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TERMS OF REFERENCE

The following Terms of Reference were agreed upon by the Economist Intelllgence
Unit Ltd. and the United Nations Industrial Development Organisation. The object '
is to produce a series of industrial reviews for final use in the annual UNIDO

publication "Industrial Development Survey".

These reviews analyse the developments in various broad industrial sectors over

the previous five years, concentrating in more detail on the most recent three

years and emphasising the technological and investment developments. The reviews
are orientated towards the interests of developing nations but also draw upon
innovations and investment plans in developed countries whenever relevant. The

documents also cover likely short term future developments.

The aim of the documents is to cover the ground in about 6, 000 words, with additlonal
statistical appendices as appropriate.

The sectoral documents match the two digit ISIC classifications set out below. The
ISIC has recently been revised, but the data used refer to the previous classification.
The changes in classification in general are very small, and make little difference

to the data presented. The corresponding numbers of the new classification are

included in brackets. The groups covered are:-

ISIC 20-22 (31) - Manufacture of Food, Beverages and Tobacco.

ISIC 23 (32) - Manufacture of Textlles

ISIC 31-32 (35) - Manufacture of Chemicals, Petroleum and Coal Products.
ISIC 33 (36) - Manufacture of Non-Metallic Mineral Products

ISIC 34 (37) - Basic Metal Industries

ISIC 35-38 (38) ~ Metal Products.
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In addition, a General Industrial Review, summarising the above, is also presented.

The broad development of each industry group has followed the same pattern, both
in terms of geographical and conceptuai definitions. The geographical definiticns

are:-
Asla: Far East (excluding Japan), Scath East Asia, South Asia, Asia Middle
East which includes Cyprus, Iraq, Lebanon, Syria, Turkey and Jordan (excluding

Israel). It excludes China (mainland), Mongolia, North Korea and North Vietnam.

Latin America: Mexico, Caribbean countries, and Central and South America.

Africa: All countries in the continent and Madagascar (excluding South Africa).

Developing Countries: Sum of the 3 above regions.

Europe: EEC, EFTA, Finland, Greece, Yugoslavia, Ireland, Malta and Spain.

Developed Market Economies: North America, Europe plus Australia, Israel,

Japan, New Zealand and South Africa.

Centrally Planned Economies: Albnniu, Bulgaria, Czechoslovakia, East Germany,
Hungary, Poland, Rumania and U.8 8.R.

World: Developing countries, developed market economies and centrally planned
economies. It does not include China (mainland), Mongolla, North Korea and North
Vietnam.

For each socio-economic section, the surveys are each developed along the following
lines.
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a. Economic trends - production, employment, investment, consumption, trade;

b. BSectoral trends - analysis of the relative economic development of different

sectors;

c. Technological trends - broad general technological developments - key sub-
sector technological developments;

d. Investments - nature of new investments.
- relative sub-sectors trends in investments

- new plans for investment including National Plans.

In addition, statistical appendices have been included in all the reports. Much
of the base statistioal data was provided by UNIDO, and the E .I. U, would like to
take this opportunity of acknowledging this assistance.
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INTRODUCTION

The purpose of this General Industrial Review is to provide & comparative summary
of the six individual sectoral surveys. This is presented under the headings of
Economic Trends, Sectoral Trends, Technological Trends and Invesment Trends,
but unlike the individual surveys, it is not done on a strictly regional basis.

However, informal regional comparisons are made throughout the text.

Although the vast majority of economic and technical developments occur in the
Developed Market and Centraily Planned Economies, this has not been laboured

in this Review. Rather, the emphasis has been placed upon the changes in the
Developing Countries, both In relation to other areas of the worid, and in relation

to each other. But the background of the discussion is the relative shortage of
investment resources, technical ability and market outlets for industries in the
Developing Countries. It is these restraints which are mainly responsible for
restricting the growth of industries in the developing world in relation to world industry

as a whole.
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ECONOMIC TRENDS

Output. Appendix [ gives output in terms of value added for the industry groups

under consideration,

In Developing Countries as a whole, and indeed in each of

the three developing regions, food, beverages and tobacco is clearly the most
important of the industries being studied. In general, food processing and produc-
tion of bevorages are both relatively simple operations; they both make use of

