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l. The problem of overcoming the economic backwardoess
of Asian, African and Latin American couatries requires a
considerable growth of their general economic potential.
It is inconceivable to build up a modern economy without
substantially reising the national productivity of lsbour.
The experience of many countries shows that this rise can be
attained by expanding the technical basis of economy and
also by broadening the social division of labour, that is,
by creating an extensive complex of intercoannected indus-
tries in which the central placs is occupied by the pro-
cessing industry, md primarily by the production of machines
and equipnent thus allowing to re-equip a country's entire
economy. This implics a break up of the obsolescent
colonial economic strusture of the developing countries
snd the establishment of a new, multi-sectoral barmonious
nbmtugootibomdthndvmdtmmndup-
to-date agriculture. Thus, diversification is sn important
aspect of economic dwelopment. It creates the necessary
locomotive impulses; mskes the economy of the "third world”™
countries less vulnsrable to unfgvourable external factors
and strengthens their positions om the world market. At
the same time only a large-scale diversification of economy
can produoce a general rise in the productivity of lebour
and emsure (by building new branches)the growing able-
bodied population with jobs.
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2. Diversification of the ecomomic structure is
secured primarily through industrialisation. 1In the narrow
sense of the word, industrialisation mesns growth of the
processing industry and in the final couht: the production
of .uchinn and equipment; in the broad senss of the word
it mesns the maximum introduction of industrial methods of
production into all branches of economy. Industrialisation
results in the creation of modern branches of industry
conforming to the requirsmsnts of technical progress.

s/ The term "diversification™ is applicable not oaly
to the economy as a whole, but bo ‘its individual brenches,
to0. As Tegards diversification of industry proper, its
purpose, apert from everything else, is to despen the spe-
cialisation and co-operstion im ths production of specilic
types of finished srticles and, consequently, ensure the
BOOCessary proportionslity between different branches at all
steges of development. Diversification of agricul ture
implies the development of an exteisive and highly Mun
plant-growing and cattle-rearing complex capable of satisfy-
ing the growing requirements in food snd in isdustrial rew
materials. .

W With regard So foreign treds, diversificatioa 1s
1dsntified with brosdeaing expart nomen.lature. Ia this
respecs diversificatioa &wing the first stage my be
liaived S0 expending the variety of exported gocds. 2ut
the ultimsbe purpose ia $o improve axport, thet is, %e
Taise the quality of goods shipped out of the conmixy emd
%0 incresss the export of fiaished articles.

3. Diversificatioa of the economioc utmct:-nn is e

urgeat tesk for the developing countries. But theze is Do
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and ocannot be a single formula deterrining its scope, rates,
forns and methods acceptable to different countries. BNvery-
thing depends on the concrete conditions obtaining in each
given country, including the sisze of its territory, naturel
resources, level of economic development and coamoditly pro-
duction, accumulated national wealth, the structure of
production funds, the sise of the population and labour
reserves and the degree of participation in the asystea of
the internationsl division of lsbour. In large countries
with their big populations it is possible to diversify
economy on a greater scale. Ia small countries with their
nore limited resources and a high degree of dependences oa
the extermal market there are less possibilities for
diversification, and priority is givea to diversifying
export ivems production. Ths scale of diversification in
these countries in large measure depends on how the sdven-
tages of regional and subregional economic co-operation are
utilised and on the choics of optimum variants of speciali-
saticn and ocombination of production within the framework
of this co-operation. )
4. The promotion of ecosomic development by msens of
éiversificatiocn is 0ot coafined %o breeking uwp the ald
socnomic structure and the creatiom of msw branches; it
15 esseatial S0 preserve the required optimum preporticns
botwsen csemcmic Wranches st all stages of dsvelopasant. As
‘Wees properticas are sscertained mjor empbasis should be
nade ea Saking into eccount bdoth She curreat end perspsective
goals. It is important correctly So determins the key

industries at every stege of developmeat and single out




those which should be given priority. Obviously, to achieve

the necessary proportions, the rerults of foreign trade

and its influence on the structure of the resources which
ere at the disposel of a country should be taken into account.
!or;ign trade plays an exceptionally big role in determining
economic proportions in small countries that are more de-
pendent on the world market than the big countries are.
Therefore their crucial problem is that of instituting
effective control over their foreign trade operations.
Still, regardless of a country's size, optimum proportions
can be secured only on the basis of economic planning which
establishes a proper correlation between industry and sgri-
culture, between industry and transport, between the pro-
cessing industry and power economy, between the heavy and
the light industry, betwsen large-scale and small industry,
and between industry catering to domestic requirements and
industry producing articles for export.

s/ The problem that arises in this connection is that
of establishing special criteria to be used as a standard
for achieving these optimum proportions. It is particularly
important fov the developing countries to meke economic .
progress with the minimun of expense, without overstrain
or a slakening of the planaed retes snd to svoid upsetting
the general perspective ior their developmeat. It goes
without saying ths“ such criteris can be debermined for
various ecoasmic branches. Of imsense significance, in
particular, are the criveria of rational combimetion of
capital investments with the difrereat periods when they
are recouped, of the best proportions between c'np.ttd-
consuming and labour-consuuing types of production, of the
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profitability of various industrial or agricul tural
establishments in turning out production to replace imported
items, and so forth,

b/ 1In dstermining the perspectives of diversification
and in selecting the optimum varisnt of the order of priority
for the branches of economy, it is also necessary, where
possible, to conduc: extensive geological surveying, compile
& water and land cadaster and draw Up ak amalgamated material
and financial balance. Subsequently, as the economic struoc-
ture becomes more involved and the nsoessary data ia accu~
mlabted, these investigations can serve as & basis for
effecting a transition to more complicated forms of anslysis--
to the elaboration of perspective inter-branch balance and
a dQynamic model.

