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1. In chapter 1 the author observes that interindustry relations, excluding
macro-economic analyses, 1is a field that is little explored as yet. A brief ie-
scription is given of auxiliary industries and industrial services. Next, an .v-
amination is made of the modern role of interindustry relations as a location
factor in various types of industries, taking account of other industrial laci*on

factors as well,

2. Chapter 2 discusses concrete problemc concerning location and the retardation
of industrial development because of the lack of auxiliary industries and indus—
trial services in the regions cf southern Itaiy, the Mezzogiorno., This greal re-
gion ip taken as a case study, presenting as 1t does certain interesting aspects
for many developing countries. Chapter 2 also contains an examination of the gOALS
and limite of the industrialization policy in such backward regions, as well as the
findings of a recent EEC study by Italconsult, and supervised by the author of this
paper, concerning the setting up of an industrial pole of growth in the Mezzogiorno

in accordance with new approaches and new policy 1nstruments.l/

3. Chapter 3 deals with location problems and industrial development 1in develop-
ing countries, with special refarence tc the effects of inadequate intermediatc
supply. An attempt is made to establieh the limits and conditions ior axtanding
Furopean experience in peripheral backward region: to such countries. The study
concludes by examining how industrial poles of growth may be constructed and pro-
moted in developing countries, following the new conceptr and approaches, terring
in mind regional policies and problems of industrial location and of economir in-

tegration between member countries of a common market.

EEC - Italoonsult study on the promotion ¢f an industrial pole of growth in
outhern Italy, now being published in Brussels.
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I. THD ROLL OF AUXILIARY INDUSTRI.;S AND INDUSTRIAL
SSIVICES AS AN INDUSTRIAL LOCATION FACTOR

General

1. Technological specialization is a modern feature of factory industries in
developed countries. Other things being equal, it enables inveatments in
machinery and plant to be reduced, plant and equipment to be more fully utilized,
the proportion of skilled manpower to be reduced and the level of stocks of

materials to be lowered. 1In short, it enables oroductivity to be stepped up.

2. A large number of the numerous int.rin v tr; relations that derive from
technological cpécialization, exert an influence on industrial location inde-
pendently of transport cost considerations. Ilere it is a question of the need
or convenience for factory industries to be located near auxiliary industries
and industrial services. These requirements, felt to a greater or lesser degree
by various industries, constitute the interindustry relations factor which,
together with transport costs, infrastructure and site requirements, the labour

supply and public industrial policy, make up the ensemble of industrial location
factors.

3. The subject of Annex 1 is how, in time, interincustry relations have gained
in importance as a location factor. Although this is a historical analysis, the
oareful reader may find in it explanations of the lack of success of current
industrial policies vhich are based on growth siructures and patterns that belong
to the past. For an examination of this interiniustry relations factor within

the framewor' of other location faotors, see Annex 2,

4. Interindustry relations which operate as location factors comcern:

- Specialist units for maintenanoce ang servicing of machinery,
equipment etc., and related facilities;

= Subcontractors and process—specializing units;

- Intermediate industries or local depots supplying standard and
oatalogued products;

- Various technical and oommercial services for industry.

5¢ Maintenance units, rubcontractors and process-spucializing units represent
suxiliary industries within the framework of the broad range of intermediaste
industries, and are distinguished fron the industrial services which, striotly
speaking, are 17cal commercial depots etc.; broadly speaking industrial services
may also be taken to meam lu thim study all those interindurtry relations
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(of intermediate supply and demand) which have a direct influence on industrial

we e e s

location.
6. Specialist units fo-r‘r-‘epé.i'f and maintenance provid; ‘services to maintain

the means of production of customer industries in good working conditions, . In.
particular, specialist units for maintenance deal with the repair and maintenance
of tools and gauges, machinery, processing installations, vehicles and buildings.
These units are distinguished from general repair shops, which provide for the
repair of any machinery. There are many different types of units for maintenance
and they vary according to the different classes of tools, machinery etc. with
which they d.ea,l.1 This expresses itself in the varying composition of the highly
gkilled manpower they use and in the different machinery and other means with
vhich they must be equipped. Specialization of the maintena.nce'uni'ts is there-
fore one of the conditions guaranteeing the efficiency and low cost of the

gervices they provide.

7. The specialization of these maintenance units is reflected in the make-up
of their clientele. The majority of these work for specific sectors and only a
few types provide services for most industries (meintenance units for buildings

etc.).

8., The specialist units for maintenance require, in turn, the services of
supplementary specialized units which suprly them vith made-to—order parts and
processes (welding units, heat treatment processes etc.) Moreover, maintenance

operations call for the presence of local spare-part depots.

9. Maintenance services are generally required by all industries; the industries!
own interna) services are normally restricted to servicing in the intervals
between overhauls.g/ The outside maintenance supplied by the specialist units

refers to non-routine-type maintenance and to periodic overhauls.

10. Contrary to what is frequently stated, such services are norrh‘ally not self-

supplied in large plants; the periodic overhaul of machinery end installations is

1/ The needs of specialization for certain types of machinery are such that the
makers themselves supply the relevant repair and maintenance services through
their own workshops in the various centres.

g/ Most industries! intermel service consists of normal checking and adjustment
of mechinery and equipment and replacement of quick-ohange parts. Obviously
there are exceptions; some types of industries, for example, are self-contained
as Far as maintenanoe of certain specific processing installations is conoerned.
dowever, even these industries have recourse to specialist units for the
majntenance of machinery, means of transport etc.
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subject to considerable seasonal variati"‘ons.}/ The fact that, in a number of
large plants engaged in certain industrial sectors, mairtenance ang overhaul are
effected exclusively by internal concerns derived from the exogenous elements

which are analysed in paragraphs 30 - 55,

1l. Maintenance units must be located near customer plants so that workmen and

technical staffs can reach them within a short fpace of time and so that maintenance
‘materials can be delivered quickly. Contacts between customer units and maintenance
units are also frequently necessary, for in the intervals between Periodic overhauls,

operations have to te arranged (preparation of materials etc,),

12. The radius of the economic utilization of the maintenance units is hence
limited. It varies according to a number of factors including the speed of trang-
port and communications in a given area, Generally speaking this radius may be up
to 50 km (for certain types of units, even up to 100 km).

13. Subcontractors and process~-specializing wnits produce materials or components
or 3upply processes which are incorporated in the articles produced by the customer
firms. These processes are made~to=order éccording to particular specifications.
In general, the subcontracts and process-specializing units operate for a clientele
consisting of industries within a single sector.

14. For this clags of auxiliary industries, the activity is explained in terms of
specialization and hence of lower costs. In many cases it concerns processes which,
if effected by the customer units - even those of large size - would hardly ever
reach the levels attained by the specialist units, since they receive orders from
large numbers of customers and can fully utilize the most productive sort of
machinery and equipment. In other cases, subcontractors are called in even when the
customer units possess types of machinery with which the requisite processes could
be performed, because it would not be possible to utilize fully all the necessary
machinery. There are also other technico-economic reasons for which given industries
consider it convenient not to carry out accessory processes within their own

factories, but entrust them instead to specialist firms. ' .

,}/ The periods differ according to the type of servicing (ma,jor, intermediate or
minor overhaul) and acr ording to the type of machinery. In Europe the periodio
overhaul of general service systems and specific processing installations
generally takes plice when the factories are cloged for holidays.

I 4/ See Chap. 4.2 of the EXC~Italconsult Study.
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15. The use of subcontractors and process-gpecializing units results in produc-
tion schedules and product quahty coming to rely very heavily on such auxiliary
wnits. Reliance on these units gives rise to the need to carry out a constant
qualitative check on production, on the regularity of deliveries within established
periods etc. Thus there is need for frequent contact, sometimes daily, between

customer firms and the aaxiliary industries.

16. The radius of the economic utilization of suboontractors and process—speciali=-
zing firms is limited in order to render such oontacis easy (not because of trans-
port costs). Tlithin varying margins, aocord.ing to the characteristics of the
transport and communioations system inside a given area, the maximum for such a
radius may be placed at 100 km, a distance which permits close contacts and a
shuttle service. For certain procesé'es which have fixed time limits, the maximum
distance might be extended to 200 km. - |

17. Similar location requirements obtain mth rega.rd to plants in a multiplant

firm when each unit turns out a part of the same product or producta. Analogous

to the case of subcontractors is the so-called domestic out—working. Thid generally
concerns hand assembly of components or work with ‘small-scale machinery. Frequently
the ceuee for out-working is the need of flndmg labour, espec1a.11y female, a.nd/or

the convenience of paying lower wages.

18. Pactories use inputs provided by intermediate indusiries produomg standard
' aﬁd catalogued produots. These materials and products, utilized on a large coale
in industry, generally correspond to well defined classes of goods oomplylng with
national or 1nterna.t1ona1 gtandards (sta.ndard products), or determined by the

individual firms producing them (catalogued products).

1,9.‘_ In view of the oharacteristics of these products, there is no call for frequent
ooﬁtdcts with the manufacturers, as is the case with respect to subcontractors,
aince _made;.to-ordér products or materials are not involved. Thus thero is normally
no need to be near intermediate industries which are manufacturing for the national
or infernational market, nor is proximity neocessitated by transport oost considera~
tions. Many of these products are quoted at nationwide prices; for ihe. remalnder, .
the 1ncidenoe of transport on total production costs is not signifioa.nt for the
me,jority of ma.nufacturmg industries.

20. Although the need for contacts and transport costs reasons do not enter ixi;to

it, firme in industrial centres benefit from local depots supplying siandard and
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and catalogued products which together stock the whole range of such products in
sufficient quantities to meet the most widely-varying demands in good time, These
local depots may be the commercial branches of the producing firms or wholesale

commercial distributors etc.

21. The advantage of local depots are numerous: the internal stocks required in
customer factories can be reduced, mistakes in supplies may be corrected almost

immediately, and production stoppages or imbalances can be avoided in the event of

infrequently-used products becoming urgently necessary.

22, Raw materials, too, have a homogenous market similar to those for standard
and catalogued products. The raw material depots in industrial centres offer

similar advantages.

23. The item entitled various technical and commercial services comprises a
variety of technical, administrative and commercial services provided by specialist
firma"for industries in specific sectors or for industry in general. The nature

of these services implies the need for contact, and their adequate utilization is

conditioned by their relative proximity.

24, Auxiliary industries and industrial services locate in large industrial cone-
centrations because their economic dimensions are such that they can operate only

if supported by demand from numerous customers. Iquivalent demand conditions may
occur however in smaller agglomerations of industries of a given sector or sub-
sector (specialized concentrations). This is the case with certain textile dis—
tricts, shoe industry districts and electronic industry districts. The availability
of auxiliary industries and industrial services is therefore an aspect of the
economies of concentration, i.e. the external economies occurring in industrial

concentrations.

25. In Annex 3 the role of interindustry relations is examined in the formation

of external economies, taking account of the other factors that integrate them.

There is an explanation in this Annex of how these economies may be grouped under
two headings: '"general external economies", deriving from the purely qu:ntitative
fact of an agglomeration of industrial activities, and "sectoral external economies",
which derive from the agglomeration of industries with homogeneous inputs, vis.
belonging to one and the same sector.

26. General external economies refer not only to the advantages of infrastructure
and site (standard requirements) and of labour supply (including skilled labour,




ID/1G.9/12
‘ Page 8

but limited to types of jobs which are widespread in various industries), but also
to a few types of maintenance units common to the majority of menufacturing indus-
tries, to those depots for standard and cetalogued products for which there is

more extensive demand ir industry, and to industrial services of a general nature.

27. Sectoral external economies refer not only to specialized infrastructures,
the possibility of speciul site requirements, and 1o skilled labour supply, but
algo to the availability of the wulholec system of interindustry relations which an

industry in a given sector requires (sectoral gervices),

28, Sectoral external economies und in particular sectoral services are the basic
attraotion of large industirial concentrations to factory industries characterised

=

by a high degree of technolosical specialization.

29, Finally, it should be noted that the large concentrations in developed econo-
mies are complex economic spaces constituted of industrial centres whose radius

of utilization of *heir own sectoral services often overlaps, thereby covering

entire regions and spreading in parts to adjacent regions.

30. The need for auxiliary industries and industrial services varies acoording

to the field of activity of the processing industry. In general, needs are greatost
in the factory industries vhere technological specialization prevails, and lesser
in the basic industries, due to emphasis on technological integration. Such needs
vary widely, however, within the factory industries themeselves, with diverse

effects on the question of location which is obviously influenced by the relative
weight of other location factors.

31. It is i{mportamt therefore to know the extent to vhich various industries
need to call on auxiliary industries and industriel services, and to deterwmine in

which industries the interindustry relations factor tends to be predominant in
tha choioce of location.,

P jj In large indastrial concentrations there are numerous other advantages that
oould be included, apart from the external economies mentioc.ed above, such as
easior sales and after-sales services for a large proportion of the customers.
Iven in the case of industries that sell to the domestic and internatiomnal
market, location in a large concentratioi meams they have a oonsiderable number
of oustomers in the immediate region -~ obviously a great advantage. It should
e noted, however, that among these advantages, the reduction of transport oosis
in delivery is, as a rule, of vory little importance.

ool oA e S
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32. Indusiries may be grouped as showm below, bearing in mind that the concept

of the predominance of one factor does not signify that the other factora are not
taken into consideration,

Groups of industries Predominant factor

Marliet-oriented industries Transport costs

Material-oriented industries Transport costs (and special
site requirements)

Sectoral services-oriented Interindustry relations

industries

Other industries None

33. The market—oriented indust.ies are defined as those industries in vhich each
plant normally produces for a regional or local ma.-rket-G-/ because of a high trans-
port cost in relation to the v.lue of the product {e.g. many standard food products

and drinks, various woodworking products, construction materials and bulky cone—
tainers).

