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FOREWORD

The deminnr on Selected Aspects of Industrial Policy was haeld
in Beirat, Lebanon, from 4 to 15 January 1971, It wasg orgnized
under the joint sponsorship of the lUnited Nations Industrial
Develupment Organization (UNIDO), the United Nations Economic and
Social Office in Reirut (UNESOB), and the Industrial Development
Centre for Arab States (IDCAS). The co-sponsors took irto anmount
the previous activities of INESOB, which have so far consisted in
programming and policy formulation for industrial development, and
considered the Seminar as a follow-up of these activities by con=-
centrating on gpecific industrial »olivy problems faced Ly the
countries of the region.

In preparing the programme for the Seminar, the co-sponaors
were guided by the fact that industrisal policy formulation is an
iutegral part of the planning process and that appropriate policies
-and measures are a prerequisite fur meeting the targets for indus~
trial development. Bearing this in mind, the Seminar reviewed the
different types of industrial policies followed ‘n the particie-
pating countries, analysed the criteria used in determinivg the
choice of these policies, and congidered these various policy meaw
sures and instruments within the context of regional industrial
co=cperation,

The Seminar was attended by scnior officials from eleven Arab
cosntries of the Middle East and North Africa, nominated by their
Governments but participating in their persona. capacities., Fxpert
consultants and guest speakers were invited on the basis of their
professional competence and experience to make formal pregenta-
tions and to lead discussions on varicus aspects of the subjscts
coneidered by the Seminar, Representatives were invited from the
International Labour Organisation (ILO), the United Nations
Conference on Trade and Development (UNCTAD) and the Eoonomic
Commission for Africa (ECA).1 The opening session was addressed
i ‘ by Mr, '. P. Martin, Director of UNESOB, on behalf of the co=

sponsors,

1/ A compiete list of particip nts is given in annex 2.
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The programme of the Seminar was divided into two parts.
The first part was devoted to considering five selected cbjectives
of industrial policy, the instruments and measures used to achieve
these objectives, and the problems and conflicts encountered by
policy-makers when selecting and designing measures to achieve the
gelected ob‘ectives, Fuch objective was introduced by an expert
consultant or guest speaker who highlighted the main issues for

general discussion by the Seminar.

The second part of the programme was devoted to applying the
instruments and measures discussed in the first part to "country
case studies" of hypothetical situations, Participants were
divided into three working groups ccnstituting policy advisory
missions to the countmies depicted in the cases., Having studied
the economic situation of the country, reviewed the objeotives of
industrial polioy and the existing instruments and measures, each
group prepared a report on its mission in a form of policy recom-
mendations based on the termes of reference 7 the aase~§$ﬁéi§§i
The group reports were later submitted to the plenary sessions of
the Seminar for general discussion, As officials advising their
respective Covernments on industricl polioy formulation and implew-
s&sr;tg%ian, the participants showed enthusiasm and expressed great
interest in the case method approach, which offerod an opportunity
1o examine the structure of an entire economy and to relate the
role of industri.l policy measures to other economic measures in
achieving over-all development objectives. )

This report was drafted to highlight the discussions and was
reviewed oy the Seminar at ite closing seseion.




Introduction

1, The promotion of rapid industrialization is a major objective
of economir polisy for all of the eleven Arab ccuntries repreasen-
ted at the Seminar.2 Industrial poliey is an iuportant branch of
cconomic policy which needs careful conside-ation. The instru-
ments and measures used to promote and regulate the industrializa-
tion process need to be considered wus an integral part of economic

policy.

