.: the leasing of worn-out pieces of equipment; obsoletc equipment; equip-
ment unsuitable for a changed production line which has not yet been demolished;
and equipment of the wrong specification for the particular productive process.
False excess capacity should not be considered when examining export potential.
The equipment should be disposed of by sale or by demolition. And only a frac-

tion of real excess capacity may be able to produce exportable goods.

36. The Group felt that in the absence of more reliable data no more precise
assessment of the actual extent of the problem before it could be made, and in
particular, inter-country and inter-industry comparisons could not be made.
Nevertheless, even the crude data available indicated that, taking into account
those factors of under—utilization which could not on a realistic view be elim-
inated, the developing countries could increase their output and employment

very substantially with little or no additional investment.

7. As stated before, the Group assumed that the very fact that the potential

output that could be produced by fuller utilization of equipment was not being

produced in countries which are by definition short of goods indicated that the
factors preventing the use of the idle resources for the domestic market were
apparently very powerful. A possible gsolution might, therefore, lie in the

diversion of such resources to production for the foreign market.

8. Utilization of excess installed capacity for production of goods for
export, being a short-term problem, can in certain cases become a turning point
in the general market orientation of industrial production. If success is
achieved in exporting goods primarily produced through utilization of excess
capacity, this export production can later be continued on a permanent basis
making the whole industry export-oriented. Exportation of goods produced
through utilization of excess capacity in this case helps to break into the
world market, to establish trade contacts, to test the foreign market, to accu-
mulate experience etc., which could otherwise be too costly and risky if done

especially for the creation of a new export—oriented industry.

39. In developing countries which nroduce goods mainly for their domestic
market, occasional export of the domestic goods (which is done in the periods
when the internal demand shrinks and is then discontinued when the internal
demand revives again, being a short-term golution) will in the long run under-
mine the export performance of the country which should be based on a firm and

continuous basis. BEvery success in exporting goods produced mainly for the




- 16 -

domestic market should therefore be consolidated by continuing to export even

if the domestic market resumes its demand for this product.

40. Both developed and developing countries have the experience of industries

established originally as domestic-market industries, which in the course of

time grew into export-oriented industries.

s A.f %
v by T
2 *
¥ {0 H
oy g [4
i3 :1,‘!;_\ et % ( L4
N
LAY
TR
, f
E
+ i s
£k
¥ SRR
oot

= S E -
# S b i
R A I
R ey
LJ 4 A G T

i

i mhy B F ey S o
Rl TR WNEV R D e

e
. “ vk 5
)

\ .
i ‘
i B Yoy
£
v S B A4 ot

“ LAV D ST
CLEE et
i T s
(594 & ¥

ey L TR e
e aAL BTG AR e F P
0 & = i i
& 5 [e Pt )
.
& 4 e ¥
H g FR Aty

g b beg 15
BT iy e€§

BT ey dosies gy
.

by

TR YRR AT he Ry




e g o

_17_

CHAPTER 3 PROBLEMS OF DEFINITION AND MEASUREMENT

4l. In its discussion of the problems of definition and measurement of capa~
oity utilization, the Working Group was very much aware of the complexities
encountered in this area and of the absence of a generally accepted set of

definitions and of agreed methods of measurement.

42, The Group was of the view that action should be initiated, possibly by
the United Nations Statistical Office, to provide: general guidelines for the
systematic collection of internationally comparable statistics which could not
only facilitate analysis, inter-country and inter-industry comparisons of per-
formance in this respect and the study ot changes over time, and would also
arouse a greater awareness of this serious problem among policy-makers. The
availability of reliable and internationally comparable statistics would permit
the correlation of the rate of capacity utilization with other economic vari-
ables, and thus lead to a better understanding of its causes and of the ways to

remedy it.

43. The Group was agreed that in view of the apparently great extent of capa-
oity under-utilization and the critical need to establish remedial policies, an
important role should be given to statistical approaches. These statistioal
approaches should be aimed not at methodological refinements or at evaluation
of the rates of capacity utilization with a great precision, but at providing
esgential information needed to delineate the causes of excess capacity and to

indicate policies to elimina*c these causes.

44. 1t was felt that a more systematic collection of data, even if relatively
crude, would at the present time represent a significant contribution to the
greater clarification of the problem, and that the main efforts should be

directed at the analysis of the causes of excess capacity.

45. The importance of finding methods of measurement of capacity utilisation

that do not depend too much on the information given by the enterprise is
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especially great for the long-run approach to the problem. Correct policy
measures can be applied only if statistical answers are given on the actual
situation, and if they are free from the particular interests of individual
enterprises. In order to base these methods of measurement on standardized
and comparable norms, a clarification and better understanding are needed con~
cerning the causes of excess capacity, the nature and object of stalistical

measurement, and the purposes for which the measurement is taken.