5. The observance of correst proportions in indulu'm
and sgricul tyral development scquires very great dsntncm
ia he proosas of industrialisstion. Vielation of these
proportions canses the appeeranse of weak spots in economy,
produces overstrein aad ia the loag rus leeds t
dobericratics of the gemeral cusditioms of ecomomic growth.
Precisely swch a sitvation arces ia recsat years in some
developing aress as a zesult of insufficiemt attention so
agrioul ture, perticularly to the social aspects of iis
Gevelopmeat, mnd also as o coastquence of a demographis
boom and acoelersted urbenisetios which was Dot scoompenied
N-Mmﬁh#tﬁm. Ooafroated with o
serious food crisis, mamy dovelopiag coumtries are con-
csatrating etteation e sgricul tural piroduction. Yet the
aooént oo agricultussl Govelepmsat censot replace the




fundamental oourse of effecting en all-round industrialisa-
tioa of the developing couantries.

a/ Historical experience shows that to promote agri-
culture it is necessary first and foremost to effect
r.:nc.l agrarisn reforms of the archaic institutes of land-
ownership and land-tenure on a just democratic basis. This
includes abolitiom of the parssitical systew of landlord
property rights, middlessa-extortionsrs and speculators,
the eredication of sheckling reat relations, creation of
naterial isceatives for the peaseals, unification of
peesants iato co-operatives and the establishment of large
faran producing a high merketsble surplus. Agricultural |
developmsat necessitates mobilisatiocn of funds aad large
capital investmeats, a part of which might come from direct
labour iovestmats. It is likewise essential to0 teach the
peasants to read and write, to give them a kncwledge of
modern methods of plant-growing and cattle-rearing, and to
supply egriculture with an adequate number of mmh.
livestock experts and efficient and honest executives.
Minally, no small role ia reuising egricul turel pn&ntm
is played b the dovel opment of iadustries thet will swpply
agricul ture with implements aand fertilisers and prooess
agricul tural produce.

W The patvers of sgricuitural preductien, She degree
and exbent of its diversification, the cerrelatica betwem
pleat-growing and cattle-zearing, sad Letweer food and
industrial orops, are all prehblems weee sclutioa, agbaumlly,
depends oa the consrete conditieas ia egch givea coumtey.
At the same time thfwtoda‘rlaituda-
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materials cannot be the sole argument for giving priority
development to this or that branch of agriculture. It is
important to teke into account the natural conditions and
the habits of work of the population, on the one hand, and
the possible sdvantages arising from the economically
Justified participation in the intermational division of
labour, on the other. It is likewise necessary to take into
account the correlation between production expenses mid *he
prices of imported foodstuffs, with due consideration,
naturally, for their perspective changes. At the same time
some developing countries have the ngtural desire to secure
independence in the matter of food supply and no loanger be
dependent on the advanced capitalist countries which some-
times use the developing countries' shortege of food to
achieve their owm selfish aims.

6. Wat industries—the 1light or the beavy-—snhould be
given priority at the outset of industrialisation? &pecial-
ists heve different opinions on this issus. Some give pre-
ferenoce to the light industry, othuers say that heavy industry
eaterprises can be built as early as at the initial stage
of industriglisatioa. DBeth courses, undoudtedly, have their
positive amd negative aspecta. The experience of the
Usfi. 8.1, and soms other countries shows that there is oo
-dtamqmm&amwn stagos,
frem the developmens of the small, light iadustry So the
emvoation of the big, ey industry. N drewisng wpon modera
ssisatific end deshaical sshiovemesats it is coxrtaialy
possible 12 sems cases o Wuild ast caly light bus also

avy iadustzy ecateryrises cven during We first sSage of



industrialisation. This course accelerates developmsat

insofar as it promotes the technical rearmament of other
branches of economy. Much also depends on the sise of a
given country and its specific features. JFor most countries,
ap;mntly, the problea is that of finding the optimum
correiation between both groups of branches at each stage

of developmeant by taking iato acocount their limited rescurces
and the pattern of the demand for basic manufectured goods.
‘When determining these proportiocas the technical and ecocoomic
peculiarities of one or another group of industrial braaches
bave to be taken into acocomat.

o/ lsny light industry branches process local agri~
cultural raw materials Shus stimulating progress in sgricul-
ture. The growsh of the light industry makes it possible
gradually to reduce the imports of consumer goods and thus
save foreign curreacy which is very much oeseded for the
purchase of capital goods. Light industry eaterprises, as
a rile, do not require large capital investments and 't is
easier to trein persocanel for them. Investmsats ia the
1ight iasdustry are feirly quickly recouped ssd thea lesd %
an ealargement of Whe general accumilatioa fund., e sise
of the capital in Serms of one work place is sagller h.ih
light than in the hegvy industry. Considering that the
productioa of consumer oods requires more labour cutlays
the light iadustry eaterprises play a greater part ia pso-
moting employmsat. It is also important noS to leeve ous
of caloulation the bomds bebweea some light industry
branches and the traditiczal handicrafts and domestic
industry. JFinally, iigat industry ont:or,zrius'c. bring
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is @ profit ovea when the coasumer markst is not too exten-
sive. Ocasequeatly, all coumatriss are fully capable of

developiag their light industry. This prospect is partiow-
larly sppealing % small ccuatrise. Nt all by iSaslf the
premotion of the light iadustry ecsmmot create ocoanditions

casuriag a repid rise of lebour prodwctivity oa a nation-
wide scals.

