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1. Many generally accepted approaches to economic development are still dominated
by the ideas and policies that took shape shortly after World War II, when the new
independence of many former colonies, and thoc new pattern of international relations
that took shape in the aftermath of the war, raised the problem of accelerated economio
growth of developing countries to the first rank of international importance. |

2, The reality was that the developing countries which existed, for oorsideration
by theorists and policy«makers, up 0 the esrly 1950's were primarily the larger latin
American countries and those oountries in Asia, inocluding India, Pakistan and Indonesia,
that had by then achieved national independence. In latin America, it vas mainly
Argentine, Brasil and Mexioo thnt engaged the attention, and t0 a lesser extent perhape
mmmwmuuaummmumo:m, Pakisten and .
fonesia, followed by the Philippines and Durma. T these one might add, in the Niddle
m.mmmmmmmammmm Thus it vas the larger
countries vhich tended o serve as prototypes for policy formulation.

3. It wes recognised, % be sure, that there were great differences in evcnunio,

‘mmwammm, ﬁwunﬁn,mumamamlmef

"me. mmmmgma that m,_,_:
7 “in "&a-ut
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the initial imports of capital goods, and for further imports for investment. On the
other hand, in the case of new output producing no direct savings of foreign exchange,
the solution might be more difficult and roundabout: it would require an increase in
the savings rqtio, and the devising of means, such as possibly currency devaluation, to
convert the savings obtained into erports or reduction of imports. Nevertheless, the
beliof was that if oniy an initial ‘mpetus could te given tc the developing economy,

the over-all level of productivity would ultimately be raised so much that the necessary
savings could be realised without having to cut into existing levels of consumption.
Poth processes would of ocourse be facilitated by the availability of foreign exchange
reserves, by foreign grants and lons-ters loans, snd by [rivate investaent from sbrosd.

5.  Thus, there sesmed 0 be 1o roason to suppose that the typically large developing
countries, as visualiged twenty or fifteen years ago, «ould be unadle to realize
nmnm @ains in productivity and in savings capacity so that they might, within a
asonable span of time, get over the hump of initial fousa indebtedness and balance
ﬁf w strains, snd thereafter proceed on a steady course of self-sustained growth,
iven the initial capacity to import the required capital goods, the application of
sodern science and technology, and a will to effect the M institutional changes,

however, soon showed that ocontimued growth within such an inmward-
wﬁm sutomatic. tﬁi ww’i, this was clearly
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8. The sige distribution shown in table 1 illustrates the ch.nges that have taken
place since 1950 - the sige cf the average developing country is now two-thirds
smaller, and the median developing oo wtxy is now only about half as large as those of
fifteen years sgo. It is of course true that the weight of these numerous suall
countries in the total population of the leus developed part of the world remains

small == less than 7 per cent of the total population, not counting mainland China.

But it is equally true that the prodlems of econocmic development in many respects does
not pose itself, in the international framework, in terms of the musber of individuale
concerned, but Tather in terms of the mumber of national entities affected. And in these
torus, it is relevant that the mmber of Msuber States of the United Nations which are
commonly considered as less developed (exoluding the socialist countries and the poorer '
oounizies of Burope) has grown from forty=two in 1950 to eighty-five in 1965, and that
the mmber of developing oountries with populations of less than five aillion (on the
&uoﬁwlﬁmm) hes incrensed from fiftesn, or slightly more than &
Ahixd of this group and less than & garter of the entire sembership of the Unitd
lnsm, %o forty-five — more than Malf of all deweloping countries, and nearly wo

£124s of all countries.
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9. The traditional approaches to industrialisation, shaped in accordance with the
problems posed by larger countries such as India or Pakistan on the one hand, or Bragil
or Argentina on the other hand, fall into two broad groups: those which saw the
maximigation of total or average income as the immediate objective of development, and
those whioh accorded priority to the alleviation of the employwent problems oreated by
rapidly growing populations. Frequently, the two were regarded as complementary if not
identical. Whatever the goal that was given first priority, iaéustrieliution was
gonorauy envisaged as oriented predominantly towards the domestio market, and the
policies concerning income disposition, resource allocation, the structure of production,
the choice of techniques, and industrial organisation, were formulated from that point
of view. Expansion of exports was often recognised as essential, but it was usally
considered only from the balance of payments viewpoint, and hardly ever as & cignificant
part of tiw market basis for industrialisation itself. Exports, acoordingly, were
thought of as either of the more or less traditiomal type, or as & spillover from impors
substitution and from the over-all rise in the level of Jomestic productivity in
general. Rarely were they oonsidered more than a residual from the development efforss
directed towarde the domestic market, although in specific oases of mew indusiries the
pressure of practical needs dictated it. :