34. 1In this group of industries, the need for services from auxiliary industries
is generally limited to those provided by maintenance units; the need for local
depots of materials and products for use in their processes is also reduced.
Location, in regionsl terms, is thus not influenced by the availabilily of such
industrial services, but by the market. These industries utilize the services
available and may even provide them with their own plants. In locating a plant,
account must bhe taken of the availability of these services, as well as of other

factors and corresponding facilities within the economic apace involved.

35. The wide range of industrial activities, characterised by a service element,
that need to be near their clientele may be placed within the group in question.
These are mainly small-soale sctivities operating for the local market (small
mechanical workshops repairing all manner of machinery, vehicles and domestic
equipment; shoe repair units, tailoring, dressmaking, small furniture works etc.)
and having very limited need for industrial services. This group of industries

is also known as soattered patterm industries or geographiocally protected industries.

36. Among the market industries ome ocould include tho auxiliary industries them-
selves (specialist units for maintenance, subcontractors, process-specislising -

§/ The sise of the market served by these industries varies according to the pro-
ducts, the distribution of the oclientele, the ease of the transport system, the
commercial orgenisation of the firms and so on.
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units) in relation to the industries of the sectors whioh they specifically

serve,

37. Material-—oriented industries are industries which produce for wide markets
(national and int rnationnl) and uvhose transport coets for hauling bulky raw
materiala comprisec & relatively importint part of the total production cost.
Such industries thus locate near domestic supplies of raw nateriale (extractive
materials or agricultural nroduce ), or cloge tu certoin transport facilities
(ports etc.) 1f they rely on imported raw meterials. In the latter -~ase the
factor "special requirements of infrastiucture and site" may becom~ determinant

(e.g. in the case of & refinery, deep-weter berths are required for the tankers).

3§ The basic industries belong to the group of material-oriented industries
(steelmaking, heavy chemicals, petrochemicals, mineral oil refining and so on),
as do certain other industries (some metelliferous products, paper mills, certain

food industries such as vegetable o0il mills, grain mills and sugar f&ctoriu).g/

39, In general, the group of material-oriented 1industries is composed of teochno-
logically integrated industries (complexes) and of plants with continyous pro-
cesses requiring only certain specialist uniis for maintenance, but not subocon-

tractors.

A0. However, the zone chosen because of transport cost considerations and special
site requirements would certainly not be rejected for lack of such auxiliary
industries. If these do not exist in the zone, they are provided within the
establishments. The additional cost involved is irrelevant when considered in
relation to the total cost of production. For example, some petrochemical com-
plexes which have sprung up ir virgin zones are self-contained in respect to

these needs; others, located near industrial centres, limit their internal main-

tenance facilities to those required for emergency repairs and routine maintenance.

41, Some meterial-oriented inuustries such as the food industries may find it
oonvenient to have available not only specialist units for maintenance but also

a few other auxiliary industries (special oonteiners etc.) nnd/or certain tech-
nioal services (specialist laboratories etc.) and local depots of oertain materials
whioch are used in their processes. Teohnical services exist in sones where there

1/ For some industries in this group, special site requirements also depend on
the processes used.

8/ Industries such as the aluminium industry whioh, although influenced by ihe

supply of raw materials, are energy-oriented, may bs included among the basic
industries.
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is already a certain agglomeration of auch industriss, as in the came of aome
vegetable oil rcfining districte, food canning i1atricts and o ony but the
advantages of location relative to the transport osts of raw matepriale remain
predominant. This explaina the preseace in a numler of sones f the kind of factory

which can operate cconomically 1mthout the Mipport o1 auch aervi.ces,

12, .ectoral services oriented i1ntustries are the factory industries for which

the predominant location factor ie interindustry relations. In other worde,

they are industries having processes that involve myxtensive technio logtcal apecialie
/ za'ion., Their output is generally deatined for the national market ane abroad.
The most important indumtries in this group Aare the metalworking industri-a
(sectors of general engineering, thy electromeciiani. 1] industries incluwding eleo-
tronics, and precision engineerin:), the textile industry (wool, <ottom, other

natural fibres, cynthetic fibrea), the hosiary industry and the ahoe industry.

43. In order to be competitive, these industries need numerous types of spesialist
units for maintenance, subcontractors and spccial=process unita, lucal depots

supplying standard and catalogued preducts, anc other industrial services. Con-

sequently, they must locate in areas where there is already an agglomeretion of
industry of the same sector, i.e. in large industrial concentrations or in
specialiszed colicentrations,

44. The phrase "agglomerations of industry of the same sector” does not necessari-
ly signify a geographic pattern differentiated from the remaining economic space
(except in the case of specialised concentration). On the contrary, in some small
countiries (geographically speaking) with an old industrizl tradition, such as
ngland, there are to all intents and purposes no concentrations of metalworking
industries; in reality there are a considerable number of larger and smaller

. metalworking centres whose over—all areas of influence cover most of the country.

45. “Then considering the question of loocation, oncn the conditions concsming
the interindustry relations factor have been satisfied, much importance is given
bty many types of metalworking industries to the labour supply factor (skilled

® ] workers and/or workers with special characteristios) and to special site require-
ments., The n“d for these important factors leads to a preference for locating
in various possible industrial ocentres or even Justifies locating on the fringes




1p/Ma.9/12
page 12

of such cantren whea the industrier concerned are still within the radius of

[}
utilization of thair sectoral acrvic‘.n.)/

16, In general, metalworking industries must be reiatively cloge to numerous
types of toolshops, specialist unita for maintenance, foundries, forges, auxiliary
indust ‘1tes providing metal chipping and »resming facilities etc., as well as to
numerous depots mupplying standari and catalogued productu.ig/ There are, however,
some types of light engineering and electronics industries in which gssembly

and simple repetitive work prevail. These industries have less need for auxiliary
indusiries and are interested in labour supply, especially female. OSuch industries

§/ OGemerally the inoidence of the additional trensport cosis on meterials and
for delivery betwsen such centres or areas is negligible.

J0/In detail, the suxiliiary industries for metalworking industries consist of
verious types of toolshopo which repair, modify or construct specific tools
used for metal-cutting, metal-foming and assembly maintenance and overhaul
unite for general service systems, specific processing installations oconstruo--
tions, electrical maohinery, electrical parts of various machines, metal-
outting machinery, metal-forming machinery, store equivment and transport
equipment. Various supplementary units see to the supply of specific matverials
and prooesses required by the toolshops and maintenance units (ieldings,
stampings and forgings, metal trestment etc.). The numerous classes of metal-
working auxiliary industries are flanlked by subcontractors and "“process-
specialising firms", i.e. foundries and forges whioh supply the client with
made-to~order castings, hot-stamped items, hotforged items, for production,
normally in series; units which provide heat treatment processes, outting-
prooesses, forming processes which fabricate geared items, nutis and bolts,
special heat hardened elements and thermoplastic items, exirusions, sintered
products, microcastings etc. Most of the various suxiliary industries are at
Ahe service of all sectors of metalworking industries, but there are some whioh
are specific to determined sectors. The trade depots supplying standard and
ostalogued products stock the output of numerous types of intermediate wmits.
Som.  these intermediate industries themselves belong to the metalworking
ones (producers of standard nuts and bolts, hardware, metal tapes, springs,
rediators, hydrsulic oylinders, bearings, steel ropes, flexible piping, roller
ohain, I.C. engines, electric motors, compressors, slecirio and electromio
materials for industrial use etc.), whilst some belong to other sectore of
industry (industries maling fabrios, vegetable stuffing and felt, artifioial
leather etc., plywood and semifinished wood items, iyres, inner tudbes amd
owshions, various rubber articles, belts, linings, welded artioles, insulating
materials, various chemical products such as paints, mastios etc., normel amd
plate glass products etc.).
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frequently locate in small towms which may be distant from the large concentra-

tions where metulvorking industries tond to set up.li/

A7. Textile industries, depending on the sector involved, locate in areas

scrved by variour types of apecialized maintenance unita - including the services
of the largest v ecialimad machinery suppliers - ag 'ell as by vurious auxiliary
industries guch éiH}yelng and fimisling specialicts, plus certain sunpliers' and
buyers! ﬁervicea.lz Areas here hosiery industries locate offer similar auxiliary

industriees and services.

48. The centires in which the ahoe industry tende to locate offer units gpecialized
in the maintenance of shoe-making machinery, units for closing uppers etc. as well

as depots supplying materials and various commercial services to the sector,

49. The group of cther industries may be considered to consist of all those
industries with a wide market, and for which, in general, no clearly preponderant
location factor obtains. This group contains a wide rance of factories producing
consumer and intermediate goods (certain food industries and wood manufacturing
industries not included in the preceding groups, tobacco, clothing, leather goods,
rubber and plastic products, paint and varnish, deterrents, pharmaceutioals,
various light chemiocals etc.).

50. The industries in this group need fev auxiliary industries apart from those
ooncerned with maintanance. A paint factory, for example, may consider locating
near a unit producing printed metal cans; a medium~sized detergent unit near a
paper carton producing unit, etc. As a rule, the incidence of transport costs
for raw materials and other materials is not high in this groun.

LL['ﬂmmn an analysis of the metalworking-sectors field is made in greater depth,
various types of industries having particular locatiom aspeots appear. The
same would also be true in other groups of industry. For example, as ship-
building must be located on the coast, it may have to organise iteelf, in
part, as a self-contained unit if certain auxiliary industries are not available
in the area. ''ith both shipbuilding and heavy struotural steel work, the
high volume of iron and steel inputs means that the transport costs of such
materials account for a oonsiderable proportion of total production costs.,

Thie is not generally the case in most metalworking industries,

42/ The spinning and weaving of synthetic fibres have less need of suxiliary
industries than has the traditional textiles sector.
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51. MNotwithstanding these and other oconditions which might lead one to suppose
tha$ there would be a considerable autonomy of location (greater spatial flexibili-
ty), industries in this group generally tend to set up in existing large ocomoen=
trotions. This is because the requirements concerning various location factors
are better satisfied here, thanks to the advantages called "general externmal
sconomies”. Among these advanti ges is tact already noted of having an important
proportion of one's oustomers in the immediate region (facilitating sales and
customer services). This aspect is closely oconsidered when industries in this
group choose a factory location, especially those types of industry which noreally
are not large.

52, On the other hand, industries within thie group which require a large quantity
of gemeral and female labour may find the advantages offersd hy ths large oonoen-
trations out-weighed by those offered by areas with a supply of this type of labour

53, In oomclusion, it may be affirmed that the availability of auxiliary industrie
and industrial services within a reasomable rodius oomstitutes a locatiom factor
for all industries. It becomes predominant only in determined sectors in whioch

it is & Nmdamental conditicn for efficiency and ocompetitivemess.

54. These sectors have, however, g-eat importance in tie general fremework of
industry and condition the level and rhythm of development. In developed cosmsmies,
sectorsl-services oriented industries contribute about balf the total product and
employment of the manufacturing industries. Metalworking industries alome omm
oontribute up to 40 per cent of the total and also have one of the highest retes
of imdustrial growth.

55, Ia developing regioms and cowmtries, these sectors, especially those engaged
in metalworking, oonstitute a determinamt potemiial for future industrial develop-
asnt.
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IT.  AUXILIARY INDUSTRINS AND INDUSTRIAL SSRVICES IN THE

LOCATION AND DEVELOPIENI OF INDUSTRIES IN T ,LZ/00JCRNG -

A_CAST LTUDY OF INTEREST TO DEVLLOT witi COUNTLI LS

: : Ly industries and industrial services as an obetacle to the
looation of investments in the Mezzogiorno

5%. The southern region of Italyv - known 15 the fieveopiormo 1o characterized Ly

the following points: a relatively low per _capila income (about half that of the
developed r-rions of northern Italy and of the 1T averaxc); a considerable part of
i1ts labour foroe still engaged in agriculture; an insulficient level of industrial
activity, many sectora of which have limited competitivity;,; and a low availability
of skilled manpower. With the creation of the kuropean liconomic Community the
Mezzogiorno was faced with the problen of increased competition from regiona whioch

. | are among the most highly industrialized in the world and which, within the new

framework, exert an inocreasing atiraction for industrial investments,

5T Most of the industries in the Mezzogiormo are typically market-oriented and are
looated in the main towns. In per oapitg terme they reach only 40 to 60 per cent of
the level of corresponding industries in northern ltaly. This may be considered
adequate 1f =ooount is taken of the Rer _oppita product and/or per ogpita income in
the Mezsogiorno and that in the North (indeed, market-oriented industries operete for
a demand which 18 a function of tie regionzl product and Lnoome ).

58. Among the material-oriented industries, basic industries have expanded oon~
siderably in the Meszogiomo, especially during the last ten years. Important steel
plants have been builit, and the petrochemioal industry has reached a RSL oARAt3 pro-
duct of more than 80 per cent ocompared with the induetry in the North, The oreation
of large industrial complexes (bugic industrics) in the llezzogiorno, favoured by the

Y regional development polioy, has been made possible by the disoovery of natural
resources (methane etc.) and by new pori facilities for the importation of raw
materials (oil, coal, iron ore, etc.). The agricultural processing industries
(vegetable 0il refineries, grain mills, canneries, etc.) in the southern region
reached a higher level than those in the North.

59. However, all the material-oriented industries taken together moke but a limited
oontribution towards the product and employment position of the Messogiorno {this
applies also to developed eoonomies),

60. The industrial gap between the southern and the northern regions of Itely
becomes even more apparent upon oonsideration of the industries which in this
study are olassed into the groups “wectoral services oriented industries" and
"other industries”., On average, these two groups reach a Rer oapita output of
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barely ten per cent of that of corresponding industries in the North, These are

n the first group, relating to metalworking industries (excluding

and to traditional textiles and synthetic fibres,
industries which use materials

in others they rise

the indices, i

small mechanical repair shops)
In the second group, the irdices of the manufacturing

suppliea by the petrochemical industry are of the same order;
lotwithstanding the completion of certain n¢ -
r existence to publio

to a maximum of 20 per cent.

establishments of considerable size -~ some of which owe thei

holdings - the flow of invesiments in these sectors in the Mezzogiorno is

insufficient to bridge the gap.