46. The experts expressed the opinion that, if the United Nations Statistical
Office could over a number of years build a hody of statistics which is really

comparable internationally and which will permit correlation of capacity utili-
zation with other variables, it would have takan a very great step towards

policy guidance and the drawing up of gractical conclusions from the statistios.
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GEAPTER 4 CAPACITY UTILIZATION AND INDUSTRIAL POLICY IN GENERAL

4. The Working Group repeatedly emphasized in its discussions that although,
a8 stated before in this report, the problem of excess capacity at any given
point of time is, in itself, of a short-run character, it is nevertheless
intimately linked with the long-run industrial policies followed by the devel-
oping countries, and is indeed often in a large measu-e the result of these
policies. Without support from appropriate changzs ir industrial development
policy - to the extent that the policy iteelf may be rasponsible in one or the
other measure for the widespread existence of excess capacity - short-run
®easurcs 10 activate the idle resources are likely to be self-defeating, sinoce
nOw excess capacity is likely to emerge,

48. In the absence of appropriate changes in long-run policies, certain
attempts at short-run remedial action might even be hammful. For example, if
institutions were set up and incentives provided to promote exports ocut of
oxisting unutilized industrial capacity, at a price level below full average
oost, while no steps were taken to prevent the establishment of new excess
sapacity in the same industry, a developing country might in time build up sn
emport sector which was subsidising the foreign consumer through prices 1ower
Shan full cost.

49. The meeting had before it a number of proposals for policies designed %te
ourd the re-emergence of excess capacity, primarily:

Pelicies for promotion of the rationalization and reorganization of
industry thrcugh mergers when this is the only way to reduce excessive
fragmentation of the industrial structure;

Pelicies to facilitate the attainment nf economies of scale and apec-
falisation, at the same time eliminating harmful tendencies often
apoociated with the growth f monopolies i1n the industry,

Policies intended t reduce excesaiva tariff protection and the dis-
Sertions engendered by it 80 as to foster the specialization of sach
oowntry 1a those i1ndustries in which .ong-run comparat.ve advantages
wre likely to emerge;




%an pelicion precenting inoentives for o Motter wiilisstion of Lastalled
oapasity and discouraging the creation of additional cepacition in the
sltuation of serious capacity under-utilisatiom;

Credit policies limiting too eamy access te cap tal for entrepremeurs
seoking speculative :nvestmonts and thus resuliing in the creatiom ef
fAow excess capacity,

Pelicies devised to establish export marketing organizations and a
variety of services to promote exports and provide externa! ecomamies,
a8 well as proposals for better long— and medium-term progruming ae &
frameworkx for investiment decisionas.
5. T™e Working iroup was agreed that while these obvious links with genesal
industrial policy were probably reievant in many developing countries; the
importance of specific measures would vary with the circumatances of each ooune
try, and other aspects, relating to a particular situation, might beceme
peramount .

51, The Troup also considered that in the aboense of an sver-all ertonmitation
of industrial peliocy towards the premetion of exporte, iselated offerts e
export goeds produced from idle capacity were unlikely te de suecessful, if
only because the necescary system of export promotion incentives could hardly
be established on that basis alone. With the growing awarenees of the need te
srient a greater part of their industrialization effurt towards exports, aed
only as a2 means for improving therLr balance of payments, but often a3 the veey
maruei-base for further industrialisation, the developing countries - partiow
larly those which have reached the limit of feasible impert substitutiom -
should not have much difficulty in integrating their efforts to activate idle
capacity with their over-all export promotiva pelicy. Mrthermore, the use of
idle capacity of existing plant and equipment for exports, in which less tham

full-coat pricing might be econemically justified, could provide a base frem
which exporis of manufactured goods would establish themeelves en the foreigh
aarkest.
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9. e discussion of the various auses f excess capacity indicated thet,
$8 viow of the initial orientation of the industrial structure towards the
beme narket, only part of the products commonly produced by existing eater-
prises could be exported without changes in design, improvements of quality
andards, or reductions in costs.

§). T™e Oroup ~onsidered that nearly all the measures ~ommonly recommended to
madle manufactures from developing ~ountries to enter the forsign market suo~-
eonefully apply also to goods which could be produced from idle capacity,

Mief among such measires are adaptation nf design, quality improvements, umi-
femity of standarde, reliability of supply, appropriate packaging, sales ppo-
potion campaigns etc, The main differenca between sxport promotion in general
and the prometion of exports from i1dle capacity is the possibility, or evea
the necesnity in certain cases, of less than full-cost pricing for exports from

Mle capacity, 2t lesst for the periocd of bresking into foreign markets.