17 In Latin Americe, which had started its industrialisstion process earlier,
nohs mt vith the pm&uﬁu of sustained tmtﬂoliutzeu afforded by the
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11, Equelly, experience soon showed that the hopes placed earlier in the possivilities of
easing the employment situation through industrialisation had been far too sanguine. Even
under favowrable conditions with respect to the savings rates attainable in practice, the
domestic accumulation of industrial capital usually fell far short of that needed to
absorb even the incremsnt to the labour force, lst alone that required to do away with
the open or disguised wnemployment in the traditiomal sectors of the economy. Concelivably,
investasnt ocould be diluted to the point vhere some kind of employmmt might be found for
larger mmbers, but only at the cost of forgoing all significant productivity gains., And
as has been pointed out, this is not what is wanted, although in theory "my soeiety, if
4t could rid iteelf of encugh techaiqu and odpital, could keep every one of its mmbulae
tory mesbers fully employed grubbing f.r roots and berries®.(M) Given the purposes and
technical conditions of industrial developmernt and the accepted patterns in which it talms
plave, the investasnt per worier needed, even for the less capital-absorbing typss of
produstion of those whish still represent & memingful shift from traditicnal to modern
in reslity.
12, A simple mmerical exmple may illwstrate this poimt, The relationship between the
fall-enployment growth rate G, the savings ratio 3, the japort ccefficient M, and the
capital-output ratio C my be expressed by the familar equation G=6(1 = M)/C. Aseum
countey with a population of 5 millien lﬂd 8 M fores of 2.5 million, growing
mre thm 1,3 por ommd par mm & 2K MBS Sncems of m, the sevings rat
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13. These figures may be compared with the results of some cost estimates for 113
small-scale industries prepared by the United States Agency for International Develop-
ment, acoording to whioh the fixd capital needed to employ an additional worker 1s on
the average about $11,000, or $7,700 if the six most capltal-absorbing industries m
this sample are excluded.(2) Only about a third of this investment goes for building
and construction, i.e. predominantly domestic expenditure; the rest is equipdent, most
of which must be imported. If these estimates come close to representing the tech-
nically given lower limit of capital per worker, then any absorption of the additional
labour force is out of reach on any reasonable assumptions. In this example, even if a
savings ratio of 25 per ocent could be attained, it would not be possible to absord the
entire increment to the labour force unless the impors aectﬁa&oat of investment were
reduced considerably.

" 14. Given technology as requiring investment for 1%&&3 wozkers of $33,000 or
mora, the crux of the prodlem evidently 1ies in the low investment aﬁt&ﬂ.hr which
characterizes the developing sountries and which particularly reflects their deper den
for the supply of the capital goods they need for iﬁuﬂtﬁdinﬁm. Ia

" 4he absence of major capital transfers from abroad, only a reduction of the over-all

. import coefficient through an expansion of domestic inocome and demend can sustain the
 investaent needed for & substantial absorption of the additionsl workers, within the

context of current technology.

of the immr‘sﬁ the impe
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phenomenon: a8 the new investment bore fruit, domestic inoome and demand would grow

and would afford new outlets for further investment, and at the same time the import
coefficient would drop. This would go on until the eoonomy attained a stage of maturity,
with full employment of Tesources, and with a level of foreign trade dictated by
eooncmic choioce rather than by technioal necessity.

16, m-ma&muaM%wt,moitmtformmetmm:
obstacles to ocontimued import substitusion. These obstacles oven now are not yet widely
and adequately taker. into account. The fact is that the opportunities presented W

she industries that could be established behind the protection of high transportation

costs and of tariffs not ewoseding & self-defeasiug level, graduslly became exhausted.
usmmmmmmmummwuammu.m
mumﬁﬂimﬁtuunhmtas”mtefmm
tonded % fall off. The resulting lag of powth of domestic inocws and demend, ia
mammamﬁndwmwm Atmlu-m |
She terms of trads Detween the treditional expores of the less developel CCURAEL( ) ol
the capital goods thay needed aleo freq stly sonded to deteriorate, mmh
foreign exohange constraint on growih even mre Severs. To some extent, iapord ;
substitution and industrial development in generw. oould s3ill be pushed further them

various neamires; the not offect of these, however, wys generally to reise the

ﬁmmnrmmnm. mamwummmma
nﬁa parsionia lrm m&ﬁml m

=3




The_technical determinants of development

18. From the viewpoint of the present discussiom, it seem3 there are two elements in
the traditional approach to industrialization whioh chiefly account for underrating

the internal obstacles to growth that arise in an inward-directed mode of industriale
ization. The first is that, although industrialization is necessarily an historical
process, whose shape and course depend on the specific circumstances of a given time,
the concreteness of this historical dimension has nearly always been ignored. Yet in
anaiysis and policy formation, parametric chan,es, vhich are of tho‘osum of history,
are often assumed away. The frequent assumption is that all ocountries will, broadly
speaking, pass through the same stages of growth -- at most wvith variations dus to innate
differences —= and all will therefore end up, sooner or later, in an essentially
similar condition, irrespective of when and how they start. History, in this view,
repeats itself; the pattern of industrialisation is really timeless, and all countries
must and will go from youth and immaturity to the stage of maturity. Just as the now
advanced economies have evidently man agedto overcoms the obstacles in their path of
development, so will the develop.ng countries be able to achieve a high lawel of
industrialization on a similar, even if not always smooth, pﬁh of progress.