61, In brief, the Mezzogiorno (and other similar regions on the periphery of the
EEC, such as SW France) is characterized by geographiocalliy protected industries

(local-market-oriented industries and material-oriented industriee\ and a lack of

attraction for other industries,

62. In order to ascertain the reason for this lack of investment flow towards the

Meszzogiorno it is neoessary to refer briefly to the ways in which the industries
in question expand, i.e. industries which at present are located mainly in the

large concentrations of the more developed feéions.

63. One element which tends to favour the present geographic pattern and results

in the industries remaining in the large concentrations (quite apart from
oonditions regarding industrial location in the Mezzogiorno and other regions),

is that only one third of the invew ‘ments of these industries is spent on building
Two thirds of the investments are used for the expansion of existing
ng the problems involved in egtablishing new factories and ir

Even in cases where it is not feasile 1o

new plants,
plants, thus avoidi

making eoonomies of soale possible,
enlarge the existing plant, there are many advantagasll/in building a new plant

as near as possible to the old one,

64, It is not always possible to inorease production by such solutions because of

reagons such as laok of suffioient building sites niarby; local labour shortages

and so0 on. It is only in such cases and similar ones, estimated in the EEC

}]/ Possibility of using the same suppliers; ease of moving meterials between
the two establishments; facility of management and supervision; less staff
and training problems such as transfer of key workers.

34/ In some areas industrial aotivity may grow faster than the population of the
city, oentre and so on.
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to amount to less than one fifth of all investments - that, among other alter-

natives, looation of industries in peripheral regions as for instance the Mezzo-
glorno may be considered. '

€5. In practice, preference is given to locate new plants on the fringes of
existing industrial concentrations, in nearby regions and in depressed regions
(regions with an industrial tradition but undergoing a structural crisis) where
industrialists can find not only space and/or labour (skilled, or with special

characteristics) but where they can also count on auxiliary industries and induge
trial services.1

66. On the fringes of industrial concentrations, a new plant is still within the
economic radius of utilization of the sectoral services of one or more centres of

industry. In depressed areas such sectoral services may be readily available for
the relocated metalworking industries.

67. Although given groups of industries move mainly because of local labour
shortages and/or because they need more manufacturing space (during periods of
general economic expansion), these are not the main location factors for many
important sectors such as metalworking industries, For the latter the primé |
factor is interindustry relations (availability of auxiliary industries and
industrial services) which peripheral regions are unable to supply.lé/

lj/ For certain industries, one of the additional advantages to be gained from
location in such areas is that of remaining close to a larpge part of their
clientele,

;Q/ The results of surveys made in reoent years in some Puropean countries
(the United Kingdom, France etc.) on the reasons underlying plant location
point to the labour factor as being the most frequent cause for relocation,
then firms have to make a choice between alternative locations all offering
the required sectoral services (although with greater or lesser facility),
it is obvious that in this context labour supply may be the determining
faotor. In some BEuropean countries such as the Federal Republic of Germany
end the United Kingdom the geographical field of choice covers most of the -
oountry (though perhaps discontinuously) because of the number and distri-
bution of existing industrial centres and the radius of utilization of their
servioes, There is some truth, therefore, in the statement of some
eoonomists that there is a trend in industrial develomment which shows a
growing share of "footloose" industries (metalworking industries and, in
general, the factory industries) but this "footlooseness" is not directed
towards the peripheral regious.
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68. Comparative analyses of the conditions of location in the large industrial

concentrations of the EEC area (and its zone of influence) and comparative studies
of the conditions and operating costs of industries show thaf the laok of auxiliary
industries and industrial services (which for the moment cannot be overcome) is the

main reason why the lMezzogiorno is not attractive to locating industries.1

69, The EEC study shous that in +he most important industrial areas of the Mezzo-
giorno, the infrastructures and site requirements comply with European standards;
In these areas there are the undoubted advantages of general labour and female
labour supplies. The study acknowledges the organizational difficulties in
gselecting and training 1ocal workers in the lMezzogiorno, but noteé'that; at times
of relatively full employment, these.problems and costs must be faced when
1dcating large plants, even when these are sited on the fringes of the large
concentrations and in adjacent regions.l8 Workers in the Mezzogiorno learn
quickly and well, and if the job is done by firms experienced in setting up new
establishments, the time required for training, construction and start up can be

kept within acceptable limits.l Supported by numerous gtatistical data, the

ll/ For the EEC study a number of major firms were asked about the main factore
affecting the location of their new plants.  The most frequent replies to

this question were: labour and site requirements, However to the specific
question as to why they had not considered the possibility of setting up in:
virgin regions, such as the Mezzogiorno, almost all the metalworking firms
pointed to the lack of auxiliary industries and industrial services
egsential to them; %o this they added the problems of selecting and
training looal workers.

lg/ For metelworking industries setting up in the Mezzogiorno, the additional
costs of sclecting and training local workers plus those incurred during
the start up period (over and above whati these would be for setting up
similar establishments in the North, but not right in the firm's "home
district") emount to 1-2 per oent of the total value of the investments.
In practice, tnese increased capital costs are more than offset by capital
grants to new industries setting up in the Mezzogiorno. '

l2/ See also "The problems of the development of metalworking industries in
Southern Italy and experiences thereon of interest to developing countries”
by V. Valletta, President of Fiat. '
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study states that the increase of transport costs for most of the factory
industries (non—material oriented and having wide markets) in the llezzogiorno
on the average amounts to less than one per cent of the total cost of

production,

70, It is in the field of interindustry relations that conditions in the
Mezzogiorno appear to be decidedly negative, 'hile large industrial concen-—
trations offer efficient systems of auxiliary industries and industrial services,
these are missing or inadequate even in the most important areas of the Mezzo-
giorno where there is a certain agglomeration of industry. This deficiency
causes serious production difficulties, increases production costs and cancels

out the effects of incentives.

Tle The fact that metalworking industries in the Mezzogiorno have, in many
cases, to look to toolshops in the North (more than 800 km away), makes delivery
delays more frequent etc, Delays in the availability of new specific tools or
in the repair of aspecific tools meke it necessary to use emergency tooling if
production is not to be halted even though this may involve a longer flow
cycle, Alternatively, it may be neoessary to stop production of the component
involved, while continuing to produce other parts which have to zo into stock,
or to assemble an incomplete finished product (vith similar effects on stocks).
In the first case, labour costs increase, while in the other two cases - apart
from overtime payments in order to catch up on the rhythm of production - there
increased financial charges occur due to producing for stock and not for sale,
Establishments which carry out the repair of their own specific tools also inocur
higher costs because they have to equip themselves with machines and skilled
labour which are underemployed to a considerable extent as the calls for their

services are intermittent and variable,

T72. The need to look to the North for machinery and equipment maintenanoe
services because of the lack of such units in the South is likewise z cause of
delays, stoppages and production upsets with damaging consequences of the kind
described above, Firms which provide men and equipment to oarry out their own

overhaul and maintenance work again have to face higher costs.zo

29/ It should be noted that when establishments see to their own repairs of
specific equipment and to the maintenance of all the machinery, there
arises the additional problem of the laok or insufficiency of supple=
mentary units whioch should supply the materials negessary.
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73. BExcluding "craft" units, there are not sufficient foundry and forge servioes
in the Mezzogiorno. It is either a case of obtaining supplies from the North or
from local self-contained metalvorkins plants which also turn out supplies on a
discontinuous basis for other establishments, This results in delays anc losses,
which can be partially avoided by carrying heavier inventories of such materials.
On the other hand, it is not an oconomic proposition to equ.p an sgtablishment vwith

its own forge and foundry. The same applies to processing-treatment needs,

74, Higher production costs normally arise from the insufficiency or ocomplete
lack of subcontractors, whicih leads to additional invesiments in machinery that
cannot be fully employed etc. In the Megzogiorno it is also necessary to oarry
more stocks than in similar establishments in the North, in order to make up for
the insufficiency or complete lack of local depcts carrying standard and oatalogued
products,

75. PFrom inquiries made for the EFRC study, it appears that on the average the
inadequaoy of the auxiliary industries and industrial services in the l{egzogiorno
results, either directly or indirectly, in increased costs of production amounting
to ten per cent or more (depending on the various metalworking activities, the
size and productive orgenization of the pla.nts). To this must be added the
problems and the difficulties which assail the managers and technicians, even
though these are not quantifiable factors. If account is then taken of the fact
that as regards the other cost elements, taken as a whole, there are no great
differences between North and Sou'ch,2 and it is considered that the various
inoentives offered by the industrial promotion policy reflect on operating ocostis
to the extent of two to five per cent (lower depreciation ratos, lower interest
charges, etc,), it is not surprising that there is no great flow of investments
to the Nezzogiorno.

16, It is only in oertain types of metalworking activities where interindustry
requirements are relatively negligible and the need for unskilled or female labour
is high, that there is s net advantage, after taking the effect of incentives into
sooount, This explains the location of a number of structural steelwork plants,
light metalworking industries and electronio faotories, where assembly is all-
important, in the Meszzogiorno,

2L/ Por detailed statistiosl analyses, ses the EEC study slready mentiomed and -
partiocularly the projects whioh oontain comparative analyses of the opereting
costs of similar projects in the North (Milan area).
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77. The main reason for the lack of auxiliary industrie. in the Mezzogiorno 1s
the absence of intermediate demcnd in the individual areas. There are few
metalworking industries; the incipient agrlomerations of industrial areas are
formed by heteropgeneous industries, in terme of inputn, It should also be
stated that in the one industrial area of tle liegzogiorno (Naples) where metal-
vorking activities have reache? a certrir level of importanc:, many eszential

types of auxiliary units are missing.,

78, To remedy the presment situation, the metalvorking industries, especially the
larger piants, formed an internal organization to meke up, as far as possible, for
these missing services, Such an organization requires considerable additional
investments, which must b~ amortized in the course of time, and an additional pool
of skilled workers, Vhile the shortace of services persists, machinery anc
special equipment have to be renewed oontinuously, The situation has beeu
accentuated by certain policy measures (preferential supplies to the State etc,),
These measures permit, however, the industries in question to operate with a
certain degree of profitability notwithetandirg the lack of auxiliary industries

and industrial services.

T9. As far as the textile industry is concerned, there are no great obstacles
for the location of synthetic fibre plants in the lezzogiorno, because the
synthetic fibre sector has less need for auxiliary industries than the traditiomnal
textiles sector, The advantages of labour supply and the effect of incentives
have indeed lod to the setting up of some important establishments. The fact that
| there are still not as many industries of this kind in the Mezzogiorno as in the
North, probably refleois a tendency to locate in traditional areas even though
the primary reasons for doing so no longer exist, On the cther hand, the
development of the hosiery industry in the lezzogiorno, although favoured hy the
existence of female labour supply, is slowed down by the lack of suitable indue-

f trial servioes,

80, Finally, although it is not mainly the lack of industrial servioes which
impedes more industries belonging to the "other industries™ group from setting up
in the Messogiormo, the interindustry relations factor has an indireot effect om
gmany of these, In fact, a number of the industries in this group produce inter-
mediate items, especially for the metalworking industry, and as almost all their
domestic clientele are in the North such industries are not anxious to looate in
the Nessogiorno (even though transport costs on delivery do not play an important
role in the total production oosts),
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81. It may be concluded that the lack of auxiliary industries and industrial
gervices is the prime reason (either singly or together with other reasens) why
indusiries in the Mezzogiorno are mainly local market oriented or material oriented,
and these, as such, cannct ensure a high level of employment and industrial output

in the economy.

erience with the mdultgialization policy for the lezgogiorno — 8 gi}ot study
%or the RRC

82, During the last decade, the Mezzogiorn. has been the object of an intensive
industrial development policy. The instruments of this policy are those used in
other European countries: public expenditure cn infrastructures, the creation of
induetrial estates in industrial areas, grants and other incentives to new indus-

tries, direct investment in industry by public holdings (IRI etc.).22

83, The goals of this policy include the provision of a modern and efficient
gystem of general infrastructures, a necessary premise for the industrial and
economic development of the area. The preseut transport system provides an
adequate link between the main industriel areas of the southern region and the
large centres of industry and consumption in northern Italy and in the EFC
countries, The huge port installations may be considered determinant for the
basic industry complexes. The industrial estates offer not only suitable
manufacturing sites, they alsc provide solutions 0 urgent problems of town plannir
and regional physical planning, Various measures deal with the problem of the
lack of local manpower, The direct participation of the Government through
public holdings helped to incresase the activity in important sectors (steel
ocomplexes, petrochemical and metalworking industries etCs)e Above all, for the
first time in the history of the Mezgzogiorno there has been a break from the

traditional eoconomic and gocial structure.

23/ Tax relief, contributions from sinking funds, financial aidj share partioci-

pation by State, capital granis, eto. for new industries setting up in the
South, Among the various inocentives offered, is ihat of the Messogiorno
supplying a guaranteed percentage of the central Government's requirements
from industry. Considerable funds are allocated for the creation of infre-
structures in the areas of industrial development, including the industirial
estates., Funds are also allocated for the indusirialisation nuclei to
foster smaller industrial agglomerations.
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84, Although good results have been obtained in market—oriented industries and
material-oriented industries located in the Mezzogiorno, those in other industrial
gectors leave much to be desired. It has been possible tc get an industrializa=-
tion process under way, but this process suffers from sectoral imbalance, which
restriots industrial development, The EEC atudy - made with the collaboration of
the Committee of MMinisters and of the Cassa del Mezzogiorno - aims at ilentifying
the limits of this policy and inclu“es suggestions for new gridelines and measures,
The results of this study are worthwhile summarizing here inasmuch as these limits

conoern the field of interindustry relations.