2. Guidelines that are generally applicable for the formulation

of industrial policy are iifficult to eastablish because the Arab
countries face economic circumstances and use economic and social
systems that ave diffecent from those in other regions. However,
Arab countries have encountered some common problems in their
industrialization elfforts, Thus, the Seminar found it éﬁéfni;ﬁﬁ~
compare the emriama f cwnﬁriea uamg ﬁiffii '

‘graaﬁas. eamgayisaﬁs with th& fgjfjfji A of
tries and the industr’ aliscd aeamvits m -

3. A wide range of polioy aﬁjwﬁiwg was ami&em&. g
recognized that the importance attaahad to each thef‘f’t ive by a
Government will depend on (a) the size of the country and its -
ulationj (b) its human, natural, mineral and financial resources;
and (a} the stage of ascnamie and iaﬁuatriai devalegmeaﬁ raaﬁh;ff

resources. Iﬁ mogt af thnﬁ ﬂkiila& ia&ﬁpgfiai ﬁ%ﬂ&?*%l
however, myimt or mmul&m%ieﬂ of nskilled
represénis a waste of ;mm& ;

4, Improving the welfars of the pecrie was adoept
all basic objective of economic policy, but there wa :
agreement as to whether this is test achieved by gm:imizing ﬁ;i

g

g/ Fourteen countries were invited to participate: Algeria, Irsq,
Jordan, Kuwait, Lebanon, Libyan Arab Republic, Morocco, Saudi
Arabia, the People's Democratic Republic of Yemen, Sudan, Syrian
Arab Republic, Tunisia, United Arab Republic and Yemen.




level aad wsrowtt >0 47 oiipay, or (b employmer . However, in
oractice, the conflict ic asi:!ly not elenr ~at. The impact of
industrinlizotion on otput and on employment depends on the impor=

tonce attiched to these and to n anumber of other objectives when

Lhe Government sele~ts industries to be ustablished and determines

the size of enterprise nnd type of technology to use,

Be It is particularly important to ensure thnt the impact of
policy is such that the cost of capital and lavour to individual
man.’acturing enterprises (under both public and private ownership)
reflects ©o slomely as possible the relative mcarcity of these
factors and their cost $0 the ecunomy as a whole. Otherwise,
apital-intensive industrinl projects may absorb too large a part

3 national resources of capital available for investment,
unities to spread the benefiis of industrialization
tkw upe of‘ more labour-intensive techniques of production

ondary and more specific long-term objeo~
"éﬂ prent policy and the measures used ito
: ed 1n detail:

an industrial manufacturing sector capable of
~ond supporting further economic and industrial

g a eambi}iﬁy to adapt, develop and effeotively
‘industrial %mﬁmlo&v;

mateé under public, private or mised

, - Vhe achievement of certain objectives may
‘@ the type of ownefship policy followed, but owners
oy affsetz mainly the type of instruments and measures

1 o implement policy and the goverament machinery used to
minister these measures,

8, It was'magﬂizﬁﬁ that the policies, incentives and other

mearures used by some Arab couniries at presert are not always
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o

well adapted to chieve these gty “hin o0 dear 4o v
the reason why the volame of rew ind Ghriad favracbonat o b
hae fuiled to rench the tareet lesel antob ticioed 1o o b Poret e

opment plans in these countriesn,
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9, The development of an industrial manufacturing sector ocapable
of generating and supporting further growth of industry and the
economy as a whole is among the most important subsidiary objec-
tives of indusirial development policy. To achieve this goal,
special attention must be paid to evolving a structure for the
industrial sector that will make the industrialisation process a
self-propelling and self-generating one.

10, Most Arab countries are still at an early stage of indus-
trialisation, and their primary goal is to establish a broadly
based industrial sector capable of generating further growth.
Planning should ensure that the industrial seotor is effectively
co=ordinated with the development of other sectors of the soonomy
(m that it will be capable of supplying the manufactured goods
required bty these sectors). It was considered that the appro-
priste approach is to aim at developing an integrated industrial
seotor by Ydentifying suitable opportunitiss to nanufscture inter-
sediate goods, parts and oomponents previocusly imported, rather
than seleoting projects at random.