19. The second element diverting attention from the diffioulties of industrislisation
bawed on import substitution is the belief that.if only impeding treditiomal instie-
tutional restraints are done away wish,growth will take place in a mﬁﬁ% fn-o-
work., No acoount is teken of factors whish might, under modern oconditions, preciud
the emergence of such a competitive s\ucture. This mus or cuuﬁt sssumption of
Wﬁﬂﬂ nmefm is olosely related %0 the Bon-hiatc mtioned
for the sake of brevity and siaplicity oo slagly pv
“side and is regarded as consisting essentially

> Memesmm &iaa \
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of the less developed countries of toduy ¢lmost wholly depends on foreign technology,
This opprosch hus the cdvantege of concentrsting sttention upon the crucicrl technicil
determinents of industrislizotion which, being different in different historicel
periods, ¢ffect both the form which industrisligetion cen teke ¢t eny given time ond
the degree to which the newly developing industriel structure cin rem:in competitive,
end thus meintsin the pre-conditions for its continued expsnsion,

21, )Modern technicues, on the implenting of which the less developed countries

mst rely for their industrislisstion (given the time spen determined by thelr
developamt goels), ere lorgely incorporcted in physictl objects - in plams end
equipment. This equipment is typicelly imported from the more :dvinced countries,
where it is noturelly produced, 1'ke ull ot er commodities, in adoptetion to the demrnd
4in the vest intemnsl merkets of the sdvenced countries end to their fector propire
tions. The techniques embodied in this ecuipment lorgely determine how v given bosket
of goods cvn be produced st eny given time, i.e, whet the foctor proportions will be,
ond on what scele it must be produced. In the odvenced countries, there is u seculsr
tendency for the scvles of production to rise over time. The rise in the scule of
phyeicul ocutput per estiblishment in the United Stutes mnufacturing industry betvween
*”‘.mdlw“uuwmﬁmﬁwmﬂ,ornamemuotthmm’ahak i
times over the entire period, (4) At the seme tims, there hove beem revoluntionery
wummsnmsmm-mamrmmmmm ;
this period; even more importent,, new Ms, now quelities, ond new designs hove
bomn introdused on & vost scels,

ﬂt mmm- foreresching influm atter dustri
dng 14 vory scoording awmamwmmmo
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of comparative advantage, such an adaptation could be considered as being in line
with economic rationality.

2)., According to this approach, a less develope:. 3norom, should tailor its tochniqué- “
and its structure of production to its relative faotor endowments and to its domestic \V“\\
demand. If the dependence of industrial growth on imports of cavital goods makes it \
necessary to increase exports, then these should also oonform to comparative advantage, !
that is to ssy, they should be of the traditional types or very close to them in terms
of their factor utilisation. The developing countries, lacking skills and being short
of capital, while atundantly endowed with unskilled labour and possibly with easily
exploitable mtural resources, should == according to this approach -- econonise on
ﬁow«mauudmmtooatm“pm'uchmm:mefw
| skilled labour snd readily available matural resources, both in producing for the
domestic merket and in the exportable output. In time, the gxedual accumalation of
] mmuummmmunmnwmummmosmm
| and more sophistionted Sechniques.
| 24, Bven under ideal ocomditicns, it is doudAful vhetber these gredual structural
ffj*Wmamm*uamwwfamuwaaamwu
 compatible with the aspirations of the developing ocuntries. In any event, e
munfq of the traditional exports of the less developed ccuntries, vhich is a
| “;~mmmmum, is l1imited gnd farther restricted ty tariff
stacles ﬁ-n-a in their way, and is gg-uﬂi; ® m then -tﬂ the
"':,amaﬁnm mmpmwmsu |




enouzh to yroduce adequate end coutinuing techrical 'ro,reic, wit: e SPO_relsiva ule-
grading of quality, specifications and desi n, nd & sceady reduction of the rea
costs >f production, of the _cols produced in the Iii:t instunce Jor tue dumastic

market, to the point where they could become -ully competiiive <ith these wrndu-ed in

the advanced ocountries.