85, The areas of industrial development were selected with the cbjective of
progressively creating industrial concentrations in the Mezzogiorno which, with
their increasing economies and multiplying effects deriving from the interrelations
of their industries, could make accelerated industrial cdevelopment possible.
However, the areas of industrial development, inspired by the British exgperienoe
cf development areas, did not prove to be sufficiently attractive for seotoral
gservices oriented industries especially as regards the dynamic and vast field of
metalworking sectors and industries directly or indirectly connected thereto,
because of vicious-—circle problems. It is interesting to note that in the

United Kingdom too, the Scottish Highlands, which like the Mezzogiornc are under-
developed industrially, have received practically no incoming industries from the
development areas policy. If this policy has been successful in other parts of
that oountry, it is because these development areas corresponded to old indusirial
districts. Although for various reasons (unemployment etc.) these areas were in
a depressed state industrial bases (auxiliary industries, industrial services stc.)
already existed and hence new plants ocould be established without diffioculty.

86, In the implementation of th¢ :ndustrial areas policy in the Messogiorno
reference has been made to well-inown theories on regional eoonomy inasmuch as
steps have been taken to promote the nreation of a leading firm as a nuoleus

W, F. luttrel (1%2) ’ vol. 1.
National Institute of omio ola ies, on, p. 346,
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(usually a steel complex, a petrochemical :omplex etc,) to induce industrial
investments. The EEC study shows, however, that such a complex (apart from its
positive economic and social effects on the zone) has limited multiplying effects.
In certain cases, the establishment of just one part of the whole cycle of a steel
or petrochemical complex and the successive completion of the whole operational
unit ocannot be considered a real process of induced inves’cmc;:m:s.2 The creation
of a complex may, at the most, give rise to a few plant and construction
maintenance units, Industries which use products from the petrochemical
complexes as raw materials are, in view of the high value of such materials, not
material oriented in general., It may be thought that the existence of a steel
complex would generate the satablishment of metalworking industries; however,
transport costs on iron and steel are no longer determining factors for the
location of metalworking industries.gi/ Similarly, the poesibility of a large

metalworking plant acting as a leading indusiry in the way indicated, must also
be oxcluded.gg/

87. In other words, without the oreation of an industrial environment any inoen=-
tives remain inoperative. While present conditions persist, it will Dbe difficult
for the areas of Mezzogiorno tc expand more rapidly and to become modern industrial
oentras.

gg/ Sometimes only part cf the oycles of a complex may be set up (e.g. hot=roll
mill for a steel complex or a chemical complex producing only intermediate
synthesised produots). Then later, if the required conditions arise
(possibility of a market eto.), the complex can be completed (e.gs with the
inolusion of & cold=roll mill or the production of basic materials suoh as
resins)., This step-by-step implementation of the various integrated oycles
oannot lead to ihe uriginal unit being considered as & 'prime mover". In
reality, it is the beginning of a chain which, if supplemented (perhaps with-
out being completed), has well-defined limits, Finally, it should be
remembered that it is irrelevant, as far as this case is concerned, whether
the units of the complex belong to the same firm or to different firms.

gﬁ/ The mere presence of s new steel ocomplex does not automatically lead to the
establishment of a whole range of new industries, but more frequently to the
oreation of limited production lines such as the production of qopnorete from
blast=furnsce slag. -

26/ Buch oonditions may be satisfied only by the creation of a really huge plant,
¢.g. a factory produocing (not just assembling) 1000 to 2000 cars a day. Suol
an industry would allow numerous auxiliary industries and subcontractors to
sot up in the area. This, however, is a rare case.
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88, The EEC study proposes a sectoraily differentiiated policy with preferential
use of incentives, Support should be given meinly to industries which can only
move to the Mezzogiorno with considerable difficulty (1... precisely those
industries characteristic of the developed ecconoumies). The various industries
of metalworking sector should be given priority as they present the best possi-
bilitice sur develupmoeni, Mue policy of indusirial developinent should be geo-
graphically concentrated during the initial period, so as to favour the rapid

formation of industrial agglomeratione and thus of general external economies,

89, Another general guideline is the creation of a sound productive structure
for the poles and nuclei whioh takes account of the interindustry relations

factor, and of specialization criteria that favour the e.ergence of sectoral

external economies,

90. The implementation of this new policy requires both the selective utilization
of present incentives and the creation of additional ones. A new instrument
provosed concerns the development of the sectoral servicas oriented industiries
and the breaking of the vicious carcle problems which derive from the lack or
insufficiency of auxiliary industries and industrial services in the Mezzogiorno.
This congerns mainly the development of sectors or subsectors of the metalworking

industry, but can apply equally well to other sectore suoh as textiles and shoe
manufacturing,

91, The policy action oonsists in the determination, direct promotion and simul-
taneous creation in a given area, of an "ensemble" of main establishments belong-
ag to ane homogeneous sector or subsector, along with the essential auxiliary
units. The new main estzblishments must be present in sufficient number (and
gize) to sustain, with their demand for inputs, the economic dimensions of the new
auxiliary units and to justify the installation of local depots of standard and
catalogued products (in prinoiple it is nnt necessary for the intermediate indus~

. 2
tries producing these materials to be near the induetries which use them).

2]/ To reduce the diffioulties of promotion, the number of main units (taking
account of the size necessary to operate competitively in Furope) has been
kept down to that required to sustain the auxiliary units. The latter are
limited to the most essential units only. For example, the follow.ng
auxiliary units are essential for large and medium general metalworking
concerns: toolshops, specialist maintenance units, foundries, forges, treat-
ment units, metal-outting and metal-pressing processes suppliers unite eto.
The absence of units spscialiging in extrusionse, sintering and microcasting
should not oreate operating problems, as the user industries can turn to
suppliers in the North or in other regions., Furthermore, the auxiliary units
are oonceived as being as small as possible and as having the lowest degree of
npecislisation which may be enoountered in similar unite operating competiti-
vely in the large omnocentrations.
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92, The fact that the maan industrien belong to a given homogeneous sector or
gubsector makes it easier to achieve a satisfactory level of inputs from espential
auxiliary industries and to serve tie gpecific requiremente of the clientele
involved., The homogeneity of the demand ertends to other inputs, thus facili-
tating the creation of locel depots ol ntandard and catalogued products and other
industrial services. It also helps the formation of a akilled manpower market.
At a second atage, with the expansion of the original activities, the homogeneity
of the demand increases the possibility of investments in the area by intermediate
mechanical industries and of other sectors (1ight chemicals, rubber etc.) which

make such standard and catalopued products and materials.

93, Within the sector or subsector chosen on the basis of areal specializations,
the new main establishments must be selected by means of suitable criteria
(relatively low skilled labour requirements etc.) from the production lines
showing the greatest growth trends, always providing that these establishments
can compete with similar establishments in the North., Individual feasibility

projects are drawn up for the main plants and for the auxiliary units.

94, In reporting to the Committee of Ministers and the Cassa, the promotional
agency submits projects for expanding firms in Italy, the EEC and abroad. The
agency offers adequate assurances regarding the implementation of the whole
ensemble of projects, and especially of the auxiliary industries (use of direct

investments by public holdings etc.).28

95, The final oomposition of the ensemble, influenced by the free choice of the
private firms participating in the programme, may turn out to be different from
the ensemble originally planned. However, it must have an equivalent (or higher)

level of inputs from the auxiliary units as envisaged in the original plan,

96, The promotional agency also ensures that industrial sites are available to
the firms taking part in the programme, a8 well as any additional technical infra=-
structures and social infrastructures (housing for workers etc.), together with

such facilities for training local labour etc. as may prove necessary.

gﬁ/ For the main units, promotional work is directed towards that part of invest-
ment in new plante which for various reasons must be outside the home distrioct
and whioh at the present time relocate on the fringes of the large oonocen—
trations or in nearby regions, When promotion is directed towards the
suxiliary industries, the faot of their having an ascured market through the
establishment of main industries on the same spot is a great help.
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97, It is important to emphasize that by the setting up of an ensemble it is
possible to create operating conditions in part of a virgin rezion similar to

those which a given industrial sector or subsector can only find at present in the
large concentrations of highly developed regions. These conditions may favour not
only the main plants of the ensemble but especially those which may oome in later
(the present major obstacles having been eliminated anc the incentives exploited)
in an autonomous development process, This is a new conception of an industrial

| pole of growth, and as such must be promoted by new methods.2

98, In order to test the new polioy inatruments, the EEC study presents, as a
guideline, a complete programme for the promotion of an interrelated ensemble of
projects which oould constitute the embryo of a large industrial centre in the
Bari-Taranto pole, The ensemble of projects comprises eight modern main plants,
the size and techniocal characteristics of whioh are in keeping with European
standards. The planta belong to the general metalworking sector and the total
investments are in the order of 80 million US dollars (added value of production
40 million dollars; 5900 employees). In addition, there are 23 auxiliary units

EL N

The following aspeots single out thib new conoeption of an industrial pole .
of growths

- The creation, in a given area, of an industrial environment typical of that
whioh exists in highly industrialized areas, right from the very outset,
by means of an ensemble of interrelated projects,

~ The distinotion between interindustrial relations which require the geo-
graphic proximity of the industries involved (relations with auxiliary
industries) and relations which are technioally and economically feasible
with oconsiderable distances intervening between customer and supplier
(relations with basio industries and with intermediate induetries supplying
standard and catalogued products).

- The consideration of the specific sectoral nature of many auxiliary
industries, .

- Ensuring that the pole has the minimum initial dimensions capable of
guaranteeing its feasidbility.
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requiring a total investment of 47 millior. US dollars (added value of production
16 million dollars; 2300 employees). 0

99, The programme, which has already been approved by the Italian Government,
entered the promotion phase in the second half of 1966; this phase was planned

to last for one year, followed by the final design, construction and erection

phases (over two years).

100, Similar studies for the selection, determination, promotion and creation of
an interrelated group of main industriés, auxiliary industries and industrial
services are presently being undertaken by Italconsult in the Uelve~Cadiz~Seville
pole (Spain) and in the San Nicolas pole, along the Buenos Aires~Rosario axis
(Argentina), Similar studies are envisaged for two further oountries.

;o The eight mein units cover the following production lines: heavy struotural.
o steelwork; stoves, baths, central-heating radiators and pots end pans, all -
in sheet steel; centrifugal pumps and oil burners; agricultural machinery;
machine toole for working metals; excavators, mechanical shovels and self-
propelled cranes; large cranes and transporters; 1lift trucks, The 23
L auxiliary units include: a malleable iron and steel foundry with pattern
1 shops; a cast iron foundry with pattern shops; a non-ferrous foundry with
N pattern shops; a forge producing stampings and forgings; a metal-chipping
unit for large and medium items; a metal-shipping unit for medium items;
: three metal-chipping units for small items; two gear making units; two
~§§ metal-pressing units, one for large and mediun items and one for small items;
| two heat treatment units; one galvanizing unit; a unit producing nuts and
12N bolts; a toolshop for large and speoific tools for metal-chipping machinery;
S two similar toolshops for small tools, gauges eto.; a toolshnp for specific
medium and small press dies; +two units for the maintenance and overhaul of
' machinery and equipment (general services systems and specific processing

il installations), organized in seotions, according to main types of machinery
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III. AUXILIARY INDUSTRIES, OTHER INTERMEDIATE INDUSTRIES AND
INDUSTRIAL SERVICES IN INDUSTRIAL LOCATION PROGRAMMES
OF DEVELOPING COUNTRIES

The sl;o;-ta.ge of intgrmediate supply as one of the main obstacles to industrial
growth in developing countries

101. In order to be geographically protected and have a ready market, typically
market-—oriented industries remain predominant in the framewcrk of the limited

manufacturing activity in developmg countriss.,

102, In lerger and medium-sized countries with a certain degree of development -
apart from various material-oriented industries including the basic industries -
almost all manufactufing sectors are present, even though they may make But

modest contributions in terms of output and employment to the national economies

with their production,restricted to the less complex producis.

103. Exoept for material-oriented industries, a large part of industrial aotivity
in the developing countries is looated in just one or a few centres, generally
large cities, where economif/ activity is concentrated and where there are better
31

infrastructural facilities: In the larger developing countries, this has

given rise to sizsable industrial agglomerations, despite the low per ocapita
level of the national industry. In many developing countries the geographioal
pattern of industry is thus one of the causes of serious town-planning probléms
and of oonsiderable regional disequilibria.

104. The existence in the larger and medium-sized developing countries of
relatively diversified manufacturing activities and of sizeable industrial ag-
glomerations does not derive from a modern, rapidly growing industry. The
relatively diversified manufacturing activities are explained by the faot that a
large part of the industries, not geographicelly protected, exists and operates
thanks to tariff ‘barriers, whioch enable firms to reap large profits even if they
produce at high cost due to their inadequate size, and often with obsolete
nlqhinery and oquipment and outmoded teohniques and organizations. But this
implies that thoir output is limited to the domestio market, with limited oonn-
quent d.emlnd, even when it is a quastion of types of industries which in dnvol—
oped oountries are geared to produotion for wide ma.rkets.

,}J mioa.ll,v mrkot—onented induatriou (exoept those wiich are striotly loul)
' are also less soattered geographioslly, other things being equal, than the
oorresponding onss in developed ocountries.
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105. This situation i8 not to be put down solely to customs protection (which
is justifiable and necessary, up to'a point, for a corntry's industrial devel-
opment), or to entrepreneurs who consider investment opportunities in an easy
domestic market as the only safe ones (there are numerous local entrepreneurs
with mo&ern 6utlooks and foreign resident firms which in their home countries

own factories which compete actively on tie international market).