W The moet dynemic factor of ecomomic pregress are
iadustries mesufacturing machisnss sad oguipmeat. They gxe
the wotive feree of techmical aad commemic progrees aad
create csaditiocas for raisiag lebour preductivitsy ia all
‘uenches of cccasny. IS is possible o eskieve a geasrul
ssssleratica of cosnsmis grewth ealy by giviag priority
dovelepmsat 40 the production of cepital goods, Af =t ia
-muu.ncmmuwma_
oscasmis eo-Qperatica. This is bosme out by Whe Wheory ead
presties of Whe edvaneed countries. The growth of e beavy
industry is, of csurse, asccmpenied Wy ocertaia 4iffiocul sies.
IS roquizes lazge cepitel imvestmests reccupeble after leag
perisds, expsasive jmperted plens, & lange sumber of highly-
gulified specialiste, and wide censumer marints, csagideriag
et ealy veuy longe enbemyrises ase prefiteble. Iseover,
the fastewr ssisabific and tochaisal poegress, e digper,
a8 a Jule, e the cpiizmm slass of prefitedio eabemprises.
IS bossmes nossenesy o build gooups or camplemes of iates-
csnnseted entomperises. The hoewy iadustsy requises mmeh
2000 cgpitul then menpouer and “Woufess ot £imet plays &
selatively sasller part then She light iadustzy ia preastiag
cuplegmeat. It gl) thees puchiens Wy 20 moens Sotmast
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from the heavy industry's beneficiel influence oa economic
progress. They only create the need for a parcicularly
careful assessment of the requirements and the possibilitiss
of one or another country at all stages of developmeat.

. ¢/ Today only a few and the biggest developing coun-
tries such as Indi., Brasil, Pakistan and Indonesia, have
the real possibility to build up a key heavy industry complex
producing the required economic effect. At every stage of
development it is tremendously impo.tant correctly to deter-
aine the key, specific brancles with an eye to the inter-
national division of labour and its develoyment trends.
Of course, in the initisl stage much depends on what nstural
resources a country has at its disposal. 1In the oil-producing
couantries, for example, it is possible to bulld groups of
up~-to-date petro-cheamical factories. In this case the sise
and the trends of development of the national markets cea
serve as a corrextive factor. Later oa natural resources
will oot exsrt such a powerful influence oa the sectoral
structure of industry. A much g-eater role will bde played
by such factors of industrial prosress as the incrensed
economic potential of a country and the capecity o its
market, productioa lioks within a given industrial complex
snd the demands of the world market. As regards small
couatries, the creatioca of heavy industry eaterprises there
largely depends oa the possibilities, the scale and rates
of developaent of regional sad subregional economic co-
operation. Im conditions of such co-operation zaay countriss
can utilise the fundamentsl sdvantages arising from the more
intensive develicpasat of the heavy iadustry.




d/ We cannot endorse the views of those econoaists
who assert that industrialisation of the "third world"
countries should be limited to the promotion of 1light
industry and infra-structure. By maintaining this stand
they either intentionally or unintentionally attempt to
substantiate and to perpetuate the economic backwardness
of the developing countries, something that would inevitably
preserve them as objects of exploitation by the advanced
capitalist countries. Suck views cripple prospects for
further economic growth, and fetter the enthusiasm of the
champions of economic independence.

7. An important problem is to achieve a proper cor-
relation between large and small-scale procuction. Ihe
strategy of industrial development necesc.rily bhas to be
worked out witl due comnsideratiom for two cardinal factors,
Pirst, the ceveloping countries are coafroated with the
problem of rapidly boosting the social productivity of
labour. Second, they have to ensure the able-bodied popu-
lation with jobs. There is and will be for a loog time yet

\ a definite contradiction Letwaen these two imperatives.
Thore are a anunber of ways to resolve this coatradictioa.
Pron the ncint of view of historicel perspective a decisive
role in reconsiling tois contradiction has to be nlayed

by Ligher labour productivity im key industries ooupled

with Ireater employment througk diversificatioa of ecenomy

and prcooticl and expansion of new branches. Bat oftes,
oviag to lizited rescurces, tLis course will not fully |

solve thz crobles ol empioymeat. Appareatly, Uinrefere, ia v
some instznses -roti of employmeant will have to be essured




through the establishment of small enterprises requiring
small capital invesctments and where the productivity of
15bour will not be very high. Owing to the hListorical tra-
ditions deriving from the development of bancicraft., enizr-
prises of this sort may h:ve good prospects for =marxetin,
the ir produce. Naturally, handicrafts snc the smalli-scaie
industry can be use¢ as a means for drawing more lsbour and
natural resources into ecomomy thus increasing the geaera
volume of production and bousting employmeat. In this cop-
nection the problez of exaployment of the rurai sopulation,
particularly betvween tre ssasuin: vren farm vwors at its
asigpnt, merit: :zerious attenvion. It iz obvicus, aevarthe-
~-e3€, thot Tty tois wiy alcze, or prizarily by this war, it
‘a1 te Ilmpo:i.idl: T: 2asure a genuine econ:mic ursurgs