11. The Seminar considered that aiming at a high degree of
national self-sufficiency is not a desirable rbjective; such an
objective is in any case impossible to achieve in the smaller
Aradb countries. Trade offers greater flexibility than autarky,




aad empraeie ool re o0 brerdersdence ot e peeriona o no-
aperat Loy, wol b offer ~onatdec b o coope 1o exXan tiLg Tt 1n
man faatared oo amons Areab yoyimtrieas. Incraaaine trade amongs
Arab contries will nelp to wrelerate industriatization in the
region.  An incrensing oroportion of the growing volume f inter-

mediante nd ~apital roods reqiired in the 13/0n shold be manific-

tured within the Arat ~countries,

Self-propelling industrialization

12, If industrialization is to bhecome a self-generating proness,
policy must ensure (a) that the industrial sector gererates a
steadily rising proportion of the savings needed to finance further
investment, and (b) that there is a steadily increasing supply of
innovative organizers and expansion-minded industrial managers in
both public and private sectors. Industrialization should not be
directed from the centre, and a policy that relies extensively on
regulations and controls will hamper the self-propelling nature of

the industrialization process,

The basic approach

13, For the public sector, the main aim should therefore be to
establish an organizational structure in which those rerponsible
for establishing and managing industrial enterprises are free to
act in a businesslike manner, free from political interference.
Projects gshould be identified well in advance, Both rnew and exist=-
ing enterprises should he expected to make an adequate return on
the capital they employ. The Government should compensate entere
prises for services or+locational disadvantages undertaken in the
national interest. Poliey should not digcriminate in favour of
public enterprises and against private enterprises in a mixed
economy.

14. For the private sector, the main emphasis should be placed
more on promotion and incentivea than on protection. The strength

of the incentives offered will vary from branch to branch and

i



projett Lo oproaett. Upesisl incentives wilis re needed ol bustli-
fred e enterprises locatirgs In 1ess developsd rr+isng 0 the
countrys  Findines the approprinte lever of subisidy 1o lareely -
mitter 5f trisl ad error depending on circumstances previailing

in the ~omtry conzerned,

Mensures and ingtruments used

15, TIn those Arab corntries that rely predomiaantly on the pub-
lic sector, t'¢ main problem is one of organization., FEven where
projects have ~een identified sufficiently far in advnnce, their
implementution is sometimes delayed by the failure to delegate
responsibility for plant canstruo{ion to experienced managers and
engineers free 50 act in a businesslike manner. The operation of
existing enterprises ia often handicapped by a failure to define
clear objectives for inaividual enterprises and to make the manage
ers of enterpriseu accountable for their performance. It was
suggested that one or more autonomous state holding companies
esivablished as separate legal entities, which could met clear
objectives for publis manvfacturing enterprises and control and
co-ordinate their operations and financing, would be a suitable
framework within which to achieve these goals, A policy permit-
ting publicesector enterprises to compete with the private sector
for the test industrial managers available was considered desirable.

16. Por countries relying on private enterprise for implementa~
tion of part of their industrial development programmes, a number
of common obstacles, which future policy could help overcome, were
noted, These inoludet
(a) Lack of information on investment opportunities and
assistance in making pre-investment studies;
(b) Inadequate infrastructure and difficulties in obzaining
a suitable manufacturing sites

() Diffioulty in obtaining an adequate volume of financing
on suitable terms;

(d) Lack of information ¢n technology and equipment
selection;

.
U4
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‘e Shortage of skilled nd semi-skilled 1abour;

(f) Shortage of trained and experienced managers.

17« In selecting policy instruments and we wures Lo vvercome
these ctostacles, Jovernments will have to ensure that poliny is
farmulated in 2 manner thut makes investment in manufacturing
more ttractive in relation to the risks involved than in other
competing investment outlets, such as trade, real estate and
investment abroad. AdeJquate but not excessive tariff protection
and other forms of incentives will usually be needed to compen-
sate for the limited size of the domestic market and to overcome
the established position of foreign suppliers., Import duty con-
cessions on machinery reduce the total capital requirements of a
project. Tax incentives can help make projects more attractive.
Industrial estates and arcas should be developed and factories
or sites provided at subsidized rents. Assistance in the pre-
investment stage and financing on favourable terms and conditions
are likely to be among the most effective measures.