106. In fact, in the field of those industries which in developed economies are
termed sectoral services oriented, entrepreneurs in developing countries find
themselves up against problems which are in many respects similar to those in
the Mezzogiorno (parss. 56-81). In these countries, such problems extend to
the whole of intermediate supply, to which other unfavourable conditions must
be added (lack of skilled manpower etc.). A new plant by itself cannot bring
about the creation of the cuxiliary industries and industrial services which it
requires. It has to be sczt up as e3slf-contained or adapt itself to the inade-
quate conditions of existing supply. Vicious circle problems, gsimilar to those
in the Mezzogiorno, tend to perpetuate the unfavourable production structures.
Under such operating conditions, production costs are necessarily high and
therefore investment opportunities remain limited to industries catering for

the protected domestic market.

107. In the developing countries these problems affect mainly the metalworking
industries. The textile industries and other sectoral services oriented indus-
tries often manage to balance out these problems by the advantages of low-oost
manpower, at least as far as ceriain low-quality products are concerned. It is
therefore worthwhile to examine the effects of the shortage of intermediate
supply on metalworking firms in larger and medium-sized countries (in the
smaller countries, such activities are confined practically to general repair
workshops ).

108. In many medium-sized developing countries the production lines of the
metalworking sector are siill 1imite§. (on the average, over three quarters of -
the domestic demand for mechanical products have to be met by imports), oovering
various types of activities such as assembly of durable consumer goods and
production of simple articles for the domestic market, Thess industries are
forced to turn to non-specialist workshope for maintenance needs or to ocarry

out the maintenance themselves. The same applies to all processes which in
developed countries are dealt with by prooess—specializing firme and subcontrao—
tors. As opposed to the Mezzogiorno, industries in developing countries have
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possibility of turning to specialized units in large modern centres in the more
industrialized regions of their country, however distent. In =ddition thore is
a lack of adequate local depots of standard and catalogued products. The
majority of these products have to be imported, which results in considerable
transport costs and slower times of supply. In other words, whereas in the i'ez-
zogiorno it is not ebsclutely necessary for somec types of ~uxiliary industries
to be located nearby the metclworking industries, in cdeveloping countries the
basic problem is their total absence within these countries; the problem of
local depots ie, in practice, that of the lcck of firms inside the country to
manufacture these standerd and catelogued products.

109. Even in larger metelworking plants, adequately equipped 2nd organigzed, the
operating conditions described ebove lead to lerge increeses in coste if compared
with equivalent plants (in terms of output) opercting in industrial centres in
developed countries. This is beczuse, even with the comparatively low unit oost
of local meinpower compensating the higher unit cost of key workers and technicel
staff, there is still a higher total cost of direct and indirec. menpower (addi-
tional and under-utilized workmen), an incresse in depreciation rates (additional
and non-seturated mechinery and equipment) which involves the self-contained
organization, and/or higher costs for the inedequote auxi. ary services which may
be obtained within the arec of locetion. Trensport costs for imported materials
and intermediate products and the finencial burden caused by the larger stocks of
materials that have to be kept in the plant must also be taken into account., To
these higher ocosts must be added those deriving from deleys and imbalancee in
factory programmes due to the inadequate supply structure, whi¢h cause further
increeses in manpower costs snd financiaol charges.,

110._0n the basis of feasibility studies for metelworking industries carried out
in developing COuntries, it can be claimed that - given acceptable sizes, adequate
organization, etc. - such a structure imposed by external conditions implies

incfééaad over-all costs of production up to 20 per cent and more according to
the type of induatry,

111, In lerger developing countries where the metelworking industries cater for
about 50 per cent of the domestic demand for mechenical products (durable goods
and, to o lesser exient, cepital goods), the production conditions are similar.
Metalworking induntrias, including those which operate in industricl centres,
have to face serious problems in the shortege of intermediate supply end in
particular of auxiliery procesging. Not all types of cuxiliery industries
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neoessary arc available. 'Tne 1ntermediate supply, offerod by t:a existing
auxiliary industrios, is generally insufficient to meet the demand. Thelr degree
of gpecialization 1s low and tais is one of the reasons wly the cost of their
services is ligh. he proportion of standard and catalogued products imported
remains high. lioreover, the presence of various fac.ories marufacturing standard
and catalopued products for domestic demand only and protected aguinst foreign
competition, does not help to reducc tne costs of such supplies. Often the low
quality of such intermediate products contributes towards tie low quality of the
final products. The higher production costs for the metalworking industries that
ensue, as compared with similar industries in developed countries, are of about

the same range as those for medium-sized developing countries.

112. These increments to normal production costs indicate that, even if the
general problems of capital shortage, cosi financing and training of manpower,
eto., siould be solved, and with entreprencurs prepared to accept the risks and
the cost of setting up snginzering plants with adequate organization, dimensions,
equipment and technical know-how, external conditions would still exist in
developing countries whicih would prevent the majority of these industries to

take part in international competition.

113. It is not unrealistic to suppose that these general problems will be over—
come, Already in a number of countries more organic and efficient industrial
development policies are introduced and international collaboration beiween
developed and developing countiies is being strengthened. Iven without taking
these macro-economic aspects into consideration, it must be aclnowledged that
when mound industrial projects are involved, their financing is not very diffi-
oult., The higher cost of training basic manpover, key workers and key personnel
may be compensated by the lower cost of general labour, and the know-how and
organization may be assured by a joint-venture or another form of collaboration
with large foreign oconcerns in establisning important new plants. Thus these
problems may be solved within the framework of the promotior of important in-
dividual projects. This does not apply, however, to the problem of intermediate
supply, which is a question of external structure and one which, in the final

enalysis, proves to be tie real limiting factor.

114, In developing countries the group "other industries” - apart from certain

requirements which cannot conveniently be met with regard to auxiliary demand
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and industrial services,}g/and more difficult and costlior supplies of other
materials and intermediate products - often lacks sufficient domestic demand to
sustain competitive plant sizes «t internationnl level [low yiald per capita for
those industries in this group which produce consumer goods, and scanty 1ndus-
trial activity, asspecially in the metalworking cuutomer sectors, for ithose wiich
turn out intermediate products). In iliis context it must ve borne in mind that
in the developed countries, export-oriented plants in thin group of industries

are not very frequent; support is generally required from @ considerable amount
of domestic market salos,

115. Arn inmportant aspect of the present role of intermediate industries on the
level and composition of manufacturing activitios in developing countries is

their favourable effect on the geographioal pattern of industry in these coun-
tries. The presence of auxiliary industries and industrial services, even though
inadequate, in certain centres or agglomerations constitutes — with the general
external economies available there - the main cause for the tendenoy of indus-

trial investments to be concentrated only in a few areas.

116. The role of the auxiliary industries, other intermediate industries and
various industrial services becomes even more important when the future induse

trial growth of developing countries is considered.

117, Without underrating the unexploited opportunities of local market demsnd in
some developing countries, mention should be made nf the hampering effect of the
protected local market system on industrial initiative in developing countries

with a certain level of industrial development,

118. After the boom in the first stage of development ocourring in such sur-
roundings, and despite the take—-off invariably proclaimed, industrial growth and
that of the sconomy slows down and incentives seem to lose their effect. This
situation is often acoompanied by a worsening in the balance of payments.

119. To speed up industrial development, industrial effort must be aimed at
wider markete with rapidly expanding demands. The typical market-oriented indus-
tries taken as a whole, however, are able to expand only in parallel fashion to
& country's general economic rete of growth, The same applies to many materiai-

}2/ The requirements in this group are lower than for metalworking and other
sectoral services oriented industries, though still relatively important.
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1
oriented lndustrieu.l‘/ The group of industries with large markets and good

expansion prospects consiste mostly of me talworking and related industrias,

120, Producing also for export means aciieving competitive conditions in the
industrial sectors involved, whieh ~rain depend, wmong other factors, on adequate
intermediate supply.éﬂ/ Wesc are difficult but unavoidable problems for all
developing countries. (Tho experience of industrialigzed countries shows that

many types of their industries depend to 1 considerable oxtent on exports, )

121, lven with the enlargement of the internal market tarougn association with
other neighbouring countries, o.g, forming a common market, these problems of
oompetitiveness persist. In t'.c ideal cage all member countries should benefit
from such an eonomic intogration to the extent that the indugtries of lesg-
developed countries reaci a level of competitiveness comparable to that of the
relatively more advanced countries forming part of the association. In fact,
howvever, only the strongzer industrial centres benefit if unbalanced development
takes place among member countries and regional imbalances within a community
become more pronounced. Intergovernmental agreements on industrial location are
difficult to reach znd are opposed, at least on a medium-term basis, to ensuring
the maximum exploitation of the available eccnomic resources and to attaining the

maximum increase in production and income.

122, Nevertheless, a common market conceived solely as a wider internal market,

the demand of which is not supplemented by exports (such a concept occurs, in

}}/ Among the basic industries, paetrochemicals have a high rate for demand in
the international market. llowever, it has earlier been remarked that in
certain countriecs, if thae possibilities exist, their creation or expansion
(although constituting a sizeable contribution for the zones where they will
be operating) does not lead to more than a limited contribution towards
smployment and production at national level. It should also be remsmbered
that in general basic industries (iron and steel complexes, heavy chemicals
etc.) produce above all for an internal market and hence depend on the
country's industrial growth, Iurthermore, in view of the considerable pro-
portion of exports that often becomes necessary to sustain the size of guch
oomplexes, it must be borne in mind that the international market is very
difficult for these products.

}5/ It is obvious that in every country, given the limited economic and lLuman
resources and bearing in mind tie economic sizes of the industries etc.,
industrial policy should limit this effort tovards expansion of demand and
participation in the international market to a number of gectors or sube

- Bectors, In other words, to the extent that the objectives of a high degree
of self-sufficiency are sterile, the aim of promoting the whole rangs of
indvstries in the most dynamic sectors and with wide markets, is unrealistic.
Hence the affirmation of the need for specialigzation,
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fact, when no profound change is made in the productive structures and .ience of
intermediate supply to achieve objectives of competitiveness) moans tog selting
up of a new aconomic 8paoe with restricted marketing opportun: Lies, tere, too,
after an easy boom during t@ initial stage in whic, varioug Plants may be egte-
blished in new activitias, the puce has to 8loy down and conditions and problems
of development similar to tuosc described for the Larger w3veloping countries are

encountered,

Possibilities and limiig of applxigg the experience of the Mezzogiorno to devel-

oping oountries

123, The importance of intermediate industries and industrial services with

regard to the indusirial growth of developing countries indicates the need to
apply in these countries tie tecinological guidelines of industrially more ad-
vanced countries. Such guidelines are reflected in the recent industrialization
policies of developed countries for their backward regions (technological special-
ization in the factory industries, technological integration in the basic indug-

tries, etc.).

124. The question is to what degree developing countries should and can apply the
technologies of developed countries. The analyses sat out in paras, 101-122
imply in principle an affirmative answer to thig question, contrasting with the
conclusions reached by other studies, which consider it convenient for developing
countrios to use a less capital~intensive technology in view of the relatively
lower unit cost of labour (unskilled labour). These conclusions are in fact

theoretioal when assumptions of officiency and competitiveness are mads.}i/

125, Precisely because of t)e shortage of skilled manpower and the need to
utilize unskilled labour, recourse must be had to some degree of automation in
manufacturing operationg in developing countries. In developed countries, on .the

3/ It is logioal that in choosing types of industry to promote in developing
countries, thoge requiring the most difficult technologies and/br a high
proportion of skilled manpower, etc., should be excluded, However, the
question here is to establish for given industries the application of equal
or different technologies from those of developed countries.
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other hand, such automation has occurred not only as tie outcome of technologioa.

progress, but also due to high labour costs.

126, To sum up, in the main Industries, wiose products have to compete on the
international market, the same techniqes as those used in developed countries
are necessary. Bearing in mind various economic reasons (real market outlet
capacity etc.), these techniques should correspond, in terms of machinery, equip-
ment, organization, etc., not to those of the larger factories in developed
countries, but to those of smaller factories able to compete on the world market
(e.g. for certain maciining processes, numerically—controlled machines can be

used instead of transfer-line machines).

127. For materials and intermediate products, the relevant technologies should be
also the same as those in developed countries. A certain margin of variation may
be allowed in terms of size and degree of specialization,; but only on the condi-

tion that there will be no adverse effects on the cogt cf such supplies.

128. Ruling out - because of the negative experience gained in some countries

such as China - the economic convenience of producing with old techniques the

necessary materials for the basic industrial complexes, the application of tradi-
N tional techniques should be restricted to those industries which produce exclu~

sively for local markets.

129, Accepting the need to apply the tecinologies of the developed countries, at

least with regard to key industries, it follows that the Luropean experience in
Zf location and industrial development policy should be utilized for the developing
iiﬁ countries, The application of the European experience shoﬁld be limited, however

to backward regions (similar to the Mezzogiorno), thus excluding depressed

L }é/ Automation of industries in developing countries sliould be selective and
should be carried out in co-opera‘ion with foreign firms. Saving on skilled
manpower can be expressed in net terms; the greater requirements for oertain
[ types of skilled workers (workers fo:- set-upgror supervisory personnel, will
be more than oompenseated by the decrease in the number of gkilled workers in
charge of hand-operated machines. Automation in metalworking industries and
2 other manufacturing industries cannot cove- all operations of the processes,
thus varicus operations will still need lar,  numbers of gemi-skilled
workers. The oriterion of automation in cert. 'n operations, i.e. the re-
duction of the number of skilled workers, has been taken up in the designs
of the factories proposed in the EZC-Italconsuit study for the promotion

of the Bari-Taranto industrial pole in tle llezzogiorno, ‘

-

3
{
H
|
!
I3
1
¢
E
i

!A
H
B ‘.