)

26. Such an assumption cannot, however, be safely made when the technicel deter-
ninants of industrialisation are fully taken into uccount, and when taeir impact on
the competitive structure is :iveu its proper weijut. The scales of output deteruined
bWy the state of technique, as embodied in the eq.ipment sveilable from the advanced
countries, gensrally fall withia the rango vhers they are large in relation to iie
existing market. The result is that aleost 28 _ cn as industrial develogment st.rts
on any significant scale, one finds oligopolistio and sonopolistic, in place of
competitive, structures The scops of this paper does not permit a detailed analysie
erm-maommmumsmrmumnw&ummmn |
Righ degree of structural stability and cennot be regarded mersly as testiing tro
of industriclisation.

27, The tendency towards a non-conpetitive structure of industry, arising in paxr$
fron technologioal dependence on the wore developed countries, resiricss the expan
of the domestio mazket and thus the Gesired progress towards higher productivity. In
the cirouastancer of the hwlom countries, these mar pterestrioting effeots ocan 8

umnmm snd wbhe inmmg ma
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tendency is for technical backwardness to lead to more technical backwardness and for
the domestic orientation of industrialisation to perpetuate itself.

28, Nevertheless, if a country had an initial domestio market large encugh to sustain
the introduction of modern, large-scele techniques — possibly with modifications of the
technical coefficient to allow for the differences in relative factor prices bWy
comparison vith those ruling in the couni.ries vhere these techniques origimated o
together vith a substantially competitive structure, or if it had an efficint systes
of planning, vhich would force the adoption of the most efficiemt techniques that the
market oould sustain, irrespective of their effects on employment or market struocture,
or if the public dewvelopment effort ocould effectively reduce the technicslly mecessary
dependence upon imports and promote the indigencus dewslopment of capital goods, an
inittal orientation towards the domestic maritet might mot preclude stesdy, self-
sustained growth. These conditions, difficult in themselves, can at best do approached
" the smaller and poorer countries, in the presence of a foreign emchange constraint on
 grovih, industrialisation based on orientation towards the dosestic market cammot be
 expected t0 lead to siguificant spillovers of exyortables. In faoct, the poductive
structure often is not viable even for the donsstio aatket unpes given s high degres of
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and third, the role of the public sector and of planning in achieving an uport-)
oriented pattern of industrialisation.

30. As is wll knom, the developing coumtries have rum into serious diffioul ties
zammmmmamm»mm-nmum.

to some extent, namifactured goods of a simple and lov degree of fabrication. These
mmﬁnmmamﬂwamamtm«mmmam

In pars, thess are &ie 40 objective causes, sich as the low inocomo elasticity of demand
mmmmumumomm. the substitution of ssn-aade
ﬁﬂsawﬁnﬁtﬂ:anﬂdﬁmwﬁwmuﬁﬁaﬁ

% e, of whiioh sore will Do said later,

*

N, ﬁiam ma*mmgwmm,

ﬁ%uﬁmmmm nlopiag
mmumamrmmi mmumuummau
commadi tios Wivesn these two groups of paci sy
ﬁm@mmmamammgnj




“saoite the obvious Jifficulties on the demand side, which are partly reflected
s tnte, the propositicorn is still sometimes put forward, on various grounds,

- - developad countries mig bt 1lift the f-reign exchan.e restraint on their

dir L2 dee

,2tri.lzation be expaniing their exports of primary goods. The same reasoning,

< 4. =he law nf eomparative advantage, is extended to the so-callied resource-based,
7 Vprocassing” industries, where the obstacles applying to primary goods on the aemand
side are less savere in some respecte although perhaps more severe in others.

Tt this suggestion often overlooks the fact that the major problem of the devel-
. .ng couniries ig t. increase their export capecity, not to expand exports from
Lnokallod ppaiuctive ocapacity. Natural resources are not factors of production, but
Laoe e only ofier prior investuents have been made to make them acoessidble.(6)

ceos L ovespients way sometimes have s very long, or evenm infinite eccnomio lifetime,

oo what viiie the capital intensity of current production may be low, in fact tie
Lpvsstmerteontput retio for primary producte may be very aigh. BEven in the favouradble
Care, faere lemd or sinorsl resources in the unexploited state exist, it will therefose
:sise macl oapitel to make them econcmically available. In other word:, oousidering
o Shs ceiutive fanter proportions cnd ijnoring the demand side, the developing countries
vave o aoRpeossive advanta. e in the current produstion of primsry goods provided
o necastery wwovtesnt is alverdy made; but becauss of their paueity of capital,
«iil bo v 8 ou ';;aa-atwa ciisadﬁntagc in deveia‘piag them. and %< be nmm that