20C ¢ ‘rovin cf trocuctica and to assure the Lavtier - ciwnce

(24

TI comret: in t.: world market. ractice sghovs tolt iF
ttestica i: Joucentrated oaly on sma..-scaie oooCusicl
tciz micit 1:ad to an ineffective use (frox ti: oimt o:
visw Of raising labour rcrocuctivit: anl creaticc af aew
wori -.aces) of toe a.ready lirmited accurulaiion fﬁnd.
&mal.~-scale inoustry frequently recuires subsicdies aanc graats
wbick diverts funds from being invested in ti3 aevelopment
o:,-odcrn large-scale incustry. Moreover, if contempl.ated
ia perspective, priority, or exclusive development of
lsbour-consuming tSypes of productioa does not provide a
redical selutioa to the prodblem of employment. It cam be
solved oaly if there is a general substantial rise of the
esconumic potential of a country (or a group of small
countries) on the basit 0! large-scale ndmcrﬁ. In view

of the adbove .t is expalisct o introliuce orgszisstional
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msasures to stimulate and heighten the effectivity of
small-scale production such as co-operation and specialisa-
tica of small-scale and handicrefts industries producing
consuner goods for internal consumption and for export.
Aloagside of this it is possible to encourage the develop-
sent of small enterprises turning out bhalf-finished proaucts
or making parts of equipment for large-scale industry in
conformity with long-tera contracts. This creates pre-
requisites for such small enterprices greadually becoming

a sort of workshops of large factories. Anaiogous results
aay be obtained by consistently pursuing a policy of filling
up industrial estates with more homogeasous or mutually-
supplementing workshops. As these rorkshops are outiitted
with efficient equipment, esploy larger numbers of more
qualified personnel and cxput: my may become an integral
part of a large eaterprise. This is ooe of tne probable
ways of the developnent of small-scale production imto
large-scale enterprises. Likewise, of great importance

are such problems as providing the smalli-scale industry
with en adequate number of qualified executives, supplying
it with raw materials, squipment, tools, organising repairs
and maintensnce, and the like.

8. Specific peculiarities attend the diversificatioca
of those developing countries that are greatly dependent ocn
the export of one or two types of foodstuffs or raw maderials.
Their economies are highly seansitive to the fluctuations of
prices on agricultural products and raw materials on the
world merket. Their welfare depeands directly on the demand
for sbeir s.ods and freguently om those foreign monopolies
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that control their production and sales. Yet it would have
been inopportune to relax attention, particularly during the
first stages of economic development, towards the procuction
of _these comnodities wnici are the chief source of foreign
currency for many developing countries. Their export
branches have been formed in corresponding natursl condi-
tions (climate, soil, minerals) and as s rule have a higher
productivity of labour than in the economic sector catering
£o the ianteraal market. It is also natural to take into
account the level of employment in the export branches, the
worx habite of the local population and the existence in
soxne countries of large capacities for the primery processing
of rav zaterials. 7That is most important, however, is that
tle trzditional export branches of the deve.oping countries
account for a consiacerable part of their national incomes.
Hence, th« logic of economic developuent dictates the need
to neutralise the nesative consecuences of specialisation
in the proguction of oaly one type of commodity, on the one
fhand, and the maximun and eflicient use of the existing
export branches for uccuaulatias resources, for spc.eding

up the develo-rent of other braanches of economy and
accelerating economic progres., on the other band. It

will probably bc best to use tue receipts from the sale of
traditional exports not oaly, and perhaps not so much for
modernising their production, but also to make substantial
iavestments into other branches of economy, including the
procesaing industry and thus diversify the entire economic
structure.
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9. Objectively the industrialisatioa in the developing
countries has an enti-import trend, i.e., it results in the
replscecent of the imported goods with locally-produced
items. The cstablisiment of the corresponding braanches to
replace inmports is often regarded as an important measure
tending to weaken a country's dependence on the world
market.

a/ Still, this does not signify that any replacement
of import by domestic production should be considered
economically justifisble. In order to pursue an anti-import
poiicy many factore hgve to be taken into account. It is
of priaary iaportance to eansure proper co-ordination between
the existing and the newly-created enterprises, and parti-
cularly to keep industrial enterprises fully supplied with
rav 2averials and fuel, otherwice it might turn out that the
currency saved by curtailing the imports of finished goods
might be either fully, or to a larve extent be brought to
naughbt due to increased outlays for imports of the required
raw materials, fuel, or half-finished products. It is just
as important to calgulate the general volume of investments
in the basic and circulating funds, including foreign
currency expenditures, and the period of recoupment of the
planned investments. PFinally, it has to be stressed that,
a8 a rule, profitability of producing commoditises to replace
imports canaot be schieved through Luilding individual,
scattered factories. 1t requires the construction of a
large group of intercoanected eaterprises. If this is oot
done it may ha;pen that iastead of cutting down its foreign
currency outlays a country will have to increase them.




Moreover, non-complex industrisl development lowers the
esconomic efficiency of industrislisation. Thus, once
again it is the question of observing proper proportions,
this time between the import and the "anti-import" branches
of. economy.

b/ When working out snd carrying through the policy
of creating industries whose output would replsce imported
goods, it is doubtful whether it would be correct merely to
compare direct expenaitures with the outlays for the import
of one or another cammodity. It is in the national
interests of the developing countries to demonstrate a
broader approach to the solution of such questions. It will
benefit the economy as a whole not only to teke into account
the difference between.production outlays and the cost of
imports of identical or similar commodities, but also to
assess the influence each of these variants exerts on the
national income of a country. I1If a planned type of anti-
import industrial production can easure (at presext and
batter still in the future) a bigger growth of the national
income as compared with the one which might rclult; from
equal investments in the export branches, then its develop-
ment is economically justified even when the cost of the
corresponding imported items is lower (it has to be borne
in nind that this correlation will change as labour pro-
ductivity at national enterprises increases). In this
connection special atteatiom has to be attached to a study
of the cumulative impast of the newly-estadlished industrial
erterprises on other economic branches and spheres of public
activity, as well as their effect on incrusin‘g the general




volume of producticn and income, on the total curreacy
outlays, on tunz chanres in the social ctructure of sccie -y,
oc iucrzesinz exmplcymest enc tne imurovezents in tue
structure of tne i1iaternal marx:t.