1t. All thrse measures combined, however attractive financially,
may still be unsuncessful if government poliocy faile to make it
clear that private investment in industry is welcomed anc will
continue to be encouraged in the future., When doubts arise zbout
the future intentions of the Covernment, p-ivate investment is
deterred so that the Government has to rely more extensively on
public-gector initiative and investment than was expected,

19. 1If government policy encourages regional and/or foreign
investment, the areas of industry in which such investment is
welcome should be identified in advance, with the terms and con-
ditions clearly indicated. Special measures could be snacted on
both a national and regional basis to guarantee the security of
foreign investment,

3/ For further details, partieipaata were referred to Inognti

Folicies for In ment, United Nations publication,
Sales No.: 71,

T.5.2.

N
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MAXIMIZING EMPLOYMENT OPPORTUNITIES

70« The implications for industrial policy formilsticu of uneme=
ployment and underutilized manpower resources .n Arab countries
were carefully concidered, The Jlabour force in Arab countries is=
expected to grow more rapidly in the 1770s than previocusly. With
the growth of the urban labour force expected to reach 4 to 9 per
cent per annum in many countries, widesrread unemployment threat-
ens the cities, enhancing the rigsk of zocial unrest, Unemployment
is likely to be of such magnitude that it merits special oonsidera-
tion by the Governments of most Arab countries when they foruulate
industrial development policy.

21, Bince 1950, the increase in employment in manufacturing indus=-
try has averaged 4 per cent per annum in developing countries,
while the growth rate of manufactupring output averaged 7 per cent
Rer annum in the 19508 and about 6 per cent between 1960 and 1968.
If this trend continues into the 1970s, manufacturing industry will
be unlikely to absorb more than a small part of the fast growing
labour force, let alone contribute to a reduction of the existing
level of unemployment and underemployment. In most Arab countries
the manufacturing seoctor, including artisan and handioreft active
ities, at present provides employment for between 10 and 20 per
cent of the available labour force, but the more modern seotor of
manufacturing typically accounts for only a fraction of employmeni,

22, The poseibility of adapting policy to promote more widespread
use of labour-intensive techniques was considered. Although the
reduction of unemployment is an overriding concern of most Arab




Uy v e v coren 0 o et Lahed cnploy=

Cartels U the e st et ap WL Lhape ma A
E Y
Cr e e e e enp o e oect bver, too
Srentoreemphaa s ot he evnanrios 0f mog Ut el emp’ oyuert
meyo rontlhict it the o o paininge the level of prod ietivity

of Tabour, Yoot parcicipaite felt, therefore, that the ~mtribi-
Yion of monietaring indattey Lo enlarming tot 1 nation! otput
on which the rener.l weltre of society dependa) should not be

compromised in frvour of employment ob jectives; the expansion of

enployment opporturities should be gonght elsewhere in the sconomy,

‘The effoct o existing pol icy

2?3« At present, industrial pelicy in many Arst countries tends to
favour the adoption of relatively capital-intensive techniques in
manufacturing industry because the cost of capital and labour to
the domestic enterprise does not reflect their scarcity value.
Sharp distortions in the prices of these factors away from their
"social costs" are ~aused by impe-+ luty concessions for machincry
and equipment, the artificially low level of interest rates, and
the increase in labour costs resulting from minimum wage legisla=
tion and social security payments. The continuing shortage of
trained and skilled personnel also favours the choice of automated
production,

°4o The indiscriminate adoption of the type of fiscal incentives
ured in developed market cconomies to promote capital investmont

in industry and to encourage sarly replacrment of macninery and
equipment with those representing = more modern technology is also

a policy which favours capital-inteusive vechniques, Such messures
as accelerated depreciation, investment allowances, and {nvestment
grants when used in developing countries encourage capital-intensive
technology and discourage labour-intensive processes of produotion
in a manner which does not reflect true scarcities and factor

endowments,




Adaptimr indugtrial policy to promote cinp loyment

he LY may ve more anpropriate, perhaps, to hase t-ax incentives

in develoving cointries not on the level of profits exrned in the
early yeurs ' 1 project's operation, but instead on the number