ity

%mratc‘ﬂ ef sel!' "
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35. In this respect also, the difference betwsen the large and the small deveicping
couniries is relevant. There is no necessary comexion between si-e of populati.on
and natural resource endowment, but the investment necessary to develcp the existing
reserves of natural resources is often not only.hish in relation to outiut, but also
lumpy because of indivisibilities in production or in commerce. 1 couutry which can
draw on the savings of a lar.e population, even if poor, is better placed to accumulate
the big lumps of capital required, if it chooses to develop along these lines, than a
amaller country.
36. It is in any case now widely agreed that, the developdng countries cannot rely
mﬁcmﬂmatﬁmmvhﬁwﬁ&ﬂﬂh«%n&m«hu&dnm
industrislisation. In the case of memufactured and seni-manufactured goods, barriers
on the dewand side are foruidable, and thiv has led to the proposals that the artifiolal

reatrictions on trade be removed, or even that tariff preferences be ziven to the lesc
developed countries, so that they u; onter the uﬂaﬂc of the m mmu with

ﬂk‘itﬂﬁwu
37. The question whether the latier olass of exports onm be axpanded, mmmm

access for toem in the potential importing cowttries cen be vidensd, 18 a pructioal ome,
not one of econoaic rw&a‘ If the advanced countries feel pclitically, ne&ﬁh‘ :
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38, It is not even certain that the mere removal of trade restrictions, or the
institution of preferences for imports in the advanced countries, would vacate an
economic mspace which the developing countries could fill. It is equally powsible —-

and there are already indications of such a trend == that these industries in the advance
countries would respond to the shook of exposure to competitive iaports by introducing
technical innowvations, such as higher levels of mechanisation and automation. These
Sechniques, of courss, could be adopted also by.the less developed countries, btut they
are not so well placed in this respect. Their exports in that case would no longer de

s spillover from production primarily geared to their domestic markets, but would be
Based on a technology essentially dictated by the requirements of competition in the
foreign market, and presumebly out of step vith the factor endowments of the less
developed econcmies, snd the requirements of their domestic maxitet. In that case, the
developing countries might then just gs well have produced any other goods whioch had w
sisshle Dase in the domestic market and which might have higher income elasticities of
densnd adroad and mest vith fewer instiwtional barriers %o trede. This loads %0 the
prodlems related %0 the choios of product-aix and of techniques, and their conmexion with
®e orientation of industrialisation sowards the domestic as against the foreign mazket,

39, mnmtmdmmmmﬁﬁawhimg reflects the allocation
of resources between consumption and investaent. In the deweloping countries, exports
Mﬂhruﬁ-hinﬁemuaeemﬂm, amwmwa
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4O. A second woy in which the domestic orientetion of industriaslization offects the
productive structure is less obvious, but is nonetheless highly important for the ability
to expand from exclusively domestic soles into exports, The domestic market of &
developing country may tend to become broedly similor to merkets abroad as fer as
composition by commodities is concerned, but even when domestic production is not
artificielly shielded, significant differences in the nature of the products, their
design end Quelity, ore bound to sppeur. The requirements of the foreign morket ore
everywhere considered more stringent thun those of the domestic merket. This opplies
even for trade smong the developed countries, Between countries of & similer level of
inocome, and heving a high degree of culturel affinity, these differences msy be
relatively minor and may not offect the besic methods of production, The disparities
which exist in this respect between the developing end the advunced countries are

mch grester, snd very often involve different techniques of production. A productive
structure getred to the requirements of the domestic morket end producing goods

which sre perfectly acceptebls there, therefore will often not be ble to produce for
the foreign merket without chenging its techniques of production, even if the productys
setisfy essentially similer wants, A spillover from domestic production into exports
thus cennoct generelly be ewxpected to be a simple mstter; on the contrery, the initiel
orientation towords demsnd conditions at home msy meke it sll the more difficult to
axport later. To sum up briefly: o domestically oriented productive structure is
primerily s consumption-oriented productive structure, s system with s built-in low
rete of investasnt, s

Mo 10 te moturel to ssome hat the m technicque
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out 1i' the goods tht cen be produced with it ere unsuitoble fcr export, ¢ new productive
set-up with diflerent »l.rnt <nd eruipment 11wy be needed four the foreign merket, Zuch

