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EXPLANATORY NOTES 

Unless otherwise indicated "developing countries" refers to countries 
in Africa (excluding South Africa), Asia (excluding Japan) and Latin America. 

"Developed market economies" include Australia, Canada, Japan, New 
Zealand, South Africa, the United States and Western Europe. 

The term "centrally planned economies" refers to the Union of Soviet 
Socialist Republics and Eastern Europe. Unless otherwise indicated, data 
for the centrally planned economies exclude mainland China. 

The term "billion" signifies a thousand million. 
ISIC refers to the International Standard Industrial Classification. 
SITC refers to the Standard International Trade Classification. 
Inclusion of a particular country or territory in any economic or geograph- 

ical grouping (or its exclusion) has been dictated by considerations of 
availability of comparable data in statistics of the United Nations and other 
international agencies. 

Countries are referred to by their titles at the time the relevant data 
were collected. 

Exchange rates used in computations in this survey relate to those before 
currency devaluation of November 1967. 
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Chapter I 

REGENT TRENDS IN INDUSTRIAL 
PRODUCTION AND DEMAND IN DEVELOPING 

COUNTRIES 

A. THE GROWTH OF INDUSTRIAL PRODUCTION 

Growth rates in manufacturing 
In recent yean the developing countries have made undoubted 

progresi in their effort to introduce a significant industrial sector into 
their economies. This is indicated by their annual growth rate for manu- 
facturing output, which was almost 7 per cent in the ten years up to 
1965, the mid-point of the United Nations Development Decade1 (see 
table 1), and which did not slacken off in the mid-1960's. It is not the 
purpose of this survey to pass judgement on the adequacy of 7 per cent 
growth of industrialization in the developing countries. However, it may be 
suggested that immediate self-congratulation is hardly appropriate. 

An optimistic reaction to this expansion might be prompted, in part, 
by the fact that over the period 1955—1964, the growth rate of manu- 
facturing was significantly higher in developing countries than in the 
developed market economies, where it was only about 5 per cent a 
year. However, the base to which this latter growth was added was 
about ten times the size of the manufacturing base of developing countries. 
Consequently, in achieving a 7 per cent annual growth rate in 1955— 
1964, developing countries produced an increased volume of manu- 
factured goods equivalent to only one seventh of the increment produ- 
ced by the developed market economies in the same period. Further- 
more, the centrally planned economies not only had a considerably 

1 The period 1960-1970 was designated by the General Assembly as "the United 
Nations Development Decade, in which Member Sute» and their peoples will inten- 
sify their efforts to mobilise and to sustain support for the measures required on the 
pert of both developed and developing countries to accelerate progrese towards self- 
sustaining growth of the economy or the individual nations and their social advance- GCOIIOlfiY 

(resolution 1710 (XVI) of 19 1961). 
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TABLE 1. GROWTH OF MANUFACTURING AND INDUSTRIAL PRODUCTION BY MAJOR RE- 
GIONS, 1938-1966 

(Average annual change in indix numbers between the dates indicated)0 

JtfsWt/aWtarMf ÉwdbctftM^ InàutrUl pnimîim i* 

DtttèêÊiuâ AJMìMW cmtrmlij 
jif—iirf W*W 

1938 and 1948.  . 4 4 4 4 
1948 and 1950 .  . 7 7 7 8 ... . . . 
1950 and 1951 .  .  . 8 9 9 9 17 11 
1951 and 1952 .  . 1 2 2 3 14 5 
1952 and 1953.  .  . S 8 8 7 12 8 
1953 and 1954 .  .  . 9 — — 1 11 3 
1934 and 1955 .  . .    11 11 11 11 12 11 
1955 and 1956 .  . 8 4 5 5 9 6 
1956 and 1957 .  . 6 3 3 3 10 5 
1957 and 1958. . 6 -3 -3 -2 11 1 
1958 and 1959 . . 7 11 11 10 12 10 
1959 and 1960.  . 8 7 7 7 11 8 
1960 and 1961 .  . 8 4 4 4 10 6 
1961 and 1962 .  . 6 7 7 1 19 8 
1962 and 1963.  . 6 6 6 6 8 7 
1963 aud 1964.  . .  .      8 8 8 8 8 8 
1964 and 1965 . . .  .      6 7 7 7 9 7 
1965 and 1966«  . 7 7 7 7 ... ... 

1938 and 1960-196 4.      5.9 4.9 5.0 3.0 ... 

1948 and 1960-196 4.      7.8 5.7 5.8 5.8 ... ... 
1950-1954 and 
1960-1964 . . . .  .      7.1 5.0 5.2 5.2 10.7 6.6 
1955-1959 and 
1960-1964 . . . .   .      6.9 5.2 5.4 5.4 10.4 6.* 

Uatad Nanoas Induatrial Development Oraaakation, bated on date frana the relevaat k 
United Nado» Smktíta Tmremk. 

• la tab tahk, aad thwunfaowt the ninny unlaw othorwfao iadicatad, ratai of change retar to 

* MaBoAMtariaf Production aMfcjda UIC citatorie* 2—3; fndwtrial Production iacfatdei ISIC 

of the 

* la Ml table, and thranajwut the «may «ataja oteanraa tndloatad. tao frJtowiaf del 
adoptedt Xbariejawaaairatf — Africa (escludali Sondi Africa). Aak (enehaiaM Japan) aad Latin 
rnXTu ufi -Alati alia, Qaaada, Japan. New TuiaYrf. SottiA*e%TJn5ed Statai and Xoalaad. Sai 

and USSRiHfe« - «aa of abevo 
taofaatntaenaathiariSfSaadth« 

WeMa 

partoa of lOTa. 

bava 
J 

larger industrial bate than the developing countries hi the early 196$s, 
they abe achieved an average annual growth rate of about 10 per cent 
in die tame period. 

There are several other points to make with regard to the 7 per cent 
growth rat« of roanuiacturing output experienced by devetoping coun- 
trkt. First, it could not fullv meet thé incrcaainjz demand for manu- •a» ajrajajpei     aja. Mf/H    a»aj    V*^a^aaa^aa>    aBavajarv    a»«awa*i •      aHBapar^FV     wmmw .  eMaar*»* ^ra^aaapaaa^aah     ^m^wmj^^^mw^m    m^fm      ^^^mmmm:^^. 

factored goods by these countries, which, as a result, became more, 

      -—Tu urtavi n- 
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dependent on net imports of manufactures.» Secondly, in the large 
majority of developing countries, growth in manufacturing fell far short 
of the aspirations expressed in their official plans for economic develop- 
ment. Thirdly, growth in this sector was not sufficient to permit the 
developing countries as a whole to reach the General Assembly's sug- 
gested target of a minimum annual increase of 5 per cent of aggregate 
national income* which would have implied an increase of 8.6 per cent 
in the manufacturing sector.* Fourthly, owing to the population growth 
in developing countries, the annual per capita increase in manufacturing 
was only about 5 per cent.* 

In attempting to expand the manufacturing sector, the developing 
countries have also had to bear in mind the need to modernize and expand 
agriculture and to provide an appropriate infraitructure for these and 
other sectors of the economy. Some of the conditions under which these 
objectives had to be achieved were: a labour force which, though gener- 
ally large enough, often lacked skills; a general deficiency in the domestic 
supply of capital, with the corollary of significant reliance on foreign 
aid and investment; and a limited supply of foreign exchange owing 
to inadequate expansion of exports. The influence of these conditions 
will be considered later in this survey. The remainder of this chapter 
is confined, ecwntially, to an analysis of how the 7 per cent growth rate 
is made up, which is necessary since the growth rate of manufacturing 
has varied considerably in time and from one country to another. 

After enjoying a burst of growth in the domestic manufacturing 
sector during the first years after the Second World War, as machinery 
and supplies for industry again became available from overseas, the 
developing countries experienced a recession in the early 1950's that 
reduced the expansion rate in manufacturing: in 1952, growth fell 
below 2 per cent. However, after an acceleration in the years immediately 
following, the developing countries have since achieved annual growth 
rates in manufacturing which have never been below 5 per cent and 
which occasionally rose above 8 per cent. Growth for the period 1964— 
1966 was close to 7 per cent It would be going too far to interpret 

(1/3613), 1962 

• See chapter II. 
• Resolution 1710 (XVI), para. 1. 

«MM»   M Äst  %JmÊË9m /¥4BWPB»   «MSWBWO^^MS^BV  *^PWMP»  *W^^^m* ,/•* 
(United Nations publication, lain No.: 6S.IL&2). 
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these aggregate statistical data as evidence of a recent acceleration of 
the growth rate of manufacturing activity in the developing countries 
as a whole. Rather, the recent ten-year period might be characterized 
as one of a fairly steady advance in industrialization. 

Taking the period from the years immediately after the Second 
World War to the present, developing countries as a group did not 
exhibit the same degree of year-to-year fluctuation as the developed 
market economies or the declining tendency of the centrally planned 
economies. The growth of manufacturing activity in developing countries 
appears to hold promise of some loosening of the close link between 
general economic conditions in the developed market economies and 
the developing countries. The chief operative factor in this linkage 
has been the demand by the industries of developed economies for the 
primary products of developing countries. Recession in developed 
countries has been accompanied by deterioration in the terms of 
trade of, and economic instability in, developing countries. It has 
become evident in recent years that changes in the manufacturing 
activity of developing countries as a whole, have generally been in- 
dependent of similar changes in developed countries and have thus 
contributed not only to the growth but to the stability of developing 
countries. As shown in table 1, neither the industrial recessions nor the 
subsequent recoveries that affected some industrial countries in 1954— 
1955 and 1958—1959 produced parallel movements in developing 
countries. The second achievement of developing countries has been 
that they have not experienced a general slackening of the growth rate 
in manufacturing. This contrasts with the experience of the centrally 
planned economies. Without entering into a detailed and comparative 
examination, that is warranted, it should be noted that while the latter 
economies had a substantially larger industrial base than the developing 
countries at the outset of the post-war period, they nevertheless generally 
achieved annual growth rates considerably in excess of those of the 
developing region. However, the earlier growth rates of about 15 per 
cent gave way in the 1960's to rates below 10 per cent, roughly com- 
parable with those currently achieved by developing countries. 

Before *y"""*"g the growth experiences of individual countries, 
it should be observed that while the major regions comprising the devel- 
oping countries did not share equally hi the aggregate 7 per cent growth 
in manufacturing, they did not differ maikedlyT^us, between the second 
half of the 1950*1 and the first half of the 1960's, growth of manufactur- 
ing output wis dose to 6 per cent in Latin America, possibly in the range 
of 7—8 per cent in Africa,* and above 8 per oat in Asia (see table 2). 
However, in earlier yean industrial growth in the major regions was 
lest even; Latin American manufacturing growth changed little from 

• For the further data on Attic*, tee Bcouonric Cnmmiwieri ht Africa,* 
on the Prwent Stage of Industrial Development hi Africa" (document IND/IF 

M A Note 
F/WP/2). 
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TABLE 3. GROWTH OF PER CAPITA MANUFACTURING PRODUCTION AND OF POPULATION 
IN DEVELOPING COUNTRIES. 1950-1964 

(Avmgi tournai changß in vtdtx numbers bttwom the dates indicated) 

MO-¡934 
me 

1$SS-1959 

i 955-1959 
mi 

19*0-1964 

1950-1954 
mi 

1955-1959 

¡955-1959 

I960-jrn 

Latín Amtriea 
Argentina             0.6 
Brazil         5.5 
Chüe         1.0 
Colombia  
El Salvador  
Guatemala         1.4 
Mexico  
Nicaragua  
Venezuela         9.7 

Africa 
Algeria         5.6 
Kenya  
Morocco  0.8 
United Arab Republic  

Asia 
Ceykm  
China (Taiwan) ,. 
India        4.2 
Israel •  •        ... 
Korea, Rep. of         ... 
Paletean        i 6.6 
Fhilippmes        8.1 

-0.3 
7.4 
2.6 
2.9 
4.0 
1.1 
3.9 
1.4 
5.3 

3.4 
1.9 
1.3 

13.4 

3.9 
9.2 
5.1 
8.6 
6.7 

11.3 
3.3 

1.9 1.7 
3.2 3.1 
2.4 2.4 
3.2 3.2 
2.8 3.1 
3.1 3.1 
3.4 3.5 
3.0 3.0 
4.0 3.6 

2.2 2.0 
3.1 3.0 
2.7« 2.9« 
2.3 2.5 

2.5» 2.6» 
3.3 3.5 
1.9» 2.2« 
4.4 3.6 
... 2.9 
2.1 2.1 
3.1 3.2 
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one quinquennium to the next, while in Asia the rat« was apparently 
below 6 per cent in the early 1950'i and considerably lower than that in 
the previous decade, owing to the effect of the war. The general picture 
^aflp^PBW^r ^  w99mmmmi^^mm^WmmmatlB   ^HMViW'T      mt^Oi^m'^m^9^mm)^mWa^m>   «Ä»    ••    Mr*   wr^m^mmJo/^mM^mm^amm^mwmM     ^Mmmma^W^m^ÊWm%m9     BSPaWaw** 
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any be obscured by overooncentratkm on year-to-year changes. These 
would indicate that, thus aw in the 1960*1, annusi growth ratei hi Una 
amwiamW90ap«%*asaSL • aaawB^ajpaa> aaaaappaa • ^aaaaaapB' aaav§T   aa^BTv saaaaanra*aa ^aaav  aaajp^r  aasv   'a ap aaaaHMBa ^a* BJS^Baaf   aa^passpa 

awl may have risea ss much as 7,10 and 10 per cent, respectively. 
Taking the average annual growth rate over a number of yens 

as na InfHrtifon ñf fHTwnp%M**^tt it h dear that the manutetúimg 
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sector has been developed under very diverse conditions of resources, 
aims and policies in particular countries. Countries as dissimilar as 
Brazil and China (Taiwan), as the United Arab Republic and the Repub- 
lic of Korea, and as Pakistan and Venezuela, have all achieved recent 
growth rates in their manufacturing sector well above the average for 
all developing countries. Essentially the same conclusion emerges from 
comparison of countries with significantly lower growth rates. The 
experience of many developing countries in different economic situations 
points to an inability to break through to high rates of growth or to 
a disheartening slackening in previously attained rates of expansion. 

TABLE 4.   GROWTH OF MANUFACTURING PRODUCTION IN DEVEL- 
OPED MARKET ECÓNOMOS, 1950-1964 

(Attract nomai drngt in indsx numbers bttumn ti* daks mdicaitd) 

Australia  
Austria  
Belfium  
Onrtft«*»  
Denmark  
Finland  
France  
Germany, Fed. Rep. of   . 
Ireland  
Italy  
JT•

0
 •                                 * 

Luxembourg  
Netherlands  
Norway  
South Africa  
Sweden  
United Kingdom . .  .  . 
United Stat» of America 

1930-1934 ¡933-1939 
end me 

1953-/95$ 1960-19*4 

5 
• • • 6 
4 5 
4 s 
4 7 
6 7 
7 6 

10 7 
2 6 
8 10 

15 16 
4 3 
6 6 

.. • S 
6 6 
3 5 
S 3 
S 4 

Uabfti ,  . —  * 1— «f Umifd ifalluii i WWJÊâviïfmémk. ma Ihàmà ÏM-» II» 
*HMtf JMtofty; MmmtTmtm. lfÛ-IMfSal» M» •). XVtt. S). 

The relatively high rat« of population growth have significantly 
moderated the degree of success In inanufecturíng attained by a number 
of developing countries, when measui^ 
i*y of the countries shown in table 3, growth of popuUtkm was 3 per cent 
m watt per year ht 1955—1964 to that only a fern of the countries had 
a pr «spite growth rate of rnanufecturing above 7 per cent. There it no 
evidence of any clear relation, either positive or negative, between rates 
of growth of population and iwuiufacturing in d^velopinf countries. 
This » in apparent contrast with the experience of Western European 
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countries in the early stages of their industrial development, when there 
was a positive association between the growth rates of manufacturing 
and of population. 

Differences in the rates of progress found among developing coun- 
tries may equally well exist among the developed countries. As shown 
in table 4, industrial advance during 1955—1964 was at or above the 
developing countries' 7 per cent annual average in such different devel- 
oped countries as Denmark, Finland, the Federal Republic of Germany, 
and Italy. In Japan, the expansion of manufacturing was more than 
twice the 7 per cent average. On the other hand, the increase in manu- 
facturing activity was only about one half of the 7 per cent level in such 
developed countries as Canada, the United Kingdom and the United 
States. 

Structure of manufacturing 

The total efforts of developing countnes to build up a manufacturing 
sector during the first half of the Development Decade have apparently repre- 
sented no more than one tenth of the combined output of the developing 
and the developed market economies. This estimate, based on available 
national accounts data, is higher than the estimate shown in table 5, 
which was derived from available industrial production data and which 
indicate! a proportion doter to one sixteenth. Further, the figure given 
in the table is significantly reduced, to below 5 per cent, when the 
manufacturing output of the centrally planned economies is also taken 
into account. The more optimistic estimate, that 10 per cent of world 
output excluding that of the centrally planned economies was contributed 
by developing countries, represents only a small advance on the estimated 
figure for the second half of the 1950% 9 per cent. Given these magnitudes 
and assuming a broad continuation of recent rates of growth, ample 
arithmetic shows that even after the next twenty-five yean, the manu- 
facturing output of the developing countries is not likely to account 
for much more than 15 per cent of the combined manufacturing output 
of developing and developed economie«. Coming back to the present, 
as the developing countries have more than twice the population of the 
developed market economy countries, their par capita output of manu- 
factures is less than one twentieth of that of the developed market 
économies. It may be surprising that roughly the sanie onier of niagnitude 
»found when the position of developing countries k compared with that 
of the centrally planned economies. Assuming lor purposes of illustration 
tint the recent rates of population growth, which are markedly higher 
in developing than in developed countries, persist over the next twenty- 
five years, there will probably be only a small change in the relative 
level of par capita output in manu&cturing. 

At present, more than half of the inanumcturing activity in devel- 
oping region« h centred in Latin America, though the share of that region 
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TABLE 6. PER CAPITA MANUFACTURING PRODUCTION IN DEVELOPING COUNTRIES, 1953, 
1958,1963 (Cumnt dollars)» 

IMS 1998 IMS 

Puerto Rico    .... 
Argentina  
Uruguay  
Mexico  
Venezuela  
Trinidad and Tobago 
Jamaica  
Panama  
Caule  
Mauritius  
Iran  
Colombia  
Peru  
British Guiana   . .  . 
Southern Rhodesia.  . 
Guatemala  
Costa Rica  
Barbados  
Ecuador  
El Salvador    .  . .  . 
Nicaragua  
Cbiiia (Taiwan)    .  . 
Honduras  
Tunisia  
Bolivia  
Malaysia»  
Morocco  
Philippines  
United Arab Republic 
Paraguay  
Iraq  
Korea» Rep. of . .   . 
Zambia  
India  
Thailand  
Haiti   .  
Burma  
Viet-Nam, Rep. of. . 
Pakistan  
Kenya  
Geytoau  
Ugaod«  
fhidati ....... 
Tansania' •  • « • . 
Malawi  
nigeria«  ••«.«. 

Jtanvi Unitasi NAtfess* 
•^BBMBsVBjf  <9JBWSW fjj VWMH 

•JÊrnimlm nim »a» 

! li nmimm !*••<•• »• 
* Staft^ Malaya only. 
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78 
121 

57 
52 
40 
32 

65 
37 

28 
24 
41 

*23 
26 

22 

Ì6 
10 
17 

17 
6 
5 

Ü 
9 

"¿ 
"4 

• » • 

108 
183 
131 
83 
80 
62 
48 
74 
75 
33 

'37 
31 
38 
38 
30 
31 
42 
26 
11 
22 
17 
21 

20 
21 
17 
17 
17 
19 
10 
11 
10 
11 
10 
10 
8 

• • • 
6 
8 
S 
5 
S 
2 
3 
2 

201 
179 
125 
106 
96 
80 
79 

*77 
52 
52 
47 
44 
43 
42 
39 
36 
34 
30 
29 
29 
27 
26 
25 
22 
22 
21 
21 
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14 
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has declined since the early post-war years. The share of Asia has increased 
and that of Africa, though very modest, has also been growing in recent 
years. 

The unequal distribution of manufacturing within the developing 
world is better illustrated at the country level and serves as a reminder 
that, in considering policies of industrial expansion for the large number 
of countries designated as a developing region, there has to be recognition 
of what is likely to be the incidence of resulting benefits. At present, 
four developing countries — Argentina, Brazil, India and Mexico — 
together probably account for about half of the total manufacturing 
of the developing world, and they also account for a sizable proportion 
of the total population of the developing world. The obverse of the pre- 
ponderance of these four countries is that the combined share of the manu- 
facturing production of some fifty developing countries is markedly 
less than one twentieth of world manufacturing output. Concentration 
of activity is not unique to developing regions; in the developed market 
region, where the number of countries concerned is smaller, the four 
countries with the largest manufacturing sectors probably account for as 
much as three quarters of the total manufactures ofthat region. To go a step 
further, in formulating any general industrial development policy, it 
cannot be ignored that in Latin America, for example, only about 
five countries have more than one tenth of the per capita output of the 
United States, while about ten countries have less than one twentieth. 
In the other developing regions, the majority of countries have less than 
one fiftieth of the United States per capita manufacturing output and 
only a few countries materially exceed the one-fiftieth level (see table 6). 

B.   INDUSTRY AND GENERAL ECONOMIC DEVELOPMENT 

To strive for the maximum rate of growth of manufacturing in a 
developing country without regard to the development of other lectors 
ii bound to be self-defeating sooner or later. The potential benefits of 
rapid industrialization can be realized only when there is a harmonious 
expansion7 of other sectors and when the infrastructure required to 
accommodate efficiently the levels of production, trade and consumption 
of all commodities and services is built. For each country, the decision 
as to what is "harmonious" will, of course, depend on the pattern of 
consumption and saving, the ability to engage in profitable international 
trade, the availability of natural resources and man-power, and the 
willingness and ability to attract capital, skills and technology from 
foreign sources. The result of economic harmony in each developing 

* The reference to "harmonic** expansion" should not be taken u involvement 
in the dscuation on the "balanced growth" theory of economic development. 
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country is not likely to be that all of these countries will have growth 
rates of a similar order in their manufacturing sector or precisely similar 
patterns of relative development in their manufacturing, primary or 
infrastructure sectors. Before considering the pattern of individual 
country development in recent yean, reference should be made to regional 
aggregate experiences. The more conventional statistical data available 
on industrial origin relate to manufacturing, agriculture and other sec- 
tors of a country's total product. 

Sectoral growth rates 

In recent years developing countries as a whole have achieved a 
7 per cent growth in manufacturing; at the same time they have expanded 
output in agriculture by 3 per cent a year - only 1 per cent in per 
capita terms — and in other sectors by an average of 5 per cent (see 
table 7). This pattern, which was broadly the same in the years immedi- 

TABLE7. GROWTH OF MANUFACTURING AND AGRICULTURE BY MAJOR   REGIONS 
1950-1964 

(Average annual change in index numbers between the daks indicated) 

Mmmfacluring iffFWNttMflf Otk*mt*t Ttiâtmtss 

iMoeltpoif countries 
1950-1954 and 1955-1959 
1955-1959 and 1960-1964 

6.8 
6.6 

2.9 
2.9 

5.1 
4.7 

4.6 
4.4 

Developed market economies 
1950-1954 and 1955-1959 
1955-1959 and 1960-1964 

4.1 
4.5 

2.0 
2.3 

4.0 
4.1 

3.9 
4.1 

Total 
1950-1954 and 1955-1959 
1955-1959 and 1960-1964 

4.4 
4.7 

2.4 
2.5 

4.1 
4.2 

4.0 
4.1 

Am».' Uatal Nalfm Iadustritl Dm 
na^^v M^w^^m qf jtmi^mm iMMHI ONMW, 

fapoMBt Orpurii .*«.*•*,. Iba raimnt Im •M of *• Unitari 

ately after the Second World War, resulted in an average expansion 
of gross domestic product somewhat below 5 per cent, the annual target 
of the Development Decade, and has differed markedly from that of 
the developed market economies at a whole, whose growth in the major 
sectors of productive activity has been less disparate as well as slower. 
However, rates of growth were highest for manufacturing and lowest 
for agriculture in both groups of countries. Because the developed market 
economies relied far less on agriculture, their tower rates of growth in 
each sector — 4—5 per cent in manufacturing, a little over 2 per cent 
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in agriculture and 4 per cent in other sectors — had less effect on the 
growth of their total gross domestic product than might otherwise 
have been expected; the average annual growth in the gross domestic 
product of developed market economies was about 4 per cent, compared 
with 4.5 per cent in developing countries. 

The complementary nature of economic development can be de- 
monstrated by relating growth in manufacturing to increase in all pri- 
mary activities (agriculture and mining), and also to growth in such 
infrastructure elements as energy, construction and transportation. In 
recent years, developing countries as a whole have expanded manufactur- 
ing one-third faster than the infrastructure and twice as fast as the agri- 
cultural and mining industries (see table 8). Developed market economies 
have maintained a broadly similar growth pattern in their primary 
and secondary industries, but have apparently directed greater efforts 
towards the growth of the infrastructure industries, a pattern, however, 
that has become less pronounced in more recent years. Study of the 
differences between the two groups of countries with regard to the struc- 
ture of the primary and manufacturing sectors shows, as would be ex- 
pected on theoretical grounds, that the developing countries have been 
compelled to attain higher growth rates than the developed market 
economies in the infrastructure, as compared with the commodity sec- 
tors. While recognizing the need to support commodity production with 
an mcrease in infrastructure facilities, it should be borne in mind that 
infrastructure development is also required for purposes other than the 
transport and processing of commodities. 

Regional aggregate rates of growth of manufacturing, primary 
industries and infrastructure are the combined results of a large number 
of policy decisions with respect to supply and demand. Naturally, there- 
fore, the shorter the time span or the narrower the geographic unit 
in which relative growth is measured, the less clear is the pattern of sectoral 
advance. On the one hand, the change from 1962 to 1963 provided an 
example in which the disparity between growth in the primary and se- 
condary industries of developing countries as a whole was not m substan- 
tial as previously indicated for a longer recent period, and the emphasis 
on infrastructural growth was greater. On the other hand, such emphasis 
by less developed countries on infrastructural growth in relation to the 
growth of commodity production was confirmed at the regional level 
by the different growth strategies of Asia and Latin America. In contrast 
with Latin America, Asia, the less advanced region, concentrated more 
on infrastructural growth than on commodity production. 

It is not surprising that there is no uniform pattern of sectoral growth 
rates from country to country. This is due to the wide range of structural 
differences among developing countries today. Except for Venezuela, 
where the influence of petroleum has been particularly significant, the 
developing countries have had lower growth rates in the primary in- 
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TABLE 9. GROWTH or GROSS DOMESTIC PRODUCT, BY MAJOR ECONOMIC SECTORS 
SELECTED DEVELOPING COUNTRIES, 1950-1964 

(Ammp marnai dmtp * initx mmims bttwten 1950-1954 and 1960-1964) 

^   f Om$ 
••»El ffWW&ttttm 

OK 1-3      iSKO-l      ISK4-S.7 tSKO-i 

Latin Amtriet 
Argentina  4.4 
Chile  8.3 
Colombi««  6.5 
Ecuador  4 J 
Guatemala  5.6 
Honduras  6.6 
Modco  7.4» 
Nicaragua«  7.2 
Peru  7.0 
Puerto Rico/  9.1 
Venezuela*  9.2* 

2.1 2.6 3.2 1.4 
1.9 5.1 3.1 0.6 
3.3 5.8 4.5 1.2 
3.8 5.6 4.6 1.4 
3.6 5.9 4.5 1.4 
2.5 2.9 3.6 0.5 
4.3 6.0 6.1 2.9 
2.7 10.0* 4.6 i.y 
5.0 • •• 5.2 2.6« 
1.7 9.0 8.1 6.7« 
6.3* 3.8 6.6 2.7 

m 

Africa 

Morocco*       3.9 1.3*            ... 1.4» -1.4 

Ash 

Burma  13.5 2.7« 5.7» 5.2 3.2 
Irao/  13.5»* 4.7» 6.1 6.1 3.7 
Korea, Rep. of   .... 12.5 5.7» 12.4 5.7 
Pakistan       8.4 2.0 7.4 3.4 1.3 
Philippin«       9.1 2.5 5.4« 5.2»* 2.0^ 
Thailand*«       5.8 4.5« 12.4 6.1 3.0 
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dustries than in the other major sectors. A wide range of experience 
has accumulated concerning the relation between manufacturing and 
infrastructure. While the annual growth rate of primary industries in 
the countries shown in table 9 ranged from 1 to 6 per cent in 1950— 
1964, the range for manufacturing industries was from 3 to 13 per cent 
and for infrastructure from 3 to 12 per cent. Manufacturing developed 
annually by more than 12 per cent in Burma, Iraq and the Republic 
of Korea, while the development of their primary sectors varied from 
3 to 6 per cent. At the other end of the scale, countries with a much 
lower growth in manufacturing, less than 6 per cent, achieved primary 
industry growth rates ranging from 2 to 4.5 per cent. This hardly signifi- 
cant relation between sectoral growth rates within individual countries 
becomes even clearer when comparative growth rates of manufacturing 
and infrastructure are compared. For example, although Thailand and 
the Republic of Korea had similar growth in the infrastructure, their 
manufacturing sectors expanded at very different rates, 12 and 6 per cent, 
respectively. However the lack of a statistically significant relation be- 
tween the growth rates of different sectors of a country's economy may 
be due to the fact that widely different structural characteristics of in- 
dividual developing countries are ignored. Indeed, as observed below, 
a pattern of complementary relations does emerge when absolute figures 
rather than percentages are considered. First however, the estenua! 
magnitudes of the economic structure of developing countries should be 
examined. 

Sectoral stmctttrt 

The main structural characteristic of developing countries viewed 
as a whole is that, at present, their manufacturing sector accounts for 
less than one fifth, some 18 per cent, of their total commodity and ser- 
vices production (see table 10). Agriculture is much more important 
in terms of volume of output, accounting for three tenths of the total 
product. The gap between the contribution of these two sectors has 
closed to some extent: a decade earlier, in 1950-1954, agriculture 
accounted for two and one-half timet at much output at manufacturing. 
Nonetheless, the present situation in the developing countries still remains 
substantially different from that in the developed market economies. 
Nearly one third of the product in the latter group now originates in 
the manufocturing sector and only one fourteenth in the agricultural 
sector. There wat little variation in this pattern during the post-war 
years. 

In individual developing countries, the complementary relation 
between activity in manufacturing and in primary commodity produc- 
tion and infrastructure, a relation which wat somewhat obscure when 
examined in terms of growth ratet over the span of 1950-1964, becomes 
clearer when a cross-country analysis is made in terms of estimated 
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TABLE 10. STRUCTURE OF GROSS DOMESTIC PRODUCT, BY MAJOR ECONOMIC SECTORS 
AND MAJOR REGIONS, 1950-1964 

(Ptramiaggs) 

Mmmftturimt Agritullmt 00m ttdmt Tatti ¡mu 

Dtmloping cmmtriu 
1950-1954  14.5 
1955-1959  16.1 
1960-1964  17.9 

DêBÊlûÉÊd markât EUHEIMEIÍEM 

1950-1954  30.2 
1955-1959  30.6 
1960-1964  31.3 

7Wrf 
1950-1954  27J 
1955-1959  28.4 
1960-1964  29.2 

35.7 
33.0 
30.5 

49.8 
50.9 
51.6 

100.0 
100.0 
100.0 

8.6 
7.8 
7.2 

61.2 
61.5 
61.5 

100.0 
100.0 
100.0 

12.7 
11.8 
10.9 

59.5 
59.9 
59.9 

100.0 
100.0 
100.0 

Stmm: Sw tabb 7. 

absolute levels of activity for a recent period. The difficulty of tuca 
analysis lies in the need to express absolute levels of sectoral activity 
in different developing countries by means of a comparable unit. If 
parity rates of exchange are used, or if output is expressed in per capita 
terms, a fairly clear relation emerges between manufacturing and infra- 
structure activity. Some expansion of the infrastructure is needed to 
support other activities, regardless of the size of per capita manufacturing 
output; for 1963, the per capita expansion may have been almost $ 7. 
Estimates based on the data in table 11 suggest that, in addition, $ 50 
of per capita manufacturing output in 1963 were associated with about 
$ 30 of per capila infrastructural activity. Kenya and Uruguay are 
examples of countries with substantially different levels of manufacturing 
development in which the infrastructural activity was closely in accord 
with the relation suggested above. However, Argentina and Jamaica 
give some indication of the extent to which there are deviations from 
this relation. 

Among developing countries there may well also be a significant 
but looser relationship in absolute terms between manufacturing activity 
and the output of the primary industries of agriculture and tninii«rt 
Thus a further separate exercise in simple statistical regression shows 
that, for a devetoninsr countrv without Anv stsmificant level of manufactur* 
'4SS)BH| SVvf «Sk • BIH SMS* •» SWP"SS*iS3 VSBSJWB' ^BHBMPBM¡N> BBSS» •» ^MBnflMM1 wW ^^^BBBWBB» •BBBBB} w wß SMMIMS . SJS> SS^BW VSJB^B^VBnBF '•S'^SJTB'BB'BBB'W 

MAB    ••Bilí    a^vflSwSHBwA W    AWMMBBJ^ISJSSTW J     SJ^V^VV^W      V VBNBW^r^feSv   Ww   ^nBAMB^V^    Bfll^    ^V   ^F^Fw    JS^^BJUBS)   Br%^*     ^^•VffvBSHSjP^SWSJ 

where the manufacturing sector of a developing country had % per capila 
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TABLE 11. PER CAPITA OROSS DOMESTIC PRODUCT BY MAJOR ECONOMIC SECTORS, IN 
DEVELOPING COUNTRIES,« 1963 

(In dollars) 

*Mba)Mi 
Orni 

Puerto Rico  201 
Argentina  179 
Uruguay  125 
Mexico  108 
Venezuela  96 
Trinidad and Tobago  80 
Jamaica  79 
Chile  77 
Panama  74 
Mauritius  52 
Iran  52 
Colombia  47 
Peru  44 
Rhodesia  42 
Guatemala      39 
Barbados  34 
Ecuador  30 
El Salvador   .  .        29 
Nicaragua  29 
China (Taiwan)  27 
Honduras  26 
Tunisb  25 
Bolivia  22 
Malaysia  22 
Morocco  21 
Philippin«» 21 
Paraguay  21 
Iraq 16 
Korea, Rep. of ....... ... 15 
Zambia  14 
Thailand      ... IS 

Viet-Nam, Rep. of  8 
Kenya  8 
Pakistan  8 
Otyion  7 
Uganda  6 
Tansania  3 
Malawi  3 

82 146 895 
103 72 560 
94 80 558 
79 37 396 

259 71 716 
234 85 608 
115 96 510 
68 56 446 
102 66 465 
90 51 270 
44 19 176 
100 31 268 
66 16 223 
65 42 252 
86 20 283 
115 58 386 
74 17 187 
57 12 178 
84 21 217 
35 14 122 
91 23 195 
51 39 198 
54 20 143 
98 22 236 
59 11 154 
43 9 127 
45 9 126 
97 18 175 
54 14 134 
140 26 236 
42 16 US 
27 5 89 
24 S TS 
38 11 88 
40 * 7» 
68 19 ist 
47 6 75 
49 6 80 
23 6 49 

« pñ^MSfaa la. 
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output of $ 50, there was a further volume of output from the primary 
sector of about $ 20-25. Again, while Ceylon and Mauritius exemplify 
this relation, Puerto Rico and Venezuela indicate the extent to which 
specific countries diverged from it. To take a general view of the role of 
manufacturing, in relation to total economic activity as indicated by 
gross domestic product, further regression analysis of the per capita data 
suggest that every dollar of manufacturing output was associated with 
$ 4 of gross domestic product, in addition to a constant element of close 
to $ 90. The Republic of Korea, Tunisia, Chile and Uruguay, countries 
at successively higher levels of attainment in developing a manufactur- 
ing industry, illustrate this relation quite well. This comparison is only 
one rather unsophisticated way of analysing the relation between a 
country's manufacturing output and total gross product. Three of the 
many other factors, apart from the per capita income, that have been 
shown to have a bearing on the share of industry in a country's total 
product are the size of its population, the extent to which it exports 
primary products, and the degree to which it has allocated resources 
to investment.' 

The size of population is one factor which — taken in conjunction 
with per capita income, the pattern of income distribution etc. — deter- 
mines the size of the domestic market for manufactures. The fact that 
many developing countries today have a relatively small population 
and per capita income in comparison with most developed market econo- 
mies, means simply that they have had to forgo the establishment of 
manufacturing, particularly that with a large-scale optimum range of 
output, unless they have had access to supplementary foreign markets, 
including neighbouring countries. The share of industry is likely to vary 
directly with the investment ratio, and inversely with the ratio of production 
of primary commodities for export. Other things being equal, the more 
a country's output is concentrated in the primary sector, to satisfy 
external demand, the lower is the employment of domestic resources 
in the industrial sector. 

The interdependence of industry and other sectors of a developing 
economy has been stressed partly because of inferences that might be 
drawn from current discussions on the need for many developing coun- 
tries to concentrate their resources on finding an adequate solution to 
their domestic food problems. However, the need to intensify efforts 
in that direction does not imply abandonment of the target of rapid 
industrialization. In many respects, more carerai attention to the nature 
and direction of the industrialization effort may help to solve the agri- 
cultural problem still besetting many developing countries. 

• See H. B. Chenery and L. Taylor (1966) "Intercountry and Intertemporal 
Patterns of Industrial Growth", Memorandum No. 5, Centre for InternationalJtflftfai, 
Harvard University, Cambridge, Ma«. 
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The extent of some of the connexions between agriculture and in- 
dustry can be shown by input-output data of selected countries at dif- 
ferent levels of economic development. The major manufacturing in- 
dustries which serve direcdy as an outlet for the output of both the food 
and non-food sectors of agriculture and forestry include food, beverage 
and tobacco processing; the processing of oils and fats; and the textile, 
clothing, leather, wood, pulp, paper and rubber products sectors. The 
value of the primary sector output is, of course, enhanced by interposing 
industrial sectors for the processing of primary products between forms 
and forests and final consumers. In simple terms, for example, one ton 
of processed agricultural product may satisfy the same final demand 
as two tons of unprocessed material, or the ability to process domestically 
may open up new possibilities for local agricultural production. Further- 
Ttnnt ' dcvel

1
<?Pr

mcnt of a manufacturing sector to process agricultural 
outpu may call for an improvement in the quality and regularity of 
agricultural production. In developing countries as a whole, industries 
processing agricultural products dominate other industries in terms of 
A ?eÌ ^ oC data f0T^Tet dc^lo^d ^d five developing countries 
hsted in table 12 suggest that, for every million dollars of value added 
by industries processing agricultural products, these industries depended 
on nearly the same amount of purchases from the agricultural Vector. 
Individual country experience varied widely. In addition, these industries, 
which were based pnmarily on inputs from domestic agriculture, required 
significant purchases from the construction, energy and other Service 

EwP" v - ^ pUrchaM8 from the hcavicr manufacturing sector. 
Broadly speaking, it appears that for every million dollars of purchase 
from the^agricultural sector, to which the agricultural processing indu- 
stries add more than a million dollars of value by the uicdT labour 
and capital, the average demand of these industries on the energy, con- 

r^V? 0thîr "?*" '" nearlv l400»«», and on oJfheavy 
manufacturing^industries nearly $ 150,000. Taking account of other 
fm^í ^ ( ¡°m mlh^ ^ a«ricultural Procetóig lectors and from 
Tm? \ » f°; a 'T11 ""P1* of countric> mdicate that for every 
milhon dollars of purchases of agricultural producti, the agricultural 
tTSl'Tl *-«*^ have a grow product* nearly 
14 milhon. It should not be forgotten that the development of the 
heavy manufacturing industrie, also relies, although much leu, on 
«puts from the agricultural sector. The major primary input. <T¿Z 
heavy manufac^nnj; indiane, a« obtained &m*e nSning ¿32 

The fact that the link between agriculture and industry i. not 
nece^anly hmited to the »called ugh? sector of manufacturing" Z 
£i«TC ?7 *»*»?" arc al«> often involved is made clear by the 
extent to which the advance of agriculture depends on purchases from 
ZehÄft1* C•*Med valuc * agriculture, this .ector murt 
SS^l^ft u *' "***"*«* (P^er etc.) and the «nanufactur- 
mg sector. Though expenence varies widely, it appear« that for every 
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million dollars of value created in the agricultural sector, there hai been 
a dependence on purchaiei of tomewhat lets than one tenth of that 
amount from the infrastructure and also, to a similar extent, from the 
manufacturing sector. Invariably, most of the latter purchases were 
from heavy manufacturing industries which sell farm machinery and 
fertilizers. The limited data available are not inconsistent with the inter- 
pretation that this particular link tends to be stronger in countries which 
have a more developed industry and which are therefore less dependent 
on imports of such products. Apart from the physical input-output 
relation, the existence of a domestic farm supply industry with a local 
sales force is likely to stimulate a larger volume of purchases by agri- 
culture in countries that have been relying on imports. This is one of 
many examples of the more dynamic gains from a complementary devel- 
opment of all sectors which includes a rapidly growing manufacturing 
sector using up-to-date techniques and which does not disregard the 
dynamic comparative advantage of exploiting international trade as 
far as possible. 

Of the many more general economic relations between economic 
sectors within a country, industrialization with its concomitant of 
urbanization has historically played an important part in creating do- 
mestic cash markets for food and has been a major instrument in trans- 
forming subsistence or local exchange systems of agriculture into com- 
mercialized farming. This, in turn, has been the basis for the substantial 
increases m agricultural productivity now being observed in the devel- 
oped countries. 

C.   THE SECTORAL PATTERN OF INDUSTRIAL GROWTH 

The 7 per cent annual growth rate in manufiicturing achieved in 
recent years by the developing countries was brought about mainly 
by a determined growth effort in the heavy industries. Between the latter 
half of the 1950's and the first half of the 1960's, the output of these 
industries expanded at an average annual rate of over 9 per cent, while 
growth in light industries was slightly more than 3 per cent 

Growth in htavy industry 

The pace of growth in heavy industry in more recent years was 
more rapid than in previous decades. The recent persistent efibrt to 
expand the output of paper products, chemical», petroleum products, 
non-metallic mineral products, basic metals and metal products has 
been so great that in the near future the value added hi heavy industries 
may equal the value added in light iridustri«. This would be a landmark 
in the industrial advancement of devefcping countries. In ta« early pott- 
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war period, the rate of expansion of heavy industry in the developing 
countries as a whole was erratic, and at one time slowed to a halt, but 
has become relatively stable in recent years. Year-to-year fluctuations 
in output are natural, since the demand for capital goods is more suscep- 
tible to cyclical influences, and some of the heavy industrial plants tend 
to be large and come into full production irregularly. Since the early 
1950's, the annual growth of heavy industry has seldom fallen below 
8 per cent and rarely exceeded 12 per cent (see table 13). 

TABLE 13.  GROWTH of LIGHT AND HEAVY MANUFACTURING PRODUCTION BY MAJOR 
REGIONS, 1938-1965 

(Average annual change in index numbers between the dates indicated) 

1938 and 
1948 and 
1950 and 
1951 and 
1952 and 
1953 and 
1954 and 
1955 and 
1956 and 
1957 and 
1958 and 
1959 and 
1960 and 
1961 and 
1962 and 
1963 and 
1964 and 
1965 and 

1948. 
1950. 
1951 . 
1952. 
1953. 
1954. 
1955. 
1956. 
1957. 
1958. 
1959. 
1960. 
1961 . 
1962. 
1963. 
1964. 
1965. 
1966« 

S«e 
•I8IG 
» ISIC major 
* Tentative 

Light mmNfmturimt production* 

Drnttitping 
emattrUs 

3 
5 
6 
3 
3 
7 

10 
6 
4 
4 
6 
6 
6 
4 
4 
6 
7 
5 

DtvthptJ 
markst 

teommùt 

2 
6 
2 
1 
6 
2 
7 
4 
2 

8 
5 
3 
5 
4 
6 
5 
4 

WtrU, »»el. 
cmtrtUy 

tetmmiis 

2 
6 
3 
1 
6 
3 
7 
4 
2 

8 
5 
4 
5 
4 
6 
5 
5 

Htamy mmmfucturint ¿r»**rtiw« 

tmmtriu 

5 
11 
10 

-2 
3 

12 
13 
11 
9 
8 
9 

12 
8 
9 
7 

10 
6 

11 

Dtttlfi WtrU, mil. 

6 
8 

15 
4 

10 
-2 

14 
5 
3 

-5 
13 
8 
4 
8 
6 
9 
8 
7 

6 
8 

14 
3 

10 
-1 

14 
5 
4 

-5 
12 
8 
4 
8 
6 
9 
8 
8 

20-26, 28-30 «nd 39. 
27 and 31-38. 

on nfate month* data for year. 

The extra concentration of growth effort in heavyinduitry goods must 
not be considered to be a unique achievement or characteristic of develop- 
ing countries alone; it reflects tac universal change in the pattern of 
demandi ai incomes nave riten and, in some instances, a deliberate 
•trategy of mdustrialixation. The same trend has abo been apparent in 
the centraUy planned and the developed market economies. Indeed, 
ta the centraUy planned economies, just as aggregate growth ratea in 
manufacturing exceeded those of developing countries, so did the extent 
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of the relative concentration on heavy industry. On the other hand, 
in developed market economies, the aggregate growth rate in manufactur- 
ing was less than in developing countries, and concentration on the 
heavy sector was relatively less pronounced. In addition to its lower 
average aggregate rate, growth in the developed market economies was 
considerably more uneven than in the developing countries. On two 
occasions since 1950, their output of heavy industry goods fell below the level 
of the preceding year; in several other years, growth rates were in the 
range of 5-8 per cent, but at times output increased in the course of 
one year by 12—15 per cent. 

Recent growth in developing countries was the most pronounced 
m the heavy sector of manufacturing, with an annual rate reaching 
12 per cent in the important sector of the metal products industries 
(see tables 14, 15, and 16). Factories in this sector produce a wide range 
of goods and require widely different amounts of capital, technology 
and skill. The products include tin cans, cutlery, wire products etc.; 
tractors,  refrigerators,   sewing   machines  etc.;   electrical   machinery] 
appliances, communication equipment etc.;  and  the whole line of 
transport equipment. Particularly in developing countries, a consider- 
able part of this output is not of a type normally considered as heavy. 
Perhaps some limited indication of this lies in the fact that about two 
thirds to three quarters of the international trade in metal products of 
developing countries — both import and exports — consists of what 
may be considered as capital equipment, and the remainder of industrial 
lupplies or consumer goods. Repair work is also a significant part of 
total activity in these industries. Metal products, as a group, have been 
a leading sector of developing countries* growth, as measured by their 
average rate of growth in 1955-1964 and by the relative consistency 
of their growth since before the Second World War. Within the develop- 
ing region, the more pronounced growth effort took place in Asia rather 
than in Latin America, but the gap has narrowed in recent years. Metal 
products industrie* were the moat rapidly expanding of the heavy sector 
m the centrally planned economies also, and expanded even more rapidly 
than in developing countriei; the chemical and petroleum products 
lector has played an equivalent part in the developed market economies. 

Overwhelmingly, the metal products industries in developing 
countries have supplied domestic rather than foreign markets; their 
domestic markets having accounted for about 8-10 per cent of the 
world market for tuch product!. In per capita terms, however, this highly 
meome-elastic demand hat amounted to less than $ 20 in developing 
countries; this isles« than one fortieth of the p*r capita level of demand 
for such products in the United Sutes. Local outpat of metal products 
probably satisfied more than half of the domestic demand by developing 
owiUri* as a whole but, for instance, a much smaller proportion'for the 
AWcan region. The buik of domestic demand was for non-electrical 
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TABLE 15. GROWTH OF MANUFACTURING PRODUCTION, BY MAJOR CROUPS AND REGIONS, 
1960-1966 

(Annual change in index numbers between the dates indicated) 

Fmd, 
kn*rmg*imti TudUu 

Pmfrmwi 
P+* 

pnóàtU 

/""La—¿f mtm 

Béri* Mela 

ISKiO-22 ¡SIC 23 ISK27 ¡SIC 31-32 ¡SIC 34 1SIC S3-Si 

Developing countries* 
1960 and 1961  .  . .  .        5 5 13 7 4 12 
1961 and 1962 .  . .  .       2 1 10 7 9 11 
1962 and 1963 .  . .  .       3 4 8 9 6 6 
1963 and 1964 .   . .  .       4 8 8 9 8 13 
1964 and 1965 .  . .  .        7 3 7 6 2 8 
1965 and 1966» .  . .  .        7 — 12 7 9 ... 

Latin America 
1960 and 1961  .  . . .       5 5 14 8 7 12 
1961 and 1962 .   . .  .       3 -4 5 7 6 8 
1962 and 1963 .  . .  .       2 _ 7 4 5 -2 
1963 and 1964 .  . 3 7 5 7 10 12 
1964 and 1965 .  . . .        7 5 7 6 — 6 
1965 and 1966» .  . . .       4 2 ... ... 12 ••• 

Asia 
1960 and 1961 .  . 8 3 9 5 -1 13 
1961 and 1962 .  . 2 6 8 10 26 15 
1962 and 1963 .  . . .       3 7 14 16 12 14 
1963 and 1964 .  . . .       6 8 8 13 2 16 
1964 and 1965 .  . . .       9 4 7 5 4 12 
1965 and 1966».  . .  .      13 -2 9 6 12 4 

f*—''ftarf mMrlcMt «HMMMÛ » 

1960 and 1961 . . 4 S 5 7 1 3 
1961 and 1962 . . . .       4 5 5 10 3 • 
1962 and 1963 .  . . .       4 5 6 9 i 6 
1963 and 1964 .  . . .       4 5 8 10 14 8 
1964 and 1965 . . 3 4 6 • 8 8 
1965 and 1966». . 3 ff 8 11 2 to 

wÈn^FÉ^atMjM    ^MrfJv^flBaadV jkAÉndtorfuwflÊ 

1960 and 1961 
1961 and 1962 
1982 aad 1963 
1983 mad 1964 
1984 and 1965 
1888 aad 1968» 

4 
4 
4 
4 
S 
4 

3 
4 
5 
5 
4 
6 

6 
5 
6 
8 
6 
8 

7 
10 
9 
10 
8 
18 

1 
3 
6 
13 
6 
2 

4 

6 
6 
» 
M 

iNpMMtr. 
eitSÊk 
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machinery and transport equipment with a smaller absolute demand 
for other metal products, including electrical machinery. For many of 
the more sophisticated products of this sector, the proportion of domestic 
demand satisfied by domestic production in many of these countries 
has been limited, inUr dia, by the size of the domestic market. Exports 
of metal products from developing countries have been very limited, 
accounting for less than 1 per cent of world trade in such products, and 
only few developing countries have been involved in such exports. It 
has been suggested, for example, that the relatively weak export position 
of Latin America in this sector derives partly from high production 
costs, lack of standardization and inability to provide suppliers' credits 
on favourable terms, particularly for heavy engineering products. The 
possibility of expanding export through increased regional co-operation 
continues to evoke interest. 

Domestic production of the metal product industries in developing 
countries has been facilitated more by the local availability of a basic 
metals industry, particularly steel, than by resources from primary 
industries. In some cases where imports have been heavily relied on for 
inputs, balance of payments or other difficulties have resulted in a high 
degree of unused capacity in the metal products industries although 
the same pattern of external reliance has given good results elsewhere. 
Capital required per unit of output for the expansion of the industry 
has probably been as high as that required in developed countries, if 
not higher. Where the capital costs have been higher, this has sometimes 
been the result of higher costs of machinery and equipment and less 
intensive utilization, a greater need for fixed investments of the infra- 
structure type, or higher working capital requirements owing to the un- 
reliability of supplies and a low turnover. 

Foreign private investment has played a significant role in a number 
of developing countries, particularly in financing the assembly or manu- 
facture of automobiles. Domestic capital has been employed, inttr alia, 
through joint ventures and participation by local development banks. 
In tome countries, state financing has been an important source of capital. 
In some instances, capital outlay has been deliberately increased to 
compensate for the shortage of skilled labour, notably in the specialized 
areas of the metal products sector, such as electrical machinery plants. 
To solve such problemi, technological efforts have been devoted to the 
adaptation of techniques to prevailing patterns of factor availabilities 
in developing countries. This has included promoting the production 
of manufactures that are not at demanding of skilled labour; utilizing 
second-hand machinery; adapting machine designs; increasing the use 
of small establishment! for certain products, and so on. Until their 
domestic metal products industry expands substantially, however, many 
developing countries will continue to use a very large proportion of their 
foreign exchange budget for importi of metal gcocU. More efibrts towards 
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import substitution continue to be made in the case of durable consumer 
goods than heavy mechanical or electrical equipment, since the former 
category makes smaller demands on the capital, skilled labour and 
technological capacities of developing countries. 

In the chemicals and petroleum products industries, the second 
largest category of heavy industry in developing countries, both the 
longer-term and shorter-term rates of growth were somewhat below 
the average for all heavy industry. However, in 1955—1964, the growth 
rate in developing countries attained an annual average of 8 per cent. 
Until the mid-1950's, the greatest growth had been experienced in Latin 
America but the leading role was subsequently assumed by Asia. Though 
significant, the recent growth rate in developing countries as a whole 
has been somewhat below that of the developed market economies and 
well below that of the centrally planned economies. Especially in the 
chemical sub-sector, the general indications of growth require further 
examination in view of the enormous range of products involved. They 
include the broad categories of basic industrial chemicals, including 
fertilizers; vegetable and animal oils and fats; paints, varnishes and 
lacquers; miscellaneous chemical products etc. Accurate statistical 
registration of growth in all these sectors is a difficult task. 

The developing and the developed countries have different patterns 
of activity in the chemical industry. For example, in comparison with 
developed countries, Latin America derives a greater proportion of 
chemical production from man-made fibres, pharmaceuticals, soaps 
and detergents and a smaller proportion from organic and inorganic 
industrial chemicals and plastics, TÎie proportion of total output contrib- 
uted by fertilizers and by varnishes, paints, printing inks etc. is broadly 
similar in both regions. Modern chemical production is still at an early 
stage in many developing countries; under such circumstances, pharma- 
ceuticals and soap often dominate. In 1962, these two groups accounted 
for two thirds of the total chemical output of India. As industry grows 
in developing countries, the shares of organic industrial chemicals, 
plastics, man-made fibres, paints and varnishes, and fertilizers in total 
output will probably increase. 

Domestic demand for chemical products has been generated by 
an ever-increasing number of economic sector, as general development 
has proceeded. Interindustry demand has arisen from the primary 
industries, especially fertilizers for agriculture, and within the manufac- 
turing sector from batic metate, metal products, textiles, leather product!, 
wood processing industries etc. Final demand has arisen, inUr */tg, 
from expenditure on clothing, health and hygiene. In 1964, the ptr capite 
domestic consumption of chemicals in developing regions was estimated 
at about $ 17 in Latin America, but only $ 3 in Asia and the Far last 
and in Africa. As a yardstick, comparable estimates oí pit capite chemfcnl 
consumption were nearly $ 50 fi» centrally planned economie», nearly 
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$ 100 for Western Europe, and nearly $ 200 for the United States. 
Foreign demand for chemical products of developing countries has 
accounted for less than one tenth of their domestic production, or about 
3 per cent of world exports. However, if efforts towards regional and sub- 
regional co-operation are successful, chemicals are likely to share in 
the resulting increase of exports by developing countries. 

On the supply side, the chemicals industry derives its raw and 
auxiliary materials from a particularly wide range of primary and second- 
ary industries, and processing of these materials by the chemicals 
industry can be especially capital intensive. Capital requirements for 
big petrochemical plants, for example, have been estimated at about 
$100,000—150,000 per worker, with amortization, maintenance and 
interest on capital running at 20 per cent a year. The automation of 
many modern processes, which may involve numerous measuring and 
control devices, is one of the factors responsible for the high investment 
cost; a further factor is the extent of investment expenditure for research. 
Only seldom can the domestic capital market of developing countries 
finance modern chemical plants so that much reliance has had to be 
placed on foreign sources. In the chemicals industry, such finance often 
comes from chemical companies of developed countries, arrangements 
being made for the transfer of licences and know-how. In many cases, 
foreign capital and domestic capital have been used to form a joint 
venture. The problem of labour requirements for the modern chemicals 
industry has been one of skills rather than supply, the difficulty having 
been to find key personnel to run plants rather than worken with lower 
or medium-level skills. Such demands have increased at processes have 
become more complicated and plants bigger. While recourse to having 
workers trained in developed countries, prior to the establishment of a 
factory, has proven useful, a lack of adequate practical experience has 
persisted. Skilled labour in the modern chemicals industry must cope 
with rapid technological advances whose application to a particular 
country requires appreciation of unique facts of cost-price structure, 
power supply, product-mix etc. At a different level, skilled employees 
must contend with continuous, automatically controlled processes and, 
at another stage, with the requirement for indigenous industrial research. 
To help to solve these problems, widespread attention has been given to 
obtaining licences, often through joint ventures. Because of the problems 
involved, developing countries have met a large part of their domestic 
demand for chemical products by imports from the developed countries, 
and it has been estimated that in 1964 the share of imports in the con- 
sumption of chemicals exceeded 50 per cent in Africa and was dote 
to 40 per cent and 30 per cent in Asia and Latin America, respectively. 
ÌM many instances, dependence might have been still greater but for 
the scarcity of foreign exchange. 

Of the remaining three heavy sectors of industry examined in this 
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survey — non-metallic mineral products, paper and paper products, 
and basic metals — the two last mentioned have had the more marked 
recent growth. Basic metals output in developing areas has expanded 
at an uneven pace. The average annual growth rate in basic metals 
between the late 1950's and the early years of the Development Decade 
(1960's) was nearly 10 per cent - a rate equalling that of the early 
post-war years — but the industry developed much slower during the 
1950's; earlier, during the decade encompassing the war, development 
was markedly slower. The uneven expansion in these industries, which 
for some developing countries primarily involved the manufacture of 
basic iron and steel and for others the manufacture of basic non-ferrous 
metals, was mainly due to conditions in the Asian region. Nevertheleii, 
the average rate of expansion since 1948 has been considerably greater 
in the developing countries than in the developed marked economies; 
in their more recent higher rate of development, the developing countries 
have not been surpassed by the centrally planned economies. The distinc- 
tion that must be made between iron and steel on the one hand and non- 
ferrous metals on the other hand arises primarily — but not entirely 
- from the different nature of the demand for the developing countries* 
output of these two subsectors of the basic metals industry. 

The demand for the developing countries1 output of iron and steel 
has been mainly domestic; it is income-elastic and its extent is clearly 
influenced by the size of the local metal products industry. It has been 
suggested that the aggregate domestic demand has tended to expand 
more in countries with a domestic rather than a foreign supply of iron 
and steel. The varying pattern of the end-use of steel in individual devel- 
oping countries is significant; while in some of the poorer tropical coun- 
tries a high proportion of steel consumption has been allocated to galva- 
nised sheets, the pattern in other countries has reflected more the nature 
of their primary production. Thus, where agriculture has been signifi- 
cant and where agricultural products have been processed locally, the 
main steel consumption has been in tinniate and wire. To give another 
example, while oil-producing countries have required steel especially 
for tubing, countries producing other minerals or concentrating on infra- 
structural development have used steel particularly for the expansion 
of railways. In addition to individual concentrations, there has emerged 
an increasingly wide range of domestic demand for iron and steel. In 
terms of p*r capii* consumption, however, even the mote i•*"«^Hyfd 
developing countries still coutume relatively little Med. In 1964, tor 
*fiUê steel consumption was above 0.6 tons in the United States of Amer- 
ica but was only about 0.09, 0.06 and 0.04 tons in Argentina, Mexico 
and Brazil, respectively. Some of the smaller developing countries that 
are subject to special influences, including Hong Kong, Lebanon and 
brad, had a higher ptr affa consumption. Some of the targar devd- 
ofNttg countries - including Ghana, Nigeria and the United Arab 
Republic in Africa and India, indonesia, Pakistan and the Philappán« 
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in Asia — had a per capita domestic demand near or well below half of 
the Brazilian level (see above). Where foreign demand has influenced 
domestic output, the reason has often been a desire for increased outlets 
to permit gains from economies of scale. However, relative to the total 
world exports of steel in 1964, even the exports of India and Mexico, 
nearly 0.2 million tons and 0.1 million tons, repectively, were quite 
small. A large proportion of the exports of developing countries was 
directed to other developing countries. 

These countries' output of iron and steel is, of course, strongly in- 
fluenced on the supply side by the availability of local resources of iron 
ore or scrap and of energy. In more than one instance the failure to 
recognize fully this requirement has been detrimental to the industrial 
endeavour of the countries in question. Many steel producers have 
considerable excess supplies of iron oie for export to developed countries 
after meeting the requirements of the local steel industry. Several deve- 
loping countries now produce iron ore exclusively for export. In 1964, for 
example, only 13 per cent of the total iron ore production of developing 
countries was retained for local conversion into iron and steel. The 
desire of some of these countries to engage in domestic processing has 
been clearly expressed. Nevertheless, in 1964, only fifteen developing 
countries had an iron ore production of more than 500,000 tons. Good 
coking coal is generally lets available; however, the use — though limited 
— of large resources of natural gas in some developing countries raises 
hope of some potential onset. 

Where the lack of natural resources and the small sise of market 
have not imposed a barrier, the financing problems of the capital inten- 
sive steel industry have often been met by governmental involvement, 
direct or indirect, total or partial. Private capital has sometimes tended 
to avoid this industry and, for reasons of public policy, some governments 
have decided to control it in view of its basic importance. They have had 
recourse, in certain instances, to international agencies and consortia 
for finance. In the attempt to construct an efficient industry, a major 
technical problem has been to achieve low unit costs for relatively small- 
scale plants at a time when increasingly larger unit sises are indicated 
by many of the technological advances in developed countries. Being 
esultili intensive, the industry has the usual need lor hisrhlv fUlfffi tech* 
niciani. All of these domestic supply problems in developing countries 
SSSjSJS• ^p   VWH   %^S>   SrSSv^fSjS)    SASjSBBS^ES£SSiSnSj>%SJ^w    wBSJSJB>S>   SF^lSJi SMMB^BSSBSSB^VSMSS*   SMHSS>BP^^S> SIST   ^^B>   <SSi I^SMS    WMBSMM   BFVW^PBS 

mainly from developed countries, were valued at nearly $ 1,900 million 
in 1964. 

In the other sub-sector of the basic metals industry, non-ferrous 
metals, growth in output was directed mainly to the foreign market. 
Thus in 1963, thé four developing countries leading in the production 
of the major non-ferrous metals sudi as copper, lead, smc SUM) tin, 
exporten Decween AI ana i vu pst* oes» es wen ssnewsr or renneu menu 
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production. The situation was radically different with aluminium 
metal output. Domestic demand for unworked non-ferrous metals was 
governed largely by the relative utilization of ferrous and non-ferrous 
metals. Local availability of copper, lead, zinc and tin has not, by itself, 
generated a significant internal demand for semi-fabrication despite 
extensive consideration of this possibility. Commercial and economic 
barriers have generally prevented export at the semi-fabricated stage. 
Until recently, growth in the output of unwrought non-ferrous metals 
for export by individual countries was strongly influenced by long- 
established patterns of export trade flows. However, there is evidence 
today of some movement by developing countries towards a more diversi- 
fied and thus possibly more stable pattern of international trade. Most 
of the foreign demand for unwrought metal comes from developed 
countries, but there has been increasing attention to possibilities of ex- 
panded regional trade in aluminium and other non-ferrous metals 
among developing countries. 

Growth of non-ferrous metal output on the supply side is determined 
by local availability of natural resources, i.e., ores. It is rare for a devel- 
oping country to establish a non-ferrous basic metal sector on the basis 
of imported ores. Until recently, production of each of the non-ferrous 
ores had been sharply concentrated in a few developing countries, but 
improved exploration techniques and changes in the structure of financing 
may provide a greater potential for non-ferrous ore production. The 
local availability of additional energy resources has strongly influenced 
the extent to which ore output could be transformed locally into metal 
output. Institutional influences have also been significant, since some of 
the non-ferrous metal industries tend to be rather closely organized and 
governmental concern in this area is often strong. The major international 
companies that control a significant portion of world output and consump- 
tion of various non-ferrous metals are generally the main sources of 
capital for smelters and refineries in developing countries. However, 
in a number of developing countries, the rate of capital formation in 
this sector and the growth of its output have been increasingly influenced 
by policy decisions of the government, and assistance has been sought 
from other outside sources of finance. In restructuring financing and 
control, developing countries have had to bear in mind the need to 
maintain an adequate corpi of skilled technicians. 

Up to die present, developing countries as a whole have not devel- 
oped a substantial paper and paper products industry, but vigorous 
efforts for growth have been under way in post-war years. More recently, 
the rate of expansion has declined somewhat; the average annual rate 
in 1955—1964 was nearly 9 per cent. This aggregate rate, which owed 
more to developments in Asia than Latin America, was higher than in 
the other two major groups of countries. 

The expansion in developing countries of manufactures of pulp, 
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Foreword 

The Industrial Development Survey contained in this volume is the 
fint in a series of comprehensive reviews of industrialization to be 
undertaken by UNIDO. It was prepared in response to Economic 
and Social Council resolution 1030 (XXXVII), by which the Secretary- 
General was requested to make arrangements for the preparation of a 
periodic world industrial development survey. This survey is intended 
to provide a review and assessment of developments that may be sig- 
nificant for the industrialization programmes of developing countries 
and to review the over-all progress achieved in this field up to the 
present. 

The present survey was prepared in 1967 by the secretariat of 
UNIDO as part of the documentation for the International Sym- 
posium on Industrial Development, held in Athens in November and 
December of that year. The discussion of the survey during the sym- 
posium is covered in the Report of the Symposium distributed ini- 
tially as document ID/Conf. 1/62 and now being printed as ID/11. 

General information is given on recent world developments in 
industrialization, while the situation in developing countries is considered 
in detail. 

The term "industrialization" is used throughout the survey in the 
sense of an expansion of manufacturing output. The types of manu- 
factures covered are those classified in Divisions 2 and 3 of the Inter- 
national Standard Industrial Classification, i.e. : 

Food manufacturing and beverages; tobacco manufactures; textiles; 
footwear, other wearing apparel and made-up textile goods; wood 
and cork; furniture and fixtures; paper and paper products; 
printing, publishing and allied industries; manufacture of leather, 
and leather and fur products except foot-wear and other wearing 
apparel; rubber products; chemicals and chemical products; 
products of petroleum and coal; non-metallic mineral products, 
except products of petroleum and coal; baric metal industries; 
metal products, except machinery and transport equipment; 
machinery; electrical apparatus, appliances and supplies; transport 
equipment; miscellaneous manufacturing industries. 

m 

iMtwatenAfln. 



The dimensions of recent growth of manufacturing in developing 
countries are reviewed in Chapter I. Since the mid-1950's, the rate of 
expansion has averaged 7 per cent a year. This is examined in relation 
to the recent and early efforts of the developed countries towards in- 
dustrialization, and also in relation to the recent expansion of other 
sectors in the developing countries. The influence of domestic demand 
for manufactured products in the latter countries is also discussed. 

In Chapter II, three aspects of the relationship between inter- 
national trade and industrialization are examined: import substitution, 
the need for the expansion of exports, and efforts towards regional 
co-operadon. 

In Chapter III, an attempt is made to provide a perspective with 
regard to financial resources for industrialization. After a discussion of 
investment requirements, this chapter deals with the extent of external 
financial resources which have been available to developing countries 
and with the crucial nature of domestic savings for industrialization. 

A review of other inputs required for more rapid industrialization 
is contained in Chapter IV, in which the role of employment in manu- 
facturing and the urgent need for development of skills in the labour 
force are also discussed. The availability of primary products for pro- 
cessing in the manufacturing sector is then examined. 

Some of the problems involved in the choice of technology are 
briefly reviewed in the concluding section. 

The secretariat wishes to acknowledge with thanks the co-operation 
received from members of the United Nations family of organizations 
and from other international organizations. 

iv 
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In the majority of developing countries, the textile industry was 
the second most important light industry in terms of value added. Tex- 
tiles serve a basic need, and the industry employs a wide range of tech- 
nological processes. However, for the majority of developing countries, 
the share of textiles in total manufacturing still did not exceed one- 
tenth. In only a few countries, including India, Mozambique, Pakistan, 
Uganda and the United Arab Republic, was the recent share of textile 
manufacturing in total manufacturing activity equal to or more than 
one quarter. All of these countries are noted for domestic availability 
of cotton and other fibres. 

Apart from the prime importance oí manufacture of foodstuffs 
and textiles, there was no common ranking of light industries within 
the developing countries. Thus, while in many developing countries 
the wood and furniture industries occupied third place, that position 
was held by the clothing and foot-wear industries in many other develop- 
ing countries. In a few countries one or the other of these industries 
made a relatively large contribution to total manufacturing, say, more 
than 10 per cent, but in the majority of developing countries, neither 
accounted for more than 5 per cent. 

The similarity in the internal patterns of the light and heavy 
sectors was that the dominant industry within each sector often accounted 
for over half of the output of that sector. However, the important 
difference was that in the heavy sector, no one industry was clearly 
dominant in almost all developing countries, as was food in light in- 
dustry. Rather, there were two industries in the heavy sector that vied 
for dominance in individual developing countries, metal products and 
chemical and petroleum products. The metal products industry is 
highly responsive to income growth and the level of technology. In the 
majority of developing countries, the share of total manufacturing 
output contributed by this industry around the turn of the present 
decade did not exceed one eighth. Local availability of natural resources 
was often an important influence in the development of industries 
manufacturing chemicals and chemical products and petroleum and 
coal products. Reflecting differences in endowment with natural re- 
sources, some countries had a relatively large chemical and petroleum 
products industry; however, as with the metals products industry, 
their contribution to total manufacturing output in the majority of 
developing countries did not exceed one eighth. 

Among other heavy industries, non-metallic mineral products were 
often more important than basic metals and paper products industries. All 
three industries were also influenced by the local availability of natural 
resources. The first of these industries is closely concerned with building 
and construction; for the majority of developing countries the output 
did not exceed 5 per cent of total manufacturing. Basic metals industries 
were important, either in relatively less developed countries which 
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specialized in mining and smelting the basic metals, mainly for export, 
or in some of the larger and more industrialized of the developing 
countries. However, in the majority of developing countries, their share 
in total manufacturing did not exceed 2 per cent. About the same order 
of magnitude held good for the paper and paper products industries. 

Some insight into the emerging structure of manufacturing in 
developing countries may be provided by a cursory examination of 
the recent pattern of manufacturing in deveioped market economies. The 
structural pattern differed from that of developing countries in the 
greater emphasis on heavy industry and the sharply different profiles 
within heavy and light industries. Except where the role of agriculture 
was important, as in Ireland and New Zealand, there was a positive, 
but not necessarily close, relation between the share of heavy industries 
in total manufacturing and the level of per capita income for individual 
developed market economies. In 1958, apart from the exceptions indi- 
cated, heavy industry accounted for between one half and two thirds 
of total manufacturing (see table 18). However, one industry — metal 
products — always dominated in the heavy sector of individual developed 
market economies, in contrast to the recent experience of developing 
countries. Generally, metal products accounted for the major part of 
heavy industry activity — about three tenths of total manufacturing 
in the majority of these countries. This special role of metal products 
might be ascribed to the greater influence of demand in higher income 
countries over that of the supply of specific natural resources, which 
in lower income countries ma)' more often determine the pattern of 
manufacturing production. The chemical and petroleum products 
industries were generally second in importance in the heavy sector of 
the developed market economies, but contributed far less to value added 
than the metal products industries. 