the available natural resources, and food processing, notabiy canning, is directed
towards export markets as a foreign exchange earner. Fish, fruit, meat and
oils are the dominant products in quantitative terms, but products such as instant
coffee are now being manufactured on an increasing scale. Of the industry groups
under consideration, food beverages and tobacco account for about 30 per cent of the
output of Developing Countries, while the equivalent figure for Developed Market
Economies is less than 15 per cent. It should be pointed out, though, that this
survey covers by no means all industries, but there is iittle reason to believe

that the picture of reiatively heavy dependence on food, beverages and tobacco in

Developing Countries would be radically changed by inclusion of other industries.

Over the last three years, dependence upon these primary products has not shown
any signs of declining, and this is particularly so in Asia, where growth has been
faster than in textiles. In Developing Countries, fast growth of output has also
been achieved in Chemicals, Petroleum and Coal Products, and Metal Products.
The former is confined to those countries which have natural petroleum or gas
resources, and éxpansion has been particularly fast in Latin America. There is
also considerable scope for expansion in this sector in North Africa, where
exploitation of the Sahara is only just getting underway on any large scale. The
Metal Products, or engineering sector,has experienced the fastest growth of all
the sectors under consideration, and in Africa has nearly doubled over the last
three years. This is largely due to the installation of assembly plants, which
enable the country concerned to benefit from the value added to be obtained from

assembly.
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The textile industry, which traditionally is among the first to be developed, has not

grown particularly rapidly over the last three years. Infact, growth has been

slower than in Developed Market Economies. Although it may be alleged that this

is due to the protectionist policies adopted by such countries in a highly competitive '
international industry, this is not the full explanation. The Developed Countries

have also been quick to develop and exploit new techniques and materials, which

have kept them in the forefront of the industry. Nevertheless, it is the textile

industry in which the Developing Countries have their highest proportion of world

production, about 18 per cent.

Employment. Appendix II gives figures for employment for the latest years

avaiiable. In the Developing Countries this has increased in all sectors apart from
textiles over the period 1966-1967. In fact, it is only in textiics that any decline

has been experienced in the constituent regions. In Centrally Planned Economies
employment has risen in all sectors, but Developed Market Econoinies have experienced
falls in employment in basic metals, and particularly in textiles. Also, total world
employment has fallen in the textlle industry, although increases have occurred in

all other sectors. However, the fact remains that skilled labour is chronically

scarce in Developing Countries.

Trade. Trade data does not lend itself to be compiled on an ISIC basis, but
Appendices IV-VI include trade data on the SITC basis.  The problem is that the
product groups are different, but the Appendices give. at least an indication of

the broad trends of trade.

The Indices of Relative Specialisation in Appendix IV show the heavy dependence of
the developing regions on exports of primary products, and food, beverages and
tobacco. It also illustrates the very small proportion of total world trade which
they have in branches other than these. Appendix V illustrates the proportion

of imports which enter Developed Market Economies from Developing Countries.



Apart from Petroleum and unworked non-ferrous metals, these again are very
small. Moreover, only Food Products and Clothing improved their relative
position between 1964 and 1968. Drink and tobacco products, on the other hand,
siumped alarmingly.

Finally, Appendix VI shows trade between the developing countries, on a regional
basis. The high proportion of trade conducted in Iron and Steel, Chemicals and
Machinery and Transport reflects the low impact that Developing Countries hava
had upon the markets in Developed Countries. What trade that is conducted in these
products is generally intra-regional trade through tradeblocs(e.g. LAFTA). Itls
clear that goods manufactured in eveloping ountries do not readily find markets in
developéd economies. This is due mainly to the technnlogical lag (and consequent
high production costs) in these countries, and also to srtificial trade barriers in the
developed world. These definitely hinder the processing of raw materials in the
country of origin prior to export, and hence deprive the developing nations of the
opportunity of valuable industrial development, together with the attendant value

added, job creation and additional export earnings.