S4. The Oroup took into account that im many cames a aerious effort to uee
td4le sapacity for exports might require additional investment so as te carpy
ot the necessary adaptations and improvementis of the producte. I[ndustrial
polisy ought to encoursge such i1nvestmentis, whi:h are likely to have a bemefi-~
oial effect on quality standardes er costs.

M. Although 1t was recognized that even in the best of circumstances omly
part of the existing excess ~apacity could he uwsed for exports, a partial wti-
lisation could nevertheless bring about a wubstantial increase in the experts
of manufactured goode from the developing nountries. In the case of many of
e continucus-procese iadustiries, particularly 1a organlic and iaorganic  hewi-
oals and in the metallurgicel industries - which are particularly sensitive to
low rates of utilisation - there should be conaiderable possibilities of export-

ing the surplus capacity if appropriate pricing sad marteting poelicises are
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introduced. In particular, the possibdilities of interregional and intre-
regional trade could probadbly be exploited to a greater degree.

56. In the cass of other manufacturing industries, the possibilities would
vary with the nature of the industries and the measures taken should be devised
in accordance with the requirements of the cases. In certain industries, for
sxample the engineering industries, idle facilities could be put to use tc pro-
duce standard or specially designed parts and components, on a subcontracting
basis, for industrial firms in the developed countries and also in other devsl-
oping countries. The supply of certain non-standard sizes or grades of goods,
which are not in sufficient demand to warrant regular production by many of

the large-scale manufacturers of the advanced countries, offer a promising
field of specialization for the smaller-scale, more versatile industries of

the developing countries. It is necessary to explore the possibility of inoclué
ing in agreements for foreign investment some provisions on the use of capscity
of the enterprise erected in a developing country to manufacture components for
products produced Yy the mother firm. The mother firm should think about taking
a certain responsibility for utilization of the excess capacity of its subsid~-
iary in a developing country through the introduction of co-ordination of pro-
duction and subcontracting in order to facilitate the access of the overseas

subsidiary to the market of the country of the mother firm.

57. The exploitation of such opportunities would require detailed markst
studies for each industry, and long-run supply contracts could be obtained in
many cases. Market studies, and in certain cases the assurance of supply of
a range of goods or components that might not be produced by any single pre-
duoer, might require co-operative efforts by several firms in an industry.

58, in certain industries - notably those producing non-durable or semi-
durabdls consumer goods - the use of idle capacity might require the setting

up of joint export marketing organizations, which could fulfill the marketiag
function, overcoming the difficulties of the small-scale, domestically oriented
producer in this respect, and could at the same time become a catalytic ageat
for greater uniformity and higher levels of quality. 3uch organisations oeuld
alse assume the function of purchasing agent of rew materials, partiocularly
thoee which have to be imported fram abroad.

59. [n some cases, such marketing orgauisations wnld heve te have the shas~
acter of a general exporter, specialising in certaia sarkets rether than ia &
rangy of producis; in other cases the specialisetion weuld Ve ia tesme of geele
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rather than markets. In countries which have experience with such organisa-
Sions, the Governments as a rule provide support, but generally the organisa-
tions operate autonomously on a comrercial basis.

60. The Group was of the view that in most cases the utilization of excess
capacity would require close co-operation among the leading enterprises in the
industries concerned. The reason for this (aside from the case where the vol-
uwae of demand can only be supplied jointly, or the marketing sffort is beyzn
the capability of an individual firm) is that enterprises in an oligopolistio
structure will be hesitant to tie up their reserve capacity in exports for
fear that their rivals may enlarge their market share with an increase in home
demand. To overcome this difficulty it is necessary to establish agreement
among the leading enterprises, and some countries have done so successfully,
often with govermment support.
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CHAPTER 6 CONCLUSIONS AND RECOMMENDATIONS

6l. The following suggestions and recommendations, based on the discussions
held by the Working Group and the papers presented to it, are addressed to:

(A) Policy-making authorities (at the government level) of developing
countries;

(B) Industries (at the enterprise level); and
(C) United Nations Industrial Development Crganization (UNIDO).

A. GCovernment policy-making authorities

1. 9pecial arrangements in the field of industrial policy:

(a) Regular reappraisal of industrial policies

62. A regular reappraisal of investment policies and other economic policies
affecting the industrial structure is required to minimize the further expansion
of capacity when existing productive resources are not utilized to an accept-

able degree.

63. Governments desiring to reduce the waste of resources implicit in the

existence and creation of excess capacity would be well advised to review their

systemeg of industrial production, in particular the terms on which investment

loans and grants are provided; the conditions on which foreign exchange is

allocated for imports of capital goods; and other measures designed to promote j
industrial i1nvestment. Such reappraisals should extend to the impact of the |

prevailing taxation and tariff policies.