Generalization about the relative roles of the other and smaller 
industries in the heavy sector is less easy, except in regard to the influence 
of endowment with natural resources. Thus, the extent of exploited 
forest resources contributed to the relatively more important contribu- 
tion made by the paper and paper products industries in Oceania and 
most of the Scandinavian countries, while the relative paucity or absence 
of metallic minerals contributed to the limited role of the basic metals 
industries of Denmark, Finland, Ireland and New Zealand. Reflecting 
the more generai availability of, and demand for, non-metallic minerals 
and the influence of relatively high transportation costs for such products, 
the non-metallic mineral products industry was distinguished from the 
paper products and basic metals industries by its stable though relatively 
small contribution, 4—5 per cent, to total manufacturing. 

Within the light industry sector, the structural pattern of the 
developed market economies differed from that of the developing coun- 
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tries in the importance of the food industry. Reflecting the lower income 
elasticity for food in the more developed countries, only in Ireland did 
the food industry account for the major portion of the output of light 
industry. The food industry was, nevertheless, the most important light 
industry in almost every country, Japan being the exception. In the 
less wealthy of the developed market economies, textile manufacturing 
is generally the second most important of the light industries. Other- 
wise, the relative importance of the made-up textiles, clothing and 
foot-wear, wood products and furniture, and printing and publishing 
industries varied from country to country, reflecting special influences. 
Industries producing leather (other than foot-wear) and rubber goods 
were almost always of less importance in developed market economies 
than the other light industries indicated above. 

In the endeavour of developing countries to achieve a certain 
structural pattern of manufacturing activity, the interdependence of 
industries cannot be ignored, since manufacturing as a whole cannot 
grow without reference to development elsewhere in the economy. 
Moreover, within manufacturing, it is clear that the interdependence 
of different industries increases with the degree of industrial develop- 
ment. From approximate data for a limited number of developed and 
developing countries, it appears that the textile and metal products 
industries, more than others, tend to rely for their output on inputs 
from within manufacturing.10 The exceptions to this very broad gener- 
alization are clearly indicated in table 19. Further, these two industry 
groups would also seem to be the most important suppliers of the whole 
manufacturing sector, again including intra-group transactions. Apart 
from the latter transactions, the textile industries rely for their purchases 
mainly on the complex of the chemicals, petroleum and coal products 
industries. In many instances, of all industries in the manufacturing 
sector, the wood, paper and rubber products industries rely most on 
sales to the textile industries. Similarly, in many cases, metal products 
industries appear to rely the most on industries producing chemicals 
etc.; however, the tentative evidence is less clear with respect to the 
major dependent industry. In the food products industry and the non- 
metallic mineral products industry the backward and forward linkages 
within manufacturing do not appear to be so strong. In these instances, 
there are strong backward linkages with the agricultural and mining 
sectors, and more immediate forward linkages with final demand. Finally, 
the recognition of interindustry dependence in industrial development 
has to be supplemented by appreciation of intra-industry dependence. In 
all of the manufacturing industries, except for the two mentioned 
immediately above, there is evidence of large intra-industry trans- 
actions. Within each of the other industries, there are a number of 
closely related activities often representing successive stages of fabrication 

Including imports in the delivery flow of counterpart domestic industrie«. 

s» 
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TABLE 19   INPUT CO-EFFICIENTS- OF TRANSACTIONS WITHIN MANUFACTURING IN- 
DUSTRIES IN SELECTED DEVELOPING AND DEVELOPED COUNTRIES. RECENT 

YEARS 

(Gross value of production of each individual sector equals 1,000) 

Purthuutf 

ucttn 

82 
7 
8 

24 
4 

10 
136 

1 
3 
2 
3 

Food A 
Textile»     B 
Wood C 
Chemicals D 
Non-metallic Mineral    E 
Metal Products   ... F 

Total 

Food A 
Textiles     B 
Wood C 
Chemicals D 
Non-metallic Mineral    E 
Metal Products   ... F 

Total 

Food  A 121 
Tortues      B 10 
Wood  C 4 
Chemical»  D 6 
Non-metallic Mineral E — 
Metal Produco   ... F 10 

Total 152 

Food A 166 
Textil» B 2 
Wood C 12 
Chemicab D 19 
Non-metallic Mineral    E 3 
Metal Products   ... F 9 

Total 211 

Food A 144 
Textiles B — 
Wood C 42 
Chemical* D 17 
Notwnetallk Mineral    E - 
Metal Produco   ... F 7 

Total 210 

B 

Colombia 

283 
6 

89 

3 
381 

Pakistan 

241 

15 

4 
260 

Senegal 

180 

20 

7 
207 

Italy 

23 
378 

19 
84 

1 
6 

511 

Iraq 
1 

434 
8 

35 

6 
485 

PmtltmMl tttfn* 

64 
253 
39 

1 
17 

374 

28 
26 
36 
3 
26 

119 

6 
173 
19 

32 

231 

31 
323 
79 
3 

22 

460 

54 
438 
19 
20 
194 

726 

8 
9 
34 
182 
26 
7 

265 

138 
5 

68 

11 

222 

10 

44 

1 

55 

34 
3 
18 

343 
6 
15 

419 

25 
123 

15 

163 

E 

10 
35 
138 
48 

231 

48 

262 

310 

43 

21 
86 
21 

171 

41 
99 
72 
32 

244 

45 
96 
48 
52 

241 

18 
35 
39 
2 

352 

446 

18 

367 

385 

300 

304 

9 
24 
34 
7 

410 

484 

3 
18 

461 

483 
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Pvrthatti •/ 

    

Pmthësint fitttrt* 

   

Pwrtkmttt 
frtm tmh 
tttior A B C D E p 

Peru 
Food  .  .   .  A 128 1 4 7 — — 

.  .   .  B 21 191 20 2 1 31 
Wood    .... .  .   .  C 18 20 318 13 68 12 
Chemicals    .   . . .  .  D 52 68 35 90 212 30 
Non-metallic Mineral    E 8 1 4 7 50 1 
Metal Products .  .   .  F 21 3 17 6 1 155 

Total 248 284 398 125 332 229 

United Arab Republic 
Food  .  .   .  A 280 16 53 2 — — 

.  .   .  B 26 274 189 18 52 47 
Wood    .... ..   .  C 4 11 83 4 58 2 

.  .   .  D 19 31 44 136 216 21 
Non-metallic Mineral    E — 2 — — — — 

Metal Products . .  . F 4 23 105 26 2 389 
Total 333 357 474 186 328 459 

Food  ...  A 103 2 1 28 — — 

Textiles    .  .  . ..   .  B 1 410 14 1 — 6 
Wood   .... . .   .  C 11 36 246 27 46 28 
Chemicals    .   . ..   .  D 16 44 26 238 44 34 
Non-metallic Mineral    E 3 1 1 7 52 15 
Metal Products . .   .  F 9 14 13 22 10 466 

Total 143 507 301 323 153 549 

SM table 12. 
• Includa importi on the delivery flow of counterpart. 
* The definition! of toe industrial iccton are at foikrwi: 
A Food, berciata and tobacco; 
B Tesala*, cloduaf, leather and mieceilaneeu» 

maaufactured food»; 

G Wood, paper and rubber producán 
D Chemical», petroleum and coal producto; 
E Non-metallic mineral product»; 
F Melai produci». 

from senû-inamifactures to final manufactures. It would appear that 
the significance of these intra-trantactions also increases to some extent 
with industrial development, reflecting the "lengthening" of fabrication 
processes applied to specific raw materials and the corresponding sophis- 
tication of industrial organization. 

D.   INDUSTRIAL GROWTH IN PERSPECTIVE 

The present 7 per cent growth rate in manufacturing prevailing 
in developing countries is not extraordinary when compared with the 
early experience of some of the now-developed countries. While that 
rate is high in relation to the advance of the United Kingdom at its 
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TABLE 20.  GROWTH OF MANUFACTURING PRODUCTION IN SELECTED DEVELOPED COUN- 
TRIES, 1810-1935 

(Average annual change in index numbers ottween preceding quinquennium and quinquennium 
indicated) 

I nil tit Kingdom llnittd Stat 

1876-1880 3.0 

Gtrmeuy 

1876-1880 1.4 

Sum/en 

1891-1895 

Japan 

1810-1814  2.0 8.0 1901-1905 9.5 
1815-1819  2.7 1881-1885 7.3 1881-1885 4.1 1896-1900 11.7 1906-1910 7.9 
1820-1824  3.1 1886-1890 5.6 1886-1890 4.6 1901-1905 3.9 
1825-1829  4.3 1891-1895 3.2 1891-1895 3.7 1906-1910 3.7 1926-1930 7.4 
1830-1834  3.5 1896-1900 3.8 1896-1900 7.0 1931-1935 4.7 
1835-1839  4.4 1901-1905 7.7 1901-1905 4.0 1926-1930 7.5 
'840-1844  2.5 1906-1910 3.7 1906-1910 3.3 1931-1935 3.1 

Stura: United Nations Industrial Development Organization, based on W. G. Hoffman (1955) British Industry, 
1700-1950, Basil Blackwell, Oxford, and League of Nation», Industrialization md Fertig* Trade, Geneva. 

early stages of industrialization (see table 20), there are obvious reasons, 
apart from specific circumstances, why advance should have been 
slower in a country which was first in the industrial field. The peculiar 
role of the United Kingdom was to create by itself the means of in- 
dustrialization. However, annual growth rates well above 7 per cent 
in the early phase were not uncommon in some countries which began 
their "take-off" into industrialization seventy-five to a hundred years 
after the United Kingdom, i.e. in the latter part of the nineteenth 
century. It would be an oversimplification, however, to suggest that 
the developing countries of today, which are industrializing seventy- 
five to one hundred years later than, say, Sweden and Japan, have 
therefore failed in their endeavour. 

Certainly, developing countries today would appear to have a 
potential advantage over those of earlier times in the availability of 
technology. However, the value of the increase in the volume of current 
technology available may well be lessened by the degree of remoteness 
of some of this technology from the needs and possibilities of newly 
developing countries. The question for these countries is whether they 
are able to adopt and adapt existing technologies rather than whether 
they can create wholly new technologies. At present technological 
innovation is generally an activity of highly industrialized rather than 
of newly industrializing countries. Of course, many other factors in- 
fluence comparative rates of growth in manufacturing; few of them 
operate uniformly in a single direction, or with the same force in all 
developing countries. 

The problem of finance is universal and often extremely serious. This 
problem has been aggravated for countries which on the basis of their 
present low standards of living have sought to start rapid industrializa- 
tion since this has often impeded the development of adequate domestic 
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savings for industrial investment. In real terms, per capita income in 
some developing countries may well be below that of some countries 
which started their industrialization in the nineteenth century. Further, 
the present situation may be still more serious in countries where highly 
unequal domestic patterns of income and distribution of wealth exist 
but where the potential for saving is not exploited. The existence of a 
growing complex of international institutions, in addition to the private 
and public national organs concerned with transfer of savings from 
developed to developing countries, might indicate that overseas savings 
can fill the gap left by domestic savings. However, it should be recalled 
that, under a less sophisticated institutional framework, international 
capital flows in some cases were not insubstantial in the nineteenth 
century. With regard to demand for capital, it is true that efforts for 
rapid industrialization are being made simultaneously in a larger 
number of individual developing countries now than several decades 
ago. At that time, the situation might have been described as one of 
overlapping consecutiveness. 

Nor is the situation in all countries unequivocally more favourable 
today with regard to human and natural resources. In too many of the 
developing countries there is still a wide gap between optimum and 
actual standards of formal and vocational education. Moreover, in 
many developing countries, potential financial savings for industrial 
and general economic and social development have been diverted to 
meet the consumption requirements of populations whose rate of growth 
is much higher than that of many of the countries at the beginning of 
their industrialization several decades ago. Further, while newer technical 
means of discovery and exploitation of natural resources are undoubtedly 
a positive influence in the contemporary world, there is an unfavourable 
ratio of human to natural resources in many developing countries, as 
a result of continuously expanding populations. In some of the petroleum- 
producing countries, however, this adverse pressure does not apply. 

The increasing emergence of planning machinery, designed to 
improve the co-ordination and utilization of factors of production, has 
undoubtedly created a potential for a more orderly and rapid industriali- 
zation effort in many developing countries today. In ideal situations, 
co-ordination between planning and industrialization has created the 
environment needed to achieve the greatest social benefits. In many 
developing countries, however, the desire to plan has not been accom- 
panied by a corresponding ability to plan, and the ability to plan has 
not been matched by facilities to implement a plan. Successful use of 
planning techniques requires not only an adequate and efficient ad- 
ministration, but also continuing political support to ensure the primacy 
of social over internal or external private benefit if conflict emerges. In 
addition, the possibility of rapid industrialization in many developing 
countries has been increased by the involvement of the public sector 
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in the actual production process. Without such effort, some of the 
industrial achievements in developing countries would not have been 
realized. It is clear, of course, that only efficiently run public enterprises 
can serve the ultimate purpose of industrialization. 

Without question, the conditions of international trade have changed 
substantially over the decades. In the broadest terms, the present drive 
for industrialization in developing countries has been facilitated by 
a vigorous expansion of international trade which, by permitting greater 
specialization, has swelled world income. The question arises, however, 
whether all developing countries have shared adequately in the gains 
from such exchange. International trade has undoubtedly made it 
less necessary for developing countries to take the expensive road of 
self-sufficiency in their industrial development; foreign inputs for 
industrial growth have become available more cheaply than other- 
wise. However, the barriers to trade in manufactures that have been 
set up by the long-established industrial nations have been among the 
powerful influences that have severely reduced the proportion of develop- 
ing countries participating in international trade in manufactures. Some 
of these obstacles, such as high tariffs on semi-manufactures, have been 
particularly awkward. The issue has therefore been raised, not simply 
of dismantling or at least reducing present barriers in developed countries, 
but of granting some kind of preferential treatment to the manufactures 
of newly industrializing countries. The need for such action to promote 
a more export-oriented industrialization is all the more compelling in 
view of the small size of national markets. 

Whether or not developing countries have a greater ability to 
industrialize more rapidly today than formerly, there is now far greater 
recognition by governments of the need for more rapid industrialization. 
The realization that more rapid industrialization, hand-in-hand with 
over-all economic development, will bring a higher level of living has 
spread far and wide, as a result of the demonstrable achievements of 
the developed countries. 

Turning to the historical role of manufacturing in relation to 
other sectors of the economy, there is abundant evidence bearing out 
the experience of contemporary developing countries that a relatively 
rapid rate of growth in manufacturing is normally associated with 
agricultural growth, rather than with stagnation or decay in the agri- 
cultural sphere. It was observed earlier in this survey that agricultural 
production is continuing to grow in developing countries as a whole, 
although at significantly lower rates than the manufacturing sector. The 
growth rate in the larger sector of agriculture has served to provide 
supplies and demand for the products of a more rapidly growing but 
smaller manufacturing sector, although a higher growth rate of agri- 
culture would have been desirable to prevent some of the stresses and 
strains that have arisen. 
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paper and paperboard, and  related  articles reflects the particularly 
high income elasticity of demand for such products. It has been estimated 
that the countries with lower per capita income have a much higher 
income elasticity of demand than more developed countries. Domestic 
demand was the dominant outlet for the paper and paper products 
output of developing countries. While part of this demand has been 
related to the needs of general economic growth, as with the demand for 
packaging material, a considerable element was closely related to edu- 
cational advance. There has been a sizable growth of demand for news- 
print and other paper for the transmission of information, as indicated 
in country estimates made by the United Nations Educational, Scientific 
and Cultural Organization (UNESCO) of increases in the number of 
book titles and  translations and newsprint consumption. A random 
sample relating to newsprint consumption, for example, shows that 
average per capita  consumption rose  between  1955—1959 and   1964 
from 2.4 to 2.9 kg in Mexico and from 9.5 to 10.3 kg in Uruguay. In- 
creases in the same period for Israel, Ghana and the United Arab Repub- 
lic were, respectively, from 3.0 to 6.2, 0.4 to 1.5, and 1.0 to 1.4 kg. 
In India and the Philippines, per capita consumption of newsprint rose 
from 0.2 to 0.3, and from 1.3 to 1.4 kg, respectively. In the same period, 
the relevant increase in the United States was from 35.7 to 37.9 kg. Just 
before the 1960's, the average per capita consumption of all pulp and 
paper in developing countries as a whole was about one twentieth of the 
average level in developed countries as a whole. So far, veiy little of the 
output of the paper and paper products industry of developing countries 
has gone into foreign markets, less than 1 per cent of world exports by 
value. In the early 1960's, most of these exports, which came from a 
limited number  of developing countries,  went to other developing 
countries in the same geographic region. 

Key requirements for growth in the paper industry are the avail- 
ability of natural or estate forest resources which must be abundant, 
accessible, uniform and cheap, and supplies of fresh water. While the 
major part of pulp and paper output has been traditionally obtained 
from the coniferous species, attention has been given to the possibilities 
of other available inputs, such as various timbers including bamboo 
and non-wood materials, such as esparto and other grasses, cereal straw 
and bagasse. The availability of low-cost energy and a number of chem- 
icals has also influenced the location of the pulp and paper industry. 
A further problem is raising the capital for this relatively capital-intensive 
industry. Apart from the cost of developing a specific infrastructure, 
a large chemical pulp plant of 100,000 tons annual capacity requires an 
estimated capital of some $ 35 million, i.e. $ 350 a ton. The large size 
of efficient modern plants in this industry is a dominant technological 
consideration for developing countries where the market is not large 
enough to sustain the necessary output. Since capital costs per unit 
of output tend to rise significanüy with decrease in null size, the technol- 
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Generally speaking, the availability of labour has not restricted 
the growth to only one sector. The relation of the volume of agricultural 
output to the volume of manufacturing output in developing countries 
as a whole at the present time is not materially different from that in 
the United States a century ago. As shown in table 21, the relative 

TABLE 21.  GROWTH OF MANUFACTURING AND AGRICULTURAL PRODUCTION IN SELECTED 

DEVELOPED COUNTRIES, 1869-1937 

(Average annual change of index numbers between the dates indicated) 

  
Manufacturing' AtriaäiuTt* All SKtorr* 

United States 
1869 to 1874. 9.4 2.8 5.6 
1874 to 1879. 3.0 5.6 4.3 
1879 to 1884. 10.4 2.9 6.6 
1884 to 1889. 5.3 

5.7 
1.5 
0.2 

3.5 
1889 to 1894. 3.4 
1894 to 1899 2.7 3.7 2.8 

J                       Canada 
j                          1870 to 1880. 4.5 3.0 3.3 
I                          1880 to 1890. 4.9 2.2 3.3 
I                          1890 to 1900. 2.9 3.4 2.7 
Î                          1900 to 1910. 5.6 3.2 6.1 

1910 to 1920. 1.4 1.2 1.6 
î                          1920 to 1930. 4.7 2.7 3.2 

j                        Japan 
j                           1903-1907 to 1908- -1912 5.8 2.9 4.1 
1                          1908-1912 to 1913- -1917 6.4 0.8 2.6 
I                          1913-1917 to 1918- -1922 5.5 3.7 5.0 

1918-1922 to 1923- -1927 6.2 -0.8 4.9 
!                          1923-1927 to 1928- -1932 4.9 0.1 3.1 

1928-1932 to 1933- -1937 6.3 3.3 4.6 

Sunti: United Nation» Industrial Development Organization, baaed on data from National Bureau of Economic 
Research, Trait m tht Amtritm Etnomj ta tht 19th Cmturj, Studies in Income and Wealth, 24, Princeton University 
Presi (1960); C. J. Firestone (1958) CamaaWt EmmmU DmltfimtM 1967-1953, Income and Wealth Series VII, 
Bows and Bows, London ; W. W. Lockwood (1954) Tht Bmmmk DntUpmmt s/Japsn, 1969- I9S», Princeton Univer- 
sity Press. 

• Manufacturing includes construction and electricity for Canada up to 1910, includes construction for Japan. 
• Agriculture includes other primary production for Jape». 
• All sectors average refers to all commodity output for the United States, to gross domestic product for Canada 

and to net national product for Japan. 

growth rates of these two sectors in the United States in the decades 
following the 1860's were broadly similar to those of the developing 
countries today. In the early years following the take-off into industriali- 
zation of countries such as Canada and Japan, the relative advance of 
these two sectors was of a different order but — taking a broad view — 
not markedly different. 
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Finally, a glance at other historical data corroborates the ob- 
servation that within the manufacturing sector, there is no hard and 
fast rule of specific sectoral develcpment valid for all countries at all 
times. The specific sectoral pattern reflects supply and demand in- 
fluences, which vary in time and from country to country. Differences 
in the early industrialization of Canada and Japan, for example, reflect 
the exploitation of their vastly different natural resources. In general, 
however, the more recently industrialized of the present developed 
countries exhibited a strong tendency in their earlier as well as sub- 
sequent phases to develop heavy industry more than light industry. This 
reflects the shift in demand for the products of this sector as incomes 
rise and is observable from the data for Canada and Japan in the decades 
around the turn of the century, and for the United Kingdom after the 
first quarter of the nineteenth century. Before then, however, the United 
Kingdom, in its early phase of industrialization, concentrated on light 
industry, reflecting the fact that increasing incomes at that time spurred 
demand primarily for food and textiles. 

The present section and, more directly, the preceding three sections 
of this chapter have concentrated or some of the features of recent 
industrial growth in developing countries. This growth has been largely 
due to rapidly changing patterns of demand for industrial goods, and 
the next section is therefore devoted to a brief discussion of some aspects 
of these changes in demand in developing countries. 

E.    THE INFLUENCE OF DOMESTIC DEMAND 

The growth of domestic demand for manufactured products in 
developing countries, and related changes in the pattern ofthat demand, 
have been among the major factors influencing the pace and pattern 
of secondary sector development in these countries.11 Discussion might 
be simplified if a detailed association could be established for each of 
the developing countries between the pattern of expansion in manu- 
facturing output and the pattern of expansion of domestic demand 
for this output, but precise statistics are not generally available because 
of the present limitations of statistical services. The nearest association 
that can be generally stated at the country level from readily available 
data relates to the pattern of demand for all goods and services by 
such domestic expenditure categories as investment, government con- 

11 Terms in this paragraph are used in the following sense: domestic demand 
equals domestic investment plus domestic consumption (government and private); 
total demand equals domestic demand plus exports (the latter being alternatively termed 
"foreign demand") ; total supply equals domestic supply (or gross domestic product) 
plus foreign supply (or imports). 
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sumption and private consumption. The trends in demand for all 
goods and services by the categories just mentioned will be described 
in this section; the possible implications, specifically for manufacturers, 
can be indicated only in broad terms. Even then, there is difficulty 
in distinguishing between the part of the demand for manufactured 
products that is satisfied by supply from developing countries themselves, 
and the part supplied from external sources, i.e. imports. Nevertheless, 
the conclusion of this section is that the changing pattern of manu- 
facturing production in developing countries has resulted more from 
changing patterns of demand within the private consumption sector in 
developing countries than from shifts between this sector and the other 
major domestic demand sectors indicated above. Before examining the 
pattern of domestic demand in developing countries, the general level 
of such demand may be set in the perspective of the total demand for 
goods and services of developing countries, i.e. demand from foreign 
as well as domestic purchasers. 

From 1955 to 1964, there was no clear general pattern of change, 
for instance, in the relative roles of domestic and foreign demand for 
all goods a.id services of developing countries. Exports from developing 
countries, i.e. foreign demand, in the mid 1950's accounted in most 
cases for between one tenth and one quarter of total (foreign and do- 
mestic) demand. Although the level of aggregate demand was higher, 
there was very little essential change in this position in the first half 
of the 1960's. However, as the data in table 22 suggest, a number of 
developing countries displayed a slight tendency towards increased 
exports. This may have been due to a series of special circumstances — 
for example, those relating to specific product markets or to specific 
governmental policies aimed at reallocating goods from domestic to 
foreign markets. It may also reflect, more generally the substantial 
increase in exports to developed countries resulting from the latter's 
increased income. It will be recalled that the aggregate growth rates 
of the economies of developed countries were not substantially different 
from those of the developing countries and that there was some evidence, 
admittely faint, of slightly increased reliance by developed countries 
on imports from developing countries, as gauged by the change in 
the quantum of imports per unit of domestic product in the former.1' 

While it is difficult to measure the impact of these slight changes 
in the relative role of export demand for all commodities on the pattern 
of domestic manufactured products in each developing country, it may 
be suggested that the role of foreign demand remained decidedly modest 
as far as it concerned manufacturing activity in the developing region 
as a whole. Both in the late 1950's and the early 1960's, foreign demand 
for manufactures from the developing regions as a whole accounted for 
perhaps one tenth, at most, of the total output of manufactures of 

11 For a moie detailed consideration of foreign demand, see Chapter II. 
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TABLE 22.  DOMESTIC  AND FOREIGN  DEMAND, SELECTED DEVELOPING COUNTRIES,« 
1955-1964 

(Antragt annual investment, consumption and export expenditures in each period equal 100) 

Korea, Rep. of   .   .   . 
caule  
Uruguay  
China (Taiwan) .  .   . 
Guatemala  
Bolivia  
Colombia  
Ecuador     
Israel  
Paraguay  
Honduras  
Iran  
Cyorus  
Dominican Republic . 
Ceylon  
Puerto Rico    .... 
Jamaica  

1955- 1959 I960- -1964 

Domai u 
(nmttmnU plus 

comsumpiwnl 

Fertig» 
(iXpTiii 

D*mtslit 
(imvtslmtul plus 

consumption) 

Forti/» 
(ixports) 

98 2 95 5 
91 9 91 9 
89 11 89 11 
87 13 88 12 
89 11 86 14 
85 15 85 15 
84 16 85 15 
84 16 85 15 
90 10 85 15 
87 13 85 15 
83 17 83 17 
83 17 81 19 
81 19 79 21 
80 20 79 21 
76 24 77 23 
72 28 73 27 
76 24 72 28 

S$wtt: United Nation« Industrial Development Organization, baaed on dot* from the relevant issues of the 
United Nations T—rUtk *f Natiomal Antmli StMùtùs. Thii table only include« developing countries with data avail- 
able in constant prices. The use of a larger sample may convey a somewhat different over-all conclusion. See basic 
source for detailed country notes. 

* Countries ranked in order of relative importance of domestic demand in I960— 1964. 

the region. This estimate refers only to exports of manufactures by the 
developing regions to countries outside these regions. The other side of 
the coin is that, in most developing countries, the relative importance 
of domestic demand by their investors and consumers changed little 
during the past decade. 

Investment and government expenditures 

Within the domestic sector, the changes in the general role and 
pattern of demand by the investment sector were not usually of a dramatic 
nature in 1955—1964 as far as developing countries as a whole were 
concerned. As a group, the developing regions have continued to allocate 
about 13 to 14 per cent of their total domestic expenditure to gross 
fixed capital formation (see table 23). Further, individual countries 
which were striving for above-average growth and which therefore 
made a relatively major effort to build and maintain their capital stock, 
tended to maintain their high relative position. With regard to Latin 
American developments, there is little evidence of general change in 
the relative involvement of the public sector in total investment. In 
the Latin American region as a whole, both in the late 1950's and early 
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1960's, there were about two dollars of private investment for every 
dollar of investment by the public sector. Country variations in these 
proportions were, however, significant. 

It appears that there was a greater degree of uniformity among 
developing countries with regard to the proportion of the resources 
they allocated to investment. In some developing countries there has 
been an increased ratio of investment to total domestic expenditure; 
this may reflect either a more general appreciation of the need for 
such expenditures or a greater ability, secured by political, social or 
economic change, to meet a long recognized need. A further determining 
influence, however, may well have been some levelling of the availability 
of foreign exchange resources to individual countries for allocation 
to investment. Some countries with foreign exchange reserves accumu- 
lated during the 1940's and early 1950's exhausted these accumulations 
partly to support investment activities in the latter period. At a later 
stage, other countries received special help in their investment pro- 
grammes through foreign assistance. Furthermore, foreign private 
investment has often shifted its effort to a new set of countries after 
having financed the building or extension of, say, an extractive industry 
in a particular group of countries. More generally, price changes in 
the export products of developing countries have been a significant 
influence. Thus, for example, while coffee prices in the early 1960's 
were well below the level of the early 1950's, the situation was reversed 
in other primary products. With relatively few exceptions, the extent 
of change among developing countries in the role of investment in the 
total of domestic demand between 1955-1959 and 1960-1964 was 
below 3 percentage points. The proportion of domestic expenditure 
allocated to investment by developing countries in the early 1960's, 
about one seventh to one eighth, was well below that of developed 
countries, where the range was between one third and one quarter. If 
all of this element of demand in developing countries had been met 
by the countries themselves, the impact would have been as favourable 
for the machinery and equipment sector of their heavy industry as 
for the building sector, since investment expenditure in many developing 
countries is divided fairly evenly between these two sectors. However, 
a large proportion of expenditure by these countries for machinery 
continues to be made in developed countries. 

Again, within the consumption sector in developing countries there 
was not, as might have been expected, a general and pronounced 
relative shift away from expenditures by private consumers to an in- 
creasing demand role by government in its current or consumption 
expenditures. Private and public consumption expenditures together 
have accounted for about 80 to 00 per cent of total domestic demand, 
with by far the larger demand emanating from the private sector. 
Throughout the  1955—1964 period  demand by government alone, 
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i.e. its current expenditure, accounted on the average for about 11 per 
cent of total domestic demand or about 13 per cent of total domestic 
consumption demand. However, as indicated in table 23, the role of 
government in relation to total domestic consumption varied widely 
around this average, being two to three times greater in some developing 
countries than in others. Although variations in the responsibilities 
assumed by governments in the area of economic and social improvement 
accounted partly for these differences, a further influence was undoubt- 
edly the different incidence of the defence burden. The impact of 
government current expenditures on manufacturing was probably 
greater with regard to defence than for non-military expenditures; 
the latter appears to be more intensive in its use of services than manu- 
factured goods. It was exceptional for the share of government in all 
consumption expenditures to change by more than about two percentage 
points between the late 1950's and early 1%0's. The fact that there 
was so little change in these quinquennial averages for almost all countries 
should not be mistaken for year-to-year stability. In some newly inde- 
pendent countries, there was an initial attempt to build up the role of 
government but internal or external circumstances kept any increase 
within moderate limits. 

Privati consumption 

Changes in the pattern of rising private consumption in developing 
countries were reflected in the relative greater growth of domestic 
production of heavy industry goods, than of light industry manufac- 
tures. Increasing incomes, urbanization and changes in consumer goods 
prices were among the contributing influences resulting in this relative 
shift away from the products of light industry. 

The pattern of income elasticities, i.e. the ratios of changes in 
consumption expenditures for specific products to changes in personal 
income (interpreted loosely to include whatever changes may have 
resulted also from relative price changes), suggests that there were 
a number of diverse developments in private consumption in the de- 
veloping countries during 1955—1964. The most vigorous response 
of private consumption demand as incomes rose was for durable com- 
modities such as passenger cars and many types of household equipment, 
furniture and furnishings. As shown in table 24, income elasticities were 
higher for this than for other categories of private consumption expend- 
iture in eight out of eleven developing countries; the extent of this 
income elasticity over the period 1955—1964 was oft iti in the range 
of 1.5 to 2.0. A more modest degree of response to changa in income 
was for such non-durables as fuel and light, some forms of transport 
(other than automobiles) and communications, household operations 
and personal care, but in most of the countries examined the response 
was nevertheless elastic. The demand for food, beverages, tobacco, 
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TABLE 24. PRIVATE CONSUMPTION EXPENDITURES, ESTIMATED INCOME ELASTICITIES 

OF DEMAND.« BY MAJOR CATEGORIES,» SELECTED DEVELOPING COUNTRIES,« 

1955-1964 

Durablu Stmi- 
aWeMu 

Nta-dwabUs 

Tlat 
Faad, 

aafaraf», 
tabacca 

Otfm 
Sinnen 

brad  1.8 0.6 0.8 0.7 1.2 1.3 
Puerto Rico  1.7 1.2 0.7 0.6 1.2 1.2 
Trinidad and Tobago . 1.1 

1.5 
0.7 
1.1 

1.0 
1.0 

0.9 
1.0 

1.3 
0.9 

1.2 
0.9 

0.8 -0.3 1.2 1.4 0.2 1.3 

Dominican Republic 
Honduras  

1.5 
1.5 
3.6 

0.8 
1.2 
1.1 

1.0 
0.8 
0.7 

0.9 
0.7 
0.5 

1.5 
1.2 
2.8 

1.0 
1.3 
1.3 

2.2 -0.2 0.8 0.2 4.9 2.3 
China (Taiwan)    .   .   . 
Thailand  

2.6 
2.3 

0.4 
0.7 

0.9 
0.7 

0.8 
06 

1.7 
1.1 

1.3 
1.6 

Sawrti: United Nattant Industrial Development Organization. 
* Tot incarnire of income elasticity uted in ink table relict on C. E. V. Leter, Forati tf £agW Fmnlimi, Econome- 

tries, 31, 694—703 (1963). The measure it at foUowt: t-i t-, where e it the income elasticity, and b it the 

co-efficient of regression in the equation y - a + b log x fitted to annual observations for the year 1955 to 1964. 
Further, y ia the pcrcebU*c U total private consumption expenditures in a year spent on a particular major category 
of expenditure and x it the corresponding par rapita gross domestic product. Finally, y is the mean of the y't at de- 
fined above. 

* The i laasifli alimi of items of private consumption expenditure into the major categories shown in table is 
to be legtiilt»! as experimental, particularly for other non-durablet and for services. The major category of food 
etc it the beet defined of that« shown. In ttus regard, pleete tee table 1 of "Proposait for Reviling The SNA, 1932; 
June Itti", U.N. document, atentar E/CN. S/S43, deled 28 June 1966. The basic data used were obtained from 
United Nation* Tamaatk af Matmmai ,i»iiie—li Slatutút, 

* Countries are ranked in order of the value of par rat n't gross domestic product in 1963. 

clothing and other personal effects, and for some types of furniture and 
house furnishings was more generally inelastic to income changes, 
i.e. a given percentage increase in income called forth a smaller per- 
centage increase in demand. Not all of the commodities in the above- 
mentioned category showed the same degree of inelastic response to 
income change; demand was undoubtedly more elastic for manufactured 
than for unmanufactured foodstuffs, and for beverages and tobacco 
than for foodstuffs. The experience in developed countries has been 
that, for example, income elasticity of demand was generally low and 
sometimes negative for staple foods such as cereals, bread, potatoes 
and sugar. Considerably higher elasticities of demand have been found 
for meat, especially the more expensive varieties, as well as for fish, 
fruit and luxury foods. Furthermore, studies by the Food and Agri- 
culture Organization of the United Nations (FAO) have shown that 
the elasticity of demand for all food expenditures, i.e. final demand, 
has tended to be considerably higher than the elasticity of demand for 
food at the prices paid to the former. The difference is explained by 
the fact that, with higher living standards, the manufacturing and the 
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ogical challenge is to secure some offset in costs by more efficient use 
of basic raw materials, chemicals, energy and labour. This is a fairly 
widespread challenge. At present special plants and even mills in devel- 
oping countries are often small. The advantages of large-scale output 
undoubtedly represent one of the main reasons for substantial reliances 
on imports of paper and paper products from developed countries. 

In non-metallic mineral products, a sector which excludes the 
products of petroleum and coal, recent growth in the developing countries 
has been relatively modest, below 6 per cent a year for the group, the 
most significant achievements having been made in Asia. The aggregate 
rate of growth of this industry, which includes the manufacture of 
structural clay products, glass and glass products, pottery, china and 
earthenware, cement etc., was little different from that in other regions 
of the world. 

Growth in light industry 

Up to the present, the light industries of developing countries 
have been the most important in terms of the total volume of manu- 
facturing output. However, the annual rate of growth in developing 
countries in 1955—1964 was 5.3 per cent, little more than half the growth 
rate in the heavy sector. The light industry sector satisfies basic require- 
ments in the private consumption of food and clothing and also the 
need for wood products and furniture, leather and rubber products etc. 
Bearing in mind the rate of population growth in developing countries, 
the per capita rate of expansion of domestic production of these light 
industry goods was some 3 per cent, about 1 per cent greater than the 
average increase in per capita income in these countries during recent 
years. However, the rate of increase of per capita output varied con- 
siderably between the major developing regions. Asia had a more 
pronounced growth rate of output of light industry goods than Latin 
America, but a lower rate of population increase. The higher growth 
rate of output of light industry goods in developing countries as a whole, 
as compared with all developed market economies, in the period 
1955—1964 was mostly absorbed by their higher rate of population 
growth. 

In the main group of light industries — food, beverages and to- 
bacco — the average annual increase of about 4—5 per cent in the 
output of the developing countries in 1955—1964 was higher than the 
rate in developed market economies, but lower than that of the 
centrally planned economies. This figure is undoubtedly a very rough 
approximation since these industries in developing countries involve 
a particularly wide range of products and establishments: meat and 
dairy processing, fish and fruit preservation, grain nulling, baking, 
sugar refining, cocoa and chocolate production, spirit distilling, wine, 
soft drink and beer production, tobacco manufactures etc. The fact 
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service content of food expenditures increase far more steeply than the 
agricultural content. 

The extent of the resulting decline in the share of income used for 
purchases of foodstuffs as incomes rise — EngePs Law — may be illus- 
trated from national accounts time series data. In the period COS- 
IDOS, the average experience of nine developing countries examined 
was that the percentage of private consumption expenditure allocated 
to food, beverages and tobacco fell by about two percentage points 
to around 53 per cent of the consumer's budget. The significant fact 
however, is that in the same period, per capita incomes in these countries 
increased by more than one third so that the absolute level of expenditure 
on foodstuffs rose considerably. It may be noted that for the year 1963, 
in developed countries as a whole, with an average per capita income 
about five times as large as in the nine developing countries, the private 
consumer's expenditures allocated to fill these basic requirements were 
about fifteen percentage points less, or 38 per cent, as indicated in 
table 25. This again illustrates the extent to which the absolute level 
of demand for foodstuffs rises with income, even though its relative 
share falls. 

The tendencies revealed by examination of national accounts data 
are confirmed by a country-by-country analysis of household budget 
surveys (see table 26). When the data relating to urban areas are con- 
verted into a common unit of currency, they show that, even though 
the share of total expenditures allocated to foodstuffs was significantly 
lower in those developing countries where real incomes were higher, 
the absolute level of expenditure for this category at higher income 
ranges was markedly higher. Thus, for example, while households 
with a total annual expenditure of less than $ 500 spent about 63 per 
cent of their budget on foodstuffs, those with a total expenditure of 
more than $ 1,200 spent, on the average, about 42 per cent. In absolute 
terms, the latter expenditure of foodstuffs is, of course, markedly greater. 
These figures clearly indicate that, for a very considerable period to 
come, a prime concern of developing countries will continue to be the 
satisfaction of basic food needs. This will require an increasingly efficient 
domestic industry for food manufacturing. 

The urgency of this requirement in developing countries arises 
partly from substantial shifts of population from the farms to urban 
areas. The household budget surveys of consumption expenditure in 
five developing countries indicate that although households in urban 
areas spent on the average about nine percentage points less of their 
total consumption expenditure on foodstuffs etc. than rural ones, urban 
expenditures on foodstuffs were markedly higher than rural expenditures 
inasmuch as urban incomes and expenditures were about two thirds 
higher than those of rural households. Furthermore, a higher proportion 
of this greater urban expenditure was undoubtedly devoted to purchases 
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of preserved and other forms of manufactured food products. In rural 
households, a good deal of primitive food processing is customarily 
carried out by family members. It may also be noted that the higher 
proportion of urban food expenditure involves a greater indirect demand 
for transport, storage facilities, equipment etc. in connexion with moving 
the foodstuffs to the cities. 

In addition to increased demand for food resulting from higher 
incomes and the trend towards urbanization, it would appear that further 
expansion of food demand might come from some reversal of recent 
price movements. Expenditure on foodstuffs during 1955-1964 was 
undoubtedly inhibited by the fact that in a majority of developing 
countries — three out of every five — food prices increased in relation 
to the prices of other consumer expenditure items. This was particularly 
true of a number of countries in Latin America and Asia, but was far 
less characteristic of several countries in Africa and the Middle East. 
Without doubt, however, there is a considerable country-to-country 
range in the price elasticity of substitution between food and other 
consumer items. 

While it was indicated earlier that, on the basis of the experience 
of eleven developing countries over the 1955—1964 period, the income 
elasticity of demand for clothing was not particularly high, further 
analysis indicates that demand for clothing was probably more responsive 
to income changes than demand for foodstuffs. This appears to be true 
for the ranges of income covering the vast majority of developing coun- 
tries.  Thus, in two sets of country-to-country data previously con- 
sidered, the indication is that, while the average less developed country 
allocated 10 per cent of its private consumption budget to clothing, 
the percentage in the lower income countries fell below 8 but rose above 
12 in the higher income countries of the developing world. The relation- 
ship is complicated, inter alia, by climatic factors.  However, while 
this degree of elasticity may prevail within the present income ranges 
of developing countries, data in table 25 indicate that at still higher 
income levels which now exist in developed countries, income elasticity 
of demand for clothing may drop off towards unity. The extent of 
income  elasticity of demand in  developing countries clearly varies 
according to the type of textile. It was previously indicated that man- 
made fibres often show greater income elasticity of demand than cotton. 
Similarly, in cotton goods, the demand appears relatively greater for 
finer and lighter products. Both of these examples indicate the advan- 
tageous position for the expansion of textile manufacturing. Finally, as 
in the case of food, urban demand for clothing undoubtedly represents 
a higher demand for factory-produced textiles and a lower demand 
for home-made or artisan products. 

The fairly high income elasticity of demand for durable consumer 
goods in developing countries, as noted earlier, has not yet had a major 
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impact on the expansion of local manufacturing. This is partly because 
expenditure on food and clothing often eats up about two thirds of 
private consumption expenditure; after considering expenditures on 
other non-durables and services, it is likely that no substantial proportion 
of private expenditure has so far been allocated to durable consumer 
goods in developing countries. Further there has been significant reliance 
for such goods on imported rather than local products. In 1963, for 
example, the developing countries may have spent as much as $ 2,000 
million on imports of durable consumer goods from developed coun- 
tries. Import substitution may have been particularly difficult in regard 
to the stream of products emerging from the new technologies of the 
developed countries. 

Finally, with respect to the composition of private consumption 
expenditure, it should be observed that the income elasticity of demand 
for services and non-durables other than foodstuffs in developing coun- 
tries has tended to be larger than for food and clothing, but smaller 
than for durable consumer goods. In almost all countries for which 
data are available, it appears that the increase in demand for the first 
items mentioned grew substantially more than the rise in total private 
consumption expenditure. It is clear that this has less impact on the 
manufacturing sector than on other production sectors of the economy, 
since this demand covers expenditures on rent, fuel, light, water, house- 
hold operation, personal care, transport and communication other 
than automobiles, and recreation and entertainment. Consequently, 
where expenditure on these services has risen proportionately more 
than total private consumption expenditure, the impact of the rise in 
the latter on the demand for manufactured goods, domestic or imported, 
has been less than it would have been if the rise had been concentrated 
on non-services. 

Total domestic expenditure 

A summary statement of the growth of total domestic expenditure 
may be attempted by bringing together the major elements of domestic 
demand in developing countries. This might be done by considering, 
as a very rough approximation, that government expenditures art 
primarily for services and that fixed capital formation constitutes a 
demand primarily for durable goods. On the basis of data for the thir- 
teen developing countries listed in table 27, it appears that much the 
same conclusion emerges as from the analysis of private consumption 
expenditures. Thus, generally speaking, the demand for dui able goods, 
which consist mainly of manufacturing components, appears to have 
increased most in the period 1955—1964. However, in this category 
more than in others, the range of country experience varied widely, 
from a decline to an annual average increase of 15 per cent in recent 
years. The second highest expansionary demand was for services, where 
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TABLE 27.  GROWTH OF TOTAL DOMESTIC EXPENDITURES, BY MAJOR CATEGORIES, IN 

SELECTED DEVELOPING COUNTRIES,« 1955-1964 

(Average annual raie of growth for each major category between 1955-1959 and 1960—1964) 

Total 
Durables UTÏ," JL—hi.. Strvie" àvm**it *"•"•»•« étrablu étrablts txptfiitm 

Israel  11 8 8 10 10 
Puerto Rico  11 9 6 8 Ö 
Trinidad and Tobago     .   . 6 5 6 7 b 
Jamaica  3 5 3 4 4 
Panama  9 - 7 8 7 
Malaysia  13 4 4 5 6 
Dominican Republic  ... —3 8 5 8 5 
Honduras  4 6 3 4 4 
Ecuador  2 3 4 6 4 
Ceylon  2 6 3 6 4 
Korea, Rep. of  7 4 6 2 5 
China (Taiwan1)  15 3 6 8 b 
Thailand  14 7 6 8 8 

Stura: United Nations Industrial Development Organization. See notes to table 24. This table differs fron» 
table 24, in that it attempa to classify all item» of domeitic expenditure and is, thus, not restricted to private con- 
gumption expenditure only. Basic data refer to values in constant pnces. 

• Countries are ranked by the value of their ptr capita gross domestic product in 1963. 

the manufacturing component was probably quite small. While there 
was more moderate expansion in semi-durable and non-durable goods, 
the rate of growth of the value added in the manufacturing stages of 
these products was almost certainly higher than the rate of growth of 
inputs from the agricultural and other primary sectors into the manufac- 
ture of these commodities. 

The result of this recent pattern of growth of aggregate final domestic 
demand, together with the accumulated tendencies of earlier growth, 
was that by the first half of the 1960's, the dominant elements in the 
structure of final domestic demand in developing countries were food- 
stuffs, services and durable goods, in that order. Expenditure on food- 
stuffs, expressed as a proportion of total final domestic demand, for the 
thirteen developing countries shown in table 28, ranged from above 
two fifths to one fifth in 1960-1964. Although other influences have 
intruded, there is a quite clear inverse relation between per capita income 
and the share of foodstuffs in domestic demand. Thus, Israel, Puerto 
Rico, and Trinidad and Tobago (countries with relatively high per capita 
incomes) allocated on the average one quarter of their domestic expendi- 
tures to foodstuffs etc., while Ceylon, Honduras and the Republic of 
Korea (with the lowest ¿er capita incomes of the countries listed in table 28) 
spent between 40 and 45 per cent. Countries which had a lower relative 
expenditure on foodstuffs had higher expenditures on durable goods 
and services. These cross-section data indicate that in many countries 
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TABLE 28. STRUCTURE OF TOTAL DOMESTIC EXPENDITURE, BY MAJOR CATEGORIES, IN 
SELECTED DEVELOPING AND DEVELOPED COUNTRIES, 1960-1964 

(Percentages)* 

DurabUi 

Developing Countries 

Israel  28 
Puerto Rico  25 
Trinidad and Tobago  . 33 
Panama  23 
Jamaica  23 
Malaysia  22 
Dominican Republic 14 
Honduras  16 
Ecuador  16 
Ceylon  18 
Korea, Rep. of  ...   . 13 
China (Taiwan).... 22 
Thailand  21 

Developed countries 

Neth Irlands  30 
Italy  26 
Austria   ....... 29 
Finland  31 
Ireland  21 

Stmt- 
Ambits 

Food, 
btatrogts 

ami 
tabaco 

Othar 
•M- 

imablis 
Strvicts 

Stmt: United Nation» Industrial Development Organisation. 
See table 27 for note*. 
• Percentage« do not necenarily add up to 100 due to rounding. 

Tatti 
Jomutic 

txptnditwrt 

7 21 5 40 100 
10 24 7 34 100 
8 30 5 24 J0O 
7 33 6 31 100 
9 32 7 29 100 
5 36 6 31 100 
5 35 8 38 100 
11 43 6 23 100 
10 38 5 30 100 
8 42 6 27 100 
8 45 6 29 100 
5 36 4 33 100 
6 37 9 27 100 

11 23 6 30 100 
6 32 6 30 100 

I    10 27 7 27 100 
8 24 7 30 100 
9 36 7 28 100 

where relative food expenditures were lower, there was expansion in 
both of the other dominant expenditure categories, but this was not 
always the case. Thus, in Trinidad and Tobago, the relatively low expend- 
iture on food was offset by a particularly high expenditure on durables 
while expenditure on services, in relative terms, was among the lowest 
in the countries examined. On the other hand, in the Dominican Repub- 
lic, where the allocation to foodstuffs was average for the countries 
considered, there was a particularly high relative expenditure on services 
but a particularly low expenditure on durable goods. In addition to 
these major elements, about one seventh of final domestic demand in 
developing countries is still allocated to the purchase of semi-durables 
and non-durables other than food. Expenditures on the first of these 
categories now tend, on the average, to be somewhat larger than those 
on the second category. 

An examination of the situation in a group of developed countries 
wither capita incomes ranging upwards from the highest of the develop- 
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inß countries confirms, to a large extent, that the above-mentioned changes 
in the pattern of final domestic demand are ükely to occur as incomes 
rise in developing countries. Thus, while none of this small group of 
developed countries spends less than one fifth of its total domestic ex- 
penditure on food, none spends much more than one third on food, 
i.e. significantly less than the allocations of a number of developing 
countries. All of these developed countries, spent more than one mth 
of their total domestic expenditure on durables, in contrast with several 
developing countries whose allocation was as low as one sixth or one 
seventh. A comparison regarding services is more difficult to establish. 
It is suggested, from this supplementary examination, that as the in- 
comes of developing countries rise, the rates of change in patterns of 
demand tend to level off. 

An alternative view of the nature of total demand expenditure may 
be obtained from an analysis of input-output data. In examining the 
sales of both domestic and imported goods by individual supply sectors 
to different purchasing sectors, both intermediate demand  (sales to 
industry) and final demand (sales to the export, investment and con- 
sumption sectors) have to be considered. Considering supply from all 
sectors i e  agriculture and service industries as well as manufacturing, 
individual developing countries shown in table 29 sold from seven 
tenths to virtually aU of their supplies to satisfy domestic demand require- 
ments The extent to which sales of the manufacturing sector alone - 
a relatively small sector for the countries shown - were directed to 
internal demand rather than to exports varied more widely^ In one 
instance, there was virtually no foreign demand for the country s manu- 
factures. Elsewhere, sales to the export sector consisted of some processed 
oil and fats, foodstuffs,  tea, textile, basic  metals etc. In developing 
countries, the manufacturing sector directed about one third ot its 
available supplies to the internal market to satisfy intermediate demand. 
This was slightly smaller than the commitment of domestic output and 
imports by the other supply sectors in the developing countries towards 
satisfying intermediate demand, and also smaller than the proportion 
of total sales by the manufacturing and other sectors of the selected 
developed countries to intermediate demand. Furthermore, in regard 
to final domestic demand, i.e. internal requirements for investment and 
consumption, the observed tendency was that from one twentieth to 
one quarter of total sales for final domestic demand by the manufactur- 
ing sector of the selected developing countries went to the investment 
sector- the relative involvement of the heavy manufacturing industries 
in investment was, of course, greater than that of the light industriel. 
While this extent of commitment of sales of manufactures to the invest- 
ment sector, as against consumption, was naturally much greater than 
that of the agricultural sector, where sales to investment represent in- 
ventory accumulation, sales by the service industries to investment appear 
in most instances to have been greater than those of manufacturing. 
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TABLE 29   INTERMEDIATE AND FINAL DEMAND,' BY MAJOR ECONOMIC SECTORS, IN 
SELECTED DEVELOPING AND DEVELOPED COUNTRIES, RECENT YEARS 

(Percentages of total demand for all goods and servias )b 

\ kj émmté $Ktm: 
Unm mdpmk-     Imlst•9t' 

tm 
Enjmti Tft 

Iraq 
Agriculture  4 10 - 1 15 
Manufacturing  12 13 3 - 27 

Agricultural processing 5 11 — — 17 
Metab, non-metals, 

chemioüs  6 1 2 - 10 
Others  7 17 6 28 58 

Total 23 40 8 29 100 

Perm 
Agriculture  11 11 - 3 24 
Manufacturing  12 2C 7 5 44 

Agricultural processing 5 17 — 2 24 
Metals, non-metals, 

chemical»  7 3 6 4 20 
Others  3 20 5 4 32 

Total 26 51 12 12 100 

Senegal 
Agriculture  11 9 - 1 20 
Manufacturing  5 16 2 15 38 

Agricultural processing 2 14 -- 13 29 
Metab, non-metals, 

chemical«  3 2 2 2 9 
Others  13 17 5 7 42 

Total 29 41 7 22 100 

Umied Arab Republic 
Agriculture  13 6 1 - 21 
Manufacturing  16 18 1 5 40 

Agricultural processing 9 15 —1 5 28 
Metals, non-metals, 

chemicals  7 3 2 — 12 
Others  18 14 4 4 40 

Total 46 38 6 9 100 

Pakirtan 
Agriculture  18 27 — — 45 
Manufacturing  7 20 1 3 31 

Agricultural processing 4 19 1 3 27 
Metab, non-metals, 

chemicals  3 1 1 — 5 
Others  10 13 1 - 24 

Total 34 59 3 4 100 
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Dtmtstk mai imfrUd pn&ut» : 
Pwtkatu h ènm»i udori : 

SéU)b 
nfpfymg itimi': 

InttrmtéimU 
dtmami 

Agriculture  
Manufacturing  

Agricultural processing 
Metals, non-metals 

chemicals  
Others  

Total 

Agriculture  
Manufacturing  

Agricultural processing 
Metals, non-metals, 

chemicals  
Others  

Total 

Agriculture  
Manufacturing  

Agricultural processing 
Metals, non-metals, 

chemicals  
Others  

Total 

Cmtmmf* 
frietU ami 

¡it 
BxfrU THmi 

Australia 
4 3 

14 15 
6 10 

8 
16 
34 

9 
23 
9 

13 
14 
46 

My 

Japan 
11 
26 
12 

14 
15 
52 

5 
29 
47 

3 
16 
14 

3 
18 
37 

2 
13 
11 

2 
18 
34 

1 
4 

4 
6 

10 

5 
1 

4 
6 

11 

1 
3 
1 

3 
5 
9 

4 
3 
2 

1 
2 
9 

1 
4 
1 

2 
1 
6 

3 
2 

2 
2 
5 

Stmu: United Nation» Induttrial Development Organisation. SM table 19 for notti. 
• Intermediate demand caofko of mter-mdurtry tranwctioiw; inai demand conti«* of P**»»» 

public expenditure, groa domeatic fixed capital formation and change« in inventories, and exporta. 
• Totab oí rowt and cohimni do not ahvayi add to the »urn» ahown, due lo rounding. 
• See note • m table 12 far definition* of thoMieeton. 

11 
36 
18 

18 
53 

100 

13 
47 
25 

22 
40 

100 

14 
45 
25 

20 
41 

100 

The response to domestic demand 

While the impact of these changes in demand on domestic manu- 
facturing production cannot be elucidated in detail, four indirect indi- 
cations may be outlined. First, with regard to all goods and services, 
over the ten-year period developing countries in general do not appear 
to have markedly changed their reliance on imports in their accumulation 
of supplies to meet both domestic and foreign demand. On the average, 
developing countries relied on imports for about one fifth of their total 
supplies (imports and domestic production) of all goods and services 
both in the late 1950's and early 1960's but there was a substantial dif- 
ference in individual countries' dependence on international trade for 
supplies (see table 30). At the two extremes, national accounts statistics 
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TABLE 30.   DOMESTIC AND FOREIGN SUPPLY IN SELECTED DEVELOPING COUNTRIES.« 
1955-1964 

(Average annual gross domestic product and imports in each period equal 100) 

1955- ¡959 ¡960-1964 

Gnu énmttlit »_»_, Gnu 
pfébict ¡mptrU >i»éiit ¡mftrts 

Chile  91 9 89 II 
Korea, Rep. of  88 12 89 11 
Iran  85 15 88 12 
Uruguay  87 13 87 13 
Guatemala  86 14 86 14 
Colombia      83 17 85 15 
Ecuador  85 15 85 15 
Paraguay  86 14 84 16 
Dominican Republic .... 80 20 81 19 
Honduras      80 20 81 19 
Ceylon  75 25 77 23 
Bolivia  78 22 75 25 
China (Taiwan)  79 21 75 25 
Cyprus  72 28 71 29 
Israel  72 28 70 30 
Jamaica  70 30 70 30 
Puerto Rico  61 39 60 40 

Stmtt: See table 22. 
• Countries ranked in order of relative importance of grati domestic product in 1900—1964. 

indicate those countries (listed in the table) which depended on imports 
for one tenth and four tenths of their total supplies, respectively. In 
individual countries, the extent of change in import reliance between 
the late 1950's and the early 1960's did not generally exceed two per- 
centage points. The direction and extent of shift in import reliance from 
one quinquennium to the next were not clearly related either to the degree 
of import dependence in the base period, or, apparently, to differences 
in the rate of growth of total supply and demand for all goods and 
services. 

The second indication of the impact of demand changes on domestic 
manufacturing is more aggregative and is based on regional data on 
sectoral production and international trade. However, it distinguishes 
between individual commodity sectors. While the rate of growth of im- 
ports of all goods into developing countries as a whole does not appear 
to have differed markedly from the rate of growth of domestic produc- 
tion of all goods in those countries, summary estimates suggest that this 
was the result of some increased import reliance on primary goods, 
offsetting a move to some import substitution in the area of manufac- 
tures. Further, any such import substitution lay mainly in light industry 
goods and less in the heavy industry sector. This point will be dealt 
with in detail in the next chapter. 
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that the production in developing countries particularly involves the 
small-scale sector, as well as perhaps a quarter of a million larger establish- 
ments, also limits the significance of broad approximation. 

The growth of food manufacturing industries in developing coun- 
tries has reflected rising domestic demand rather than exports. While 
the income elasticity of demand for food often may be below unity in 
developed countries, it has tended to be higher in many developing 
countries where per capita incomes are relatively low. Domestic demand 
for processed foods has increased with the rapid growth of population 
in developing countries. The potential difficulty arising from the slow 
increase in the value of food output from the farm sector and a more 
rapid expansion of domestic final expenditure on food has created a 
gap that the domestic food processing sector might close by efficient 
processing of local farm output. In fact, rising incomes and the general 
shift to urban areas call for more intake of food in the processed or 
manufactured rather than the unprocessed form. Rising incomes have 
brought a- taste for higher quality and also for more prepared food- 
stuffs. Urbanization, by lengthening the average distance between centres 
of production and consumption, has compelled greater use of preserved 
foodstuffs. 

Increased foreign demand for manufactured foodstuffs from develop- 
ing countries has been of a more specialized nature. This has been of 
considerable importance to some countries. At the beginning of the 
present decade, processed vegetable oils and oilcake were the major 
food exports to developed countries, though exports of processed meat, 
fish and fruit were also significant. In addition, substantial exports of 
cocoa, coffee and tea required wme degree of local processing. In the 
attempt to expand food exports, conflicting influences have sometimes 
been encountered. Although the income elasticity of demand in developed 
countries for the more highly processed commodities tends to be rela- 
tively high, many of these items face considerable commercial barriers 
in some developed countries. Increasing attention has been focused 
in int-rnational discussions on the relatively high incidence of tariffs 
on value added by processing, a fact so.netimes concealed by the use of 
nominal tariff rates. 

A central task in expanding the output of manufactured foodstuffs 
in developing countries has been to upgrade the average level of tech- 
nology used. While transformation of all food processing plants in 
developing countries into largiscale, fully modernized units is neither 
possible nor desirable, there is a need to diminish the use of small-scale, 
high-cost and almost primitive processing facilities. However, it has 
been suggested, for example, that in auxiliary operations, such as 
weighing, trimming, grading, sorting, coring, transporting, storing etc., 
developing countries might, where appropriate, efficiently employ more 
labour-intensive processes than those used in developed countries, which 
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TABLE 31.   CONSUMPTION OF SELECTED COMMODITIES IN DEVELOPING COUNTRIES, 
1955-1964« 

(Averagì annual percentage change between 1955 - 7959 and 1960—1964) 

2 
8 

Aifar, nfmti Gtftoa Ftrtittcn Tim SW 

2 
5 

-2 
2 8 2 10 

Ceylon    .... 4 
3 
6 

3 

5 
12 

7 

7 
5 

22 

16 

13 
China (Taiwan) .   .   .   . 18 

9 
4 10 3 17 2 13 
6 9 15 4 -2 8 
9 4 3 7 5 10 
5 2 5 28 18 19 

Peru  10 3 4 13 10 
Philippines       
United Arab Republic .  . 

3 
5 
7 

6 
2 
3 

22 
6 

-4 

29 
9 

13 
5 
6 

9 
12 

-7 
Total» 4 7 4 10 3 10 

¿ear«; United Nation* Induatrial Development Organ ntalion, band on data from the relevant muta of the 
United Nationa SMstitmi Tmrmmk. 

• Where data were not available Cor the period 1955 to 1964, the tétamele ihown m baled <m data for a «barter 
period. 

* Estimate. 

A third approximate indication of the impact of changes in demand 
on domestic manufacturing is provided by measures of the average 
annual rate of growth in the consumption of selected commodities by 
developing countries (see table 31). Such data, however, should be 
interpreted with care since consumption is not always at the same stage 
of the economic process for each commodity. The consumption of 
commodities associated with light industry, such as milled rice — a 
good part of which is not processed in the modern sector — refined 
sugar and cotton, increased by 4.7 and 4 per cent, respectively, in 
developing countries during the period 1955—1964. On the other hand, 
in these countries, there was generally a greater rate of growth in the 
consumption of commodities related to the heavy manufacturing sector; 
fertilizers, steel and tin increased at annual rates of 10,10 and 3 per cent, 
respectively. The increase in consumption of the two processed foods 
(milled rice and refined sugar) varied widely in different countries; 
while most countries increased their demand, by a higher percentage for 
milled rice than for refined sugar, the opposite occurred in India, Israel 
and the Philippines. Changes in the consumption of these two food pro- 
ducts, however, should not necessarily be regarded as indicative of trends 
in the food processing industries as a whole. The general increase in the 
consumption of cotton was not substantially different from that of the 
two food products, which was in accordance with the broad similarity 
in the growth rates of the food and textile manufacturing sectors for 
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TABLE 32.  SUPPLIES FROM DOMESTIC PRODUCTION AND IMPORTS, BY MAJOR ECONOMIC 
SECTORS.« IN SELECTED DEVELOPING AND DEVELOPED COUNTRIES, RECENT 
YEARS 

(Percentages of total supplies of all goods and services)b 

Gnu drwwtic 
production1 Imptrtt 

Iraq 
Agriculture  14 
Manufacturing  16 

Agricultural processing  12 
Metals, non-metals, chemicals .   . 4 

Others  56 
Total 86 

Peru 
Agriculture  23 
Manufacturing  34 

Agricultural processing  22 
Metals, non-metals, chemicals .   . 13 

Others  30 
Total 87 

Senegal 
Agriculture  16 
Manufacturing  22 

Agricultural processing  20 
Metals, non-metals, chemicals .   . 2 

Others  39 
Total 77 

UmUd Arab Republic 
Agriculture  20 
Manufacturing  33 

Agricultural processing  27 
Metals, noo-metak, chemicals .  . 6 

Odien  39 
Total 91 

PakisUn 
Agriculture  45 
Manufacturing  28 

Agricultural processing  26 
Metak, non-metals, chemicals .  . 3 

Others  24 
Total 97 

Agriculture  11 
Manufacturing  32 

Agricultural processing  17 
Metals, non-metals, chemicals .  . 15 

Others  53 
Total 95 

1 
11 
5 
6 
2 

14 

1 
10 
2 
7 
2 

13 

4 
16 
9 
7 
3 

23 

1 
7 
1 
5 
1 
9 

3 
1 
2 

4 
2 
3 

Tetti supply 

15 
27 
17 
10 
58 
100 

24 
44 
24 
20 
32 
100 

20 
38 
29 
9 

42 
100 

21 
40 
28 
12 
40 
100 

45 
31 
27 
5 
24 
100 

11 
36 
18 
18 
59 
100 
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Orost tbnuiti* 
pnétutimm* IwfrU Ttal ntppty 

Italy 
Agriculture  11 
Manufacturing  44 

Agricultural processing  24 
Metals, non-metals, chemicals .  . 20 

Others  38 
Total 93 

Japan 
Agriculture  12 
Manufacturing  44 

Agricultural processing  25 
Metals, non-metals, chemicals .  . 19 

Others  40 
Total 96 

2 13 
4 47 
1 25 
2 22 
2 40 
7 100 

2 14 
1 45 

25 
1 20 
1 41 
4 100 

Stmt*: United Nations Industrial Development Organisation. See table 19. 
• See footnote •, table 12 for definition« of lector*. 
• Totali of row» and column« do not always add to toe auma of lêmfuimti ihown due to rounding. 
• Gross domestic production is the sum of gross value of production by all industries, including production 

or inter-industry sales and differs therefore Iran the concept normally employed of groat domestic product. 

developing countries as a whole. Despite country differences in the com- 
position of textile material inputs and in the degree of processing per 
unit of material input, there was rough correspondence between the 
relative growth of cotton consumption and the textile industries in in- 
dividual countries. The growth of fertilizer and steel consumption in 
developing countries as a whole was substantially higher than for light 
industry products, but this was not always the case at the country level. 
In some countries, for instance, the growth of fertilizer consumption 
was below that of cotton and steel consumption. Technological change, 
bringing greater economy in use, was an important influence in the more 
modest increase in the consumption of tin. 

To the above estimates of changes over the ten-year period, there 
might be added some indications of the impact of demand on domestic 
manufacturing production, based on country-by-country analysis of 
selected input-output data. Table 32 indicates clearly that the manufac- 
turing sector in developing countries is the least self-sufficient of the major 
economic sectors, i.e. it is less able than agriculture and the services 
sector to meet demand for its products from domestic sources. This is 
also the case in the limited number of developed countries covered in 
table 32. In considering the statistical magnitudes in this table, it should 
be noted that domestic activity is represented by the value of gross pro- 
duction, while in examining the first indicator (table 30), such activity 
was represented by value added. As a result, the present data suggest 
a higher measure of self-sufficiency. A further indication is that within 
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the manufacturing sector, the heavy domestic industries (concerned 
with metals, non-metal minerals and chemicals) by themselves are signif- 
icantly less able to meet total demand for their products than are the 
light industries which engage in the manufacturing of agricultural 
products. Although country conditions vary, it would appear, as a rough 
generalization, that domestic industry in these developing countries 
was not much more than one half as self-sufficient in the heavy industry 
products as in the light industry products sector. However, in developing 
countries, light industry goods constitute the bulk of production and 
supplies. In the developed countries shown, where demand for heavy 
industry goods was closer to that for light industry goods, the degree of 
self-sufficiency was not substantially different in the two sectors of 
manufacturing. 

if 



Chapter II 

INDUSTRIALIZATION AND FOREIGN TRADE 

A. THE DISPLACEMENT OF IMPORTS OF MANUFACTURES 

Significant progress in industrialization has been achieved in many 
developing countries through policies of import substitution. However, 
the future role of these policies should be reconsidered. Attention is 
increasingly being focused on possibilities of expanding exports of do- 
mestic manufactures as an alternative or complementary way of facilitat- 
ing the industrialization of developing countries through international 
trade. A summary of recent developments in import substitution is 
given below. The problems and prospects of an approach through export 
expansion are discussed in the subsequent sections. 

Import substitution has frequently been a necessity for developing 
countries that are determined to accelerate industrialization but are 
unable to expand their foreign exchange earnings. This is an imperative 
need in many cases today. For a number of countries with little industrial 
output — virtually restricted to domestic markets — the capacity to 
import has been largely determined by foreign exchange earnings from 
exports of primary products, for which the income elasticity of foreign 
demand is generally low. For every three dollars of earnings from 
commodity exports in 1955—1964, developing countries on the average 
received about one dollar of foreign exchange from private foreign in- 
vestment (net) and official (gross) inflows, but the rate of increase in 
the latter receipts was not greater than for receipts from commodity 
exports. Further, an increasing proportion of foreign exchange receipts 
was absorbed by debt servicing, other investment income payments 
etc., and a significant sum had to be expended as a result of rising im- 
port prices. Hence, the average annual increase in the quantum of im- 
ports by developing countries has been well below the increase in their 
commodity exports. The demand by many countries for increased 
imports of food has further restricted their ability to expand other imports. 

The substitution of domestic manufactures for imports has been 
sought by some developing countries for several decades. During this 

9 81 
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period, the stimulus has at times been of a different nature, resulting 
largely from the inadequate supply of manufactured goods from devel- 
oped countries rather than from the inadequate capacity of developing 
countries to import. The desire was to build up local availability of 
manufactures that would not be subject to fluctuations arising from 
uncertain conditions in industrial countries. It has often been within 
the capacity of many countries to implement a policy aimed at the sub- 
stitution of domestically produced for imported manufactures. The 
market to which local industry could direct itself was clearly indicated 
by import lists, which generally specified prices and quantities in con- 
siderable detail. 

Import substitution is neither an endless nor a uniform process for 
all countries, and the view is held that for a number of countries the 
limit has been or is being reached, so that for these countries import 
substitution is less and less the motivating force in the growth of domestic 
industrialization. In the case of the larger and more industrialized devel- 
oping countries which have pursued this policy for some time, further 
opportunities in this direction have become rare. However, for many 
of the newly established developing countries with the general character- 
istic of a relatively small internal market, the range of opportunities at 
the earliest stages of industrialization is more limited than it was for the 
larger developing countries. 

A general method of facilitating import substitution is to introduce 
protective tariffs on imported manufactures, which are eventually to be 
removed when the infant domestic industries have reached a position 
of competitive efficiency. For a range of final manufactures that require 
fairly simple technology and skills and a modest capital investment, such a 
policy would be reasonable. However, there is some doubt about the 
advisability of selecting substitute goods whose manufacture is likely 
to require almost permanent government assistance. There is a similar 
question as to the advisability of extending the range of substitute manu- 
factures to the point where scarce local resources are so widely dispersed 
that the potential gains of specialization are lost. With the passage of 
time, many countries have succeeded in establishing a number of sub- 
stitution industries for fairly simple final manufactures, although the 
approach towards competitive efficiency has often been painfully slow. 
For these countries, the next step has been more difficult. The substitu- 
tion of imported raw materials, intermediate goods, capital goods and 
specialized consumer goods is considerably more complex and often 
uneconomic even with generous economic calculations. The attempt 
to replace imports of these goods too rapidly has sometimes caused strains 
on the economy, leading for instance, to the emergence of unutilized 
capacity. Whea such attempts have been successful, however, countries 
have been able, through an import substitution policy, to develop a strong 
pattern of links within the industrial sector, resulting in substantial 
external economies. 
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In many of the smaller developing countries, particularly those 
newly established, it has been difficult even to begin an import substi- 
tution process and, when started, it has often proved very costly. Such 
countries not only lack the necessary infrastructure and human and 
capital resources required to establish industries, or have difficulties 
in that respect, but are seemingly locked in by a domestic market too 
small to sustain plant sizes that would yield the economies of scale 
available to their competitors. Though the exploitation of their special 
resources may in some cases offset this, the range of choice of substitute 
goods tends to be severely limited. Further, in cases where no attempt 
has been made to couple import substitution with export expansion, the 
limitations of the former have quickly become apparent. 