10. As the develcplas couniries tui.¢ up theil .oout-
try, the more oubvivius deccme th: snortcoumings arisine trom
promoting industria.i:etion mcrely b: setting up industries
rroducing goocs to¢ replace i-portec ccm-odities. Such an
approact tc industrialisaticn lesas to difficul ties con-
pectel wiSh co-nrdination snd mutual suppiementing of
enterprises. i'creover, t. ensure the proiitsbility of
eater;rises procducing ariicles to replace imported commo-

ditiec, they often have to have capacities wkich transcena

the 1imits of tre internal muriet. Consequently sales
difficulties, wrich are & ~asic obstaclie on the road to
industria.isgti:n, fresueatly can be surmounted omly by

simultanecusly expancing the internal merket and ineressing

expurses Ca Tii soe Land, tonis might imply the need to

accelserate Sce growth <f the interna. market througk the

enforcexent of deep-gcing social and econonic changes ané

R

crimarily the sgrarisn ané tax reforms, which lead to a

zore equitable distribution of tus income, greater imvolvement

of svallable labour sad naturai resources sad the sbtepping
up of the senara. rates of economic growth. On the other
aand, it is natursi to seex a way out of the situation by
Taxing ail nessures {. sromote the export of manufactured |
€00ds inasmuch as tcic easures an scoacmicaily justifiable |

scops of production end makes it ;ossible to expend pro-
duction cuctaice the limits of the internal solvent deasnd.
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Alongside of this the deve.opment of export pulls

iodustrial production in gne young countries up to the

lJevel of wor.d :.ancards end is conducive to the introduction
of the achievements of thLe contemporary scientific and tech-
nical revolution. Without expurting manufactured goods 1t

is often ahso.utely impos:zible for trc devel:ring c.untries
to accumulate th: for¢ign cuarrency resources they need and

to im,rove thlcir oposition in the svutem of the international
division of .abcur.

1.. Foirticules: asttent..a has tc bLe tocussea o0 Pro-
noting regicna. and subregional co-operativo of s3as.
ccontries. JLe advanteges of sucr. co-cperstion consist in
that it permit. to pool fun.. for financing the copstruction
of lur e inaustrisl projects, more eflicient.y utillice
natural resources and qualiiied personne.i, eaiarge the market
capacity and, consequentl;, boust sale.. At the sam time
~~¢ it . .ities are ensured ror increasiog industrialisatiou
rates, since conditions are createc for altering the order
¢1 criority Jeve.o z.at ¢f individual branches of incustry
ané for scce.wrat.ow the comxiscioning of heavy industry
enterprises. .uLe diversific tioa of the economy of a
reg.on can be ca- ied out oo the basis of inter-astate
co-operstion anc specialisation with the best results being
obtained by co-ordinatiag macticnal economic develio went
plaas or progremses. In doing sv it is ver; ixmportant tc¢
combine the imterests of ope counsr; witt the .aterests of
the economic associstion as a aicie., The effe tivit; of
esconomic co-operation in many wa): epends oo t.e s.ocio-

econonic po.icy of “te ;:rticirating ctuntries anc, in
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particular, on their attitude to foreign capital. The latter
fector is especially significant because the imperialist
monopolies ai'e endeavouring to capitalise on the developing
countries’ inclination for economic integratioan.

&/ There may be differeant forms of regional ecoanomic
co-operation, such as construction of integrated iridustrial
complexes catering both for the inter-regional and the
foreign market (depending on the nature of production).
They include the joint estehl ishment of the economic infre-
structure of the given region (trensport, power enginesring,
waterways, and so forth) with due consideratioan being given
to the siting of new industrial enterprises snd also to the
formetion of areas specialisin_ in marketable agricul tural
crops. ido small advantages may be derived from joint sales
(on the internsl and w(rld marc:t), elaboration of a single
foreign trade policy, and so forth.

b/ The construction of inteyrated industrial complexes
may be accomplished on ‘the basis of both vertical and hori-
soatel integration. Complexes which sre crested in line with
the principle of vertical intagration, i.e., whea all
consecutive stages of processing (from the reaw material to
the end product) are performed within a single complex,
individuai eaterprises of a given region caa apecialise in
the productioa of half-finished products for the ksy eater-
prise turaing out the finished product. The for -tiea of
complexes according to the principle of horisomtal iategre-
tion (production of diverse commodities using a commoa rem
latsrisis and technological bese) caa, evideatly, be carried
out either in places where mineral rescurces are woried, in




areas of specialised farming, or omn the basis of big power
oqm complexss. Integration of production mekes it
possible to build large modern enterprises possessing a high
degree of competitiveness not caly on the internal, but also
u‘thntouipnrkoc.

" of If national eoconomic complexes within a large area
are éstablished oa the basis of inter-state sgreemsnss sad
twwehonmtoqouhs. i¢ will be asocessary %
st up an intre-natiomnal (but &y a0 msens & supra-natiocnel)
mm!cMMbMMmtd
individual countriss. Thus, the sale of commedities predeced
by integrated industrial complemes orieatated oca the
internal marimt, calls for the conclusica of iadber-stabe
agreemeats, iascluding agreemsats on deliveries amd prioces.
Another important step towards this sort of segiossl oo-
operation is the solution of the problsm of equiteble distri-
bution of the benefits prooseding from iadustrialisatioa.