64. In addition to reviewing their industrial policies with the purpose of
ourbing unproductive investments, Governments might introduce a system of incen-
tives, within the framework of an over-all strategy of industrial development
and a co-ordinated long-term programme, which would directly encourage a higher
rate of utilization of existing productive capacity. Such incentives could be

provided through the insiruments of monetary and fiscal policy, including tariff

policies, credit policire and pricing policies. Diflerent elements of industrial




i
|
|
s

—25_

polioy introducing a system of incentives can be effective when the necessary
steps are taken to ensure that they are consistent within the adopted general
strategy of industrial development, which can bring co-ordination and order
into the spontaneous process of industrial growth using a diversity of economic

ingtruments, improved planning and programming.

65. Policies with regard to foreign investment could be reviewed in order to
include among the criteria applied to such investments the requirement that
the productive facilities be utilized as fully as possible, possibly through

arrangements for subcontracting by the parent companies.

66. The consistency of the instruments of the industrial policy is especially
important when they are applied to the utilization of installed capacity for

export production.

(b) Review of systems of indirect tuxation and tariffs

67. Bxisting systems of indirect taxation could be usefully reviewed and
modified, where iecessary, to prevent price distortions which may arise from
them, and particularly the raising of price levels to the point where price

competition among enterprises becomes negligible,

68. The possibilities of introducing a value-added system of taxation might

usefully be considered.

69. Tariff rates should be designed so that they do not lead to an excessively
high price lavel in the domestic market as this tends to provide a shelter for
inefficiency, technological backwardness, inefficient scale of the enterprise,
and the continuance of idle capacity. Tariffs should preferably be designed so
as to provide, subject only to certain fiscal requirements, an equal degree of

protection to the domestically added value of the products concerned.

(c) Policies designed to encourage industrial rationalization

70, In those cases where a limited domestic market is shared by a relatively
small number of enterprises operating at a low level of capacity utilization,
the advisability of encouraging industrial rationalization through consolida-
tion, pooling arrangements and co-operation among enterprises in the same indus-
try, resulting in the elimination of high cost units, should be considered by
the policy-making authorities, where applicable. Such rationalization should
be designed to facilitate the use of resourc:s for the production of exportable

goods, through the attainment of economies of scale and specialization in the
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field of production and marketing. At the same time, co-ordinated produotion

and marketing should prevent the creation of new excess capacity.

T1l. The encouragement of industrial rationalization could be affected through
appropriate incentives, particularly in the fiscal field, such as the proper
use of income taxes, capital gains taxes and inheritance taxes, as well as
through the granting of preferential treatment in other areas in which the

Government provides support to industry.

(d) Elimination of imbalances on a national level

T2. The respective government authorities dealing with economic planning,
programming, issuance of investment licences, or licensing the import of indus-
trial equipment, should ensure that manufacturers have adequate planning time,
80 that new capacity will come into balance with other sectors and elements of
the national econcmy including market demand, export prospects, raw materials

base, transport facilities, power and water supply, availability of skilled
manpower etc., and will be effectively utilized to a certain marginal degree.
73. When deciding in favour of domestic or imported supplies, it is suggested

that domestic terms should be compared with c.i.f. landed costs of imported

goods plus a certain marginal equalization charge.

2. Establishment of rational institutions for improving the
performance of the industry

(a) Establishment of national gystems of gstandardization
and quality control

T4. Export success cannot be achieved without ensuring that the product meets
international standards or standards prevailing in the importing countries.
This is particularly important for goods produced from capacity originally
intended for the domestic market, since the latter is generally less discrimi-
nating than the foreign market. The establishment of institutions for the con-
trol of standards and quality may help to overcome the lack of tradition or
self-discipline and contribute to a successful utilization of existing capacity

for exports.

(b) Bstablishment of joint marketing organizations

75. A major obstacle to exporti expansion in general, but in particular that

which may arise from excess capacity in relatively small-scale enterprises, is

a lack of international marketing abilities and facilities. The organization
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of joint marketing organizations, whether through government initiative or that
of industrial enterprises, with appropriate government support, could help con-

siderably in overcoming this difficulty.

(¢) Arrangements for extension of credit to foreign customers

76. In certain industries the commonly accepted conditions of commerce require
the granting of medium- and long-term credits to customers. This is particu-
larly the case in the capital goods industries. Where idle capacity exists and
the products are competitive in price and quality standards, it is often the
abgence of adequate medium- and long-term credit facilities, as well as the

lack of facilities to insure producers against non-commercial risks, which

hamper the expansion of exporis from such existing capacity.

T1. Governments might consider the establishment of the appropriate credit
facilities and the setting up of insurwnce systems that would encourage exports
from such industries. In certain areas where regional integratior. schemes are
in operation, such credit institutions might possibly be set up on a regional
basis. In some cases, additional international supply of credits or finance
may be needed to solve the problems of financing the export of products made

in developing countries through better utilization of their manufacturing

capacity.