The growth of imports and production of manufactures 

In 1955—1964, a number of developing countries achieved a signif- 
icant degree of import substitution of manufactures. This conclusion 
emerges from a comparative measurement, based on a simple definition 
of the process, of the annual rate of growth of the quantum of domestic 
manufacturing in developing countries as a whole and of the growth of 
the quantum of imports of manufactures from outside the developing 
regions, i.e. from the centrally planned economies and the developed 
market economies. As indicated in table 33, while manufacturing in 
developing economies increased by about 7 per cent a year during 1955— 
1964, the quantum of imports of manufactures from outside the develop- 
ing regions rose by less than 4 per cent. Although it is statistically dif- 
ficult to relate import values to production values, an estimate of both 
in terms of gross value, i.e. value added in manufacturing plus inputs 
into manufacturing, suggests that the ratio of the quantum of imports 
of manufactures from outside sources to the total supply of manufactures 
in developing countries (imports plus production) fell by perhaps two 
to three percentage points to a little over 20 per cent between 1955— 
1959 and 1960—1964, the total supply of manufactures being available 
to meet the requirements of domestic and export (of foreign) demand. 
A related rough measurement of these developments in the ten-year 
period is that nearly seven eights of the absolute increment in the supply 
of manufactures available in developing countries for external or inter- 
nal demand was obtained from domestic effort and about one eighth 
from imports from outside the group of developing countries. As a fur- 
ther illustration of the impact of this differential development of growth 
rates of sources of supply for manufactures, if imports of manufactures 
by developing countries from outside sources in the early 1960's had 
maintained the relative role in total supplies (production plus imports) 
that they held in the late 1950's, then the import bill of developing coun- 
tries as a whole for manufactures — in present prices — might have 
been about $ 3,000 million a year greater. 

7» 
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TABLE 33. IMPORTS« AND PRODUCTION» OF MANUFACTURES« AND OF PRIMARY PRODUCTS' 
IN DEVELOPING COUNTRIES AND DEVELOPED MARKET ECONOMIES, 

1955-1964 

A<mf mmd rot, of growth Hwon ¡955- ¡959 and ¡960-1964 JZEffittal 
Dndopti market mtmmits, 

total 

Quantum of imports from outside region 
Manufactures  
Primary products  

Production 
Manufactures  
Primary products  

Supplies« (imports plus production) 
Manufactures  
Primary products  

Percentage of imports to supplies« 
Manufactures 

1955-1959  
1960-1964  

Primary products 
1955-1959  
1960-1964  

3.6 
6.6 

6.6 
3.3 

5.9 
3.4 

24.5 
21.9 

1.5 
1.8 

6.1 
5.6 

4.5 
3.3 

4.6 
3.4 

1.3 
1.4 

7.4 
8.2 

Sourct: United Nations Industrial Development Organisation. 
• Estimates of quantum of importi (1958 prices) from countries outiide the region indicated. The baric data 

employed were the current value and confiant value trade matrice* appearing in (March andi November) issue» 
of United Nation», MonM, Bull** ,/Ststuius and in Rmno ofTftwd, » WerU Trad,, Port U.Hmámk oflMmudwrnl 
Trail Statatici, document prepared for the first session of the United Natio« Conference on Trade and Development, 
E/OONF.46/12/Add. I, dated 28 February 1964. It wai necessary, initr tlia, to make estimate* about price movement» 
fer those trade flows for which no published estimates were available. 

• Esumate» of production (1958 prices) are based on data on groas domestic product by industrial origin as 
prepared tor or shown in the relevant issues of the United Nations, SlaUstuél Tomhtok. 

• Whereas the basic published data on production of manufactures is in terms of ISIC 2-3 (see footnote b), 
the basic published data on imports of manufactures is in terms of 8ITC (see footnote a). A provisional euimete 
of imporu of manufactures in terms of ISIC 2-3 was made by UNIDO secretariat for use in this table. 

• Defined on the basic of ISIC 0- 1. Estimatif were made from sources and by methods indicated in previous 
footnotes with the additional need, in the case of production, to estimate ISIC 1 since aggregate data on gross 
domestic product by industrial origin as shown in the Stmtùttetl TmMk do not show Out category separately. 

• To obtain the sum of imports, which are available io terms oi gross value, and of nianufrctureg^which are 
in terms of net valise added, it was necessary to estimate an appropriate relation between their units. The present 
tentative estimate by UNIDO secretariat is subject to a significant margin of error. 

The substitution of imported manufactures was associated, inter alia, 
witb a higher rate of growth oí imports of primar/ products by develop- 
ing countries, which was necessitated by the relatively modest growth 
of domestic primary production. Recognition of such progress as has 
been made by the developing countries in import substitution for manu- 
factures should not minimize the degree of their remaining dependence 
on supplies £om the centrally planned and developed market economies. 
In contrast to the dependence of developing countries on sources in the 
developed countries for periiaps one 5fth of their total supply of manu- 
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TABLE 34.  IMPORTS« AND PRODUCTION» OF MANUFACTURES IN SELECTED DEVELOPING 
COUNTRIES, 1955-1956 AND 1962-1963 

Aatraft mutual gnwth  rati batwam 
1955-1956 md 1962- 196S 

Imperii 

Ceylon  — 
Honduras  3 
Panama  8 
Peru  6 
Venezuela  —2 
Burma  2 
Pakistan«*  18 
Colombia  —3 
Uruguay   2 
China (Taiwan)  9 
Chile  7 
Philippines  2 
Korea, Rep. of  11 
Mexico  3 
India«*  4 
Argentina  4 

f^MMnlOff 

Imperi* at ptrttniagt •/ total nmfplüt 
(imfartt + pnikntiam) 

1955-1956        1961-1963 

5 57 48 
6 41 36 
13 41 33 
7 28 27 
7 36 23 
14 38 22 
7 14 22 
6 32 20 
— 17 19 
10 20 18 
3 14 18 
7 21 15 
7 10 13 
7 14 11 
4 10 10 
3 9 10 

Sam**: United Nations Industrial Development Organisation. 
• Using national trade publications, a provisional attempt was made to obtain clasrificationt of manufactures 

and non-manufactures. The classified data were converted into estimated constant price values. Undoubted error 
was involved in both step*. 

• Estimates from national account* industrial origin data for the manufacturing sector. 
• See table 33, footnote«. 
< The years 1957-1938 were used instead of 1953- 1956. 

factures, it may be noted that the developed market economies are 
virtually independent of outside sources for such products: in the early 
1960's, their imports of manufactures from developing countries and the 
centrally planned economies were probably below 2 per cent of their 
total supply. 

A review of individual countries, based on a somewhat different 
measure, indicates that not all developing countries have successfully 
engaged in this process, at least if a fairly short-term view is taken. 
Again considering only the aggregate of all manufactures, it is clear 
that in the majority of the sixteen developing countries for which data 
are shown in table 34, there was in fact a decline in recent years in the 
ratio of importe to total supply (production plus imports) of manufac- 
tures. It must be recognized that both this development and the opposite 
may have reflected a varying combination of deliberate policier as well 
as fortuitous or uncontrollable influences. Further, the use of a measure 
which relates only to total manufacturing and which shows a develop- 
ment in a particular direction may conceal significant opposite move- 
ments in individual industries. 

With regard to changes in the degree of import substitution during 
a limited period between 1955—1956 and 1962—1963, it is clear that, 
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with one exception, all of the countries listed in table 34 which relied 
fairly heavily on imports of manufactures for their total' supply in the 
mid-1950's had shifted towards import substitution by the early 1960's. 
However, countries with a relatively lower degree of import reliance 
did not generally change, over the same period, either to greater import 
reliance or greater import substitution. It may well have been that, 
where some degree of import substitution was achieved during that 
period, the dominant element was generally a constraint on imports, 
rather than an extra spurt of domestic manufacturing activity.1' This 
may have reflected the fact that many developing countries took advan- 
tage of the high prices they obtained for exports in the mid-1960's to 
step up their imports. Subsequently, up to 1962— 1963, the aggregate 
index of export unit values for the countries fell by as much as 10 per cent. 
Alternatively, the restraint on the growth of imports of manufactures 
may have been enforced by the prior claims of debt servicing etc. on 
foreign exchange proceeds or it may have reflected the successful im- 
plementation of planned restraint in import demand for manufactures. 
In only two countries did the restraint on imports of manufactures result 
in an absolute cut rather than a moderate rate of increase. Perhaps in 
only a few developing countries did the shift towards import substitution 
reflect primarily dynamism in the domestic manufacturing sector, rather 
than limiting operations in the import sector. 

In some of the developing countries listed in table 34, where there 
was some shift towards increased reliance on imports of manufactures 
relative to domestic output, one of the more important influences may 
have been an initial exaggerated attempt to cut back the imports of 
manufactures, which could not be sustained for nearly a decade. On the 
other hand, some of the countries increasing their import demand for 
manufactures were able to do so either because of increased foreign 
exchange receipts, particularly from foreign aid, or because of relatively 
declining requirements for imports of non-manufactures. Occasionally, 
the shift to increased import reliance reflected, to a greater degree, 
disappointing growth in the domestic manufacturing sector. 

A further summary analysis of recent changes in import substitu- 
tion is facilitated by an examination of data relating to all goods and 
services expressed in current prices, in contrast to more specific informa- 
tion on the quantum of manufactures as discussed above. The advantage 
of assessing import substitution as it influences industrialization by 
comparing total imports with the supply of all goods and services is that 
such data are generally more accurate and readily available for a larger 
number of countries. However, the limitation of this approach is that 
changes over time conceal differences between the manufacturing and 

u A fall in the ratio of imports to supplies, which is the measure of import substi- 
tution used here, may result, tutor dia, from a decline in imports at a time when domestic 
production is relatively stable, or from stability in imports at a time of rising domestic 
production. 
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have a labour shortage. Upgrading of technological performance has 
required a greater infusion of capital, not only for processing plants 
but also for the infrastructure, such as better transport, storage and 
refrigeration facilities. In addition, such expenditures often have a 
useful "backward" linkage effect by requiring that the agricultural 
sector improve the quality of its products and the regularity of it? 
deliveries. By making these changes, developing countries are likely to 
save more import expenditures for unprocessed than for manufactured 
foodstuffs, since imports of the latter have not been a substantial in- 
fluence. The volume of manufactured food imports into developing 
countries has not been large and, in fact, has been markedly below the 
level of similar exports from developing countries. 

Although the contribution by the second basic light industry of 
textiles to the total manufacturing sector of developing countries in 
terms of value added is still significantly smaller than that of the food 
industry and the location of two industries is different, the annual 
rates of growth in recent years have not been substantially different in 
the two industries, i.e. 4-5 per cent. While there was a broadly parallel 
development of these industries in the developed market economies 
and, to a lesser extent, in the centrally planned economies, the com- 
position of their activities undoubtedly differed. Textile industries 
include not only spinning, weaving and finishing of natural fibre textiles 
but also knitting and the manufacture of rope, cordage, twine, lino- 
leum etc. 

In the majority of developing countries, the growth of domestic 
textile production has served primarily to satisfy domestic demand, 
generally typified by an income elasticity greater than unity, though 
not markedly so. It has been noted that in some countries the high price 
of local textiles in relation to other products has inhibited consumption. 
Cotton has  remained the main component of domestic demand for 
apparel textiles but, as in developed regions, there has been a marked 
shift to man-made fibres, a product of the chemical industry. For these 
two fibres and wool, average per capita consumption of apparel textiles 
for developing countries in the early 1960's was nearly 2.5 kg a year, 
or slightly less than one quarter of the average in developed market 
economies. As expected for a personal consumption item of this nature, 
growth rates, levels and fibre composition have varied significantly in 
different countries. The growth rate of domestic demand was most 
buoyant in the Far East, which, after Africa, has at present the lowest 
level of per capita consumption. Foreign demand has absorbed less than 
5 per cent of the yarn production and less than 10 per cent of the cloth 
production of developing countries. It should be noted, however, that 
in the early 1960's the bulk of apparel textile exports were from only 
two countries, India and Hong Kong. It may be recalled tL.tf access 
to markets in developed countries has been subject to some restriction, 
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TABLE 35.  TOTAL IMPORTS AND GROSS DOMESTIC PRODUCT IN SELECTED DEVELOPING 
COUNTRIES. 1955-1964° 

(Imports as percentages of total supplies, i¿. imports plus GDP) 

1955-1959  1960-1964 1955-1959 1. 960-1964 

20 19 
20 19 
20 19 
!8 17 
20 16 
15 16 
17 16 
12 16 
15 15 
15 15 
17 15 
11 14 
14 13 
11 13 
13 13 
14 12 
10 11 
12 10 
7 8 

Barbados  41 41 
Malta  42 41 
Trinidad and Tobago 37 39 
Puerto Rico  .... 40 38 
Jordan  32 31 
Mauritius  29 31 
Israel  27 29 
Malaysia  25 28 
Cyprus  28 28 
Jamaica  27 28 
British Guiana ... 33 28 
Panama  26 27 
Ceylon  25 23 
Nicaragua  21 22 
Tanzania  20 22 
Costa Rica  21 21 
Ghana  22 20 
Iraq  22 20 
Bolivia  21 20 
Morocco  19 20 

Peru  
El Salvador   .   .   .   . 
Dominican Republic 
Honduras  
Venezuela  
China (Taiwan)   .   . 
Thailand  
Philippines  
Paraguay  
Ecuador       
Burma  
Korea, Rep. of .   .   . 
Guatemala  
Uruguay  
Colombia  
Iran  
Chile  
Mexico  
Brazil  

•Scura«.' United Nation« Industrial Development Organization, baaed an data from United Nation«, Ytmt—k 
ifNliimd Acetumi SMutici. 

• With the non-availability of data for 1960- 1964, data for 1960- 1963 were med for the following eountrfcs: 
Trinidad and Tobago, Jordan, British Guiana, El Salvador, Thailand, Paraguay, Uruguay, Colombi« and Iran. 
Date for Brasil relate to 1960. Similarly, instead of data for 1955- 1959 the following data were used: Thailand, 
1957- 1959; Bolivia, Ecuador and Morocco, 1958- 1959; and Iran and Jordan, 1959. 

other sectors. This applies particularly to the domestic product of devel- 
oping countries, where manufacturing is generally a small though more 
dynamic component, but the problem is less severe with their imports 
since manufacturing generally constitutes the dominant component. The 
evidence regarding total imports in relation to the total supply of all 
goods and services for the thirty-nine countries shown in table 35 does 
not indicate that a clear majority of developing countries made a marked 
progress towards import substitution between 1955—1959 and 1960— 
1964. The apparent contradiction between this and previous more 
positive indications of progress in import substitution is partly explained 
by the limitation indicated above, from which it follows that these aggre- 
gate data tend to understate the degree of import substitution actually 
achieved in the manufacturing sector. Furthermore, export prices, 
which influence the capacity to import, did not fall as much between 
these periods as between 1955—1956 and 1962—1963. Information 
on these thirty-nine countries is based on current prices and where 
import prices may have risen more than domestic prices, any shift to 
import substitution observed from quantum measures would be less 
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clearly seen from current prices. The explanation may be that over 
a short period, the influence of import policy is overshadowed by that 
of prices and other factors largely beyond the country's control. Further, 
the well-known experience of some of the larger and longer established 
of the Latin American countries in import substitution may weigh too 
heavily in the discussion of this problem with regard to the rest of the 
developing world. 

Recent changes in the import bill 

While changes in the level, commodity composition, prices and 
sources of supply of imports of manufactures by developing countries 
are important in planning future import substitution in this sector, there 
are certain difficulties in measuring the magnitudes of different categories 
of manufactures that require consideration, particularly by an organiza- 
tion such as UNIDO, whose focus is on industrial development. Alter- 
native measures, described below, of the level of the average annual 
imports of manufactures by developing countries from all sources in 
1960—1964, at 1958 prices, are some $20 billion and $25 billion, 
respectively. 

Both measures indicate annual rates of growth of such imports 
of nearly 3.5 per cent during 1955-1964. While the conventional clas- 
sification of imports and exports, now generally adopted, is the Standard 
International Trade Classification, Revised (SITC), production data 
are generally classified according to the International Standard Industrial 
Classification (ISIC). A prevalent definition of trade in manufactures 
has comprised sections 5 to 8 of SITC with the exclusion of most base 
metals.14 However, on the basis of a recent provisional attempt by the 
United Nations Statistical Office to provide a bridge between the two 
above-mentioned classifications," the secretariat of UNIDO has made 
a tentative conversion of the more than 1,000 items of the SITC partner 
country data into the generally accepted industrial classification which 
has been used in this survey, i.e. the ISIC. The conversion factors 
estimated for 1963 have provisionally been assumed to be valid for 
1955—1964. These conversions were applied initially to the total trade 
of developing countries with developed market economies and then to 
the remaining trade flows of the developing countries. Despite the 
need for considerable estimation, which can be refined at a later date, 
this conversion permit» those concerned with general or detailed industrial 
development, who tend to work in terms of ISIC 2-3 (all manufactur- 
ing) and its divisions, to obtain a clearer picture of opportunities for 

14 This definition includa the following: chemicals; manufactured goods classi- 
fied chiefly by material excluding most base metals; machinery and transport equip- 
ment; and miscellaneous manufactured articles. 

» See United Nations (1966) Classificato* tfCommoéitm h 1»*U*ìEI Origm (Series 
M, No. 43), New York (Sales No.: 66. XVII. 7). 
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import substitution and the expansion of exports of manufactures. The 
substantial remaining deficiency of this exercise, however, is that, as 
with the SITC, the total value of a product is still ascribed to the sector 
and industry that contributed only to its final form. Although tentative 
estimates can be made of the proportion of the final gross value of traded 
manufactured goods contributed by other sectors, such as agriculture 
and mining, these estimates cannot be used for tabular presentation 
until more detailed input-output analysis has been made. 

Expressed in terms of gross values and at constant 1958 prices, 
a more conventional estimate (SITC 5—8, including all base metals) 
of the annual size of imports by developing countries of manufactures 
from all sources in the early 1960's is somewhat below $ 20 billion.16 

However, the present estimate using the ISIC approach is about one 
quarter larger, somewhat below $ 25 billion per year (see table 36). 
This larger estimate of the recent import bill of developing countries 
for manufactures is probably due mainly to the fact that a very signif- 
icant part of trade in food, beverages and tobacco, SITC 0—1, moves 
in a form incorporating some processing by the food, beverages and 
tobacco manufacturing sector, ISIC 20-22. Similarly, a large part of 
the output of oils and fats and of crude materials other than fuels, SITC 2 
and 4, moves in international trade to developing countries after some 
processing by a variety of manufacturing industries. Further, the major 
part of the flow of fuels, SITC 3, into developing countries is in the form 
of products of the manufacturing sector, ISIC 32. These indications 
serve to emphasize that a developing country's policy directed at sub- 
stituting for, say, $ 100 million of imports of manufactures does not 
imply that the local manufacturing sector has an opportunity to create 
an equivalent amount of value added. Indeed, depending on the com- 
position of manufactures, a good part of the value added that is generated 
by substituting domestic for imported manufactures may well occur 
in the primary and infrastructure sectors of the developing country. 
While further examination of the structure of this recent import trade 
will be considered later, it should be mdicated that both of the measures 
described suggest that between 1955-1959 and 1960-1964 the average 
annual growth of the quantum of imports of manufactures into devel- 
oping countries was nearly 3.5 per cent, or about half the rate at which 
manufacturing expanded in the developing countries. For the present, 
the composition of this general import growth by the manufacturing 
sector is investigated in tibe conventional terms of SITC sections, since 
detailed estimates of import growth have not so far been made in terms 
of the major groups of ISIC. 

In order to restrict the annual growth of the total quantum of their 

port» o 
billion. 

• At current prices, on these définitions, the value of developing countries* im- 
of manufacture* in 1965, the latest year for which dato are available, was $ 24.7 
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imports to 3.5 per cent in the period 1955 to 1964, developing countries 
made significant alterations in the commodity composition of their im- 
ports (see table 37). Greater emphasis was directed to the import.not 
only of crude materials etc. (SITC 2 and 4) and chemicals (Sil G 5) 
but  significantly, also to foodstuffs etc. (SITC 0 and 1). On the other 
hand   there was a major relative shift away from the importation of 
what'might be loosely termed manufactured consumer goods. Between 
these extremes, the imports of machinery, transport equipment and fuels 
increased at about the same rate as growth generally. The most dynamic 
market in the developing countries for the exports of the developed 
market economy  countries  and the centrally planned  economies in 
1955-1964 was in the chemicals group (manufactured fertilizers, plastic 
materials, chemical elements and compounds, pharmaceutical product« 
etc )   The quantum of chemical imports by developing countries was 
about 8 per cent per year. Imports of the vast range of crude matenals 
came second, with an expansion of about 5 per cent. Some of these ma- 
terials were intended for the chemicals industry, but other main recipients 
included the food, textile and wood and paper industries. A broadly 
similar order of importance was attached to the increase of food imports, 
a substantial proportion of which were in manufactured form. As far 
as changes within the ten-year period are concerned, imports of machin- 
ery and transport equipment  -  the group of imports of prime con- 
sideration for economic development -   increased at a significantly 
lower rate than  food imports. Imports of fuel, which were mainly 
in the form of products, grew at about the same rate as imports of 
machinery and equipment, nearly 3 per cent a year, but the growth 
of other manufactures remained below 2 per cent. 

While the aggregate nature of these results, which refer to imports 
of developing countries as a whole, requires cautious interpretation, 
the growth in import demand for food was more than twice that for mis- 
cellaneous manufactures, excluding capital goods. It has been the ex- 
perience of many individual countries under fairly normal circumstances 
of development for the squeeze in imports to be initially greater for non- 
durable consumer goods, and only later for consumer durables. However, 
the urgent nature of the food problem in some developing countries 
during this period resulted in a rise in the annual payments for food 
imports of developing countries as a whole from $ 4 billion per annum 
in the late 1950's to more than $ 5 billion in the first half of the 1960's 
(both  amounts  expressed in  1958 prices), the latter amount being 
equivalent to one sixth of the total import bill. While the import growth 
of the complex of raw materials and intermediate products incorporating 
chemicals and crude materials, including fuel, was expected to have 
been well above the average growth of imports and more in line with 
the growth of domestic manufacturing, the growth of imports of capital 
goods, i.e. machinery and transport equipment, was not expected to 
be much different from the over-all growth of imports. On the assump- 
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largely because of an international agreement on cotton textiles. The 
influence of foreign demand, however, was dominant in jute textile 
output, even though domestic consumption has been rising rapidly in 
the major producing countries of India and Pakistan. 

In a number of countries, governments have played an increasing 
role in determining the allocation of investment funds to the textile 
sector. Thus, in some developing countries in Africa and Asia which 
have recently begun to produce textiles, the finance obtained from foreign 
public and private  sources was negotiated  by governments or with 
governmental encouragement. In certain developing countries with an 
older textile industry, the government has established or taken over 
textile mills. However, in most of these countries, the textile industry 
is in private hands.  In India, the United Arab Republic and some 
Latin American countries British and United States capital played a 
significant part in the early development of the textile sector. Extensive 
use of labour in the textile sector has been an important characteristic 
in so far as general employment policies in many developing countries 
have strong implications for this sector.   In   1961, the textile manu- 
facturing sector employed close to 7 million wage-earners in developing 
countries; to this figure must be added several million persons engaged 
in cloth production in cottage industries. On the whole, requirements 
for labour skills have not been substantial, compared with other manu- 
facturing sectors. There has been no general marked growth of labour 
productivity in developing countries, although it has been marked in some 
of the developed countries. The demand for more advanced skills, how- 
ever, has grown with the relative expansion of the output of man-made 
fibres and the introduction of more mechanized plants. 

Apart from the need for more adequate labour training, it has 
been repeatedly suggested that the textile industry in many developing 
countries, given the current stock of equipment, could have grown 
significantly through the improved organization of enterprises, better 
utilization of machinery, less wastage and more régulai supplies of raw 
materials, more industry rationalization etc. However, there has also 
been the need to introduce more up-to-date machinery, and in this 
respect an interesting potential may exist for increasing trade within 
the developing regions. Although economies of scale are present, the 
problem this poses for textiles may not have been as great as in some 
other industrial sectors. Developing countries as a whole continue to 
spend more foreign exchange on textile imports than they earn from 
exports. However, there is no doubt that import substitution has been 
an important influence in the expansion of the textile industries of many 
developing countries. By 1964, the developing countries as a whole 
were more than 90 per cent self-sufficient in apparel yarn and cloth. 
Self-sufficiency is highest in cotton — virtually 100 per cent in yarn 
and 93 per cent in cloth - and lowest for man-made fibres, about 
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56 per cent for yarn and 85 per cent for cloth. The drive to attain self- 
sufficiency has been most successful in Latin America, and less so in 
Africa and the Near East." 

In the clothing, made-up textiles and foot-wear industries, the 
developing countries and other regions shared a common experience 
in that their rates of growth in this sector in 1955—1964 were somewhat 
higher than in the textile manufactures sector. The impact of changing 
requirements as incomes rise may have had an influence in two ways. 
Rising standards of living may have been manifested in a more sophis- 
ticated use of textiles when made up into wearing apparel and textile 
goods used mainly in house furnishings. Secondly, the income elasticity 
of expenditure on foot-wear may have been relatively high, leading to 
requirements for more and better-quality foot-wear. The rate of growth 
of another sector of light industry, manufacture of wood for all end-uses 
and of furniture, has been the same as for clothing and foot-wear in 
recent years. In both sectors, annual growth rates in 1955—1964 were 
somewhat above 6 per cent and, as with clothing and foot-wear, the 
growth of the wood products industries was more pronounced in Asia 
than in Latin America. In the developed market economies, these two 
sectors have shown broadly similar growth, but in the centrally planned 
economies, more growth effort occurred in the wood and furniture 
industries. Aggregate data are insufficient to permit a general indica- 
tion of the rates of growth in such other light industries as printing etc., 
tanning etc., and rubber manufacturing. 

The structure of heavy and light industry 

The most significant result of the pattern of recent growth in 
developing countries, as has been suggested, is that in the near future 
these countries as a whole may derive as much value added from their 
heavy sector industries as from their light sector industries. While all 
estimates of this kind must be qualified, a transformation of this broad 
order may be considered a substantial achievement. Only three decades 
ago, just prior to the Second World War, the contribution to total 
manufacturing activity in developing countries made by the heavy 
sector, in terms of value added, was less than one third. Furthermore, 
the current structure of manufacturing output in developing countries 
may be broadly similar, in terms of the relative contributions of the light 
sector and the heavy sector, to the structure existing in the developed 
market countries as recently as 1938. However, the growth emphasis 
on the heavy sector which developed market economies also experienced 
in the interim period has resulted in a present contribution by that 
sector of about two thirds of the current total of manufacturing pro- 

• For details on recent developments in the textile sector, see "Sectoral Studies 
prepared for the Symposium: Textile Industries" (document ID/CONF.1/21). 
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auction. In the centrally planned economies, the output of the heavy 
sector may at present also account for nearly two thirds of total manu- 
facturing activity. 

A more detailed examination of the structure of manufacturing 
in individual developing countries clearly shows that the rather optimistic 
generalization made above is subject to significant modification. Such 
an examination, which is now possible only for the period around the 
beginning of the 1960's, reveals that at that time almost a majority of 
developing countries possessed heavy sector industries which contributed 
only between one fifth and two fifths of their total manufacturing out- 
put. At the time, in only few developing countries did the output of 
the heavy sectors contribute close to or more than 50 per cent. In a 
larger number of developing countries the share of heavy industry 
approached the 50 per cent level. On the other hand, one fifth of the 
countries shown in table 17 had heavy sectors which accounted for 
less than one fifth of total manufacturing output. In Latin America, 
these countries included Barbados, Costa Rica, the Dominican Republic, 
El Salvador, Guatemala and Jamaica; in Africa, such countries or 
territories included Ethiopia, Mauritius, Mozambique and Tanganyika; 
and in Asia, Pakistan. The other side of the coin was that, in a very 
large number of developing countries, the contribution of the light 
industry sector to total manufacturing, as recently as around the 
beginning of the present decade, was in the range of three fifths to 
four fifths. 

When industrial structure is considered in terms of value added 
by manufacturing, heavy industry in many developing countries appears 
capable of achieving, by the late 1960's, the same level as that attained 
by light industry. However, these two sectors are markedly different 
in the pattern of their development; this dissimilarity has important 
implications. The food industry often accounted for the bulk of the 
output within the light industry sector of manufacturing in most develop- 
ing countries. The exceptions appeared in countries specializing in the 
production of textiles. It is understandable that most countries rely 
for manufactured foodstuffs mainly on domestic industry. Consequently, 
the frequency distribution of the share of the food industry in total 
manufacturing among developing countries was more nearly normal 
than in the case of other industries where it tended to be concentrated 
in the lower range or, in statistical terms, was "skewed to the left". Such 
is the importance of the food processing industry for developing coun- 
tries that it accounted until recently for between one quarter and one 
half of total manufacturing in most countries. Characteristic features 
of countries with a relatively high share of food manufacturing appeared 
to be small population and small per capita income and the importance 
of exports of such items as coffee, sugar and meat, which were processed 
to some degree before export. 
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that, in each of the developing regions of Latin America, Asia and Africa, 
the output value of their manufactured lood sector, ISIC 20 22, was 
greater than that of their metal products sector, ISIC 35 :ifl Hem ever, 
the expenditure on imports of marmine tured food was, in all cases, only 
a fraction of the expenditure on metal products imports in the three 
developing regions, the fraction ranging from about one quarter for 
Africa to one sixth for Latin America. 

Taking into account the five more important sectors of manufactur- 
ing shown in table 40, it may be tentatively suggested that for develop- 
ing countries as a whole, reliance on import* as a contribution to total 
supplies   (imports  plus  production)   was  greatest for   metal  products 
and that such reliance declined for basic metals, chemicals and petro- 
leum products, textiles and food, in that order. The rationale for this 
order of import reliance by a developing country might be in terms of 
the immediacy of denand, as well as of the more conventional concepts 
of complexity of production etc. Generally it can be said that the greater 
the immediate demand for the products of an industrial sector and the 
less sophisticated their production etc., the larger the degree of domestic 
self-sufficiency in developing countries. Thus, food products are clearly 
the most immediate requirement and generally the most easily produced, 
and textiles are next in order. Chemicals and petroleum products are 
a mixed category on both counts, for they include soap and drugs, 
petroleum  products for private consumption   and current  industrial 
use and fertilizers for current agricultural use. Basic metals are generally 
more difficult to produce, and their final use is both for current consump- 
tion, sometimes of luxury items, and for investment. While metal pro- 
ducts are also destined for mixed use, many items - particularly those 
for basic investment      are beyond the present production capabilities of 
most developing countries. Whatever the rationale, the order of relative 
import reliance indicated above is reflected in the patterns of domestic 
manufacturing in and imports of manufactures by devele ping Asia. 
Elsewhere,  the rankings arc slightly different, with   import reliance 
greater for chenicals than for base metals in Latin America, and relatively 
greater for textiles than for chemicals in Africa. 

Despite the experimental nature of the statistical method, the above 
ranking of degrees of import reliance for different categories of industrial 
products is generally borne out by results of a very limited random sample 
of five individual developing countries in 1963, though the precise order 
suggested is reflected in the developments of only one of these countries. 
In cases in table 40, where, for example, the sector of manufactured 
foodstuffs was not the least reliant on imports, the problems of the agri- 
cultural sector of the countries concerned — and tenure, use of fertilisers 
etc. — are well known. Or, as a further illustration, the fact that import 
reliance was greatest for base metalf, rather than for metal products, 
reflected a well-known scarcity of facilities within the country for base 
metal production.  Considering the five countries together, however, 

., 



104 INDUSTRIAL DEVELOPMENT SURVEY 

i 

!t I 

fa is 
I 

11 
i Î 

myp   2! ^ 2 *° 2J ^   95a>'^""ÍA"•S02iriS'rí 

Oi r-     ao oo — tÄ i^ oo    <û oo O « i» to <Ä O — « oo — 

1    * 

Ipi 

J l 

ií »   2 
V* 

8  £ = S¡ j.     u"s «o    <x> m m eM M y?    r*. — çsi«eoocs-«enr^c^(N 

r^—    *ì te & tri Sh &i    c*m — m + m + çf-« r^mr* w •* w — r^ m 
mm 9% rm •-• 

a "»"as« •°a*,R'"*'n2"S"s 

i 

,   $ 

8plk ^3k ^9p C^# ^Q ^^r ^^t        cS^ S ^^p ^^J ^9| ^^k ^^s j^J 4^3 f^3 ^3  C^3 
3    QOQOOO   9000O0000000 

1 
•! 

~25 "*È*•*È**2s *"" Ëi ** S ^ &'•'§ ** S'-, Ss 

1 
t 
jiì ila lì 

1 



C.HAI'TKK  ir.  INDUSTRIALIZATION AND KOKIlliN   IKADI 10rl 

the situation of relative import reliance may be summarized as follows: 
while the production of all heavy industry goods in these countries 
accounted for less than one half of the total manufacturing production, 
heavy industry goods in almost all cases absorbed more than three 
quarters of their total import of manufactured products. 

In developing countries import substitution of manufactures should 
be considered not only in terms of the potentialities of one sector of 
manufacturing compared with another, but also in terms of relative 
potentialities within different stages of each sector. The former has 
been discussed above, and the latter will now be reviewed in the context 
of the extent to which savings on import expenditures for a given sector 
or category of goods might be achieved by the purchase of imports at 
a more preliminary level of processing. Experimental calculations in 
table 41 show that of the $ 20 billion worth of imports of manufactures 
of developing countries from developed market economies in 1963, 
there was an expenditure of some $ 2 million for imports of finished 
manufactures for every million dollars worth of imports of semi-finished 
manufactures. This over-all relation, however, varied significantly within 
each of the industrial sectors. If the finished imports could have been 
imported in their semi-finished stage and if the amount of foreign 
value-added thus saved were equivalent to one third of the value of 
each finished product, the "import saving" for developing countries in 
1963 would have been some $ 4 billion, one fifth of their total import 
bill for manufactures. 

This illustrative calculation of potential import saving as a result 
of changes in the level of processing is included only in order to introduce 
a perspective for further refinement, but one of the assumptions on which 
the calculation rests, i.e. that all manufactures could have been imported 
in semi-finished state, can be considered immediately. On the one hand, 
there are clear economic reasons against a wholesale switch by devel- 
oping countries to imports of only semi-finished manufactures. If devel- 
oping countries have internal markets which are too small now, or which 
may be too small in the future to support an economical sized finishing 
plant, and if export markets are at present closed to such products, it 
would be difficult to recommend final processing by the local manufactur- 
ing sector. The situation is the same where either current or capital 
costs for such local activity are particularly high or where local are not 
likely to be readily available. On the other hand, the methodological 
procedures in arriving at estimates of what constitutes a semi-finished 
and what a finished manufactured product are highly tentative. Nearly 
thirty years ago, a committee of statistical experts of the League of 
Nations published in an annex to the Minimum List of Commoditus for 
International Trade Statistics a composite classification of products which 
made possible, inter alia, to distinguish such stages of production as crude, 
simply processed and elaborately processed. Further attempts in this 
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direction have subsequently been made by international organizations. 
The subject received special attention recently in connexion with the 
consideration of the question of trade preferences by the United Nations 
Conference on  Trade  and  Development  (UNCTAD),  and with the 
work of the Statistical Office of the United Nations. The present prelimin- 
ary calculations by UNIDO, which build on these recently developed 
classifications as well as on the previously discussed cross-classification 
between the trade SITC and the production ISIC, employ the following 
summary definitions : a primary commodity is a product of farm, forest, 
fishing and hunting, or any mineral, to whose value manufacturing 
makes only a minor contribution; a semi-manufactured article is a 
product of manufacturing which for most uses requires further process- 
ing or incorporation in other goods before becoming capital or consumer 
goods; finished manufactured goods comprise manufactured goods for 
household consumption plus capital goods for household and for indus- 
try.18 Since each industrial sector plays its unique role as a relative 
supplier of intermediate and final goods, it follows that in some cases 
virtually all imports of a given industrial sector may be, by definition, 
semi-finished. For this reason also, the data in table 41 cannot be regarded 
as providing a simple indication of the present relative potential for 
import savings within each industrial sector. Despite these major reser- 
vations, however, this preliminary approach has been introduced at 
this stage in anticipation of future work on a time series which will 
permit a more useful measure of actual progress in industrialization in 
developing countries  on the  basis of import savings  resulting from 
the encouragement of domestic processing of imported semi-finished 
goods. 

A further insight into the nature of the $ 20 billion import of 
developing countries for manufactures from the developed market 
economies relates to the use to which these imports have been put. 
According to the classification work discussed above, preliminary esti- 
mates indicate that the major expenditure in 1963, about $ 8 billion, 
was for importation of industrial supplies. The major part of the remain- 
der, some $ 7 billion, was spent on capital equipment, and a further 
$ 5 billion was expended on consumption goods in developed market 
economy countries. It is probably more difficult to displace imports 
of capital equipment than industrial supplies and consumer goods which 
constituted two thirds of import expenditures. However, any final 
decision with regard to the composition of products that could be more 
gainfully included in an import substitution programme will depend 
on the particular conditions and endowments of each country. 

w See "The Definition of Primary Commodities, Semi-manufactures and Manu- 
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The trade flows to developing countries may be considered, finally, 
from the point of view of their sources of supply in developed market 
economies. While the exports of developed market economies to devel- 
oping countries represent valuable opportunities to employ capital and 
labour resources, it is also true that, for the group of developed market 
economies with a gross domestic product of well over $ 7,000 billion 
measured at factor cost, the export of about $ 22 billion of manufactured 
and non-manufactured goods in 1963 (see table 38) was relatively small 
in terms of aggregate resource allocation by the developed market 
economies as a whole. There is a double advantage in this. On the one 
hand, if developing countries could expand their imports, it would 
undoubtedly be well within the physical productive capacity of the 
developed market economies as a whole to increase their exports to 
developing countries accordingly. On the other hand, if it were necessary 
or appropriate for developing countries to pursue a vigorous policy of 
import substitution, developed market economies as a whole would be 
able easily to adjust to such a policy, especially in a dynamic context. 
At recent levels of per capita income in developed market economies, 
exports amounting to $ 22 billion would be equivalent to the statistical 
income of only about 12 million persons out of a population of nearly 
700 million. The number of persons employed in such export activity 
was considerably less than 12 million. It is plain to see that what could 
be possible for developed market economies as a whole may be impossible 
for individual developed market economies. 

In 1963 the expenditure of developing countries on imports from 
developed market economies for major categories of heavy industrial 
goods was about $ 9 billion for metal products, nearly $ 3 billion for 
chemicals and petroleum products and a little above $ 1.5 billion for 
basic metals. As indicated in table 39, the import bill was much lower 
for light industry categories, including about S 2 billion for manufac- 
tured foods and less than $ 1.5 billion for textiles. The remaining 
$ 3 billion of the total $ 20 billion for imports by developing coun- 
tries of manufactures from developed market economies was disbursed 
for purchases of clothing, wood products, paper and paper products, 
printing, leather and rubber products and products of the non-metallic 
minerals industry. For the three heavy industry categories, these costs 
were rather evenly distributed among the three developing regions, 
except that the relatively deficient region of Asia imported a somewhat 
larger amount of basic metals. With regard to manufactured food and 
textiles, Latin America's import bill was less than that of Asia, and 

ü Asia's bill was less than that of Africa. 
i For various reasons, including differing degrees of openness of their 

economics, differences in their foreign aid policies, historical associations, 
unique patterns of comparative advantages etc., the developed market 
economies have not allocated the same proportions of their aggregate 
resources for production of exports to developing countries. Even in 
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Japan and the United Kingdom, which concentrated more than other 
countries on surh exports, the value of these exports did not exceed 
4—5 per cent of their gross domestic product. In continental western 
Europe, the corresponding proportion was 2 — 3 per cent, while in the 
United States and other developed market economies, exports to devel- 
oping countries accounted for about 1.5 per cent of their gross domestic 
product. About 90 per cent of the total export flow from developed 
market economies consisted of manufactures. I i is not easy to determine 
the precise proportions of exports of manufactures to the total production 
of manufactures in individual developed countries but, in general, the 
proportions are probably only a little higher, less than one per cent more, 
than the proportions of all exports to total production. 

In 1963, the United States and the European Economic Community 
were the major suppliers of manufactures to developing countries. Both 
accounted for about $ 6 billion, or 30 per cent, of the total exported by 
all developed market economies.  However, the regional distribution 
was different: while the United States exported more manufactures 
to Latin America than to the other two developing regions combined, 

} more of the exports of the European Economic Community went to 
| developing Africa than to the other regions combined. Japan, with 
I $ 2.5  billion of such exports, concentrated to a still greater degree 
| on the developing Asian market. The corresponding total for the United 
1 Kingdom was somewhat above  $ 3 billion; for other west European 
i countries,  $ 1.5 billion; and for other developed market economies, 
j $ 750 million. In general, the regional destination of these exports of 
| manufactures was more diversified, except that the United Kingdom 

concentrated the least on the Latin America market, while the other 
west European countries and the remaining developed market economies 
devoted the smallest proportion to Asia and to Africa, respectively. 

The markedly different product mix of manufactured exports from 
these various sources of supply in the developed market economies was 
to some extent a reflection of the different patterns of specialization 
within the domestic manufacturing sectors. Thus, while the developed 
market economies other than Europe and Japan gave special emphasis 
to exports of manufactured foodstuffs, Japan specialized more in textile 
exports. With regard to metal products, which are the major exports 
of heavy industry to developing countries, the greater contribution of 
the engineering industries to total manufacturing production within 
the United Kingdom and the United States was shown by their above- 
average contribution to exports of such produca to the developing 
countries. In the case of other heavy industry exports, the United States 
and the European Economic Community concentrated more than other 
developed market sources on the exportation of chemicals and petroleum 
products. Similarly, concentration on exports of base metals was more 
marked in Australia, Canada, the European Economic Community 
and Japan. 
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Future attitudes towards import substitution 
Import substitution has been a major method of promoting industri- 

alization in a number of developing countries. However, the dissimilar 
attitudes of these countries towards this method and their different 
experiences with the process will undoubtedly persist in the future. In 
some countries where a delicate assessment has convinced them that 
they are reaching the limits of import substitution, the urgency of ex- 
ploring the potentialities of expanding their exports of manufactures 
is clear. The need for such expansion is also urgent in developing countries 
which have greater possibilities for import substitution. The simul- 
taneous pursuit of both policies by such countries might yield consider- 
able gains for the industrialization of the countries concerned. Solu- 
tions to problems of import substitution, such as attaining an efficient 
plant size in a limited market and improving the quality of local manufac- 
tured products, might be easier to find if efforts were concentrated on 
satisfying the foreign demand for manufactures - regardless of whether 
the purchasers are from developing regions or outside these areas. 

The selection of industries to be governed by import substitution 
policies should not be dictated by narrow, private-sector considerations. It 
should be carried out in the context of, and in harmony with, the over-all 
economic objectives and plans of a country. Such a procedure is more 
likely to ensure a dynamic framework for selection of industries and to 
determine the comparative advantages, taking into account the social 
costs and benefits involved. In the selection and application of incentives 
to facilitate the substitution process, full recognition should be given to 
the unique nature of local elasticities of response to particular incentives; 
the major challenge is to prevent permanent protection or a permanent 
situation of high domestic prices and low-quality products. An associated 
need is a social control of oligopolistic groups of manufacturers, groups 
which may emerge as a result of import displacement policies. It may 
be possible  to  prevent blanket protection  against outside suppliers. 
Aside from tariffs, the application of other incentives - such as the 
channelling of adequate capital, labour skills and foreign exchange 
resources -  to industrial sectors which are to be promoted deserves 
continuing  consideration.  An import  substitution  project aimed at 
reducing the value of the future stream of import payments may, in the 
initial stages of the project, be expensive in its claims on foreign exchange 
resources. Finally, if an appropriate application of incentive i should fail 
to bring progress through established entrepreneurs, consideration of 
alternative entrepreneurs should not be forgone. 

B.   THE EXPANSION OF EXPORTS OF MANUFACTURES 

Among the possible solutions to problems of industrialiiatkMi of 
developing countries, the stimulation of manufactured exports deserves 
particular emphasis. For many developing countries, failure to rapidly 
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establish export-oriented manufactured industries as a major growth 
sector may jeopardize their more general aspirations for a dynamic 
domestic industrial sector. It is debatable what the record of industrializa- 
tion in many developing countries might have been, üoth quantitatively 
and qualitatively, if much greater consideration had been given in past 
decades to the need to expand the exports of manufactures. The fact is 
that the total value of exports of manufactures by the developing countries 
as a whole in 1960 1964 was less, using a conventional and conservative 
measure, than the sales of manufactures and associated services of just 
one of the larger private corporations of the United States. The com- 
pelling need for action in developing countries to promote export expan- 
sion of manufactures requires little justification. The first session of the 
United Nations Conference on Trade and Development, held in 1964, 
provided a useful forum for discussion of this matter. The United Na- 
tions Industrial Development Organization and many other international 
bodies have placed this matter high on their agendas. 

The balance of payments of many developing countries requires 
that new sources of foreign exchange should be developed. The prospects 
facing the export of primary products from developing countries are 
fairly clear; while the volume will undoubtedly continue to increase, 
the foreseeable rate of growth is generally considered insufficient to 
make a major immediate contribution to meeting the import require- 
ments of their development plans. This slow expansion cannot be reme- 
died, even by eliminating all commercial barriers in the developed 
countries, desirable as this h. Primary products will still remain subject 
to low income elasticity of demand, to increasing economy in their use, 
the shifts to less material-intensive products and to rising competition 
from synthetics. Moreover, even when international economic statesman- 
ship might have provided a remedy, as in the case of export price instabil- 
ity of primary products, developing countries still face considerable 
problems, not the least of which is the strong de-stabilizing impact on 
imports for industrial development. As previously indicated, the rate of 
increase in the flow of financial assistance to developing countries has 
not been sufficient  to meet the remaining foreign exchange needs. 
Import substitution remains a necessity, often an expensive one. An 
expansionist answer to the situation caused by the stagnancy of primary 
product exports requires policies directed to a rapid increase of exports 
of manufactures, though this is undoubtedly often a risky and difficult 
endeavour. This route to an improved balance of payments is not advis- 
able for all countries, although the record shows that its adoption it not 
necessarily determined by a country's size. Together with continuing 
exploitation of dynamic comparative advantage in primary products, 
expansion of aid from developed countries and a careful policy of import 
substitution, the rapid expansion of exports of manufactures can signif- 
icantly facilitate fulfilment of plans and programmes for industrial 
development in many countries. 
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Whatever may be the validity of theories of stages of development 
m other contexts, it is debatable whether the expansion of: manutoured 
xports from developing countries must always wait until a substantial 

development of an internally oriented manufacturing industry has been 
auainid or until  an  effective  import substitution  policy  has shown 
results. Certainly there are some firma fadi grounds for a simultaneous 
approach.  The world market for manufactures, for example, is fairly 
competitive in many branches, with strong demands for quality of pro- 
duce The necessity of meeting standards set by foreign markets increases 
the possibility that such standards will also be established for interna 
markets. Thus beneficial effects might include an increase in genera 
tffickney, as well as an improvement in the quality of products to mee 
ompetition in the area of import substitution. Manufacturing for expor 

often requires incorporation of improved production technologies that 
are generally imported from developed countries. The use of such tech- 
nology in manufactures for the domestic market would, where appro- 
priate; produce cumulative benefit. Again, the problems posed by small 
internal markets will seldom yield to a consecutive approach, first to 
internal and then to external market expansion, within a reasonable 
period of time. Many countries with a low per capita income and a rela- 
tively small population are apparently prevented form reaping the gains 
from economies of scale in manufacturing unless they  expand their 
total market by a simultaneous move towards export markets. To the 
technical gain of lower unit cost, there may be added in some instances 
the gains of a healthier structure and performance of industrial organiza- 
tion as the number of producing units is expanded. 

This survey does not attempt to ascertain the extent to which the 
exploitation of opportunities in exports of manufactures by developing 
countries has lagged behind its potential. Nor can this document indicate 
with precision the extent to which the factors producing such a tag have 
been on the supply side, within developing countries, or on the demand 
side, mainly because of commercial barriers in developed countnes. 
However, a statement of recent progress is given below. 

Recent growth in exports of manufactures 

Thus far, export-oriented industries have not constituted a dynamic 
component of manufacturing in developing countries. The recent rate 
of over-all export expansion of such goods from developing countries 
can only be indicated in rather broad terms because of the difficulty 
of defining a "manufactured commodity" in international trade. A more 
conventional measure based on the Standard Industrial Trade Ciastmc 
ation (SITG) indicates that the quantum of manufactured exports of 
developing countries to all countries expanded at an average annual 
rate of 8 per cent during 1955-1964, but an experimental measure 
prepared in connexion with this survey and bated on the International 
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tion that all categories of imports are competitive, it may be that the 
relative decline of imports of capital goods was due to the buoyancy of 
food imports. However, because of the tied nature of some foreign aid 
with respect to some food and machinery imports, there is no assurance 
that if one of these categories of imports had been forgone, further 
imports of the other category would have occurred. It is also possible 
that the significant rise in import prices of machinery and transport 
equipment may have acted as a brake on imports and stimulated the 
growth of the metal products industries within developing countries. 
Although influences other than prices almost surely dominated — im- 
port price rises may sometimes be partly or wholly offset by improve- 
ments in quality — the fact mentioned in Chapter I should be recalled 
that industries which have a significant element of production of machin- 
ery and transport equipment expanded in developing countries be- 
tween 1955—1959 and i960—1964 at an average annual rate of about 
12 per cent. This relatively fast-rising domestic availability, augmented 
by a modest increase in imported machinery and transport equipment, 
was sufficient to meet the moderate increase in investment activity of 
developing countries in 1955—1964. 

At a time when the foreign exchange earning capacity of developing 
countries as a whole was materially affected by a significant decline in 
export prices, an added burden was imposed by an increase in the prices 
of their imports. While the increased cost of imports was less than the 
forgone gain in proceeds resulting from export price declines, the fact 
that the average increase in prices of imports into the developing coun- 
tries from developed market economies exceeded 0.6 per cent per year 
meant an increased import bill of some $ 150 million a year. The in- 
dications are that the rising trend of import prices persisted in 1967. 
Since the pattern of import price change!» was not uniform among the 
various categories of imports, and to the extent that demand was price 
elastic, this variable may well have had a significant influence on the 
pattern of import substitution. 

The largest increase in prices of imports into developing countries 
from developed market economies occurred in the very category that 
is most important for industrial development, i.e. machinery and trans- 
port equipment. The import price in this category rose at an average 
annual rate of about 2 per cent in 1955—1964 (see table 46 in the next 
section), and the added burden of these rising prices of capital goods 
was equivalent *o almost all of the $ 150 millions fur annum cited above. 
Expressed in another way, more than one third of the increase in dollar 
expenditures of developing countries for capital goods between the late 
1950*8 and early 1960's resulted from the rise in price of these goods. 
While there was also a more modest rise in import prices of other manu- 
factured goods, SITC 6 and 8, import prices of food, crude material«, fuel 
and chemicals were at a lower level in the early 1960's than in the late 
1950's. The average decline in food prices was less than one half per cent 
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TABLE 42.   EXPORTS OF MANUFACTURES AND OTHER PRODUCTS FROM AU. DEVELOPING 

COUNTRIES. BY AREA OF DESTINATION.   1955    1964 

(A        billton 1958 dollars, annual amagt,   B     =   avtragt annual rati of growth bitwetn 
1955   1959 and 1960    1964) 

-- 

7XW 

Eafrti 

Mmmfucimtt 

Expi 

MttmftKturtt 

wU 

Stiliti 
tttm 

Situiti 
•Um 

¡SIC S-3 ¡SIC 0-1 srrcs-t srrco~4 

Developed market 
economies 

¡955-1959.   .   . A 17.72 7.14 10.36 1.76 15.77 
1960    1964. A 22.70 9.20 13.39 2.64 20.01 

B 5.1 5.2 5.3 8.5 4.9 

Centrally planned 
economies 

1955-1959.   .  . A 0.73 0.28 0.44 0.05 0.66 
1960-1964.  .  . A 1.64 0.66 0.93 0.10 1.50 

B 16.0 19.1 16.3 15.5 17.8 

Total, above 
19<>5-1959.  .  . A 18.45 7.42 10.80 1.8! 16.43 
1960-1964.  . A 24.34 9.86 14.32 2.74 21.51 

B 56 5.9 5.8 8.7 5.5 

Developing countries 
1955-1959.  . A 5.78 2.44 3.26 0.98 4.73 
1960-1964.  . A 6.74 2.99 3.70 1.35 5.36 

B 3.1 4.2 2.5 6.7 2.5 

Total 
1955-1959.  . . A 24.23 9 86 14.06 2.79 21.16 
1960-1964.  . . A 31.08 12.85 18.02 4.09 CTJI 

B 5.0 5.5 5.1 8.0 4.9 

Th. 
UMtwl NaifaM Udmtrial 

ob»*« » to ' In ubit M tppir »bo to ihfc 

Standard Industrial Classification (ISIC), reveals an annual export 
growth of manufactures of only about 5.5 per cent (see table 42). Irrespec- 
tive of which of these measures is the better indicator, it is clear that no 
significant progress was made in expanding the share of production of 
manufactures destined for export markets, since the total of manufactur- 
ing in developing countries for ail markets increased by about 7 oer cent 
a year during that period. Either there were no opportunities for »ore 
dynamic development in this sector, or they were not grasped. 

Before considering some underlying influences, attention should 
be given to the important problem of defining manufactured goods in 
the present context. It wül be recalled from the preceding section that, 
in addition to those imports that are generally classified at manufactures 
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(under SITC sections 5    8), there are many other imported commodities 
often considered as primary (within S ITC 0    4) which undergo some 
degree of processing before exportation. With regard to imports into 
developing countries, the latter commodities were estimated as equivalent 
to about a quarter of the value of conventionally designated manufac- 
tures.  However,  this category of lightly  processed  primary products 
was of considerably more importance in value terms in the export pattern 
of developing countries than the group of conventional manufactures. 
It may well be that as much as one third of what are normally called 
primary exports of developing countries passed through a manufacturing 
industry of a developing country before exportation. This segment of 
exports of processed primary products includes part of the following 
categories: meat and dairy products, cereals, fruit and vegetables etc.; 
beverages and tobacco; hides and skins, simply worked woods, pulp, 
fibres, fixed vegetable oils and fats etc. and petroleum products. By 
including all of these processed products in the definition of manufactures, 
as is the case in measuring the gross output of manufacturing production 
(ISIC division 2 — 3), the export manufactures of developing countries 
in 1960-1964 amounted to $ 13 billion (in 1958 prices), or more than 
40 per cent of their total exports. The conventional measure of exports 
of manufactures (SITC 5—8) from developing countries for the first 
half of the 1960's was only about $ 4 billion (in 1958 prices), an amount 
not far from an estimate of the value-added contribution of the manu- 
facturing sector in its $ 13 billion of exports (ISIC 2 — 3) and equivalent 
to about one eigth of total exports. 

The 8 per cent annual rate of expansion of manufactured exports 
was based on the $ 4 billion SITC estimate. The growth rate based on 
the $ 13 billion (ISIC 2—3) measure was about 5.5 per cent, as shown 
in table 42. This difference in growth rates is due to the slower over-all 
rate of export growth of primary products subjected to some light process- 
ing. This suggests thaï, to some extent, the greater growth of heavy 
industry in relation to light industry in all manufacturing was experi- 
enced also in the export sector. 

The above-indicated dimensions of manufactured export activity 
may be briefly assessed in relation to such variables as total manufactur- 
ing activity in developing and in developed economies and imports of 
manufactures into developing economies. The relative importance of 
manufactured exports from developing countries may be considered to 
have remained small. Employing the much broader definition, manu- 
factured exports (ISIC 2-3) in 1960-196* to countries outside the 
developing regions i.e. to their principal markets, accounted for about 
one tenth to one eighth of the total of manufacturing in developing 
countries. This pattern shows little change from that of 1955—1959 
(lee table 43). Further, in the early 1960's, despite a slight relative im- 
provement over the situation of the late 1950's, these same exports of 
manufactures from developing countries to countries outside their regions 
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were probabl) less than 2 per crut of the total manufacturing MI the 
developed ma.ket economies and therefore still less as regards manufac- 
turing in all developed countries. Finally, from the point of vif-w of balance 
of payments, despite the fact that the developing countries during 1955 
to 1964 increased their rate of export growth substar ...ally more than 
their rate of import growth in their international trade in manufactures 

TABLE 43.  EXPORTS AND PRODUCTION OF MANUFACTURES AND OF 
PRIMARY   PRODUCTS   IN   DEVELOPING   AND   DEVELOPED 

COUNTRIES,  1955    1964 

Anritt mm*l tMi of p»wih bttwun 1955    l9S9a*J Dtmhpmt        D-tUpté mm** 
196V    1964 eemUrkt, tolti        ttemmùt, totid 

Quantum of exports to outside region 
Manufactures       5.9 3.3 
Primary products  5.8 6.8 

Production in region 
Manufactures  6.6 4.5 
Primary products         3.3 3.3 

Exports to outside region as percentage 
of production in region 
Manufactures 

1955-1959       11.7 3.7 
1960-1964       11.3 3.5 

Primary products 
1955-1959   14.5      1.0 
1360-1964   16.4      1.2 

Smnt: United Nation. Industrial Development OrgaaUation. For exptaaatkm of 
•ourcat tad nwthodi wed in the above tentati«« calcuUtiont, Me footnote« to table S3. 

with countries outside their regions, their average annual incremental 
revenue, in dollar terms, from increased exports of their own manufactures 
between 1955-1959 and 1960-1964 remained considerably «nailer 
than their incremental expenditure on increased imports of manu- 
factures. 

The nature of the recent growth of manufactured exports from devel- 
oping countries is another aspect that emerges from the examination 
of some of its more detailed characteristics. During the ten-year period, 
1955—1964, that most limited success of developing countries in expand- 
ing their exports of manufactures occurred in the sensitive are» of their 
trade with one another." Regarding their exports of manuactures to the 
rest of the world (shown in table 42), the rates of expansion of exports 

» An elaboration of developments in úm sector of trade k contained in the next 
section dealing with regional co-operation among developing countries. 
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to the relatively minor markets of the centrally planned economies were 
«gnificantlv greater than the over-all averages, but the rates ol expansion 
of exports to the major markets of the developed market economies were 
clow to the over-all average rates. This ranking of relative success in 
export expansion into regional markets is indicated by annual percentage 
rates of both of the measures referred to previously. However, the precise 
measures of relative expansion were influenced by the extent of the earlier 
(1955- 1959) importance and the subsequent relative growth (between 
the late 1950's and early 1960's) of exports of the more lightly processed 
goods in each of the markets. Compared with other areas, such exports 
for the most part, lightly manufactured items (SITC 0    4)        were 
particularly important in the flow to centrally planned economies. In 
contrast to other markets, these exports expanded at a faster rate to 
centrally planned economies than the exports of the more conventional 
manufactured exports of SITC sections 5 to 8. Consequently, while in 
terms of the SITC sections 5 to 8 manufactures, the quantum of exports 
from developing countries to one another, to developed market economies 
and to centrally planned economies expanded annually by 7, 8 and 16 
per cent respectively, the rates between 1955-1959 and 1960-1964 
were 4, 5 and 19 per cent when allowance is made for inclusion of more 
lightly processed manufactures in SITC sections 0 to 4. Considering the 
emphasis on the stagnant performance of exports of primary products, 
it it striking that the expansion of manufactures during the ten-year 
period generally displayed no greater dynamism. Compared with the 
pattern of exports of primary products (ISIC 0- 1 in table 42), exports 
of manufactures by developing countries expanded at a significantly 
falter rate only in their trade with one another. For exports to the rest 
of the world, the rate of growth of manufactures (ISIC 2-3) between 
the late 1950's and the early 1960's was not substantially different, in 
quantum terms, from that of primary products (ISIC 0—1). 

In expanding the over-all level of exports of manufactures at an 
annual rate of 5.5 or 8 per cent — depending on definitions — between 
1055—1959 and 1960-1964, developing countries did not increase 
their share of world trade in manufactures and, in fact, may not have 
maintained the position reached in the late 1950's (see table 44). World 
trade in manufactures increased at a rate of 7 or 8 per cent in 1955-1964. 
The 7 per cent estimate refers to the more broadly defined products 
(ISIC 2—3) and the 8 per cent estimate refers to the more narrowly 
defined products (SITC 5-8). Thus, from an average annual level of 
| 77 billion (ISIC) or $ 55 billion (SITC) at 1958 prices in the late 
1950's, world trade in manufactures reached a level of $ 109 billion 
or $ SO billion in the early 1960's. During this period, the increase of 
exports of manufacturen from developing countries from $ 10 billion 
to $ 13 billion (ISIC), or alternatively from $ 3 billion to $ 4 billion 
(SITC), implied that the share of developing countries in world trade 
in manufactures either declined slightly, from 13 to 12 per cent (ISIC), 
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or remained constant at the 5 per cent level (SITC). The developed 
market economies experienced a greater expansion of imports of these 
products  (however defined)  from countries within their own regions 
and from the centrally planned economies than from the developing 
countries. In smaller markets, however, the share of developing countries 
in the trade in manufactures showed some increase between the late 
1950's and the early 1960's. The volume of their imports of manufactures 
from one another expanded more than their imports from developed 
market economies. Another aspect was that the developing countnes 
constituted the most rapidly expanding source of supply of the centrally 
planned economies for imports of manufactures. Despite this expansion, 
the participation of developing countries in the market of the centrally 
planned economies still remained very small in 1%0 -1964 in relation 
to their share in other regional import markets for manufacture!. Of the 
more narrowly defined manufactures (SITC 5 -8), the centrally planned 
economies obtained only 1 per cent of their imports from developing 
countries (the amount is 5 per cent if the lightly processed manufactures 
are included). The corresponding figures for the rest of the world were 
6 per cent, or 13 per cent, of total imports of manufactured products 
from developing countries. 

The   commodity   composition  of  manufactured   exports»   from 
developing countries  (considered in terms of SITC) remains highly 
concentrated in what are referred to as "other manufactured goods" 
(see table 45). These are identified primarily by the materials incorporated 
in the products, such as leather, rubber, wood, paper, textile yarns and 
fabrics, ferrous and non-ferrous metals and other miscellaneous manu- 
factured products, including fixtures, furniture, clothing and foot-wear, 
scientific instruments etc. Suchmanufacturescontinuedtoaccountforabout 
seven eighths of developing countries' exports conventionally regarded 
as "manufactured" in 1955    1964. This occurred in spite of a greater rate 
of expansion of exports of chemicals and machinery and transport equip- 
ment. The latter expansion was achieved by developing countnes through 
sales to one another and to developed market economies. It did not 
extend to the centrally planned economies. Nevertheless, in current 
prices, the average annual dollar increment in the developing countnes 
total exports of chemicals and machinery etc. between 1955-1959 and 
1960-1964 was only one fifth of the annual increase in their dollar 
earnings from other manufactured goods. This emphasis by developing 
countries on "other manufactured goods", as against chemicals and 
machinery and transport equipment, contrasts with the export expenence 
of the centrally planned and the developed market economies. It further 
reflects the far less complex nature of manufacturing in developing 
countries. 

In SITC 
'prtmafvprod 
m to SITC 5- 

luctt" refer» to products 
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Detailed data are lacking on the commodity composition of the 
growth of a substantial segment of manufactured exports — primary 
products lightly processed prior to export. The growth of exports of these 
products might therefore be inferred from the growth of exports of all 
primary products, both processed and unprocessed. An assumption that 
exports of processed primary products  grew more  rapidly   than un- 
processed primary products should be considered with caution. What- 
ever this relationship, the relatively modest growth of all primary pro- 
ducts, compared with the growth of conventional manufactures, resulted 
from limited expansion of all the major commodity groups of primary 
products. As shown in table 45, however, the rate of export growth of 
mineral fuels was two or three times greater, on a current price valu- 
ation, than that of food, beverage and tobacco products, crude materials, 
and animal vegetable oils and fats. Most of the increase of exports of 
mineral fuels from developing countries went to developed market 
economies. Such exports to the centrally planned economies remained 
negligible, and the higher level of these exports to countries within the 
developing regions remained virtually constant. By contrast, the limited 
growth of exports of food, crude materials etc. was due as much to the 
increase in value of purchases by centrally planned economies as to the 
increase in exports to other areas that continue to be larger markets for 
these products of developing countries. 

TABLE 46.  UNIT VALUE INDEX NUMBERS OF TRADE IN MANUFACTURES, 1955-1965 

f Index numbers, 1958 = 100) 

A^Wtf ff9M  WÊÊMWt ImtUttJ «rat» to: £*•*> /mm èmdifi rnrnt to: 

Ì ÍmámV^mmm^EEáí UwkténAtfi mtêt 
m—t mmt 

Mmkimrj OUm 
AH wmmfmtmtt Cktmitdt imdtrmufrt mmSsri 

srrcs-i S1TC5 SITC7 srrcsmii 

.  .  .        126 105 100 89 95 

1956  .  . . . .       135 105 102 91 99 

1957  .  . . . .       115 104 103 96 102 

1958  .  . . . .       100 100 100 100 100 

1959 .   . . . .       106 96 % 101 99 

1960  .  . . . .       Ill 102 95 103 102 

1961   .   . . . .      no 102 92 104 102 

1962  .   . . . .     no 99 89 106 100 

1963  .   . .  .  .        112 97 87 106 101 

1964  .   . .  .  .        117 99 88 106 104 

1965«.   . 124 103 89 108 106 

Uaitod 
Usual Natta» Iadtattrial Development Oiaaateatfcm, baaed OD data from the relevant of A« 
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The impact on the foreign exchange earnings of developing countries 
of the modest general rate of expansion in their quantum of exports of 
manufactures was influenced adversely by what might be regarded as 
a surprising price development. While detailed data on price changes 
of manufactured exports from developing countries as a whole are not 
available, it appears that the general unit value of exports of manufac- 
tures from developing to developed market economies fell by an annual 
average of about 0.7 per cent between the latter half of the 1950's and the 
first half of the 1960's (see table 46). Allowing for a significant margin 
of error, this reduction of export earning power clearly contrasted with 
the over-all rise in the unit value of manufactures that moved in the 
opposite direction, i.e. from developed market economies to developing 
countries. To some extent, this divergence is explained by the different 
composition of the trade flows of manufactures to and from the devel- 
oping countries. It will be recalled that prices of imports into developing 
countries in 1955—1964 rose the highest for machinery and transport 
equipment and that these products accounted for only a minute propor- 
tion of developing countries' export of manufactured to developed market 
economies. Even with regard to manufactured goods other than chemi- 
cals and machinery, the import unit values of developing countries 
rose while their export unit values fell. This may have resulted from a 
different internal composition of products within these broad categories. 
It may be noted also that the degree and pattern of fluctuation in the 
unit value of developing countries' manufactured exports, which are 
predominantly "other manufactured goods", were considerably different 
from the fluctuation in their unit value of such products. 

The lack of any dramatic improvement in export expansion of manu- 
factures by developing countries as a whole in the ten-year period is 
confirmed by tentative estimates of the exports at the individual country 
level. In a sample of sixteen developing countries shown in table 47, 
three major groups emerged, fairly evenly divided. In one group, the 
share of manufacturing production allocated to export increased ; in 
another, the share decreased. A third group exhibited little change in 
its export ratio between 1955-1956 and 1962-1963. The sharp dif- 
ference between the role of manufactures for export and for import is 
shown by the fact that in these sixteen countries, the average contribu- 
tion of imports of SITC sections 5 to 8 manufactures to the total supply 
of manufactures (imports plus production) was broadly 20 to 25 per cent« 
but the export of manufactures similarly defined accounted on the aver- 
age, unweighted, for less than 5 per cent of the domestic production of 
manufactures. Further, the extent to which individual countries deviated 
from these averages was greater on the export than on the import »de. 
It should be recalled that the ratio of import to total supply of manu- 
factures ranged from 10 to 50 per cent in these countries in 1962—1963. 

« This was indicated in table 34 in the previous section. 
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TABLE 47   EXPORTS AND PRODUCTION OF MANUFACTURES IN SELECTED DEVELOPING 

COUNTRIES, 1955-1956 AND 1962-1963 

(Average annual growth rates and percentages) 

At*rm# mmol grumh krtwttn 
1955-1956 mié 1961-1963 

ExptrU Pnemtum 

Chile                   ! 3 

China (Taiwan)             48 10 
Peru             13 ' 
India               3 4 
Pakistan             20 7 
Honduras              1® 6 

Ceylon           -3 * 
Mexico               —5 ' 
Korea, Rep. of             45 7 
Philippines              19 ' 
Uruguay             20 - 
Burma           -4 14 
Venezuela               3 7 
Colombia               6 6 

Argentina                5 3 
Panama         -29 13 

ExporU  m ptrttmagt  of finteti** 

1955-1956 1961-1963 

20 
2 
7 
4 
3 
2 
5 
6 
0.3 
0.6 
0.3 
3 
1 
0.8 
0.6 

14 

19 
13 
10 
4 
4 
3 
3 
2 
2 
1 
1 
1 
1 
0.8 
0.7 
0.5 

Stmt»: United Nation Iodurtml Development OrfMuatton. See notes lo table» 33 and 34. 

n 

By contrast, the proportion of domestic production of manufactures 
that was exported ranged from virtually nothing to about 20 per cent. 
It should be recognized that there are serious problems of concept and 
methodology in measuring the export ratio of manufactures as showr 
Only in three countries, out of sixteen in the sample, did export markets 
absorb more than 5 per cent of the domestic manufacturing production 
by the early 1%0's - striking evidence of how little has been achieved 
thus far in their export of manufactures. Chile, China (Taiwan) and 
Peru were the exceptional cases. 

Changes in the role of export activity in relation to manufacturing 
production between 1955-1956 and 1962-1963 were often sharp, in 
one case showing a rise from 2 to 13 per cent in a seven-year period and 
in another case a fall from above 14 per cent to virtually nothing. While 
the general pattern of change in the ratio of exports to production of 
manufactures is blurred, there seems to be a trend that while developing 
countries with a low initial export ratio often tended to increase the 
role of their exports, countries which at first had a relatively high manu- 
facturing export ratio tended to experience a subsequent reduction in 
the role of manufacturing exports. A broad rationalization for such a 
pattern should perhaps be avoided at present, in view of the restricted 
sample. However, it may be noted that in a number of countries where 
the manufacturing export ratio fell between 1955—1956 and 1962—1963, 
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per year, but the fall in prices of chemical imports exceeded ? per cent. 
An elastic response of demand tu prices, therefore, would have facilitated 
current industrial output but would have imposed a handicap on domestic 
investment for growth of such output. 

Detailed information on price developments is not readily available 
for flows of trade of all products and from all sources, but it is likely that 
when, in addition to developing countries' total imports from developed 
market economies, allowance is made for their imports from one another 
and from centrally planned economies, unit prices increased about 
0.2 per cent per year in contrast to an annual rise in their quantum of 
imports of about 3.5 per year in 1955—1964. 

Developing countries spent some $ 31 billion a year on imports of 
all commodities in the first half of the 1960's, an increase of about 
3.7 per cent a year from the 1955 — 1959 level or some $950 million 
a year in current values. In so doing, developing countries shifted their 
regional sources of supply somewhat towards the centrally planned 
economies, from a very small initial base, and reduced the importance 
of purchases from countries in their own region. Thus in the late 1950's, 
the percentage distribution of developing countries' import supplies 
from the developed market economies, from the centrally planned econo- 
mies (including mainland China) and from other developing countries 
had been 73.7, 3.5 and 22.8 per cent, respectively. The pattern of reliance 
by the early 1960's was 72.4, 6.7 and 20.9 per cent, respectively. (See 
tables 36 and 37.) 

In increasing imports from the centrally planned economies — a 
tendency associated with increased recourse to bilateral agreements 
which resulted in an annual growth rate of trade of 15 to 20 per cent 
during 1955 to 1964 — emphasis was placed on the purchase of machin- 
ery and transport equipment. The value of these supplies by 1965 
had moved rapidly towards the $ 1 billion level, a ninefold increase 
over 1955, and it is now equivalent to one tenth of the value of develop- 
ing countries' purchases of such capital goods from the developed 
market economies. The growth of imports of other mainly-manu- 
factured products from the centrally planned economies was also 
substantial, though less growth took place in purchases of food and crude 
materials. 