+ shift vy mke pronibitive the cost of shifting into export prcduction, It might

be wossibla for evort production tc be concentroted in new fimms, emerzing on the
wrgin of ;rowth, which vould edopt the unpropricte techniques, 3ut such ¢ specirli-
zetion within tho scme industry -- with some fims producing primerily for tiae domestic
mi ricets, ond others miinly for aiport -~ will not be precticeble in most instinces,

trd would in vy cese ugrin not be » direct spillover from domestic production in the
usucl scnse,

k2, In so fir 5 teclnicues of production vre specific to ¢ certein productmi::,
orientuvtion towerds t.ao domestic merket will thus wvlie then more or less incdeguote
for the different :nd nore stringent deurnds of the foreign meriet, either in tomms of
the best utilisetion of tiio morket possibilities there, or in torms of the f:ctore
tffecting quality, or both. in industrivl structure, once estoblished, i3 in tie
‘ntture of tiings long~lived und not eusily wodifivble; 4f it hes been cdepted to ¢
domestic merket wiieh differs significintly fron the derund choructeristics of the
foreign mirket, no substonticl spillover into eports cvn be wpected. Historicsl
oimples to the cortrury froi: the ecrlier diys of thae industriil revolution ¢ re not
conclusive bince the ecrlier tecinolizic:l condjtions of econouic devolopment end the
structure of intemitiontl trode were highly different,

h3. mmmasm, muammmmwmmmpm
sﬁ, dgvolves diffsrent metiods of paaéw.ng Mwi goode, In this sense
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Such industries will by difinition not become competitive in exports unless there are
factors at work that will gradually bring down the level of real costs.

44. In part, the factors making for high-cost production result from the infant status
of the new industries, and these might be expected to disappear in time; in part, howe
ever, they are connected with the scale of output, which is closely related to the
choice of techniques. Once a given variant of technique is chosen, the scale of output
is also detemmined and, thus, market shares are also determined. Thess are structural,
long-term factors which do not change easily or rapidly, and they have an important
influence on the degree to which the domestic market can expand ocontimuously.

45. The point has often been made that, in goneral, the sarkets of the leas developed
countries are too small to sustain efficient, largesscale nethods of production, o

that import substitution creates a vicious circle of mall markets enforoing production
at high oost, and the latter in turn precluding & videning of the market through expores
and thus the ultimate lowering of the coat leval through attaimment of econonies of
siso. This is no doubt t2ue a8 fur as 1% goes, but it fails to explain why the internal

Worm&waoﬂnmtnaéouimnmmefﬁh, 1opnes

46 Two reasons vhy the donestic market in & less ,
nm»nmmmmm ntﬁtmﬂi,
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and efficient of those available. Thus, the oligopolies of the developing countries nay
be giants in their small domestic markets, but at the same time are often pygmies by
comparison with their potential competitors in the advanced countries. In the export
market, therefore, they are unlikely to be competitive in texrms of their cost level as
well as in terms of the other factors deriving from their domestio orientation, as
mentioned earlier. Murthermors, being depindont on essentially imitative techniques to
begin with, and being small in absolute terms, they do not == unlike their counterparts
in the advanced countries -~ poesqss the internal resources to produce further teohnical
progress, while at the same time their relative sise at home gives them a rarke3 position
which does not put them under constant pressure to do 80 and whioh impedes the entry of
others who, if the existing markets had not already been pro~empted, might have achieved
8 higher lewel of efficiency. )

48. mnmthdeinm«;tcmhﬁmmthW
countries and, as mwoted Before, there are indications that the scales of cutput S0 whieh
ﬁamwmsawwmﬂeummmm“aumw
over time, 50 that the disparity Detweon them and the sise of the maskets in the less |
dovaloped oountries incresses. Iut evidently, the lerger and relstively 1ess poor couns |
tries can sustain lerger scales of output vithout producing high degtees of market |
concentration. Hemnce, in such oocuntries, the gap Detwesn the ocost level of domsatioc
producers, conparred vith their potential competitors ahroad is amsller. Rarthermore,
conpensatory measures which might umwmmemmamg. and
auwmwuhmmtammm,

49 Tee difficulttes artsing from the dleparity betwesn the eviles of outy
teskmalogy poraite 1ad the shso of maskets, and arietaf Tron W pendence &
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50, MNention was made above of the difficul ties faced by the developing countries in
expanding their exports of primary products. On the supply side, similar difficulties
exist with respeot to the produotion of semi-manufacturesy in the cass of the oonversion
of primary products that are already being exported into more highly processed gods,
No generally valid argument can be made either in fawvour of or against such proosssing,
aeagttongmtmuwaﬂnmupmthm&:mm-&dya
the growmds that they are tased on domestic nw saterials, BEaoh stage of proceasing
sust be juiged as -msmtmwma“ihemmu. It may wll be that there
n:m&am-mmmmaammmm-,mm
wt-twetm“ﬂumhlmmmﬁume“mm&n”
porhaps b Yased on imported rav materials. Bwver, in stating this, 1t should b
rensndered ot thamtmmuﬁ&mmﬁaMaﬁnmﬁd
Whﬁmﬁ'nmmcf&nﬁMWiﬁn;