't employment opportunities an enterprise crestes, It was there-
fore sugwescted that instead of tariff protection, Arab countries
may wish to consider providing subsidies to industry based on their
labour force, Such a fundamental switch in policy would help
promote export~oriented, labour-intensive industries, which offer
considerable rotential for creating additional employment Oppor=

tunities in the manufacturing sector,

26. Employment could be increased without additional iixed capital
investment if the transition were made from a one-shift operation
to two or even three shiftsy fiscal incentives might be used to
encourage more extenaive use of multiple-shift operation in manu~
faoturing industry. There is also scope for using additional
labour to give machinery more extengive preventive maintenance
than is commonly indicated as necessary in engineering manuals
written in temme of the circumstances of industrialized countries.
Other possible instruments, such as high sales taxes on indus~
trial equipment, might be used to encourage the choice of labourw
intenaive methods for the handling of materials, warehousing,
packaging, maintenance and in-plant transportation.

¢+ Another policy instrument availa“ie in many Arab countries is
the industrial licensing system, which can be used judiciously to
discourage capital-intensive processes of product¥on where adequate
alternative processes of production are known to exist and their
use does not handicap the efficient operation of the enterprise.

28, The employment oreated indirectly as a result of establishing
a new manufasturing enterprise may be as great as that provided
directly by the manufacturing enterprise itself, Policy should
therefore encourage steadily increasing reliance on local inputs
of raw materials, intermediate products and specific services.

B S
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Promoting employment in small-scale industries

#Je The important role of traditional, small-scale manufacturing
enterprises in providing employment opportunities was stressed.
i'he -rtisan or traditional sector of manufacturing industry is
expected to continue to provide about half of the total employment
provided by manufuacturing industry in most Arab countries. It was
acknowledged that the growth of the modern sector of manufacturing
may lead to some displacement of artisan labour, since some crafts
and related trades may be neither fully substitutable nor easily
transferable. Special measures should be adopted to expand and
modernize the traditional small-scale sector of manufacturing
industry. The policy measures suggested include: cash grants to
proprietors to purchase new machineryj subsidized rental of face
tory buildings on indust—ial estatesjy subsidized loans for new
investmenty provision of advisory and extension servicesj; orga-
nization and financing of advertising campaigne tc promote sales
of artisan produotsj government purchases; and assistance in the
development of sales on a subcontracting bagis to larger manufac-
turing enterprises.

30, Unemployed labour in Arab countries is mostly unskilled and
does not easily lend itself to modern industrial activity irres-
pective of the production technique chosen, The Seminar placed
special emphasis on the need for oxpmé&digmgrms of labour
training, although this subject was outside the agenda of the
Seminar, While basic skills can be developed in governmente
supported vocaticnal training institutions, manufacturing enter-
prises need to be encouraged t¢ develap apprenticeship schemes
and other forms of in-plant training for their own labour force.
Government support may take the form of a subsidy based on the
number of workers being trained and the type and cost of training
required,
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31, Three major aspects of the use of modern industrial technol=
ogy were considered: (a) the initial choice of technology for new
manufacturing projects and the way in which it is transferred;

(b) the subsequent effective use, improvement and updating of this
technology during the plant's operation; and (c) the development
of capability to adapt existing technologies or develop new teche
nologies suited to the resources and requirements of the Arab
sountries, |

32, It was suggested tiat the term "appropriate" industirial teoh-
nology be used rather than "modern" industrial technology. If
major importance is attached to maximizing employment opportuniw
ties, the most modern technology (usually a capital-intensive toche
nology) may be less appropriste than other technologiesj when
selecting a technology, the valus of output achieved per unit of B
capital investment is a relevant oriterion for countries with
limited investment resources,