Although the annual growth of total expenditures on imports of 
developing countries from countries in their own regions was limited 
to 2 per cent in 1955—1964 (current values), the changes in import 
patterns exhibited some broad similarities with the changes in the pat- 
terns of imports from the centrally planned economies (indicated above). 
The annual rate of growth of imports of machinery and transport equip- 
ment, while still a very small part of the value of the intra-trade c» devel- 
oping countries, was 10 to 15 per cent ptr annum, and by 1965 its value 
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there was an absolute decline in the volume of manufactures during 
this period. An absolute decline in the level of exports in these sample 
countries was more frequent, in fact, than in their primary products. 
This may indicate the raiher high degree of risk for some developing 
countries in attempting to increase exports of manufactures. 

Structure of exports of manufactures to developed market economies 

Attention will now be directed to the structural features of manu- 
factured exports in 1963 and to the possibilities for future export expan- 
sion of such products. In this examination, the definition of manufactures 
in terms of ISIC divisions 2 to 3 is used. First, the source and destination 
of manufactured exports from developing countries will be considered. 
The basic fact is that, even with this broader definition of manufactures 
which includes lightly processed primary products, developing countries 
played a very limited role in world exports of manufactures. In the largest 
of the world's import markets   -   the developed  market economies 
(excluding the Republic of South Africa»*)       developing countries as 
a whole accounted in 1963 for less than one seventh of the import require- 
ments for manufactures, including lightly processed primary products, 
of the developed market economies, i.e. for $ 10 billion of the total 
of $ 75 billion (see table 48). This may be compared with the much 
greater role of developing countries in meeting import requirements of 
the developed market economics for non-manufactured products; in 
these categories, the developed market economies relied on the devel- 
oping countries for almost half of theii import needs. Given the still 
more limited level of exports of manufactures from the centrally planned 
economies to the developed market economies, the major sources of 
competition to the developing countries for the markets of developed 
market economies were other countries within the developed market 
group. 

In penetrating the manufactures import markets of the developed 
market economies, developing countries have achieved much greater 
success in light than in heavy manufactures. Thus in 1963, while the 
developing countries supplied more than $ 2 out of every $ 10 worth 
of light manufactures imported into this major market, they accounted 
for well below $ 1 of every $ 10 worth of imports of heavy manu- 
factures. 

Within the developing world the major source of supply of manu- 
factures exported to the developed market economies was Latin America. 
It supplemented an export flow of light manufactures — more or less 

" The following examination of the structure of exports from developing countries 
is limited to their exports to developed market économies (excluding South Afir««). 
The data examined refer to partner country data, i.e. the imports of devetoped market 
economies from developing countries. This WSJ necessitated by the limitation« of 
readily comparable data reported by the developing countries. 
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equivalent in value to that from Asia by a flow of heavy manufactures 
of almost the same amount. As shown in table 48, total manufactured 
exports from developing Africa were slightly less in value than those of 
developing Asia, but, like Latin America, Africa nearly balanced the 
exports of light and of heavy products in 1963. The relative deficiency oí 
Asia in mineral resources for input into heavy manufactures was in- 
dicated previously. 

As might be expected, individual import markets within developed 
market economies have provided differing opportunities to developing 
countries. Japan, the United Kingdom and the United States, which 
together accounted for three fifths of the developed market economies' 
imports of manufactures from developing countries, provided relatively 
greater opportunities for the latter countries than did continental western 
Europe, including the European Economic Community. Thus, as shown 
in table 49, while the three countries obtained one quarter of their 
imports of manufactures (broadly defined) from developing countries, 
the latter group of countries and also the group of countries comprising 
Australia, New Zealand and Canada purchased less than one tenth 
from developing countries. 

Leaving aside these differences in magnitudes, both of exports by 
individual developing regions to the developed market economies as a 
whole and of imports by individual country groups in the developed 
market economies from developing countries as a whole, it is noteworthy 
that there 'vas no random distribution of trade between the individual 
developing regions which exported manufactures and the individual 
country groups in the developed market economies which imported 
these manufactures. Japan, for instance, in its purchase of manufactures 
from developing countries, placed special emphasis on its relations 
with neighbouring countries in developing Asia. In these imports from 
developing countries, the strongest links of the United States were with 
Latin America, but there was a significant link with developing Asia. 
Continental western Europe placed the most emphasis on purchases 
from Africa, and secondly on imports from Latin America. Purchases 
by the United Kingdom were somewhat more evenly spread among 
the three developing regions. While this pattern of trading relationships 
was somewhat similar to that of primary products, it should be noted 
that the pattern tended to be less pronounced for manufactured products. 
A possible suggestion, requiring further analysis, is that geographical, 
historical and commercial influences on the trade pattern may be lets 
decisive in manufactures than in primary products. This might be 
regarded as a favourable omen for future export expansion of manufac- 
tures from developing countries. 

As for commodity composition, very few sectors of manufacturing 
thus far have contributed significantly to the total exports of broadly 
defined manufactures from developing countries to developed market 
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economics (sec tabic 4H). In terms of gross values oí exports ol major 
groups of manufactures (IS1C 2    3) to the developed market economies, 
export of food, beverages and tobacco accounted for between one third 
and two fifths of the  broadly defined  manufactures from developing 
countries in 1963. A quarter of the total value of exports of manufactures 
to developed market economies was derived from chemicals and petro- 
leum products, and the bulk of remaining exports were from only two 
sectors, textiles and basic metals. Thus far, the exports of paper products, 
printing, leather products, rubber products and non-metalli«   mineral 
products from developing countries have been negligible as have the 
exports of clothing, wood products and metal products. As some of these 
products did not figure prominently in the pattern of imports of manu- 
factures from all sources into the developed market economies, the main 
difference between the pattern of supplies from developing countries 
and the intra-trade of developed market economies was that food, textile 
and chemical exports were of greater relative importance, and paper 
and metal products were substantially under-represented in the manu- 
factures   exports  of developing   countries.   This   general  commodity 
pattern of manufactures exports to the developed market economies 
differed in the individual developing regions : Africa's exports emphasized 
the category of base metals, and Latin America's exports emphasized 
the category of chemicals and petroleum products and also food, bever- 
ages and tobacco products. The relative emphases in Asia's exports 
to developed market economies were on textile and clothing items. 

It is noteworthy that such exports have not been dominated by 
products which are labour-intensive at the manufacturing stage. If the 
measure of a labour-intensive sector is the ratio of employment to value 
added by the sector, then the food manufacturing sector, for example, 
is not labour-intensive in relation to other manufacturing sectors; still, 
the gross value of manufactured food products represented a major 
part of the exports of developing countries. The ranking of manufactur- 
ing sectors by the degree of their labour intensity is probably fairly similar 
in the various developing regions. The more labour-intensive manufactur- 
ing sectors generally are the clothing, textile and wood products sectors, 
in that order. The manufacturing sectors of average labour intensity 
are metal products, non-metallic mineral products and food products. 
Finally, the least labour-intensive sectors tend to be related to basic 
metals, paper and paper products, and chemicals and petroleum pro- 
ducts. This grouping, and the order within groups, which probably 
reflects the current situation in developing countries, is rather similar 
to that in developed market economies except that the rankings of the 
food and paper products sectors should possibly be reversed. 

The fact that the manufactured food sector has average or below- 
average labour intensity may seem surprising. On the one hand, most 
exports of manufactured food have probably come from the larger 
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manufa«-luring establishments rather than from small produ» mg units. 
The latter, being excluded from many censuses of mamila« turing, have 
not been taken into account when the rankings of labour itensity were 
drawn   up     The   exclusion   of smaller  establishments, which  can be 
assumed to  be  much more labour-intensive than the larger ones, is 
particularly important foi the manufactured food sector. On the other 
hand, manufacture of some tobacco and beverage products, as well as 
of canned foods, milled sugar etc. is often carried out by fairly automatic 
processes   not   requiring   much   labour.   Incorporation   of substantial 
inputs of primary foodstuff that  are  labour-intensive and are often 
unavailable in developed market economies accounts in part for the 
large gross value of manufactured food export* (as broadly defined) 
from developing countries. As for the gross value of exports of chemicals 
and petroleum products and basic metals from developing countries, 
these are obvious examples of substantial manufactures exports that 
are not based on the use of the abundant labour supply in developing 
countries. Instead, these exports are based on the endowment of specific 
natural resources and,  normally, on the employment of substantial 
capital. Thus, of the four major commodity categories of manufactures 
exports from developing countries, only the textile sector is clearly labour- 
intensive." In the case of metal products and paper and paper products, 
the role of developing countries in world export trade is particularly 
small; while the met?! products sector is more labour-intensive than the 
manufactured food sector, the paper and paper products sector is more 
capital-intensive. 

The principal trading links with respect to each of the four major 
categories of manufactures exports from developing countries in 1963 
will now be discussed briefly. To the extent that aggregate data permit, 
it should be noted that developing countries have had somewhat greater 
success in penetrating the import markets of the developed market 
economies with manufactured food and textiles than with the other major 
categories, chemicals and basic metals. Thus, in the case of manufactured 
food and textiles, the share of developing countries in the total imports 
of developed market economies in 1963 was 34 and 24 per cent respec- 
tively, and the share for chemicals and basic metals was 22 and 15 per 
cent respectively (see table 50). In securing these general degrees of 
market penetration, developing countries were more successful in some 
countries or groups of countries than in others. In the four major cate- 
gories of exported manufactures, developing countries consistently 
achieved relatively greater penetration of the import markets of Japan, 
the United Kingdom and/or the United States. For example, manufac- 
tured foodstuffs from developing countries, mainly outside Africa, ac- 

» A more iVtailed analysis of this subject has been made by Hal B.Laryi 1966) 
"Trade of the LDC's : Manufactures Point the Way", Columbia Journal of World Buswss, 
1 (3). 
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counted tor about one hall of i he import requirements m this i ategory 
of Japan and the United States. Ai the other end of the stale of relative 
penetration were the more limited markets for manufactured food in 
continental  western   Europe other    han   the   European   Economic 
Community and also in Australia, New Zealand and Canada. These 
countries drew little more than one quarter of their import requirements 
in this category from developing countries. As for textiles, developing 
countries also penetrated to a greater degree not only Japanese and the 
United States markets but also the market of the United Kingdom. 
Developing countries supplied more than two fifths of the textile import 
requirements of these three countries, mainly as a result of the effort 
of countries in developing Asia. The pattern of penetration of developed 
market economies ditfered in the case of chemicals and petroleum pro- 
ducts by being most successful in the markets of the United Kingdom 
and the United States, which drew about one half of their import require- 
ments in this category from developing countries. While the exports of 
Latin America were primarily responsible for penetrating the United 
States market, such products from Africa were also a significant contribut- 
ing factor in the above-average dépendance of the United Kingdom on 
supplies from developing countries. In addition, developing countries 
secured a much larger proportion, about one quarter, of the total import 
requirements for basic metals of Japan, the United Kingdom and the 
United States than of other developed market economies. This analysis 
of the recent structure of trade in manufactured commodities does not 
imply that the potential for future expansion by developing countries 
rests mainly in the group of developed market economies that has drawn 
more imports from countries other than those in the developing regions. 

At the present stage of industrialization, exports of manufactures 
of individual developing countries still apparently share with their primary 
products the characteristic of pronounced concentration. According to 
a sample of six developing countries (shown in table 51 ), in which manu- 
factures were tentatively classified into thirteen major groups or sub- 
sectors of the total manufacturing sector (ISIC 2- 3), the value of ex- 
ports of products from only two of the groups never accounted for less 
than three fifths of the value of their total manufactures exports. In one 
country, products from two of the major groups of industry accounted 
for virtually all of the present export of manufactures. In each of these 
countries, manufactured foodstuffs constituted one of the two dominant 
groups. Textiles became the other dominant group in Colombia and 
India; in Nigeria and the Philippines, this position was held by chemicals 
and petroleum products; and in Chile and Peru, the basic metals sector 
was the other dominant group. Although exports of manufactured food- 
stuffs were significant in all of the sample countries, the degree of im- 
portance varied widely, from about 5 per cent for Chile to above 60 per 
cent for Colombia. 

This appearance of limited or concentrated opportunities for the 

10» 
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1 
TABLE 51   EXPORTS OF MANUFACTURES AND OTHER PRODUCTS FROM SELECTED DEVEL- 

OPING COUNTRIES TO DEVELOPED MARKET ECONOMIES, BY MAJOR GROUPS. 

1963 
(Percentages oj total exports) 

GUI* UWlMfM 

Food, beverage« and 
tobacco (ISIC 20-22) 4 

Totti!« (ISIC 23)    ...        - 
Clothing etc. (ISIC 24) - 
Wood productt etc. 

(ISIC 25-26) ... - 
Paper etc. (ISIC 27) . . - 
Printing etc. (ISIC 28) - 
Leather products etc. 

(ISIC 29)         - 
Rubber products etc. 

(ISIC 30)         - 
Chemicals etc. (ISIC 

31-32)  3 
Non-metallic mineral 

products etc. (ISIC 33) - 
Banc metals (ISIC 34) 61 
Metal products (ISIC 

35-38)         - 
Other manufactures 

(ISIC 39)         - 

Total manufactures 
(ISIC 2-3)  6« 
Light manufactures  .   . 4 
Heavy manufactura 64 

Non-manufactures (ISIC 
0-1,4-9)  32 

TotaL above       100 

Total, above (million 
US $)       520 434 

IméU M&n* Ptru PhUitpbms 

3 

1 

1160 

United Nati«» Industriel Development Ortaniiatioii. 
footoota io tabic» tt and 48. 

4 

1 

513 

6 25 7 34 28 
2 30 2 8 4 

3 — — 3 

2 

17 

6 

10 
9 
1 

68 
63 
5 

25 
12 
13 

61 
42 
19 

4€ 
40 
6 

90 32 75 39 54 

100 100 100 100 100 

564 731 

present export of manufactures from individual developing countries 
may be misleading and may result in understating the general need for 
promoting such exports. In the specific case of Nigeria (as shown m 
table 51), more than three fifths of its broadly defined manufactures 
were accounted for by the products of only two of its major groups; 
this however involves the activities of a much larger number of manu- 
facturing plants. An illustrative list of processed and manufactured 
products exported by some African countries, as contained in a GATT 
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had exceeded the level of $ 250 million. Intra-trade in chemicals had 
similar structural and growth characteristics, but for the quantitatively 
more important flow of miscellaneous manufactures, SITC (> and 8, 
annual growth was considerably more modest, about 4 per cent. The 
bulk of intra-trade, however, was limited to commodities with a generally 
lower content of manufacture, food and crude materials including fuels 
(SITC 0 to 4\ and the average growth rate in these commodity groups 
did not reach I per cent. 

The pattern of exports from developed market economies to the 
developing countries was substantially different from that indicated 
above. Thus, for example, the growth of the developing countries' im- 
ports of machinery and transport equipment from the developed market 
economies was only 4 per cent a year over the period 1955 196'. - at 
a time when such imports from other areas expanded sharply. This 
marked a significant reduction in the previous, virtually total monopoly 
of the developed market economies of the flow of such capital goods. 
Although the rates of growth of commodity groups varied, some reduc- 
tion in the relative import reliance by developing countries on the devel- 
oped market economies also took place in other sectors such as fuels, the 
importation of which declined; chemicals, the importation of which 
increased ; and miscellanous manufactures. The smaller volume of trade 
relating to food and crude materials actually increased the reliance by 
developing countries on developed market economics. The increased 
flow of food resulted, in part, from food aid programmes. 

Structure of impo, ts of manufactures from developed market economies 

Turning from the growth of imports into developing countries to 
the structure or pattern of imports from their major source of supply — 
the developed market economies - it maybe useful to analyse the question 
in terms of the ISIC, which is the primary concept used in this survey. 
A commodity is regarded in ISIC terms as a manufacture if that sector 
makes the final contribution to its production even though the added 
value is small in relation to the value added at earlier stages by other 
sectors. It may be that no more than one half of the gross value of the 
manufactured imports of developing countries was added in the factories 
rather than in the farms, mines etc. of supplying countries. Although 
the relation of net value added to gross value varies not only by commodity 
but also by country, an import displacement which may directly save 
developing countries a sum of $ 1 million in foreign exchange may 
involve direct opportunities and incomes for production factors in their 
manufacturing sector of perhaps less than one half of that amount. 
Owing to limitations of data, the analysis below is necessarily in terms 
of gross value, rather than of value added. 

Developed  market  economies  exported  some   $ 101   billion  of 
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publication, contains ten items of growing importance to Nigeria.*4 

While the number of such items is more limited for most of the African 
countries listed, the present degree of diversification of exports of processed 
or manufactured products of half a dozen countries in the region is greater 
than that of Nigeria. The list includes almost fifty items for Algeria. 
Even if developing countries have only a few categories of such exports, 
these are better than no categories at all, since they reduce dependence 
purely on primary products for total export earnings. The introduction 
of manufactured products creates a potential for increased stability of 
export earnings since such exports are generally subject to different and 
sometimes offsetting influences of supply and demand. Minimizing the 
short-term instability of export earnings is an established goal of developed 
countries. 

Influences for the future of export expansion 

While it is customary to urge a dynamic approach in almost every 
area of economic development, such an approach is particularly im- 
portant with regard to exports of manufactures of developing countries. 
The related policies of developing and developed countries and interested 
international organizations need to be shaped accordingly. It is increas- 
ingly realized that export of manufactures should rank as an explicit 
policy objective in the over-all development and industrial plans of 
developing countries and that the many responsibilities of governments 
in planning and implementation in this area should be fully met. One 
of the most important government responsibilities is to find patterns of 
comparative advantages in manufacturing, patterns which aim at future 
progress rather than reflect static situations. The duties of governments 
of developed countries regarding this aspect of industrialization of devel- 
oping countries are also inescapable. Identification, reduction or removal 
of commercial barriers constitute only a part of these duties. While the 
inherent and substantial comparative advantages of developed countries 
should be recognized, attention should be focused on many marginal 
areas in which the substitution of manufactures imports from developing 
countries for goods produced in developed market economies would 
represent a reasonable economic step. The apparently onerous task of 
governments of developed countries in facilitating a shift of domestic 
labour and capital resources to industries of greater comparative advant- 
age should be considered in the light of the fact that, within a given 
period of time, the value of the increment of their domestic manufactur- 
ing output alone is generally several times greater than the possible 
expansion of manufactures from developing countries if their supply 
limitations are considered. International organizations such as UNIDO, 
UNCTAD and the Contracting Parties to GATT have also decided 

•* GATT (1966) "Selected Exports of Procened Products from Some African 
Countries", International Trade Forum, 2 (3), 24-25. 
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on substantial complementary measures. There is need not only to search 
for future comparative advantages by a country by country and commo- 
dity by commodity approach, but to develop a consistent and comprehen- 
sive approach. 

A partial checklist of matters for consideration by developing countries 
in expanding their manufactures exports might start with the categorical 
necessity for production at competitive prices, on the basis of inter- 
national quality standards, and with a dependable flow of supplies. Con- 
sidering the minuscule proportion of developing countries' exports in 
the world consumption of manufactures,  the  need to  avoid  radical 
changes in the shares of the world market is, in general, a less important 
consideration. Granted the validity of other policies in specific situations, 
it may be broadly stated that manufactured exports should be identified 
with the use of locally abundant factors of production. Even the present 
limited information indicates the possibility in many developing countries 
of substantial exploitable natural resources. The exploitation of such 
resources could result in a range of exports from textiles to forest and 
paper products, petrochemicals etc. by only one such country. However, 
there is danger of automatically equating the existence of natural resources 
in a developing country with the possibility of their economic exploita- 
tion; this equation often arises from underestimating the required infra- 
structure, particularly transportation links. Some of the international 
institutions interested in the finance of development are acutely aware 
of this problem. But high internal transportation costs, for instance, 
are less prohibitive when domestic value is added, prior to export, not 
only in the primary sector but also in manufacturing. 

While industries manufacturing for export have long been urged 
to use abundant unskilled labour and pools of labour with special tech- 
nical skills, only recently has attention been focused on the similar 
employment of unutilized capacity of manufacturing plants. Insufficient 
utilization, resulting from a lack of raw materials, from building a plant 
ahead of demand, from inadequate management etc., appears not to be 
uncommon in developing countries. Studies of the potential contribution 
to the export of manufactures of the use of under-utilized capacity in 
some Latin American countries have produced particularly encouraging 
results even though they are tentative. On various assumptions, including 
the comprehensive use of policy instruments to stimulate manufactures 
exports, one interpretation of the studies in three of the larger countries 
in the region is that their total export of manufactures could be increased 
above their recent maximum levels by no less than 15 to 20 per cent 
annually over the next five years. Another indication is that the increase 
could be greater for heavy than for light manufactures so that within 
five years the exports of heavy manufactures of these three countries 
could approach equality in value with light manufactures. There are, 
of course, individual country variations in specific industrial sectors 
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regarding the potential of capacity which is at present under-utilized. 
In one country, a greater potential exists in the various mineral products 
industries and in the complex of printing, publishing leather, and rubber 
products industries; in a second country, there is greater promise in 
industries producing paper and paper products, metal products and 
wood products and furniture; and in the third country, under-utilized 
capacity is greatest in textiles but also significant in metals and chemical 
and petroleum products. 

Among other influences to be considered in identifying specific 
manufactures for export potentialities, the relation has already been 
cited between export-oriented industries and those geared to import 
substitution or otherwise directed mainly to domestic markets. Whatever 
the initial reasons for creating a specific industry in a developing country, 
there should be a continuing assessment of the conditions under which 
internal and external markets could be mutually served. There is no 
clear way by which an internally oriented industry can automatically 
expand into foreign markets ; such an industry may be unable to compete 
on price, quality etc. This lack of a generally valid assumption also holds 
when considering the implications of the size of a developing country. 
For example, the initial difficuky of amassing the investment funds 
required for large plants and for operating at the most efficient scales of 
output is more likely to restrict the possible range of export-oriented 
industries in the small than in larger developing countries. When the 
different interests of individual countries are taken into consideration, 
exclusive attention to the expansion of manufactures exports on the basis 
of processed products incorporating substantial supplies of domestic 
natural resources can be injurious in particular situations. For instance, 
an important social aim may be served by the establishment of a local 
capital goods sector in which its economic viability may be assured by 
fostering a regional export market. On the other hand, it is generally 
valid to caution against attempts to diversify manufactured exports to 
a degree which exceeds the capability of developing countries at the 
present stage of industrialization. 

In view of the above, it may be too early to generalize about chan- 
ges in the commodity composition of manufactures export likely to 
emerge from developing countries as a whole in the near future. Various 
lists of products of export interest to developing countries have been 
compiled by international organizations in recent years, but a provisional 
attempt at analysis in terms of future trading patterns has yielded no 
clear conclusions. The most that can be suggested on the basis of these 
lists is that there is no strong evidence that the future commodity pattern 
of manufactures exports will be a simple projection of present export 
efforts. It may be that in the future developing countries themselves 
will find less interest in the two categories of export manufactures which 
now dominate, i.e. manufactured foodstuffs and chemicals and petro- 
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leurn products, or that the developed countries will have less demand for 
such imports. The value of some lists of items of export interest would appear 
questionable when the response of developing countries to such inquiries 
is highly restricted and is not based on a careful assessment of the real 
interest in the export of a specific product. 

In considering influences that will affect future exports of manufac- 
tures from developing countries, indentification of commodities to export 
is only one aspect. Another is the implementation of policies aimed at 
facilitating export expansion of manufactures. Success in this effort will 
depend substantially on the degree of stimulation provided by govern- 
ments of developing countries to overcome many formidable difficulties. 
The governing motivation should be to maximize national economic 
benefit, and not to regard the expansion of manufactured exports as 
a fetish. The former motivation should be the basis on which individual 
developing countries should determine the nature of export-oriented 
industries and the extent to which they are to be granted the status of 
infant or pioneer industries. While general stimuli may produce a better 
response from the manufacturing sector in some  countries, specific 
assistance may be a more productive approach in other countries. If the 
manufacturing production sectors are under public control, implement- 
ation of plans may be facilitated. In cases where industries are controlled 
by a limited number of private producers, governmental guidance may 
also be somewhat eased. 

Measures to ensure an adequate flow of resources to export industries 
often include assistance in improving the needed manpower skills. This 
can be done by selective expansion of the existing network of vocational 
schools and similar institutions, as well as by adequate facilities for train- 
ing managerial staff. In stimulating the flow of capital to export-oriented 
industries, it should be recognized that, in some cases, the providers of 
capital from developed countries may regard it as inappropriate or 
undesirable to allocate financial assistance specifically to export-oriented 
industries in developing countries. However, where an option for precise 
allocation of foreign finance exists, sympathetic consideration of such 
industries should be advocated. Governments of developing countnes 
also have an opportunity to facilitate the flow of scarce domestic finance 
to export industries by establishing for them lower interest rates than 
otherwise prevail. Such funds at low interest may be applied to finance 
all stages of production and sale of manufactures exports. To facilitate 
matters further, governments may extend, and often have extended, 
priority in securing raw materials and fuel for manufacturers of export 
goods and, if the freight cost is high for transportation of goods to ports. 
Enforcement of quality standards has been attempted through the power 
of the government to prohibit or restrict exports of items not conforming 
to standards prescribed by manufacturers' associations, technical insti- 
tutes or governmental bodies. Another responsibility of the government - 
often an essential task - is to facilitate the marketing of exports by 
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establishing a network of trade commissioners or by collecting informa- 
tion on foreign market opportunities through other means; by fostering 
trade missions to explore new markets or to expand existing markets; by 
participating with private manufat turers in trade fairs at home and abroad ; 
or by encouraging publicity campaigns for manufactured export products. 

Implementation of the expansion of the level of manufactures 
exports is unlikely to succeed without a system of fiscal and associated 
incentives, the precise nature of which will depend on the quality of the 
over-all fiscal system in a developing country. In addition to tax incen- 
tives provided to assist general industrialization, specific help to export 
industries may take the form of some degree of exemption from sales 
and income taxes on all or selected manufactures exports and reimburse- 
ment of taxes paid to local authorities. While the use of the drawback 
system of import duties on the import content of manufactures exports 
may significantly increase the opportunity for a more economical choice 
of all inputs into export products, an additional approach would permit 
duty-free entry of machinery and equipment destined for export-oriented 
manufacturing industries."8 However, the specific value of such incentives 
depends on their ability to penetrate. Developing countries have an 
opportunity also to consider the measure of success which has accompa- 
nied an associated incentive, export credit insurance. The success of 
such systems hinges on the appropriate framing of clauses on the eligib- 
ility of products to be insured, the types of risk to be covered, the extent 
to which some risk is retained by the exporter, the credit period, use of 
premium rates etc. Finally, in this listing of possible ways and means 
of facilitating export expansion, it should be noted that some developing 
countries have made use of multiple foreign exchange rates and related 
exchange systems. 

There appears to be little doubt that in the near future a real ex- 
pansion of manufactures exports from developing countries will hardly 
be possible without substantial facilitating efforts by developed countries, 
both market and centrally planned economies, since an expansion of 
effective demand is no less essential than an increase in supply of manu- 
factures exports. Thus far, however, reports on changes in conditions 
of access to developed countries' markets for the manufactures exports 
of developing countries do not indicate remarkable progress in that 
direction.* In developed market economies alone, the gross domestic 
product by the end of the present decade may well attain a level of 
1,250 to 1,500 billion dollars, at 1960 prices. Even the most vigorous 
expansion of manufactures exports from developing countries would be 
equivalent in value to perhaps only one per cent of the total expenditure 

« Sec Survey of Export Promotion Techniques (document ID/CONF. 1/13). 
" The following paragraphs rely, inter alia, on part two, "Trade Policy Develop- 

ments" (document TD/B/82/Add.2), of Review of the Implementation of the Recommendations 
of the Conference: Review of International Trade and Development, 1966, Report by the Secre- 
tary-General of UNCTAD (TD/B/82/Add. 1 -4). 
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of all developed countries. The maintenance of harriers by developed 
countries against the manufactures oí developing countries may be 
viewed in the light of this fact. 

Although it had been recommended at the 1%4 session of the United 
Nations Conference on Trade and Development (I'NCI'AD) that 
there should be a "standstill" on tariff barriers to manufactures exports 
from developing countries, the first report by the Secretary-iieneral of 
UNCTAD on implementation of the Conference recommendations 
noted some deviating actions." With respect to the UNCTAD recom- 
mendation on reduction and elimination of tariffe," it was further noted 
that, up to the time of the implementation report (mid-1966), there 
had'been no major reductions in the tariffs of developed countries in 
respect of the main manufactures and semi-manufactures of export 
interest to developing countries. Further, it was reported that, although 
a majority of developing and developed countries agree on the need for 
extension of tarifT preferences in favour of developing countries, divergent 
views on implementation persisted. Abo persisting in developed countries 
was a range of quantitative restrictions, licensing requirements and 
other non-tariff barriers. Despite a number of liberalizing actions with 
respect to quantitative restrictions, for instance, it was indicated that 
such restrictions continued to be applied by one or more of the developed 
market economies in connexion with sixty-three tariff items. 

One aspect of the tariff problem regarding manufactured exports 
from developing countries continues to require special attention. This 
concerns the fact that tariff rates often increase progressively with 
the degree of fabrication of a product. Yet, as previously indicated, 
opportunities for increasing manufactures exports from developing 
countries rest largely in establishing processing and manufacturing 
operations based on the raw materials in these countries. The degree 
of tariff protection against the manufacturing sector of developing 
countries can be measured by the effective rate of protection of the 
value added in the manufacturing process. Using this measure, it can 
be inferred from the UNCTAD report that, in 1962, for a number of 
manufactured products which contain raw materiah largely exported 
by developing countries, the over-all effective tariff rate in developed 
market economies was in the range of one third of the value added in 
processing and manufacturing. (There was a substantial variation from 
this simple average, by importing country and by commodity.) Un- 
doubtedly, this has contributed to the substantially lower average degree 
of processing of manufactured exports from developing countries, com- 
pared with that of their manufactures imports. While tentative cal- 
culations by the UNIDO secretariat indicate that about two thirds of 

» Ibid. 
• Recommendation A.III.4 in Procmévus tfth Untied X*i*u Cm^mmum Tné 

máDmkfimmt, vol. I, Find Att and FUport (Saks No: 64.II.B. 11), pp. 37-19. 
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TABLE 52. EXPORTS OF MANUFACTURES AND OTHER PRODUCTS FROM ALL DEVELOPING 
REOIONS TO DEVELOPED MARKET ECONOMIES, BY MAJOR GROUPS AND STAGE 

OF PRODUCTION, 1963 

7 »iti kntd tcmamu 
nUtforut 

Statt af produclien 

Primari Stnu-fmithti fmnW 
Miilttn dollari ptr ttni ptr ctnt ptr etnt ptr Cini 

Food, beverage« and tobacco 
(ISIC20 -22)  3,889 100 57 16 26 

Textiles (ISIC 23)   ,   .   .   . 1,572 100 56 30 14 
Clothing etc. (ISIC 24) .   . 307 100 — 1 98 
Wood producta etc. (ISIC 

25-26)  260 100 1 91 8 
Piperete. (ISIC 27)   .   .   . 14 too 1 87 12 
Printing etc. (ISIC 28).   .   . 10 100 2 7 92 
Leather product« etc. (ISIC 

29).  .  87 100 5 83 11 
Rubber products etc. 

(ISIC 30)  29 100 — 5 95 
Ghemicak etc. (ISIC 

31-32)  2,491 100 1 31 68 
Non-metallic mineral 

products (ISIC 33) .   .   . 48 100 59 35 6 
Buie metals (ISIC 34)   .   . 1,248 100 3 97 — 

Metal product: (ISIC 
35-38)  169 100 3 3 94 

Other manufactures (ISIC 
39)  212 100 43 2 55 

Total manufactures (ISIC 
2-3)  10,336 100 32 33 35 
Light manufactures .   .   . 6,366 100 50 22 27 
Heavy manufactures   .   . 3,970 100 2 51 47 

Total non-manufactura 
(ISIC 0-1, 4-9)   .   .   . 15,132 100 98 — 1 

25,468 100 71 14 15 

Uaitad NttfaM IadtMtrtel D*v*lopm«al Ort«nti«Üoo. 
io ubi« M, 41 and 4«. 

the manufactures importo of developing countries were at the finished 
itage of production (see table 41), about one third of their exports 
were at a similar stage of production (see table 52). This lower average 
level of processing was not essentially a reflection of differences in the 
commodity composition of exports and ofimports. Apart from a number 
of manufacturing sectors, where the export and import degrees of 
processing were broadly similar, each of the majority of individual 
manufacturing sectors exhibited a significandy lower degree of p wessing 
of export products than that of import products. A broad esumate of 
the over-all potential gain to developi ig countries that would result 
from a higher level of processing of manufactures now lightly processed 
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might be in the range of $ 2-3 billion in annual additional export 
value. This is apart from the much greater gain in export earnings of 
developing countries that might result from processing products now 
exported without any processing. 

At the conclusion of the Kennedy Round of trade negotiations in 
May 1967, it was too early to evaluate in detail the extent of the gains 
which developing countries would obtain. In a statement on 15 May 1967 
the Director-General of GATT pointed out that the participants in the 
negotiations recognized that, for developing countries, the immediate 
implementation of tariff cuts on products of principal or potential export 
interest to developing countries would be of great value in maximizing 
the benefits to developing countries of the Kennedy Round of nego- 
tiations. It was also stated that in a number of cases, the action taken up 
to mid-May   1967 "falb short of the expectations of the developing 
countries". The Secretary-General of UNCTAD expressed the view that 
this agreement should be accompanied, at a later stage, by the adoption 
of a policy of free entry into the markets of developed countries for the 
manufactures and semi-manufactures of the developing countries. Other 
initial reactions included a suggestion that, although developing coun- 
tries did not fare too well in the Kennedy Round negotiations, more 
was obtained by developing countries from this round of tariff talks 
than from previous efforts to liberalize trade." With attention now 
itrongly focused on the results of these recent tariff negotiations, it would 
be regrettable if consideration were diverted from the important task 
of removing non-tariff trade barriers facing the manufactures exports 
of developing countries. 

C. REGIONAL CO-OPERATION IN MANUFACTURING 

The limited success of the effort made by developing countries during 
1955—1964 to industrialize owed very little to achievements in regional 
co-operation. A variety of attempts at regional co-operation have been 
made, and few have reached the implementation stage. Clearly, attempts 
to forge areas of industrial co-operation among developing countries 
must persist, but it is obvious that, since the problems to be overcome 
are extremely difficult, substantial gains for industrialization from such 
endeavours are unlikely to emerge in the short run. 

Rectnt growth of regional trade in manufactum 

Exports of all commodities from developing countries to one another 
expanded in the ten-year period. However, as shown in table 44, the 
expansion of their volume by about 3 per cent a year was well below 

«^See New Tork Tim«, 16 and 18 May 1967. 
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the rate of expansion, more than .r) per cent, of their total exports to the 
developed market and centrally planned economies. While a major 
cause of this lag is attributable to the 1 ick of dynamism in exports of 
primary products, the developing countries' exports of manufactured 
products to one another, whether defined conventionally or broadly, 
also increased at a slower rate than those to other markets. Thus, while 
the aggregate volume of exports of manufactures among developing 
countries in 1955 19f>4 rose at an average annual rate of 7 per cent, 
according to the narrower SITC measure, the exports of manufactures 
from the developing to the developed countries expanded at a rate of 
about 9 per cent a year* Data in current values (already given in 
table 45) show that while expansion in trade of manufactures among 
all developing countries has been quite significant in the sections of 
"chemicals" and "machinery and equipment", the volume of trade 
in these sections has been much less than that of the more slowly ex- 
panding section of "other manufactured goods". 

However, this aggregate view of considering the sum oí all of the 
trade flows between each developing country and all other developing 
countries possibly conceals encouraging trends more directly to the 
real concept of regional co-operation among developing countries. A 
distinction might be made by separating the trade flow within Latin 
America, within Africa and within Asia from the trade flow between 
these regions. The latter comprises the import and export trade of 
Latin America with Africa, Latin America with Asia, and Africa with 
Asia (including some miscellaneous trade flows). The trade flows within 
individual developing regions come closer to the current concept of 
regional co-operation. The current value of trade in manufactures within 
these developing regions grew almost four times as rapidly (as shown 
in table 53) as the current value of trade in manufactures between the 
different developing regions between 1961 and 1965. 

Of the three trade flows within regions, the current value of intra- 
Asian trade in manufactures was the largest, reaching nearly the I 1 
billion level in 1965. However, the modest growth of intra-Asian trade 
between 1961 and 1965, about 6 per cent a year, contrasted sharply 
with the growth of trade in manufactures within Africa and within 
Latin America, where annual growth rates were about 30 and 40 per 
cent respectively. Promotion of regional co-operation in the Asian region 
involves particular difficulties, but the value of trade in manufactures 
within Africa and within Latin America has also remained small. Be- 
tween 1961 and 1965, intra-African trade in manufactures increased 
from some $ 50 to some $ 150 million. For the same producti (measured 
throughout this section on the narrower definition of SITC divisions 
5 to 8), the growth of intra-Latin American trade was even more rapid, 

* As measured by ISIC divisioni 2 to 3, the rapectivt rales of growtL ate 4 
and 6 per cent (aee table 42). 
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from about S 80 million to nearly $ 330 million. The combined results 
of these three intra-regional flows were an annual growth of intra- 
regional trade in manufactures of about 13 per cent, and a total intra- 
regional value of trade in manufactures of $ 1.4billion in 1965. On the 
other hand, trade in such products between the different developing 
regions grew at only 3 per cent and by 1965 had attained a level of 
less than one third of total intra-regional trade. Attention is being given 
to the possibilities of increasing trade in manufactures between develop- 
ing regions, for instance, between Africa and Latin America, in addition 
to the more frequently examined question of trade within each develop- 
ing region. However, it should be recognized that different considerations 
are involved in these two types of trade flows. While the changes in the 
commodity pattern of trade in manufactures within each of the three 
regions varied substantially, total intra-regional trade increased most 
in the case of chemicals, less in machinery and transport equipment, 
and at a still lower rate in the largest group of "other manufactures . 

Since an average annual growth rate of 13 per cent for trade in 
manufactures within the three developing regions appears large in 
relation to the percentages generally considered in the survey, a note 
of caution should be added. This rate of growth, while significantly 
larger than the 9 per cent rate in intra-trade in manufactures of the 
centrally planned economy region during the same period, was the 
same as the rate of growth of such trade within developed market economy 
region. However, the last two regions also contain important sub-regions 
of trade; trade in manufactures within the European Economic Com- 
munity grew at the same rate as intra-trade of all developed market 
economies, but the growth of such intra-trade within eastern Europe and 
the Soviet Union was faster - about 11.5 per cent - than was reported 
for the entire group of centrally planned economies. 

A further warning against an over-optimistic evaluation of the 
13 per cent increase in intra-developing region trade in manufactures 
is introduced when the resulting levels of this expansion are considered 
in the light of the total export effort and of the total import requirements 
for manufactures by the developing regions. As a result of the sharp 
increase in intra-trade in manufactures of Latin America and Africa, 
exports of manufactures  to countries  within  the  respective regions 
accounted in 1965 for about one quarter of the total of Latin Amene» s 
exports of manufactures and one tenth of the total of Africa's exports 
of manufactures. However, when considered in relation to the levels of 
the  total import requirements for  manufactures of the region,  the 
contribution of intra-trade is much smaller, lest than 5 per cent in Latin 
America and less than 3 per cent in Africa in 1965. While all of these 
shares were higher in 1965 than in 1961, the position was reversed in 
Asia, where intra-trade in manufactures increased at a somewhat lower 
rate than total imports and at a much slower rate than total exports. As 
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a result, Asia's intra-tradc in 1965 accounted for one quarter of total 
exports of manufactures by the countries concerned, and about 9 per 
cent of Asia's total import requirements. While a change over a four-year 
period cannot be taken as a trend, it appears that there may have been 
some closing of the gap between Asia on the one hand, and Africa and 
Latin America on the other hand, in the role of intra-trade in manu- 
factures. 

Within each of the three major developing regions, the intra-trade 
in primary products (SITC 0-4) was between two and two and one 
half times as large as the intra-trade in manufactures in 1965. Since 
in each region the growth of intra-trade in primary products was less 
than one half the rate of growth of intra-trade in manufactures, the 
impact of the latter on the over-all increase in the value of intra-trade 
was relatively modest. Thus, although intra-developing region trade in 
manufactures grew at 13 per cent per year, the increase in the value of 
intra-trade in all commodities in the three developing regions was only 
about 4 per cent. 

Current developments in regional co-operation 

Among the better known efforts in the developing world to form 
regional groupings are the Central American Common Market, in whicn 
some progress has been made, and the Latin American Free Trade 
Association, in which a renewed momentum has recently been indicated. 
Several regional groupings have been under consideration in Africa: 
for North, East, West, Central and Equatorial Africa. In Asia, Regional 
Co-operation for Development (RCD), comprising Iran, Pakistan and 
Turkey, is an example of co-operation on a multi-national basis, and in 
the Middle East an effort has been made towards the creation of an 
Arab Common Market. 

These attempts at regional co-operation have been made in the 
hope of achieving a more efficient pattern of economic development 
arising from greater specialization and division of labour. Indeed, with 
the emergence of numerous independent developing countries having 
small populations and incomes at a time when modern technology, 
particularly in heavy industries, tends to increase the size of the more 
efficient plants, industrialization may well face insuperable difficulties 
without regional co-operation. Regional groupings and other forms of 
co-operation could provide an outlet for industry of developing countries 
to supplement markets in developed countries and would also permit 
more efficient programmes of import substitution. Furthermore, suc- 
cessful regional co-operation "feeds upon itself" with resulting attraction 
of foreign capital, improved technology etc. The forms of co-operation 
sought by developing countries require varying degrees of involvement. 
These range from ad km co-operation in the case of specific projects to 
trade policy measures, non-conditional commitments, regarding har- 
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monization of other policies to the co-ordination oí investment and/or 
production programmes, supplemented by measures relating to the 
exchange of goods concerned and the regional integration oí nationa 
markets. Whatever the form, however, the history of attempts at regional 
co-operation among developing countries is full of instances of grave 
difficulties. 

In many instances these difficulties have clearly demonstrated the 
importance of political and social prerequisites. While the indirect role 
of developed countries in helping in the formation of regional groupings 
of developing countries through aid, investment, trade and associated 
policies has been important on occasion, the success of efforts at regional 
co-operation  depends  primarily  on  the  political  will   of individual 
developing countries to act. Thus, far, however, particularly in the 
newly independent countries, priority has often been given to achieving 
internal   political  and  social  stability.   Development   of harmonious 
political relations with neighbouring countries is eagerly and universally 
sought, but its realization cannot easily take precedence over internal 
political and social efforts. Both in newly independent and in long- 
established developing regions, political determination to forge regional 
groupings is not sufficient for their success; in every potential grouping, 
diere are a host of different economic problems to identify and to over- 
come and, again, no single set of solutions will be universally applicable. 

Every step of negotiation and implementation of a programme of 
regional co-operation requires a rethinking and restructuring of elementó 
of the established order - social, political and economic - of each 
member country of the group. Therefore, the larger the number of 
countries engaged in an attempt at co-operation, the more auncult trie 
process of mutual accommodation will probably be. Much will depend 
on the degree of homogeneity of the underlying economic orientation 
of member countries. For instance, adjustment might be facilitated it 
each participating country would undertake to guide  its economic 
development in accordance with a national economic plan which could 
be amended to conform with the objectives of regional industrial develop- 
ment. 

In every endeavour at regional co-operation in the developing 
areas, it has been necessary to grapple with the problems arising from 
the different levels of economic and industrial achievement of member 
countries. In the Latin American Free Trade Association (LAF1A), 
countries such as Ecuador and Paraguay have been identified as relatively 
kat developed countries. Their per capita income level of about %\ ¿W 
is one half that of the relatively more developed countries of LAFTA. In 
the scheme for an East African Common Market, the United Republic 
of Taniania and Uganda have levels of economic development below 
that of Kenya. Within the Central American Common Market, though 
the rang« of per eapit* income level« among member countries docs not 
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appear particularly wide, the special industrial and infrastructure 
problems of Honduras have been identified. It has been suggested that 
within the region of the Economic Commission for Asia and the Far 
East (ECAFE), the difficulties of industrial integration are perhaps 
greater than in other areas because of the wide variation in stages of 
development between the different countries.31 Faced with the difficulty 
of maximizing the economic gains of a region as a whole and, at the 
same time, with achieving an equitable distribution of the gains, there 
have sometimes been tendencies for the more developed member coun- 
tries to consider the advantages of "going it alone" and for the less 
developed member countries to fear that the lion's share of benefits will 
go to their partners in co-operation. 

This fear, arising from a natural tendency towards polarization of 
economic and industrial development, has a real basis, but measures 
to counteract it have not been easy to carry out.8* As in other inter- 
national negotiations, such as those relating to producer-consumer 
commodity agreements, an equitable distribution of gains is not easy 
to implement since, inter alia, its measure is not restricted to economic 
variables. Assistance to the least developed countries may take the form 
of giving them the right of first refusal on the choice of regional industries 
or giving them special help with their small-scale manufacturing in- 
dustries, other processing industries, sub-contracting arrangements etc. 
Special aid to these countries may be undertaken by regional develop- 
ment banks, by other international finance institutions and by the more 
developed member countries. Such aid may extend beyond finance to 
include the granting of a temporary preferential fiscal status and many 
kinds of technical assistance. These forms of assistance should not 
sidetrack the industrial sector of the least developed countries in order 
to concentrate exclusively on their primary product sector. 

Attempts at regional industrial co-operation in developing countries 
inevitably encounter the problem relating to the determination of regional 
or integrated industries to be licensed and developed by each member 
of the group. Several criteria for selection require consideration. On the 
demand side, it would appear that preference might be given to manu- 
factures that have a relatively high income elasticity so that regional 
industrial development will be directed towards incremental output 
rather than towards the more disruptive substitution of present industrial 
production. Further, manufactures that might figure in export expansion 
to developed countries might also be encouraged for regional develop- 
ment. 

M United Nâtioni, Economic Commuuon for Asia and the Far Raft (1967) "Resort 
of the Second Seaton of the Aatan Industria] Development Council" (document E/CN. 
11/769). 

** United Nation», Economic Commmion for Latin America (1987) The Econo- 
mically Relatively Lew Developed Couatrt» and Lami American Intégrât»«" (docu- 
ment E/CN. 12/774). 
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On the supply side, there is a real problem of meeting opposition - 
on  the  part of relatively  inefficient  manufacturers with  substantia 
vested interests - to a change from national to regional production   I 
is likely that many of the industries established under significant national 
protection in developing countries can survive a breakdown of protection 
within the co-operating region if there is opportunity for improved 
organization   and   administration   and   if they   ~«vc   ec^«m«Uy 
justifiable financial assistance. However, it is to be expected that some 
of the present inefficient plants will be beyond salvage Ihe ¿^cations 
resulting from their demise may represent a potent factor. Where ad- 
visable, advantage might be taken of under-utilized P^^ccap^ 
in certain sectors of manufacturing industry to incorporate these sectors 
into regional industrialization efforts.   Regional groupings that have 
very little industry and that in effect start with an industrial tabula rasa 
are spared the problem of vested interests, but they face a situation 
in which few of their choices of regional industries have been subjected 
to the test of feasibility in the market. 

The more important criterion for selection of industries for inte- 
«•ation  relates  generally  to economies of scale,  which are steadily 
increasing in importance because of the trend of modern technology 
towards larger plants. Examples of industries which might benefit more 
from a wider regional market than from a national market include 
industries   producing   construction   equipment,   automobiles,   heavy 
vehicles, railway equipment, selected cheirucab, steel etc. It has been 
calculated, for instance, that if the demand in Latin America for steel 
in the next ten years were satisfied in the framework of a regionally 
integrated market, instead of by national production programmes, a 
total of $ 3.7 billion in investment capital could be saved and could 
be used for other investment purposes.» However, it should be recalled 
that large, low-cost plants are increasingly used also for selected manu- 
factured food and textile products. Attempts have been made to mm 
specific industries in which economies of scale are not necessarily oí 
¿eat importance, and these include industries in both the light and 
heavy  sectors  of manufacturing.  Further,  exploitation  of advanced 
technology adapted to the conditions in developing countries can have 
an important bearing on the choice of integration industries based on 
the criterion of economies of scale. A further substantial influence in 
the choice of such industries relates to the opportunity an industry 
presenti for  the substantial development of local    backward    and 
"forward" industrial linkages. 

While the selection of an integration industry suitable fora member 
country of a regional co-operating group should largely reflect com- 
parative cost conditions, the problem of determining future costs will 

~ "m St«"Tr.deE*p»mkK>«idEconomicIntegrttkma»ong^r*^£tT?'' 
report byV secretaria of UNCTAD (document TD/B/85), 2 Aufutt f96fi, p. 9. 



F 
OHAPTF.R  II    INDUSTRIALIZATION  AND IORI.IGN TRAHI. 149 

seldom be met by simple reference to cost conditions prior to integration. 
Integration may considerably influence a number of cost elements, 
including taxes, tariffs and over-all costs resulting from associated 
revisions of over-valued or under-valued exchange rates. The relative 
abundance of human and natural resources may be expected to play 
a more significant role. However, political elements cannot be entirely 
excluded in the consideration of location. 

The nature and extent of general economic conditions and support- 
ing institutions will further affect the degree and character of industrial 
advance  based  on  the  developing countries'  efforts  at  regional  co- 
operation. The restructuring of industrial activity in a system of regional 
co-operation is likely to involve significant modification of infrastructun , 
which at present is often geared to national political boundaries, and 
of the trade channels to developed countries. Such changes constitute 
a vast undertaking in political and social terms, as well as in economic 
terms. National policy also must adapt itself to possibly substantial 
changes in government revenues as customs duties are reduced, and to 
the need for more or less uniform action among co-operating countries 
in regard to fiscal incentives to industry and monetary and exchange 
rate policies. However, repeated experience has shown that negotiation 
of regional co-operation arrangements that would permit integration 
will achieve little in the absence of a continuing regional institutional 
framework and a skilled and appropriately strong secretariat. Such a 
framework should include regional associations of manufacturers, for 
example, to publicise and press, where proper, the advantages of regional 
industrialization over purely national orientation. Generally, domestic 
and foreign   interests concerned  only  with  national  orientation  are 
already well represented. To supplement the activities of other agencies, 
there is often an important need to establish regional industrial research 
institutes to identify, evaluate and technically prepare those industrial 
projects that will satisfy the criterion of increasing regional economic 
welfare. Where possible, an assessment of alternative orientations for 
specific industrial projects must take account of the interests of private 
industry, which generally will be charged with the execution of the 

I projects, but the supplementary consideration of increasing regional 
1 economic welfare will often require the services of independent research 
j institutions etc. Regional industrial institutes have m role to play also 
1 in the provision of technical assistance to build up a qualified labour 
I force. 
| A potent force in facilitating regional co-operation in industriali- 

zation is often the regional development bank. Such banks have been 
established in the major developing regions but so far, significant in- 
volvement in regional industrial expansion has been limited to the acti- 
vities of the In ter-American Development Bank and the Central American 
Bank for Economic Integration. The African Development Bank and 
the Asian Development Bank are of much more recent creation. In 
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TAB,., 54.   INHR-AMKRH-N DKVMOPMKN, BANK. u,ANM:i.AH*.m» BY HF.U*OI M 

TIVITY, HP TO THR RND OF   l'H>4 

( Aiti ¡ton doll at \ ) 

248 r>i 2W 

I"du>7 ÍS 66 82 312 
Agriculture        ^ # Si 25 »^ 
Electric power and transport ^ m 2,() 
Water supply and sanitation W ^ H)7 

Homing 29 ^ 
Advanced education . .fi6 

Total        545 171 V_____ 

fostering regional co-operation, these banks can draw on the expérience 
SS 2er institutions, for example, the *»«?^^^ 
which U closely related to the European Economic Community. Among 
The pnnci^ governing the operations of the European nve^ent 
Bank are to contribute to balanced development in the murati o 
Serein; to follow sound financial principles with a public and not 

feÄtal orientation; to avoid the *^^*X!*£ 
.»«i wideraread dupenal of M rezurce«; and to facilitate the deve op 
mÄ Äde^Xped arca, of the region. However, i, » recognized 
SS other pò««« of *c European Invctment Bank   particularly in 
oeîLmn« ^du.tri.1 project, to account for a very large part of m 
S«  may »Ol betranrferable to the regional bank, of developing 
S   The latter bufa, which have a limited amount of availabk 
caSud and which operate in a different economic context, cannot 
to» the ,ub.,antial dum of the agricultural and infra.tructure sectors 
TAC need to faciUute social progre». While thee activées^resul 
in indirect gain auo for the industrial «ector, the need for a more sub 
iSTS^ of direct participation in and spomorsrup of region» 
í^usíriatoltion remains highly desirable. A. shown in table 54, the 
I^^Ä.n ¿Telopmerft Bank ha. allocated to manufacturing and 
„ST^OA one quêter of all loan, granted from the beginning of 
E^raTon. (1960) until the end of 1964. Up to mid-1965, -»re than 
£o Aird. of the loan, approved by the Central American Bank fo 
Economic Integration «nee it. inception in 1961 were u ed to finance 
íSnTindu.üH.1 project, (see uble 55). The •"haUm« of «tra- 
ÎELial contribution, for indu.try, the encouragement of private mvest- 
mtnTin indu.tr,'. the exten.ion of technical ««.tance to indu try and 
Se nn»Sng of intr.-regional export, of capital good, are o„^ a few 
„ample, of activitir, by which regional development bank, may further 
ftciUttte the movement toward, regional mdurtnal co-operation. 
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commodities in 1963.17 Although these developed market economies 
are the dominant source of supply to developing countries, the markets 
of developing countries absorbed only one fifth of the exports of the 
developed market economies (see table 38). Since the exports of devel- 
oped market economies to eastern Europe and mainland China in 1963 
were of much less relative importance, it is clear that the export industries 
of the developed market economies remained largely geared to the 
economies of other countries in that group. Exports from developed 
market economies to developing countries are concentrated more 
than in the case of intra-trade of the former group — on manufactured 
goods, as defined by ISIC 2-3. Thus, while more than 90 per cent of 
their export flow to developing countries in 1963 was manufactures, 
the proportion of exports to other regions was closer to 83 per cent. The 
regional and commodity distribution of this 90 per cent flow, which re- 
presents a gross annual value of manufactures of about $ 20 billion, 
provides strong indications of the extent of import substitution of manu- 
factures open to developing countries. 

While the recent value of output of the domestic manufacturing 
industries of developing Asia was about two thirds that of Latin America 
and the relative importance of developing Africa was much less, the 
value of these regions' imports of manufactures from developed market 
economies was broadly similar. Each region spent in the range of $ 6 to 
7 billion for such goods in 1963. Thus, at present, the less prosperous of 
the developing countries are much more dependent on the developed 
economies to supplement meagre domestic supplies of manufactures; 
from this point of view, they would appear to have the greater potential 
for import substitution. The similar absolute levels of their import expend- 
itures, however, were made for very different types of manufactures 
and went to different groups of exporting countries among the developed 
market economies (see table 39). 

Because the less prosperous of the developing regions remained 
more dependent on imports for total supplies of all manufactures, the 
pattern of relative reliance of individual industrial sectors on imports 
exhibited similar characteristics in all developing regions. Each of the 
developing regions depended for its total supply relatively less on im- 
ports in the case of light industry goods, and more on imports in the case 
of heavy goods (see table 40). The food and metal products industries 
can he considered as examples of this situation. There is little doubt 

" Data refer to gross values, in 1963 prices, f.o.b. Further, the data refer to 
developed market economies, excluding South Africa. Data for that country were 
not available in a form permitting translation Into ISIC categories. Ite exports are 
therefore not included in the following paragraphs or in tables 40—43. This reservation 
should be borne in mind also for the relevant tables and discussion in the next section 
of this chapter. While the value of exports of developed market economies (excluding 
South Africa) given in the United Nations Monthly Bullttin of Statistics, March 1966, 
is $ 101.8 bullion, the commodity flows that could be used in the UNIDO statistical 
exercise for translating SITG into ISIC were valued at $ 101.3 billion. 
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allocated generally to textile plants, to selected food plants, especially 
those engaged in sugar processing, and to plants processing grain, edible 
oils and tobacco. 

It is clear with regard to (d) that however significant the role of 
public investment in specific manufacturing plants may be, the public 
sector is generally the minor participant and the private sector is the 
major participant in investment in manufacturing as a whole. It is 
estimated that in previous and current development plans, public 
investment in manufacturing is in the central range of 10 to 50 per cent 
of total investment in manufacturing in developing countries. While 
Ceylon, the Republic of Korea and the United Arab Republic plan 
to participate to a greater extent, Colombia and Jordan expect their 
level of such investment to be below 10 per cent. An analysis of sample 
country data suggests that the relative importance of public investment 
to total investment in manufacturing tends to be independent of the 
degree of industrialization of a country. However, there is a slight 
possibility that the higher the anticipated share of the public sector 
in total investment in manufacturing, the higher is the expected rate 
of growth of total production of manufactures; the opposite would also 
be the case. 

Since investment in manufacturing remains largely in private 
hands, both domestic and foreign, in most developing countries, the 
indirect role of governments in stimulating the growth of private invest- 
ment in manufacturing is an especially challenging one. As the methods 
of government promotion are well known, these incentives are merely 
listed (see table 59) in order to make the vital point that what is lacking 
today is not so much the realization of what can be done, but rather 
the knowledge of how to succeed in stimulating the growth of invest- 
ment in manufacturing in an efficient way. It is our opinion that, 
thus far, the results of incentives granted in this area have been generally 
disappointing in many developing countries. 

In the effort to stimulate private investment in domestic manu- 
facturing there has been widespread use in developing countries of 
incentives involving controls on imports and other means to reduce the 
cost or increase the profitability of domestic manufacturing. In view 
of the heavy reliance on imports of manufactures, especially in the 
less developed countries, tariff protection has been a natural instrument. 
However, the use of tariffs primarily for other purposes — for instance, 
to increase government revenue or to remedy balance-of-payments 
problems — and the promulgation of excessively high tariffs, as well 
as the failure to set up an appropriate tariff structure to help raise the 
level of domestic processing, have too often blunted the sharp edge of 
the tariff weapon as a means of accelerating industrialization. 

The burden of direct taxes is still rather light in many developing 
countries, and in order to provide meaningful incentives, countries 
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have frequently resorted to relief from import duties. Such relief has 
been total or partial and has been granted at the time of import or by 
subsequent refund. These variations are perhaps less important than, 
for instance, whether the relief has been extended '.o all strategic imports 
of raw materials, machinery, spare parts etc., or has been restricted 
to specific industries regarded as more vital in spurring a desired type 
of industrialization, such as basic industries, export-oriented industries 
etc. A similar comment can be made about the use of import controls 
and the granting of foreign exchange licenses. Tax holidays and mech- 
anisms for  accelerated depreciation  have frequently  been  employed 
in developing countries as a standard incentive to private investment 
in manufacturing. Systems of tax exemption vary: they may be total 
or partial, and they may be applied to all profits or undistributed 
profits. As for the time limit, it has often been extended for five years, 
sometimes for ten yean and occasionally up to 15 or 17 years. While 
this mechanism is essentially simple and facilitates investment by those 
who desire a quick return on capital, it may sometimes be significant 
that the mechanism involves, for the short run, a loss of revenue to 
governments; it may involve complex bureaucratic machinery; and it 
raises the possibility of demands for permanent rather than temporary 
relief. The use of p.ccelerated depreciation, which is the more common 
form of special depreciation allowances, increases the liquidity of an 
enterprise, reduces the risk of investment and is relatively easy to apply. 
However, it should be recalled that this method, unlike income tax 
holidays, favours more capital-intensive forms of industrialization. 

As indicated in table 59, it is possible to generalize to this effect: 
the more frequently a developing country has resorted to tax incentives 
for manufacturing, the more likely it is that it adopted the following 
methods, in the order listed: income tax exemption on profits; import 
duty exemption on raw materials ; import duty exemption on machinery 
and equipment; income tax exemption on dividends; privilege to carry 
forward losses; depreciation allowance; and income tax exemption on 
interest. In table 59, countries are ranked according to the number 
of tax incentives employed at the end of 1965, and the incentives are 
ranked according to the frequency with which the countries have used 
them. If the pattern of indicators in the table had formed a triangle 
or trapezoid, the above generalization would have been fully valid but, 
as is evident from the table, there was some deviation from these shapes. 

In addition to the commonly used incentives, a number of other 
measures are used to increase private investment in manufacturing. Aside 
from the vital incentive of provision of capital and credit, which will 
be considered in subsequent sections, a number of developing countries 
have established industrial estates which provide factory buildings, 
power, water, transport, training and repair facilities. This facilitates the 
process for the private investor. Efforts have also been made to provide 
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special assistance to small-scale manufacturers. A more general stimulus 
to investment has taken the form of governmental promotion of research, 
information and promotion institutes to facilitate production and market- 
ing of manufactured products. 

To a large extent, the above public incentives could undoubtedly 
be improved. While recommendations on how this might be achieved 
must await a programme of detailed country evaluations of the impact 
of present incentive programmes, some general observations can be 
made. First, in many instances there appears to be insufficient applica- 
tion of adequate criteria regarding the eligibility of an industry for 
government-granted incentives.  For example, determination of eligi- 
bility purely on the basis of project by project evaluation may result 
in the choice of industries not bearing the necessary relation to the 
objectives of a country's broad industrialization programme. As these 
objectives change in the process of industrialization, new eligibility 
criteria may be required; this, in turn, requires the administration to 
have  a  flexible combination  of discretionary  and  non-discretionary 
approaches to the granting of incentives to specific industries. Second, 
since the granting of fiscal incentives often involves foreign investment, 
co-ordination with fiscal operations of capital exporting countries is 
also desirable to prevent the tax incentives of the developing country 
from being nullified by tax burdens imposed in the capital exporting 
countries. Third, there is often insufficient clarity as to the precise 
nature of incentives and this situation calls for a remedial publicity 
programme. Finally, with regard to the choice of incentives, there can 
be no universally valid prescription. The extent and inter-relationship 
of the costs and gains of governmental incentive schemes to promote 
industrialization are unique to each country;  thus the government 
has the responsibility of finding the set of incentives that will yield the 
highest elasticity of local response. 

The above review has centred on various aspects of the proportion 
of total investment that the manufacturing sectors of developing coun- 
tries have appropriated. If there were a fixed level of total investment 
funds, the increase in manufactured output attainable by the share used 
in manufacturing would be influenced by the magnitude of the in- 
cremental capital-output ratio, which is examined below. 

Relation of investment and output 

In 1955—1964, the generally greater emphasis on increasing invest- 
ment at a more rapid rate in the manufacturing sector of developing 
countries than in the economy as a whole reflected the priority given 
to their industrialization programmes. For a more precise calculation 
of investment requirements to implement these programmes, it should 
be recalled that most data indicate that obtaining an increased unit 
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of manufacturing output often requires a smaller investment for capital 
formation than for an increased unit of output of other sectors combined. 
As a rough estimate, it may be said that for developing countries as a 
whole, two and a half to three dollars of fixed capital formation or 
incremental capital in the manufacturing sector has been needed to 
increase the annual output (value added) of manufactures by one dollar. 
On the other hand, for the economy as a whole, the central values of 
the incremental capital-output ratio appear to have been in the range 
of 3 to 4. It should be noted that these ratios measure only the direct 
output obtained within the same sector, associated with incremental 
capital invested in the same sector. As a guide to over-all investment 
allocation, the analysis should be broadened to include indirect as well 
as direct costs and benefits. These ratios must therefore be used with 
caution. 

Leaving aside the more extreme experiences of some countries in 
investment and output, as indicated in their national accounts, the 
incremental capital-output ratio in manufacturing in 1955—1964 for 
the sample of developing countries shown in table 60 was below 2.5 
for China (Taiwan), Israel, the Philippines and Venezuela; between 
2.5 and 3.0 for Jamaica, the Republic of Korea and the Sudan; and 
above 3.0 for Southern Rhodesia, United Republic of Tanzania, Thai- 

TABLE 60.   INCREMENTAL CAPITAL OUTPUT RATIOS,« IN MANUFACTURING AND OTHER 
ECONOMIC SECTORS, SELECTED DEVELOPING COUNTRIES, 1955-1964* 

Manufacture Primary Infra- 
¡m products strutturi 

ISIC              IStC ISIC 
2-3             0-1 4,5,7 

Othtr 

ISIC 
6.8,9 

Malawi  7.8 3.0 10.0 5.0 
Thailand       5.4 2.0 3.8 1.2 
Tunisia  4.2 4.9 2.1 5.7 
Southern Rhodesia  3.3 4.5 13.4 3.9 
Tanzania  3.3 5.0 20.1 4.1 
Jamaica"  2.9 3.5 3.3 6.2 
Korea, Rep. of  2.8 0.7 4 : 3.1 
Sudan  2.6 0.8 2.3 4.9 
Philippines  2.3 1.7 9.7 2.1 
China (Taiwan)       2.2 2.7 6.4 1.7 
Venezuela  2.2 3.4 10.6 2.9 
Israel*  2.0 6.4 4.8 3.5 
Zambia  1.5 3.2 12.4 3.0 

Total 

ISIC 
0-9 

5.7 
2.5 
4.2 
5.5 
5.6 
4.1 
2.2 
1.8 
2.5 
2.6 
3.5 
3.3 
3.8 

Iff 

Stum: United Nations Industrial Organisation; derived from basic data on investment and output in constant 
prices appearing in the relevant issues of the United Nations Yiarkatk if National Amount Statut iu. 

• The incremental capital-output ratios shown in this table were calculated at the ratio of the total of investment 
between 1955 and 1963 inclusive to the increase in output between 1955 and 1964. 

» Periods refer to 1955-1961 for Sudan; 1955- 1963 for China (Taiwan) and Thailand; 1956- 1964 for PhUip- 
pine»; 1959-1964 for Jamaica; 1960- 1963 for Taniania; and I960- 1964 for Tunetia. 

' Transportation and construction are included in other. 
4 Mining, quarrying, construction and utilities are included in manufacturing. 
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TABLE 55. CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION, LOANS APP- 

ROVED BY  FIELD OF ACTIVITY, UP TO MID-1965 

(Million dollars) 

ShunW TeUd 

Industry  0.9 
Infra-structure  1-8 
Housing  — 

Total 2.7 

25.7 
5.9 
3.7 

35.4 

26.6 
7.7 
3.7 

38.1 

Stmt*: Central American Brak for Economic Integration (1965) fimtk A**rt tfAdimliu, Fiumi Ttm 1964 -1965, 
Tegucigalpa, D.C., Hondura». 

The will to act on the range of issues of regional industrial develop- 
ment, rather than to retreat into escape clauses, requires a sustained 
and strong desire for regional co-operation. Of the many benefits from 
such arrangements, an especially important advantage may be a double 
diversification — of products traded and markets served, a process 
likely in the long run to result in a substantial lessening of export in- 
stability of developing countries. In addition, regional industrialization 
will certainly facilitate the over-all commercial bargaining power of 
member countries vis-à-vis the growing power of trading blocs in developed 
countries. For developing countries in their present situation, this facet 
of industrialization undoubtedly represents, on balance, a contribution 
to the efficient allocation of world resources. 

Thus far in this survey, three aspects of recent industrialization in 
developing countries have been considered: the emerging patterns of 
domestic demand in developing countries for industrial and other goods 
and services; the changing developments affecting the foreign demand 
for and supply of industrial and other products of interest to developing 
countries; and the increasing magnitudes of industrial and over-all 
economic growth in developing countries. For such industrial growth 
to have been possible, effort has been required to marshal and appro- 
priately allocate financial, natural and human resources. The financial 
resources required for industrialization in developing countries and the 
extent to which foreign and domestic sources have contributed to meeting 
these financial requirements will be considered in the next chapter. 
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land and Tunisia. On the other hand, for the economy as a whole, 
three ranges of incremental capital-output may be distinguished : China 
(Taiwan), Republic of Korea, the Philippines, the Sudan and Thailand 
had ratios below 3.0; Israel, Venezuela and Zambia, ratios between 
3.0 and 4.0; and Jamaica, Malawi, Southern Rhodesia, Tanzania and 
Tunisia had incremental capital-output ratios of more than 4.0. 

Thus, not only were the capital requirements for increased output 
substantially different from country to country, both for manufacturing 
and for the economy as a whole, but there was not a single country 
which had both a manufacturing ratio of 2.5 to 3 and an over-all ratio 
of 3 to 4. Even when the spread of the central values, indicated above 
for these two incremental capital-output ratios, is extended to, say, 
1.5 to 4 for manufacturing and 2.5 to 5.0 for the total economy, only 
one half of the countries shown in table 62 were within these limits. It 
should also be noted — always bearing in mind the possibility of statis- 
tical error — that in four of the thirteen countries considered, the 
incremental capital-output ratio for manufacturing was higher than the 
ratio for the economy as a whole. 

It may be observed that the wide range of capital requirements 
per unit growth in the non-manufacturing sector of the economy was 
influenced in part by structural differences of the various economies, 
i.e. the relative importance of the primary products sector, the infra- 
structure and the commerce and services sector, and also by country 
differences in the incremental capital-output ratio within each of these 
sectors. It is clear that the capital requirements for increased unit of 
output of infrastructure were higher than for other sectors and were 
subject to the greatest variation from country to country. There are 
more limited grounds, however, for generalizing that the incremental 
capital-output ratio was lower for the commerce and services sector 
than for the agriculture and mining sectors. 

In a recent study8* of development plans of developing countries, 
it was found that while the planned incremental capital-output ratios 
for manufacturing for twelve developing countries averaged 2 to 3, the 
planned ratio for some countries was twice that of others. Three coun- 
tries, Chile, Venezuela and the United Arab Republic, incorporated a 
planned ratio of below 2 for manufacturing. Four countries, Bolivia, 
Colombia, the Sudan and the United Republic of Tanzania, planned 
their investment requirements for manufacturing with a ratio of between 
2 and 3. Five countries — Ceylon, China (Taiwan), Ethiopia, Republic 
of Korea and Trinidad and Tobago — used a planned incremental 
capital-output ratio for manufacturing of between 3 and 4. 

The same study of development plans suggested that the central 

* United Nations (1965)  World Economic Sumy, 1964 - Part I, (Sale» No.: 
65. II. CI). 



1 70 INDUSTRIAL DEVELOPMENT SURVEY 

values of the incremental capital-output ratio foreseen for the economy 
as a whole were 3 to 4, i.e. to obtain an additional dollar of annual 
production from the over-all economy, the planned investment require- 
ment was between three and four dollars, on the average. The distribu- 
tion of the ratios of total investment to increase in gross domestic product 
for twenty-eight developing countries considered was: less than 2, one 
country; between 2 and 3, eleven countries; between 3 and 4, nine 
countries; and above 4, seven countries. While these planned ratios of 
over-all incremental capital-output do not differ very much from the 
actual ratios recorded over the last decade or more,37 the detectable 
differences may be due to the fact that planned ratios were slightly 
lower than actual ratios, if account is taken of significant differences from 
country to country. 

The great differences in the sectoral structure of manufacturing 
among developing countries contributed to the above variations in 
their capital-output ratios for total manufacturing due to the strongly 
dissimilar capital requirements per unit of output of individual manu- 
facturing industries. The general experience was that the light industry 
sectors required less capital per unit of output than the heavy industry 
sectors (see table 61). Data supporting this statement were generally 
derived from censuses and similar surveys and relate to average, as 
distinct from incremental, capital-output ratios. In view of numerous 
statistical and conceptual problems in measurement, these data should 
be regarded with caution in regard to comparisons within a country 
and comparisons between countries. To avoid confusion, these differences 
in capital-output ratios within manufacturing are considered below in 
terms of the relation of the capital-output ratio of a specific manufactur- 
ing industry to the similar ratio for total manufacturing. 