3. Better utilization of installed capacity through promotion
of multi-shift work

78.  In many cases, the introduction of multi-shift work should considerably
increase the rate of utilization of installed capacity, particularly for the
production of export goods. But there are many conditions which bring the
problem of multi~-shift work to the level of national policy-making authorities.
If all enterprises work one shift, one enterprise cannot introduce the second
ghift even if technical and economic considerations justify it and there are
real prospects of exporting the goods produced vy the second shift. Jovernments
might provide incentives for the encouragement of multi-shift work, and might
congider the review of existing labour laws and regulations and the introduc-
tion of new ones which would facilitate multi-shift work and would, together
with appropriate incentives, make it attractive to workers. In certain cases,
the introduction of multi-shift work may depend upon the appropriate develop-

ment of infrastructure.
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B. Industries (at the enterprise level

1. Close co-operation with national policy-making and planning
authoriti-s

79. Individual enterprises and their co-operative organizations will be well
adviged to estahlish close co-operation with the national planning authorities
80 as to prevent mistakes in investment decisiors which may turn out to be

costly to the economy as a whole as well as to themselves.

80. The form of co-operation between the individual enterprises and the
Government will vary with the extent of government planning and iatervention,
but a certain desmee of co-operation and co-ordination is essential if waste-
?ul duplication of productive facilities and harmful competition are to be
avoided, and if scattered resources are to be combined successfully in a

co-ordinated export drive.

2. Improvement of inplant co—ordination of planning and production

81. It is advisable to the management of individual enterprises to check
periodically the productive capacity of different departments and production
lines of the enterprise in order to reveal bottlenecks, to eliminate excess
capacity due to inplant imbalance in installed equipment, and to increase pro=-

duction provided il can be sold on the domestic market or exported.

82. The special attention of the management is called to the importance of

pre-production planning for each department and the co-ordination of time funo-
tioning between the various departments and production lines in order to prevent
non-utilization of capacity resulting from interruptions of the interplant flow

of materials and intermediate products.

3, Diversification

83, Companies suffering from excess capacity due to insufficient demend feor
their major product could diversify their output to include products which are

in demand abroad.

84. Some industries are, of course, more suitable for diversification than
others, and the adaptability of an enterprise to diversify output needs to be
carefully analysed by engineering experts before installing any new equipmen?.
In some cases it is possible to completely switch production to a more sophis-

ticated product with a larger value-zdded component.
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4. Narketing asresmenia

85. In addition to joint marketing organisations referred to above, smaller
and medium-sized enterprises in developing countries could alsoc attempt to
negotiate with larger companies in the same industry in order to use their
marketing facilitiea, The larger international concerns, in particular, have
established over time effective marketing networks, and the possibility exists
for smaller producers in developing countries to utilize these distributiom
outlets. Agreements of this kind are likely to be feasible wherever some form
of production liaison exists between the large and small enterprises, for

sxample, subcontracting agreements.

5. lInsroduyotjon of quantitative control techniguss

86. Many enterprises in developing countries are unacquainted with modern

ocost accounting methods and other accounting and quantitative control methods.
They are therefore often unaware of the fact that exports priced at their real
economic cost to the enterprise could be profitable, or of other ways in whioch

enterprise performance may be improved.

6. Specialization in non-standapd sises and srades of arodugia

87. The market for certain non-standard sizes and grades of products is eoftea

400 limited to make it profitable for large--scale producers in the industrial-
ised countries to supply them, except at relatively high prices. BEnterprises
in developing countries having axcess capacity are often smaller in scale and
more versatile in their production capabilities, and would be well advised to
study the subetantial opportunities for exports afforded by such specialised
products.

88, Market ~tudies for individual industries should bs carried out, poseibly

on a joint basis for a number of enterprises in the same branch of industry.

89. The operational activities undertaken upon requast by Uovermments of the
developing countrias for technical assistance should be given first priority,
and supporting activities should be action-oriented to give a better under-
standing of the ways and means of utilising excess capacity for the produstiiea
of export goods.




1. Samcadimeal ssiixiliss
(o) Assistamce is isscsxing ssthefe af scaleaiien

90. UNIDD should be in a poesition te offer teshmnical asseistames to dvveleping

countrios for the improvement of methods of production aleng the lines of the
recemmendat ions contained in the two previous chapters in order that idle cege-
eity could be used to0 pruduce cempetitive goeds. This ineludes iater Alls
assistames in the intreduction of modern metheds of productiion sontrel in Quam~
titative and quaiitative tsrms, the improvement of labour produciivity include
ing sctual demengtrations by experienced wverhers fren other sountirits and e

trensfer of modern technology.