33, The view was expressed that special care should be taken whenm
applying such a criterion to projects designed to serve export
markets; the rapid pace of technological change makes it essential
to adopt up-to-date technology for these projects. For projects
serving the domestic market, there was less agreement on the most
appropriate principles to apply. Some partiocipants accepied that




modern technology 1o not olwavs neseanary ceod may evern e panpro-
priate if the skilled Tatoar regpaired e trne moqtensd e ol
operation of modern machinery 10 .0 prendiiy wvailatbles wwhors

took the view that modern technol ey will trtinlly be the hent
choice, particularly for lurge, :trategic industries. The use
of secoud-hand machinery was not favoured because it o“ten pro-

duces second-rate products,

34, The need to compare alternative technologies or manufacturing
processes was widely accepted. Existing enterprises established
under private ownership have not always considered alternative
choices of technology. In some Arab countries, non-tecnnizal con-

siderations sometimes influence the choice made for public-gector

pra;},aiet 8.

technolog is ‘tranaferred varies from coun-
om branch to hramh ané from grojee# to pra,jaet;

~ the gelection of technology, Repetitive purchases of the same
techaolcgy should generally be avoided, . The Government should
e1eure tha. technical collaboration from industrialized countries




13 not used when technicul know-how san be develoned 1onlly oy
vlapting frealy available technology, or when tecnnisal know—how

7 be obtained from another Arat or devel-ping country,

38. The Government neods to regulate the purchase of techni~-]
know-how to see that the charges are appropriate and that other
agpects of the contractual agreement between enterprises conforms
with the national interest. A short-term contract (5 to 10 years)
may help stimulate accelerated training of local personnel., Pro-
vision can be made for assisting other local industri~- to develop

as suppliers of parts and components,

39. The raiaing of produotivity in existing enterprises is an
important objective of induatrial policy. Inadequate initial
training of managers, supervisors, and skilled labour and maine
tenance personnel results in ineffective use of moderr. technology
“in many industries, Although training was not on the agenda of
the seminar, its importance was stressed again in strong terms,
The establishment by one Arabd country of an institute to provide
advanood training in metallurgy was cited as an example of the
needs encountered when technologically complex industries like
integrated iron and steel production are being developed.

40, The nead to update and improve manufacturing processes in
existing enterprises was also stressed. Access to improvements
in the technical know-how supplied by a foreign collaborator is
an important element of the ocontractual agreement. A more compet-
itive business environment and incentive measures to encourage
ﬂiw%m«m’h of profi‘s in modernization and process improvements

41. PFinally, ways of meeting the need to develop capability to
adapt available technology or dévelop new industrial technology
suited to the needs of Arab countries was discussed. The Seminar
noted the rapidly growing proportion of national resources devoted

to research and development activities in industrislized countries




and considered how “rab couitries should respond to this trend
within the constraints se! by their limited resources of finance

/
and trained personnel .i

42. Industrial enterprises themselves play the leading role

in research and development in industrialized cointries., The
Governments of Arab countries should therefore expect the larger
manufacturing enterprises to establish their own research and
development departments. BExisting industries should be encour-
aged to develop their own research associations at both the
national and regional levels. Government support and interna-
tional assistance could be used, The assistance of IDCAS and
UNIDO in establishing regional institutes for selected indus-

tries was cited as an example,

43, The existence of national industrial research institutes

in asome countries was noted. In many cases, these need to be

strengthened. Additional government support may be warranted,
but the main aim should be to encourage existing industries to
make greater use of the services of these institutes.

44. The heavy reliance Arab countries place on foreign corsult-
ing firms for the design and engineering of industrial plants

was oriticized, National or subregional engineering oonsulting
firms should be developed to take over much of this work, at first
on a partnership basis with foreign firms but later on an inde~
pendent basis for simpler projeots.