12. Jor diversification to bs smocessful a coasiderehls
pert of the oountry's rescurces has o be mastered md
utilised 1n conformity with the amgent requiremeats of
oconcmic developmeat. At cach stage of dsvelepmeas it is
nscessary to Gstermins %he most effective ecensmis propos- )
51008 end %0 se¢ to it Shat they are chsssved. The selutica
of the meny-sided and complex prediems of dirersificetiea
casnot be easured hy the msxiet mschesisn, bt ealy My &
purposefri, consisteat ectivily o«f the stalde.

o/ The crestive functicas ef Whe state ia WBis mateer
begin with the elsboratics of scomemis plans smd consist of
msasures ensuring the fulfilment of these pl.l issloding
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the state's direct participation in the constructioa and
exploitation of enterprises. Planning is precisely the
Beans on whose basis the state cen define snd secure effective
eoonomic proportions. This activity implies a profound and
all-round study of the sum total of internal and external
social and political conditions and their interconnectioca
and interaction for the purpose of working out a sufficieatly
flexible and dynamic economic poliey.

b/ An important aspect of planning in the dsveloping
countries is its multifold influence on the formation of
the internal market. Mifilment of economic developmeat
plans increases the economic poteatial and enlarges the
urhé. This is achieved through eaforcement of u_»cto-
-economic reforms easuring the tresnsition of the backward
aatural economy to co'-odiey-my rails. Democratioc
reforns (more unifors distribution of income, sad others)
cbange the pattern of the consumer demand and, im particular,
result in the formation of a more extsnsive coasumer goods
market. Comssquently, a consistent policy of diversificasioa
of economy culls fop serious socio-economic reforms du‘h.
ia turn, influence the market mechasism and create canditions
ooaducive to sucoessful esonomic developmeat. Oa the other
hand, by 1ts fiscal and budget policy the state cen set wp
the required proportiocas bhtween consumptioa and ssoummlabica.

¢/ Iy taking iato actount the great economic signifi-
cance of individual heavy ibdustry beenehes aad their
ml $iplicative effect on ectdomy, She state can, in some
cases, begin setting them wp Oven if there is a leck of
solvent demand for corresponding types of commodities in




the private of the co-opsrative sector. In doing so the
state manufactures the necesssry commodities for production
purposes, partially subsidises their sales and assumes the
losses incurred. This way it somswhat brosdens the narrow
li.-.:ln of the existing sales market and creates prerequisites
for acoelerating its subsequsat developasnt. In the develop-
ing countries, however, such a policy can be conducted within
narrow limits only. The weak financial besis which the state
bas at its disposal makes protracted subsidising of the
neuly-astablished enterprises a deangercus underteking iasofar
as 1t may fatally affeot the accumulation fund and om the
competitiveness of export. One of the most complex prodlens
shich comes to the forefroat shile the strategy of iadustrial
development is designed is that of determining the mxumber

of noco-profitable eaterprisss that a cowntry cem afford to
maintain and the period of their functioniag. In every
country the correlation betweea profitable and noa-profitable
sectors depends on concrete conditions. MNany Sasks——the
traiaing of perscassl, developmsat of now erees sad the
creation of new bramches—often cemsst be salved oa &
profitable besis. Neverthsless, overy posaidility has So

be used So secure the aeximmm profitability esd efficieany
of each individual eaterprise.

&/ %o promste diversificatica the state -alse actively
influsnces the pattern of fersign ccomsmis ties. It dess so
primarily W iastisutiag rigid coatrol ever feveign twede
whose development hes & tremsadous impast e She catedlish-
Bent of genmsral econowmic properticms. A lever for regalatisg
foreign trede is the state's poliqy of p‘mm-. It 1a
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obvious that without protective tariffs and definite
financial support it is prectically impossibls for the
developing countries to set up new types of industrial pro-
Goction. Yet ths need for protectionism and subsidies
cennot push into the beckground problems oconnected with
increasing the effectivity of domsstic production and msking
the work of enterprises profitable (with valy a few temporary
exosptions). The opposite breeds parasitical seatimeats,
slows down technical progress sad pressrves outdated produc-
tica methods. Taken together all this preveats productioa
from rising to the level of world stenderds, hampers the
sxport of meoufactured goods snd lowers the gemersl ecoaomis
effectivity of industrislisatioa.

13, No matter how significest the economic amd Sech-
nical methods of diversification may be, they do not exhamst
all the meang for surwmounting ecoacmis beckwardasss aad
for schieving economic indepeadence. The suwscess of
diversification depends not oaly oa ecorrectly determialag
optimum varisats, the order of puu't. h'nlq-a oL
individual branches_of ecomcuy end hn sise of um
but in an equal degree on social and peliticel festors.
This meens conseatratiag the basic seusces of sccumlatiea
in She hends of the state, whish asts ia the iaterests of
the eatire people, subardinstiag Whe istesests of individual
proedusers to these of seciely as & whale, ereating
insentives fer ths teiling messss, duanisg them iabe
coascious sad estive pertisipetien ia state affeire, end
odusating the poeple $a Whe spiril of lehbowr eatimsliess.

It goes without sqyiag that he ways of meisl semskiag o
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society are complicated and difficult. 1In effecting

tbem the nation has to muster all its forces and often
suf fer temporary sacrifices for the Ssake of building wp

a -odcrn ¢conomy and ensuring high living standards. But
history has incontrovertibly proved that this is the only
correct way.