(») Case atudies
91, UNIND could, upon roquest of the Govelepiag comiries, ¢carvy ol s
studios in depth Ln order %o threw nore light en Vhe causes of oncess capasily
in & particular industry and itV effeets am the precess of induetrial grewth.
™eooe studies could be comducied at the level of an industrial sector, with
the ok ject of identifying those manufacturing enterprises which are runniag
woll below their Pull capacity or have failed completely after a short trial
poriod, Mt could produce goods for empert,

92, Such studies would aseist in utilising szcess capacity for exports in
soveral ways. Studies at the sector level could provide the basis for furtnes
toohnical asesistances in the fiela of iadustrial policies. Ytudies at the
onterprise level could provide the basis for direct assistance to the enter-
prises cencerned with a view to raising their rates of utilisation and divest-
ing the additional output to emports. Second, case studies beginaing with the
investment decision process would pinpeint planniang and operational errors
whioh could be avoided in the future. Third, a comparative analysis of the
cane studics of enterprises will supplement the industry studies, 'hrow light
on the working of the existiny economic institutions - governmeantal and pri-
vate - and permit 2 reappraisel of exzisting pelicies.

(o) Bumari assisiance A Ahe Ciald of AndusiZisl elliax
93, WMIBO, jeintly with other ‘mited Nations agencies, should be able Ve
rondeor ompert assistance to the developing couatries upom their reguest, %o
work out special arrangements in the field of iadustrial pelicy in the light
of the rocemmendations centained in paves. 62-64 and TO-7) of this repest.




9. Upsn requeste of devei ping ~ountries, 'MIDD should undertake techmiocal
eppdotance pro jects aiming at the identification of exportable poteatials of

emioting excess capacity, iaciuding the amalysis of fore.gn demand (joinsly
with UWCTAD) for the goods which zan be produced using excess capacity.

(o) Badbi-shAft worx
”. 1f requested, ™MIDD jointly with ILO should provide technical assistamce

mabling developing ~ountries to preduce gecds for export introdueing multi-
ift work for better utilization of industrial capacity at their disposal.

96. Bxperience gained by MIDD while sscemplishing technical assistance
prejecte should be analysed and used to work out recommendations to other

taduetrieos and countries.

97. UNIDD's findings nould be diseemineted, with due diseretion, to intesreeted
bedios in developing countries, and the availability of sush information, on an
patermational ly comparable basis, would be of great help to the developing soun—
SPies themselves in their efforte to cope with the problem of excess capacity,
end provide a firmer empirical dechground for UNIBO's techniocal assietance
ostivities.

(o) Anakzass of indusizial. fablages
98, In view of the great diversity of ferws in whish emsess capmeity esiste
ta Goveloping "omtries, a systematic collection of information on industrial
failures is neeced, as well as an snalyeis of the reasons for the cawplete
taebility to utilise production capacity. This analysie should start with a
eritical appraisal of pre-investment studies, :onducted for failied enterprises,
and ond wilh the study of recent changes in the economi: and market situatiom
if it osused these enterpriscs to close down.

». Such ~ase studies would have to be ~arried out with the ~lose co-operation
of UNIDD oxperte in the field and the |ocal orgenisatioms, govermmental as well
as private, of the countries comcerned.
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100. Induwetrial co~operation betwesn neighbouring countiries is gemerily
suppened t5 bring about fuller wee of existimg capacity and Vo preveat ihe

emergonce of unwanted capacities. Where such regional or subregional se-
spearation exiats or where the atmosphere i1s favourable in the sense that

there is room for practical negotiations on Tuture co-operntive arrangements,
oquipment inveatories ould be prepared 1n seiected induatries, such as feriile
isere, chemicals, —ement and certain metal imdustries. Work of this type i»
alresdy under way 1n some reglonal sconomic commissions, and UNIDO ocould develep

its se~operation with these organizations 1a this Tield.

(¢) Meducing costs and simplifying proeedures of expert
101. UNIDO, jointly with 'NCTAD, ould undertake a study om measures whieh
could help the devel ping “ountries to reduce all additiemal r~oets cenneeted
with the marketing of their gooda abroad, including packaging and Vreanepert
ciets, insurance noats, redit costs, brokerage etc., amd alse to suggeed

siaplifying of export/import procedures.

102, A cloee relationahip should be established with national inetitetions,
research aad information ~entres and private industrial aseeciatiome, whieh
worild permit NIDO to colient and analyse infomation on a national and inter-

national level on the probtlem of excess capacity.

10}, UWIDO should initiate the systematic cellection of gtatistical and other
information on excess capacity in the developing countries amd on the emperiemee
of ite utilization for export production, and should establish a system fer dieo-
seminating this information among the develeping ceuniries.