Consumption . In view of the different coverages of production and trade statistics,
it is not possible to talk of consumption in precise terms. Nevertheless, some
clear patterns emerge. In general, Developing Countries export the great majority
of processed foods and tobacco, consuming unprocessed products. Drinks, however,
are almost all produced for domestic consumption, although some exceptions do arise
(e.g. pineapple juice). Africa and Latin America have textile industries which are
restricted to local markets or peripheral countries, although Asia has a large

textile industry orientated towardsDieveloped Countries. Chemicals, Petroleum

and Coal Products are generally produced for exports, although some fertilisers,
paints, sulphuric acid and caust' soda are consumed locally. Non-metallic mineral
products are manufactured generaily for the local building industries, and their

low cost/weight restricts their export prospects. Basic metals, notably copper,

alumina, lead and zinc are exported to Developed Countries, but steel and manufactured



metal parts are imported for the local engineering industries, which in Africa and

Asla are largely restricted to assembly.  Virtually all these products are consumed

on the local markets.

Only a small proportion of exports of Developed Countries goes to Developing Countries.
Production for export is generally aimed at other Developed Countries, and that which
finds its way to Asia, Africa or Latin America does so partly by chance. The markets

in these regions are usually small, leaving the Developed Countries as a whole to consume
what they produce. The Centrally Planned Economies are, of course, largely

restricted to being self-sufficient by trading difficulties. Their shortages of con-
vertible currencies restricts them largely to barter trade, which requires that the

right goods should be available to each party at the right time.
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SECTORAL TRENDS

Of necessity, much has already been said about sectoral trends in the previous
section,and that will not be reiterated here. Traditionally, Developed Countries
looked upon the textile industry to provide exports and economic growth. This
industry has still shown expansion over the last three years, but now this is
aimed at providing manufacturing self-sufficiency as much as exports, for the

world markets have become highly competitive.

Likewise, food and drinks provide economic development which uses natural
resources and also exports, particularly of tropical products. The technologically
based chemicals and petroleum industries are also highly export orientated, and
are usually developed with foreign capital and technicians. This again is a growing
sector, but the benefit to developing countries is limited, as foreign based
companies must repatriate some of the profits. The other three sectors, Non-
Metallic Minerals, Basic Metals and Metal Products have also shown notable
growth in Developing Countries. Non-Metallic Minerals, being closely allieda to
construction industries, is dependent upon overall economic growth, and Basic
Metals also is closely related to developments in the Metal Products, or
engineering industries, However, in Developing Countries, the latter has grown
much faster than the former, illustrating the importance of imported parts in the
assembly industry,

In Developed . Countries, Food, Beverages and Tobacco, Chemicals, Petroleum
and Coal Products, and Metal Products have all shown relatively fast growth over
the past three years, In the Centrally Planned Economies, rapid growth has been
achieved in all sectors, but Metal Products has been particularly fast, while

textiles and basic metals have beer relatively slow growing.



TECHNOLOGICAL TRENDS

Product Range and Methods

The overwhelming impression conveyed by each of the separate industrial studies
is the dagree to which the Developing Countries lag behind the Developed and
Centrally Planned economies inthe technologies utilised. Virtually without ex-
ception, the range of goods produced and the methods of production are copies of
those which were found in developed countries 15 or more years ago. Thus the
Developing Countries are unable to compete in international markets, both because
of the range and variety of the goods offered, and because of the relatively high
costs of production of their goods.

However, to be optimistic, it may be useful to mention the few industries in which
the developing nations have made an impact on the world markets. Asian countries
are producing an increasing range of knitted textiles, which are making inroads

into the European and North American markets, Certain processed foods, notably
canned pineapples and instant coffee, are also being exported in increasing quantities.
There is a trend towards the pelletisation of iron ore in the producer countries for
export, although the possibilities here have only begun to be exploited. Alumina

is produced in bauxite producing countries, notably Guinea and Cameroun,

Petroleum products and derivatives are being produced in many Developing Countries
but in general it is the large international companies who are responsible for the
techniques and who reap the majority of the benefits, Exceptional cases are
Egypt, and potentially, Algeria, where state enterprises are undertaking the
developments in petro-chemical’s. Again, North Africa, Togo and several Asian
countries are building up a chemical industry on the basis of the production of

fertilisers from phosphate rock.