14. The experience of the Soviet Union convincingly
demonstrates the significance of profound socio~economic
reforms in accelerating economic progress, and the importance
of purposeful state Guidance over the rearganisation of the
backward structure aof 6conomy. Industrialisation in the
U.8.8.R., which was carried out cn the basis of a brogd
system of state Planning, sharply boosted eccnomic growth
rates. Public owoership of the basic means of production
eaabled the state to design and carry into life scientifio-
ally argumented economic developaent plens. In drawing up
the five-year plans both the §eneral perspective and cho
concrets economic tasks to be fulfilled at cach stage were
taken into account. The plans envisaged g dirfomnahod
Spproach to the relatively sdvenced Buropean part of the
country and to mwm:m. and ware fulfilled
thenks hawm and easxgy of the people. The Boviet people
coasciously somplied with the need tewporerily S0 slow dowm
mnmumuomumrumu
nmmume:a-un-. torhonﬁotwln
2p ea independent aad £l curishing Scsnany and consolidatiag
their politicel geins ia coadisions of o hostile emsirale-
ment. Bubjected o an eccscmic blookade and eoas tantly
threatened with o military atteck, the Soviet Union hed
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to do everything in its power to step up the growth of
heavy industry, including defence plants, and work to
achieve self-sufficiency in the basic products for produc-
tion and consumption needs. Relying on its own resources,
the Soviet Union, within a relatiwvely short historical
period, turned from an economically backward country into
a leading industrial power where there is full exployment
and a steadily rising scandard of living.

15. In their struggle for economic independence, the
developing countries bave loyal and powerful allies in
the person of the Soviet Union and other socialist countries
that render them constructive political, economic and tech~-
nical assistence. The economic ties between both groups of

countries are expanding from year to yu.r to their mutual
economic benefit. And although the share of the socialist
countries in the foreign trade of the developing countries
is stil]l small, its rates of growth are surpassing analogous
indices with regard to the advanced cepitslist countries.
Such an exbension of the circle of contracting parties and
the processes this fact engenders are yet snother indicator
of the diversification of the economy of the dewveloping
countries,

16. It follows from the abowe that diversification is
an extremsly izvolved and msmifold process in the ocoures
of which many factors heve %0 be takea into gocowsmt and
@ choice hes S0 bs made between the wvarious altematives.
Diversification is not sn aim ia i8self ut ¢ means for
Pessing the efficiency of economy and the national pro-
Guotivity of lebour. It is inevitshle that various
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countries use different coacrete forms and methods of
diversification. In sow* cases, possibly, ths interests

of economic development will dictate the need to refrain
from carrying out diversification during the initial stages.
On -tbo whole, if regarded in brosd histarical perspective,
0o country will be agble to overcome its economic beckward-
ness without diversifying its economy. Largely conducive to
successful diversification is pursual of a flexible and
sclentifically-grounded ecomomic poliay which rejects
routine approach and stereotype msasures, but takes into
account the varying coaditioms obtgining in different
countries at easch stage of their ecgnomic developmsant.
Diversificetion can become a truly important factor for
accelerating econocmic progress if it is carried out on the
basis of a sober appraisal of the scSval possibilities of
cde or another country and if more complicated problems

are solved gradually while the couatry accumulates streagth
and experience. Ouotuommlmdam
tiom is that of skilfully eombiaing Whe courss of creating

s new highly productive ecooomic structure with the cowntry's
ecoacmic poteatial and cbesrviag ocptimms pwoportions

botween &iffereat branches of econcmy ia She prooess of
dovel opmsat.
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l. To liquidate eoonomic backwardness in developing countries of Asia, Afrioa

end Latin America requires significant growth of the general ecconomio potential

of these oountries. Creatici ¢l .. modern econcmy s inconoeivable without a

major inorease in national labour productivity. From the experienoce of many
countries it has been found that this oan be achieved througn an inorease of technioal
potential of the national eoonomy and an increased division of labour, i.es. through
creation of a complex of interdependent industries. The central place in this
complex is ocoupied by mamufacturing industries. M rset, industries that produoce
machinery and equipment must be developed in order to fortify the national economy
of a country. The old economic structure should then be changed to make way for a
nevw atruoture composed of various industries beocsuse diversification of economy

is one of the most important aspects of economic development.

2. Diversifiocation of the economic structure is achieved in the first instance
through industrialization. In a narrow sense, industrialization means development

of mamufacturing industries by supplying them with machinery and equipment. The

tem "diversification" may be applied to a national eoonomy as a whole, or to its
individual branches. In relation to foreign trade, the term "diversification" refers
to widening the assortment of exported goods.

3. Diversification of eoonomic struoture is a pressing responaibility for developing
oountries. Threre is no single formula covering the scope, tempo, form or method
of diversification. Each aspect depends upon specific conditions within a country.

4. Eoonomio development through diversifiocation requires not only a change of the
old struoture and oreation of nev industries, but also an optimum balance between
branches of the national economy at every stage of eoconomio dsvelopment. Speocial
criteria mst be evolved to arrive at an optimum balance. Boonomio progress at the
lowest possible cost, and at the same time avoiding a lowering of the plarmed rate
of development, are especially important to developing countries. To determine the
prospeots of diversifiomtion and optimum priorities requires large-scale geologiocal
prospecting, water and land oadastre, and a oonsolidated raw matertal and financial
Anput-cutput analysis.

oo
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o Of groav importance to the procoss of Industrisliz .tisn is cles. obscrvance of the
corrsct proportinns of industry .nd cgricultur.d dev.lopment. Tvidcnec suggsts that
agricultural development requires o radic:l trunsformoti-n of .relizic institutions

of lané tenurc to place it on an quitwble democratic biels. Of ne small importance

in increasing agricultural productinn is tho devolopment of industirics t- supply
implements and fortilizers, and industrics for procossing agricultural products. As
for the structurc of agriculturul production and th: decgrce «nd scopo of its
diversification, the solution of Uhcse problems dopends upon loc:l conditions. A
demend for certain foods or agriculturzl riaw matericls must not be the only rsason for
the development of those branchos »f agiicultur: th:it pioducce such foods or raw
materials.