(o) Zsminaz

104. A seminar for govermment officials dealing with the predbieme of indus-
trial policy, economic plamning and programming, with lectures and discussions
by enperts is desirable fur s group of countries with an especially high level
of capacity under-utilization. The seminar would provide lectures and discue~
sions on how to measure capacity and 1ts utilization; how $6 use idle capesiVy
for emport production; how to reduce imbalances in the cconeny and in an indi-
vidual enterprise ote.
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(7) intesnatismel Andusizial io-smaraiise

). Using the contacts and experiences N1DO has scowmulated while studying
e pegeidilities of promoting intermational co—-operation between the indue-
Sries of dii ‘erent countries, special measures should be ‘aken jnier alia

%0 achiave 1 better utilisation of installed capacity through international
so~epdination of production, subcontracting syetems, and the productiom of
siapler parte and components in developing countries for mere sophisticated
goode preduced in developed countries.

(a)

W6, Utilisation of excess “apacity for export is a complex problem whieh

ahonld e simultanecusly approached from many different angles. It has a pre-
@astion sapect, a statistical measursment aspect, a trade aspect, a wsocial
aspeoct otc. Therefore, NIDO should no—operate with other 'Inited Nations
agencies and the specializsed agencies which specialize in the corresponding
matters (UNCTAD, 3tatistical Office of the 'Inited Nations Regional Economic
Cemmissions, [L0O and s0 on) for a successful solution to this problem. This
oo~operation should be 1n the form of joint projects of technical aeeistance
wndertaon upon request of developing countries as well as in the form of joind
projects of a supporting character, as for example the organisation of the
seminar propesed above. (C, 2 (e)).
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giatement of Gen. Edmundo de Macedo Soares e Silva,
Minister of Industry and Commerce

The realization in Brazil of this high level meeting, sponsored by UNIDO,
{8 a cause of pride for the people and the Government of this country. At the
same time, we will be offered an opportunity to absorb the knowledge of highly
qualified experts coming from several parts of the developed and developing

nations.

Although your stay among us will be a short one, you will be able to
feel the effort that this country is exerting in order to change its produc-
tion structure through industrialization, Allow me, therefore, to offer you

some data about the nature and intensity of this effort.

Prom 1957 to 1966, industrial production more than doubled in Brazil,
and the secondary sector of the Brazilian economy began to represent one
third of the nation'’s wealth, This rapid growth was observed when we started
to produce within the country goods which were formerly imported. We pro-
ceeded from the production of consumer goods, durable and non-durahle, of
small technological value and low capital density, to the production of equip-

ment and heavy machinery, which now supplies a large part of cur needs.

In short, exchangse difficulties created the conditions whereby Brazilian
entrepreneurs and foreign investors took the opportunity to fill the void left

by lack of imports.

The real utilization of the Brazilian market by domestic production
enabled a congiderable mass of labourers, who would otherwise be doomed to
rural under-employment, to enter the work market, raising consequently the

internal consumption of goods,

In honesty [ should tell you that the way followed by Brazil in its
development is far from being an ideal pattern for those countries that

wtidergo similar phases of economic transition.

We failed to understand at the proper time the real meaning of the
problem in order to avoid certain structural distortions. We might point
out the lack of interest for the agricultural sector, which was unable to
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follow the real growth of income and the population increase; the delayed
expansion of basic structure, specially that related to power, transportation
and communications; the progressive compression of imports, and the insuffi-

cient professional training of manpower.

The Government itself was also hindered in starting its promotional
policy, since it was confrorted with an obsolete and inadequate administra-
tive set-up. The revamping cf the system of taxation and customs and monetary
regulations was slow and difficult because of adverse factors in the legisla-

tive area and even in the executive area.

Moreover, and above all, we let ourselves be led by the inflationary
illusion. Many people took the industrial upsurge for unlimited inflation
and only when the process reached its climax, with an inflationary rate of
100 per ce:t per year was the illusion broken. The inevitable results
were social disordere, stagnation of investments, decapitalization and a

setback in industrial production.

We had to choose a powerful medicine with painful effects on private
and governmental sectors. It is not easy, as you know, to compress public
expenses, raise taxes, institute austerity in wages and credit, and in doing
80 disregard the claims of industries which did not adjust themselves to the

new situation,

On the other hand, the entrepreneurs had to give up the usual price
increases, speculative stockpiling and abusive use of other people’s capital

instead of their own.

Fortunately, the Lardest problems of this period had been successfully
overcome along with the neutralization of the larger inflationary spots.
The present Government isg interested in giving to the country an updated
institutional set-up which will support and promote the creative impetus of
Brazilian men of industry. For this purpose, several important improvements

were made in the system of taxation, money and administration,

Now we reap the first results. If the initial measures caused a
decrease in demand, including the closing of low prcduc. vity enterprises,
on the other hand, they induced the industrialists to exam. e their struc-
tures with greater care, aiming at better use of labour and equipment, which

were in several enterprises obsclete and of low-rentability. The prooess of
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read justment to the new economic policy, in spite of all precautions taken,
caused in 1965 a decrease of production of about 4.7 per cent which was

recovered in 1966. In 1968, we attained an industrial growth of 15.4 per cent

over that of the previous year.