But the Developing Countries are hindered by small markets and lack of capital

in adopting the latest techniques. Most of these require production on a scale
which is way beyond the domestic demand of the country. Thus notable engineering
industries are restricted to India, Egypt, and the larger countries of Latin
America. Small assembly plants abound, but the value added in them is low.
Several African countries are attempting to develop steel industries, but these

are almost certain to turn into expensive and grossly under-utilised '"prestige"

projects,

But the lack of resources for research and development has meant that Developing
Countries have, in general, been unable to devise technologies to suit their own
particular resources and conditions. This largely explains the habit of adopting
obsolete western technology and equipment. Notable exceptions here are the
process developed in the Philippines to utilise almost 100 per cent of the coconut;
Tanzania is about to use sisal to make an excellent quality paper. Paper is also
being produced from products as diverse as straw, sugarcane and bamboo pulp.
Most of these and other processes have been developed in the European, Japanese
or North American laboratories. However, this expenditure is an excellent form
of development aid, and has the attraction for the donor of saving foreign exchange,
It is a trend which should be encouraged.

It is in Developed Countries, and to a larger extent in the Centrally Planned
Economies, that technological developments are occurring. It is these countries
which have the necessary financial resources for research and development (R. and D.)
expenditure, and it is fair to say that they account for virtually all technological
developments in every industrial sector. It is also interesting to note that these
finances are becoming increasing governmental in origin, which reflects the

increasing scale of R. and D. expenditure.

1



But the main problem which is likely to arise in these fields is that of environmental
damage. It is the current concern about this problem which will both limit the
traditional R, and D. criteria, while at the same time providing a stimulus for
further experiment in the field of environmental control. However, this is likely

to lead to a slow down in the pace of technological developments which reduce
manufacturing costs, and afford an opportunity for the Developing Countries to

catch up somewhat technologically.

Value Added per Head

Appendix III gives trends in value added per head in each sector over the last
three years. On a global basis, the most rapid increase has been in Chemicals,
Petroleum and Coal Products, probably the most capital-intensive of all the
sectors under consideration. However, although the ratio has shown ah upward
trend in all. sectors, the increases have been almost entirely restricted to
Developed Market Economies and Centrally Planned Economies. The much
slower increase in the Developing Countries well illustrates the fact that they are
hecoming increasingly backward technologically, relatively to the rest of the

world.

13
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INVESTMENT TRENDS

It is not possible to analyse these on a statistical base in a study of this nature, but
certain general remarks may be made to illustrate current trends.

The Developing Countries in general are chronically short of domestic capital for
investment, and foreign exchange to provide the necessary imported investment
goods. Moreover, they do not have access to borrow on the sophisticated capital
markets of the Developed Countries. Thus they are mainly dependent upon out-
side aid for investment and R. and D. resources. The vast majority of this, of
course, is from governments or international agencies. These funds are necessary
for the developing of more pedestrian industries, for private capital tends to follow
the more technologically advanced industries, e.g. engineering and chemicals,
where it has a great advantage in developing countries.

However, government investment is playing an increasingly important part in
Developed Market Economies. This is particularly for large projects in the
asropace, shipbuilding and engineering industries, where private resources are
not sufficiently large for the projects in hand.

Industrial growth the world over depends upon the availability of funds for both
capital investment and R. and D. It is essential for governments to play an
imcreasing role in both Developed and Developing Economies if the pace of
imdustrial growth is to be maintained.

J. 5418 RK/AS 3.18.70.

13
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refer to the value of each trade flow,

a. Trade is expressed in terms of exports, millions of US dollars f.0.b. Percentages

exports of that commodity to the world.

region’s

encluies developing ecomamies in Oceania and the Caribbean.

1989; UNCTAD (E/F.$9.11.D.15); Commodity Trade Swatistics, 1965 - 1967 (8T/STAT/SER.D.)