S« In sy cases, howvewer, 4% 15 wt the further processing nf g prisary protust now
vith the falwication stage. mmmmmﬁumummm
52. On & statie viev, maama-m hmgmm
mmmumnmm 0, | \
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“those products which enjoy fawourable demand oconditions abxroad,

53, This does not mean that there is mo room for a substantial adaptation of the
productive structure to the faotor proportions and desand oonditions at home. In any
country, there will always be a large mmber of industries, the produots of whioch do mot
mormally enter into intermational trade. Their produots will naturally be adapted %
ﬂnﬁoﬁotﬁnh&ﬁcmt,Mthobimcthehm!brth-uudnh |
vider, Not 80, however, in Whose industries whioh, being impors substitutes, delong ly
ammuhuwuanmnunmmm Bere a chenge in
MemamwwmaﬂmuﬁMWMﬁnu |
ﬂ”ﬁulmﬁih“utn.bﬁh”ct&hﬂuh’mu
mm-ammaumuhhwmm«m
mawmmmﬁzmmmmmum
ncmmmsmmuumhm mwaa

Jntustotel dovelopamn ﬁm&muﬁhmﬂ“m”‘ .
mmmﬁ“mmmwhm“tmb
. Rt 60 & larger soale, and & spillover 1u®> %o hone mashet cen cORP.

% hmbmnfmmﬂmmﬂm&imm
' Lasmmmmgmgwa
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55 Of even greater importance is the choice of technique in so far as it determines
the scale of production. In order to allow advantages of factor ocosts to express them—
selves in cost advantages of the final product, and thus become ocempetitive in the
export market, a technique must be chosen which is similar % that used by these com~
petitors. Highly different factor prices may permit some variation, for in order % be
competitive it may not be necessary to make use of the full differential in factor
costs, and some of its advantages may be traded off against some degree of lower techni-
cal efficienoy, Within these limits, however, < which must be evaluated from s long~
term viewpoint, taking into acoount possible future changes in factor costs and further
technical progress by the competitore—=the mummxuam&h
cost level that must be attained in order % neet the prices ruling sbteoad, and et Wy
maammamhmmmhmmmu

56 Irmz-nmuwmmummmumm“#
tknh:peli&yetmwmﬁmmﬂﬂim&ﬁz;“f(
production for the domestic and the foreign markets nakes it gossidle % resort & =
differential pricing, When the domestic masket, nmmumiuwﬁ“
uﬁnnpnﬁ,uuw“iamamtfgf don

mm of hmul mﬁ soals, although m;ﬂim-ms.g. v
wuld be m © have the mhd ngiw subeidics Wome ty the dvaee
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components, production is less exposed to the vagaries of changing tastes —- whioh are
diffioult to follow and even more difficult to influence from a distance —— and by
comparison with consumers' durables, probably requires a less divor-iﬁgd and oomplex
indumtrial supporting produstive structure, With respect to semi-manufactured ‘u
materials, however, the requirements of large scale are siuilar, while in regaxd to
oomponents the standards of quality and precision which must be maintained are usually
strict, Production for export in all these lines must therefore strive % minimise ﬂn
&p in techniques and scale of production as compared with potential ocompetitors,

5. It wuld ot be realistic t believe that the developing countries with their own
national reseurees of techmology and management can enter into the produotion of the
®ost sophisticated brsnehes of industry on equal torms vith their competiters in the
odvansed countries, bhtwm&mmammulmwﬁhtht
ﬁnmmﬁmmmbmmmmnuﬂw
6ovih 15 ® Dllow and adapt successfully, Novertheless, it makes a consideredle
Wmnh;mumuamﬁmmmmu
et ’nﬁhmumﬁaﬁhwbb*mﬂﬂmmum
f the industrialisstion offors, or Whether & loss
t&hmumﬂahﬁtm,hmmubmuw
ﬁhﬁMiﬁ“ﬁ-Mﬁmmﬁmm
aﬁwm bmﬁﬁ“tih%mmm&ﬁ-f‘j,;;ig
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nature of domestic demand does not Tequire, or oannot sustain, the most efficient tech=
niques, then industrialisation will resort to obsolescent methods. The advantage usuw
ally claimed for the use of techniques other than the most up=-to=dite is that they save
on oapital or require less skill, Neither of these arsumptions is nscessarily true for
the econoay as a whole, but it should be emphasised that in the ocase of an exporte
oriented pattemm of industrialisation, whioch is not restrioted by the extent of the
narket, a higher degree of specialisation is possible. The differences in the capacity
inthaﬂmqmml,mo%wm,hmﬂuhmimafhmhhh
produced and exported, rather than in soquiescence in substantial gaps of techmology and
%08t levels acs0ss a wide spectrum of industries,