To illustrate the average order of magnitude for selected countries 
of Latin America, light industries as a whole required only four fifths 
as much capital per unit of output as manufacturing industries as a 
whole. Consequently, even though the light industry sector as a whole 
in Latin American countries, for which data are shown in table 61, 
accounted for almost two thirds of the total manufacturing output, 
these industries probably accounted for little more than one half of 
the capital investment in total manufacturing. However, all countries 
have not recorded a lower capital requirement per unit of output for 
light industries as a whole, compared with the similar ratio for all 
manufacturing, and it is certain that all individual light industries 
have not possessed a similar characteristic of relatively low capital 
requirements per unit of output. In the majority of Latin American 
countries for which data are presented, the capital-output ratio for 
textile production was broadly similar to, or well above, the average 

n Ibid; see also World Economic Survey 1965 - Part I (Sales No.: 66.II.C.1). 
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for all manufacturing. This was alfe true in the food, beverage and 
tobacco sector in two of the seven countries. However, in other light 
industry sectors, capital-output ratios were generally lower in relation 
to the over-all manufacturing ratio; this was particularly the ease in 
the clothing and foot-wear sector. 

Differences in past capital requirements per unit of output between 
heavy industries for the Latin American countries considered in table 61 
were perhaps more pronounced than between light industries. It should 
be noted that, in a number of the countries shown, capital-output 
ratios for chemicals and petroleum products were often below the 
average for those of all manufacturing. Further, the recent product mix 
and choice of technique in these countries were such that the capital- 
output ratio for the manufacture of metal products was generally well 
below the ratio for all manufacturing. On the other hand, it is quite 
clear that there were relatively high capital requirements per unit of 
output for the earlier stage of production, i.e. for output of basic metals. 
In non-metallic mineral products, ratios were generally higher than 
over-all capital-output. In these developing countries, it appears that 
while the heavy sectors as a whole probably accounted for little more 
than one third of total manufacturing output — since such output per unit 
required about one third more capital than for average manufacturing 
output — the capital that had to be invested in the heavy sector was 
probably about one half of all capital invested in manufacturing. 

It may be significant that, by and large, the relations of capital- 
output ratios between the various sectors of manufacturing in some of 
these Latin American countries also held, though to a limited extent, 
in a number of countries in developing Asia (see table 61). The essentially 
comparable relationships were the relatively high capital requirements 
per unit of output in some countries of Asia for textiles and non-metallic 
mineral products, and the relatively low capital-output ratios for clothing, 
wood products and furniture, and metal products, i.e. machinery and 
transport. However, the experience of the Asian countries tended to 
differ from that of Latin American countries at the general level, inas- 
much as the average capital-output ratio for their group of light industries 
was not materially different from that of their heavy industries. As 
suggested elsewhere in the survey, this may reflect the use of less capital- 
intensive technologies in less developed countries of Asia, particularly 
in the heavy sector, or differences in product mix. 

In using the incremental capital-output ratios in manufacturing as 
a rough guide to future investment requirements of developing countries, 
some of the influences involved are of a statistical nature but many 
are economic. New industrial capacities have unique gestation periods, 
with time profiles of output not necessarily related to the general ex- 
perience of the past. Where a new plant is larger and more complex 
than the previous one, a longer time span may separate the average 
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investment from the average output period. This may occur also when 
investment is made in an inter-related industrial complex which is not 
efficiently phased so that a part or even the entire plant may stand 
totally idle over a  period  of urne. Further,   the future incremental 
capital-output ratio in manufacturing, as derived from aggregate national 
accounts, may show an increase to the extent that new installations 
diifer in' composition from the present capital stock. Thus, in many 
developing countries the role of artisan or small-scale production relative 
to larger scale factory production is still substantial, with the respective 
sectors having significantly different capital-output ratios.   Data for 
Ecuador and Venezuela in the early part of this decade may be cited. In 
Ecuador the factory sector, which accounts for the major part of manu- 
facturing, had an estimated capital-output ratio about 15 to 20 times 
as high as that of the artisan sector of manufacturing. As to the size 
variable, the capital-output ratio of large industry (excluding petroleum) 
in Venezuela was estimated as more than three times as large as that 
of small industry38. The extent to which the age structure of the industnal 
capital stock is changed by new investment will also influence incremental 
capital-output ratios. In the expansion of output, when faced with a 
choice of technologies, developing countries may decide on policy grounds 
to use technologies that are more capital intensive in relation to output. 
The incremental capital-output ratio for manufacturing will also be 
influenced by the extent and location of infrastructure in the country. In 
many instances the absence of adequate roads, ports, power installations 
etc. for use by manufacturing establishments will compel the manu- 
facturing sector to make such investment itself. The influence of com- 
plementary factors within the manufacturing sector is of a different 
nature. Improvement in the quality and flow of raw materials to the 
manufacturing sector, enhancement of the labour skills involved and 
introduction of more efficient administration can also secure increased 
output per unit of capital investment. 

The effect of some of the above influences in the past has been 
that some of the investment undertaken in the manufacturing sector of 
developing countries has undoubtedly been wasted, at least in the short 
run. To the extent that the degree of unutilized capacity can be reduced, 
the incremental capital-output ratio will fall beneficially. But the achieve- 
ment of better utilization of present manufacturing capacity is not to 
be regarded as a simple endeavour. It is an easy matter to recognize 
that improvement can be obtained by better over-all planning; by the 
co-existence of capital installations with an appropriately skilled labour 
force; by introduction of multiple work shifts; by availability of an 
adequate supply of imported and domestic raw materials of appropriate 
quality; by better estimation of demand etc. However, it must be con- 

« Derived from United Nations, The Process of Industrial Development in Latin 
America (document 3T/ECLA/Conf.23/L.2 and addenda). In the present section, 
generous use has been made of the statistical data in that document. 
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siderca whether slow progress in achieving better utilization of plant 
capacities is to a large extent a manifestation of the whole developmental 
process. In their industrialization efforts, developing countries are faced 
with a constant procession of challenges to bring together, often for the 
first time, unique combinations of production factors from diverse under- 
developed sectors of their economies in order to manufacture goods for 
emerging demands, the precise characteristics of which are difficult to 
judge. Under such circumstances, it is not to be expected that rates of 
operation would approach those of developed countries. It is to be 
questioned, therefore, whether the existence of under-utilized capacity 
provides any reasonable argument for a slower infusion of investment 
assistance from developed countries. On the other hand, there is a clear 
need to stimulate efforts at discerning in all developing countries the 
immensity of the problem of under-utilization of capacity, since too 
little measurement of its degree has been undertaken thus far. 

Allowing for many statistical difficulties, it appears that in some 
countries the rates of capacity utilization have been low indeed in 
comparison to those of many developed countries; this applies more 
to some manufacturing sectors than to others. Estimates for the manu- 
facturing sector in India indicate that in the period 1955—1964 plant 
utilization rates on the basis of current work schedules ranged from 
two thirds to 90 per cent in the machinery and transportation industries, 
but from 50 to 80 per cent for the groups of industries producing leather 
and leather products, chemical and chemical products, non-metallic 
mineral products and metal products." The above industry groups were 
those where under-utilization was quite significant. It has been suggested 
that poorer utilization of existing industrial capacity had to bear a 
considerable responsibility for the less satisfactory price situation in India 
during the period of the Second and Third Plans, compared with the 
First Five-Year Plan period. During the period of the First Plan, it 
should be added, agricultural production was satisfactory. Although one 
should be cautious about inter-country comparisons, it is observed from 
readily available data for three Latin American countries*0 that rates of 
utilization of total manufacturing capacity for individual years in 1955— 
1964 ranged from about 60 to 75 per cent. In each of the three countries, 
utilization rates were relatively low for the metal products industries 
and for the wood products and furniture industries. 

This brief review of the investment requirements per unit of in- 
dustrial growth cannot indicate a conclusion as to which way the balance 
of influencing forces will change future capital-output ratios for manu- 
facturing. 

* See National Council of Applied Economic Research, frrdhr irffffcatfro «/ 
bémrial Caèmç, New Detta, October 1966. Utilisation rata indicated above would 
have been lower in all cases when measured on ''desirable multiple shift working**. 

*°ff> Tk$fmm^bd»^H^DutkpmmáimUlmámtrieé{óoemmA^ 

is 
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B.  EXTERNAL FINANCIAL RESOURCES FOR MANUFACTURING 

The mobilization of financial resources to meet the investment needs 
of developing countries in manufacturing can only be indicated in a 
partial way, since comprehensive data relating specifically to manu- 
facturing are lacking. Prior consideration is therefore given to the flow 
of financial resources to all sectors. 

The flow of external financial resources to all sectors in developing countries 

In recent years the accumulation of resources to finance the total 
of gross capital formation in developing countries has generally depended 
primarily on domestic savers, be they governments, corporations and/or 
households. On the basis of the experience of a group of countries with 
readUy available data (see table 62), however, it appears that in the 
first half of the Development Decade the majority of developing coun- 
tries relied on foreign savings for at least one eighth of their total savings 
for domestic investment requirements. A few developing countries had 
a surplus of domestic savings over domestic investment needs and 
therefore were not dependent on foreign savings. At the other extreme 
some developing countries depended on foreign sources of savings for 
the major part of their domestic investment. Aggregate information 
indicates that foreign savings contributed between one fifth and one 
third of the total gross investment in developing countries as a whole 
in 1960-1964. 

Although this general view of the role of foreign savings in over-all 
economic development in 1960-1964, as compared with that of domestic 
savings, indicated little substantial change from that of the second half 
of the 1950's, there were many significant changes in the relative reliance 
on foreign savings by individual developing countries. Generally, with 
savings considered in relation to gross domestic product, these changes 
in individual countries took the form of substitution of dependence as 
between domestic and foreign savings rather than of complementary 
changes in the two sources of savings. Thus, in eleven countries listed 
in table 62, a decrease in dependence on either domestic or foreign 
savings was accompanied by an increase in the reliance on the other, 
whereas in five countries a change in the availability of foreign savings 
was accompanied by a complementary change in the availability of 
domestic savings. 

These developments in component savings occurred against the 
important background of limited increase in the total accumulation of 
savings in developing countries as a whole, when considered in relation 
to the levels of gross domestic product, between 1955-1959 and 1960- 
1964. Although in these relative terms total savings by developing 
countries as a whole may have increased by less than 1 per cent during 
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Chapter III 

FINANCIAL RESOURCES FOR 
INDUSTRIALIZATION 

A. INVESTMENT REQUIREMENTS FOR MANUFACTURING 

Perhaps the most challenging task facing developing countries in 
r efforts to accelerate industrialization and over-all economic develop- 

ment is the search for sufficient funds to finance required investment. Pro- 
viding the capital for these purposes, i.e. the gross domestic capital 
formation necessary for growth, has imposed a heavy domestic burden 
on developing countries themselves, and has placed a serious responsibility 
on developed countries for assistance. 

To achieve even the modest level of recent over-all economic 
advance, developing countries as a whole had to allocate in the first 
half of the 1960's an estimated 16 per cent of gross domestic product 
for total gross domestic capital formation. Since, for developing coun- 
tries as a whole, average annual gross domestic product per capita in 
1960—1964 was only about % 135 to $ 140, in 1960 pnces, the provision 
of about $ 22 per capita for total capital formation left only about $ 115 
for private and public consumption as there was a virtual balance in 
net foreign trade and services. By comparison, even though the developed 
market economies as a whole allocated an average of 20 to 21 per cent 
of their gross domestic product for their total gross domestic capital 
formation in the same period, public and private consumption in the 
developed market economics was close to % 1,200 per capita, ten times 
the level achieved in developing countries. 

Comparable information regarding investment in the manufacturing 
sector is not readUy available for many developing countries. Con- 
sequently, the investment requirements of all developing countries for 
their industrialization can only be conjectured. If, on the basis of very 
limited data which are considered below, it is assumed that an average 
of 18 per cent of total capital formation in developing countries was 
assigned to manufacturing in the first half of the 1960's, then the average 

152 
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TABLE 62.  FOREIGN« AND DOMESTIC* FINANCING OF GROSS DOMESTIC CAPITAL FOR- 
MATION, DEVELOPING COUNTRIES,« 1955    1964 

(Percentage of gross domestic product) 

Barbados*  
Puerto Rico  
Trinidad and Tobago 
Jordan* , 
Bolivia' , 
Panama  
Costa Rica  
Chile  
Guatemala  
Ceylon  
Jamaica  
Ecuador      
Korea, Rep. of* .   .   . 
Viet-Nam, Rep. off.  . 
Mauritius'  
Morocco  
Honduras  
Burma  
China (Taiwan)  .   .  . 
Iran*   
Malaysia  
Philippines  
Venezuela  

Fertig* 

-1964 

Dtmtitú 

1955-1959    1960-1964 1955    1 

Tttel 

¡955-1959   1966 959   1960-1964 

13 15 16 7 29 23 
11 14 11 11 22 25 
8 9 18 19 26 27 
7 6 7 9 14 14 
7 5 8 9 14 15 
8 5 5 13 13 18 
5 5 14 11 19 16 
1 3 9 10 10 13 
3 3 11 8 14 11 
1 2 13 12 14 14 
7 2 16 18 24 20 
1 2 14 14 15 16 
2 .i 11 13 13 15 
1 2 9 8 11 9 

-3 3 18 15 15 18 
-4 — 15 11 11 11 

2 1 12 13 14 14 
2 1 18 17 20 18 
2 1 16 20 17 20 
2 — 16 14 18 14 

-5 _ 16 17 11 17 
1 -1 8 14 9 13 

-6 -4 23 23 17 18 

Sumé. Untad Nation» Industrial Development Organisation, bated on United Nation«, Tmrttk tf MMmnl 
Artmmi Smùtia, 19SS. 

• Deficit of the nadan on current account. 
* Domestic taring including provision for the consumption of fixed capital. 
« Countries ranked in order of sia« of foreign saving in relation to grots domestic product in I960- 1964. 
* Date not fully comparable between periodi shown. 
* Including finance for some non-capital development expenditure of central government. 
' Includes finance for increase of selected stocks only. 
* Excluding finance for abnormal investment expenditures. 
* Excluding finance for stock changes. 

1955—1964, given the magnitude of over-all growth in output and in- 
come in these countries, the absolute or dollar level of total savings 
used for investment rose by about 5 per cent p*r annum. As shown below, 
the growth in the dollar level of foreign financial resources extended to 
developing countries was broadly similar. 

Although the absolute level of the foreign or external contribution 
to the investment and growth efforts of developing countries as a whole 
can be indicated in a number of ways,41 perhaps the most useful measure 

" Sec, for example, United Nation» (1966) Financing of Eetmtmic Develtpmmt: 
The Measurement ^ the Flow of Rejonnes from Development Market Etomemiet to the Developing 
Countries: Interim Report of a Group of Experts Appointed by the Secretary-General (document 

is» 

J 
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TABLE 63. THE FLOW OF LONG TERM FINANCIAL RESOURCES TO DEVELOPING COUNTRIES« 
AM) MULTILATERAL AOENCIES» FROM MEMBER COUNTRIES OF THE ORGANISA- 
TION FOR ECONOMIC GO-OPERATION AND DEVELOPMENT/ 1956   1965 

(Disbursements in million dollars, annual average) 

19S6   1959 I960    1964 196 S 

7,096 
3,9% 
3,100 

8,765 
5,788 
2,977 

10,337 
6,210 
4,128 

3,654 5,251 5,768 
3,010 

644 
3,%2 
1,290 

3,785 
1,983 

Total official and private, net .   .   . 
Total official, net  
Total private, net  

Official bilateral, total net       
Grant and grant-like contributions 
Lending, net  

Official multilateral, total net    .... 342 536 442 
International Bank for Reconstruc- 

tion and Development and Inter- 
national Development Associa- 
tion 209 

United Nations  80 
Other  52 

Privale investment and lending, total net 2,721 
Direct  2,052 

New investment  1,506 
Reinvested earnings  546 

Portfolio  670 

Private export credits, Mai net   .... 379 
Guaranteed  328 
Non-guaranteed  50 

222 254 
192 187 
122 — 

2,272 3,303 
1,697 2,420 
1,040 1,553 

657 868 
575 862 

706 825 
623 713 

83 112 

United Nations Industrial Development Onaniaatioo, baaed on OECD Analisi»» ¿mil—w Eftru mU 
fMtm,I9t6Rmim»^mibÊ^atat**um»m.imbmÊic»^rixtMàttàilmir 

• iariudiag devetopint countries of aowthom Europe. 
• Includfaf IBRD, IDA, EEC, UN AJJMCìM etc. 
• M—ban countries of OECD/DAC. 

of the flow of financial resource* troni developed market economici to 
developing countries: hat been calculated by the Organization for 
Economic Co-operation and Development (OECD) and iti Develop- 
ment Assistance Committee (DAC). According to this measure, the 
flow of financial resources from developed market economies to countries 
of Latin America, Africa and Asia involved about $ 10 billion (net) 
for 1965." It hai been estimated that in 1966 there was a slight decline 
from this level. As indicated in table 63, this flow comprises four major 
components: two from official or public sources and two from private 
sources. Of the former group, official bilateral flows accounted for inore 

*• See footnote 43. 
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than one half of the $ 10 billion in 1965 and predominantly took the 
form of official grants and grant-like contributions rather than official 
loans. The other component of the official flow was multilateral in form, 
i.e. grants, capital subscriptions, purchase of bonds, loans and partic- 
ipation by the developed market economies in such international 
organizations as the United Nations and the World Bank Group, as 
well as the Inter-American Development Bank. These multilateral 
official flows (net) in 1965 remained relatively unimportant in quanti- 
tative terms in relation to bilateral official flows since the former ac- 
counted for less than 5 per cent of the total flow of financial resources 
to developing countries. Of the two sources of foreign private finance, 
the major component, private investment and lending (net), accounted 
for about one third of the $ 10 billion total flow. The predominant cle- 
ment of total private investment and lending consisted of direct invest- 
ment rather than of portfolio investment. The minor component of all 
private investment, accounting for 8 per cent of the total flow, consisted 
of the net of private export credits, some of which had government 
guarantees, to developing countries. Much of the following discussion 
of the flow of financial resources to developing countries from developed 
market economies is related to the above classification and measurement 
because of the availability of supporting data." 

In seeking a perspective for the future, it may be noted that the total 
flow of financial resources from the majority of developed market econo- 
mies, i.e. country members of DAC, to the developing countries (includ- 
ing the less developed countries of Europe) increased at an average annual 
rate of about 5 per cent between 1956-1959 and 1960-1964. Between 
these two periods, the growth was wholly attributable to the increase in 
official flows, but recently the growth rate of these flows has moderated 
and the growth of private funds has been renewed. The increasing 
flows of bilateral official assistance resulted from increases both in grants 
etc. and in loans, but over the period 1956—1965 there was greater 

| u The United Nations publication InttrnaHonai Flow of Long-Ttrm Coital and 
Official Donations diñen in its measure of assistance from that of DAC in two respects. 
In conforming to the geographic definitions of developed market economies and of 
developing countries used in this survey, the United Nations document includes 
flows from Finland, Iceland, Ireland, Luxembourg, New Zealand and the Republic 
of South Africa and excludes flows to less developed countries of Europe : Cyprus, 
Gibraltar, Greece, Malta, Spain, Turkey and Yugoslavia. This difference reduces 
the initial 1965 DAC estimate of total flows of I 10,150 million by $ 413 million and 
is the bask of the indication in the text above of a flow from developed market econo- 
mies to developing countries of "about $ 10 billion". Second, unlike the DAC, the 
United Nations measure excludes net private export credits from DAC members and 
IBRD disbursements in DAC countries net of repayments. This reduces the DAC 
total flow estimate by a further $715 million. For more details, see UNCTAD, Con- 
sidmtkn of Ih Adoo*a& of tkt Rato of Giwitâ Aéimoi to Growth 
mi Bxtormat DovohfrnoM mamo - Stmty by ftW UMCTAD Somtoriai (TD/B/G.3/94) 
and United Nations (1967) Moasmmmt of tht Flow of Rtsomou to Lkcobping Comtms 
(Sales No.: 67.II.D. 17). The percentage composition of component flows given in 
the text refers to geographic and conceptual definitions adopted by DAC. This is 
also the case for discussion in the following paragraphs, unless otherwise indicated. 



182 INDUS FRI AL DEVELOPMENT SURVEY 

emphasis on loans whose share in the total of official bilateral flows grew 
from 18 per cent in 1956-1959 to 34 per cent in 1965. Official flows to 
multilateral agencies increased at a faster rate between  1956 — 1959 
and 1960—1964 than bilateral official flows. This was a result of the 
vigorous development of assistance efforts, partly by United Nations 
agencies and partly by regional finance institutions. As in the case of 
official bilateral assistance, the immediate past has witnessed a slowing 
of the rates of advance achieved between the late 1950's and the first 
half of the Development Decade. The stagnation in the total private 
flows during 1956—1964 resulted from diverse influences — a substan- 
tial growth in the extension of private export credits which was more 
than offset by a decline in private investment and lending. This decline, 
however, was restricted to the flows of portfolio investment and of new 
funds for direct investment, since there was a rising level of resources 
derived from the re-invested earnings of private corporations operating 
in developing countries. The resurgence in 1965 in the flow of total private 
resou-ces to these countries was attributable to increased flows from 
developed market economies in all the above elements of private finance. 

Despite the increased dollar level of the total flow of official and pri- 
vate financial resources to developing countries, the developed countries 
in 1963 — 1965 failed to meet the development assistance target of sup- 
plying 1 per cent of their combined national incomes to developing 
countries, the target set by the United Nations General Assembly in 
I960.44 Not even if the concept of national income is interpreted narrowly 
to refer to the national accounting aggregate of national product net 
of an amount required to keep the capital stock intact (depreciation) 
and at prices before the addition of net indirect taxes can the developed 
countries be said to have met this target. The total of official and private 
flows from DAC member countries, a total which in 1960—1962 re- 
presented about 1.1 per cent of their national income as defined above, 
fell to about 0.97 of their significantly increased national incomes in 
1963—1965. However, the concept of gross national product at market 
prices is used in most cases as a denominator by the United Nations. In 
developed market economies, this aggregate is often about 20 to 25 per 
cent greater than net national product at factor cost. Accordingly, the 
development assistance effort of the developed market economies declined 
from about 0.84 per cent of their GNP at market prices in 1961 — 1962 
to 0.72 per cent in 1963—1965, with marked variations in the level of 
performance of individual developed countries. Considering this contri- 
bution to the investment effort of developing countries in terms of a 
possible alternative allocation of such resources as, for instance, to increas- 
ing gross domestic capital formation within the developed market econ- 
omies themselves, the percentage decline in assistance effort between 
1961-1962 and 1963-1965 was from 2.9 to 2.5 per cent of capital 

«• General Aneaibly retoiution 1522 (XV) of 15 December 1960. 



OIIAl'TER  III.  FINANCIAL RESOIKCI.S  FOR   INDI S I '.; I Al.l/.A I H )N 183 

formation in donor countries.46 This relative decline in the flow of finan- 
cial resources reflected a number of constraining influences in both the 
developed and developing countries. Boom conditions existed in a num- 
ber of developed countries, together with budgetary restraints and adverse 
balances of payments. Domestic investment booms in developed countries 
seemingly reduced the relative attractiveness of foreign private invest- 
ment. Budgetary competition between defence expenditures and foreign 
assistance also appears to have been a negative factor in these countries 
for foreign assistance. This would hold true of any form of budgetary 
competition in a policy framework where the rate of growth of govern- 
ment expenditures is firmly restricted. Even though the net drain on 
the balance of payments of foreign assistance may have been only a 
small part, say 20 to 50 per cent in some cases, of the total volume of 
aid extended — and this drain is virtually non-existent in the developed 
countries as a whole — the existence of general balance of payments 
problems in some major developed countries may have acted as a 
constraining influence. Some constraints have also existed occasionally 
in developing countries, not as a result of their lack of need of assistance 
but, rather, of their inability to absorb foreign assistance effectively 
at a given time. Assistance is seldom extended without prior consider- 
ation of feasibility studies, proper project preparation etc. The same 
requirements for absorption of aid are present where assistance is on a 
programme or non-project basis. 

The distribution among developing regions of the financial resources 
from the majority of developed market economies has not been equal ; 
the extent of inequality among recipient regions depended on the type 
of financial flow from developed countries (see table 64). Noting a margin 
of error of estimate, as well as some modification in the measurement 
of financial flow from that employed above, the flow of financial resources 
in 1960—1964 represented average annual receipts in the developing 
regions as a whole of about $ 6 per capita.49 However, while this involved 
about $ 10 per capita in Latin America and Africa, the corresponding 
figure was much lower, less than $ 4, in developing Asia, the region 
with the lowest per capita income. A large part of this pattern results 
from the greater allocation of funds on a per capita basis by private in- 
vestors to regions with greater per capita income, i.e. to Latin America, 
Africa and Asia, in this order. The population of developing Asia is 
more than three times that of Africa and therefore, despite a lower level 
of aggregate output in Africa, it has a higher per capita output and in- 
come than Asia. Further, a similar distribution pattern, although not 
as unequal, was involved in the per capita allocations of both official 

48 See United Nations, International Flow of Long-Term Capital and Official Donations, 
1961-1966 (document E/4371 and Corr. 1). 

*• Per capita estimates were obtained by using data in table 64. Flows which were 
not allocated in the original source were arbitrarily distributed among the three 
developing regions, and the new regional totals were reduced to per capita terms. 
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bilateral loans and official multilateral disbursements. Official bilateral 
grants, however, were differently distributed in 1960 1964, being 
highest in Africa and lowest in Latin America. 

Additional foreign assistance to developing countries, estimated 
at an annual average of some $ 550 million in 1960- 1964, came from 
three other sources: the centrally planned economies, developed market 
economies other than DAC member countries, and from developing 
countries themselves. In the case of the major flow from the centrally 
planned economies (including mainland China), a sharp distinction 

TABLE 65. COMMITMENTS OK BILATERAL ECONOMIC ASSISTANCE 
TO DEVELOPING COUNTRIES BY CENTRALLY PLANNED 

ECONOMIES. UP TO THE END OF 1966 

í.Militen dollars)* 

Sources: 
Centrally planned 
economies  

Union of Soviet 
Socialist Republics 
China (Mainland) 
Other  

Recipients: 

Developing countries 
Latin America  .   . 
Africa   
Asia  

«./•f« IMS 

Total 

4,454 

2,896 
365 

1,191 

4,454 
381 

1,302 
2,771 

1963-1966 

3,329 

1,969 
476 
884 

3,329 
100 

1,326 
1,903 

Annual 

832 

492 
119 
221 

832 
25 

331 
476 

Semnt: United Nation*, tmtmrnatmmal Flaw af Lamflvm Captimi ami Of final Damatia.u, 
1961- 1964, document E/4S71 and Con. 1. 

• National curreuciq converted iato dollari al officiai rate« of ««change. 

must be drawn between commitments and disbursements since in the 
period 1955—1964, the value of the disbursements, which is the concept 
used in the above discussion, was estimated at about 35 per cent of the 
commitments made during the period. It may be suggested, mainly on 
the basis of United Nations estimates, that the value of disbursements 
from the centrally planned economies, consisting of official bilateral 
transactions, increased from an annual level of $ 100—120 million in 
the Utter half of the 1950's to some $340—360 million in the first 
half of the Development Decade. Commitment to such assistance, over- 
whelmingly in the form of loans rather than grants, had started in 
1954, with the first substantial disbursements made in 1956 by the Union 
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of Soviet Socialist Republics, but other centrally planned economies 
have since established their own assistance programmes. Estimates of 
assistance from the centrally planned economies in recent years are in 
terms of commitments; these data indicate that, while there has been 
a marked irregularity in annual commitments, the average annual 
level of some $ 800 850 million in the years 1963-1966 was sub- 
stantially in excess of the average annual level before 1963 when it had 
been closer to $ 500 million (see table 65). Of the more recent commit- 
ments, i.e. in 1963 1966, about three quarters of the total were made 
by the Union of Soviet Socialist Republics and mainland China. Further, 
about three quarters of the total commitments of the centrally planned 
economies were to five recipient countries in Africa and Asia, in the follow- 
ing order: India, United Arab Republic, Iran, Algeria and Syria. Before 
1963, the five major recipients of commitments were India, Indonesia, 
the United Arab Republic, Afghanistan and Brazil.47 

The impact on individual developing countries of the inflow and 
selected components of external financial resources from all areas of 
origin can be viewed in various ways, including the relationship of such 
foreign receipts to the major element of foreign expenditures by devel- 
oping countries, namely, their imports. Regionally, while receipts of 
foreign financial resources in Latin America were equivalent to about 
15 to 20 per cent of the value of their total import payments in 1960— 
1964, the percentage was greater in Africa, about 20 to 25 per cent, and 
still greater in Asia where the over-all percentage was about 25 to 30 
per cent. However, within each region there were widely different 
country experiences, with the extreme cases generally the result of 
clearly identifiable special influences. Within each region the countries 
with the greatest offset against import payments from net foreign capital 
inflows (defined here as central government transfer receipts and central 
government and private sector receipts of non-monetary sectors' capital) 
were Bolivia and Paraguay; Ghana and Tunisia; and the Republic of 
Viet-Nam and the Republic of Korea (see table 66). In the case of these 
last two countries, net foreign capital inflow in 1960—1964 was sufficient 
to cover about five sixths and three fifths, respectively, of their import 
expenses. The impact of foreign capital flows for the other four countries 
indicated above was markedly less, accounting for between one third 
and one half of their respective import bills. At the other extreme, how- 
ever, were countries which experienced either an average annual net 
outflow of financial resources or an inflow of relatively minor proportions. 
Countries at this end of the scale included the Dominican Republic and 
Venezuela; Morocco and the former Federation of Rhodesia and Nyasa- 
land; and Saudi Arabia and Iraq. 

47 This paragraph is based primarily on data in International Flow of Long-Tim 
Capitol and Officiai Donatims, 19öl-196b (document E/4371 and Gorr.f), and abo 
on estimates by OECD and DAC. 
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TABLE 66. RELATION OF NET INFLOWS FROM PUBLIC AND PRIVATE RESOURCES TO IM- 
PORTS. DEVELOPING COUNTRIES,« 1956-1964 

(Value of inflows as percentage of value of imports, annual average) 

Ctntr.il t*otTn>ntnt troni firs mtd »•»- 
monitory captisi 

Vietnam, Rep. of   .   . 
Korea, Rep. of   .   .   . 
Jordan  
Pakistan  
Bolivia  
Israel     
Tunisia  
India  
China (Taiwan) .   .   . 
Ethiopia  
Nigeria  
Paraguay   
Ghana  
Mexico  
Panama  
Guatemala  
Chile  
Libya     
Brazil  
Argentina  
Sudan   
Costa Rica  
United Arab Republic 
Iran  
Nicaragua  
Thailand  
Morocco  
Ecuador  
Haiti  
El Salvador  
Uruguay  
Colombia  
Peru  
Honduras  
Rhodesia and Nyaaaland, 

Fed. of  
Burma  
Dominican Republic . 
Ceylon  
Syria  
Philippines  
Saudi Arabia .... 
Iraq  
Venezuela  

1956-1959 I960 -1961 

76 
91 
68 
31 
36 
42 
15 
19 
35 
17 
10 
8 

10 
-1 

14 
16 
2 

35 
-1 

1 
4 
7 

10 
13 
5 
8 

13 
6 

17 
3 
I 
1 
4 
6 

6 
20 
-2 

5 
6 
8 

11 
3 
3 

63 
58 
58 
46 
34 
23 
29 
34 
21 
23 

8 
15 
24 

10 
7 

13 
13 
9 
4 

16 

• • 

6 
18 
6 
3 
7 

17 
11 
13 
2 
4 
2 
7 

d, 
9 

3 
11 

•  • 10 
6 
5 
6 

-1 
8 

-4 

Privati lum-mttutary capital 

1956-1959 I960- 196* 

1 
2 
17 
6 

-1 
8 
8 
14 
8 

-1 
18 
12 
13 
11 
1 

23 
11 
8 
4 

-6 
6 
9 
4 
3 
9 

-12 
-1 
8 
5 

26 
-4 

23 

5 
-1 
-l 
9 

-9 
5 
25 

20 
4 
3 
5 
16 
20 
9 

-2 
11 
9 

22 
16 
5 

23 
13 
15 
9 
7 

11 
16 
3 
13 

1 
12 
14 
10 

5 
3 
12 
9 
10 
4 
2 

8 
-2 
-2 

-2 
3 

-7 
-21 

United Natio« Indnjtrial Development 
Monetary Fund, »afnm »fPmymnii Tmboak, Votai 

• Oountrk« ranked by tbe of total inflow of two componenti ihowa ¡a 

bated on summary 
6 and 17. See baeie •onree far 

an International 

te IMO- !M4. 

IT 
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annual dollar investment in this sector in 1960—1964 was only $ 4 
per capita or some $5—6 billion for the developing world as a whole. As 
developing countries now grapple with the problems of the latter half 
of the 1960's, it may be estimated that the average annual requirements 
for the expanding manufacturing sector may be closer to $ 9 billion. The 
growth of investment in manufacturing since the middle of the 1950's 
is considered briefly below, and the role of various sources of supply 
of such funds will be examined in subsequent sections. 

Recent growth of investment in manufacturing 

During the ten-year period 1955—1964, the growth of total invest- 
ment in manufacturing in developing countries, together with the growth 
of manufacturing output, varied substantially from country to country. 
Moreover, while it was rare for a developing country to suffer an actual 
decline in output of manufactured products in the span of the decade, 
it was probably not so uncommon for gross capital formation in the 
manufacturing sector of a developing country to decline during that 
period (see table 56). For such a relatively short period, it is possible 
to increase output with existing capacity and without maintaining the 
prior level of investment activity, but this can hardly be continued over 
the long term. Nevertheless, the more general experience of developing 
countries in the ten-year period was to make significantly higher alloca- 
tions of investment funds to their manufacturing sector than in earlier 
years. The limited data in table 56 suggest two types of experience. On 
the one hand, in the group of countries where the rate of growth of 
manufacturing investment was relatively high, the greatest increases 
in manufacturing  investment were  in  those countries where initial 
investment in manufacturing was only a very small part of total invest- 
ment activity. On the other hand, developing countries in which the 
rate of change in manufacturing investment was only moderately positive 
or exhibited decline included not only those with high initial involve- 
ment of the manufacturing sector in total investment but some with a 
low initial involvement. The extremes shown in the table are of average 
annual increases in investment expenditures in the manufacturing sector 
of 50 per cent per year, or more, and annual rates of decline of about 
10 per cent. One of the averages that can be calculated from the very 
limited country experiences shown in the table indicates a recent average 
annual increase of investment in manufacturing of about 10 per cent. 
However, since these countries probably accounted for lese than one 
sixth of the total investment activity of developing countries, it is hazard- 
ous to project their average experience to developing countries as a 
whole. 

It is likely that many developing countries, in view of their re- 
cognition of the central role of industrialization, have increased invest- 
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This brief characterization of the influence of foreign financial 
capital inflows in 1960—1964 requires relatively little modification in 
the case of the Asian experience in the previous five-year period, 1955 — 
1959, since many Asian countries tended to experience a rise in inflow 
of financial resources pari passu with a rise in imports. For Latin America, 
excluding the special case of Venezuela, the order of individual country 
dependence on external financial resources was broadly similar in 1955— 
1959 and in 1960—1964. However there was tendency for those Latin 
American countries, which in the earlier period showed relatively little 
dependence, to increase their degree of reliance, while countries which 
had been more dependent in relation to import payments tended sub- 
sequently to reduce their degree of dependence. The lack of any general 
relationship for African countries between the degree of offset of import 
payments by financial resource receipts in the late 1950's and in the early 
1960's can clearly be attributed to substantial political developments 
occurring in that continent in the 1960's. 

| The respective roles of the public and the private components of 
the inflow of financial resources into developing countries in 1956— 
1964 were markedly different in the various developing regions. In Latin 
America, for example, the broad tendency in 1960—1964 was for coun- 
tries to rely somewhat more on private than on public receipts of financial 
resources despite some shins from the late 1950's towards public funds. 
In 1960—1964, private sector receipts from abroad were equivalent to 
from 2 to 16 per cent of imports in most Latin American countries, while 
the public sector receipts were equivalent to about 2 to 13 per cent of 
imports. Country experience in the Asian region was still less homogeneous 
than in Latin America. Wliile the flows of private financial resources 
of most Asian countries ranged from an outflow in a number of cases to 
an inflow equivalent to about 20 per cent of import value, the correspond- 
ing range for foreign public resources extended from inflows equivalent 
to 5 to 65 per cent of imports, the greater dependence occurred in Jor- 
dan, India, Pakistan, the Republic of Korea and the Republic of Viet- 
Nam. One development between the late 1950's and the early 1960's 
in Asia was an increase in country diversity in attracting private capital, 
while the extremely wide variation among Asian countries in depend- 
ence on foreign public financial resources persisted throughout 1956— 
1964. 

The stgment of external financial resources directed to manufacturing 

There is no readily available means at present of determining exactly 
what part of the $ 10—11 billion net flow in 1965 of financial resources 
from developed market and centrally planned economies was directed 
into the manufacturing sector of developing countries, or of indicating 
the proportion thus allocated in the previous ten-year period. However, 
it may be estimated that the minimum allocation to manufacturing of 
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the total flow of external financial resources to developing countries in 
the first half of the Development Decade was about 15 to 25 per cent. 
It had been previously estimated that, on the average, perhaps 18 per 
cent of the total of gross domestic capital formation in developing 
countries, financed from both domestic and external sources, was directed 
to the manufacturing sector. The minimum estimate regarding the sec- 
toral distribution of external financial resources thus suggests that foreign 
financial resources may have been more prone to be involved in manu- 
facturing than the domestic financial resources of developing countries. 
Because of the nature of some of the components of the flow of foreign 
financial resources, it is not possible at present to suggest a maximum 
allocation to manufacturing. The contribution of component foreign 
flows to manufacturing in developing countries is discussed below in the 
following order: official bilateral, official multilateral, private direct 
investment and private export credits. 

The bulk of commitments to developing countries of official bilateral 
financial resources by governments of developed market economies has 
not been directly geared to the financing of specific projects, whether 
they are in the manufacturing or other sectors (see table 67). Due to 
the inability of determining what part of non-project foreign finance 
finds its way, directly or indirectly, to the manufacturing sector in devel- 
oping countries, no clear evaluation can be made of the impact of ex- 
ternal official bilateral flows on the industrialization effort of developing 

TABLE 67. OFFICIAL BILATERAL COMMITMENTS FOR INDUSTRY AND OTHER PURPOSES 
IN DEVELOPING COUNTRIES, BY INDIVIDUAL OECD MEMBER COUNTRIES.« 
1962-1965 

(Million dollars, annual average) 

Capital pro/id financing Pinanri«! 
AU 

ImAstrr Othtr AU fZ*ím CtmmUmnU 
ucior ttcltn stctori ^^ 

United Stat«  281            831          1,112         3,289          4,401 
Germany, Fed. Rep. of .  . 109 
France  63 
Japan  62 
United Kingdom  39 
Italy  30 
Canada      12 
Others*  2 

Total« 601          1,711          2,311         4,908          7,219 

172 282 271 553 
375 440 543 983 
32 94 142 236 
134 173 325 498 
56 86 105 191 
90 102 37 139 
21 23 196 219 

Sawm: United Nations Industrial Development Organization based on OECD (1964) Tht Flam •/ Financial 
flwsisni ta Lut DamUfd Camirúí 1956-1963 and forthcoming ¡acne of similar publication lor 1961-1965. See 
source« for details. It k to be noted that this übte deals with commitments whereas tables 3.11.2. and 3.11.3. deal 
with disbursements. 

• Countries ranked by sise of financing of capital projects in the industry (including mining) sector. 
» Data refer to Austria, Belgium, Denmark, Netherlands, Norway, Portugal, Sweden and Switzerland. 
• Due to rounding, totals are not always equal to sum of componenti. 
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countries. In 1962 — 1965 more than two thirds of the official bilateral 
commitments of the DAG member countries were directed to activities 
other than capital project financing. Such activities included contribu- 
tions for clearly specified current expenditures in recipient countries, 
technical co-operation, consolidation and refinancing of loans, and other 
non-project assistance related to financing of current imports or to cash 
transfers. While the category of contributions for clearly specified current 
expenditures included resources for current operating costs of agri- 
cultural extension services, hospitals or training facilities and some ad- 
ministrative personnel, the much more important category of technical 
co-operation assistance included grants and salaries for students, trainees 
and experts, as well as supporting equipment. The commitment of non- 
project foreign assistance that was not directly linked with imports to 
developing countries was of intermediate significance between the two 
categories indicated above. While such resources could be used for 
general development purposes without restriction on the specific use 
of funds, they could also be utilized as balance-of-payment stabilization 
loans or as support for current administrative budgets. Non-project 
assistance to finance current imports, by far the most important category 
of this type of assistance, included funds unrelated to specific capital 
projects, including shipments of agricultural surplus commodities. 

It is quite clear that, directly or indirectly, some of the non-project 
assistance mentioned above, which accounted for about two thirds of 
all official bilateral commitments from developed market economies, 
or $4.9 billion out of $7.2 billion annually in 1962 — 1965, found 
its way into activities closely related to the industrialization effort of 
developing countries. Of the remaining one third of official bilateral 
assistance from developed market economies which was identified with 
financing of specific capital projects, a little over one quarter went for 
industrialization (mining and manufacturing) in developing countries. 
This represented an average annual commitment in 1962 — 1965 of 
some $ 600 million. Smaller proportions were devoted to the two eco- 
nomic elements of infrastructure, transport and energy, and to social 
infrastructure. While specific capital projects in the agricultural sector 
represented a much more limited involvement of official bilateral 
funds, that sector probably benefitted indirectly more than in proportion 
to its direct receipts from investment in the field of energy and other 
social and economic infrastructure.48 

Although developed market economies as a whole (DAC member 
countries) committed only one twelfth of their total official bilateral 
flow to specific industrial projects in developing countries, i.e. $ 600 
million, the practice of individual donor countries varied sharply. The 
Federal Republic of Germany, Italy and Japan committed two to three 

" OECD (1964), 77* Flow of Financial Resources to Lus Developed Comities, 1956- 
1963, p. 49. 
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times that proportion to specific industrial projects. The loans of the 
Federal Republic of Germany have been issued both to governments 
and to the importers of capital equipment in developing countries. Most 
of these loans were granted for large industrial projects, but assistance 
to small and medium size enterprises was also extended through develop- 
ment banks. The manufacturing industries of India and Pakistan, in 
particular, have been beneficiaries of loans from the Federal Republic 
of Germany.4» The loan programmes of Japan have concentrated on 
projects which were revenue producing and consistent with Japan's 
financial and technical capabilities. At the other end of the scale is a 
group of developed market economies, including Austria, Belgium, 
Denmark, Netherlands, Norway, Portugal, Sweden and Switzerland, 
which have preferred to concentrate official bilateral assistance on ac- 
tivities other than specific industrial projects although many of them 
have engaged in such projects. Generally, the efforts of these smaller 
countries have concentrated on technical co-operation and on non- 
project assistance that has not been directly linked with imports. 

The extent to which Canada, France, the United Kingdom and the 
United States have allocated funds from their official bilateral commit- 
ments specifically to the financing of industrial projects in developing 
countries has conformed more closely to the above general average for 
developed market economies — one twelfth. Official bilateral loans 
granted by Canada for the manufacturing industry of developing coun- 
tries averaged $ 12 million annually in 1962—1965 and were used to 
purchase equipment for pulp and paper industries and for ferrous and 
non-ferrous metal industries. The average annual commitment of the 
United Kingdom of some $ 39 million during this period for specific 
industrial projects was derived from ihe use of public funds by its Export 
Credit Guarantee Department (ECGD) and from the Commonwealth 
Development Corporation (CDC). Commonwealth countries have been 
the principal beneficiaries, especially India from ECGD Section 3 funds 
and mainly African countries from CDC funds. The CDC has provided 
technical assistance for enterprises in which it has participated; it has 
encouraged or participated in joint ventures and it has stimulated invest- 
ment of local capital in the manufacturing sector of developing countries. 
Much of the estimated average annual specific involvement of France 
in 1962-1965 in the industrial sector of developing countries — some 
$ 65 million — was directed to countries of Africa with which France 
has had special political affiliations in the past. In the longer period of 
1946 _ 1963, one half of the total of eighteen loans granted by one of 
the French public agencies, Caisse Centrale de Coopération Economique, 
to the manufacturing industry of those African countries south of the 

*• Ibid. Abo »ce Officiai Büattral Financial Assistance for the Mantfactoring Industry 
tfDuslopmt CmmtritSy a paro prepared for the International Symponum on Industrial 
Development (document lD/CONF.1/1). 
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Sahara (which were formerly under French administration) was directed 
to metal transforming industries and metallurgy, and about one quarter 
to agricultural and foodstuffs industries.60 

Of the total of some $ 600 million a year of official bilateral commit- 
ments for industrial projects in developing countries by developed market 
economies in 1962-1965, nearly one half, or some $280 million, 
emanated from the United States. However, the latter figure represented 
little more than 6 per cent of the total of the United States official bi- 
lateral commitments for all purposes in 1962—1965. This indicated the 
use of such funds primarily for non-project assistance contributions to 
finance current imports of developing countries, as well as the heavy 
involvement of the United States in technical co-operation programmes 
and in the financing of specific projects relating to energy, transport and 
communications in developing countries. The commitments of the 
"soft-loan" Agency for International Development (AID) were spread 
among the manufacturing industries of more than thirty countries of 
Asia, Africa and Latin America in 1960—1964. The principal recipients 
of loans to industry included Brazil, Chile, Ghana, India, Israel and 
Pakistan. With regard to the recipient industries, there was a strong 
concentration on selected areas of heavy industry, particularly transport 
equipment, basic metals and chemicals, and fertilizers. Relatively little 
was committed directly to food and textile industries, but these and other 
light industry sectors may have obtained sub-loans from institutions 
benefitting from the sizable contributions of the United States to indus- 
trial development financing agencies. The manufacturing sectors of 
developing countries also received United States assistance in the form 
of "harder" loans from the Export-Import Bank, but its activities in 
1960—196* were not as widespread as those of AID. The six main reci- 
pients of the Export-Import Bank loans were, in order of magnitude, the 
Philippines, Ghana, India, Mexico, Argentina and Indonesia. 

The developed market economies committed official bilateral 
financial resources to developing countries for a broad range of purposes, 
with only relatively minor sums accruing directly to the manufacturing 
sector, as the donor countries often considered the growth of this sector 
to be a function of private capital. However, in the much more limited 
official bilateral assistance of the centrally planned economies, there 
was a considerably stronger concentration on manufacturing. It has 
been estimated that manufacturing received more than one half of the 
total of official bilateral commitments by centrally planned economies 
to developing countries in the early 1960's with associated technical 
assistance included under each project. The Soviet Union, in its com- 
mitments to countries of Asia and Africa, has provided for industrial 
projects rather than for programmes, with the projects selected for 
commitment of assistance extending throughout almost the whole in- 

•• Op. cit., document ID/CONF. 5/1, p. 35. 
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dustrial spectrum but with emphasis, in terms of number of projects, 
on heavy industries. But light industry was not neglected: the lood in- 
dustries of fourteen countries and the textile industries of six countries 
were involved in USSR assistance. In the heavy industrv sector, the 
broadest participation was in industries producing building materials, 
basic metals and metal and mechanical products. Some of the industrial 
plants involved in this assistance were designed to be within the frame- 
work of the recipient country's development plan. 

During the past five years, Yugoslavia has granted a total of $ 320 
million in financial assistance, including some $ 34 million specifically 
for manufacturing, to the developing countries of Africa and Asia. In 
dollar terms, about one half of such credits was directed to light industries, 
mainly food and textiles. Of the remainder, which was directed to the 
heavy industry sector, the order of priority was: non-metallic minerals, 
transport equipment and paper and paper products. 

Turning to official multilateral contributions, it should be noted 
that the pattern of commitments of financial resources by multilateral 
agencies to developing countries contrasted with that of the official 
bilateral flows of the developed market economies, but was similar to 
that of the centrally planned economies. Generally, the bulk of multi- 
lateral agency commitments have been tied to the financing of specific 
capital projects. While this has not been the case for all such agencies - 
United Nations agencies have concentrated on technical assistance and 
welfare programmes - it has been true with regard to the quantitatively 
more significant activities of the World Bank Group. 

The three agencies comprising the World Bank Group have adopted 
different attitudes towards the financing of manufacturing in developing 
countries. The International Finance Corporation has been almost 
wholly dedicated to furtherance of industrial development, while the 
terms of reference of the International Bank for Reconstruction and 
Development (IBRD) and of the "softer-loan" International Develop- 
ment Association (IDA) have been broader. Nevertheless, it is estimated 
that between 1950 and 1966, the IBRD and IDA together channelled 
some $ 900 million into manufacturing in developing countries, mainly 
through loans to development banks and finance companies in devel- 
oping countries. As for the remainder of the loans and credits of IBRD 
and IDA, the iron and steel sector was the principal identified manufac- 
turing beneficiary. Considerably smaller sums were identified, in order 
of magnitude, with the fertilizer and chemical, wood pulp and paper, 
and food processing sectors. Further, a considerable commitment was 
made in aid to industry generally. This pattern of sectoral involvement 
was markedly different for the more developed countries in earlier years. 
In these countries, IBRD investment in development finance companies 
was less significant, and investment in iron and steel, and wood pulp 
and paper were relatively more significant. 
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It might appear that thus far the IBRD and IDA have not accorded 
a particularly high priority to direct loans to manufacturing in developing 
countries. Only about 12 per cent of these agencies' total loans and 
credits for all purposes and all destinations was directed to this sector 
in 1965 and 1966. This sum amounted to about $ 150 million per annum 
(see table 68). The fact that this allocation represented an increase in 
the share of total loans and credits, from 5 per cent in the early 1950's, 
6 per cent in the late 1950's and 9 per cent in the early 1960's, was in 
part a reflection of the general shift of their total investment activities 
from developed to developing countries. In the 1950's, investment in 
manufacturing in developing countries remained close to 10 per cent 
of the total investment made by IBRD and IDA in developing coun- 
tries; this percentage rose to 12 per cent in 1960—1964 and to 16 per 
cent in 1965-1966. The major investments in this region were directed 
to the establishment of electric power and transportation facilities. Un- 
doubtedly, many of the latter investments gave support to the manufactur- 
ing sector in developing countries. In addition, this relatively modest 
allocation to manufacturing by IBRD and IDA was highly concentrated 
in terms of the number of recipient countries. India alone accounted 
for more than 50 per cent of the total loans for manufacturing in develop- 
ing countries over the period 1950—1966, while between 1960 and 1966 
loans and credits for manufacturing in eight countries — Algeria, 
Colombia, India, Iran, Israel, Morocco, Pakistan and the Philippines — 
absorbed about 90 per cent of the total IBRD and IDA loans to manu- 
facturing sectors of developing countries. Thus the benefits of the average 
annual commitments to manufacturing in developing countries in the 
1960's, amounting to nearly $ 100 million, were restricted in terms of 
the number of qualifying countries. This suggests that the potential 
activities of these increasingly favoured multilateral lending agencies 
might be considerably enlarged if they were to engage in geographically 
more extensive operations in the manufacturing sector of developing 
countries. In addition to the direct provision of funds for industry in 
developing countries, the IBRD has been active in many other directions, 
including the encouragement of the international flow of private capital 
through the formulation of a convention on the settlement of investment 
disputes; attention to a multilateral scheme for insuring foreign invest- 
ments against other than normal business risks; and bolstering the activ- 
ities of the other agency of the Bank Group, the International Finance 
Corporation.'1 

The International Finance Corporation started its second decade 
of activities in 1966 with potential resources of more than $ 500 million." 
In furthering its prime purpose of encouraging economic development 

" See Annual Report, World Bank and IDA, 1965-1966. 
M This paragraph it baaed in part on Annual Report, 1965—1966, International 

Finante Corporation, Washington, D.G. 
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by helping to promote the growth of the private sector of the economies 
of member countries, particularly in the less developed areas, the I FC 
undertook commitments in its first decade, through equity as well as 
long-term loans, of $ 173 million to 100 enterprises related to manufac- 
turing in thirty-four countries. Four fifths of the investment in identifiable 
manufacturing sectors was directed to heavy industries in this order of 
magnitude: iron and steel, pu'p and paper, construction materials and 
chemicals. The major part of the investment in the light industry sector 
was allocated to textiles, with the remainder going to food industries. 
These activities reflect an attempt to focus on situations where some 
economic priority can be identified, where the IFC — through its partic- 
ipation can expect to help in the development of local capital markets 
and where the prospect of profitability is sufficiently attractive to bring 
in private investors. It is estimated by the IFC that, up to mid-1966, 
other investors had provided nearly $ 4 for every $ 1 invested by IFC. 
Many of the enterprises that IFC has helped to finance are joint ventures 
by local and foreign investors, ventures which are particularly valuable 
in countries where local entrepreneurial skills are still embryonic. The 
IFC has also provided support for private development finance companies. 
By mid-1966 the IFC had invested some $ 14 million in a number of 
development finance companies. With this base of share capital and 
with substantial loan funds, these companies were able to undertake 
operations amounting to a cumulative total of more than 100 times 
the IFC investment, chiefly in a wide range of manufacturing in- 
dustries. 

The fact that the total flow of private capital to developing countries 
from developed countries has increased in recent years at a much more 
modest rate than the total flow of official financial resources is regrettable 
from the standpoint of the industrialization efforts of developing countries, 
for there is a greater propensity on the part of foreign investors to seek 
opportunities in manufacturing rather than in other sectors. In varying 
degrees, depending on the policies of the donor countries, foreign official 
capital has assumed significant responsibilities for non-project assistance, 
for extension of technical assistance and for development of the economic 
and social infrastructure of developing countries. The options open to 
foreign private capital, whose deployment is necessarily governed by criteria 
of profit and risk, have been somewhat different. The changing over-all 
magnitudes of flows to all destinations have been related to the relative 
profitability of domestic opportunities. Further, the external flows to 
developing countries have been influenced by alternative possibilities 
in other developed countries. Finally, the orientation of private capital 
towards the manufacturing sector of developing countries has been 
connected with the attraction of capital to other sectors of developing 
economies, especially the extractive sectors. Given the level of the total 
flow of foreign private capital to developing countries, there is no doubt 
that its option for the manufacturing sector as against other activities in 
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TABLE 69. FOREIGN PRIVATE DIRECT INVESTMENT (NET) IN DEVEL- 
OPINO COUNTRIES,* FROM ALL SOURCES, 1956-1964 

(Million dollars, annual avtragi) 

1956-as» 

Puerto Rico  72 
Brazil      191 
Israel  18 
Argentina  124 
Mexico  108 
Malaysia  
Nigeria  51 
Iran  22 
Rhodesia and Nyasaland, Fed. of .  .  . 47 
Trinidad and Tobago  
Oiik  *5 
Surinam  6 
Tunisia  1 
Panama      12 
Pakistan  4 
Sierra Leone      

China (Taiwan)  8 
Libya  - 
Thailand  3 
Colombia  4 
Cost» Rica  4 
Bolivia  U 
Ethiopia  4 
Guatemala  15 
Malta  7 
Ecuador      » 
Indonesia  3 
El Salvador  -1 
Nicaragua  2 
Saudi Arabia  -»« 
nfrit—  --•• 
Off*»  
  2 

Dominican Republic  € 
Uruguay     8 
Pw  7f 
Ivory Gaajt « • 
Korea» Rop. of  "•* 
Viet-Nam, Rep. of  -1 
Haiti  
Ceylon  — • 
United Arab Repubik  -41 
  -I 
  • 

lf$0-!Hi 

157 
118 
99 
98 
97 
86 
84 
75 
47 
41 
31 
18 
17 
15 
15 
15 
14 
12 
11 
11 
11 
10 
9 
9 
8 
7 
7 
7 
6 
5 
S 
4 
4 
S 
S 
S 
2 
2 
I 
1 
1 
1 

-t 
-I 
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Honduras . 
Burma    .   . 
Philippines 
Iraq   .   .   . 
Venezuela . 

1956-1959 I960- 1964 

.    .   .          -1 -2 

.  . .          2 -5 

.  . .         40 -8 

.  . .         20 -25 

.  .  .       426 -103 

Scum: United Nation« Industrial Development Organization baaed on individual 
country itatemenu in International Monetary Fund, Bo/«*<« of PmymaiU Yutrbtk, various 
volumes. In some cases data do not refer to all yean itated in heading. See basic sources 
for detailed notes. 

• Countries ranked in order of sise of receipt of net private direct investment, in 
million dolían, in I960—1964. 

developing countries has been proportionately greater than that of of- 
ficial financial resources. Even though the total of private capital flows 
has been considerably smaller than the total of all official flows to devel- 
oping countries, the dollar level of allocations directly and specifically 
to manufacturing in these countries from these two sources have been 
of the same broad magnitude. However, since this magnitude represents 
only a small part of the total investment requirements for manufactur- 
ing in developing countries, consideration of incentives to promote 
further private foreign investment in the manufacturing sector of devel- 
oping countries is therefore an important matter. Examination of recent 
trends in foreign private capital directed to manufacturing is limited 
below to two of its major components, direct investment and private 
export credits. 

Foreign private direct investment from the developed market econ- 
omy countries, members of DAC, that is directed to all sectors in devel- 
oping countries declined from an annual average flow of $ 2.05 billion 
in 1956-1959 to $ 1.70 billion in 1960-1964 but, as shown in table 63, 
subsequently expanded to $ 2.42 billion in 1965. These flows accounted 
for 29, 19 and 23 per cent of the total flow of foreign financial resources 
to developing countries in the respective periods. This development 
reflected the irregular flow of new funds from developed countries. 
Reinvested earnings, which by 1965 accounted for more than one third 
of direct investment, displayed more regular pattern of expansion. For 
individual countries, detailed data on the distribution of this private 
direct investment allocated specifically to the manufacturing sector 
in developing countries are not available, but it will be recalled from 
table 64 that the different developing regions have tared very differently 
as recipients of private direct investment for all sectors. In this connexion, 
Latin America has been the most favoured, and Asia the least favoured 
region. Considered at the country level, this uneven distribution of re- 
ceipts of such resources for all sectors can be shown by the fact that in 
1960—1964 only eight out of forty-four developing countries which 
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had some inflow of private direct investment (net) for all sectors of 
their economies absorbed as much as two thirds of the total receipts of 
these forty-four countries (see table 69). While the average annual net 
inflow of total private direct investment of the top eight countries into 
all economic sectors was about $ 100 million, the average annual inflow 
for the remaining countries was closer to $ 12 million. An additional 
eight countries experienced some degree of outflow of private direct 
investment during this period. A further aspect of the impact of such 
investment by developed market economies on individual developing 
countries relates to the high degree of instability of these receipts in the 
course of time. Between 1956—1959 and 1960—1964, in the case of 
about one half of the developing countries considered, the average annual 
rate of net inflow of the total of all private direct investment into all 
their economic sectors either increased by more than 25 per cent or 
declined by more than 10 per cent. The following review of recent tend- 
encies in private direct investment specifically in the manufacturing 
sector of developing countries by four important capital-exporting 
countries might be considered against this general background. A review 
of investment decisions by foreign private investors in the Federal 
Republic of Germany, Japan, United Kingdom and the United States, 
which together accounted for two thirds of the total private direct in- 
vestment by developed market economies in developing countries in 
the early 1960's, suggests that between one quarter and one third of the 
total of foreign private direct investment in developing countries has been 
directed to the manufacturing sector. 

United States private direct investment in the manufacturing sector 
of developing countries increased at an average annual rate of 12 per 
cent between the latter half of the 1950's and the first half of the 1960's, 
with the average annual dollar flow rising from $ 148 million to $ 263 
million (see table 70). The more dynamic source of finance for this 
expansion was an increase in net capital outflow from the United States, 
although the rate of growth of undistributed subsidiary earnings, which 
were the largest source of direct investment finance for this sector in 
1955—1959, was also as high as 9 per cent per annum. The beneficiaries of 
these injections of private capital into manufacturing were overwhelming- 
ly the countries of Latin America; United States investment in manu- 
facturing in Africa remained negligible, and investment in developing 
countries of Asia rose to only $ 30 millionter annum in 1960—1964. To 
obtain a perspective on the apparently encouraging annual rate of growth 
of 12 per cent in the private direct investment by the United States in 
manufacturing in developing countries, it may be noted that similar 
United States investment flows io manufacturing in other developed 
countries, which in the late 1950's was four times as large as flows to 
developing countries, expanded at a still faster pace of about 14 per cent 
annually. In other words, out of every 16 of increased United States 
investment in foreign manufacturing, approximately $ 1 was directed 
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to the manufacturing sector in developing countries. The attraction of the 
United States to manufacturing investment in other developed countries 
was probably more a reflection of a desire to participate in markets 
which were rapidly expanding in conditions of political stability than 
of a desire for necessarily higher rates of return on capital. 

Considering the United States investment in developing countries 
from another point of view, the fact that the allocation from the total 
of all United States private direct investment in developing countries 
to the manufacturing sector in these countries increased from 16 per cent 
in 1955-1959 to 39 per cent in 1960—1964 should not be misinter- 
preted. United States private direct investment in the non-manufactur- 
ing sectors of developing countries declined by almost one half between 
these periods but investment in these sectors in the second half of the 
1950's was particnlarly high, reflecting boom conditions and the after- 
math of the Suez crisis. The subsequent cyclical decline, as large invest- 
ments in extractive industries were completed, occurred while the trend 
to investment in manufacturing continued upward. However, the United 
States remains dependent on imports for many raw materials ; continuing 
investment in overseas petroleum and metal mining, which has often 

J yielded relatively high rates of return on capital, is to be expected. On 
I the other hand, a continuing increase in investment in manufacturing 

in developing countries will depend on increasing profitability which 
is sometimes affected at present by small internal markets and a lack 
of adequate supply of local skilled and semi-skilled labour and by periods 
of financial uncertainty in developing countries. It should be noted 
that, as in the case of manufacturing, reinvestments of undistributed 
earnings in other sectors were also more stable than those from new 
sources of capital outflow. Consequently, as shown in table 70, the share 
of all investment from new United States capital to developing countries 
that was directed to manufacturing rose from 12 per cent in 1955—1959 
to 41 per cent in 1960-1964. 

Private direct investment by the United Kingdom in manufacturing 
of developing countries has stagnated in recent years. This has resulted 
in part from general balance-of-payments problems of the United 
Kingdom, from political changes in parts of the Commonwealth and 
from vigorous growth in other developed market economies. Despite 
a traditional interest in overseas investment, especially in the sterling 
area, the United Kingdom has been compelled to restrain, through 
direct and indirect measures, capital outflow subsequent to periods of 
current account balance of payments deficits. The United Kingdom 
balance on goods and services was adverse in 1960 and 1964 to the 
extent of some $ 500 million and $ 600 million, respectively. In addition, 
there has been less desire on the part of some private investors to establish 
or enlarge plants in some of the areas of the Commonwealth in which 
political status has changed. This influence was evident in the early 
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1960's, for example, in the sharp decline in outflow of private direct 
investment from the United Kingdom which was sometimes replaced 
by a net inflow, to the former Federation of Rhodesia and Nyasaland, 
to Malaysia and to Ghana. A further development promoting a shift 
away from developing countries was the aim of United Kingdom inves- 
tors to participate profitably in the recent vigorous economic growth 
of western Europe, including investment in industries within the bound- 
aries of the European Common Market. Private direct investment by 
the United Kingdom to all economic sectors in western Europe attained 
an average annual level of some $ 143 million in 1962—1964 as against 
some $ 57 million in 1958-1960. 

TABLE 71.  UNITED KINGDOM: PRIVATE DIRECT INVESTMENT« IN MANUFACTURING* AND 
IN OTHER SECTORS, IN DEVELOPING AND DEVELOPED REGIONS, 1958 - 1964 

(Million dollars, annual average) 

¡958 1959 I960 1961 1962 1963 1964 

Developing countries 124 
Manufacturing       54 
Other sectors       70 

Developed countries 278 
Manufacturing 174 
Other sectors 104 

Total 402 
Manufacturing 228 
Other sectors 174 

Sèma: United Nation! Industrial Development Organization bated on data in United Kingdom Btmti »f 
7"r*fc jWaai, 6 October 1961, 7 August 1964, 2 April 1965 and 10 June 1966. 

•Iti» important to note that these data exclude investments in oil companies and, before 1963, in insurance 
companies. 

* Data given in the basic sources do not permit a complete breakdown of total manufacturing investment into 
the two regions shown in this table. The tentative estimates shown in the table are based on an arbitrary breakdown 
of the published data on investment in manufacturing in the overseas sterling area into the developed and the devel- 
oping regions of this area. 

Although there is no official published estimate of the recent trend, 
it may be estimated that between 1958 and 1964 there was a lack of 
increase in United Kingdom private direct investment in manufacturing 
in developing countries (see table 71). From an estimated annual level 
of some $ 90 million in 1958—1960, there was a possible decline in the 
flow of United Kingdom private direct investment in manufacturing 
in developing countries to about $ 84 million in 1962—1964. Since 
there were swings between balance-of-payments surpluses and deficits 
in these years, this development cannot be assumed to reflect a trend. 
The lack of an increase in United Kingdom private direct investment 
in manufacturing may have been partly attributable to changes in 

209 253 255 185 145 148 
96 124 109 98 66 88 
113 129 146 87 79 60 

324 447 378 400 555 587 
185 229 175 236 258 370 
140 217 202 163 297 217 

533 700 633 585 700 734 
281 354 284 335 324 458 
253 346 349 250 377 277 
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investments in the developing countries of the overseas sterling area, 
on the assumption that such changes roughly paralleled those in the 
developed countries of the area.63 Between these periods there was a 
definite decline in United Kingdom private direct investment in manu- 
facturing in Latin America and also in other countries not in the 
sterling area. The developing countries of the overseas sterling area 
probably remained the United Kingdom's favoured geographic location 
of investment in manufacturing in developing countries. Of the estimated 
total of these flows to manufacturing in developing countries in 1958 
to 1964, possibly up to three quaters was directed to such countries, 
with most of the remainder allocated to Latin America. 

In strong contrast to the lack of expansion in British private direct 
investment in the manufacturing sectors of developing countries, similar 
investments in developed market economies probably increased at a 
rate of some 10 per cent a year between 1958 — 1960 and 1962-1964. 
This showed an even stronger geographical re-orientation of total manu- 
facturing investment away from developing countries than that of the 
United States. It appears that as a result of these developments, less 
than one quarter of the recent flow of United Kingdom private direct 
investment in manufacturing was allocated to developing countries. 
Recent changes in the proportion of the total United Kingdom private 
direct investment to all sectors in the developing countries were somewhat 
favourable to manufacturing. The decline in such investment in non- 
manufacturing sectors other than petroleum and (before 1963) insurance 
was quite marked, falling from an annual average level of some $ 104 
million in 1958—1960 to some $ 76 million. United Kingdom invest- 
ment in oil and insurance has been important; it has been estimated 
that nearly half of the United Kingdom investment in developing 
countries was probably in these two categories. It should also be noted 
that, as in the case of the United States, about two fifths of all of the 
recorded direct investment abroad by the United Kingdom were 
financed from the undistributed profits of subsidiaries. 

The role of some other developed market economies in private 
direct investment in manufacturing in developing countries was con- 
siderably more important than might be suggested by their relatively 
smaller (than the United States and United Kingdom) total of private 
direct investment in all sectors of all foreign countries. Over the post-war 
years, only about 7 per cent of total United States foreign private invest- 
ment was directed to the manufacturing sector of developing countries, 
and the allocation by the United Kingdom was probably closer to 
14 per cent. In the cases of the Federal Republic of Germany and Japan, 
whoae total overseas flow during the post-war period was inhibited by 
heavy investment requirements for domestic reconstruction and develop- 

M See table 71, footnote b. 
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ment, the relative emphasis on investing in manufacturing in developing 
countries was closer to 28 per cent. In Japan, this higher concentration 
reflected a general tendency to concentrate investments in developing 
countries in order to help secure raw materials for import, as well as 
to manufacture in these countries. The total of all overseas private invest- 
ment by Japan in all forms — defined in this case as including portfolio 
investment, loans, direct overseas enterprise operations and branches — 
increased by about 27 per cent per annum from 1955 to 1964. By 1965 
the rate of total investment flow was some $ 155 million to $ 160 million. 

TABLE 72. JAPAN: OVERSEAS INVESTMENT« IN MANUFACTURING AND IN OTHER SECTORS, 
IN DEVELOPING AND IN DEVELOPED REGIONS, CUMULATIVE POSITION FROM 
APRIL 1951 TO END MARCH 1965 

(Million dollars) 
» ———___________________ 

! Dmltpint countries 

—*•»" tr.:,.. Asia and        cousUrits ??*£? Told 
TtUl Ammca AfrU* MM, East 

Maruifacturini       280 179 10 91 80 360 
Î                      Food        25 3 1 20 4           29 

Textiles        60 34 7 20 1            61 
Chemicals          7 1 — 6 6            13 
Iron and steel   ....       62 50 1 11 0           62 
Machinery        76 69 — 8 4           81 
Electrical engineering  .94 — 6 1             10 
Other»        40 18 1 22 64 104 

Other actors*       388 89 1 298 169 557 
Total     668 268 11 389 249 917* 

Stmt: Baaed on data from the relevant Issues of the Japanese Ministry of International Trade and Industry, 
Carnai Statu ami Pnkkms */ Ecamamtk C» tptratmt. 

• Excluding branch investment. 
» "Other productive investment" which hat been arbitrarily included under "manufacturing". 
• Refers to agriculture, forestry and Asherias; mining and. commarciai investment. 
« The data in the tabic retar to the cumulative position at the end of fiscal 1965. Data on flows, shown in same 

source, but including branch investment, are m fellows (million dollars, annual averages for fiscal years ending in 
March of year shown): - 1952 to 1954: 4.4; 1955 to 1959: 25.6; I960 to 1964: lièi; 1965: 155.0. 

Of the cumulative total of all private direct overseas investment by 
Japan, amounting to between $ 900 million and $ 1 billion in 1951- 
1965, close to 31 per cent was directed to the manufacturing sector in 
the developing countries (see table 72). Most of this investment was 
mainly in the form of portfolio holdings, rather than loans. It centred 
on Latin America (especially Brazil), which has a sizable Japanese 
community, and on South-East Asia. Japan invested almost two dollars 
in the former region for every dollar in the latter region. Investments 
in South-East Asia faced various political problems as well as less 
attractive rates of return. The principal element in the comparatively 



206 INDI'SI KIAl    llIVI.Iltr'MI.M   SIKVIY 

small investment eilbrt made in india was related to the promotion oí 
imports from Japan. The bulk of" manufacturing investment in developing 
countries was concentrated fairly evenly in three sectors of manufactur- 
ing: textiles, iron and steel, and machinery. Investment in the manu- 
factured food sector was smaller, and was still smaller in the chemical 
and electrical machinery sectors. 

In contrast with the United States and the United Kingdom, 
investment by Japan in manufacturing in developing countries was three 
to four times as large as its manufacturing investment in developed 
countries, of which the bulk was allocated to North America. More in 
harmony with the experience of the United States and the United 
Kingdom, the cumulative total of private direct investment by Japan 
in developing countries was concentrated to a greater extent in non- 
manufacturing sectors than in manufacturing. In fact, a larger amount 
was invested in mining alone than in manufacturing as a whole in this 
region. Investment in raw material industries abroad was designed to 
secure a flow of raw materials imports at attractive prices into Japan. 