ID/NG.9/12
Page 137

regions. Account should also be takeu of the differences in developing countries
relative to the degrec of economic and industrial dev:lopment achieved, to the

economic system, to the density and distribution of population and so on,

130. Despite the relatively high per capita product and income, Juropcan peripn-
eral regions, such as the ilezzogiorno, have various aspects in common with devel-
oping countries: limited contribution of industry to tlie economic activities,
predominance of local market industries, scarcity of skilled manpower, and a
manufacturing production structure characterized by inadecuate intermediate supply.
The degree of industrial expansion achieved in some developing countries Ling not,
however, brought about any profound changes in tie condition of intermediate
supply. The fact that in the larger develoning countries important industrial
agglomerations have been created implies nevertieless methods of implementing the
measures different from those to be applied in other countries with incipient
industriel centres. Regarding the differences of cconomic systems, the experience
derived from the industrial policy for the i{ezzogiorno can bLe extended not only to
developing countries with a market econory, but alsoc to countries with planned
eoonomieés ,, considering that competitivencss and efficiency criteria in using
resources tend in practice to coincide. Clearly with such countries, account must

be taken of the different policy iustruments vhich may be utilized.,

131. As for differences in dencity and distribution of population,él/ from the
standpoint of industrial locations and excluding aspects tnat concern typical
local market-oriented industries, the majority of developing countries have to
face a faster growth of urban centres as opposed to employment possibilities

offered by industry,

132, In vieu of the vast field covered by industrial location and development
policy and of the subject of this paper, attention must necessarily focus on suci
industries which for their location depend heavily on the interindwetry location
factor, Viz the sectoral services oriented industries. The recent experience in
the field of sectoral services oriented industries is that of the industrial
poles following the EZC-Italconsult concept presented in paras. 82-100, An at-
tempt to ontline an application of this concept in developing countries is the

subject of the following section.

}1/ Differences in population density and distribution give rise to profound
policy differences witi relation to the utilization of resourcas and to the
times of achiaving the objectives of industrial development as compared to
those referring to agriculture.
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Poles of industrial growth and location planning in developing countries

133. The most interesting application for developing countries of the determine-
ation and promotion of poles of industrial growth according to the TiC-Italoon-
sult concept concerns that of a pole based on o given sector or subeeotor of
metalworking industries with a system of auxiliary industries and industrial
services. This gives rise to conditions of operation and of interindustry rela-
tions fostering the progressive installation in the area of factory industries
engaged in various manufacturing activities turning out intermediate and final
goods., Tais type of pole has the advantage of focusing on one of the main targe
of the industrialization of these couniries, namely the expansion of the metal-
working industries, to which is added the expansion of other manufacturing indus
tries with ample markets, with direct and indirect effects on demand concerning

ths output of important basic industries (steel, chemicals and petrochemioals).}

134. In establishing industrial poles in developing countries account must be
taken of the different situations and problems described in the two foregoing
sections. A distinction must be made therefore between the design of a pole in
oountries where the engineering industry is stillat an initial stage, and in
ocountries where agglomerations of metalworking industries already exist on a
reasonable scale, even tiough with considerable structural deficiences. Besides
the oreation of a system of auxiliary industries and industrial services, whioh
in contrast to backward peripheral regions in Burope is esséntial for developing
oountries, other intermediate industries producing standard and catalogued prod-
uocts have to be established. The creation of industrial poles must be examined
in relation to problems of spatial co-ordination of industrial and urban growth
and problems of spatial co-ordination of eqdnomié activities. The latter should
be viewed in its dual aspects: the achieving of an equilibrium of product and
inoome among the various regions of a country, and the adequate distribution of

industrial activity among developing countries wiich form a oommon market.

135. In oountries with engineering production at an initial stage, industrial
policy should be direoted towards the determiration and direct promotion, in an

adequately equipped area, of an integrated ensemble - however small - of main

}Q/ On the concrete possibility of creating poles based on this concept and of
this type in developing countries, see also "The problems of the developmen:
of metalworking industries in Southern Italy and experiences theron of
interest to developing countries” - Prof. V. Valletta, President of FTAT.
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metalworking projects together witn auxiliary units and the most necessary ser-
vices. In substance it would mean setting up a nucleus to become tile prime
modern industrial centre in the country; o nuclcus which from the very outset

offers a modern industrial environment and tlierefore constitutes a pole of attrac-

tion for successive investments in metalworking industries and related activities.

136. The production lines of the new main industries in the ensemble would have

to be selected from those lines with market prospects witich are also operated
successfully by smaller industries in developed countrie and/or which require

a limited number of skilled manpower. Taese production lines may include certain
types of light metal structural work, agricultural implements, metal containers,
pots and pans, taps and faucets, etc., and various activities in which assembly
predominates, such as the making of refrigerators, deep-freezers, air-conditioners,
lifts, elevators, and industrial vehicles with special coaciwork and fittings.
Should some of these industries, characteristic of an initial stage in engineer-
ing activity, already exist in the countries in question, the ensemble of projects
in the pole should consider the rationalization and expansion of existing fac-
tories in addition to the creation of new production lines in the field of rela-

tively simple chip-removal and presswork processes and assembly.

137, If possible, it would be convenient to include in this ensemble, as an excep—
tion to the general criteria of selection, one or two units in mechanically more
advanced production lines (such as centrifugal pumps, special agricultural machin-
ery) which would have a certain guiding function in the training of skilled
workers and so on.

138. The ensemble of pole projects, including the existing industries, should be
adequate to justify economically the creation of the mos* essential auxiliary
units, for example, a toolshop for medium smzll specific tools with two sections
(for chipping and pressing machinery), a repair and maintcnance unit based on a
numker of sections (according to types of machinery and equipment). These auxil-
iary units should offer more efficient services tnan those provided by general

repair workshops operating in such developing countries.

}2/ A different criterion was followed in gelecting industries for the Bari-
Taranto pole in the Mezzogiorno., As this area. is: situated in one of the
largest markets in the world (the Iuropean Common Market), there were not
such problems of demend. Selecting the production lines from among those
which imply large-size factories reduced the number of main units, and hence
the promotion difficulties. At the same time the selected activities permit
large-batch production, with resultant advantages.
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139. The fact that the auxiliary industries reach barely minimum economic dimen-
sions and have a lov degree of specialization, leads to 10<15 per cent higher
costs in the processes they perform than is the case with average industries in
large industrial concentrations; but this represents less than 1 per cent of the
total costs of production to the customer industries. Important is the avail-
ability of such essential auxiliary industries in the pole area right from the

outset.

140, In the field of oommercial and standardized products it is unlikely that
demand in the initial nucleus of the pole will justify the promotion of even the
most essential of these intermediate industries. Nevertheless, it is possible
that the creation of units from among industries producing simple products of
widespread use (e.g. a nut-and-bolt unit, a hardware unit) will become feasible
To counter the inconveniences which derive from the country's lack of inter-
mediate industries for standard and catalogued products, the settihg up of local
depots for imported products and materials should be encouraged. The selection
of a production ensemble with homogeneousinputs contributes towards this ehd,
creating - despite the reduced number of factories forming the initial nucleus -

a greater over-all level of demand for given products and materials.

141, The creation of an initial nucleus in a pole warrants selection and direct
promotion of the ensemble and measures to insure the requisite infrastructure
(industrial estates, dwellings for workers, etc.) to facilitate the training of
local manpower and so on. The examination of such measures, even if conneoted
with the creation of a pole, is outsi&e the scope of the present study.,

142, Once the initial nucleus in the pole has been established and favourable
operating bonditions have emerged in the area, new investment opportunities arise
for the creation of new larger industries producing more complex mechanical
products,

143. The growth of mechanical activities in the pole should help to increase the
demand for inputs and the size of the original auxiliary industries, to create
new types of auxiliary industries and to foster greater specialization in auxil=
iary supply. The increase in the intermediate demand for standard and oatalogusd
products oreates favourable conditions not only for the improvement of depots,
but also for the setting up of industries manufacturing these products (aprlngé;

valves, rubber materials.; paints and sc on).




ID/WG. 9/12
Page 41

144. This natural growth process of the pole should be sustained by a well-
defined industrial policy which, among other measures, if necessary, envisages
direct promotion of important industrial projects whoge delayed creation or none

realization could eventually createc a bottleneck in this process,

145. In view of the development of the intermediate industries, industrial policy
must give priority to a nationali system of standardsﬂg/ baged on that of indug-
trialized countries. Ileasures must be taken to promote co-operation between new
factories with mecihanically similar products for the adoption in the design of
their models of standard components (for example, the same tynes of valves,

joints).

146, For the accelerated expansion of the pole it ig important for industrial
policy to possess a clear sectoral orientation regarding the metalworking indus-
tries and other related industries to be promoted within the area (promotion
action concentrated in a given gector or subsectors). This sectoral orientation
contributes towards the homogeneity of auxiliary demand and of other intermediate
products, it facilitates the training of skilled manpower for specific tasks,
imparts that gradual character which is essential for any balenced process of
development (progressive extension of activities from general engineering to more
complex ones such as precision engineering), and moreover, in accordance witi
regional policy fequirements, permits convenient territorial specialization in

the creation of new poles,

147. Indeveloping countries where metalworking industries with diversified pro-
duction lines already exist, the prime objective in creating a pole is to ration~
alize and modernize the productive structures of the existing industries. There-
fore the pole area coincides with the country's main industrial centro or indus-
trial agglomeration.

143. On the basis of the industrial development policy targets (new production
lines and more complex products of existing lines for the local market and for

export) the scctoral oriontations of tue pole are fixod in terms of specifio

metalworking sectors or subsectors. L

Standard size of metalworking material.

The existence of metalworking plants wita scanty progpects doos not in it~
self justify such orientations with the inclusion of the corresponding
subgector,
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149. The modernization and re-gizing of the principal industries in the area in
said sectors or subsectors should be studied, and o selection made of new main
plants to be promoted. At the same time, the types and sizes should be deter—
mined of tie auxiliary industries and other essential intermediate units which
will be required according to the new structure of production and its degree of
technological specialiuation. As opposed to the statementsmade on the selection
of an initial nucleus of a pole in a country with incipient engineering activ-
ities, tie new auxiliary industries should right from the beginning show a

trend towards relatively advanced specialization and cover, with adequate types
of units, the whole range of sectoral services. Also in the field of produotion
of standard and catalogued products the aim should be to fill the major gaps as
far as possible, The posgibility siould also be considered of improving and ex-

tending the supply of materials from existing basic industries.

150. The inputs of the major existing industries and of the new plants should be
higii enough to sustain the activity of the auxiliary industries and to justify

the creation of other intermediate industries. To achieve the completion of the
system of intermediate supply, project selection should concern production lines
with a high demand for inputs of materials and services falling under the auxil-
iary industries and other intermediate industries which are lacking or inadequat
Already existing workshops, if enlarged and modernized, could become service in-

dustries.

151. The promotion of a pole in an existing agglomeration of a certain size is a
far more complex operetion than the creation of the first nucleus in a newly
established pole. This is due bota to the amount of investigations, studies and
design called for, and to the existence of inertial factors in tne prodnctive or
ganization of existing industries. To the extent to wiica the slow insertion of
these industries into the new system is envisaged, there must be a corresponding
inorease in the number of new plants to be oreated, in order to ensure the
requisite over-all level of intermediate demand to operate thc modern new auxil-

iary industries and services.

152, 'ien the objectives regarding the complementing, rationalizing and modernig
ing of the pole's pattern of production have been reacied, the metalworking and
related sectors find new conditions of operation and competition on which is  4

based the quantitative and qualitative expansion characteristic of the great
oonoentrations in highly industrialised countries. Iforeover, the inoreased ex-
ternal economies in the pole area favour the development of the industries of
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other sectors. VWhile striving to reach these objectives and in the ensuing phase
of cxpension, a whole sourieg of industrial policy measurcs, such as industrial

financing, technological research, manpower training, arec czlled for.

153. With'fegard to the availability of skilled manpower, it must be stressed
that the stepping up of the system of intermediate, especially auxiliary, supply
is not only essential for the competitiveness of the industries concerned but also
- othor things being equal - reduces the call for such manpower, l/ith eqgual out-
put, an ensemble of main plante and its auxiliary wnits (with a normel degree of
technological specialization) involving fuller utilization of manpower, requires
(according to the engineering sectors referred to) 10 ner cent less skilled
workers than a corresponding group of prédominantly self-contained plants. The
indirect effect which technological specialization exerts by meeans of the com-
petitiveness which it ensures, should also be added. The achieved access to
wider markets permits the creation of larger plants waich results in the eoonomic
utilization of more productivo specific'tools, macainery and equipment. Irom
stfudies made it has been meen that, according to their production lines, large

industriocs employ.on average 10 per cent lags skilled workers than plants of
medium size .=

154. The creation of poles in developing countries implies considerable efforts
both in implementing the programme properly and with reference to general indug-
trial policy measures. Ispecially concerning the simultaneous carrying out of an
ensemble of projeots, ihe inherent diffioculties are undoubtedly greater in market-
economy countries than in planned economy countries, where the government provides

the necessary direot investments. In market-economy countries, the governmont

acts as promoter (seleotion of the ensemblc, drawing up of feasibility projects,

} ete.), while private entrepreneurs cater for industrial investments. The govern-
ment takes on direct promotion, contacting private entrepreneurs, a procedure
which requires considerable time to get operations under way (zathering a suffi-
cient number of investors). The designed ensemble must be adjusted according to
the final choices of the private entrepreneurs. Difficulties ocour when changes
in the structure of an existing industrial agglomeration are required and the
government hns to face pressure groups which defend existing, inefficient small
industries. '

42/ "Large" and "medium" sizes, at Turopean level varying in terms of levels of
output, employment and investments according to the various production lines.
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155. However, government action in market-economy countries does not necessarily
stop short with direct promotion, the granting of incentives and the provision
of infrastrutures. By means of the licensing and selective granting of incen-
tives, the government influences the composition and location of investments in
the pole area. The government may have recourse to direct investiments in major
factories and/or auxiliery units projccted which do not gcin the interest of
private operators, thereby speeding up the completion of the ensemble. Moreover,
it can carry out joint ventures with domestic firms and foreign corporations
interested in the major projects. The fact that the poie area will possess
operating conditions similar to those in industrial centres in industrialized
countries, together uvith adequate inoentives, the availability of general man-
power (which becomes progressively scarcer in developed economies), advantages on
the domestic market and in certain groups of countries (possible common market),
etc., make it possible to induce foreign industrial firms to settle into a devel-
oping country.