6. When a country begins a programmc of industrialization it is faced with the
qucstion of whether to develop light or hcavy industry first. Beth procedurcs have
positive and ncgative featurcs. Lxpericnce in the Union of Sovict Socialist Republics
and othoer Statos indicates thai a country does not nced te pass through consecutive
stages from small-scaic light industry dovelopment to larg.-scal. hcavy industry.

Using thc advances of modern science and tcchnology, some countrics construct, even

at their 1initial development stage, cntorpriscs Hf boti light .nd hicavy industry.

Many branches of light industry can be used to proc.ss loc2l agricultural raw
materials. This procedure creates a favourablc influenc: on the progress of agriculture.
Development of light industrie: permits gradual curtailment of imports of many
consumcr goods and results in savings of foreign curr:ncy to purchasc capital goods.

7. The branches of industry that produce machinery ~nd aquipment ars a dynamic
ractor in economic progruss. Acceleration of goeneril cconomic devolopment is possible
only where therc is a high rate of production of capital goods, if not in the
individual country, then at laast within i group of countrics which have common ties
through economic co-operation. This has beun proven in thoory .ud pricticc in developed
countries. Only a few large devsloping countrizs, such as Indla, Biazil, Pakistan and
Indonesia, can crvate a major complox of medern he vy industry and obtain from it
profitable econoaic results. In small doveloping countricvs, the creation of heavy

/..
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industry enterpriscs dcpends in larg. mcasurec on regional and sub-regional co-
operation and on the scopc and rite of dovelopment of such co-opcration. One cannot
agrec with the vicwpoint of sor. cconomists who belicve that tho process of
industriclization of States of b= “third world" should bc confined to light industries
and infra-structure.

8. The ratio between large-scale and small-scilc production 1s another important
consideration. The strategy of cconomic development must give consideration to

two cardinal factors. First, developing counirics must facc thc task of greatly
incroasing productivity of labour. Sccond, employment should be ensured for those

who can be gainfully cmployed. These two factors are in conflict with each other.

9. Diversification of an cconomy that has a high degrce of reliancc on exports

of one or two primary commoditics has unique problems. The logic of economic develop-
ment requires, on the one hand, that th. negative effects of specialization besed

on a single commodity export be neutrelized, and on the other hand that existing
export industries bc used with a maximum cffect for accumulation of resources for
spcedier development of other branchcs of the cconomy and acceleration of general
economic progress.

10. The industrialization process in developiig countrics frequently adhercs to
anti-import policy; in other words, it sccks to substitute scmi-domestic products

for imported goods. However, the substitution of locally produced goods may not be
aconomically justifiable. Before adopting an onti-import policy, many factors

should be taken into consideration. When implemsnting 2 policy to create import-
substitution industries, considerations other than comparison of direct costs with
expenditurcs on imports should be fully explorad.

11. As the industry in doveloping countries progresscs, disadvantages of an approach
to industrialization which restricts its activities to creating import-substitution
industrios become more apparent.

12. Economic co-oporation among smaller countries on a regional or sub-regional

basis should be cxplored by developing countrics. Forms of regional economic co-
operation vary. Soms countries develop integrated industrial complexes with production
orionted to both inter-rogional and cxternal markets. Integrated industrial complexes
may operate on the basis of both vorticd and horizontal integration.

Jon
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13. To achicevz successful diversification, it is necessary to mobilize a significant
part of a country's resources and dcploy them in accordance with the pressing demands
of economic development. Solutions to the many complicated problems of diversification
can be solved, not through the markct mechanism, but only through constructive end
continuing activities of the Statec.

14. Constructive functions of the State range from drawing up national cconomic
plans and measures to imploment them, to dircct participation in construction and
operation of plants. Planning by thc State can detcrmine and ensurc attainment

of reasonabls economic proportions. One important aspect of plamning in developing
countries is its influence on the formation of the internal marke¢. Considering

the national ecconomic importance of individual branches of heavy industry, the Stato
can in some cases create such branches even when therc is an insufficient demand for
products in both the private and tho public sector. In the interest of diversification,
the State may also influence foreign economic tics.

15. Successful diversification depands not only on adoption of optimum versions ’
priorities in developing specific branches of the economy, and the number of enter-
prises developaed, but also on social and political factors. Major scurces of
accummulation must be in the hands of the State.

16. The experience of the Union of Soviet Socialist Republics demonstrates the

need for transformation of the social and cconomic structure to accolerate economic
progress and the importance of State lcadership in remodelling a backward economic
structure.

17. In the struggle for cconomic independence, developing countries can rely on
their faithful and strong allies such as the Soviet Union and othar socialist States
Yo provide constructive political, economic and technical assistance.

18. Diversification is an extremely complicated and many-facated process that
involves a choice between various alternatives. Diversification is not an aim in
itself, but a means to achieve a higher lovel of efficiency in the national coonomy

/e
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and 2 highcr level of productivity. Spocific forms and the roads to diversification

will invoriably bc different. In some c2scs,
diversificetion is undcsirable. Gonerally

c backwardngss without

+h. intercsts of cconomic dovelopment

will indicatc thzi a programmc of immediate
enking, however, no country will bc able to climinatc cconomi

o of diversification of its national cconomy.
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