The private direct investment effort of the Federal Republic of 
Germany also started in the early 1950's. It has expanded rapidly, 
as gauged by the fact that the book value of all direct investments 
abroad at the end of 1965 was three to four times as large as at the 
beginning of the Development Decade. The pattern of investment of 
the Federal Republic of Germany was unique. Although it has been 
concerned primarily with activity in other developed countries, almost 
seven eighths of the investment in developing countries was directed to 
manufacturing. It first became possible to resume German private 
direct investment abroad in 1952, but the limited degree of initial 
progress was related to the strong attraction for domestic savings of 
opportunities for home investment in domestic and export industries. 
Private direct foreign investment expanded when favourable conditions 
regarding balance of payments and foreign exchange reserves permitted, 
with the stimulus of tax privileges, official guarantees etc., and when 
other difficulties of a political and psychological nature abated. However, 
even when allowance is made for the conservative nature of the estimated 
recent book value of direct investments abroad, which inter alia excludes 
reinvestment of undistributed earnings, the size of Germany's overseas 
investment has been relatively modest. It is several times smaller than 
the book value of United Kingdom overseas investment and more than 
twenty times smaller than that of the United States. 

The book value of direct investment abroad by the Federal Republic 
of Germany at the end of 1964 indicated that, of a total investment 
of $ 1.81 billion, about one quarter or $ 0.46 billion represented invest- 
ment in the manufacturing sector of developing countries, chiefly in 
heavy industry (see table 73). About one half of the total manufacturing 
investment in developing countries was directed to such metal products 
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ment in their manufacturing sector at a faster rate than in other sectors. 
Thus, while the growth rate of investment in manufacturing may have 
been of the order indicated above, the average annual rate of growth 
of total investment in developing countries as a whole was little more 
than 5 per cent in 1955—1964. But it would appear from the table 
that there was little uniformity in the pattern of investment growth 
among the major sectors of the economy (manufacturing, primary 
products, infrastructure etc.) of different developing countries. There 
was perhaps a greater association between the rates of investment growth 
in manufacturing and in primary products than between the correspond- 
ing rates in manufacturing and the remainder of the economy, i.e. 
infrastructure, commerce and services. This might suggest that the 
interdependence of different economic sectors was perhapf greater in 
the commodity production sectors than the interdependence of other 
sectors and the infrastructure and other sectors. This contrast was 
observed also, to a limited extent, in sectoral growth rates of output, 
shown in chapter I. However, where the primary product sector was 
heavily engaged in production for direct export — rather than for 
export after processing — the degree of relation in investment and output 
between the manufacturing and primary product sectors was less notice- 
able. Apart from this, the growth of investment in manufacturing did 
not appear to require a unique strategy of specific sectoral investment 
in all developing countries. To the extent that there was a meaningful 
tendency for the rate of investment growth in manufacturing to be 
associated with the rate of investment growth in all other sectors com- 
bined, it may be inferred that, although detailed development problems 
are specific to each developing country, investment growth in manu- 
facturing has fared better where the over-all economy has been receptive 
to higher growth rates of investment. 

As a result of relative changes in investment growth in manufactur- 
ing and in the rest of the economy, the investment claims of the manu- 
facturing sector have undoubtedly increased in the past decade. While 
recent investment in the manufacturing sector has accounted for only 
about one tenth of total investment expenditures in a few of the coun- 
tries shown in table 56, and somewhat more than that in other countries, 
the investment in the manufacturing sector ranged, in most cases, 
between about one fifth and one quarter. Taking into account the 
relative importance of the total investment allocations of these individual 
countries, it may be estimated that in this group of countries, the average 
share of total investment absorbed by manufacturing industries was 
close to 18 per cent. It is to be expected that the increase in ready 
available comparable country data, from national accounts, on current 
capital formation by major economic sectors will, in the future, provide 
a better basis for consideration of international policy. The respective 
contributions by the public and private sectors to manufacturing invest- 
ment are indicated below. 
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Although governments of most developing countries have long 
recognized their responsibility for facilitating productive investment in 
the manufacturing sector, heavy direct investments have generally not 
been made. Indeed, public investment in manufacturing, in relation 
to total public investment throughout the economy, has generally been 
much more modest than the relative contribution of all investors, as 
indicated above. This measure is only one of the four aspects of the 
direct role of the public sector in manufacturing that are reviewed below 
for the purpose of establishing a fuller perspective. These aspects are: 
(a) total public investment in all sectors in relation to total investment 
in all sectors; (b) public investment in the manufacturing sector in 
relation to total public investment in all economic sectors; (c) the re- 
lative emphasis of public investment within the manufacturing sector, 
e.g. investment in food, metals and other industries ; and (d) the relation 
of public investment in manufacturing to total investment in manu- 
facturing. 

With regard to (a), a striking aspect of the growth of total invest- 
ment in developing countries in recent decades has been the vigour 
with which the public sector has increasingly participated in relation 
to the private sector. However, while this process has been widespread, 
it has by no means been universal. This is because the practical problems 
facing individual developing countries, as well as their economic philos- 
ophies, have been extremely diverse. Further, available evidence does 
not permit a generalization to the effect that public investment in all 
developing countries has acted either as a substitute for or as a comple- 
ment to private investment. As illustration of the generally increasing 
role of the public sector in total investment, it should be noted that 
in some countries this sector accounted for about 20 to 50 per cent 
of total investment in all economic sectors in the early 1950's, while 
by the late 1960's the contribution of the public sector was expected îo 
be more than 60 per cent, as indicated by their national economic 
plans. In other developing countries, the corresponding participation 
of the public sector in total investment was in the range of 20 to 40 per 
cent in the early 1950's, and was anticipated to be more lhan 40 per 
cent by the late 1960's. It appears that the rate of growth and the level 
of direct participation of the public sector was generally greater in the 
less developed countries of Asia and Africa than in Latin America.34 

Subject to the differences noted above, it may be speculated that, for 
developing countries as a whole, the extent of participation of their 
public sector in total investment has expanded from about 25 — 35 per 
cent in the early 1950's to 45—55 per cent in the late 1960's. 

With regard to (b) above, while the indicated direct participation 
of public authorities in total investment may often be considered as 

M The estimates in this paragraph and following paragraphs are based partly 
on data given in the United Nations World Economic Sunup for the years 1959 and 1964. 
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substantial, the share of public investment currently directed to manu- 
facturing is often less than ont fifth of the total and in many countries 
is less than one twentieth. As exceptions, the allocation to manufacturing 
in Ceylon, India (including mining) and the United Arab Republic 
was expected to be in the range of 20 to 30 per cent from the mid-1960's 
to the end of the decade. The extreme diversity of country experience 
in this aspect of public investment, i.e. in the share allocated to manu- 
facturing, has been governed both by expediency and by principle. While 
on grounds of principle a few developing countries have variously 
emphasized the role of the public sector in manufacturing, including 
the nationalization process, some other developing countries have not 
indicated a preference for either public or private involvement. Further, 
it is suggested that the vast majority of developing countries prefer 
to rely in principle on the private sector for development of manu- 
facturing industries.35 Otherwise, the degree of the public sector's direct 
involvement in manufacturing has often been influenced by the inade- 
quacies of private enterprises in manufacturing in many developing 
countries. These may relate to inadequacies in general entrepreneur- 
ship, in the availability of investment fund% in the ability to generate 
and re-invest sufficient profits, in the ability to marshal appropriate 
production factors and technology etc. Despite this consideration, the 
public sector in developing countries has generally been impelled to 
allocate its investment funds to the vital sectors of agriculture, basic 
facilities of power, transportation and communication, and services. 
While the last two sectors have generally absorbed more public invest- 
ment than agriculture, the obvious claims of the agricultural sector 
have often led to larger allocations of public investment to that sector 
than to manufacturing. 

With regard to (c), with limited resources, the pattern of public 
investment in manufacturing has clearly favoured heavy rather than 
light industries, i.e. industries which are sometimes considered as strategic 
in facilitating the industrialization process and general economic develop- 
ment. Thus, as suggested by tables 57 and 58, the industries manufactur- 
ing chemicals, chemical products and petroleum products have been 
most prevalent in attracting public investment; among these, many 
fertilizer plants have been promoted by the public sector, and in addition, 
there has been widespread participation in investment in manufacturing 
two basic products, cement and steel, as well as in the production of 
machinery and other metal products. From the meagre statistical data 
in tables 57 and 58, it appears that developing countries have tended 
to allocate to light industries only a small part of their funds for manu- 
facturing. Where investment in light industry was undertaken, it was 

» See Policies and Plans of Developing Countries Regarding the Public Sector in Manu- 
facturing Industries, a paper prepared for the International Symposium on Industrial 
Development (document ID/CÓNF.1/B.13), 11 May 1967. 
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domestic savings the better its possibility for growth will be, given the 
inflow of savings from external sources and given its specific relation 
between investment and growth. To this statement must be added a 
qualification that increases in certain types of consumption are vital 
for economic growth, and some categories of investment are not as 
essential as others.  Developing countries did not achieve a general 
growth in the level of domestic savings in relation to the growth of their 
gross  domestic  product in   1955-1964.  Although  on  an  optimistic 
appraisal of data it may be possible to characterize the general tendency 
of domestic savings over the decade as a slow inching forward, a more 
sober view suggests a general lack of progress in mobilization of such 
savings. As shown in table 62 in the previous section, the proportion 
of gross domestic product allocated to domestic savings in almost one 
half of the twenty-three developing countries listed in the table remained 
virtually unchanged between the second half of the 1950's and the first 
half of the Development Decade. Between these periods, there were in- 
creases in domestic savings equivalent to about 2 per cent of gross 
domestic product in four other countries, but there was a decline in 
savings of a broadly comparable magnitude in seven other developing 
countries. On the other hand, while only one country in the restricted 
sample experienced a much larger decline in domestic savings accumu- 
lation in relation to gross domestic product, an increase in their level 
of savings equivalent to about 5 to 6 per cent of gross domestic product 
was achieved in the three remaining countries listed. 

As a consequence of these developments, the level of domestic 
savings alone attained in most developing countries in the first half 
of the 1960's remained below the level deemed necessary for achievement 
of the minimum target of an annual rate of growth of 5 per cent in 
national income which the General Assembly established for the Develop- 
ment Decade.66 Thus, in only seven of the twenty-three developing 
countries listed in table 62 was the resulting level of domestic savings in 
1960—1964 above 15 per cent of gross domestic product. Further, in 
almost half of the sixteen countries with a lower savings achievement, 
the level was not more than 10 per cent, or two thirds, of the 15 per 
cent level. The level of 15 per cent of gross domestic product is used 
as a dividing line since, assuming an incremental capital-output ratio 
of 3, such a level of savings would be required for the achievement of 
a 5 per cent annual growth of gross domestic product. For most develop- 
ing countries, an annual growth of 5 per cent in per capita GDP would 
in fact demand a higher level of savings. Although the actual situation 
was somewhat less dismal in a number of countries because of the strategic 
addition of foreign savings, no simple equation should be made between 
domestic and foreign savings inter alia because of the generally greater 
instability of receipts of foreign savings. 

*• General Assembly resolution 1710 (XVI), para. 1. 
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The difficulty that developing countries face in expanding their 
accumulation of domestic savings is well known. These countries, for 
the most part, have a low per capita income, and expenditures on con- 
sumption necessarily absorb the greater part of this income. However, 
as income rises, the possibility of savings increases. It has been suggested, 
for instance, on the basis of a cross-country statistical regression cal- 
culation, that as per capita income in developing countries has risen from, 
say, $ 100 to $ 300 to $ 500, the diversion of total income to savings 
on a per capita basis has increased from $ 15 to $ 28 to $ 60, respectively.67 

The specific domestic savings of a developing country, however, have 
been influenced by many other variables, and the role of foreign trade 
in a developing country has been one of the most vital. Improvement 
in the position of export earnings has tended to have a closely related 
and positive influence on changes in domestic savings of a developing 
country owing to the influences of export earnings on both private 
income and government revenue." In addition, the greater the degree 
of inequality of income distribution — other things being equal — the 
greater the possibility of a higher domestic savings performance. How- 
ever, it is a matter of some importance whether the savings of some 
higher income groups are expatriated or whether, staying within the 
developing country, they are allocated to non-productive investment. The 
distribution of lower income groups between the subsistence sector and 
the urban sector is another factor affecting the general accumulation 
of savings, since the propensity to save in these two sectors undoubtedly 
differs. Still further influences are the degree of efficiency of financial 
institutions, and the relative importance and policies of the corporate, 
household and governmental sectors. The savings pattern of these income 
sectors, in terms of depreciation, corporate net savings, household savings 
and government savings, will now be reviewed. 

Of the sectors contributing to domestic savings in developing coun- 
tries, the most important sources have generally been the depreciation 
and net savings of private enterprises and corporations. As suggested 
by table 75, in 1960—1964 these two sources generally contributed 
between one third and two thirds of the total domestic savings in develop- 
ing countries. Only in Chile, Panama and the Republic of Viet-Nam 
was the relative contribution higher than two thirds, and only in Malaysia 
was it lower than one third. Although in aggregate terms there has 

•7 See The MoMUation oj Internal Resources by the Developing Comities, (UNCTAD 
document TD/B/C.3/28). The relationship for 31 developing countries in 1960 between 
p$r capila groa domestic savings (S) ana per capita gross domestic product (Y), with 
units in thousand dollars, given in the sources is: 

S = 0.0144 - 0.0207 Y + 0.2233 Y». 
The R* of this relation was 0.813, i.e. over 80 per cent of the savings variations among 
the developing countries are explained statistically by the rise in per capita gross do- 
mestic product. 

•• This point emerges clearly from a study on the mobilization of domestic savings, 
in United Nations World Economic Survey 1965, Part I (Sales No.: 66.U.C. 1). 
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not been a systematic relation among developing countries between 
these two elements of savings of the enterprise sector, it is possible that 
at the disaggregated level, i.e. for individual corporations, there may 
have been legal and economic influences which variously produced 
either a complementary or substitute relation between depreciation and 
net savings of private enterprises and corporations. Almost without 
exception, depreciation has been the more important of these two 
elements. It accounted for between one quarter and one half of the total 
of domestic savings in the majority of countries considered. Consequently, 
domestic savings for net investment were often relatively modest. The 
relative contribution of corporate net savings was much more diverse 
in developing countries, ranging in most instances from 5 to 25 per cent 
of total domestic savings. While there was no general movement in 
either direction in the relative contribution of depreciation to total 
domestic savings between 1955-1959 and 1960-1964, the role of 
corporate net savings has grown in the majority of cases. 

In addition to being a major contribution to the total of all domestic 
savings within the economy, depreciation and net corporate savings 
have also constituted the dominant element in the accumulation of total 
savings by industrial and other corporations for use as fixed and other 
investment purposes. Such self-financing is important because it is the 
most direct means of capital formation by industry and other corporations 
and because it facilitates their maturing into more economic units and 
at the same time puts them in a position to assume greater risks. It is 
also especially important in enabling smaller firms to expand on the 
basis of tested viability. The experience of developed countries with 
self-financing is not very different. In Canada, the Federal Republic 
of Germany, the United Kingdom and the United States, for example, 
it accounted for close to 70 per cent of the total capital required by 
corporations." Although incomparability of definitions introduces some 
error, it appears from table 76 that self-financing from retained profits 
and depreciation accounted for between two fifths and two thirds of 
the capital needs of corporations in the eleven developing countries 
examined. The country sample is too small, however, to permit broad 
generalization regarding the changing role of self-financing by enterprises 
over time. 

Where corporations in developing countries find it difficult to tap 
external sources for their capital needs, governments clearly have the 
responsibility of facilitating the self-financing process of industry. In 
addition to the general task of encouraging a good business climate, 
much can be achieved through detailed fiscal measures, including 
provision for accelerated depreciation and total or partial tax holidays, 

» Sec Domestic Financing of Industrial Development, a paper prepared for the Inter- 
national Symposium on Industrial Development (document ID/CONF. 1/7). Thi« 
paper was used extensively in preparation of the present section. 
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which are believed to be particularly effective with regard to undistrib- 
uted profits of corporations capable of using them for plant expansion. 
Where inflationary tendencies have been significant, the special need 
arises for depreciation allowances to cover the replacement cost rather 
than original costs of capital. Such tax incentives have been more mean- 
ingful in situations of reformed rather than "relaxed" tax administrations 
and have been recognized as having the potential of contributing to 
over-all growth even though temporary sacrifices in government revenue 
and savings may be involved. 

Another major source of domestic savings, although at present 
generally less important and somewhat more remote than corporate 
savings f om the industrial sector, is the household sector which includes 

TABLE 75.   DOMESTIC FINANCING OF GROSS DOMESTIC CAPITAL FORMATION,- DEVEL 
OPING COUNTRIES, 1955 —1964 

(Percentages of gross domestic capital formation) 

Ptmd 
ftrtkt 

Smug 

priott 

Barbados» 1955-1959 13 
1960-1964 16 

Bolivia 1958-1959 69 
1960-1964 48 

British Guiana 1955-195Ò 18 
1960-1963 27 

Burma" 1955-1959 31 
1960-1963 35 

Chile 1955-1959 91 
1960-1964 72 

China (Taiwan)" .   .  .  .1955-1959 35 
1960-1963 32 

Colombia 1955-1959 49 
1960-1963 48 

Costa Rica      1955-1959 28 
1960-1963 32 

Ecuador* 1955-1959 30 
1960-1964 32 

Guatemala      1955-1959 34 
1960-1962 44 

Honduras« 1955-1959 39 
1960-1963 38 

Tamaica/ 1955-1959 29 
1960-1964 36 

Korea, Rep. of»    .  .  .   .1955-1959 44 
1960-1964 40 

Malaysia« 195J-1959 40 
1960-1963 28 

Panama» 1955-1959 45 
1960-1964 47 

15 
5 

-1 
8 
9 
14 
12 
16 
15 
24 
30 
15 
25 
14 
21 
12 
30 
32 
27 
18 
6 

14 
10 
27 
34 

40 
10 
22 

25 
19 

-12 

8 
7 

-3 
4 
60 
23 
6 
7 
10 
14 
6 
8 
13 
15 

9 
16 
14 
24 
5 
17 

1 
22 
42 

3 
-7 
-3 
6 
33 
34 
50 
39 

-62 
-46 

21 
40 
18 
7 

17 
18 
17 
10 

-17- 
-14- 

31 
41 
10 
20 
11 
-1 

34 
-35 
-40 

Tft 
évmatic 
juumcins 

56 
33 
53 
62 
68 
82 
90 
94 
89 
77 
91 
93 
102 
83 
73 
71 
91 
88 
78 
76 
85 
94 
67 
90 
86 
90 
145 
104 
41 
72 
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Period 

Provision 
far the 

consumption 
of fixed 
capital 

Gtnrritl 
government 

Savin e 

Corporations, 
public and 

private 

Households 
etc. 

lolol 
dome st it 
financing 

Philippines** 1955-1959 52 22            29         -16 87 
1960-1964 42 16           20            28 106 

Puerto Rico* 1955-1959 31*            52 
1960-1964 29*           46 

Trinidad and Tobago  .   .1955-1959 34 13              6             17 70 
1960-1962 36 8              3            21 68 

Uruguay«» 1955-1959 31 13             13             30 87 
1960-1963 25 -1              9            50 83 

Venezuela 1960-1964 53 43              7            24 127 
Viet-Nam, Rep. ot    .   .   .1960-1964 48 -6            23            20 84 

Source: United Nations Industrial Development Organization based on data from the relevant issues of the 
United Nations Yearbook of National Accounts Statistics. 

• The total finance of gross domestic capital formation is obtained from the domestic sources as shown in the 
table and from foreign sources which latter is defined as equivalent to the deficit of the nation on current account. 
The percentage of the total obtained from foreign sources is equivalent to one hundred less the figure shown in the 
last column of the table. Component data in the table do not always add to total shown due to rounding and statisti- 
cal discrepancies. 

* Estimates from 1960 are not strictly comparable with those of previous years. 
« Corporate savings refer to public corporations only: private corporation savings are included in the house- 

hold account. .    .... 
• Corporate savings refer to private corporations only: savings of public corporations are included in govern- 

ment account. 
« Data on public corporate savings are not available and figures show:, refer to savings oí private corporations 

only. 
I No depreciation has been charged with respect to general government buildings, 
f See source for note on measurement of depreciation. 
* No estimates are made for depreciation of assets of government enterprises or general government. 

unincorporated enterprises — an important feature in developing coun- 
tries. Using the flow of savings in the form of corporate depreciation as 
a yardstick, household savings have tended to play a minor role in the 
accumulation of domestic savings, particularly in some of the countries 
subject to substantial inflation. In nearly half of the countries considered 
in table 75, household savings contributed less than 50 per cent of the 
volume of savings supplied by depreciation funds. On the other hand, 
in British Guiana, Burma, China (Taiwan), Honduras, Malaysia and 
Uruguay, the contribution of household savings in  1960-1964 was 
greater than depreciation. The present cross-country consideration of 
sectoral shares of domestic savings provided by households in 1960- 
1964 yields no correlation with income. However, between 1955-1959 
and 1960-1964, it was more generally the case that the relative con- 
tribution of households to total domestic savings increased. Apart from 
an improved provision and use of financial institutions, such expansion 
of household savings demand an extensive exercise in education, par- 
ticularly in rural areas. There still prevails in some developing coun- 
tries a tendency for many households to save in the form of jewellery, 
cattle, real estate or cash hoards, rather than in the form of financial 
asiiets related to productive investment in industry or other sectors. But 
perhaps more important is the creation of conditions in which savers 
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have confidence in the real return on their savings being positive and 
accompanied by minimum risk. 

There has been considerable diversity among developing countries 
as to the role of the central government as a contributor to the supply 
of domestic savings. In 1960—1964, for example, this role varied from 
one of dissaving, as in Uruguay and the Republic of Viet-Nam, to one 
of accounting for more than one third of the total accumulation of 
domestic savings, as in the Republic of Korea, Malaysia and Venezuela. 
However, in contrast to savings in the household sector, the relative 
contributory role of government savings in developing countries usually 
diminished in the course of the 1955-1964 period. 

This inability of fiscal regimes in a number of developing countries 
to increase revenues above the increasingly pressing current expenditure 
needs that face the government has proved difficult to remedy. While 
in some countries rising current expenditures of the government un- 
doubtedly involve lack of control over spending or excessive allocations 
for defence activities, it should also be recognized that current expendi- 
tures for health and education often represent a form of human invest- 
ment which is as necessary for long-term over-all economic and industrial 
development reasons as for reasons of social policy, and as necessary 
as conventionally defined "investment" of savings. The combination 
of these influences in recent years has resulted in an elasticity of current 
government expenditures in relation to gross domestic product of greater 
than unity, i.e. a rising share of government current expenditures in 
GDP, in three out of every four developing countries with the actual 
value of the elasticity measure having been as large as 1.5 to 2.0 in one 
out of every four of these countries.*0 

While elasticities of current revenue of governments in developing 
countries in relation to gross domestic product have tended in the 
same direction as those of current expenditure of government, i.e. they 
have also constituted rising shares, their values generally have not 
exceeded those of current expenditures. In terms of a broad general 
average, the share of gross domestic product absorbed into tax revenues 
in developing countries rcma;ns at about one half of the level now 
attained in developed countries. But an increase in government revenue 
in developing countries cannot be achieved by a simple prescription of 
better tax administration and collection, necessary as this is. In addition, 
there is a continuing íequirement to increase taxable capacity in develop- 
ing countries, a requirement which often involves recasting the whole 
tax structure with farther shifts from indirect to direct taxes. There has 
been a relative narrowing of the base for many indirect taxes, for example, 
as the relative importance of foreign trade in some commodities has 
somewhat diminished, and as it has been found useful to stimulate 

• Op. cit., The MobüuMim tf InUmd Rimrtts by tkt Dtvtkpmg Omtriês. 



222 INDUSTRIAI. DEVELOPMENT SURVEY 

domestic development by exemption from customs duties etc. of imports 
which support growth. However, in many countries there also exists 
a possibility of widening the indirect tax base on domestic trade, well 
beyond the classic purchase or sales taxes on salt, matches, rice, kerosene, 
electricity etc. But the substantial opportunity for progress lies in effecting 
continuous improvements and developments of the direct tax structure 
as soon as conditions in the developing economy permit, since these 
give greater potential for introducing a more progressive tax system. 

It should also be recognized that attempts to maximize government 
revenues  and savings may run counter to the general development 
objective of maximizing the total of domestic savings in the economy. An 
increase in government savings may simply offset, or even fail to offset, 
a related decline in savings in the taxed sectors. However, governments 
which are unable or unwilling to resort to borrowing on the capital 
market need to achieve a level of revenue and savings commensurate 
with their political responsibilities for indirectly or directly spurring 
industrial and general economic development. It has been suggested 
that in many instances today, this requirement could be reduced by 
greater insistence, for example, on seeing that public-sector enterprises 
that are now heavily dependent on infusions of government savings 
should,   alternatively,   improve  their  level  of self-financing through 
increased efficiency or through raising the level of their gross revenues. 
On the other hand, there have been clear and important instances 
where an increase in government savings has been at the expense of 
high consumption levels of the taxed sector. It may be recalled that in 
the early industrialization stages of some of the present developed coun- 
tries, government revenue and savings were enhanced when government, 
in effect, successfully achieved a significant income transfer away from 
high income-low savings classes and channelled such transfers into invest- 
ments for industrial and over-all economic growth. 

The role of financial institutions 

Financial institutions in developing countries can, and indeed must, 
play a constantly increasing part in facilitating the flow of domestic 
as well as of foreign savings for investment in the industrial sectors of 
their countries. The two elements involved in this role are to stimulate 
mobilization of savings from whatever source and to channel such 
resources particularly into industrial development. Financial institu- 
tions exist to attract domestic savings surplus to internal investment 
requirements from all sectors, including business and government, but 
a special responsibility attaches to them to attract household savings. 
Although it would be lacking in perspective to expect a maximum 
diversion of all of these mobilized savings specifically to investment use 
in the industrial sector, general development strategy might suggest 
that these financial institutions adopt policies geared to providing the 
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financial resources needed to make possible the implementation of 
realistic national industrial investment and growth programmes. The 
contribution that may be made towards these objectives by such financial 
institutions as commercial banks, development institutions, savings banks, 
contractual units, stock exchanges and government agencies is considered 
below. 

In sharp contrast to the institutional structure of most developed 
countries, a major responsibility for provision of investment funds for 
the industrial sector in developing countries lies at present with com- 
mercial banks.61 Ability to attract savings has depended to an important 
degree on the relatively well-established branch network of such banks, 
which allows access to ail classes of savers, both in rural and urban 
areas. The power of commercial banks to attract savings can undoubtedly 
develop more in conditions of political and monetary stability. Commer- 
cial banks can provide substantial further stimuli through increased 
publicity or, directly, by more extensive application of deposit guarantee 
provisions and by establishment of economic interest rates. Commercial 
banks in some developing countries have succeeded, by experience, in 
finding and utilizing the kinks in the supply schedule of savings, i.e. the 
levels of interest rates beyond which the availability of savings increases 
more rapidly with a given upward adjustment in interest rates. 

The natural major competitor of industry in seeking commercial 
bank loans is the commerce sector. Provided that there is a constantly 
updated and effective legal and administrative structure, there is much 
that commercial banks can do, and very often have done in some 
developing countries, to increase allocations to the industrial sector. Five 
avenues of approach may be mentioned. " First, loans to industry by 
commercial banks have been facilitated by central bank action in 
permitting preferential discount rates, longer maturity periods and larger 
volume quotas for the industrial paper of commercial banks than in 
the case of paper for commercial or other purposes. Second, government 
agencies have assisted in connexion with the same objective by more 
extensive provision of guarantees for loans to industry by commercial 
banks, including, for example, loans to export industries of developing 
countries. An improved government guarantee system has enabled the 
banks to liberalize the required credit standards for industrial borrowers, 
increase the types of risks involved, extend terms of loans, widen the 
range of industries served and include smaller-sized industrial clients. A 
third incentive to industrial loans by commercial banks has taken the 
form of lower reserve requirements for such loans or, alternatively, the 

" A detailed paper on Measures to inmost Commercial Bank Financing of Industry 
in Dtvoloptng Countrus by David Fritz was submitted to the International Symposium 
on Industrial Development (document number ID/CONF. 1/B.9). The following 
paragraphs draw on this paper. 

•» Ibid. 
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imposition of higher reserve requirements as a penalty for an inadequate 
industrial portfolio. Fourth, despite the liquidity problems involved, 
since many of their liabilities are payable at short notice, a number 
of commercial banks in both developed and developing countries have 
helped industrial borrowers by seeking to extend the duration of loans. 
This has been achieved, within limits, by extending a number of long- 
term industrial loans and, with repayment, by creating a revolving 
portfolio; extending longer-term loans through subsidiaries not subject 
to the strict regulations applicable to the commercial banks themselves; 
and  automatic  renewal or "roll over"  over shorter-term industrial 
loans. The fifth approach, involving co-operation with industrial develop- 
ment banks, has a considerable potential even at the simple level of 
exchanging credit information regarding industrial borrowers. A more 
important service, however, is that, since commercial banks are more 
specialized in attracting local savings and industrial development banks 
may be considered as more specialized in assessing the use of savings 
for industrial projects, commercial banks can channel funds to industry 
through low-interest loans to the industrial development banks. Or, 
both types of financial institutions can jointly participate in industrial 
loans, with the commercial bank concentrating on the medium-term 
tronchi, and the industrial development bank on the longer-term tranche. 

Some indication of the degree of success thus far attained by com- 
mercial banks in directing their loan portfolios towards industry is 
provided in table 77. It shows that, while in a recent year, generally 

TABLE 77.  SHARE OF TOTAL COMMERCIAL BANK LOANS EXTENDED TO THE INDUSTRIAL 
SECTOR. IN SELECTED DEVELOPING COUNTRIES,« 1960 AND 1964 

(Percentage of total loans) 

I960* ¡964* I960» I960 

India*  51 59 
Argentina  46 43 
Brazil  36 42 
Pakistan       34 36 
Mexico  33 35 
Colombia  24 30 
Olile«      29 
Syria  19 25 
Peru  27 24 

Guatemala        11 17 
Malaysia/       13 17 
Thailand       11 14 
East Africa   ....      18 13 
Lebanon  13 
Philippines       H 12 
Jordan  11 
Ecuador        11 10 

Paper prepared for the International Symi 
tmémtuM Dmá+m*. ID/CONF.1/7, dated 27 April 1967 

Smtm: on Industrial Development, DtwttMu 

• Countries ranked by the MM of the percentage of the total of commercial bank loam which were extended 
lo the tndiMtriil sector. 

• The data refer to annual 1960 or for one month therein except M follow*: Ecuador, 1961 ; Argentina, 1962; 
and r%Pirr***n 1963. 

• The data refer to annual 1964 or for one month therein except aa follow»: Ee« Africa and Guatemala, 196$; 
Chèle, Colombia, Mexico and Peru, 1965. 

• Figures include mining and utilities. 
• Figures refer to loans for longer than 3 months. 
' Figures include rubber products. 
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industries as electrical and mechanical engineering, transport equipment, 
precision instruments etc. and one quarter was allocated to chemical 
plants. A large part of the remainder was concerned with metal pro- 
duction. While this breakdown actually refers to the sectoral identity 
of the German investor, in most cases the sectoral identity of recipient 
enterprises is almost identical. Manufacturing investment by Germany 
in developing countries was highly concentrated also in a geographical 
sense, even though a large number of countries received some German 
investment. About 70 per cent of such investment went to only five 
countries: in order of magnitude, Brazil, Argentina, India, Mexico and 
Colombia. Brazil alone accounted for 43 per cent of the total book value. 

The extent of recent growth of such manufacturing investment by 
Germany can be inferred from the fact that the book value of its invest- 
ment for all economic activities in developing countries increased from 
$ 1% million at the end of 1959 to $ 582 million at the end of 1965. As 
indicated above, about seven eighths of such investment in 1964 were 
related to manufacturing. Although the majority of Germany's invest- 
ment continues to be in Latin America, the greater rate of increase in 
book value during the 1960's occurred in developing Asia and Africa. 
While the book value of total German investment in developed countries 
in the same six-year period increased fourfold as against the threefold 
increase in developing countries, a less certain conclusion can be suggested 
regarding the increase in manufacturing investment in developed coun- 
tries; in that group, manufacturing accounted for a smaller proportion 
of total investment, some three quarters. In dollar terms, the extent of 
Germany's manufacturing investment in developed countries was twice 
as large as in developing countries. 

More effective and sophisticated government incentives can un- 
doubtedly do much to remedy the present condition of an insufficiently 
expanding and highly concentrated flow of foreign private direct invest- 
ment into the manufacturing sector of developing countries. The need 
for such action is very pressing in the less developed among the develop- 
ing countries where normal influences of direct and indirect supply and 
demand have been prone to deter foreign private direct investment, 
particularly in manufacturing. The type of action to stimulate investment 
in manufacturing must I« recognized as being different from that related 
to investment for exploitation of agricultural and mineral resources. 
Although the precise nanre and extent of incentives to attract foreign 
private capital to manufacturing and to provide reasonable returns 
discounting the risks involved are necessarily matters for analysis and 
action by individual countries, some general elements are indicated by 
way of illustration. 

Better availability of feasible manufacturing projects that are fully 
formulated and ready for implementation would remove an important 
restraint on expanded flow of foreign investment in developing coun- 
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1964, commercial banks in the less developed of the developing countries 
allocated between one tenth and one quarter of their total loans to the 
industrial sector, industrial loans in the developing countries with a 
generally stronger manufacturing sector accounted for between 30 and 
60 per cent of all loans. Further, between 1960 and 1964, commercial 
banks increased the share of their total loans to the industrial sector 
in ten out of fourteen countries, and the average degree of increase was 
greater than the average decline in the share going to industry in the 
other four countries. 

An increasingly important means of promoting industrial develop- 
ment in developing countries has been through the establishment of 
industrial development finance companies, banks etc. However, the 
value of such institutions might be considerably enhanced if their ability 
to mobilize private domestic savings within developing countries were 
increased. Private development finance companies or banks in developing 
countries, for instance, have been helped by external assistance, partic- 
ularly through the vigorous efforts of the International Finance Cor- 
poration and, to some extent, by various forms of support from the 
national government.68 By fostering a spirit of public responsibility and 
by building upon an expectation of indirect benefits, it has sometimes 
been possible to induce private institutions such as commercial banks, 
industrial firms, trade associations etc. to take up share capital in those 
development companies. However, less success has accompanied attempts 
to draw personal savers, who are more prone to adopt a wait-and-see 
attitude. Towards this end, it has been suggested that development 
banks might attempt to obtain time and savings deposits by offering 
attractive rates of interest. Less gain might result if this were simply 
a means of drawing savings from one type of institution to another. 
Government-controlled industrial development finance institutions have 
also been subject to the difficulty of inadequate financing. The normal 
supply of domestic finance from government funds and from the sale 
of bonds to official institutions has sometimes proved insufficient for 
efficient operation and has created the need on the part of government- 
controlled industrial development finance institutions to mobilize savings 
from the domestic private sector. Some of these institutions have also 
obtained official external assistance or lines of credit to augment their 
resources. 

Loans to the industrial sector through the investment activity of 
industrial development finance institutions are necessarily selective. Be- 
cause of greater risk and higher costs of administration, small-scale 
industry investment is avoided, as a rule, by private development 
institutions even though such investment may be of great social and 

u Sec The Role of National Development Finance Companies in Industrial Development, 
a paper presented by the World Bank Group to the International Symposium on 
Industrial Development (document no. ID/CONF. 1/B.8). 

16 
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economic importance. On the other hand, the need for prudent diver- 
sification of the portfolio of development finance institutions imposes 
an upper limit on the amount of an individual investment. With regard 
to the choice of the type rather than the size of projects, development 
finance institutions again have a unique position since, in addition to 
profit considerations, they are bound in their selection to consider the 
total impact of an industrial project on the economy. Reflecting partic- 
ular difficulties in raising capital for new industries and new enterprises 
in other sectors, industrial development finance institutions have been 
prone to specialize their investments on these pioneer ventures rather 
than on well-established concerns. For government-controlled develop- 
ment finance institutions, a big problem in many instances has been 
the need to avoid selection of projects primarily on the basis of political 
criteria. It has been suggested that there are a number of examples of 
publicly-controlled development banks that have had difficulties as a 
result of inability to meet this challenge." 

Financial institutions which are better adapted to mobilize personal 
savings in developing countries have included such non-contractual 
channels as savings banks, postal savings systems etc. and such contractual 
channels as Ufe insurance, social security funds etc. The advantage of 
greater stability of inflow would seem to indicate that in developing 
countries special emphasis should be given to fostering contractual 
savings. A common requisite for improved mobilization by all these 
institutions is financial stability within the country; the adverse effect 
of strong inflationary conditions cannot be overstated. 

Developing countries as a whole have not generally exploited the 
opportunities presented by the establishment of a system of savings 
banks. To some extent, this may be due to the limited size and recent 
emergence of a middle class. However, in former overseas United King- 
dom areas, postal savings systems have been developed and have been 
effective in mobilizing savings, especially in rural areas where commercial 
banks operate less frequently. It may be useful for developing countries 
to study this system and its performance, with particular reference to 
India where deposits increased by more than 80 per cent between 1958 
and 1964." A somewhat related form of mobilization of savings from 
the general public has been the small-savings drives involving the sale 
of interest-bearing government certificates of small denominations. How- 
ever, the direct importance of such accumulations for industrial invest- 
ment is not great, since these funds tend to be invested either in housing 
or in government securities. They may have an indirect effect, however, 
in releasing funds which will ultimately find their way into industrial 
investment. 

•* Ibid. 
* Op. cit. (document ID/CONF.1/B.9). 
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The  potential of savings  by contractual institutions is  possibly 
greater for industry. Through improved publicity and, for example, 
partial income tax exemption of premiums, life insurance operations 
have spread to and expanded in a number of developing areas, at least 
in those not subject to major inflationary pressures. The examples of 
India, Israel, Mexico, the Philippines and Puerto Rico may be noted 
in this context.68 Provident funds have shown marked expansion in a 
number of Asian countries, and social security systems have been intro- 
duced in most countries of Latin America. Apart from the adverse 
influence of inflation, the further progress of provident funds and social 
security systems has sometimes been hampered by very high adminis- 
trative expenses. Thus far, however, these savings accumulations have 
directly benefitted industry in only a few developing countries. The 
Life Insurance Corporation of India, for example, was allowed to invest 
up to 16 per cent of its assets in industrial securities. In Mexico, about 
9 per cent of the technical reserves of life insurance companies were 
invested in industrial securities. As an indication of the potential avail- 
ability of investment funds for industry from this source, it should be 
noted that in the United States nearly $ 40 billion of the assets of life 
insurance companies, an amount equivalent to 27 per cent of their 
total assets, were invested in industrial bonds and shares in 1964. It 
has been fairly general practice for governments to capture the savings 
of social security funds and to apply them to the public investment 
sector, with the bulk being allocated to economic and social infrastructure 
projects with relatively little entering directly into industrial investment. 
It should be considered whether ther? past patterns of channelling could 
be modified in the future in order to make better provision for the 
investment requirements of industrialization in developing countries. 

Finally, while progress of industrialization in developed countries 
is substantially facilitated by the existence of smoothly operating stock 
exchanges, such institutions among developing countries are still com- 
paratively rare and of limited usefulness, under present conditions, 
even in the more economically advanced region of Latin America. 
Effective mobilization of savings through stock exchanges requires that 
these institutions be run efficiently, with a sound legal and administrative 
framework and a highly professional corps of underwriters, stockbrokers 
etc. Those savers who enter the stock market, generally from the middle 
class, need to be well informed through a developed financial press and 
through meaningful corporate disclosure laws. Whether the industrial 
sector benefits from the existence of stock exchanges depends largely on 
the readiness of the industrial sector to make use of such exchanges. There 
is a compelling need in many countries to stimulate the transformation 
of family-held or other closely-controlled firms to public corporations. 
To this end, some developing countries have enacted legislation to 

•• Op. cit. (document ID/CONF. 1/7). 
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induce or compel corporations to offer their new issues on the open 
market. Some countries have also relaxed regulations in order to permit 
various deposit-collecting institutions to invest in industrial securities. 
But even in Latin America, apart from the indicated obstacles to the 
proper functioning of stock exchanges at the over-all level, involvement 
with specifically industrial shares remains limited. Thus, in 1962, while 
the share of transactions in industrial shares to total transactions ranged 
from 15 to 40 per cent in four countries of Latin America, the correspond- 
ing share was 10 per cent or less in four other countries of the region. 

International discussion of the problems of financing industrializa- 
tion in developing countries naturally tends to focus more on ways 
and means of stimulating the flow of financial resources from developed 
countries, but it would be self-defeating to lose sight of the central fact 
that the advance of industrialization has depended and will continue 
to depend primarily on the mobilization and appropriate channelling 
of domestic savings. Success in meeting the challenges in this particular 
area of economic endeavour is a sine qua non of sustained industrial 
progress. 



Chapter IV 

MANPOWER AND NATURAL RESOURCES 
FOR INDUSTRIALIZATION 

A.   MANPOWER FOR MANUFACTURING 

The recent advance in industrialization in developing countries, 
in which the output of manufactures increased at an annual rate of 
about 7 per cent, could have been achieved only by sustained efforts 
to mobilize both financial resources for capital formation and non- 
financial inputs of manpower, natural resources and energy. The follow- 
ing brief review of the dimensions of the direct use of the latter group 
of inputs in the manufacturing sector of developing countries starts with 
a consideration of the role of manpower. 

Industrialization at the 7 per cent annual rate of growth of output 
of manufactures has often created a number of problems relating to 
the quality of manpower and has directly solved few of the difficulties 
arising from the abundant quantity of manpower in developing coun- 
tries. While these countries have been typically characterized by rapidly 
rising populations, the modern sector of manufacturing, which is still 
small in terms of employment absorption, has increased its direct demand 
for manpower by only about 4 per cent per annum in 1955—1964. It 
should be stressed, however, that the total increase in demand for man- 
power arising from advances in industrialization was greater than the 
direct annual addition of 4 per cent to the relatively small modern or 
factory manufacturing employment base. The total increase results from 
widespread expenditures for labour-absorbing products through additio- 
nal demand made possible by the rising incomes generated by the 
industrialization effort. The fundamental purpose of industrialization 
in developing countries is generally considered to be the achievement 
of a more rapid and sustained increase in aggregate national income and 
expenditure and also in diversification of industry, rather than immediate 
maximum direct employment of manpower specifically within the 
industrial sector. Although from the viewpoint of long-run national 
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welfare, any conflict between these two goals might suggest action in 
favour of a rapid rise in national income, it should be recognized that 
a prime responsibility of employment policy is to find means to narrow 
the areas of conflict between these objectives and to discover areas in 
which the prime objective can be fully satisfied and, at the same time, 
can be reconciled with recourse to higher labour-capital ratios specifically 
within the industrial sector. Adoption to multiple work shifts in industry 
or more intensive staffing of existing machines within a given work 
shift are among the more obvious ways of harmonizing these sometimes 
conflicting purposes of industrialization. A too rigorous effort to maximize 
longer-run aggregate national income, which involves heavy social cost 
in terms of a severe short-term and medium-term unemployment and 
under-employment of available manpower, may well be stlf-defeating. 

Recent growth and structure of employment in the modern manufacturing sector 

As with most other aspects of industrialization, the recent growth 
of employment in manufacturing has not been steady. Further, it has 
not been uniform in the various regions and countries of the developing 
world, nor similar in the individual industries of the manufacturing 
sector! Data on the growth of employment generally refer only to the 
more modern or factory sector of manufacturing and undoubtedly must 
be regarded as approximate rather than definitive. It appears that in 
developing countries as a whole the annual rate of growth of employ- 
ment in manufacturing, which averaged about 4 per cent in 1955- 
1964, became somewhat steadier and greater in the 1960's than in the 
late 1950's and that this development was a continuation of a broad 
tendency observed in the developing countries since the earlier years 
of the post-war period (see table 78). By the 1960's, annual growth of 
employment within the manufacturing sector ranged rather narrowly 
within the limits of about 4 to 6 per cent. Although data limitations 
exclude precision, it appears that in recent years, while the more modern 
manufacturing sector has increased the direct demand for manpower 
in both Latin America and Asia, the more substantial rate of growth 
of demand for such manpower was clearly in Asia. As shown in chapter I, 
Asia was also the region in which the more dynamic growth of output 
of manufactures occurred in recent years. 

The characteristics of growth of employment in manufacturing in 
the developing countries as a whole were markedly different from those 
of the developed market economy countries. In the latter group of 
countries, the well-established manufacturing sector absorbed, on the 
average, a lower annual rate of increase of manpower in 1955-1964, 
about 2 per cent. The extent of this increased claim on their labour 
market was little different from that which they had experienced in 
the immediately preceding decades. The proportionate difference in 
growth rates of employment in manufacturing between the developing 
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TABLE 78.  GROWTH OF EMPLOYMENT IN MANUFACTURING, BY MAJOR REGIONS, 1938 
1964 

(Average annual change in index numbers beUveen the dates indicated) 

DntUpjue 
emmtrits 

1938 and 1948  4 
1948 and 1953  2 
1953 and 1955  6 
1955 and 1956  8 
1956 and 1957  3 
1957 and 1958  - 
1958 and 1959  5 
1959 and 1960  5 
1960 and 1961  4 
1961 and 1962  4 
1962 and 1963  6 
1963 and 1964  5 
1964 and 1965  

1938 and 1960-1964.  .  . 4.1 
1948 and 1960-1964.  .  . 3.9 
1953 and 1960-1964 ... 5.3 
1955-1959 and 1960-1964 4.2 

DmttptJ 
mtrktt 

Ktwmits 

2 
2 
2 
3 
2 

-1 
3 
4 
2 
2 
2 
2 
2 

2.2 
2.2 
2.2 
2.1 

WWW 
($xthtéint 
ctntrmUy 

3 
2 
3 
5 
2 

-1 
4 
4 
3 
3 
3 
3 

2.7 
2.7 
3.2 
2.8 

Onirdly 
pUmxud 

tconimti 

3 
4 
3 
2 
6 
5 
4 
3 
3 
4 

4.1 

WTU 

4 
3 

3 
5 
3 
3 
3 
3 

3.1 

Stura: United Nation Industrial Development Organization, 
United Nations StMistifl Tmrtfk. 

based on data from the relevant issues of the 

countries and the developed market economies was broadly similar to 
that of the growth rates of population in these two groups. On the other 
hand, the recent growth of employment in manufacturing in the develop- 
ing countries as a whole was quite similar to that of the group of centrally 
planned economies in recent years. The growth of population in the 
latter group of countries was significantly smaller than that in developing 
countries. 

The wide variation in employment policy problems which face 
individual developing countries in the manufacturing sector is suggested 
by the tact that while a number of these countries experienced average 
annual rates of growth of employment in manufacturing of 10 per cent 
or more in 1955—1964, the data regarding many other countries indicate 
either stagnation or a significant decline in employment in manufacturing, 
even though this sector is generally the most vigorous of the economic 
activities, in terms of rate of expansion of output. In fact, almost one 
quarter of the developing countries on which dato are given in table 79 
experienced a stagnation or decline in manufacturing employment in 
the ten-year period. Average experiences of individual developing coun- 
tries, over the period 1955—1964 at a whole, often involved year to 
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TABLE 79.  GROWTH OF EMPLOYMENT IN MANUFACTURING, DEVELOPING COUNTRIES, 

1955   1964» 

(Average annual change in index numbers between ¡955-1959 and 1960-1964) 

Latin America 
Argentina . . . 
British Honduras 
Chile  
Colombia . • • 
Ecuador .... 
El Salvador . . 
Guatemala 

.... -5 

.... 3 
— b 

'.   .   .   . 2 
.... 2 
.... 2» 
.... 1 

Honduras  '* 
Panama  
Peru  
Puerto Rico .... 
Trinidad and Tobago 
Venezuela  

Africa 
Gabon 
Ghana 

6 
6 
5 
4 
3 

10 
10 

Kenya       — 3 
Malawi  —2 
Nigeria  10 
Southern Rhodesia    .... 1 
Tanzania  — 
Uganda  1 
United Arab Republic ... 3 
Zambia  1 

Asia 
Ceylon  ~3 
China (Taiwan)  10» 
Hong Kong  12 
India  3 
Malaysia: Malaya    .... 6 
Philippines  3 
Singapore  — * 

Smm«: United Nation« IndurtrUl Development Organization, bated on data fron the relevant ¡awe« of the 
United Nations SMiriicW Tm^ttk. , ^._^. 

• In e.« »he« data for the enti« period of 1955-1959 and ^^¿J^TVZ^llSZÏTZZ 
r~**, Aorter period. are «aed to obuin ¿owth «^^^¿^^^^^S£S\iXL 
tot individual developing countrie» ibown here may dnfcr from tame tuown M tame nwiH amena« in «• 
periodi u»ed. •  •   i . 

» Arerà,« for 1955- 1959 and 1960- 1964 are not rtrietly comparable due to change» m «atnucai average 
between two period*. 

year changes of a very substantial order in manufacturing employment, 
often in excess of 20 per cent. Apart from this, and considering only 
the average experience over the whole ten-year period of the individual 
countries, a comparison of these diverse experiences in manufacturing 
employment with those related to output and investment, as noted 
earlier, tends to suggest that while growth of employment and output 
may not have been closely correlated in this sector, there may have 
been a positive connexion between investment allocations and growth 
of employment in manufacturing. Thus, China (Taiwan) may be cited 
as a country with both high investment and a high rate of employment 
growth in manufacturing in 1955-1964, while the United Republic 
of Tanzania may be considered as an example of low investment and 
low growth of employment. Behind these broadly parallel movements 
of investment and employment in many countries was an apparent 
influence of the extent of general stability and continuity that could 
be achieved by their development policies. The lack of a clear correlation 
between growth of manufacturing employment and growth of manu- 
facturing output over the ten-year period shows the importance of 
factors which relate to changes in technology, productivity and structure 
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of manufacturing industries within developing countries. On the other 
hand, the substitution of capital for labour — resulting from the effects 
of wage-cost inflationary pressures — was also an influence in some 
countries. A further apparent influence on the degree of growth of manu- 
facturing employment in individual developing countries was the relative 
importance of the manufacturing sector in the total absorption of 
employment by all sectors of economy. To a limited degree, the rate of 
growth of employment in manufacturing has exhibited an inverse relation 
to the share of total employment in the country absorbed by manufactur- 
ing activities. 

The recent influence of government entrepreneurship, as reflected 
in its direct employment of manpower in manufacturing activities, has 
undoubtedly been significant in some developing countries, particularly 
in cases where the domestic private sector has been unsuccessful for 
technical, organizational, financial or social reasons. This development 
has perhaps been more common in countries of Asia and Africa and has 
contributed to growth of manufacturing employment through plants owned 
or controlled by the public authorities. Although comprehensive data are 
lacking, it may have been that although the public sector was of negligible 
importance as a direct employer of manpower for manufacturing in 
many countries, it may have accounted more recently for one fifth or 
more of the labour force in manufacturing in some other countries. In 
some cases, the extent of public sector involvement in individual in- 
dustries, particularly in the heavy category, was relatively larger. The 
conditions of employment set by the public sector have at times had a 
significant impact on the patterns of employment growth in the private 
sector. 

Among the different industrial sectors, a greater contribution to 
the growth of manufacturing employment in developing countries in 
recent years was made by heavy industry. This sector, which probably 
accounted for about one quarter of the employment in modern manu- 
facturing in developing countries aj a whole in the latter part of the 
1950's, increased its requirements for manpower at almost twice the 
rate of the light industry sector between that period and the early 
1960's. Thus employment in the light industry sector of manufacturing 
increased on the average by more than 3 per cent per annum between 
1955—1959 and 1960—1963, but the corresponding increase for the 
heavy industry sector was slightly above 6 per cent (see table 80). Al- 
though a greater rate of increase in employment absorption by heavy 
industries than by light industries was characteristic for developing 
countries as a whole, as well as for Latin America and Asia considered 
separately, throughout the post-war period, the situation was different 
between 1938 and 1948. During that period, which included war and 
reconstruction in Asia, the greater rate of growth of employment in 
that region occurred in the light industry sector. In Latin America also, 
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the growth rate differential in favour of the heavy sector was much 
less evident in 1938-1948 than in the subsequent post-war years. The 
more extreme influences contributing to the greater increases in growth 
rates of employment in the heavy industries since the mid-1950's, were 
growth rates of 7 to 8 per cent in the basic metals and metal products 
industries of the heavy sector and only of 2 to 3 per cent in the food 
and textile industries of the light industry sector. Other industry groups 
in the light and heavy sectors of manufacturing had less divergent rates 
of employment growth. These rates recently averaged about 5 per cent 
in the heavy industries of paper and paper products, chemicals, petroleum 
and coal products, and non-metallic mineral products, and about 5 to 
6 per cent in the light industries of clothing, made-up textiles and foot- 
wear, and wood products, furniture etc. This recent pattern, which 
might have been anticipated, was not encountered in the period prior 
to the mid-1950's, perhaps as a reflection of conditions at a significantly 
lower level of development and development planning. 

The pattern of rates of employment growth since 1955 among the 
various manufacturing industries of developing countries as a whole 
differed from, rather than resembled, the pattern in the developed 
market economies as a whole. Similarity between the regions was limited 
to the fact that in the developed market economies also, the rate of 
employment growth in the total heavy sector of manufacturing in 
1955—1964 was about twice that in their light industry sector. Not only 
was this a continuation of post-war experience but the same situation 
prevailed between 1938 and 1948. On the other hand, since the mid- 
1950's the patterns in individual industries were quite dissimilar in the 
two regions: in the developed market economies there was a broad 
tendency for each of the heavy industry groups to have a larger increase 
in their employment volume, in percentage terms, than any of the light 
industry groups. In other words, there is evidence of less homogeneity 
of employment growth rates within each of these two sectors in develop- 
ing countries. There was not apparent in the pattern of employment 
growth rates of the developed market economies the same strong emphasis 
on basic metals and metal products industries and the lack of emphasis 
on the food and textile industries. Thus, for example, annual growth 
rates of employment in 1955—1964 in the developed market economies 
were highest, above 3 per cent, in the metal products industry and were 
lowest, essentially at stagnation level, in the textile industry. Nevertheless, 
the employment growth rate was broadly similar in the food and basic 
metals industries. The second difference, probably arising from the 
higher economic development of the developed market economies, was 
that the pattern of employment growth rates of individual industries 
within the manufacturing sector in 1955—1964 was not substantially 
different from the pattern in the preceding decades. 

Despite ihe greater emphasis on growth of employment in heavy 
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industries, apparent in developing countries for a considerable period, 
it was the exception in developing countries around the turn of the 
1960's for the heavy industry sector to achieve dominance in its claims 
on manpower over the light industry sector. In only three of the fifty- 
eight developing countries for which data on the industrial structure of 
employment in manufacturing are shown in table 81 was employment 
absorption greater in the heavy than in the light industry sector. In 
fact, in the majority of developing countries, during the most recent 
year around the turn of the 1960's for which such data exists, employ- 
ment in the heavy sector industries accounted for less than 30 per cent 
of total manufacturing employment. To elaborate, in more than one 
quarter of the developing countries shown in the tables the heavy in- 
dustry sector accounted for less than 20 per cent of total manufacturing 
employment. At the same time, the data indicate that, in some of the 
less industrialized of these countries, employment in the heavy sector 
Vvas relatively high. This may be attributable in part to a different 
specific content of the heavy industry sector in the less industrialized 
of the developing countries or to a heavy industry sector which has 
required greater manpower per unit output. If this is the case, then 
the further development of their heavy sector would probably not 
automatically involve a greater share of manufacturing employment 
in that sector. 

Considering the recent structural pattern of employment for nine 
individual industry groups, a tentative hypothesis would suggest that 
while a fairly systematic pattern of manpower claims by the various 
industries tends to emerge in the more industrialized countries of the 
developing world, the pattern of manpower use in the less industrialized 
countries reflects more the processing of the particular natural resources 
exploited in the country. The fairly systematic pattern of manufacturing 
employment of the more industrialized countries of the developing world, 
as defined by the level of their per capita manufacturing output, i.e. the 
top one third of the countries shown in table 81 shows employment 
as being the largest in the following manufacturing industries (listed in 
descending order): foodstuffs etc., metal products, clothing, footwear 
etc. and textiles. Thereafter, there is a middle group of manpower- 
absorbing industries which, without being ranked, consists of wood 
products, furniture etc.; chemicals, petroleum and coal products; and 
non-metallic mineral products. Finally, the least significant absorbers 
of employment tend to be (in descending order) the basic metals and 
paper and paper products industries. It appears that broadly speaking, 
in this group of more industrialized developing countries, the manu- 
factured food industry has accounted for about one third of total modern 
manufacturing employment; metal products, for about one sixth; textiles 
and clothing together, for about one fifth. The other industry groups 
combined have absorbed the remaining three tenths of employment 
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in the modem manufacturing sector. It should be recognized, of course, 
that such a structural pattern of manpower use in the manufacturing 
sector is not likely to remain unchanged as industrialization proceeds to 
higher levels. 

Employment in manufacturing and in other economic sectors 

Turning from the impact on employment of the recent growth in 
the more modern or factory sector of manufacturing to the relation ot 
the total of all manufacturing employment to the total allocation ot 
manpower in all sectors in the economy, two preliminary comments 
arc necessary. The first relates to the definition of all manufacturing 
employment and the second concerns the influence of urbanization. 

The total of manufacturing employment encompasses not only 
the people involved in the more modern or factory sector alone, as 
considered above, but also the very substantial handicrafts and home- 
crafts or artisan sector. That sector and the distinction between the two 
sectors are of considerable significance for discussion of employment 
policy in developing countries in view of the likelihood that, as manufac- 
turing employment has risen in the more productive factory sector, some 
degree of displacement of manufacturing employment in the less produc- 
tive artisan sector may have occurred. To the extent that such displace- 
ment has in fact taken place, the industrialization process of recent 
years must have resulted, other things being equal, in a growth rate ot 
all types of manufacturing employment less than the 4 per cent rate 
which was estimated for the more modern of factory sector of manu- 
facturing activity. 

Other influences have also affeccd the relative roles of artisan 
and factory employment, and in a pattern changing over time. In very 
broad terms, what has apparently occurred in Latin America may have 
some relevance for all developing regions. Manufacturing factory em- 
ployment in Latin America as a whole accounted for one half of theQtotal 
of manufacturing factory and artisan employment in the mid-195U s. 
It has been estimated by the Economic Commission for Latin America 
(ECLA) that manufacturing factory employment in the region increased 
at an annual rate of 3.1 per cent between 1955 and 1965. Since the aver- 
age annual rate of growth of employment in the artisan sector of manu- 
facturing in the same period was restricted to about 1.5 per cent, the 
resulting growth rate for all manufacturing employment was, therefore, 
only about 2.4 per cent." 

Caution against the general or too precise use of these specific 
differential rates of growth is suggested in view of corresponding data 

« Unit«! Nations Economic Conmistión for Latin America, Ettmomk BuUttvt 
M UbSrt? iofò (SSÎfcijSBSS). OateN» Fürth«, Wonn«*» 
used in the above calculations was obtained directly from ECLA. 
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for Latin America for a period of three decades up to 1955. These indi- 
cate that while there was an annual growth rate in factory employment 
of about 4.5 per cent, artisan employment in the same period increased 
by only 0.9 per cent, and the resulting growth rate of employment in 
both sectors combined was about 2.2 per cent. What occurred in Latin 
America, then, was that in the four decades up to 1965, while the growth 
rate of factory employment persisted well above that of artisan employ- 
ment, the gap between these rates diminished over time. Since artisan 
employment has increased, although at a slower rate than employment 
in modern manufacturing, "displacement" of the former has been relative 
rather than absolute. A number of influences of a general nature may have 
been involved. Growth of over-all factory employment was substantially 
affected by changing conditions of aggregate demand for industrial 
products, progress in import substitution, availability of financial re- 
sources for industrial investment, productivity etc. A part of the employ- 
ment requirements for factory output was undoubtedly for substitution 
of artisan employment. However, all artisan labour was not transferable. 
Further, in many instances, for equivalent value of output, an increasingly 
smaller number of factory workers was required over time to substitute 
for a given volume of artisan labour. Therefore, it is possible that the 
substitution clement in growth of factory employment may have become 
relatively minor. Moreover, there may have been influences that worked 
in the opposite direction, i.e. creating complementary relations between 
growth of factory employment and growth of artisan employment. These 
may have included increased requirements for service, maintenance 
and repair facilities for factory-manufactured consumer and producer 
goods. On the other hand, the apparently accelerating growth of the 
volume of artisan employment, even in conditions of a strong industrial- 
ization effort, must be viewed within the context of the generally 
increasing growth of population. 

It was indicated above that, for Latin America as a whole, a decade 
ago artisan employment and factory employment were of a broadly 
similar magnitude and that the relative role of factory employment 
since then has further increased. However, employment policy in devel- 
oping countries is primarily a national concern and it is therefore worth- 
while for individual developing countries to consider how great are the 
particular employment challenges and opportunities to their factory 
sector that arise from the relative importance of their artisan sector. 
Among twenty developing countries in Latin America at the beginning 
of the 1960's, factory employment in nine countries accounted for between 
50 and 70 per cent of the total employment opportunities in factory and 
artisan manufacturing. In descending order, these countries were Uru- 
guay, Mexico, Venezuela, Cuba, Panama, Argentina, Brazil, Chile and 
the Dominican Republic. The share of total manufacturing employment 
in factories was between one quarter and one half in six countries, listed 
in descending order of the relative importance of the factory sector: 

17» 
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Costa Rica, El Salvador, Peru, Guatemala, Colombia and Honduras. 
The final group of Latin American countries, in which the factory sector 
accounted for only between one tenth and one quarter of totaí manufac- 
turing employment included, in descending order, Nicaragua, Paraguay, 
Ecuador, Haiti and Bolivia." 

The ranking of the relative importance of factory employment in 
total manufacturing employment in Latin America appears to be asso- 
ciated to some extent with two indicators of industrial development. 
One association for which the positive relation is quite good, the corre- 
lation co-efficient being above 0.9 for a sample of the above countries, 
is between the share of total manufacturing employment absorbed by 
factories in a country and the value added by the total manufacturing 
sector of the country expressed per head of population, as estimated from 
the national accounts of the country. Another positive relation also exists 
in these countries between the share of factory in total manufacturing 
employment and a variable which is connected with per capita manufac- 
turing output, i.e. the employment status composition of those engaged 
in the total manufacturing sectors. However, when the employment 
status of those engaged in the total manufacturing sector is approximated 
by a ratio (obtained from census of population data) of employed to 
those who work on their own account or who perform unpaid family 
work of a manufacturing nature, the relation with the share of total 
manufacturing employment absorbed by factories appears lesi dote 
than the first relation indicated. 

In the absence of readily available and comprehensive informa- 
tion on the relative employment roles of the artisan and factory sectors 
in most developing countries in Africa and Asia, a rough approximation 
may be suggested by using the relations indicated above. It should not 
be necessary to stress that a host of other influences also intrudes in the 
determination of the relative roles of artisan and factory employment 
in countries in different developing regions. Using the first of the above 
associated variables, i.e. per capita manufacturing production (value 
added), it appears that while the artisan sector is probably dominant 
in a bare majority of developing countries in Latin America, it probably 
dominates over the factory sector in virtually all developing countries 
in Africa and Asia. Within Africa, the degree of dominance is probably 
greater in East Africa than in North Africa, while in Asia the importance 
of the artisan sector is perhaps greater in the southeast than elsewhere 
in the region. These conclusions receive only limited support from the 
use of the other variable, composition by employment status. The use 
of the latter variable does not indicate as clear a distinction between 
Latin America and Asia in the relative role of the artisan sector. 

•• For detailed estimates, see United Nations, Economic Commission for Latin 
Ameri * (1966), El PTOUSO it îndustriaUzacûm m America Latina (Saks No.: 66.II.G.4). 
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The growth of manufacturing employment beyond the average 
rate of about 4 per cent per annum in the factory sector of developing 
countries as a whole undoubtedly has been limited generally by lack 
of opportunities for further productive employment in this sector, rather 
than by lack of potentially available manpower. Manpower for the fac- 
tory sector has been recruited mainly in urban centres which, because 
of generally high natural rates of increase in population and a virtually 
universal movement away from rural areas, have become ever more 
crowded. There has not been an absorption of manpower into the factory 
sector of a magnitude comparable to the increase in population in urban 
centres. Devising ways and means to close or reduce this gap constitutes 
a major challenge in the area of manpower policy. 

By the beginning of the 1960's,it appeared that between one fifth 
and one quarter of the population of the developing world as a whole was 
located in urban areas (see table 82). The degree of concentration of 
population in such areas, which provides a highly tentative indicator of 
potential manpower available for the factory sector, was clearly greatest 
in Latin America where close to one half of the population was in urban 
areas. While the definition or urbanization varies widely from country 
to country, it appears from table 82 and from supplementary information" 
that many of the larger countries of Latin America, such as Argentina, 
Chile, Mexico and Venezuela, have acquired a higher degree of urbani- 
zation than the smaller countries. While the percentage of population 
now residing in urban areas in these countries has gone beyond the half- 
way mark, urban populations account for less than one third of the pop- 
ulation in many of the smaller countries of the region, including several 
in Central America. Uruguay, as a small country, is an exception with 
a substantial degree of urbanization. Broadly speaking, urbanization 
has not progressed as far in Asia and Africa as in Latin America, but a 
regional generalization should be limited, in view of the variety of in- 
dividual country experiences within each regions. Thus, although for 
Asia as a whole perhaps one fifth of the population resided in urban 
areas at the beginning of the 1960's, the proportion was much greater 
in several countries of west Asia than in south and south-east Asia. In 
the censuses of population for 1961, only about 18 per cent of the popu- 
lation of India was identified with urban areas, while in Pakistan the 
degree of urbanization measured by the percentage of total population 
in urban areas was still smaller, about 14 per cent. The country pattern 
of development of urban centres in Africa conforms more to that of Latin 
America to the extent that the higher degrees of urbanization are often 
in larger countries such as the United Arab Republic, Morocco and 
Ghana and the Democratic Republic of the Congo, where urban areas 
apparently constituted 38, 29, 23 and 22 per cent, respectively, of the 

See United Nation«, Economic Commission for Latin America Í1964), 
ie Daxlopmtnt of Latin Amtrica in tht Post-war Period (Sales No. : 64. IÍ.G.6). 
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total population. At the other end of the scale, there are a number of 
African countries where less than 10 per cent of the population lived in 
urban areas. However, in terms of over-all weighted average, as suggested 
by country experiences shown in the table, the degree of urbanization 
in Africa was higher than in Asia, accounting for more than one quarter 
of the total population. 

There is little doubt that in many developing countries — though 
by no means all - the degrees of urbanization continues to increase 
beyond the percentages indicated. Latin America may be cited as an 
example. Between 1950 and 1962, while the total population of Latin 
America grew at an annual rate of 2.8 per cent, the comparable growth 

TABLE 82.  URBAN AND NON-AGRICULTURAL POPULATION,- BY DEVELOPING COUNTRIES.» 

RECENT CENSUS YEARS» 

(Numbers and percentage composition) 

Utwm ptptdmin 

pmtons total popiUHia 

'jural pafmltin as patta»- 
Ml» tftatal tctttamkaUy attisa papm- 

latian 

Latin America 
Uruguay  2,132 
ChUe  5,028 
British Hondura»  49 
Mexico  17,705 
Peru  4,698 
Puerto Rico  1.037 
Panama  446 
Nicaragua  627 
El Salvador  967 
Ecuador  1.617 
Costa Rica  461 
Jamaica  476 
Honduras  438 
British Guiana  87 
Barbados  1» 

Africa 
United Arab Republic   .   .  • 9,864 
Morocco  3,412 
Ghana  1,551 
Senegal  706 
Congo, Dem. Rep. of...  . 2,795 
Zambia      668 
Southern Rhodesia    .... 653 
Togo  139 
Gambia  28 
Guinea  213 
Kenya  670 
Uganda  316 

82 
68 
54 
51 
47 
44 
41 
41 
39 
36 
34 
30 
23 
16 
5 

38 
29 
23 
23 
22 
20 
18 
10 
9 
8 
8 
5 

82 
72 
60 
46 
50 
77 
54 
41 
40 
43 
51 
61 
33 
66 
76 

43 
43 
42 

14 
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f Urto* populatitn 
I 

Nm-Mfríealtwi p+uUlmi tiptrtn- 
7TW.W ^An^y       ^JMdmmmUbo*.**» 

Asia 
Israel  1,698 78 88 
Hong Kong  2,293 73 93 
Jordan  748 44 65 
Iraq  2,486 39 52 
Syria  1,685 39 47 
Cyprus  206 36 61 
Iran  5,954 31 45 
Philippines  8,102 30 40 
Korea, Rep. of  6,997 28 38 
Thailand  4,779 18 18 
India  78,930 18 31 
Ceylon  1,586 15 
Indonesia  14,358 15 32 
Pakistan  12,255 14 
Nepal  264 3 

S-trtt: United Nations Industrial Development Organisation bated on United Nation* DumgrafMt Ttmrh—k 
1963 and 1964. See sources for note» additional to those shown below. 

• In the Democratic Republic of Congo, Southern Rhodesia and Guinea the urban population refer to African 
population only. Indian jungle population in Ecuador, Bedouin population in Syria, population of »mall aggloméra- 
tion» in the frontier district in United Arab Republic and considerable number of nomads in Pakistan art excluded. 

* Within each region, countries are ranked by percentage of urban population. 
< Data refer to I960 except for the following: Guinea - 1955; Congo - estimates lor 1945- 1957; Iran - 1956; 

Iraq - 1957; Togo - estimates for 1958-1960; Uganda - 1959; Peru, El Salvador, Honduras, Israel, Hong 
Kong, Jordan, India, Indonesia, Pakistan and Nepal - 1961; Senegal estimates - 1960-1961; Ecuador and 
Southern Rhodesia and Kenya - 1962; Uruguay, Nicaragua, Costa Rica, Zambia, Gambia and Ceylon - 1963. 

in urban areas was 4.4 per cent.'0 It may be noted that this rate of growth 
of population in the urban areas of Latin America was twice as large as 
the rate of growth of employment in the more modern factory sector 
of this region during the same period. There is no reason to expect 
that this pattern has changed essentially since 1962. Further, the experi- 
ence of many developing countries in other regions has been, broadly, 
in the same direction.71 Whatever the reasons behind these mass move- 
ments in developing countries today, it has not been the case, generally, 
that specific opportunities for industrial employment in urban areas 
have provided the major magnetic force, as may have been the situation 
in the nineteenth century in countries which today are regarded as 
economically developed. Rather, a generalization has been suggested 
that the Asian experience has been due to the push of population away 
from a low level of rural living. Many of those who have come to the 
towns have come up against unemployment or under-employment and 
have not been assimilated into modern urban economic activities. In 
some parts of Africa, on the other hand, rural conditions may not have 

" Op. at., Economic Bulletin for LaHn Amtrica, 10 (2). 
" See United Nations, Compendium of Social Statistics: 1963 (Saks No.: 63. XVII. 3). 
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directly impelled a comparable exodus from rural areas; the movement 
to urban areas may have reflected the general attractions of town life. 
At the present stage of economic development, many who have found 
employment in the manufacturing sector have been employed in the 
artisan rather than in the modern factory sector. Although a more vig- 
orous effort towards modern industrialization cannot be expected 
to provide a complete solution, directly or indirectly, to employment 
problems created by rapid urbanization, the potential contribution 
to be thus achieved may be greater than what has been accomplished in the 
past. However, this requires more investment in other economic sectors 
and a larger investment in housing, health services and education (both 
formal and vocational) to increase the stability of the urban population 
and assist in its acquisition of modest industrial disciplines. The present 
cost as well as the long-run benefit from such social expenditures surely 
belongs primarily to the country as a whole rather than to the city or 
town alone. An increase in industrial employment beyond the over-all 
average of 4 per cent achieved to date would be only one of the gains 
to a developing society. 