156. The oreation of a new pole of industrial growth can contribute towards
solving the problems of congested urban areas which occur in many developing
oountries. The establishment of the initial nucleus of a new pole and the auton-
omous operational character of an ensemble of projects allows for considerable
flexibility in spatial location. 1In principle, all those areas with a certain
amount of urban population and which can conveniently provide the necessary
infrastructures (water and electricity supply, adequete transport system, eto;)
may be considered as alternative areas. The effective solutions regarding
physical planning can be set in the framework of the objectives of regional

economic policy.

157. In the case of a pole which is created on an existing industrial agglomer-
ation in a oongested area, the urbanistic problem can likewise be solved within
the radius of techno-economic utilization of the auxiliary industries and of the
industrial servioes, which is roughly 100 km, given certain transport and oom=
muniocations facilitips (para. 16). This therefore makes it possible to create
satellite towns in whose industrial estates the main activities of the new metal-
working industries and the auxiliary industries are located, The new non-metal=-
vorking industries making standard and oatalogued products for intermediate

demand of the industry (metalworking sector and other industrial sectors), most

of whioh are marked by limited needs in terms of their own auxiliary industries,
may be located in satellite centres within a 100-200 km. radius.
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158. Besides acting by means of policy instruments (licenaing, incentives, build-
ing of industrial estates and dwellings for workers, e¢tc,) on the new industrial
investment flows and consequently on the population flows from rural areas, such
spatial organizations have indirect effects on the congested areas creating f{orces
of attraction to already existing industries. (The recourse to various types of
auxiliary industries is obviously easier at a distance of 20 to 30 km. than at

the fringes of the above-mentioned radius of utilization - 100 km. - where the
pre-existing industries are sited.) Planning of spatial organization is not a
simple matter. There are not only urbanistic problems to be golved; account must
also be taken of specific requirements for sites for different types of industries
and of the spatial implications of numerous technical restrictions deriving from

interindistry relations.ﬁé/

159 The creation of industrial poles of growth can assume an important role in
the regional policy of especially medium and larger sized developing countries.
In general, however, during the first stage of a country's developmént the
limited human and economic resources make it necessary to concentrate spatially
all industrialization efforts, in conirast to aims of balanced regional indus-
trialization, Ju@ging by the, experience of Turopean baclkward peripheral regions,
there should be no wishful thinking about future processes of spatial self-
equilibrium of production and income, The conflict cf sectoral and regional

approaches in devolpping countries has to be faced.

160. This conflict can be settled only by a policy of territorial specialisation
of industry. In determining and creating a first pole or in restructuring the
pole of an exirting agglomeration, its specialization must be fixed in terms of
given subsectors or the metalworking sector. These limits in the pole's funda-
mental productive structure (apart from encouraging the relatively swifter forming
of external economies, thereby shortening the period in which the pole acquires
autonomous expansion oharacteristics) make it possible to go on to the creation

of new poles based ca other subsectors or sectors, when the promotional effort

and the implementing of projects have been terminated and experience of this type
of operation acquired.

161, The inolusion of spatial planning in policies of industrial development is
" not a new idea, but the poles of industrial growtn, as defined in the present

ﬂé/ An instance of the distribution of the various main and auxiliary industries
in two centres forming a single pole, bearing in mind these relations and
other faotors, is given in the IiC etudy cited.
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study, do represent a new instrument to arrive at such objectives, in line with
criteria of techno-economic efficiency. The productive specialization and the
operational nature of a pole make it possible to digtribute geographically sec~

toral programmes on metalworking and other industrial activities,

162, A country which has already reached a certain stage of economic growth cou
consider the establishment of two or more poles in different regions in the
course of its national development plan. Among these poles, in accordance with
appropriate criteria (degree of development, special resources, geographical
position of the arecas involved, etc.) the programmes of metalworking expansion
must be distributnd per lhomogeneous sector. Intermediate industries manufactu
ing standard or catalogued products may be distribut.d among these poles, pro-
vided a system of local depots and an efficient national transport system exist
In particular, the large group of intermediate non-metalworking industries can
locate in a number of satellite nuclei of the poles or autonomous nuclei, sprea
ing the direct territorial effect of the industrialization process. Similar
location possibilities can also be offered to industries which produce consumer

goods for broad markets and which are not strictly sectoral services oriented.

163, Typical market-criented industries must be located in the major centres of
population and conswmption (centres which in practice coincide with the area of
the poles). Any new basic industries, especially complexes, provided for in the
national development plan may represent a contribution towards the industrial

activities and the emp.ovment situation in zones not included in the areas unde:
the direct influence of the poles. These must be zones, however, where ade-

quate sites and the necessary facilities for raw material supplies exist. Lagt]
there are the possibilities offered by the creation of specialized concentratior
of certain sectoral services oriented industries such as textiles, hosiery, shoe
manufacturing, which can be located in zones suitably selected from among those

not covered by other industrial activities.,

164. In snort, even if a process of dispersed industrialization, so favoured by
gociologists, is impracticable, thanks to the creation of poles and nuclei of
growth it should be possible to extend the field of industrialization consider-

ably in a geographical sense, at the same time introducing advanced techniques an
competitive criteria

44/ An industrial contribution to a number of other zones may be given by new
non~bagio material~oriented industries, such as is the case with factories
processing agricultural produce close to poles of agricultural growth,
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165. What has been stated with regard to settling the conflicts in gecvoral and

regional approaches to industrial ‘ocation can be applied, mutatis mutandis, to

the problem of allocation of industrial investments among the member countries in
a cormon market, espacially as far as the small member countries are concerned

which are relatively less developed industrially.

166. Prov:.ded winimum needs ot - common transpori systam in the common market ars
met, there is no reason to rule out the setting up of a pole of growth, even in
small member countries. The creation of a pole - i.e, the presenco of auxiliary
industries and industrial services, the supplementary measures regarding the
training of the labour force, the laying down of specific items of infrastructure,
etc. — elimirates, ar far as the industrial location of individual factories of a
given sector or subsector is concerned, the main causes of differentiation with

the mere favoured regions in the larger member countries.

167. The problem of determining a common industrial policy on balanced development
among member countries leads to difficulties in the location of all those induse
tries which are not typically local market oriented. The creation of poles of
growth with high external economies and with a specialized productive structure
can provide a logical basis for intergovernmental agreements on industrial loca~
tion. One criticism of current industrial location policies among member coun—
tries is that any decision not based on economic choices (principles of compara~
tive advontages) and not implemented with economic policy instruments (licensing,
differentiated. incentives, etc. ), réduces industrial‘efficiency and hence the
economic development of the member sountries considered as a whole. With the
creation of poles of growth the variations in the comparative advantages for a
large pari of the induairies ir lhe secioral services orieuted group and many

previously classified as "other industries" can be drastically reduced in praoctice.

168. Considering a common market of several countries and henoe comprising
nurerous indvsirial centree, the necessary spocialization of the poles in terms
of metalworking activity cannot oceur sectorally to the same degree that would be
possible in a single country. Sectoral specializations must and can be made by
tal*ng into account the degree of development already achieved., Only in the poles
of larger countries where a metalworking traditicn already exists, can oertain
subsactors of precision metalworking, certain general metalworking industries and’
or eleciromechanical industries characterized by the complex nature of their

products, be inserted. Widespread differentiation can also be attained within a

glven subsector in two poles (in different countries of the common market) by the
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- galection and location of different types of industries, i.e. different produc~
| tion lines. Within a single important industry (e.g, production of agricultural
g maohinery or production of machine tools) such differentiation between poles may
. ooour through product specialization. In this respect, it must be remembered
that criteria of model restrictions in new (or already existing) plants have,
like technical unification, the same effect as increasing the size of plants,

' with the ensuing advantages. This type of factory specialization is admissible
with the increaseddemand of the common market and the export possibilities which

?j‘ are assured by such industrialization carried through with oompetitive aims,

169. In the formulation of intergovernmental agreements on industrial location,

it is oonvenient to seek some form of specialization for intermediate industries

(standard and catalogued products) and for industries producing consumer goods
for large markets (although in principle the industries in question can be
' located in different poles). However, for the intermediate industries producing

gtandard and catalogued products for a common market, it is important to esta-

b blish a common system of standards and for the most important of these products

(espeoially materials for the metalworking sector) tc he quoted, as in indus-

trialized oouniries, at oommon market delivery.prioes in all the poles.

170. Finally, the creation of poles can contribute little or nothing to the
problem of the distribution of material-oriented industries among various member
oountries with similar local sources of raw materials and similar site faoilities.

Nevertheless, it is reasonable that, of these industries, the basic onee should

be allocated to the larger countries, where industrial input is higher.
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INTERINDUSTRY RELATIONS IN THE HISTORICAL EVOLUTION
OF_INDUSTRIAL LOCATION FACTORS™

1., DBefore the industrial revolution, transport costs were the predominant

factor for the looation of industry. Industries, includir7y the production of
iron and steel (furnaces using wood for fuel), were generally scattered in small
centres of production set in plains or valleys where iransport was easy and where
there were groups of non-agricultural labour (fertile areas with agricultu;al
gsurplus production) or in regions with a rapidly growing population offering
ample supplies of low-cost labour.

2. With the industrial revolution there was a changeover from the mobile and

gcattered iron and steel industry based on wood, to one using coal for fuel and
reduction, ° In view of the incidence of transport costs and the large quantities
of coal that the new processes r_equired, the steel industry - which now needs
heavy investments - settled in certain sites in coal basins which in Europe
stretch from the Saar-Ruhr across in F.Ingland.' Furthermore, these areas possessed
the additional advantage of river transportation facilities. | Because of the cost
} of transport of the raw materials, industries dependent on iron and steel tended
to settle in these areas. Similar trends appeared in the glass and ceramios
industries and the like, as well as in other industries requiring considerable
quantities of fuel. In this way, what were to become tﬁe greatest industrial

centres in Europe grew up.

3., The emergence of iron and steel and metalworking centres created concen=-
trations of population and hence manpower resources and local markets which
attracted manufacturing industries, These economic cbnoentrations' justified and
determined the oreation of vast infrastructural works. Thus, to the industirial
location factor "transport costs", were added new factors determined by the .
spatial concentration of i_.ndusti'y, the ecdnomigs of concentration or rather the
external economies offered to firms by the existence of é.dequate infrastructures,

labour supply and so on,

y The text of this Annex has been taken in part from Chapter 3 of the EEC-
Italconsult study, suitably condensed and medified for the purposes of the
present study.
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4. The nineteenth century and the present century experienced the expansion of
these great conoentrations. Their power to attract industrial investment
oontinues, although there are now profound changes in the role of looation

factors, whioh began to become:manifest, first slowly, then rapidly during the
last fifty years.

5. Indeed, new sources and forms of energy are uSed, and there are vast improve~
ments in systems of transport. Markets broaden and competition grows. Under the
impetus of the need for greater productivity and technological innovation, techno-
logical speoialization becomes ever more important in the manufacturing industries,
and forms the basis for modern mass~production methods. Such technological
specializations, whioh were once peculiar to the textile industry, spread to the
metalworking industries and numerous other faotory industries. In the basio
industries and other industries operating continuous processes, these okt jectives
are attained by technological integration (steel, heavy chemicals and so on),

6. Teohnologioal specialization in the factory industries renders recourse to
auxiliary industries and various industrial services essential. These must be
located near the faotory industries either because such services must be
immediately available and/or because frequent contacts are required. Because of
their size, the auxiliary industries and industrial services require a huge
clientele in order to operate. Henon they are only to be found in the large

industrial ooncentrations.g/

T. Though for most manufacturing industries transport costs nd longer have a
decisive effect on production oost and although oonvenient energy supply is
also available in other areas, new investments continue tc be directed towards

the existing conoenirations, notwithstanding these new conditions which favour
greater mobility, |

_2/ With some industries, such as textiles, which have developed in traditional
centres, auxiliary industries and related services grew up organically in
these specialized agglomeratione.

1/ With auxiliary industries etc. the importance of the distance factor does not
reside in the transport costs involved, but in the immediacy of such services
and personal oontacts.
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&, As far as manufacturing industries with widespread markets are concerned,
interindustry relations have become the predominant location factor, = Availability
of labour and more spacious sites are the most frequent reasons why expanding
industfies decide to move. But because of the interindustry relations, such
movements generally occur within or around the borders of industrial concentrations,
i,e. within the radius of utilization of tle auxiliary industries and industrial

servioes,

9, Originally, the industrial accumulation process in the concentrations was
essentially of a quantitative nature, but this has become mainly qualitative.

The external economies which onoe stemmed solely from the general agglomeration

of industry, now derive principally from the specific interindustry relations which
occur in the great ooncentrations because of the presence of units belonging %o

the same and complementary sectors.