., m&‘mefmmiuwsmudulmmﬂmttﬁuef
mmmmtmym-wm,mmmus
whole and even sore for individual producers. e real sltermative, however, is mt o
dependent on foreign trede, and the developing cowniPies cwmot dope % be an exoeption
% Wis rule, Jor the scomay ss & winle, the isk of & high dependence on emposis e
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quality differences, but also because the limited size of the market affects these goods
more than the final products. A narrov market for final productes represents an even
more resiricted market for the machines to make them, both in terus of the scale of
output in any given line, and in terms of the range of the capital goods that can be
produced,

@. The production of capital goods, ovever, plays a special role in the industrial~
isation process, Mot only are these goods the instrument by which investment creates

1&0‘%&.‘&0&1&&&0&:&“@!&,&%%&00& the main Wreeding

nﬁummmmﬁ.muommmummm. It is often
Tesounonded What the doveloping countries sivuld endeswur o develop their om specifio
teshuologies, and sinuld adept those thay torzow from the advenced countries %o Wieir

oM ®alitions and sequirensnts. Although in the early stages of development, sucocess~
vl mdtetion 4o prodably & d4ffieult enough taek, e dosestic prodmotion of equipment
fosilitates Whe adaptation of sngorted tesiniques o domestic conditions.

& ﬂwtthtﬂmmmmmmm

o afm’a.. switel @ots industrics, s

mﬁmam y@;:jmmuphrm-a;unumm
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acoerds, by and large, with the development of their international trade in past deo~
ades. The great diversity among the developing countries, in terms of their levels of
economioc development, and the small sise of many of them, nevertheless should make 1t
Possible o re-establish a troader network of mutual trade. In no area does this seem
whnr.mlnmrmmmmmmmumzu @ods, Nurthermore,
MtuititnmhormﬁrmMmmtapzehocwtoulyih
st sophistiocated, tut also the simplest, of the capital gods for the developing coun=
ta&u,luuitnmhofm,frathmuﬂemuwma-mmiam
tional standpoint, for them % produce the great variety of dmple wols, components and
&coessories which serve as inpuss for their own produotion. By contrast with many of
%M—mmtmmn,hwhwwimmhmum%w
wuﬁumlmwﬂ,umhmnmmhaﬁamnmotm-
mwabwm.mm&mmuwumwwme:mmww
lsonotmubm&mmm,ﬁnhui&m. in which ¥he less devel~
ommmm»t«:mum%m&.ml%hhlmm
in some of the sub-btranches of the capital goods industries.

65. mm.wm-mmmmuzmamuupmumsﬂm
Zapid in the capital goods industries, In pard, e high rates of growth rewsaled W
data are simply a reflection of the fuct What they started fyom & low bass, Wit ® sms
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and social profitability in this sector., If the private profitability of the production
of capital goods is insufficient to call forth enough private enterprise, while from the
social viewpoint they are necessary and Justifiable, then there may be a sase for strong
public support for these industries or for production by the public sector, evem in an
economy whioh is essentially of a private-snterprise character.

67. Bxports are im the nature of things more risky than production for the domestioc
market, which is a more familiar one and in which demand cen often be sanipulated ® a
oonsidersble extemt. Reduotion of private export risk with halp of public sugport
bas already been mentioned. Mt the riskiness of axports also hastwider reperoussions, |
in that private entreprencurs will usually be reluctans % invest in industries which
depend for & mafr part of their revenue on the extermnal market. In order %o ashieve am
port-oriented direction of industrialisstion, ﬁﬁmwmm'h
WWMMMWUMUWDMMMﬁ
@is kind, and in nany cases the Government may ewen have ® prise sush & diseotion by
belring o inttiate certedn induwstries on 1 owme Tis 10 iu sddition ® W various
SWporiing sotivities which Gverments nommally wierteln in the field of wpers prean-
tion and developamms, ztuthmﬁummuwmm
ralses & musder of problems of ite owm,

6. The diffioulties of indusirialisation in the maller Govelopi: mtm-,u
also ummuwmmammaummmmﬁ,
Matn erm.ﬁmdﬁomwhmi‘f}_ ,
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occurs within that area. In fact, some of the schemes of regional oco-operation inwlve

& relatively small mmber of countries vith small populations. Bven if they can succesg~.
fully combine and pool their Tesouroces, regional co-operation provides no basic solution,
A change in the basic orientation will still be required if development is % & on
unimpeded. Although regional co-operation camwt be oonsidered as a complets alternge
tive % an export-oriented pattem of industrislisation, it is oertainly helpful for the
latter. All the risks and diffioulties involved in export-oriented industrialisetion
mthWtfﬂumaa;mm than that of the
suall national masitets of & many of Wday's less developed countries,
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