In further considering recent trends in employment, it may now 
be suggested that the effort to increase output of manufactures in many 
developing countries has not generally resulted in a radical change dur- 
ing the post-war years in the share of total employment allocated to 
manufacturing (see table 83). On the one hand, the extent to which 
a greater increase in production of manufactured goods involved a 
corresponding increase in total employment in manufacturing was in- 
fluenced to varying degrees by increased productivity in the more mod- 
ern factory sector, substitution of employment by this sector for employ- 
ment in the manufacturing artisan sector, the growth of the artisan sector 
as a broad reflection of general demographic trends and the existence of 
under-employed manpower in both artisan and factory sectors. On the 
other hand, employment in other economic sectors has resulted, inter 
alia, from the pattern of direct demand for their output, productivity 
tendencies in these sectors, complementary relations with the manu- 
facturing sector and the extent of population growth. With regard to 
the latter, censuses allocate all economically active population, including 
the unemployed, to a particular branch of economic activity. The un- 
employed are likely to be registered particularly in the sectors of agri- 
culture, petty trades and services. 

Evidence of the changing share of the total economically active popu- 
lation which is employed in manufacturing is based on a comparison of 
censuses of population data at two points of time. These data in table 83, 
relating to twenty-three developing countries in the post-war period up to 
the beginning of the 1960's, do not indicate any general significant shift 
towards an increasing allocation of manpower to the manufacturing 
sector. Of the twenty-three countries listed, only ten showed an increased 
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allocation, seven a decline, and six no change. At the beginning of the 
1960's, in the large majority (sixteen of the twenty-three) of the devel- 
oping countries, the manufacturing sector absorbed between one tenth 
and two tenths of the total economically active population, and this 
represented no substantial change from the position in these countries 
ten to fifteen years earlier. Both in the early post-war years and at the 
beginning of the 1960's, the share of economically active population in 
manufacturing was apparently greater than two tenths in Argentina 
and Israel and less than one tenth in Honduras, Morocco, Malaya, 
Panama and the United Arab Republic. This structural distribution 
of employment may not adequately portray the situation in all developing 
countries. Shifts over this time span in the share taken by manufacturing, 
which generally resulted from differential rates of increase in total and 
in manufacturing employment rather than from any actual declines, 
seldom exceeded 2 to 3 percentage points. 

The many specific influences that have operated to produce the 
above shares of total employment in manufacturing at the beginning 
of the present decade might be approximated by one variable — the 
size of the per capita income of the country. One illustrative cross-country 
correlation which is statistically significant indicates, for example, that 
as per capita income rises from $ 100 to $ 300 to $ 500, the share of total 
economically active population in manufacturing increases from 6 to 
17 to 20 per cent, respectively." It should not be concluded that this 
picture of the present relationship between various countries at the same 
point of time will also be reflected within individual countries as time 
passes and per capita incomes rise. On balance, it may be that as the in- 
fluences previously mentioned continue to work, there will be down- 
ward shifts in this functional relationship and a future given increase 
in per capita income will not produce as large an increase as indicated 
above in the share of manufacturing employment. Such a possibility 
would be in accord with the earlier indication of the absence of any 
general major shift in the relative share of manufacturing employment 
within many developing countries between the early post-war period 
and the beginning of the 1960's. Many of the developed countries have 
also had this latter experience but with significantly higher shares of 
manufacturing in total employment. 

The lack of a significant and general pattern of change among 
many developing countries in the share of total employment absorbed 

n With y = share of manufacturing in total economically active population 
and x — per capita cross domestic product, and for a sample of 31 developing and 
13 developed countries, the following equation was established for the pericd around 

IRTA 
the beginning of the 1960's: y = 22.9 . The standard error ofx is 271 and 
of y ii 7. Since this equation gives an upper limit to y of 22.9 per cent, and since many 
developed countries experience a higher value, it would appear that this formulation 
insufficiently portrays the actual position. 
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by manufacturing, coupled with the fairly general movement of labour 
away from rural areas and agricultural employment, has often resulted 
in a net shift of economically active population into the service sectors. 
The latter comprises both the infrastructure sector and commerce and 
other services. The extent of this shift by labour in developing countries 
into the service sectors may be indicated in broad terms. In the course 
of 10 to 15 years up to the beginning of the 1960's, the share of agricul- 
ture in total employment often fell by some 5 to 10 per cent, but the share 
of manufacturing often increased or declined by up to 2 to 3 per cent. 
Undoubtedly, in many instances the shift in registration of the active 
population from one category to another often contained an element 
of transfer of unemployed or under-employed. Censuses of population, 
from which these generalizations are derived, often list unemployed 
persons in a category of activity in which they had previously worked. 
To the extent that such shifts of unemployed from one class of activity 
to another between successive censuses of population were registered 
more frequently from the agricultural to the services sectors than to the 
manufacturing sector, the shifts in actual employment to the services 
sector would tend to be overstated in relation to those to the manufactur- 
ing sector. Instead, an entirely different body of information than that 
examined hitherto, and that generally relates only to wage earners and 
salaried employees who are actually employed, suggests that relative 
increases in actual employment in manufacturing in developing countries 
were larger than similar employment increases in all other non-agricul- 
tural sectors in two out of every three instances (see table 84). It should 
be borne in mind, however, that the data in table 84 were generally 
obtained from sample surveys of labour force, social insurance statistics 
and statistics of establishments ; that they cover a different time period, 
1956 to 1964; and that they refer to an almost wholly different sample of 
countries than that previously considered. When these latter trends are 
compared with those of developed countries in 1956—1964, they indicate 
quite strongly that, whether the manufacturing sector or the other non- 
agricultural sectors in developing countries gained more in employment 
in recent years, developing countries experienced a relatively less balanced 
(in the sense of more divergent) expansion of employment opportunities 
as between manufacturing and the other non-agricultural sectors. 

Coming back to the consideration of present cross-country différ- 
ences in the structure of employment resulting from past developments, 
it should be noted that while there is a clear tendency for the share of 
infrastructure in total employment to be positively related to the corre- 
sponding share of manufacturing, there is no such general relation 
among developing countries in regard to employment between the 
primary (agriculture and mining) and manufacturing sectors. In recent 
years, as indicated in table 85 censuses of population indicated that the 
manufacturing sector has most often absorbed between 5 and 20 per cent 
of the economically active population. This is a somewhat wider range 
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TABLE 84. RATE OF GROWTH OF EMPLOYMENT IN MANUFACTURING 
ANT) IN ALL SECTORS OTHER THAN AGRICULTURE, DEVEL- 
OPING AND DEVELOPED COUNTRIES.« 1956-1964 

(Average annual change in index numbers between 1956—1959 and 
1960-1964) 

Developing countries 

Gabon     
Nigeria*  
Sierra Leone    .   .   . 
Ghana6  
Israel0  
Fiji Islands   .   .   .  . 
Peru  
Puerto Rico . . . . 
Philippines . . . . 
British Honduras .   . 
Uganda  
Zambia  
Southern Rhodesia4 

Malawi  
Ken)«  
Singapore  
Cameroon  

Emplqmnt ra 
manufacturing 

ttcttr 

10 
10 
10 
10 
9 
6 
5 
5 
3 
1 
1 
1 

-1 
-2 
-3 
-4 

-12 

SnpiojittnU 
in iil stctort 
•tktrihm 
agrieultun 

3 
1 
4 
6 
7 
1 
6 
4 
3 

10 
-1 
-2 
-1 
-2 
-1 
-3 
-3 

Ì 

Developed countries 

Yugoslavia.  .  . 
Japan    .... 
Turkey .... 
New Zealand 
Spain'   .... 
Australia   .  .  . 
Luxembourg 
South Africa .  . 
Austria .... 
Norway .... 
United Kingdom 
France   .... 
Canada .... 

6 
6 
5 
3 
3 
2 
2 

6 
5 
4 
3 
4 
2 
1 
1 
2 
2 
1 
1 

Stmct: United Nation« Industrial Dt «dopnent Organisation, bated oo data from 
the relevant issues of the United Nation», SfetfMffatf Timhtk. Growth rat« of empio 
hi the manufacturing tector far individual developing countries shown here may 
from those shown in table 79 due to difference m time periods used. 

• Countries are ranked according to the rate of growth of employment in manu> 
lecturing. 

»The average of I960-1963 k used tor the period 1960-1964. 

year of 1938. ^^ 

'Tbc average of 1960-1962 is used for me period 1990-1994. 
• The average of 1957-1999 is used for the period 1995-19». 
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than indicated earlier for a more limited sample of developing countries. 
The general limits for most developing countries of the share of total 
employment going into the infrastructure sectors (construction ; elec- 
tricity, water, gas etc.; and transport, storage and communication) 
have been about 3 and 17 per cent. In examining the cross-country 
relation between these shares of total employment in the two sectors, the 
assumption might be made that it is an increase in manufacturing 
employment which calls forth additional employment in infrastructure 

TABLE 85. STRUCTURE OF ECONOMICALLY ACTIVE POPULATION,« BY MAJOR ECONOMIC 
SECTORS, IN DEVELOPING COUNTRIES,» RECENT CENSUS YEAR« 

(Numbers and percentage composition; total economically active population equals 100)d 

Mamtftttarint 
¡SlC2md3 ISIC 0 tnd I 

ptrttM 

Im/hutmtmt 
ISIC 4, 5, 7 

Thausmut               p*r ctnt ptr cni 

Latin America 

Qiile  

1,916 
211 
429 
102 
26 
90 
41 
4 

209 
13 

1,556 
411 
101 
295 

56 
45 
44 
26 

27 
704 
235 
263 

82 
192 
101 

476 
158 
67 

816 

25 
21 
18 
17 
15 
15 
15 
15 
14 
14 
14 
13 
13 
12 
12 
11 
8 
8 

15 
9 
9 
8 
6 
3 
3 

39 
24 
14 
13 

20 
18 
32 
23 
38 
40 
25 
41 
57 
25 
55 
52 
60 
34 
60 
49 
67 
46 

38 
57 
60 
58 
6* 
68 
87 

8 
12 
9 

55 

13 
13 
11 
16 
12 
12 

Trinidad and Tobago    .  . 18 
13 
6 

15 
7 
7 
6 

11 
6 

10 
4 
8 

Africa 
18 

United Arab Republic  . . 6 
6 
5 
4 

Asia 

4 
3 

17 
17 
17 
9 
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tries.54 Governments of capital-exporting countries could help to satisfy 
this pre-investment requirement, for example, by dispatching group 
missions of investors to developing countries and by providing financial 
assistance for feasibility studies. In addition, governments of capital- 
recipient countries might stimulate a more aggressive stand by their 
industrial promotion centres with regard to identification of suitable 
investment projects and foreign enterprises which might be interested 
in them. In this context, there is always room for more co-ordination 
among the relevant governmental agencies in developing countries, 
especially industrial development finance institutions whose generally 
limited resources limit them with the role of catalyst, a role similar to 
that of the International Finance Corporation. Some other United 
Nations activities, suchas the United Nations Development Programme, 
are also directed towards such pre-investment activities. 

There is a consensus that in moving from the identification of a 
worth-while project suitable for foreign investment to its implementation, 
the fiscal policies of developing countries can be of decisive importance. 
Apart from the appropriate structuring and administration of such 
policies, it is especially important that, in addition to temporary cost- 
reducing or profit-increasing incentives of the type previously described, 
developing countries should attempt to build a tax structure which 
harmonizes with the special long-run objectives of their over-all economic 
and industrial planning. In addition to unilateral fiscal measures by 
capital-exporting countries to provide relief to their foreign private 
investors, whether through tax exemptions, credits or other incentives, 
considerable progress could be made in the area of bilateral tax agree- 
ments to provide that income from investment in developing countries 
is taxed only, or primarily, in the country in which the income is pro- 
duced. 

Together with such incentives that bear more directly on the rate 
of return, foreign private direct investment in manufacturing can be 
further stimulated by effective action to reduce non-business or political 
risks, even though this type of risk is less substantial for manufacturing 
than for large-scale, foreign-owned extractive enterprises. It has been 
suggested that the more effective efforts in this area may be those of 
capital-exporting countries. Such efforts include outright guarantees 
against all forms of risk or, more frequently, government investment, 
insurance against major non-business risks in developing countries 
such as expropriation, war, foreign exchange restrictions etc. There is 
increasing resort also to bilateral investment guarantee agreements 
adapted to particular situations. While there has been success in establish- 
ing an international facility for settling specific investment disputes - 

44 The following paragraphs are based, in part, on United Nations í1967) Financing 
of Economic Development: Promotion of Prisai* Foreign Investment in Developing Countries: 
Summary and Conclusions (document E/4293). 



CHAPTER IV. MANPOWER AND NATURAL RESOURCES FOR INDUSTRIALIZATION 255 

Mmmtfacturint Primary Infrtitnetm 
ISIC 2 and 3 ISIC 0 and I ISIC 4, 5, 7 

Thnamd ptr cent ptr cmt ptr cent 

Cyprus  32 13 41 12 
Syria       117 12 54 10 
China (Taiwan)  326 11 52 6 
India  20,006 11 72 3 
Philippines  838 10 61 5 
Iraq         170 9 48 10 
Jordan  33 8 38 14 
Kuwait  8 7 3 3 
Korea, Rep. of  487 6 63 4 
Malaya  135 6 60 7 
Indonesia  1,856 5 68 4 
Thailand  471 3 82 2 

Saure*: United Nations Industrial Development Organization, bated on United Nations rtinmsnfiui Timifk. 
¡964. See source for notes further to those shown below. 

« Data for India and Israel exclude unemployed persons; for Jamaica, British Honduras exclude persons 
seeking work for first time; Indian jungle population in Ecuador, Peru and Venesuela. tribal Indiani in Panama, 
rural population in a part of Morocco, Algerian refugees temporarily in Tunisia and dedouin population in Syria 
are excluded also. In Singapore, persons employed in processing, packing and gradine rubber, the production 
of palm oil, copra, coconut oil and toddy and the manufacture of tea are included in ISIC 0 rather than with ISIC 
2 + 3. In Cyprus, manufacturing includes persons employed in electricity, gas, water and sanitary services (ISIC 5). 
In India and Kuwait infrastructure (ISIC 4+5 + 7) excludes persons employed in electricity, gas, water and sanitary 
services. 

* Within each region, countries are listed in a descending order of the percentage of economically active popula- 
tion engaged in manufacturing. 

* Data refer to 1960, except for the following: Democratic Republic of Congo — estimates for 1955-1957; 
Tunisia, Sudan, Iran and China (Taiwan) - 1956; Singapore, Iraq and Malaya - 1957; Peru, El Salvador, 
Venezuela, Honduras, Hong Kong, Israel, India, Jordan, Kuwait and Indonesia - 1961, Ecuador and Mauritius 
— 1962; Uruguay, Nicaragua and Costa Rica - 1933. 

* The percentage of the economically active population in ISIC 6, 8 and 9 equals one hundred Iris the sum 
of the percentages shown for the three other sectors. 

activity. On this basis, regressions analysis suggests that with an increase 
in the share of total employment in manufacturing from, say, 10 to 15 
per cent, there would be a corresponding approximate increase in the 
employment share involved in infrastructure from 8 to 10.5 per cent. 
These results were obtained from data in table 85. 

Many of the magnitudes on employment, both in regard to changes 
over time within individual developing countries and differences be- 
tween various developing countries, have been shown to vary from cor- 
responding magnitudes on output, as discussed in the first chapter. These 
variations, which relate to differences in output per man, are considered 
in the following section. 

B.   PRODUCTIVITY AND SKILLS 

Manpower employed in manufacturing in developing countries 
has become more productive in the past decade, in the sense that the 
volume of output per worker engaged has increased, but the rate of im- 
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TABLE 86.  INDEX NUMBERS OF OUTPUT PER MAN IN MANUFACTURING, BY REGIONS, 
1955-1964 

Manufactu 

Lus 
industrialized 

ring óctivitits (¡SIC 2- S) Industrial attintiti (¡SIC 1- 3 and 511-512) 

Industrialista 
anatriti* 

World 
(ixcludiat 

ctntrally planati 

WatU 
(ixtluémg 

ctntrally planatd 

Ctntrally 

tconomits 
World 

ttonomus) tconamiis) 

1955 93 95 94 94 82 91 
1956 95 96 96 96 87 94 
1959 97 99 99 99 93 97 
1958 100 100 100 100 100 100 
1959 102 107 106 106 109 106 
1960 107 112 111 111 116 112 
1961 110 116 114 115 121 117 
1962 114 121 119 120 129 122 
1963 117 125 123 124 135 127 
1964 121 133 129 131 139 133 
1965 138 145 

Sauna: United Nation» Industrial Development Organization, baaed on data (rom the relevant ¡ama of the 
United Nation« Statistical Yearbook. 

• Countriea are classified by degree of industrialization according to par capita value added in manufacturing 
during 1958 expressed in dollari. The distinction between the industrialized and the less industrialized it made at 
123 dolían. While the classification in this table of countries outside the centrally planned economies differs from 
that normally employed in the Survey, it can be assumed that the "leas industrialized" fairly closely reflects 
the "developing countries" and that the "industrialized" fairly closely reflects the "developed market economies". 

provcmcnt has been modest and the level remains considerably below 
that in other regions. One of the particularly important influences which 
determined the productivity of manpower, or output per worker, was the 
degree to which skills were acquired by the labour force. This section 
briefly reviews die limited general information which is available on 
output per worker, and then considers some of the problems of labour 
skills for manufacturing in developing countries. 

Trends in productivity 
Output per worker in manufacturing in developing countries seems 

to have increased at an average annual rate of 3 per cent in 1955—1964 
(sec table 86). This estimated increase in over-all productivity in manu- 
facturing for the decade implies that increasing output per worker was 
the minor contributing factor, while increasing employment was the 
major contributor to the average annual increase of 7 per cent in output 
of manufactures in developing countries. However, the margin of dif- 
ference in the importance of the two factors was small. These trends 
differed markedly from those in the more labour-scarce developed regions 
where the rate of improvement in productivity was higher and where 
this improvement was the more important element in the expansion 
of their manufacturing sector. During the period 1955—1964, output 
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per worker increased by about 4 per cent per year in the developed 
market economies and 6 per cent in the centrally planned economies. 

While recognizing the substantial margins of error of measurement, 
it may be further suggested that the rate of increased output per worker 
in manufacturing in developing countries was somewhat higher than 
3 per cent in the first half of the Development Decade (1960's) and 
somewhat lower in 1955—1959. This suggestion of an increasing rate 
of productivity can be made also for the manufacturing sector of the 
developed market economies. However, somewhat different influences 
affect productivity over the short term and such changes, therefore, 
may not be too relevant in considering longer-term trends. In initial 
periods of recession, output per worker may fall where there is a reluc- 
tance to dismiss workers. On the other hand, in the early stages of increased 
demand, productivity may increase significantly as under-utilized re- 
sources of manpower are more effectively deployed. The increase may 
moderate subsequently if it is necessary to recruit workers with lower 
levels of skill, or to bring into operation less efficient equipment etc. 
Over a longer period of years, such cyclical factors, as well as random 
factors, play a lesser role. 

A comprehensive survey of industrialization would require an at- 
tempt at rigorous explanation of improvements in output per man. While 
some subsequent survey may be expected to undertake such a study, 
only a listing of explanatory factors is given at present. There is little 
doubt that there has been continuing improvement in the skill of the 
manufacturing labour force in developing countries as a result of the 
entry into the labour market of better educated young people, and of 
a longer experience on the job by the labour force as a whole, as manu- 
facturing activities have expanded. Other manpower influences have 
included changes in the quality of domestic and foreign organization, 
management and administration of enterprises in developing countries 
and the development of policies regarding the introduction into factories 
of the disguised unemployed. Rising output per worker has also reflected 
efforts to increase substantially the amount of capital invested in manu- 
facturing, particularly the heavy sector; its rate of increase in recent 
years generally appears to have been well in excess of the rate of increase 
in employment. Associated with this has been the increasing use of vari- 
ous forms of energy and the adoption of improved technologies. These 
often have gone together with increasing size of plant, which generally 
results in economies of scale. The change in the output per worker in 
manufacturing has been influenced, in addition, by improvements in 
the quality and flow of raw materials and the widening and deepening 
of the over-all infrastructure. Individual industries have not expanded 
evenly; rather, greater emphasis has been placed on those with 
higher output per worker, thus raising the over-all average. Policies 
related to wages, inflation, import substitution, balance of payments 

IB 



258 INDUSTRIAL DEVELOPMENT SURVEY 

etc. have all had marked effects on productivity. It is generally considered 
that in some countries, some of the above factors have operated in the 
direction of lowering productivity in the manufacturing process and 
that, therefore, many possibilities exist for achieving increases in the 
productivity of the labour force, through some improvement in these 
policies. 

All of these influences, taken together, appear to have resulted in a 
higher rate of increase of output per worker in the Latin American region 
than in Asia. But as shown in table 87, within the limited sample of eleven 

TABLE 87. GROWTH OF OUTPUT PER MAN IN MANUFACTURING, 
DEVELOPING COUNTRIES,« 1955-1964* 

(Average annual change in index numbers)6 

Ontptdp«     Pndnttin     Emfitymtmt 

Ceylon  10 
Kenya  10 
Panama  10 
Pakistan  8 
Argentina  6 
Israel  5 
Colombia  4 
India  4 
Philippines  4 
Guatemala  3 
Mexico  3 

7 -3 
6 -3 

18 6 
15 7 

1 -5 
13 8 
6 2 
8 4 
7 3 
4 1 
7 4 

Smnt: United Nations Industrial Development Organisation, bated on data from 
the relevant ¡nues of the United Nation» SMistiaU Tmi-k. 

• Countries are ranked in descending order of the growth rate of output per man. 
• Periodi other than 1955—1964 which were uaed to obtain average annual ratet 

of growth above were at follows: 1955- 1962 for Mexico» 1956-1964 for Colombia. 
India and Kenya; 1957-1962 for Ceylon; 1957-1964 for Pakistan and 1958-1964 
for Panama. 

• Growth rates are annual compound and are rounded to nearest whole number. 

developing countries, there has been a very wide range of experience, 
with an annual rate of increase in output per worker in manufacturing 
from 3 to 10 per cent per year. While the sample is restricted in size and 
ii clearly not representative in regard to the over-all rates of increase 
in productivity,7* this experience, together with increases in output and 
employment in manufacturing, suggest a pattern of growth different 
from that indicated in many developed countries. In the latter countries 
there is a good correlation between increases in productivity and increases 
in total output, in the sense that productivity improves faster in conditions 

n As compared with an estimated 3 per cent annual increase in productivity 
for developing countries as a whole, the median rate of increase for the eleven countries 
shown in table 87 à 5 per cent. 
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of a more rapid expansion of the manufacturing sector. No such clear- 
cut conclusion appears for developing countries. In part, this may be 
due to a generally more abundant availability of manpower in devel- 
oping countries; to a lower correlation between rising production and 
productive research activities; to a varying but generally lower level of 
organization, including inefficient use of labour; and to a sharply varying 
incidence of productivity gains from the establishment of modern manu- 
facturing enclaves within developing countries. 

At the same time as productivity in manufacturing was generally 
rising in developing countries during 1955—1964, there was no general 
movement towards either increase or decrease in hours of work by work- 
ers in manufacturing. As indicated in table 88, there was some lengthen- 
ing of the work week in seven out of the thirteen countries in the list for 
which such a comparison was possible and a reduction of the work week 
in the other six countries. Between 1955—1959 and 1960—1964, the 

TABLE 88. ACTUAL HOURS OF WORK PER WORKER IN MANUFACTURING, BY DEVELOPING 
COUNTRIES, 1955-1964 

W -ptrwmk 
Htmttfmmk 

1955-1*59 19*0-1964 AWVftJBtatt? €9 

hhmn •/ 

Latin Amtrica 
Argentina  M ... ... —0.1« 
Brazil  M 196.6 202.0 0.9 
Colombia»  W 54.0 50.4« 
Ecuador  W 46.7 45.2 -0.8 
El Salvador (San Salvador)»  . W 46.3 45.1« 
Guatemala (Guatemala City). W 46.0 45.5 -0.2 
Haiti  W 45.4 45.2 -0.2 
Mexico  W 46.9 46.3 -0.2 
Peru (Lima and Callao) ... W 44.7 46.1 0.8 
Puerto Rico  W 35.9 36.8 0.5 

Asia 
Ceylon  D                 8.6 8.8 0.5 
China (Taiwan)  D                 9.4 9.3 -0.2 
Cyprui  W 43.8 45.0 0.7 
Itrael*   ...        W 44.9 42.1" 
Philippin«  W 42.5 44.1 0.8 
Singapore  W 46.5 47.2 0.3 

S$mt$: United Nation Industrial Development Organisation, baaed an data from the relevant lama* of the 
United Nations •Batürfaef Ytmkttk. The teries of houn of work represen* the average hours eotoaUv worfcod bv 
wage-earner«. In a lew cases, the data relates to houn paid tor rather than actual hours worked. la cases where 
data for the entire period of 1933-1939 and I960-1964 «re not available, shorter periods am wed to nil lain 
averages. 

• Computed from index numbers. 
• Hours paid for. 
• Revised method of estimation of houn worked. Data fer two periods ars not 
' Including mining and quarrying, and «chiding salaried 

18* 
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average annual change was generally limited to about a quarter of an 
hour in the work week. The number of working hours per week was, 
typically, about forty-five hours. 

Turning to the structure or comparative levels of productivity at 
a given point of time, two aspects deserve consideration despite the severe 
limitations surrounding their statistical measurements: the comparative 
levels of productivity in manufacturing among various countries and 
the relation between productivity in manufacturing and in other sectors 
of the economy. With regard to the first point, it appears that in aggre- 
gate terms the value added per person engaged in manufacturing in 
the early 1960's was five to six times higher in the developed market 
economies  than  in the developing countries.74  However, when   the 
United States with its exceptionally high level of productivity is excluded 
from the comparison, the gap in productivity in manufacturing between 
the two categories of countries is closer to four times. For the developing 
countries, this measure of value added in 1958 US dollars per person 
engaged, includes the experience of several dozen countries. As shown 
in table 89, in slightly more than two fifths of the developing countries 
value added per person engaged in manufacturing was below % 1,000 
in 1958. In a little less than two fifths of the developing countries, value 
added ranged between $ 1,000 and $ 2,000, and in the top fifth ex- 
ceeded $ 2,000. A number of countries in the last group were highly 
productive in processing minerals for export. In the same year, about 
one quarter of developed market economies experienced a level of value 
added per worker below $ 2,000 in manufacturing. Also, in one quarter 
of these countries, the levels ranged between $ 2,000 and $ 3,000. In 
the top half of this group, the value added per person engaged in manu- 
facturing was in excess of $ 3,000; in the United States, it was $ 9,000. 
The table indicates the extent of further improvement achieved in de- 
veloped market economies between 1958 and 1961. While this comparison 
may be considered from various viewpoints, a possibly optimistic note 
is that in several developing countries, productivity in manufacturing 
was well in excess of the level in several of the developed market econ- 
omies. 

Despite the generally lower level of productivity of the manufactur- 
ing sector in developing countries, compared with that in developed 
countries, this sector had a higher level of productivity in a substantial 
majority of developing countries than the average of all other sectors 
combined within the same country. Where this was not the case, how- 
ever, it resulted more often from high output per worker in the "mainly 
services" sectors of the economy (ISIC 4 to 9) than from high output 
per worker in the primary commodity sectors, i.e. agriculture and min- 
ing. The former sectors include construction; utilities; commerce; trans- 

M See United Nation«, The Growth of World Industry, 1938-1961: InUrnational 
Analysts and Tables (Sales No.: 64.XVII.8). 
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port, storage and communications; and government, business and re- 
creation services. In some of these sectors, a relatively high product 
per worker may have reflected pockets of skilled professional services ; 
of relatively high profits; and of other distortions in the cost and price' 
structure. It is noteworthy that within the developing world there are 
countries, although a relatively small proportion of the total, where 
productivity or output per worker was highest in the primary sector. 
Generally, this reflects the exploitation of their rich natural resources, 
mainly petroleum and other minerals, but also, on occasion, selected 
agricultural products. 

A conjectural perspective on the productivity or output per worker 
in the manufacturing sector in relation to that in the primary sector 
might be established from the use of data on output (value added) from 
national accounts statistics and data on employment from census of 
population statistics for the same period. When developing countries 
are ranked in descending order of the ratio of productivity in manufac- 
turing to productivity in the primary sector, the results broadly suggest 
that in the top one third of the developing countries, productivity in 
manufacturing was more than two and one half times larger than in the 
primary sector; in the middle one third of developing countries, the range 
of the same ratio was between 1.5 and 2.5; and in the bottom one-third, 
it was between 0.5 and 1.5. 

However, a more important conclusion can be indicated from the 
above calculations, to the effect that countries with a relatively high 
standard of productivity in manufacturing tended abo to achieve rela- 
tively high productivity in their primary sector. It was found, on the 
basis of an inter-country comparison of data for thirty-one developing 
countries for 1960, or a year close to 1960, that the correlation co-efficient 
between percentage differences in output per person in the primary 
sector was 0.7, which is statistically significant. Apart from the suggestion 
that the factors making for higher productivity tend to be nation-wide 
rather than specific to particular sectors, a further explanation of this 
tendency might be that in the case where a country had made a strong 
effort to improve productivity in one sector, there was in operation a 
"productivity demonstration effect". Such an explanation would 
correspond to the general suggestion of growing sectoral interdependence 
in the economies of developing countries. It should be indicated that while 
this correlation is not inconsistent with the results given in the previous 
paragraphs, both are based on data subject to reservations. 

The tendencies in output per worker for manufacturing as a whole 
were strongly influenced by differences in sectoral productivity within 
manufacturing. With regard to recent growth in developing countries, 
it is clear that output per worker has grown almost twice as rapidly in 
heavy industry as in light industry, i.e. somewhat more than 4 per cent 
per annum compared with a little over 2 per cent (see table 90). While 
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the International Centre for Settlement of Investment Disputes — the 
formulation of multilateral investment charters has not proved feasible 
thus far. 

The view has been expressed that governments of developing coun- 
tries by themselves have only limited ability to give foreign investors 
advance assurance against non-business risks. However, much can be 
done by developing countries to improve the investment climate through 
and effective and suitable legal framework relating to many aspects 
of business activity. Foreign direct investors, for example, are often 
suppliers of technology and, as such, are concerned with the availability 
in developing countries of adequate safeguarding arrangements, partic- 
ularly patent laws and treaties. There is need to increase the effectiveness 
of patent laws in many developing countries through improved ad- 
ministration. Diminution of both political and business risks may, alter- 
natively, be achieved by stimulation of joint ventures between foreign 
and domestic investors. Local participation reduces the fear of foreign 
domination and introduces benefits to foreign investors arising from 
the local executives' familiarity with manpower, resources and market 
conditions within the developing country. This listing constitutes only 
a brief and general illustration of the types of action capable of stimulating 
an increased flow of foreign private direct investment to manufacturing 
in developing countries. 

Each of the remaining sources of external private financial resources 
flowing to developing countries — private portfolio investment and 
private export credits — provided at least 8 per cent of the total of 
official and private flows in 1965. Reference to recent developments 
in the use of private export credits is warranted because of their rapidly 
increasing importance in the past decade. A further reason is that 

; such credits, which comprise both suppliers and finance or buyers' 
| credits, have been used largely for modernization and expansion of 

existing plants or construction of new manufacturing plants. The use 
of export credits for capital goods purchases destined for infrastructural 
elements, such as power, transport and communications, has also been 
significant. As shown in table 74, which contains examples of manufactur- 
ing projects made possible in developing countries through the use of 
export credit facilities granted by some developed countries, the heavy 
sector of manufacturing has been the major beneficiary, particularly 
chemical, fertilizer, cement, basic metal and metal products plants. How- 
ever, a number of countries in Asia, by their use of export credits, also 
emphasized food processing plants, particularly sugar mills and textile 
plants. 

The significant role of export credits is of comparatively recent 
origin; these credits appeared in appreciable volume only in the early 
1950's. Developed countries have often used suppliers' credits as a 
competitive factor, in addition to price, quality and delivery, to spur 

15« 
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exports of their capital goods, particularly at times when idle capacity 
existed in their heavy industries. In developing countries, increasing 
recourse to export credits reflected their hunger for capital to finance 
industrialization programmes when the availability of other forms of 
finance  from developed countries was increasing only to a modest 
degree. Moreover, credits could be obtained for projects of a quality 
which could not be financed by well-established forms. It has been 
suggested  that  industrialization  efforts financed   heavily  by  private 
export credits can be a mixed blessing. Such credits have often been 
misused because of the insufficient attention given by the central author- 
ities of some developing countries to the economic soundness or the 
quality of the projects thus financed, and a minority of countries have 
clearly made excessive use of export credits. The consequences in jome 
cases have been costly. The World Bank has calculated that in a sample 
of thirty-six countries, mainly developing, the ratio of outstanding sup- 
pliers' credits to total outstanding debt was about 16 per cent as of the 
end of 1965, and the high cost of suppliers' credits was reflected by the 
fact that the total service payments on account of such credits during 
1965 represented about 32 per cent of their service payments on total 
indebtedness." The use made of suppliers' credit debt has been very 
uneven; in Brazil, China (Taiwan), the Republic of Korea, Liberia, 
Nigeria and Peru, service payments in respect of suppliers   credits 
accounted for between 50 and 90 per cent of payments on all outstanding 
debt. The excessive burden of servicing export credits has compelled, 
in some instances, consideration of international action to reschedule 
service payments. As a result of the limiting clauses in respective agree- 
ments with creditor countries, the flow of suppliers' credits has been 
affected recently by rescheduling operations for Argentina, Brazil, Chile 
and Liberia. 

The particular reliance on export credits for industrialization pro- 
grammes of developing countries has generated a search for arrange- 
ments to increase the net gain from this even more important form of 

TABLE 74. EXPORT CREDITS GRANTED BY SELECTED DEVELOPED COUNTRIES- FOR MANU- 

FACTURINO PROJECTS IN DEVELOPING COUNTRIES, BY SECTORS 

LJgkt ¡mJtmry mtmt 
ISK»-M,U-M,S9 

Afghanistan  
Afgentina     Shoe factory 

Bolivia Sugar refinery 
Brasil  

Htmj ¡nàmry mttrt 
ISKt7,3l-M 

Cement plant 
Cement plant: coal prepara- 

tion plant 

Chemical plants (2); oil refi- 
nery; cement plant 

•• Sec International Bank for Reconstruction and Development (1967) Suppliers' 
CntHts From IntustrvUUtd to Dmbpmg Countries, Washington, D.C. 
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Light iadtutrj »tiers 
¡SIC 20-26, 28-30, 39 

Htmy industry ttcttrt 
JSIC 27, 31-3t 

i ì 

Burma  Shoe factory 
Cambodia  Tyre factory 
Ceylon  Textile mill; shoe factory 
Chile       

China (Taiwan)  .   .   . Furniture,  lumber,  ply- 
wood complex 

Ghana  
Guinea  

India       Sugar mill ; tyre factory 

Indonesia Tyre factory 

Iran Sugar factory equipment; 
textile mill 

Iraq Shoe factory 
Israel       
Mexico  

Nigeria Brewery 
Pakistan Sugar cane refineries (2) ; 

textile machinery 

Panama  

Peru  
Philippines  
Sudan Shoe factory 
Syria Sugar mill; shoe factory 
Thailand  
Tunisia Textile mill 
United Arab Republic    Sugar mills (2) ; shoe 

factory 
Venezuela  

Pharmaceutical plant 

Pulp and paper mill; copper 
refinery 

Glass factory 
Machinery for processing dia- 

mond bearing gravel 
Cement plant; ceramic plant; 

glass factory; coal prepara- 
tion plant ; foil mill and smel- 
ter equipment; ore dressing 
plant; zinc smelter; steel mill 
furnace; tubing plant; nu- 
clear reactor; wind tunnel 

Bamboo paper plant; cement 
plant 

Cement plant 

Construction of car ferry 
Paper mill expansion; chem- 

ical plant; ammonia plant; 
zinc plant; machine tools 

Paper factory 
Paper mill equipment; enlar- 

gement of nitrate fertilizer 
plant; chemical plant; fer- 
tilizer plant; cement plant; 
nuclear reactor 

Construction of 22,000 ton 
bulk carrier 

Smelting pl^nt; steel mill 
Oil extraction plants (2) 

Oil refinery 
Nitrogenous fertilizer plant 

Oil   refinery;   cement  plant; 
ceramic plant 

Fertilizer plant; steel plant 

JMPw: United Nation Industrial Development Organiaatinn. bawd on data in United Nations (1966) E*frt 
CnäU mmi Drndtfrnrnt FimmmMg: Hrt Om: Cmmt Fmtim mifnUm,, N«w York B/4274, pp. 33-34. 

should therefore be regarded aa tentative. 
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finance to developing countries. A pre-condition for progress in this 
field is collection of adequate information on indebtedness in all forms 
in both the public and the private sector and of the term structure of 
the debts involved. Data should extend to the area of suppliers' credits 
in which no government guarantees are involved at either end of the 
transaction. A further recommendation made in this study by the staff 
of the World Bank calls for improved administration of external debt 
by individual developing countries, such as, for example, restraint in 
approval of credits for projects only profitable under abnormal circum- 
stances, and for general restraint when the limits of a country's debt 
servicing capacity are being approached. Creditor countries also have 
a responsibility to prevent the further spread of excessive use of private 
export credits by harmonizing technical practices, formulating appro- 
priate policies in a co-ordinated way and, where necessary, providing 
or improving channels for international management of suppliers' credits 
in order to reduce the need for rescheduling. 

C.   MOBILIZATION OF DOMESTIC SAVINGS 

Foreign savings for investment in the manufacturing and other 
economic sectors of developing countries have seldom accounted for 
more than a relatively small part of total supply of savings of these 
countries, and this situation is unlikely to change even under ideal 
political and economic conditions, national or international. It therefore 
remains an inescapable fact for developing countries that successful 
industrialization and over-all economic development must depend pre- 
eminently on  unceasing endeavours of self-help in marshalling and 
channelling domestic savings and in effectively using them. The provision 
of domestic savings for investment in the manufacturing sectors of 
developing countries cannot be reviewed usefully outside the context 
of the generation of total domestic savings for all investment purposes. 
Further, it is not possible at present to make a detailed identification 
of the domestic savings that are used specifically for investment in 
manufacturing in developing countries. Therefore, the aspects of the 
domestic savings problem of developing countries that might be con- 
sidered briefly in the survey are the level and the pattern of sources of 
all domestic savings, and the means by which an improvement might 
be achieved in the general mobilization of savings and channeling of 
these savings into manufacturing. 

Domestic savings and their sources 

Since savings serve to release resources from consumption for the 
purposes of investment, the more successful a country is in mobilizing 
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Professional, 
ttclinical, 

and rtlaied workeri 

ISCOO 

United Arab Republic 
El Salvador    .... 
Costa Rica  
Panama  
Peru  
Ecuador   
Iran  
Nicaragua  
China (Taiwan).   .   . 
Malaya  
Ghana      
Morocco  
Philippines  
Honduras  
Korea, Rep. of .   .  . 
Sudan   
Thailand  

3 
5 
5 
3 
3 
2 
2 
3 
3 
2 
3 
3 
3 
2 
1 
1 

Administrative, Craftsman, 
production process 

workers etc.* 

Population 
executive and 

managerial 
worker? 

Total engaged in 

factming 

¡SCO 1 /.SCO 7, 8 ISCO 
0, 1, 7. 8 ¡SIC 2, 3 

5 16 24 9 
4 17 23 13 
1 16 23 11 
2 15 23 8 
1 17 22 13 

— 19 22 14 
— 19 21 13 
— 16 19 12 
2 14 19 11 
1 15 19 6 

— 15 17 9 
— 12 16 8 

1 12 16 10 
1 10 13 8 
1 9 12 6 
1 5 7 3 

— 6 7 3 

Soiree: United Nation» Industrial Development Organization, baaed on United Nations Demographic YtarUok, 
¡964. See basic source for details other than given below. 

• Countries are ranked in descending order of percentage of economically active population engaged in ISCO 
groups 0, 1, 7 and 8. For Chile, Ecuador, Peru, Nicaragua and Panama, the distribution was adapted to ISCO 
from COTA - 1960 (Programme of the 1960 Census of America) classification of occupations. For Puerto Rico, 
workers in communication occupatiou were included with group 1 — 2 rather than with group 6. For Jamaica, 
the distribution was adapted to ISCO from a national classification of occupations; data exclude persons seeking 
work for first time, number unknown. For Ecuador, the Indian jungle population was excluded. For Mexico, officers 
in armed forces were included in group I — 2. For El Salvador, Costa Rica and Honduras no information is available, 
regarding the classification of members of the armed forces. Data for United Arab Republic exclude population 
of small agglomerations on the frontier districts. Morocco excludes rural population in one province. Syria excludes 
the Bedouin population. 

* For countries of Latin America, data refer to 1960 except for the following: Pera, El Salvador, Venezuela 
and Honduras — 1961 ; Ecuador — 1962; Uruguay, Costa Rica and Nicaragua — 1963. For other countries data 
refer to I960, except for the following: Sudan, Iran and China (Taiwan) - 1956; Singapore, Iraq and Malaya — 
1957; Israel and Jordan - 1961 ; Mauritius - 1962. 

• For El Salvador, workers in communication occupations are presumably included with groups t-2. Data 
for Puerto Rico, Mexico, El Salvador, United Arab Republic, Sudan, Hong Kong, and Israel include clerical 
worker« in group 2. 

* For Mexico workers in transport and communication are included. 

country relation between their relative importance and the importance 
of manufacturing, as gauged by its share of employment in the total 
labour force, is least evident for the category of administrative, executive 
and managerial workers. This may reflect, in part, the importance of 
such workers in the government sector, the size of which may not be 
closely related to the size of manufacturing employment. On the average, 
in the thirty-five countries listed, close to 3 per cent of the labour force 
was in this occupation. The extent to which the structure of the rest of 
the more skilled occupations tends to shift as the importance of manu- 
facturing in total employment increases may be suggested by the follow- 
ing rough calculation based on data in table 93. As the proportion of the 
total labour force engaged in manufacturing doubles from 8.5 to 17 per 
cent, there is less than a twofold increase in the proportion of the labour 
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force in these two occupational groups. The importance of the professional 
technical and related categories increases from about 3 to 5 per cent, 
while that of craftsmen and production process workers rises from 
about 15 to 25 per cent. The significance of considering this relation 
between the share of total labour force in manufacturing and the share 
of the labour force in more skill-intensive occupation — regardless of 
whether these workers are in manufacturing or in other sectors of econom- 
ic activity — rests on the assumption that, to come degree, all sectors 
of the economy move forward together as a result of sectoral interdepend- 
ence. On a practical level, there is a general lack of readily available 
information for more than a few developing countries on the employment 
of various occupational groups specifically in manufacturing and its 
individual industries. However, such information is readily available 
for three developing and fourteen developed countries and is briefly 
considered below. 

The occupational structure in individual manufacturing industries 
in three of the more industrialized of the developing countries, as given 
in table 94, indicates that in these countries the relative importance 
of professional and technical workers is greatest in the chemical and 
petroleum products industries and, next, in the manufacture of tobacco 
products. Thus, while in Argentina and Chile this occupational group 
accounted for only 1 per cent of the engaged labour force in 1960 for 
manufacturing as a whole, it accounted for 5 to 8 per cent of those 
engaged in the chemical and petroleum products industries and for 
3 to 5 per cent in the tobacco products industry. Among the various 
manufacturing industries, this occupational group tended to be least 
important, in relation to other occupational groups, in the clothing, 
leather, and lumber products industries. In these industries, professional 
and technical workers constituted well below 1 per cent of the employed 
labour force. Although the over-all dependence of industry on such 
skilled workers among the developed countries is considerably greater — 
often two or three times greater — the pattern of differences among 
various industries was broadly similar in both groups of countries. How- 
ever, the major point is that apparently there is a high degree of distinc- 
tiveness in the occupational requirements in each industry of each of 
the three developing countries. This not only applies to the importance 
of a particular occupational group but also to the numerical relationship 
between such occupational groups as the professional and technical; 
administrative and managerial; clerical and sales; manual; and service. 

Analysis of these data for seventeen (mainly developed) countries 
on occupational distribution in specific manufacturing industries and 
on the value added per person engaged in the respective industries 
indicates a significant positive correlation between the percentage of 
all workers who are skilled, and value added. Further, in almost every 
one of the 2 and 3-digit ISIC industries considered, the major factor 

¡ÉL 
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"explaining" increases in productivity was an increase in the proportion 
of professional and technical workers in the total labour force of that 
industry. It further appears that an increase in the number of adminis- 
trators and managers as a proportion of the labour force was the second 
most important determinant. It is too simple, however, to suggest that 
changes in the occupational structure, including closely associated 
changes, alone produce changes in productivity. Specific technologies, 
the extent of capital intensity, the size of plants and the product-mix 
of the industry are obvious examples of other influences. Further, any 
given change in the structure of occupations that produces a particular 
improvement in productivity in the developed countries may have a 
different impact in developing countries. There is little doubt that in 
this field the availability of considerably more data, including data at 
a disaggregate level, would be desirable in order to produce more 
meaningful results. 

Meeting ßiturc skill requirements 

There is a broad consensus that governments in developing countries 
must assume general responsibility for achieving balance between the 
skill requirements of growing industry and the availability of skilled 
manpower, whether domestic or imported ; and that the balance should 
be at a level which does not impede more rapid industrialization." While 
the basis for meeting this responsibility can be simply stated, the im- 
plementation presents very difficult problems. Where over-all plans 
for industrial development exist, the targets for skilled manpower should 
be integrally related and explicitly stated. Industrial skill requirements 
should be in harmony with the projected size and pattern of industrial 
investment and the specific technologies envisaged, whether local or 
imported. For each element of industrial expansion, there should be 
an attempt to identify the appropriate quantitative relation or "mix" 
of various categories of skills required. The use of partial indicators of 
probable industrial development could be substituted when over-all 
plans are lacking. In the absence of specific engineering information, 
use might be made of rules of thumb concerning the skill require- 
ments for planned changes in related variables. Moreover, interdepend- 
ence within and between various economic sectors requires that 
estimates of industrial skill requirements should be compatible with 
those for the economy as a whole, including, for example, skills needed 
to pursue research and development or to ensure adequate output of 
energy and raw materials for industry. Because of the different problems 
involved, a distinction might be made between shorter-term and longer- 

w For detailed consideration of matters discussed in the rest of this section, see 
the following papers prepared for the International Symposium on Industrial Develop- 
ment: Issms and Problems in Manpower Development for Industrialization; Skill Requirements 
of industrialization; The Effective Utilization of Manpower for Industrialization; and Education 
and Training Programmes for Industrialization (documents ID/CONF. 1/30—33). 
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term budgets of skill requirements. To help meet the planned targets, 
it is essential that a sound classification of skills be generally employed. 
This problem might be met either from revisions, now under con- 
sideration, of the generally used international classification of occupations 
of the census of population or from ad hoc sample enquiries. Identification 
of the specific educational and vocational qualifications for each skill 
category would facilitate efforts to increase the supply of skills. 

It is not possible at present to state comprehensively the magnitudes 
of future skill requirements of developing countries as a whole. Many 
past attempts to measure them must be regarded as highly experimental. 
However, consideration of some of the results has led to a tentative 
suggestion that the probable skill requirements for industry in the 
developing countries during the next decade may not be forbiddingly 
high in terms of the ability to secure those skills. Over that time span, 
the industrial sector will remain relatively small in many developing 
countries. But even this loose conclusion may be too optimistic, con- 
sidering the e?:tent of the problems involved in building an adequate 
training system. Such a system requires considerable effort on the part 
of the educational authorities, government, industry and the sources of 
foreign skills, and it involves substantial time lags. 

Provision of formal education is a necessary prerequisite for sub- 
sequent acquisition of appropriate industrial skills. A rough indication 
of the educational situation in 1960, given in table 95, suggests that in 
the majority of developing countries, thirty-six out of fifty-nine countries, 
less than one-half of the children between the ages of five and fourteen 
were obtaining a primary education. In the same year, this position 
prevailed in less than one tenth of the developed countries. The basic 
data used for the table indicate the extent to which developing countries 
were attempting to catch up in providing primary education. Thus, 
between 1950 and 1960, the average proportion of children of primary 
school age who were attending primary school in developing countries 
increased by one half, from 31 to 45 per cent. These figures represent 
the unweighted average of the situations in each of the fifty-nine develop- 
ing countries. For comparison, the corresponding change in developed 
countries was from 68 to 71 per cent. As might be expected, the highest 
rates of growth at this level of education were achieved by the developing 
countries with the least participation in primary education in 1950. 

With regard to the secondary level of education, in about three 
quarters of the developing countries (forty-five out of fifty-nine), less 
than one quarter of the population between 15 and 19 years of age was 
receiving such education in 1960. In only one tenth of the developed 
countries was the participation in secondary education so limited in 
1960. Advances in the extension of secondary education between 1950 
and 1960 may be summarized as follows: while the average share of 
the population between 15 and 19 years of age who were receiving 

19» 
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secondary education in developing countries doubled, from about 8 to 
16 per cent, the corresponding increase in developed countries was 
from 40 to 54 per cent. The gap between the two regions in 1960 thus 
remained substantially greater at the secondary level than at the primary 
level. There was evidence also of increased participation in developing 
countries at the third or higher level of education. However, this was 
still limited in 1960 to about one person in 500 of the total population; 
the corresponding ratio in developed countries was two to three times 

as large. 

There is little need to indicate that while the increasing provision 
of formal education fulfills an important social objective, it is a necessary 
but hardly sufficient means of providing the complex of skills for modern 
industry.  Failure to realize   the distinction  between these two vital 
objectives can be harmful. A costly but desirable social revolution to 
provide opportunities for formal education may not produce a wholly 
satisfactory bonus in meeting the needs for specific skills of a small 
but growing industrial sector. The value of formal education for the 
acquisition of industrial skills can be enhanced, however, by fostering 
respect for the value of manual and other practical work; by increasing 
awareness of the scientific and technological basis of modern industrial 
society;  and by giving instruction in the fundamentals of technical 
education At the secondary level, the courses in technical subjects can 
be geared to the conditions of technology applicable in the country 
itself, including anticipation of near term change in technology. This, 
together with vocational guidance, can help to produce trainable people 
for industry. 

Greater recognition of the subsequent industrial training which must 
be provided by industry and government is needed. This might be 
facilitated by the creation of a national co-ordinating agency for industrial 
training, to be concerned with all forms of industrial skills, i.e. managerial, 
professional, semi-skilled etc. Its purpose would be to assess require- 
ments for specific industrial skills and channel the vanous types of 
resources required - standards, instructors, training materials, finance 
etc. — in such a way as to effect the transition from a trainable to a 
trained person. Much can be done by industry itself, directly or in- 
directly, with firms acting singly or together. Especially in developing 
countries, where time is short and resources are scare, short-cuts in 
training are essential and the role of on-the-job training must be sub- 
stantial. A recent survey of qualifications required of new employees, as 
carried out in Nigeria, concluded that one half of the jobs at the senior 
level (engineers and other professionals) required training in employ- 
ment and that the proportion was closer to three quarters for other 
jobs above the unskilled level. For manufacturing enterprises, the re- 
quired period of such training in employment was often as long as two 
or three years. Since on-the-job training in developing countries is 
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generally regarded as a realistic and efficient method of providing skills, 
incentives to increase the attractiveness to industry of providing such 
training should be considered. 

A number of countries in Latin America have well-established 
national organizations concerned with training and their practice might 
well be studied generally. The effort to increase skills will be more 
rewarding where follow-up measures are taken to ensure effective 
utilization of skilled manpower. Directing qualified workers to essential 
jobs and improving the performance of industrial manpower can be 
facilitated, for example, by providing appropriate vocational counselling 
and guidance, inter-occupational wage and salary differentials, and other 
incentive systems. 

For many developing countries, the requirement of skill acquisition 
for small manufacturing enterprises represents a special set of problems.77 

While the entrepreneur of a small firm is charged with the functions 
of producing, selling and managing, his background experience is 
generally limited to only one of these areas. The task of training institutes 
is to provide the entrepreneur of a small enterprise with sufficient skills 
in all relevant fields. Such training is often of a different type and 
intensity than that required for larger-scale operations. While the tech- 
nologies employed by small-scale enterprise are generally at a simpler 
level, opportunity should be given in training to stimulate a higher 
level of skill. Contributions to the special effort to improve the pro- 
ductivity of small-scale enterprises might be made not only by appropriate 
governmental agencies but by co-operative institutes of small-scale 
entrepreneurs and by larger-sized firms whose business needs involve 
relations with small-sized enterprises. 

The closing of the gap between the availability of industrial skill 
and the needs in many developing countries will continue to require 
significant assistance in the form of foreign skills from developed coun- 
tries. This is no less vital, even though of a dissimilar nature, than 
assistance in the area of financial resources for physical investment.78 The 
estimated annual provision in recent years by developed countries to 
developing countries as a whole, for all purposes, has involved about 
250,000 skilled persons. While this figure represents only about 2 to 
3 per cent of the skilled personnel in the latter areas as a whole, the 
country distribution of transferred foreign skills tended to compensate 
for the lack of domestic skills so that it was a particularly important 

" Sec Training for Small Manufacturing Enterprises in Developing Countries, a paper 
for the International Symposium on Industrial Development presented by the Inter- 
national Labour Office (ID/CONF. l/B. 19). 

*• See Technical Assistance by OECD Members for Industrial Development in Developing 
Countries, presented by the secretariat of the Organization for Economic Co-operation 
and Development to the Symposium (ID/CONF. 1/45) ; The Supply of Skills to the 
Industrial Sector in Developing Countries, prepared for the Symposium by Mr. A. Maddison 
(ID/CONF. l/B. 1) ; and reference in footnote 75 above. 
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factor in the most needy countries. Generally, the lack of domestic skills 
was greater in countries of Africa than in countries of Asia, and greater 
in Asia than in Latin America. The lack of domestic skills in many coun- 
tries of Africa was related to policies pursued prior to their independence. 
Foreign skill resources in individual developing countries have per- 
formed such tasks as training local manpower and operating directly 
in production. 

Among the largest of the multilateral sources of technical assistance 
to developing countries have been the United Nations and its specialized 
agencies. The advantages of this means of assistance have been that 
recruitment can be made from a wide range of experts and that assis- 
tance can be extended in an "untied" form. Such operations require 
continuing co-ordination. Other multilateral assistance has been provided 
by  a  number of regional  organizations.   Bilateral official   technical 
assistance has been related either to specific investment projects or to 
general programmes.  A relatively large proportion of the  technical 
assistance experts provided in connexion with financial aid to particular 
projects is involved  specifically in  industry.  The centrally  planned 
economies, whose over-all economic assistance has been geared primarily 
to specific projects, have concentrated their technical assistance in a 
similar fashion; the aim has been to ensure that aid projects are properly 
supplied with the skills needed for their execution and operation. Coun- 
tries in Africa have been particular beneficiaries of such assistance from 
the centrally planned economies. There has been much less emphasis 
on transfer of skills for specific capital projects in official assistance by 
the developed market economies, and more on general programmes. 
However, the focus has also been Africa. With regard to industry in 
1965, as shown in table 96, 39 per cent of the students and trainees, 
41 per cent of the expert operational personnel and advisers and 90 per 
cent of the educational personnel in technical and vocational training 
who were financed through official bilateral technical assistance of 
country members of OECD/DAG were associated with countries of 
Africa. Countries in Asia benefitted to an intermediate extent from this 
official assistance, while countries of Latin America, some of which do 
not find lack of skills an impeding factor in economic growth, received 
the smallest amount.  Of the total official bilateral assistance from 
OECD/DAC countries, the share of industry was 16 per cent of the 
total of students and trainees and 7 per cent of experts and volunteers. 
Within the latter group, however, 11 per cent of advisers and only 2 per 
cent of the operational personnel were allocated to the industrial field. 

In terms of cost and numbers, an even larger flow of foreign skills 
has been transferred through private channels to all sectors in develop- 
ing countries. Further, most of these transfers were directed specifically 
to the industrial sector. Know-how transferred through private invest- 
ment may range from plant construction and equipment installation 
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to the provision of entrepreneurship and management, and maintenance 
and sales. The ultimate success of this method of transfer of skills depends 
greatly on the extent to which local manpower is trained for replace- 
ment. While other criteria apply to the efforts of voluntary organizations, 
foundations and consulting firms, all efforts of the private sector might 
be more productive with more intensive co-operation between this 
sector and official aid agencies in donor countries and with better support 
for appropriate organizations in developing countries. At present, there 

TABLE 96. REGIONAL DISTRIBUTION OF OFFICIAL BILATERAL TECHNICAL ASSISTANCE« 
IN ALL FIELDS AND IN INDUSTRY BY OECD/DAC MEMBERS COMBINED, TO 
DEVELOPING COUNTRIES, 1965 

(Percentages) 

Educational 

Lxptrt personnel* udmUml and Students and trainili4 

vocational training* 

All fields Industry        Mainly industry       All fields Industry 

Latin America  9 16 3 19 15 
Africa  69 41 90 38 39 

North       16 11 41 9 15 
South of Sahara  53 30 49 29 24 

Asia  17 39 6 31 38 
Other    5 4 1 12 8 

Total 100 100 100 100 100 

Samt»: See Technical Assistane» by OECD Memoers for Industrial Development in Developing Countries, paper prêtent«! 
by the Secrétariat of the Organisation lor Economic Co-operation and Development to the International Symposium 
on Industrial Development, ID/CONF. 1/45, dated 3 July 1967. 

* Excluding volunteer!. 
* Refer« to operational personnel and adviten. The total number was 36,049 in all fields of which 1,802 were 

in industry (mining and manufacturing). 
* The total number wat 3,712. 
* The total number was 61,551 in all fields of which 9,997 were in industry. 

appears to be some wastage in transfer of foreign skills to developing 
countries. Consideration of the cost of the outward flow of local skilled 
manpower from developing countries is also required. This problem of 
"brain drain" was before the forty-third session of the United Nations 
Economic and Social Council.7' 

Summarizing the above, the first step in tackling the skills problem 
in developing countries might be a careful assessment of specific skill 
requirements based on over-all industrial plans with special regard to 
the needs of the more skill-intensive heavy industries. Formal education 
needs to be more widespread to reduce illiteracy and drop-outs, but 
to conform more to the requirements of industrial growth, its curricula 

*• See resolution 1274 (XLIII) on the "Development and Utilization of Human 
Resources", adopted by the Economic and Social Council at its 1507th plenary meeting, 
4 August 1967. 
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might give emphasis to technical and vocational training including an 
appreciation of their contribution to national well-being. This might 
be supplemented substantially by training in employment by industry 
through the co-operative endeavours of industry, government, trade 
unions etc. Industry might provide an appropriately attractive wage 
and salary structure for those with scaice industrial skills. Where the 
benefits exceed the cost of imported foreign skills, they should be effici- 
ently utilized but efforts at substituting national skills as early and as 
widely as possible might be facilitated by all concerned. 

C.   PROCESSING OF DOMESTIC PRIMARY PRODUCTS 

Turning to the consideration of another important input for in- 
dustrialization — primary products — it should be recognized that a 
good deal of the recent expansion of manufacturing in developing coun- 
tries was concerned with "adding value" at the first stages of processing 
or manufacturing of primary products, particularly those from domestic 
sources. Few countries have identical endowments of primary resources, 
whether they are of the renewable or non-renewable category. While 
some developing countries produce a broad range of primary com- 
modities, others derive income from primary products by concentrating 
on a limited number of such products. Whatever the pattern, a com- 
parative survey of primary and manufacturing production in developing 
countries suggests that despite past progress further opportunity remains 
for substantial economic gains in manufacturing on the basis of initial 
as well as of subsequent processing of locally produced foodstuffs and 
agricultural and mineral raw materials. Considerable effort is required, 
however, to recognize and remove various obstacles if this potential is 
to be realized. 

The need exists, for instance, for greater information on the extent 
of exploitable primary products in many developing countries. Previous 
patterns of mineral exploration and exploitation have been based on 
criteria no longer valid from the point of view of developing countries; 
and agricultural production has been developed by methods and with 
factor proportions increasingly regarded as outmoded. The potential 
for increase in manufacturing on the basis of expanded primary pro- 
duction can be augmented further by more technological know-how 
relating to the secondary processing of primary products, the individual 
working characteristics of which may deviate from the norm. A paper 
industry might become feasible, for example, where a distinctive local 
primary product can be used as material input. Again, greater exploita- 
tion of local primary products by domestic manufacturing might ensue 
as a result of the steadily changing local availabilities of complementary 



CHAPTER IV. MANPOWER AND NATURAL RESOURCES FOR INDUSTRIALIZATION 283 

production factors, such as improved labour skills, cheaper power, 
more abundant water etc. Increased recognition of the indirect as well 
as of the direct gains from domestic processing, or of social as well as 
of private benefits, may also stimulate this type of activity. The under- 
taking of domestic manufacturing of mainly local primary products 
not only generates income for a particular sector but also stimulates 
related industries, both on the supply and the demand side. In addition, 
it may involve gains for many ancillary services in other sectors, such as 
energy and construction, and more efficiency in primary production. 
Another series of problems related to increased local manufacturing of 
primary products concerns inadequate markets; some of these problems 
can be overcome. By and large, small internal markets in developing 
countries can grow only as fast as per capita incomes and populations 
rise. However, there is a continuing promise of larger regional markets 
in developing areas. There is also a continuing possibility that com- 
mercial and private business barriers which result in favouring processing 
activities in developed countries may be lowered or removed. Thus, 
there are sufficient opportunities for further and fully economic in- 
dustrialization on the basis of primary product processing, without 
suggesting expansion on a non-economic or autarkic basis. There will 
always remain a multitude of circumstances, such as size of market, 
availability of capital or labour skills etc., which require the export of 
primary products for processing in developed countries. Similarly, 
situations in which developing countries find it more economic to import 
raw materials for processing will continue to abound. 

It is important to appreciate that, whatever further economic 
advantage is to be obtained from initial processing of a wide variety 
of primary products, developing countries must be committed also to 
an unending search for ways and means of moving from the simple to 
the more elaborate forms of processing their primary products. A worth- 
while industrial advance, for many of the developing countries, will 
flow only from investment in the more complex economic transforma- 
tions of primary products as early as possible. The relationship existing 
between manufacturing and primary products will first be considered 
in this section, to be followed by examination of such relations at the 
level of the individual commodity. 

Relation of manufacturing to primary production 

World production of primary products increased in the last decade 
at a rate of about half of that of world manufacturing (see table 97). The 
slower rate of primary production is not to be regarded as evidence of 
a world-wide shortage of primary products. Rather, it reflects, inter 
alia, shifts in the structure of manufacturing to products requiring smaller 
input of material, technological advances resulting in economy in the 
use of primary products for a given manufacturing product and the 



T 
284 INDUSTRIAL DEVELOPMENT SURVEY 

TABLE 97.  RELATION OF ALL MANUFACTURING TO ALL PRIMARY PRODUCTION, BY RE- 

GIONS, 1955-1963 

(Average annual growth rates, percentage distribution and index numbers) 

Doping        Dnl.HJmrk.t    Y^/l^U^S 
OUHtrus ««..-,« Htntmui) 

Average annual rate of growth between 1955— 1959 
and I960-1963: 
Manufacturing  6 4 5 
Primary Products«  3 2 3 

Raw Materials       4 2 3 
Non-food agriculture  3 2 2 
Mining  6 2 3 

Food  3 2 2 

Structure in 1960-1963 
(for each sector, world excluding CPE = 100:) 

Manufacturing  9 
Primary Products«  42 

Raw Materials       39 
Non-food agriculture  57 
Mining  31 

Food  44 

Index numbers of per capita production in 1960-1963 
(for each sector, world excluding CPE = 100) : 

Manufacturing  13 
Primary Products*  63 

Raw Materials      58 
Non-food agriculture  85 
Mining  46 

Food  65 

91 100 
58 100 
61 100 
43 100 
69 100 
56 100 

276 100 
175 100 
184 100 
131 100 
208 100 
170 100 

Sonnt: United Nations Industri«! Development Organizaron baaed on unpublished estimates of industrial 
origin of grass domestic product of individual countries. It should be noted that measures of average annual growth 
rates baaed on national accounts data differ from those shown elsewhere in the Survey which are baaed on industrial 
or agricultural production time series. 

• National accounts data on industrial origin conventionally include estimates for the agricultural and for 
the mining sectors. Primary products are here defined to include value added in these two sectors. On the basis of 
unpublished estimates, the agricultural sector was approximately subdivided into food and non-food lubsectors. Raw 
materiah are here defined to include estimated agricultural non-food and mining. The estimates should be regarded 
as provisional. 

generally lower income elasticity of demand for the primary products, 
mainly foodstuffs, that go directly to final consumption without passing 
through the manufacturing sector. The rate of expansion of primary 
production in developing countries was higher than in the developed 
market economies in 1955—1963. This higher rate of expansion by 
developing countries was most evident in mining activity which increased 
three times faster than in the developed market economies. A relatively 
greater increase, but not to the same degree, also occurred in production 
of agricultural raw materials and food products in developing countries. 
Thus, their growth effort was focused more on mineral raw materials 
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than on agriculture. As a result of these recent and previous production 
efforts, developing countries in the early 1960's accounted for about 
two fifths of the output of primary products in the world, excluding 
the centrally planned economies. This is in sharp contrast to their role 
in manufacturing, where they accounted for only about one tenth of 
world production. Within the primary products sector, the relative 
production of developing countries was much greater than two fifths 
in the case of agricultural raw materials but, despite recent growth 
rates, was less than two fifths for minerals. However, taking account 
of the much larger population of developing countries, their per capita 
production of primary commodities was little more than one third of 
that of the developed market economies. This large availability of 
primary products in developing countries relative to their manufacturing 
sector was of a sharply different nature in the various geographic areas. 
Asia's food production was probably more than twice that of Latin 
America, but as a result of Asia's lack of mineral development thus far, 
the volume of raw material production was probably less than in Latin 
America. Because of the large population of Asia, however, the region's 
per capita production of primary commodities, particularly in the case 
of raw materials, was smaller than that of Latin America. 

The degree of importance attached to the primary products sector 
when individual developing countries are considering expansion of their 
manufacturing activities varies considerably. A buoyant domestic 
primary sector is required to provide materials for the manufacturing 
sector and to provide food for the industrial labour force. In addition, 
it is often essential to export primary products in order to obtain foreign 
exchange for importation of a well-mixed basket of raw materials and 
semi-manufactures. Because of the variety of combinations of such end 
uses of primary products, a close relationship between the primary and 
the secondary (manufacturing) sectoral development relevant for all 
developing countries is hardly to be expected, especially when viewed 
at the aggregate level. Nevertheless, when estimates of per capita dollar 
values of recent aggregate output of these two sectors are compared 
as, for instance, in a sample of sixteen developing countries, a positive 
relation is apparent (see table 98). Developing countries tend to produce 
considerably more primary than secondary products. The cross-section 
data for these countries for 1962—1963 suggest that for the typical 
developing country with a per capita manufacturing output of about 
$ 50, a further increase of $ 10 by this sector tends to be associated 
with an increase of more than three times this amount in primary pro- 
duction. 

Examination of a larger group of countries suggests a qualification 
to the above generalization, in that it may be useful to distinguish 
different groups of industrialization performance in relation to primary 
products (see table 99). On the one hand, some developing countries 
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TABLE 99.   RELATION OF MANUFACTURING TO PRIMARY PRODUCTION, SELECTED DEVEL 
OPING COUNTRIES,« 19Ö2-19631» 

(1960 dollars per capita, annual average, and percentages) 

Argentina  
Venezuela  
Uruguay  
ChUe  
Mexico  
Trinidad and Tobago 
Panama  
Jamaica  
Colombia       
Mauritius  
Peru  
Guatemala  
Nicaragua  
British Guiana    .... 
Barbados   
Philippines  
China (Taiwan) .... 
Paraguay  
Ecuador     
Iraq  
Honduras  
Malaya, Fed. of ...   . 
Tunisia      
Morocco  
Bolivia  
Rhodesia and Nyasaland, 

Fed. of  
Korea, Rep. of   ...   . 
India  
Burma  
Thailand  
Cambodia  
Pakistan  
Ceylon  
Kenya  
Uganda  
Tanzania       . 

Manufacturint, 
total production Primary products 

Total Food 

(Pirctniaftt of Iota 

Haw matti 

(Dollars per capila) ¡¡primary prot 

161 
122 
89 

91 
402 

91 
81 
88 

242 
90 
84 
92 
71 
64 
86 

103 
107 
90 
64 
40 
58 
65 

148 
81 

HI 
44 
55 
43 

55 
44 
32 
23 
42 
45 
43 
64 
31 
39 
34 

80 
16 
71 
57 
66 

95 

62 

¿i 
54 

88 
88 

32 
80 
32 
89 
80 

86 
87 
93 
83 

85 
42 

20 
84 
29 

88 43 
88 
81 
69 

34 

5 
59 
44 
43 
43 

38 

39 
38 
35 
33 
32 

46 

32 
28 
28 

12 
12 

26 
26 68 
24 
24 
22 

20 
68 
11 

20 20 
18 

\6 
14 
12 

14 
13 

11 7 
11 17 
9 
8 ¡5 
7 58 
7 
4 
2 

ANN»; United Nations Industrial Development Orrankation. 

• Sec table 103, footnote «. 

• See tafele IM, footnote*. 
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in Latin America have now succeeded in achieving a relatively large 
manufacturing sector despite a relatively low level of primary production. 
These are countries with a more mature manufacturing sector, which 
was originally dependent on a larger use of primary resources per unit 
of manufactured output. In the course of time, the structure of manu- 
facturing in these countries has deepened, a development often facilitated 
by protective policies and, to some extent, by substantial inflows of 
external capital. These countries now tend to have a manufacturing 
sector of about the same size as their current sector of primary products. 
On the other hand, there are countries with relatively large exports 
of raw materials, and their foreign exchange earnings have been used 
largely for import of manufactures. In these countries, the primary 
sector may be at least three times as large as their manufacturing sector. 

Considering the relation of the components of primary production 
with manufacturing, it appears that the volume of food production 
in developing countries has been more closely related than the volume 
of raw materials production to the volume of manufacturing production. 
This reflects the apparent need of developing countries, for various 
reasons, to assume a large responsibility for feeding their own industrial 
labour force. However, the relationship also reflects the requirements 
of the important food manufacturing sector to obtain, primarily from 
local sources, unmanufactured foodstuffs. The lack of a significant 
cross-country relation, applicable to all developing countries, between 
the aggregate domestic production of raw materials and domestic manu- 
facturing may be due in part to the greater allocation of these materials, 
though in varying degrees and specialty, to the export market. Further, 
such exports do not result in an identical volume of imports of raw 
materials as inputs into their domestic manufacturing sectors. Almost 
all countries are net exporters of primary products and their ratio of 
domestic consumption to manufacturing production is therefore smaller 
than the ratio of primary production to manufacturing production. On 
the basis of data in table 98, the average developing country may 
consume, from imports and domestic production, a volume of primary 
products only four-fifths the volume of its domestic production. 