10, Transport costs are still the predominant location factor for a few industries
such as those using bulky rew materials, e.g. the basic industries, and for those
faced with high costs for transporting their manufactured articles, destined
therefore for local markets (standard food products, soft drinks, some oonstruo-
tion materials etc.). In particular, as supplies of raw materials (coal and

iron ore) which gave rise to the concentrations of industry in Western Europe
become insufficient or less economic, and as new materials (oil eto.) whioh need

to be imported have been introduced, the expansion of basic industries is being
directed towards the coasts for ease of transport, or to parts of Europe where

deposits of such materials (methane etc.) have been discovered.

11, Large steel industries, petrochemical industries, refineries, eto. spring
up in the peripheral parts of Europe which previously were left out of the
industrialization process, and could count only on small industries, serving the

local market.

12, Unfortunately, as the ties of location which once united the manufaoturing
industries to the basic industries no longer exist, these complexes do not give
rise to new industrial centres, despite the presence of infrastiructures and the
regional development policy incentives introduced during the last decades. These
regional policies, derived from a decline in the belief in the prinoiples of a
spatially self—balancing free economy, mark the introduotion of macro-economic

criteria of industrial location in the European oountries.
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13, The profound historical changes in the relative importance of the various
location faotors desoribed above have not however greatly changed the industrial |
features of Europe. By and large, industry remains located in a central block,
Within the course of time, the large oconcentrations have extended to the ad joining
regions while the peripheral parts of Europe have continued to have a low density
of industry and an agricultural econumy. In view of the different rhythms of
expansion which characterize these two types of economic structure, the gap
between the developed regions and the peripheral regions has become more
pronounced,

14. Without doubt, one of the major causes of the present lack of development in
the backward regions is inadequate interindustry relations faotor, and more
speoifioally the lack of an efficient system of auxiliary industries and
industrial services,
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INTERINDUSTRY RELATIONS IN THE CLASSIFICATION
OF INDUSTRIAL LOCATION FACTORS

l. An ad hoc clessification of the industrial location factors used in $his
document has been made for the sake of clarity in presentation and in particular
to highlight interindustry relations as an autonomous location factor, The

following five major headings were adopted:

I, Infrastructure and site requirements

This refers 1o general technical infrastructures (transport, ‘
communications, water supplies, etc,) and sncial infrastructures
(houaing, ‘Bch'm')ls, amenities, etc.) in the district where industry is
to be lococated, and to facilities concerning the site on which the plant
is to be built (availa,bi lity of building plots, connexions to the
required water Bupply, power supply, etc., access to traneport syatems, :

“eto.). T
In this reaspect two sub-headings may be considered: j

1. (a.) andard requirements: normal infrastructure and site
recm.irementa needed by most . industries, ‘ B j

) I._(b) §Eac&al re rements. apecia.l requirements relating to
o infrastructures and/or eites for certain heavy industrial
P lants, to mdustrles using particular prooesses, etc,
(water access requirements and deep-water berths for overses
shipments: special requirements in quantity or quality of 5
water or eleotric or gas supply eto.,; special requirements :
relating to aize of plot a.nd/or the natura of the ground eto.). N

II. ZTreusport costs
These include not only transport costs but also commmication costs,
They refer to the c»st of trensport from the source of raw materisls to
factory and of prcducts from the factory to the markets.
III. Labour Supply 1
This covers the availabiliiy of labour (workers und other pérlomoi) i
|

and the rates involved. Labour supply may be referred to, acoording to :
the characteristics, under three sub-headings: 'j
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III.(a) General labour;
III.(b) Skilled labour;
III.(c) Labour with special characteristics (female labour etc.).

iV. Interindusiry relations
Interindustry relations refer to industrial linkages limited to those

whioh need to be located nearby the relevant industries, but not beocauss of
transport coats or otner factors. Such industrial linkages may refer to

the need to have close:

IV.(a) Specialist units for maintenance and servioing machine
and equipment including not only these specialized work-
shops but also uni%s supplemsntary to these and local spare
parts depots. Many types of such repair and maintenanoe
units work specifioally ror given sectors of industry, whilc
others, such as those concerned with the maintenance of
general service systems of plants and constructions operate
on behalf of industry in general.

IV.(b) Sub-contractors and process—snecializing units oomprising
workshops turning out e~=to=order produots or engaged in
special prooesses satisfying specific requests from industry.

Most of these industries work specifically for certain
industrial sectors. ‘

IV.(c) Other igtg%e_d;ate industries or loocal depots supplying
standard and oatalogued products. Intermediate industries
which produoe materials used on a vast scale industrially.
This sub-heading excludes basic industries inasmuoh as
~their supplies to the factories do not normally neocessitate
one being close to the other; in a few cases, when this is

necessary, it is due to the effect of II. (transport costs),

IV.(d) Varjous technical and commeroial ervices. These may be
grouped acoording to whether they serve industry in general
or glven sectors.

V. Public industrial policy

This item includes istruments and measures of an industrial policy
which influence the looation of industry (controls, incentives, etc.).

They tend to introduce in the market economies macro-economic oriteria of
industrial location, o
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2. It should be emphasized that in the classification adopted, interindustry
relations as location factors are limited to the need for auriliary industries
(IV.a and IV.b), other intermediate industries (IV.c) and services (IV.d).

Among the other numerous interindustry relations that appear in the input—output
matrixes, the linkages with basic industries and the aspects of vertical
integration of production (steel complexes, petrochemicals, etc,) are excluded as
location factors. Apart from the fact that nowadays the factory industries do
not, as a rule, locate near the basic indﬁstries, such a tyve of location should
however be related to the predominant influence of the transport costs factor.
With certain .exceptions, there are no real teshnological reasons requiring the

faotory industries to be near the bacic industries.

3. - Steel and petrochemical complexes and other basic industries are generally
material oriented, that is to. say, their location is predominantly influenced by
the transpo;t‘costs factor. Some of these complexes may set up only a psri of
their processing cycle, the rest of the cycle being completed elsewhere in
another ssrt of'the same firm or even in nearby establishments of another firm,
However, these are cases of technical infégration of one given, though complex,
operational unit. Although in such oases, the location of investments for
oomplstinguthe pyc1e could be considered as the effect of the interindustry
relatioss factor, in this document it has begen preferred in general to oconsider
the steel or petrochemical complexes as an operational unit, be this effeotive
or potential, As far as the agro~1ndustr1al complexes are conoerned, this is
rather a oase of typical processing industries located near raw materials of

agricultural origin, or in other words, looated mainly in consideration of

tra.naport oosts,
. l - .

4. To summarlze, as it is wished to avoid duplication and confusion in the
csasslficatlo“, interindustry relations have been defined independently from other
factors, This crltsrion is satisfied only in regard to the need for auxiliary
indus ‘ries and induatrlal services. The olient industries tend to loocate in
their proximlty, not because of transport oosts but because of the needs for
immediacy with regard to servioes and peraanal oontacts, ' In other words, the
distance feotor has a notable influence here; but rnot in traditional terms of
transpoff comts (paras. L-29 and Annex 1), Indeed in the first draft of the ‘
olassifiéatioﬁ, an attempt was made to include interindustry relations under a
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wider heading called the "distance factor", independently of transport costs.
This heading would also have referred to other oases such as the advantages
enjoyed by the factories (in respect to their commercial organization) in
finding themselves near their clientele or an important section of this, the
requirements of internal organization of multiplant firms and so on,

5e However, in respect to the internal organizational requirements of multi-
plant firms, it oould be objected that this is e cuestion of general aspects that
ooncern the problem of the convenience or otherwise of centralized or autonomous
management. The case of plants of such firms operating as auxiliaries of the
others is covered by sub~headings IV.a and IV.b of the classification,

Fe The classifioation does not include under separate headings the following
factors affeoting the location of single industrial plants: the availability of
natural resouroes, the availability of capital and scale eoonomies,

Te  On the question of the availability of natural resources, it should be
rentioned that the olassification refers to prooessing industries excluding

mines sinoe their location is determined by the deposits. In the field of
processing industries, the availability of natural resources is oovered by the
factor Transport costs of raw materials (II) or by the factor Infrastructures and
site requirements (1), as far as water supply, olimate, eto. are concerned,
Availability of oapital has not been taken into consideration as a real factor
bearing on the location of individual plants, in view of the existence of national
and international sources of finance, and oonsidering the mobility of this
production factor, especially when sound projects are involved,

8. Scale eoonomies are undoubtedly an element to be considered when the
problem arises of whether to expand the produotion of an existing establishment
or whether to create another plant, duplicating the range of products or suitably
splitting the processes between the new plant and the existing one, Up to this
point, the soale-economies oonsiderations have inhibited deoisions regarding the
possible movement of an industry, Should it be decided to set up a new factory,
its looation will be ohosen on the basis of an examination of the various cost
factors (from I to V) in relation to site needs and of easiest operation.

9« PFinally, it should be noted that the classification is framed in suoh a way
as to permit easy reference to the external eoonomies offered to firme whioh
locate in industrial agglomerations. This subject is dealt with briefly in
Annex 3,
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INTERINDUSTRY RELATIONS AND EXTERNAL ECONOMIES

1. Interindustry relations form part of the external economies which in any
given location may benefit the operaticas of firms already there or which settle
there. External economies generally refer to the existence of adequate infra=

structures, interindustry relations, a labour market and other conditio

2. hese external economies, by their very nature, are available to industries
in industrial concenirations or agglomerations, but not to those in rural zones.
From this it follows that external economies are identified with the so-called
economies of concentrations.

3¢« The necessity has been felt in the present study not only of defining these:
in terms of the various location factors, but of distinguishing the general
external economies deriving from the purely quantitative fact of an agglomeration
of industry, from those which derive from the presence of a sufficient number of
industries bﬁlonging to the same sector, or of industries with a relative homo=
geneity of inputs. The convention has been adopted of calling this class of
external economies "sectoral external economies",

4. The distinction does not serve solely for ensuring easier analysis but also
reflects the different oonditions which may be observed in reality., In back-
ward regions of Europe and in many developing countries one may encounter, in
inoipient industrial areas, agglomerations of heterogeneous industries which
being so integrated, can offer only a certain degree of general external
economies, In *he great concentrations of the highly ind\istrialized regione of
west-ocentral Burope and in those of uther economicalliy devéloped countries, it is

possible to a.dd'to the general 'extemal eoonomies the more important sectoral
ones,

5+ General seotoral economies include infrastracture and site requirement
facilities, as far as standard requirements are concerned; the facility of
supplies of general and skilled labour such as is used by ma,ny different
industries (electricians, certain types of mechanics, etc.); the availability of
a few types of maintenance units used by the majbrity of industries (maintenance
units for general service systems of plants, for constructions, for vehicles eto.);
the presence cf local depots supplying the materials most extensively used in
industry; and the availability of other technical and commercial services which

operate for industry in general (see table 1),
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6. Sectoral external economies may refer to infrastructure and site facilities
which satisfy special requirements of determined industries; to the availability
of skilled labour and labour with special characteristics; to the availability of
subcontractors and process-specializing units: to the availability of all the
special units for maintenance; the presence of local depots supplying standard

and catalogued products and of various technical and commercial services which are

required specifically by the industries of the sector considereds Interindustry
relations thus belong mainly to this class of external economies, and for many
industries and sectors (metalworking, textiles, etc.) which are characterized by
a high degree of technological specializati.on, they .epresent the weightiaest
oomponent,

7. In practice, in an agglomeration of industries, general external economies
may vary in quality and level, according to the extent and the composition of

the agglomeration itself, on the other hand, an agglomeration which contains
numerous industries belonging to the same sector may not offer all the external
eoonomies desoribed, especially as far as auxiliary industries are ooncerned.

The presence of industries belonging to the same sector oonstitutes, in faot, a
necessary but not a sufficient condition for the operation of such auxiliary
industries and services, Because of the existence of inertial factors which are
described in the text (pzrer, 56-8l and paras. 101-122) industrial agglomerations
already of oonsiderable size exist in some industrial areas in backward parts of
Burope and in the larger developing oountries. Such agglomerations contain
numerous industries belonging to the same sector, but they cannot, however, count
on the required auxiliary industries and specific services.

8. 1Insterd, in the great industrial concentrations in the developed countries,
industries can find every olass of external economies; for ocertain seotors such
economies are available in specialized isolated agglomerations (eeg. textile
distriots, shoe manufacturing districts).

9. Apart from the advantages which the large ooncentrations offer to industries
such as complex eoonomic spaces (general and sectoral external economies), due to
the fact that they are the geographic seat of a great number of industries, and
oonsequently the seat of great oentres of population tou, they also offer

additional advantages to many industries which produoe for the intermediste demand
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(standard and catalogued products) and for consumers, Although these are
industries which produce for wide markets (national or international), and

delivery costs do not usually play a large role in the total cost of the product,
the fact of having an-important part of their clientele in the immediate region
facilita.teg the commercial organization of sales and customer service, This is
one’ of the general ‘external economies proper to the great ccncentrations, Murther-
moré it is preéisely in theﬂgr'ea:t concentrations that the cor.tinuous formation of

a pool of managers and teohnicians occurs, and where the faster transmission of
technical and administrative knovi=how takes plaoce.
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Table 1
1 tors axt 0 ]

ust ) tion tors
L J . (
in ries [

Y. Infrastructures and site
requirements

(<]

1, Standard requirements
2. Special requirements

II, Transport ocosts
III. Labour supply

1. General E
2. Skilled
3, Ulith special oharacteristics e

IV, Interindustry relations

l. Special units for raintenance

and servicing machinery and

equipment , [ )
2, Suboontractors and process=—

specializing units - )
3. Other intermediate industries

or local depots supplying

standard and catalogued products [ ]
4. Various techniocal and commercial

sorvices [

V. Public industrial polioy - -

Note: The symbol (E) indicates the facilities corresponding to the indiocated
location factors. The symbol (e) indicates the possibility of
facilities limited solely to a few aspects.