This is the great challenge that faces the Brazilian industrial sector:
In order to maintain a cumulative growth process, the country'’s production must
become accessible to the great mass of population and in this process the
labour power be liberated from the agricultural and livestock raising sectors.
According t s*udies made by ECLAy, only 10 per cent of our population shares
in full our .'ndustrial products market. The remaining 90 per cent are unable
to absorb manufactured articles other than those of general use, such as

textiles, shoes etc.

The main factors that will keep the Brazilian industry in constant
expansion are its capacity to modernize, to incorporate new technology and to
acquire new administrative and managerial methods - in other words to strive
to attain constant improvement of productivity coupled with real cost reduc-
tion and, from there on, reach production scales in accordance with interna-

tional standards.

From this picture, you may well imagine the high degree of interest we

have in the present meeting on the subject of excess capacity in industry.

You are well aware that the problem of excess capacity in the Brazilian
industry cannot be detached from the typical aspects of an under-developed
economy where, in certain sectors, industries of widely different degrees of
productivity coexist. Imperfect competion permits that, in these sectors,
prices be fixed in consideration of the enterprises of lowest capacity; thus
their survival is assured and high profits are yielded to those who have

modernized.

The adoption of technologically accurate production methods is rather
recent in the Brazilian industrial system. Indeed, they only began to be
adopted when the large—scale steel, mechanical and automobile indusiries were
installed. O0ld workshops and small enterprises ventured into industrial
production without having had time, capital or competitors' pressure to reach

high rentability standards.

1/ UN Economic Cemmission for Latin Amerioa.
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Recent studies have shown the consequences of this policy, which
resulted in low utilization of installed capacity, in an under-developed
country, and in multiplication of low productivity small industries. Even
in industrial fields where modern factories were organized along with
technical administration and mass production capacity, the favourable effects
of scale economy were impaired owing to the maintenance of otsolete produc-
tion systems. We maintained what was defined by ECLA as a technological
duality, which permitted the existence of enterprises of very dissimilar

sizes, organizations and technical foundations,

The integration of the internal domestic market, the leading purpose
of the Brazilian Government, and the correction of the above distortions, are
already opening the way to a phase of capitalist production far more advanced,
that is, one which keeps the goal of profit but by means of competition linked
with technology. Another alternative, which is already becoming feasible for
more dynamic sectors of the Brazilian industry, is that of exportation. The
new governmental policy in this area has already created attractive conditions,
through tax exemptions and financing for the entrepreneurs who launched them-
gelves into the struggle for the manufactured goods markets. As a result,
Brazilian industrial exportation rose from US$39 million in 1963 to US$150
million in 1968. We will strive for much more and, also in this field, your

help may prove invaluahle.

Allow me now to wish you much success in your work and a very happy

stay in our country.

AR ER
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ALLERA

Organisation of the meeting and adoption of the agenda.
Oeneral discussion aimed at:

s)

b)

o)
d)

Assessing the actual situation in capacity utilisation with regapd %e
its importance for the economy of different countries and within
different branches of industiry;

Identification of the issues relating to the utilization of exocess
oapacity for the production of goods for export;

Establishment oi the priorities in dealing with these issues;

Clarification of the scope of problems to be dealt with by the meeting

in order to draw up a programme of action for the utilisation of emcees
oapacity for export.

Main issues of capacity utilization for export:

s)

b)

0)

Methodological and statistical problems connected with the definition

of capacity and ihe measurement and estimation of capacity utilisation;
Main causes of capacity under-utilization; the ways and means of
diagnosis;

Measures to convert idle capacities into production of export goeds.

Concluding items:

s)
b)

o) Adoption of the report;

Recommendations to developing countries;
Recommendations for UNIDO's actions;
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Provisional Agenda
Provigional list of participante
Provigional list of doouments

Ways and meane for fuller utilisstion of covese eagasity
in engineering industries

Eneoss industrial capacity in India and the peseidility
of ite utilisation for expert purpeses

Capaeity utilisation in some Africear countries

Emeoss capacity - measurement, ceuses and uses: A cese
study of selected induetries in [arse!l

Industrial excess capacity and its utilisaticn for expert

™e utilisation of preduction capecity 1R Argentine
industry

™e causes of excees capacity in the manufacturing
industry

™e special nature of the fertiliser induetry in devel-
oping countriee

Emoess capacity in Brasilian induetry

Milisation of productive capacity in the Latin Ameriean
iren and steel industry

Case studies on the problem of induetrial emeess capasity
and ite utiiization
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