Countriv seeking to break away from low levels of industrialization 
will not succeed in such an effort in only a few years. In the interim, 
they will be likely to reap the benefits of changes in economic structure 
resulting from technological developments occurring throughout the 
world. Examination of the estimated magnitudes of consumption of 
primary products and of manufacturing production in a number of 
developing countries during two periods, 1955—1956 and 1962—1963, 
suggests a smaller increase in consumption of primary products per 
unit increase in manufacturing output than appeared from a cross- 
country consideration of the 1962—1963 data alone. This may be due 
partly to the tendency for increased economy over time in use of 
primary products in manufacturing as well as to changes in the income 
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elasticity of food consumption of the industrial labour force. It is im- 
portant to recognize the implications of the fact that technological 
change has tended to reduce demand for primary products, both by 
the developed and the developing countries. There is a possibility, 
however, that this impact of technological change may not be as impor- 
tant for the less industrialized as for the more industrialized of the 
developing countries. The phenomenon of an increasing technological 
gap may apply equally to developing and developed countries. In most 
instances, the increase in the consumption of primary products, required 
by the generally rising output of manufactures between the mid-1950's 
and early 1960's, was achieved more by changes in domestic production 
than by changes in trade in primary products of developing countries. 

While this aggregate view of the relation between primary products 
and manufacturing may facilitate consideration of the supplies required 
for industrial development, a disaggregate analysis, at the individual 
industry and commodity level, is useful in considering resources for 
specific patterns of industrial development in developing countries. This 
is attempted below, with attention given to some of the influences affect- 
ing industries that are major users of primary products in the developing 
countries. As suggested earlier, such factors as the market location, 
size and growth, capital and labour requirements, technological con- 
siderations, finance and infrastructure availabilities, transport costs, 
plans and policies of developing countries, trade policies of developed 
countries, and the structure, organization and control of an industry 
have influenced both the range of primary products processed in their 
region of origin and the degree of such processing. Following is a review 
of a sample of manufacturing industries whose combined performance 
was fairly representative of the total secondary activity in developing 
countries. The general average rate of growth in this sample was not 
very different from the magnitude of the 7 per cent annual growth rate 
for total manufacturing in 1955—1964. Attention is directed first to 
primary products used in the more dynamic group of industries, heavy 
manufacturing. 

Raw materials for heavy industry 

The heavy sector of manufacturing, which expanded in developing 
countries at an annual rate of 9 per cent in the ten-year period, relies 
significantly for its material inputs on minerals. The rate of growth of 
mineral production in developing countries has been indicated as having 
been much greater than that of agricultural products. Although the 
rate of growth of mineral production was greater in developing countries 
than in developed market economies, by the early 1960's the mineral 
output of the former was only about one third of world output outside 
the centrally planned economies. Petroleum, iron ore, and the major 
non-ferrous metals are among the main internationally traded corn- 

so 
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moditics in which the degree of exploitation by the manufacturing sector 
of developing countries warrants examination (see table 100). Of these, 
there was a substantial expansion in production of crude petroleum, 
iron ore and bauxite. 

The growth of crude petroleum production in developing countries, 
at an average annual rate of about 11 per cent between 1955-1959 
and 1960-1964, was considerably greater than that in the developed 
market economies, but the same relative and absolute degree of ex- 
pansion was not evident in manufactured petroleum products as a whole, 
which increased at an average of 9 per cent a year in developing coun- 
tries. While annual growth rates of output of motor spirit, distilled fuel 
oils and lubricating oils in developing countries tended to be twice 
as large as those of the developed countries, production of kerosene 
and residual fuel oils in developing countries increased at rates not much 
different from those of the world as a whole80. The resulting structure 
or pattern of production for manufactured petroleum products was such 
that in 1960—1964, developing countries did not account for anywhere 
near three fifths of world output, which was the measure of their role 
in the production of the crude product. In fact, for only one of these 
petroleum products did the share of developing countries in world output 
exceed two-fifths, while for two of the other products the share was below 
one-fifth. The degree to which individual developing countries attempted 
to increase the rate of processing above the rate of growth of crude output 
reflected primarily the influence of private and public industry organi- 
zations of a  national or international character, but availability of 
finance for building refineries and the growing size of local markets 
were also influential factors. In Venezuela and Mexico and in two of 
the Middle Eastern oil-producing countries, Iraq and Kuwait, the rate 
of processing advanced more than that of crude output. The opposite 
occurred in  Indonesia, Iran and  Saudi Arabia  (see table  101).  In 
countries where crude production has only recently started there are 
few, if any, processing facilities. On the other hand, some developing 
countries have established small refineries on the basis of imported crude 
petroleum. 

Production of iron ore has also been growing rapidly in developing 
countries. While world production has increased by 5 per cent a year 
in the period up to 1964, the rate of growth was closer to 15 per cent 
for developing countries as a whole. Therefore, between 1955—1959 
and 1960—1964, the share of world output of iron ore produced by 
developing countries rose from 22 to 31 per cent. The rate of growth 
of output of steel, the associated manufactured product, was still greater 
in developing countries. However, most of the iron ore from these 

10 In this section, unless otherwise indicated, reference to world production 
excludes production of centrally planned economies. Data on production in the cen- 
trally planned economies, where available, are shown in tables 100, 102 and 104. 
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countries at present continues to be processed in developed countries. 
Thus, as compared with the 31 per cent share of world output of iron 
ore now produced by developing countries, only 4 per cent of world 
steel outputs is located in the developing world. In many of these coun- 
tries, exploitation of iron ore resources by foreign companies has been 
conceived essentially for the purpose of providing raw materials for 
their associated steel mills in developed countries. In other cases, the 
limited size of the local market and the present absence of functioning 
regional markets has prevented the establishment of domestic steel mills 
in developing countries. Although steel production in developing coun- 
tries more than doubled between the late 1950's and the early 1960's, 
the aggregate level of their output in the latter period was, for instance, 
only about one half of the output by the United Kingdom in the same 
period. Further, about four fifths of this volume of developing countries 
was accounted for by only three countries: Brazil, India and Mexico. A 
much smaller volume was produced in Chile, Peru and Venezuela. In 
other major iron ore producing countries, such as Algeria, Liberia, 
Malaysia and Sierra Leone, all of the primary output was exported in 
this period. 

The third of the more rapidly expanding of the mineral industries 
in developing countries has been bauxite. Even though a determined 
effort is under way in many developing countries to process bauxite 
into aluminium locally, achievement to this end has been limited thus 
far. In developing countries, production of bauxite increased annually 
by 11 per cent in 1955 — 1964 and production of aluminium by 35 per 
cent. However, while these countries now account for about three quarters 
of world production of the primary product, they account for less than 
2 per cent of world metal production based on bauxite. The greatest 
potential for domestic expansion of aluminium production apparently 
exists in countries of Latin America where the bulk of bauxite production 
occurs. The main bottleneck to a much higher level of local processing 
of bauxite lies in the present lack of hydro-electric power for reduction. 
Realization of the potential for hydro-electric power existing in many 
developing countries requires considerable capital. Thus far, many of 
the foreign bauxite companies operating in developing countries have 
found it appropriate to import bauxite for processing by reduction 
plants in developed countries. Looking to the future, the rewards to 
developing countries of increasing aluminium production in their own 
region appear very great. Until recently, the little aluminium production 
existing in developing countries was concentrated mainly in Brazil, 
Cameroon, China (Taiwan), India and Mexico. A few countries had 
some production of alumina, an intermediate product between bauxite 
and aluminium. 

Several developing countries have a good opportunity to expand 
their basic metal industries and possibly their metal products industries 
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by instituting further processing of the other major non-ferrous minerals 
(copper, lead, zinc and tin). The growth rate of production of copper 
metal in developing countries in 1955 — 1964 averaged 7 per cent per 
annum, well above the annual increase in production of copper ore. More 
important, the increase in the latter production, about 4 per cent, was 
below the rate in developed countries. At the first stage of metal pro- 
cessing of copper ore into smelter copper, developing countries are 
coming within sight of achieving virtually complete domestic processing 
of their own ores. Thus, while the share of developing countries in world 
production of copper ore fell, between the late 1950's and the early 
1960's, from slightly above 50 per cent to below that figure, their share 
of world smelter production rose from 42 to 44 per cent. However, 
there is often a significant value to be added by manufacturing at the 
stage of refining. This value may be enhanced when local production 
of refined copper opens the way to some local production, at the next 
stage, of semi-manufactures of copper. But the recent growth rate of 
copper refining in developing countries has not been much different 
from growth rates of smelter production. Consequently, the share of 
developing countries in the world production of refined copper metal 
production rose only from 20 to 21 per cent between 1955—1959 and 
1960—1964. This still leaves a considerable volume of smelter metal 
(estimated at three quarters of a million tons per annum in the early 
1960's) which is exported for refining in developed countries. The ability 
of developing countries to close this gap further hinges to a large extent 
on the inter-related factors of their ability to find finance for refineries 
and to achieve conditions of political stability, as well as on the policies 
of a few large corporations which own copper mines. In copper, as 
other minerals, there may develop in the near future a significant geo- 
graphical déconcentration of ore production. Three quarters of copper 
ore production in developing countries are now located in Chile, the 
Democratic Republic of the Congo, and Zambia. If and when new 
centres of copper ore production are opened up, the challenge will be 
presented in developing countries to attempt to develop local refining 
capacity more rapidly than was the case in those countries. 

World income elasticities of demand for lead and zinc are con- 
siderably lower than for aluminium and copper, and developing coun- 
tries as a whole have made no substantial gains recently in increased 
processing of their lead and zinc ore production. Developing countries 
fared worse at both stages of production of lead than developed coun- 
tries in 1955—1964, and in the early 1960's their share of world output 
at the lead metal stage, about 17 per cent, was still only one half of 
their share of world production at the lead ore stage. For some time 
Argentina and Mexico have smelted virtually all of their lead ore produc- 
tion, but in Bolivia no smelting of locally produced ore was carried on 
in that period. Between these extremes, there was a variety of experi- 
ences. South West Africa made a start on metal processing. The rate 
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of erowth of metal production was greater than that oí oro production 
ni TZ although there still was a significant export of ore. In Morocco, 
¿tweer. *e la« 1950's and early 1960% ore product.oncl.mbed rapidly 
burmetârProduction fell away. Lead, together with z,„c, has been 
subie« to substantial price variation, and instability has been accentuated 
n deveopTng countries by the existence of commençai barnen and by 

changes in stockpile policies in developed countnes. Ex« enee of un- 
udHzed smeltin/capacities ,n developed countnes ta, a^^ - 
»n imnediment   The possibility of d.scuss.ng problems of this nature 
haTinïcgovernmental studv group, however, has undoubtedly been 
f avna.r;gd::eloPing countrief The major difference: •„ tendency 

between lead and zinc in developing countnes over the ^" P"1• 
was that although their rate of smelting zinc increased more than that 

TrninÍngrinc o're, their share of ^^^*•£¿Z 
output remained much smaller than in lead. Thus, white^loping 
countries accounted for more than one quarter oth>"£*££* 
of zinc ore, these countries produced less than one ^* «*^ *""£? 
oroduct As with lead, individual country progress in smelting vanea. 
Cn ZarntiaWand Peru made significant advances -«' ££ 
hut traduction levels in Mexico between the late 1950s ana eariy 
ÌSorEA <^ unchanged. No zinc smelting earned on 
.«Morocco  where there was an annual ore production of more than 
SJÄ ít sïouïabe recognized tha, aHhough leadI anL• ores 

are often joint products »melting process d,ffeYl*'r^or«> 
zinc » .ornetime, compUcated and costly, especiaHy for c«£«o»- 
While zinc smelting was carried forward in a handful of»"-P"*"""* 
developing countries, there are no metal Pr^,n? P£"V±V" 
more than a dozen other ore-producng countnes in (he ^«loping 
rerion In most of these latter countries, however, the volume of mined 
o^ut L cCderably smaller than in die former «¿««»tn« 

7rÄTÄ2l cohered ,L far U c0^d 
mainly to developing countries. As a remit of a high rate of growth 
oTunmetal production in the« countries, about 7 per ««£«£"• 
a a time wh« the output of tin metal dropped m ¿«^ •"££ 
the share of developing countries in total world output of this meUl rose 
b^e« one fiveS period and the next from le» than one half to 

smelting plants in developing countnes was partly influenced by political 
circumstances, including nationalization measures. 
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Raw materials for light industry 

The light industry branches of manufacturing rely mainly on agri- 
culture and forestiy for input of their primary products. The output 
of food, as well as of non-food products of these sectors, increased in 
developing countries at a rate of between 2 and 3 per cent per annum 
during the ten years up to 1964. In the same region, the rate of growth 
of light manufacturing output was close to 5 per cent a year. Attention 
is given below to recent developments in some non-food products. 

Apart from synthetics, textile manufacturing is based mainly on 
cotton and wool. With regard to raw cotton and manufactures of cotton, 
production expanded faster in 1955—1964 in developing countries 
than elsewhere (see table 102). In recent years cotton manufacture has 
spread to a large number of developing countries and utilizes an 
abundant labour force. The consequential change in structure was that 
by 1960—1964, while the developing countries' share of the world output 
of raw cotton rose to 54 per cent, their share of cotton manufactures 
increased to about one third. Developments in wool production were 
sharply different inasmuch as there was a significant growth of wool 
manufactures in developing countries at a time when production of 
raw wool in the region was virtually stagnant. Despite this trend to 
increase in wool manufacturing, the share of world production of wool 
yarn and fabrics reported for developing countries rose to only 4 per 
cent in the early 1960's as compared with one quarter for raw wool. 
Owing to the lack of data, these shares understate the actual role of 
developing countries. Within the various developing regions, country 
experience in processing varied widely. With regard to cotton, for 
instance, the major part of domestic raw cotton was locally processed 
in India and Pakistan, and a smaller degree of processing took place 
in Brazil, Mexico, Peru, Syria and the United Arab Republic. Vir- 
tually no processing occurred in a number of the countries producing 
raw cotton, particularly countries in Africa (see table 103). Other 
developing countries have established a substantial sector in textile 
manufacturing on the basis of imported raw material. There is a variety 
of ways in which the textile processing sector of developing countries 
may be a source of increased value added to their economies. The 
example of a few developing countries which have succeeded in establish- 
ing a significant export market for their textiles might well be emulated. 
In other countries, for instance in Africa, domestic expansion might 
be geared to a greater degree to local markets which still rely heavily 
on imports. In many countries, a number of problems face the textile 
industry, particularly where an import substitution policy through 
heavy governmental protection has resulted in high-cost domestic textilie 
manufactures. These problems revolve around rationalization of the indus- 
try, removal of obsolete machinery, more efficient use of other machinery, 
utilization of higher quality fibres, less wastage of raw materials etc. As 
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this differential occurred also in the centrally planned economies and 
in the developed market economies, the extent of the gap was not so 
great in the latter group of countries. The relatively slow growth of pro- 
ductivity in light industry in developing countries undoubtedly reflected, 
in part, the persistence of many small establishments which have not 
yet turned to more modern technology. The more rapid growth of pro- 
ductivity in light industry in the developed market economics, about 
3 per cent per annum, was perhaps partly attributable to the relative 
scarcity of labour in all industries, whether light or heavy. On the other 
hand, the greater similarity of techniques in individual sectors of heavy 
industry may paitly explain the fact that in both groups of countries, 
the productivity gains were similar, about 4 to 5 per cent per annum. 
Although the slowest growth of productivity in both groups occurred in 
the food industry, the metal products industry had the highest growth of 
productivity in developing countries, and chemicals and petroleum 
products in the developed market economies. 

Bearing in mind the variety of conditions in manufacturing in vari- 
ous developing countries and the limitations in statistical measurement, 
there appears to exist a remarkably uniform sectoral pattern of relative 
productivity among developing countnes. As shown for twenty-nine 
countries in table 91, the clothing industry, when compared with other 
industries considered at the 2-digit ISIC level, is lowest or nearly so in 
value added per worker. The wood products industry is generally 
slightly more productive per worker and the textile industry still more 
productive. Moving up the scale of relative productivity, the next in- 
dustry is in the heavy category of metal products. In the middle range, 
however, there is a less clear picture of uniformity, but it may be con- 
jectured that the continuing order of relatively rising productivity is: 
paper and paper products, non-metallic mineral products, and basic 
metals. Finally, the next to highest industry in terms of recent output 
per worker is the food, beverages and tobacco sector — i.e. in those 
establishments covered by censuses of manufacturing — and the relatively 
most productive is the chemicals and petroleum products sector. In this 
comparison of productivity and value added among various industries, 
relative prices are used and the system of relative prices is subject to 
diverse influences in different countries. Further, there is undoubtedly 
a marked difference among developing countries in the product mix of 
the same 2-digit ISIC industry. Nevertheless, summarizing the position 
in conventional terms of light and heavy industry, it appears that the 
heavy sector was the relatively more productive, per person engaged, in 
almost all developing countries. Indeed, in nearly one third of the coun- 
tries shown in table 91, output per worker was more than 50 per cent 
higher in the heavy than in the light industry sector. 

There are many reasons for the differences dicussed in this section, 
but a particularly important influence is the degree of skill of man- 
power. 
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with all primary products, the adoption of economic criteria does not 
require that they all be processed in their country of origin. However, 
in the case of cotton, an important economic fact is that textile mills 
can be low in terms of capital and power requirements. 

Long-term prospects of demand are bright for the wood products 
industries of developing countries, many of which possess large forest 
areas. However, in 1955—1964 the rate of growth of sawlog output, a 
primary product, for the developing region as a whole probably in- 
creased by less than 2 per cent per annum. Production of sawnwood, 
a manufactured product, grew at a still lower rate. Since these degrees 
of expansion were little different from those in developed countries, 
the approximate shares of world output accounted for by developing 
countries, one sixth for sawlogs and only one tenth for sawnwood, 
remained unchanged in 1955—1964. The demand for sawnwood is 
closely related to the industrial and general economic development 
of developing countries because of its widespread use in construction 
also in packaging, furniture etc. Further, the relative depletion of forest 
resources in some developed countries has resulted in improved prospects 
for exports by developing countries. The ability of developing countries 
to meet these demands was not as seriously impaired, as in the case 
of other products, by uniformly high total capital requirements of 
processing plants. Fixed capital requirements per unit of output can 
vary significantly according to whether small mobile mills or highly 
mechanized mills are installed; this also depends on the cost involved 
in constructing access roads. Saw milling is usually the first forest industry 
to be established. However, competitiveness has suffered when the 
quality and homogeneity of the raw material intake were adverse and 
where markets were hard to find for the outputs of both good and 
inferior quality products. Achievement of low-cost output has become 
all the more important in view of the high elasticity of substitution 
between sawnwood and bricks, steel, cement and plastics. Within this 
context, some developing countries succeeded in a significant expansion 
of processing of sawlogs into sawnwood; between 1955—1959 and 
1960—1964, the annual rate of growth of this manufacturing was about 
10 per cent in Malaysia and 7 per cent in Chile. In other important 
wood-processing countries the expansion was more modest; in still 
others, such as Brazil, which has the largest production among develop- 
ing countries, output stagnated over the ten-year period. It should be 
noted that while the direct value added between sawlogs and sawn- 
wood is relatively small, an important indirect value is added where 
sawmill residues have been utilized. Processing of primary product 
into plywood in the developing countries as a whole increased at a 
much more rapid rate than sawnwood in developing countries and 
also at a faster rate than plywood in developed countries. Nevertheless, 
developing countries still produce a smaller proportion of world output 
of this more complex manufactured product than in the case of sawn- 

21 
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with all primary products, the adoption of economic criteria does not 
require that they all be processed in their country of origin. However, 
in the case of cotton, an important economic fact is that textile mills 
can be low in terms of capital and power requirements. 

Long-term prospects of demand are bright for the wood products 
industries of developing countries, many of which possess large forest 
areas. However, in 1955—1964 the rate of growth of sawlog output, a 
primary product, for the developing region as a whole probably in- 
creased by less than 2 per cent per annum. Production of sawnwood, 
a manufactured product, grew at a still lower rate. Since these degrees 
of expansion were little different from those in developed countries, 
the approximate shares of world output accounted for by developing 
countries, one sixth for sawlogs and only one tenth for sawnwood, 
remained unchanged in 1955—1964. The demand for sawnwood is 
closely related to the industrial and general economic development 
of developing countries because of its widespread use in construction 
also in packaging, furniture etc. Further, the relative depletion of forest 
resources in some developed countries has resulted in improved prospecta 
for exports by developing countries. The ability of developing countries 
to meet these demands was not as seriously impaired, as in the case 
of other products, by uniformly high total capital requirements of 
processing plants. Fixed capital requirements per unit of output can 
vary significantly according to whether small mobile mills or highly 
mechanized mills are installed; this also depends on the cost involved 
in constructing access roads. Saw milling is usually the first forest industry 
to be established. However, competitiveness has suffered when the 
quality and homogeneity of the raw material intake were adverse and 
where markets were hard to find for the outputs of both good and 
inferior quality products. Achievement of low-cost output has become 
all the more important in view of the high elasticity of substitution 
between sawnwood and bricks, steel, cement and plastics. Within this 
context, some developing countries succeeded in a significant expansion 
of processing of sawlogs into sawnwood; between 1955—1959 and 
1960—1964, the annual rate of growth of this manufacturing was about 
10 per cent in Malaysia and 7 per cent in Chile. In other important 
wood-processing countries the expansion was more modest; in still 
oihers, such as Brazil, which has the largest production among develop- 
ing countries, output stagnated over the ten-year period. It should be 
noted that while the direct value added between sawlogs and sawn- 
wood is relatively small, an important indirect value is added where 
sawmill residues have been utilized. Processing of primary product 
into plywood in the developing countries as a whole increased at a 
much more rapid rate than sawnwood in developing countries and 
also at a faster rate than plywood in developed countries. Nevertheless, 
developing countries still produce a smaller proportion of world output 
of this more complex manufactured product than in the case of sawn- 
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wood. There has been very little relation in the extent to which coun- 
tries have concentrated on these two processed manufactures of forest 

resources. 
While exploitation of forest resources for processing into wood- 

pulp   paper etc. is a much newer and smaller industry in developing 
SM? their recent rates of expansion in 1955-1964 were partic- 
ularly high. There was nearly 20 per cent annua  expansion in pulp- 
wood, which is one of the principal raw materials for ^h Processed 
products as wood-pulp, newsprint, other paper and papcrboard. Growth- 
rates of these processed products ranged from 11 to  25 per cent in 
the region. Since this expansion was considerably greater than in the 
developed countries, the relative role of developing countries has in- 
creased. However, in 1960-1964, their share of world output of these 
processed products still ranged from only 2 to 6 per cent. The^share of 
developing countries in world output of pulp-wood about 3 per cent, 
wrSnsiderably less than in the case of sawlogs  The limited degree 
of processing into pulp and paper by the developing countnes has 
resulted from their low per capita incomes and a complex of Paction 
problems. However, with a high income elasticity of demand for pu p 
and paper, particularly at the lower per capita income levels  and with 
a desire to reduce heavy expenditures of foreign exchange for imports 
of such products, developing countries have attempted to engage in 
substantially greater processing of pulp-wood and similar raw materials. 
This has required the surmounting of several obstacles thus far accom- 
plished to varying degrees in relatively few developing countries, such 
as Argentina/Brazil, Chile, Mexico and Peru m Latin America and 
China (Taiwan), India, the Republic of Korea and Pakistan m Asia 
Most developing countries have small local markets which are difficult 
to supplement, except for some intra-trade of the deve oping region, 
in view of the established position of manufacturers of North America 
and western and southern Europe. In the pulp and paper industry, 
economies of scale and of integration are important, but these more 
economic plants are particularly capital intensive. In addition   com- 
petitiveness requires cheap and abundant power and fresh water for 
cooking and ample chemicals and bleaching. Though forest resources 
are  theoretically abundant and renewable in the developing world, 
distribution of these resources is geographically concentrated and the 
availability of conifers, which yield favoured long-fibre pulp, is relatively 
limited. To overcome this problem, particular attention has been given 
to processes employing broad-leafed species as well as a range of agri- 
cultural residues, such as straw and sugar cane bagasse. Consideration 
has been given also to improving the primary product base through 
man-made forests and reclaimed natural forests. 

There was a substantial expansion in the rubber products industries 
of developing countries in 1955-1964, as indicated by developments 
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in the production of tires. However, with regard to this major end 
use of rubber, developing countries were responsible for only about 
5 per cent of world output. Of this production, the bulk occurred in 
about ten countries, most of which were not producers of natural rubber 
or synthetic rubber. While synthetic output is still in its infancy in 
developing countries, the production of natural rubber, which now 
plays only a secondary role to synthetic rubber, is a monopoly of develop- 
ing countries. In the early 1960's none of the major producers of natural 
rubber, such as Ceylon, Indonesia, Malaysia and Thailand, possessed 
a tire industry, although some value was added in the manufacture of 
other rubber products. Inelasticity of supply and price instability of 
natural rubber, as well as technological gains in the production of syn- 
thetic rubber, have rapidly enhanced the latter for use in the rubber 
products industry of developed countries. Substantial extension of the 
use of synthetic rubber to developing countries is expected. 

Processing of food 

A central theme in current debate on the appropriate pattern of 
economic development in developing countries concerns the attainment 
of increasing output of foodstuffs. As previously suggested in the survey, 
however, the contribution of the local food manufacturing sector in 
meeting ever-rising domestic food expenditures may be considered as 
significant as the contribution of the farm sector. Thus far, the initial 
processing of farm output has undoubtedly been the dominant factor 
in the food manufacturing sector of developing countries. Such elemen- 
tary processing has been essential to reduce weight and volume and 
thus limit transportation costs or to preserve food and thus reduce 
perishability. In some cases the undertaking of a larger number of 
these operations was not impeded by their being particularly capital 
intensive and skilled-labour intensive; consequently, the location of 
food processing plants has been closely related to areas of primary pro- 
duction. At times, local market conditions have warranted basing the 
food processing industry on imported foodstuffs. Although more advanced 
processing of food has perhaps been of less significance thus far, such 
activities have been pursued in developing countries despite the some- 
times heavier capital requirements, when the nature of foreign markets 
or the size of local markets was appropriate. Production of all food 
manufactures increased at an annual rate of between 4 and 5 per cent 
in developing countries in 1955—1964. At the same time, primary food 
output increased between 2 and 3 per cent. Some insight into these 
aggregate results may be obtained from a limited review of processing 
operations for wheat and rice, meat and fish, oils and fruit, and sugar 
and beverages. 

Among the primary foods subject to basic or initial processing, 
significant growth was registered in the milling of grains. The installation 
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of modern grain processing plants has provided benefits for developing 
countries, including the saving of foreign exchange when gram is sub- 
stituted for flour imports; the establishment of plants for manufacture 
of livestock feed, utilizing by-products; and the establishment of food 
processing industries based on the milled product. Despite the wide- 
Toread introduction of modern flour mills for processing wheat and the 
modernization of primitive mills in  developing countries   the latter 
primitive facilities  still represent  a  substantial share of total wheat 
miliing capacity in many of these countnes. 1 he more modern nulls 
have tended to be capital intensive, both for fixed plant and for working 
capital. To assist in their operation, governmental support has often been 
provided, and this has included protective fiscal measures. While some 
of the expansion of flour milling was for the processing of domestic wheat 
an important part was for milling imported grain particularly in tropical 
countries which produce little or no wheat. The extent of the shift m 
imports from flour to grain was impressive in a number of countnes. 
ThV output of wheat flour in developing countries as a whoem creased 
at an annual rate of 5 per cent in 1955-1964 (see table 104). India, 

Iran and Morocco are examples of developing ^nme8Jh}^a?r ,t 
a relatively high rate of expansion in flour milling (see table 105). Wheat 
milling has tended to be market oriented, but nee milling has tended to 
be resource based. Many of the requirements and gains from processing, 
as indicated above, apply also to rice milling. The gain  rom recovery 
of by-products was particularly significant. For example, nee bran, 
which is rich in fat, protein and vitamin, has significant value and is 
used increasingly as feedstuff for livestock and poultry. It also provides 
oil for use in soap, margarine etc. These gains result from medium-scale 
and larger plants and from more capital-intensive plants. 

In the case of meat, a much more modest rate of growth of process- 
ing was recorded in 1955-1964 in developing countries than for grains; 
their output of meat expanded at only about 1 per cent annually. Inas- 
much as this growth was also more limited than that in developed coun- 
tries, the developing countries' share of world output of beef and veal, 
pork, and mutton and lamb production fell, from the late 1950 s to the 
early 1960*8, to nearly one fifth of the total level. Indeed, in many devel- 
oping countries, there was an absolute decline in meat production, 
despite relatively low levels of per capita consumption at the beginning 
of this period. In some of the countries with expanding production, 
this was due to the fact that part of their processed output went for ex- 
port or for import substitution. While much of the processing continued 
to be restricted to the simple stage of slaugutering, there was increasing 
use of modern, large-scale central abattoirs, as well as the more complex 
and capital intensive processes of freezing and canning. These processes 
created a potential for linkages with machinery supplying sectors in 
developing countries with a more advanced manufactunng sector. A 
further benefit of modern slaughtering processes arises from the oppor- 
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tunity to develop hides and skins industries and plants to exploit by- 
products, including feedstuff. In addition, where internal markets were 
small in relation to efficient plant size, the opportunity arose for export to 
other developing countries. Potential foreign markets included developed 
as well as developing countries, especially where there were no fresh 
meat resources and where canned meat could help fill the need for pro- 
tein. In the case of developed countries, however, persisting difficulties 
included tariffs, quotas and other trade obstacles. 

The expanded volume of processing of fish into fish meal for export 
by Peru is a well-known example of developmental opportunities in the 
food processing sector. Generally there is wide variation among devel- 
oping countries in the extent to which fish has been sold directly to con- 
sumers or has been processed. Consequently, over-all indices of growth 
of output should be interpreted with caution. The increased output of 
the unprocessed product, fish catches, was particularly high in a few 
developing countries, especially those in need of a supplement of domestic 
protein. In some countries, the major effort in processing concerned 
production of salted fish, while other countries concentrated on canning 
fish or making fish meal. A change from simple to more elaborate 
methods of processing requires increased facilities for storage and refriger- 
ation. However, such changes result in greater opportunities for export 
to neighbouring developing countries which do not possess adequate 
fishing grounds and to developed countries where a potentially lucrative 
market extends from canned tuna to high-grade luxury fish products. 
The perishable nature of fish requires that processing plants be located 
near fishing grounds. 

The processing of oilseeds in developing countries has been advo- 
cated on the grounds, inter alia, that almost all seeds can be processed 
into oil, that a significant value is often added by crushing and refining, 
and that local oil producing plants can stimulate the establishment of 
plants using oil for soap, margarine etc. Since individual countries tend 
to produce only a few of the great variety of oilseeds and since local 
markets are seldom large enough to absorb such specialized output, 
most developing countries export the bulk of their output at some stage 
of processing. A continuing problem facing exports in processed form 
from developing countries is that the relative unimportance of storage, 
shipping and weight reduction factors provides some economic justifica- 
tion for vegetable oil plants in developed countries. Since major consum- 
ing countries consider variation in their mix of oilseed purchases in 
accordance with relative price movements of different oilseeds, and since 
tarifa are imposed be developed countries against the processed but not 
the unprocessed product, it is not surprising that the rate of growth of 
processing in developing countries has not been uniformly favourable. 

The output of sugar cane in developing countries as a whole increased 
by about 5 per cent a year in 1955—1964. The extent of increase in 
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output at the first stage of its processing in developing countries into 
centrifugal or non-centrifugal raw sugar was by and large similar. Con- 
siderable processing of a lower quality sugar continues in small-scale 
mills. More modern, expensive and high-capacity factories have been 
established where the market is larger and financial resources are avail- 
able. Existence of such plants has spurred the development of a number 
of industries using by-products for making paper, alcohol and animal 
feed, and also subsequent-stage industries concerned with fruit, confec- 
tionery etc. A much smaller proportion of cane sugar is further processed 
into refined sugar in developing countries today, partly as a result of 
tariffs and other commercial arrangements calling for trade at the raw 
sugar stage. 

With regard to tobacco, the increase in production averaged more 
than 3 per cent per annum in 1955—1964 in developing countries, but 
the recorded expansion of the principal manufactured product, cigar- 
ettes, was closer to 5 per cent for the region as a whole, including a 9 per 
cent increase in India. Increase in processing of coffee production in 
Latin America and Africa is restricted largely to the amount essential 
to preserve the flavour of the bean, and this is generally accomplished 
by a labour intensive process with simple equipment. Further processing 
— blending, roasting and grinding — is picferably carried out near the 
point of consumption, which generally is in developed countries. As in- 
comes rise and tastes change in developing countries, increasing facilities 
for such processing will be needed; in the meantime, the opportunity 
for processing beyond the basic stage in these countries is associated 
with the development of instant coffee from both robusta and arabica 
coffees. Countries in Africa dominate in the world production oí cocoa, 
which has expanded significantly. In this commodity also, the initial 
processing, such as breaking of ripe pods, bean fermentation, sorting and 
grinding, takes place in the country of primary production. In recent 
years, there has been a sharp increase in developing countries in the 
manufacture of intermediate cocoa products, such as cocoa butter, pow- 
der and paste. However, these processes by themselves have not provided 
a large value added. Further development of complete chocolate fac- 
tories has been highly restricted in developing countries by faeton relat- 
ing to both production and demand. 

Gains from processing 

Where the scope of industrial activity is limited simply to the ele- 
mentary initial stages of processing primary products, the type of indus- 
trialization normally desired by developing countries wül be unlikely to em- 
erge. Rather, the importance of initial processing often lies in its being a ne- 
cessary stepping stone to further manufacturing, both horizontally and ver» 
tically. The underlying thread in the commodity review above has been 
that direct gain in value added at the initial stage« of processing is often 
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modest  Developing countries have already moved ahead, although in 
differing degrees, from the basic initial levels of processing to more so- 
phisticated stages. In this context, it might be useful to attempt to gauge 
broadly the gains thus far to developing countries from manufacturing 
or processing in relation to their input of mainly domestic but also im- 
ported primary products and associated items. A rough measure of this 
consists of the ratio of value added by the manufacturing sector to inputs 
of raw materials and energy into that sector. This measure suggests 
that in recent years, in a large number of developing countries, the manu- 
facturing sector has added a value of between 0.5 and 1.0-do 1 ar for every 
dollar it spent on absorbing raw materials etc. (see table 106). While 
a number of countries in Latin America experienced gains in the upper 
part of the indicated range, several countries in Asia operated in the 
lower part, but too great a regional generalization is not warranted. 
In the absence of a thorough analysis of these differences in the degree 
of gain from processing, only some tentative suggestion may be advanced. 

It appears that countries have gained more by processing primary 
products as they achieve a more diversified economy which allows for 
external  economies.  Greater  exploitation of division of labour  and 
«eater restriction to a speciality within a specific manufacturing in- 
dustry, naturally, has been the more efficient procedure. Further, there 
is a tendency for value added in manufacturing, per unit input, to be 
greater in many of the so-called heavy industry sectors than in light in- 
dustries. This tendency is not as pronounced as might be expected; 
this is due, perhaps, to the fact that many activities of the heavy sector 
in developing countries have not been as sophisticated thus far as, by 
building on  present intermediate  attainments,  they will  eventually 
become. On the other hand, it is possible that in some of the bght in- 
dustry sectors that have been longer established in developing countries, 
relatively more of the potential for sophisticated processing has been 
exploited at this stage of their industrial development. In 18 of the ¿i 
countries Usted in table 106, the gains from processing raw•materials 
etc. appeared greater in the heavy sectors than in the light sectors; 
but in only about one half of the group of 18 countries was the differen- 
tial gain of heavy industries as a group clearly significant.  further, 
within each sector of manufacturing, the larger gains undoubtedly have 
emerged not only because of the greater number of stages of processing 
to which raw materials were subjected but also because of the internal 
efficiency of operation of labour, capital and the managerial factor. 
There were greater benefits where the general level of labour efficiency 
was higher, where the labour-mix of skills was more appropriate and the 
utilization of capital capacity was greater. Employment of improved 
technologies has also tended to reduce the level of input of raw materials 
per unit of value added. Differences between countries m the measure 
of processing gain per unit of raw materials have reflected, in part, 
the differences between countries in the relative pnces of their raw 
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Structure of skills 

There is a pressing need to improve the supply of skilled manpower 
in the modern industrial sector of developing countries. Tackling the 
problem adequately requires, first, the development of an extensive net- 
work of information on skill requirements of industry and on the various 
methods of meeting such requirements. Thus far, very little of the neces- 
sary information is available for many developing countries, so that much 
of the recent discussion of related issues remains at too general a level 
to be sufficiently useful. However, it has been suggested, for example, 
that on the average, in all sectors of the economy, about 1 per cent of the 
labour force of developing countries are workers with high-level skills, 
but the corresponding figure is about 4 or 5 per cent in developed coun- 
tries.76 Without a radical improvement in this situation, much of the 
effort of mobilizing financial resources for physical investment and of 
incorporating improved technologies into the industrial system of the 
developing countries may be wasted. 

Approximate indications of the recent position regarding the avail- 
ability of skills may be obtained from consideration of the "status" and 
"occupational" structures of the labour force. Concerning the "status" 
structure, the shift towards participation of a more highly skilled labour 
force in the modern manufacturing sector involves an associated shift 
in the economically active population from the ranks of those who work 
on their own account, or those who are family workers, to the ranks of 
employees. Until recently, in a significant minority of developing coun- 
tries, more than one half of the economically active population in all 
sectors of the economy worked either on their own account or for the 
family without pay. Manufacturing activity at the artisan level allows 
for substantial employment with this status. Because of the continuing 
prevalence of artisan manufacturing activity in many developing coun- 
tries, the proportion of the economically active population within the 
broadly defined manufacturing sector with this status is quite high. 
In almost one half of the developing countries fo ' which data are given 
in table 92, more than one third of the active population engaged in 
manufacturing were workers on their own account or unpaid family 
workers. However, in those countries which have developed a significant 
modern sector of manufacturing, the proportionate influence of workers 
with such status has fallen and there has been a corresponding advance 
in the importance of the employee group. Thus, in the countries of Latin 
America listed in table 92, more than three quarters of the labour force 
in broadly defined manufacturing in Chile, Mexico and Puerto Rico 
were of employee status, while the corresponding proportion in Ecuador 
and Jamaica was less than one half. The former three countries have a 
much higher level of per capita manufacturing output than the latter 

74 See Angus Maddison (1965), Foreign Skills and Technical Assistance in Economic 
Development, Organization for Economic Co-operation and Development, Paris. 
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TABLE 92. EMPLOYMENT STATUS OF ECONOMICALLY ACTIVE POPULATION« ENGAGED 
IN MANUFACTURING, BY DEVELOPING COUNTRIES» RECENT CENSUS YEARS« 

(Number of employees and percentage composition) 

Population engaged in manufacturing equals 100 

Employas 

thousand      pa cent       per cent 

Unpaid 
P  .. Workers on        family 
" trtr      own account*    workers and 

others* 

Latin America 
Puerto Rico .... 90 
Mexico 1,268 
Chile  326 
British Honduras 3 
Uruguay  156 
Venezuela    .... 199 
Panama  15 
El Salvador .... 61 
Honduras  25 
Jamaica  42 
Ecuador  82 

Africa 
United Arab Rep.  . 555 
Mauritius  20 
Tunisia  42 
Morocco  133 
Ghana  53 

Asia 
Hong Kong .... 410 
Israel  128 
Singapore  52 
China (Taiwan) .  . 233 
Malaya  89 
Iran  525 
Korea, Rep. of    .   . 311 
Jordan  19 
Thailand  237 
Philippines   .... 347 
India 6,331 

88 
81 
76 
74 
74 
68 
60 
60 
55 
47 
39 

79 
73 
51 
50 
22 

86 
76 
77 
71 
66 
64 
64 
59 
50 
41 
35 

1 
2 
3 
7 
4 
3 
4 
1 
3 
3 

4 
3 

5 
5 
4 
8 

7 
2 
1 
2 

per cerni 

3 
17 
21 
23 
18 
27 
21 
28 
37 
40 
52 

13 
14 
46 
39 
76 

8 
13 
15 
14 
31 
29 
28 
30 
31 
44 
10 

per cent 

9 
1 
1 

1 
2 

15 
8 
6 

10 
6 

4 
9 
3 
9 
2 

1 
1 
4 
7 
3 
4 
8 
4 

17 
13 
53 

Population engaged 
in manufacturing as 
percentage of total 
economically active 

population 

17 
14 
18 
15 
21 
12 
8 
13 
8 
15 
14 

9 
15 
6 
8 
9 

39 
24 
14 
11 
6 
13 
6 
8 
3 
10 
11 

Source: United Nation Industrial Development Organisation bated on United Nation Dtnmgrapki» TourUok, 
1964. For notes other than those below tee back source. 

• Data far Jamaica and British Honduras »elude persons seeking work for first time; for Tunisia exclude Al- 
gerian refugees temporarily in the country, "employer«1' and "workers on own account" probably include family 
workers and "employees'* include unemployed persons; for Morocco, exclude rural population of a part of the coun- 
try; for Israel, include mining and quarrying hut exclude members of "Quibbusim" ; for Jordan, probably include 
family workers receiving pay. 

• Within each regioni countries are ranked by percentage of employees. 
• Data refer to 1900 except for the following- Tunisia, China (Taiwan) and Iran - 1936; Singapore and Ma- 

laya - 1957; Venezuela, El Salvador, Honduras, Hong Kong, Israel, Jordan and India - 1961; Ecuador and 
Mauritius - 1962; Uruguay - I96S. 

' Date for Puerto Rico, Tunisia, Ghana, Malaya, Republic of Korea, include also employers. 
• Includes unemployed persons: Puerto Rico 8.6 per cent, Panama 13.5 per cent and Jordan 0.2 per cent of 

total economically active population engaged in manufacturing. Data for United Arab Republic include unemployed 
persons and those receiving wages hi kind. For Mauritius, data include unpaid workers other than family workers 
and unemployed persons. 
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two. There was a roughly similar situation among the Asian countries, 
but a possibly wider range among countries of Africa. The significance 
of this transition in employment status in the present context is that the 
influences behind acquisition of skill tend to shift from the traditional 
and sometimes primitive to the modern and more complex. Employees 
subject to the wage and salary system in manufacturing may more easily 
acquire those industrial disciplines which are often important in the 
development of modern skills. 

A closer and more conventional indication of skills acquired in 
developing countries, though still approximate, is obtained frcm the 
occupational distribution of the economically active population. As shown 
in table 93, there is a close, positive relation between inter-country dif- 
ferences in the proportion of the total labour force of a country engaged 
in manufacturing, on the one hand, and the proportion of the total 
labour force in the more advanced occupations, on the other hand. The 
latter includes professional and technical workers; administrative, ex- 
ecutive and managerial workers ; and craftsmen and production process 
workers. While at one end of the scale these three occupational categories 
account for less than one fifth of the economically active population, 
they account for between about one third and one half at the other end 
of the scale. Considering these occupations singly, however, the inter- 

TABLE 93. DISTRIBUTION OF SELECTED OCCUPATIONS OF ECONOMICALLY ACTIVE POPU- 

LATION, BY DEVELOPING COUNTRIES,« RECENT CENSUS YEARS» 

(Percentage composition: total economically active population equals 100) 

Prtfutiensl, 
*~~~fr      pnémtitn pnttu 

<mJ nlMtd wrktrt ¿¡¡¡¡M» wrkirt ttt.* 

ISCO0 ¡SCO i ¡SCO 7, a 

Totti 

¡SCO 
0, ¡, 7, $ 

Pùpuhtitn 
tngfJ in 

faetwring 

ISIC 2, 3 

Hong Kong  5 
Puerto Rico  8 
Israel  11 
Singapore  5 
Uruguay  6 
Mauritius  5 
Trinidad and Tobago  .  . 7 
British Honduras  .... 6 
Chile  5 
Cyprus  4 
Jordan  4 
Barbados  5 
Iraq  3 
Mexico  4 
British Guiana  6 
Jamaica  3 
Venezuela  5 
Syria  2 

9 
14 
16 
2 
1 
1 
2 
4 
2 
1 
1 
3 
9 
7 
3 
1 
2 
I 

43 
30 
20 
31 
27 
30 
25 
26 
27 
29 
29 
22 
18 
19 
20 
23 
19 
22 

56 
52 
48 
37 
35 
35 
35 
35 
33 
33 
33 
30 
29 
29 
28 
27 
26 
25 

39 
17 
24 
14 
21 
15 
15 
15 
18 
13 
8 

14 
9 

14 
15 
15 
12 
12 
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on capacity of installed power equipment. This may be due, in part, to dis- 
similar experiences of each industrial sector regarding unutihzcd capa- 
city. 

The assurance of a ready availability of adequate supplies of elec- 
tricity and other forms of energy for more rapid industrialization re- 
quires that governments take a co-ordinated approach to energy develop- 
ment. Without such a commitment, developing countries may be faced 
either with an aborted or a distorted industrialization. The initial re- 
quirement is for an over-all projection of future demand for and domestic 
supplies of energy. Assessment of energy demand for industry should 
include appropriate attention to the needs of the small-scale manufactur- 
ing sector in both rural and urban areas. Recognizing that the develop- 
ment of domestic sources of energy may take considerable time - an oil 
field may require two years to get into operation, a coal mine may take 
between two and five years, and hydro power may need four to eight 
years for completion - the adequate supply of energy for immediate 
industrialization may involve substantial allocation of foreign exchange 
for the import of fuels. With simultaneous or subsequent production, 
distribution and use of locally exploited primary energy resources, there 
will generally be a further claim on foreign exchange because of the high 
import content of capital equipment. There may be an associated need 
to attract foreign financial resources to meet these heavy investment 
requirements. Even where the unit cost of energy is relatively high, 
it may be generally desirable for energy development to move ahead of 
industrial expansion. Although the cost of energy per unit of value added 
in manufacturing is relatively small, there might be consideration of the 
advisability of its subsidization in manufacturing use. Generally, as the 
size of the market for energy develops, and as dependence on pools of 
privately produced energy becomes particularly inappropriate, there is 
need for centralized public agencies to consider assumption of general 
responsibility for energy policy." 

D. CHOICE OF TECHNOLOGY 

Industrial progress in individual countries has resulted in average 
annual rates of growth of industrial production, employment and produc- 
tivity of 7, 4 and 3 per cent, respectively, for developing countries as 
a whole over the period 1955-1964. Undoubtedly greater progress 
could have been achieved had there been a more vigorous employment 
of more appropriate technologies of manufacturing production. Such 

« See United Nation» (1963), AppmA to m Emrgy HHq, m « Dmkpmg 
(document E/CN. 14/EP/2). 
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technologies may be regarded as those which would have produced the 
greater gain per unit of inputs, measured in terms of social costs and 
benefits, and viewed in a longer-term and dynamic context. Some of the 
technologies employed in recent industrialization have been taken over 
from developed countries without material modification. In some coun- 
tries and in some industries this was an entirely appropriate policy, and 
one that might well have been emulated elsewhere. In other instances 
there appears to have been insufficient modification of technologies of 
manufacturing production to conform to the circumstances prevalent in 
developing countries. The assumption which has sometimes been in- 
sufficiently examined was that the most up-to-date technology of the 
developed countries was the best for outright adoption in developing 
countries. There are two groups of circumstances which separate many 
developing countries from the developed countries and which bear on 
the choice of technology for a more rapid industrialization. The more 
obvious difference, perhaps, concerns factor proportions, i.e. that many 
developing countries have a relatively greater scarcity of capital and a 
more abundant availability of manpower than do most developed coun- 
tries. A related set of circumstances concerns dissimilar levels of general 
development, as manifested, for instance, by differing structure of in- 
dustry, size of plant and general interdependence of the economy, in- 
cluding availability of co-operating factors. 

Developing countries face a particularly difficult problem of tech- 
nological choice arising from the vastly different factor proportions of 
capital and unskilled labour supply typical of developing as compared 
with developed countries. It is to be regretted that consideration of this 
matter has sometimes produced extreme app-oaches that could be det- 
rimental to sound over-all economic and social development. The highly 
necessary objective of economic development that has been generally 
pursued has been that of maximizing the present value of current and 
future output and income. The indicated means for the attainment of 
this objective has been the adoption by developing countries of the 
modern capital-intensive technologies of the developed countries. The 
high profit and low cost of these technologies could produce the sayings 
for further investment. The vital requirement for a more rapid mobiliza- 
tion of domestic savings has been previously considered." The increasing 
re-investment of these savings ultimately provides for higher future 
employment, output and income than would be possible by alternative 
approaches. Provided that the developing country can use these means 
to achieve the objective stated, this approach has very considerable 
appeal. However, it may not make a significant contribution to the solu- 
tion of the pressing problem of present widespread unemployment m 
some developing countries. The social perils and urgency of this situation 
will seldom permit governments to deal with it essentially by the promue 

M See chapter III, section G, «bove. 
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of its eventual change. In fact, the social pressures inherent in the present 
situation may well frustrate the achievement of such change. This may 
lead to espousal of the entirely different objective of maximum immediate 
employment, to be achieved through the adoption of highly labour- 
intensive  technologies,  with current investment funds  spread thinly 
across the labour force. While income, savings and hence future growth 
from current output thus produced may well be much lower than 
otherwise, the misery of widespread present unemployment would be 
somewhat reduced. The difficult "trade-off" or compromise between 
these objectives can only be determined by the individual country in 
the light of the pressures and potentialities existing within it   Ine ex- 
perience of some countries might suggest a general caution before con- 
sidering a significant departure from the objective of maximizing the 
present value of current and future output and income. Similar decisions 
regarding a trade-off are required where other objectives involving 
capital intensity have been given prominence. These objectives have in- 
cluded desires for independence by developing countries from substantial 
reliance on foreign aid and for domestic redistribution of income. 

There are other social benefits from the greater immediate use of 
labour, including the more rapid establishment of a disciplined labour 
force for industry within the country. Consideration of more labour- 
intensive technologies is also warranted by the fact that m developing 
countries the social cost of labour tends to be lower than ite private cost 
to the manufacturer. There is considerable idle unskilled labour whose 
employment requires little extra social cost. The cost of labour to manu- 
facturers in many developing countries often includes expenses for train- 
ing and provision of housing. On the other hand, the use of capital has 
sometimes been made more attractive to the manufacturer than its social 
cost would warrant because of an element of subsidy, inherent in over- 
valued foreign exchange rates, which makes the domestic pnce of foreign 
equipment lower than its real social cost. In some countries, the private 
cost of capital has been lowered also through governmental fixmg of 
interest rates below the equilibrium level of an uncontrolled market 
where it would be determined by the marginal productivity of invest- 
ment. However, it has been difficult in practice to obtain a close enough 
measure of these differences between social and private net benefits ot 
using capital and labour. 

It is essential to recognize that the opportunities for shifting from 
capital-intensive to labour-intensive technologies are probably more 
limited in manufacturing than in other sectors. Greater possibihties 
undoubtedly exist in agriculture and in construction where the impact 
on employment of any specific capital-substituting technology is generally 
likely to be larger. Further, even where opportunities for a shift to labour- 
intensive technologies do exist, the ultimate cost of such shifts made in 
the modern manufacturing sector may well be substantial. This sector 
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is the most likely to provide a relatively rapid expansion of income and 
savings. Any compromise with the most efficient production processes 
in this sector may result not only in a direct burden but may impose a 
significant brake on general economic development. 

Monetary and fiscal policies have sometimes been used where it 
has been deemed necessary to use government instruments to spur the 
use of labour in relation to capital in manufacturing. These have been 
employed to raise interest rates of capital, to impose excise duties on 
domestic investment goods and import duties on imported capital equip- 
ment. Alternatively, there has been recourse to general investment 
licensing or to import licensing for capital equipment; the latter has been 
effective because of the generally high import content of such equip- 
ment. Industrial projects with technologies in general accordance with 
national development needs and factor proportions may also be given 
priority through long-term loans and subsidies from industrial devel- 
opment corporations. 

At the operational level, several production processes in manufactur- 
ing have been considered with the object of significantly increasing employ- 
ment per unit of investment without departing substantially from least 
cost output. In moving from general consideration to specific adoption 
of these processes, detailed cost-benefit analyses are imperative. There 
has been previous reference to the use of multiple labour shifts working 
the same machines. It has been estimated, for instance, that it might be 
possible to increase labour employment working a given quantity of 
fixed capital by several times if the transition is made between one shift 
which is poorly managed and three shifts where the production process 
is well managed, with incentives and intensive staffing.17 There is often 
scope for using additional labour to give machinery more careful service 
and repair than is indicated as being necessary in manuals supplied by 
engineers of developed countries. Greater technological flexibility, m 
the direction of reducing the capital cost to labour cost ratio, may 
be achieved also in some circumstances by employment of second-hand 
machinery, if this is justified by realistic estimates of total cost, including 
the relatively higher servicing and repair costs which may occur as 
compared  with first-hand   equipment.  With careful  selection,  su^h 
machinery might cost only one third as much as new machinery. This 
figure should not be regarded as representative. It has been estimated 
that in the United States alone, about $ 90 billion worth of machinery 
will be replaced within the next decade. While most of this machinery 
will be absorbed by smaller firms within the country, overseas buyers 
have free access to this source of equipment through established distri- 
bution channels. Further, greater employment per unit of capital can 
sometimes be achieved by special efforts in developing countries to 

•> See Morris J. Solomon (1963), Btitor PUmt Utiliz/rim m Into - A Bh»pri*t 
for Attim, Asia Publishing House, Calcutta. 
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separate the so-called core operations, which often involve a fixed capital- 
employment ratio in manufacturing, from their ancillary or auxiliary 
operations. Developing countries may be able more easily to substitute 
labour for capital in the latter operations, which include handling ot 
materials, warehousing, packaging, maintenance, transport witlun the 
plant etc. Similarly, where the production of components for such 
products as radios, bicycles and some agricultural equipment can be 
Separated from their assembly, it may be possible in one stage, but not 
in the other, to employ more labour-intensive techniques than is generally 
considered standard. 

Greater technological flexibility in manufacturing production is 
often regarded as more likely in the light industry sectors, inJudmg, 
for instance, the food and textile industries. As the markets for manu- 
factured foodstuffs become concentrated in urban centres, with iheir 
higher levels oí per capita income, and as agricultural productivity rises 
and transport networks become more complete, there will be an in- 
creasing shift in general to more capital-intensive production processes 
of food preservation etc. Nevertheless, scope remains for use of more 
labour-intensive methods for certain processes, including grading, coring, 
cleaning, transporting and storing. While, in general, more capital- 
intensive processes in textile manufacture lower tne cost of production, 
the possibility might exist in some circumstances for a reasonable trade- 
off between reducing unit cost and reducing the capital-employment 
ratio Thus, it has been estimated that by increasing unit cost of output 
by one-eighth, it might be possible to use older (1950) textile production 
processes which, compared with newer processes, increase labour per 
unit of output almost three-fold and reduce investment per worker by 
two thirds." This illustration should not be considered typical. 

The search for greater technological flexibility, which is stimulated 
by typical factor proportions in developing countries, need not involve 
therefore a return to primitive processes of production, to nineteenth 
century designs of equipment or to hand-operated blast furnaces. Rather, 
it requires a greater readiness to eschew unquestioned adoption of the 
most up-to-date and most prestigious capital-intensive and integrated 
production processes, which have been developed for use in countries 
where labour is particularly scarce and to seek out the efficient processes 
employed in those developed countries where the relative abundance 
of capital and labour is somewhat closer to the situation in many develop- 
ing countries. 

The second but associated set of circumstances which often require 
special attention when choosing appropriate technologies relates to the 
particular character of general development in developing countries. One 

«See United Nations, Economic Cornine««» for Latin Amerio» (19»), Oma 
of Ttchmlogus in tim Ulm Ammtm TtxHk ¡*d*r*y (document E/CN. 12/746). 
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aspect of this is the different structure of manufacturing production in 
developing countries. While the relative importance of light to heavy 
industries is generally greater in developing than in developed countries, 
the emphasis of current efforts at industrialization in developing countries 
is towards relatively more heavy industry. This generally requires cor- 
respondingly greater attention to more capital-intensive technologies. As 
suggested in tables 109 and 110, which give census information for 
periods close to the beginning of the 1960's, the heavy sector of manu- 
facturing as a whole has in all cases required more fixed capital per 
worker than the light industry. The particular extent of this increased 
capital intensity has reflected variations in product mix as well as in 
technologies used. It is uoar that, as implied earlier in the survey, the 
food, tobacco and beverage industries which are covered by censuses 
of manufacturing often involve relatively high capital-intensive pro- 

Indeed, in a few countries this sector appears to be among the cesses. 
most capital-intensive of all manufacturing. The generally low capital 
intensity of the light industry sector therefore derives more from the 
technologies which have been employed in the manufacture of textiles, 
clothing, and wood products other than paper. Similarly, in the heavy 
sector the past position has been that manufacture of metal products 
has quite often required less capital per worker than manufacturing as 
a whole. Generally, however, the opposite was the case for such other 
major groups within the heavy sector as paper, chemicals and petroleum 
products, non-metallic mineral products and basic metals. These ob- 
servations should not conceal the fact that within each of the ISIC 
2-digit major groups of industry, there are particular industries with 
considerable variation in requirements of capital per worker. In addition, 
the amount of capital used per worker at any level of industry aggrega- 
tion has been significantly influenced by requirements not only for 
fixed capital but also for working capital. The basic data for some of 
the countries listed in table 109 indicate that for every dollar of fixed 
capital there has sometimes been a need for working capital ranging 
from 50 cents to $ 1.50. Generally, the relative importance of working 
to fixed capital was more marked for light industries than for heavy 
industries. 

An expanding level of modern industrial activity involves movement 
towards a larger size of plant, and this is also generally associated with 
the use of more capital-intensive technologies. The extent of economies 
of scale and the shift towards capital intensity as size increases in manu- 
facturing may be briefly illustrated. Considering some typical canning 
plants in the manufacturing sector, it has been estimated that as capacity 
increases by more than fivefold, capital costs per unit of output may 
fall by about six sevenths and labour costs per unit of output may decline 
by more than 90 per cent." With regard to returns in terms of output 

•* See Food and Agriculture Organization of the United Nation», SUU of Foêd 
end Agriaittn, 1966 (Rome). 
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to scale of capital employed in pulp and paper mills it has been csümated 
that as the capacity of mills producing bleached and unbleached chemical 
pulp and paper increases eightfold, fixed investment per ton of output 
may decline by 50 per cent- In the various stages of iron and steel 
production - iron ore reduction, steel making and rolling of flat pro- 
ducts - it has been estimated that as the capacity of the respective plant 
is increased tenfold, capital costs per unit of output may decline between 
two and three fifths, and labour costs per unit of output may decline 
by between three and four fifths.» However, as an indication of the 
lack of universality of significant returns to scale, it has been indicated 
that beyond a certain plant size there may not by any substantial 
economies of scale in some areas of the textile industry » Economies of 
scale tend to be more marked in the heavy than in the light industry 

sector. 
Developing countries face various challenges in considering die use 

of lanrer-sized plants. There is the need to avoid introduction of plant 
sizes whose rated economies of scale cannot be adequately exploited 
because of the lack of co-operating factors within the country. The 
small markets resulting from low levels of per capita income and popula- 
tion in many developing countries, coupled with the absence of export 
opportunities, very often militate against use of the large plants whose 
capacity can only be fully exploited under the demand conditions m 
more developed countries. On the supply side, these large-scale plants 
particularly require experienced management, highly skilled engineers, 
a factory-oriented general labour force and a regular supply of raw 
materials. In some countries there may therefore be a need to search 
for alternatives to large plants which may not be as biased towards a 
reduction of the ratio of labour to capital. Although some economies 
of scale arise from purely technological economies, others result   rom 
the facilities of economic overheads. Where the benefits of large plants 
derive primarily from economic overheads, developing countnes might - 
without excessive cost - spur efforts towards smaller and more labour- 
intensive production, units with facilities of economic overheads provided 
by industrial extension services, industrial finance corporations, sales 
and purchase co-operatives, industrial research institutions, corporaüons 
supplying machines on the hire-purchase basis, firms specializing in 
maintenance, repairs and tooling, credit co-operatives etc. 

Small-scale manufacturing by the artisan sector remains of vital 

w^ReDort of FAO/ECAFE Conference on Pulp and Paper Development 

PtotóWPaper Prospects in Asia and the Far East (Sale. No.: 62.ILF.4). 
« See United Nations, Pro*.**** of the United *^/f£2ÍTÍ fcÖE 

on the Application of Modern Technical Practices in the Iron and Steel Industry to Developing 

» See United Nations, Economic Coouwon for Latin *"~ tt*J&» EeonomM 

of Scale in the Cotton Spinning and Weaving Industry (document E/GN. 12/748). 
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materials, labour, capital and manufactured products. These differences 
have arisen both from different situations of supply and demand for 
various items in each country and from the organization of the market 
for each item. While in some sectors of manufacturing in a country, 
for instance, trade unions have been well organized, the close structure 
of industrial organization elsewhere has permitted oligopolistic or even 
monopolistic pricing. The policies of governments in pursuing their 
developmental targets have also produced variation in the sectoral 
measures of gains from processing. Protection against imports of certain 
manufactured products and the imposition of selective internal indirect 
taxes have tended, depending on various elasticities, to create distinct 
patterns of value added among the various sectors of manufacturing. 
In interpreting the data in table 106, account must also be taken of an 
essentially statistical problem. Within a sector, the greater the degree of 
vertical integration in one industrial establishment or the more consolida- 
ted the accounts of the sector, the smaller the appearance of processing 
gains. 

Energy consumption 

The wide gap now existing between the levels of manufacturing 
output per capita in various parts of the world also exists in the case of 
energy consumption.81 A more rapid and sustainable industrial develop- 
ment requires a policy directed towards providing more abundant 
energy at attractive prices in developing countries. While in 1961 — 
1964 the consumption of most forms of energy was about one quarter 
of a metric ton (250 kilograms) per head of the total population in devel- 
oping countries as a whole, the corresponding figures were about three 
and four tons, respectively, in the centrally planned economies and in 
the developed market economie». The gap might be somewhat smaller 
with the inclusion of some fuels, such as wood, for which reliable in- 
formation is lacking but which arc relatively more important for the 
developing regions. 

Among the developing regions, the recorded per capita consumption 
of energy was as much as seven times larger in Latin America than in 
Africa, with the intermediate consumption level of Asia being closer to 
that of Africa. However, even these indications do not reveal adequately 
the extent of disparity among developing countries in availability of 
this essential ingredient for industrial expansion and general economic 
and social advance. Thus, while the top one third of 131 developing 
countries and territories with available data had levels of energy con- 
sumption in excess of the average level of 250 kilograms per capita, energy 
consumption in the lower one third of these countries was less than one 
quarter of the average level, and generally was considerably less. 

« See United Nations, WmU Emrgy Supplies 1961-1964, Statistical Papen, 
Series J, No. 9 (Saks No.: 66.XVH.9). 
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significance to developing countries considering the large part of the 
labour force employed in it. However, general prescriptions for tech- 
nological improvement are particularly difficult because of the highly 
heterogeneous character of the artisan sector. Only selected areas of 
this sector would appear useful candidates for technological improvement 
involving increased capital intensity, given rapidly changing patterns 
of demand.  It should be appreciated that the general limitation of 
investment funds implies that any funds allocated to the artisan sector 
may involve a corresponding denial of such funds to the much nore 
productive  modern sector of manufacturing.  However,  this  assumes 
that there is a homogeneous capital market. In practice, much of the 
equipment for the artisan sector might be financed by the entrepreneur 
of the small enterprise whose alternative use of income would be in- 
creased consumption, land speculation or hoarding, or by local sources 
which would be difficult to mobilize for the financing of national develop- 
ment. There is a particular case for increased government stimulation 
of improved production techniques under the latter conditions, especially 
where little foreign exchange expenditure is involved for purchases of 
equipment. More encouragement might be given also to the use of 
methods of production in the artisan sector which primarily involve 
improved management techniques and provision of services which can 
be supplied without materially reducing non-financial resources for the 
modern sector of manufacturing. While there is a danger of concentra- 
tion on improving this sector to the detriment of the modern sector, an 
artisan sector subject to technological improvement, rather than wide- 
spread stagnation, can benefit the modern manufacturing sector in 
several ways. It can provide a source of labour possessing some degree 
of skill; it can perform essential ancillary servicing; and it can develop 
a substantial role as sub-contractor. 

A further characteristic of the present status of general development 
which bears importantly on the choice of appropriate technologies in 
developing countries relates to the degree of interdependence between, 
and balance within, the various elements of their economy. Those devel- 
oping countries which, for instance, lack an appropriate infrastructure, 
a ready availability of raw materials or a balanced complex of skills 
in their labour force are unlikely clients for efficient use of the unadapted 
technologies of the developed countries. These technologies are generally 
highly productive only in an environment of adequate energy and 
transportation, uniform quality and regular inflow of raw materials and 
sufficient availability of medium and higher levels of labour skills. There 
is an urgent need, therefore, to promote recognition of these differing 
circumstances. 

There is much more that can be done to help in the adoption of 
more appropriate technologies in the manufacturing sector of developing 
countries than has been done thus far. There is a role for those most 
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directly involved in manufacturing, for governments in both developed 
and developing countries, and for international agencies. It should be 
more fully recognized, for instance, that local and  foreign engineers, 
technicians, salesmen and economists have generally been trained against 
the background of conditions  applicable to developed countries and, 
therefore,  sometimes have   insufficient appreciation   of the problems 
posed by the different developmental situations found in many developing 
countries. Further, capital equipment suppliers in developed countries 
have seldom found it more profitable to develop and export products 
with specifications different  from those acceptable   in  their domestic 
markets. The stimulus to make equipment more  appropriate to the 
requirements of developing  countries has sometimes  been dulled by 
protection gained through "tied aid". An improved system of incentives 
positive and negative, is required to change this and to obtain increased 
production, trade and consumption of more appropriate technologies. 
Public as well as private agencies in developed countries can facilitate 
the development and transfer of more appropriate technologies through 
establishment of data banks and adequate dissemination of such data. 
There might be increased attention in developed countries to research 
and   training suited to the   manufacturing conditions  of developing 
countries.  There might be   greater incentive given   to enterpnse-to- 
enterprise  transfer of appropriate operational   technology,   and,  tor 
instance, to greater use of the facilities of the patent offices of the in- 
dustrial countries. There is a particular need to reduce the cost of foreign 
technology desired by developing countries. This might be achieved, 
inter alia, by tax concessions and by extensions of bilateral and multi- 
lateral aid programmes.98 . 

In developing countries there is a basic requirement for trained 
personnel to assemble all relevant information, to select more appropriate 
technologies of production and to devise operational procedures for 
their implementation. An enhanced level of action on the part of inter- 
national agencies, including UNIDO, might also be considered useful. 
Such action might relate to assistance in formulation of policies on 
appropriate technology by technical experts ; development of technological 
data banks; provision of training courses; and establishment of industrial 
research institutes. 

•• Sec United Nationt (1967), Arrangmtnts for tkt Tran&r of Operato* Technolog; 
to Developing ComtrUs, progress report by the Secretary-General to the Economic 
and Social Council (document E/4319). 
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Although energy supplies arc essential to help achieve efficiency in 
other productive sectors of the economy as well as to meet the needs o 
consumers for heat, light and transportation, the proportion of total 
energy   absorbed by  the   manufacturing sector   remains  substantial. 
Among  the developed market  economies,  the  manufacturing sector 
often absorbs between one fifth and two fifths of total energy supplies. 
Possibly as a reflection of the relatively high income elasticity of demand 
for energy by consumers, the proportion of total energy consumption 
absorbed by manufacturing production appears to be larger in the less 
prosperous of the developed market economies. However, because of 
substantial structural differences, it would be inappropriate to project 
the energy consumption patterns of developing countries from those 
of the developed countries. Although information on developing count• 
is generally lacking, the manufacturing sector in six of these countries 
consumed between 15 and 40 per cent of total energy consumption. 
A clear relation which exists between the absolute amount of energy con- 
sumed and value added, in terms of per person engaged m manufacturing, 
suggests that for each additional 50,000 kilowatt hours of all formsofenergy 
per person in manufacturing, there tends to be an additional added value 
of about $ 1,600 per person in manufacturing. However, this was derived 
from data for fourteen countries, most of which were m the developed 
regions. None of these recorded a value added in manufacturing per 
person engaged of much below $ 2,000. 

Of the various types of energy, modern industrialization particularly 
requires the use of electricity. Its strategic nature is perhaps belied by 
quantitative data which indicate that electricity consumption in the 
manufacturing sector probably accounts for between about one tenth 
and two tenths of consumption of all types of energy m the manufactur- 
ing sector in developed market economies, and for smaller proportions 
in developing countries.» Indeed, without this type of power modern 
industrialization would be impossible. In thermal applications, electricity 
sometimes competes with coal, oil or gas and, in some limited cases with 
nuclear energy. However, in the mechanical apphcation of energy the 
field is reserved almost entirely for electricity. Industrial fields where 
the problem of substitution of fuels may arise are relatively marginal. 

¡TvVhile information on tottJ energy coniumption in developing countries is 

wuTth«e in op. cit., World Emrgy Supplus, Wfif-WÄ. . 
- These proportions result from a comparison of fuels on the_b""^* **¡ 

enenry which can be obtained from them under ideal conditions. It «nw^«* ^ 
ï^kuo^att hours (KWH) is equivalent to o**^^<%¡£ ¡Z¡*m£ 
oil or one quarter ton wood. For details, see op. at., WmU Emrgy òupptm, iwi 
1964 iSalesNo.:66.XVII.9). .   . ,     .... 

«SeTunitedNatior*^ 
of Asm and thi Far East (Sties No.: 66.II.F.4). 
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Among the limited sample of fifteen developing countries listed in 
table 107, the variation in annual consumption of electricity in manufac- 
turing per person engaged ranged from about 2,000 to 7,000 kilowatt 
hours. With few exceptions, for each country electricity consumption 
per person engaged in the heavy sectors as a whole was greater than, 
and often twice as great as, in the light industry sectors as a whole. 
However, in general, a sharp distinction must be made between metal 
products 'industries and other heavy sector industries producing, for in- 
stance, paper and paper products, chemicals and petroleum products, 
non-metallic minerals and basic metals. Unlike the situation in these 
latter industries, electricity consumption per person engaged in the metal 
products industries of developing countries has not been particularly 
high in relation to other industries and, indeed, was often little higher 
than that in the clothing and wood products industries. These two in- 
dustries have generally been the modest consumers of electricity per per- 
son engaged. The manufactured food and textiles industries, together 
with metal products, were also intermediate claiments for electricity 
per person engaged. At the level of industrial aggregation used in table 
107 it appears that in most developing countries, the significant industrial 
sectors which were the most intensive users of electricity often absorbed 
between five and ten times as much per person engaged as the least 
electricity intensive industries. To some extent, these conclusions are 
confirmed by a further sample of twelve developing countnes for which 
data are available on a related variable, capacity of installed power 

equipment (see table 108). ,,/.,•• 
The above indications on the average of country levels of electricity 

consumption per person engaged in each of the industrial sectors of manu- 
facturing need to be considered together with those on the degree of 
country variation around these averages for each industrial sector. It 
appears that, except for metal products, there was greater country varia- 
tion in use of electricity per person engaged in the heavy industnes than 
in the light industries. The opposite might be expected on grounds 
that the range of technological choice is more restricted for given pro- 
ducts in the heavy industries. While this technological inflexibility may 
hold true for some of the more narrowly defined of such industnes, 
particularly those in the more industrially developed countries, it may 
well be that at present there exists a wider range of technological choice 
in the so-called heavy industries of developing countries. Perhaps the 
more important factor is the variation in product-mix within each in- 
dustry. It is more likely that the product-mix of light industry sectors is 
less dissimilar between individual developing countries than in the case 
of heavy industry sectors. Countries with a smaU heavy industry tend 
to concentrate on a relatively limited and distinct group of products 
rather than on a fairly diversified range. This will undoubtedly change as 
industrialization proceeds. The pattern of industry variation around 
average levels indicated for electricity consumption is not reflected in data 

22 
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