45. The shortage of technical universities in the Arab world wae
also noted, Existing universities need to adapt taeir curricula
to the practical needs of industry and to provide training in
industrial plant design and industrial process engineering.

4/ It was recognized that suitably challenging opportunities oould
help attract many of the thousands of Arab university graduates
working in the United States and other industrialized countries
to return home.

-

i
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CHAPTER 4

MAKING OPTIMUM USE OF REGTONAL INDUSTHIAL CO-OPERATION

Hagional , ment

46, Historically, Arab countries were one of the first groups to
recognize the advantage of regional co-operation. After a series
of agreements to liberalize trade, dating back to 1953, some of
the countries that ratified the Arad Boonomic Unity Agreement

in 1964 have advanced towards an Arab Common Market, and a Pree
Trade Ares iy expected %o come into full operation in 1971.5/
Co=operation between Arab countries in North Africa began in the
Maghreb in the mid 1960s.% In 1970, the Libyan Arab Republio,
the Demooratic Republic of the Sudan, the United Arsb Republio, and
the Syrian Arab Republic agreed on a progressive freeing of trade,
Discussion in the Seminar concentrated mainly on the so~called
Arab Common Market,

47. The impaot of these agreements on regional industrial co-
operation has been limited, The progressive froeing of trade
among member countries < the su-oalled Arab Common Mariet has

goods., Trade among member countries accounted for no more than
6 per cent of their total trade in the late 1960s, Only a few

5/ Nember states that have so far ratified the Arab Common Market
Agreement are Iran, Jordan, Syria and the Uniced Arab Republic,

6/ Algeria, Morooco, Tunisia and (at that time) Libya formed the
Maghreb Permanent Consultative Committee.




new vuelistrial rrocests hove teen eatablished specifically to
cerve tre regliont! markets  The continuing impogition of non-
Pari " tarrinrs and the Tilare to qurree Coften dae o political
rather thin technisal reacona’ to establish maltinational indar—

trinl projects were identified us the main causes.

18, Disuppointment with these preliminary results should be con-
sidered in 1 broader perspective, Member countries have to find
ways of overcoming difficulties posed by the different economi:
and socinl systems adopted and the different levels of development
achieved. The creation of a payments union and a clearing system
in 1971 will take regional co-operation a step further, Studies
show that 40 per cent of the items included in the tariff sched-
ules of member countries are at roughly the same level; the harmo-
nization of external tariffs, the final step in creating a Common
Market (after the abolition of all administrative restrictions),
is therefore éxpected to be completed in th. near future,

49. There is more scop: for Arab countries to borrow capital from
one another than to borrow from outside the region, The establighe
ment of an Arab Development Fund was agrse& upon in principle in
19704 an agreement to facilitate the transfer of capital among
member states has been ratified by some countries; and a multi-
lateral investment-guarantee insurance scheme for private invest~

ment is awaiting ratifiocation,

50¢" Although in retrospect it may seem that too much importance
has been attached to the freeing of trade, many of the important
preconditions for successful regional industrial co-operation
(guaranteed free access to neighbouring marketa and free movement
of capital) have now been agreed to in principle, if not yet fully
implemented in practice.

i SR, I e AR e

51, The Industrial Develcpment Centre for Arab States (IDCAS), a
co-gponsor of the Seminar, plays a leacding role both in strengthen-
ing industrial development efforts at the national level and in
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promoting regional industrial co-operntion, [DCAS, whicy was
established in 1969, is serving 411 of the fourteen Arit countries
invited to attend the Seminar, At the nationul lTevel, TIDUAS is
helping Arab countries to make forward-looking surveys of their
existing industrial sector. This collection of basic data will
not only help Governments to draw up appropriate plans and poli-
cies for industrial development, but should help to identify
opportunities for various forms of regional co-operation in the

field of trade and industrial devel opment .

52. Effective regional industrial co-operation requires appro-
priate technical institutions and a political spirit to support
their development, At the symposium in Algeria sponsored by IDCAS
in December 1970, it was docided to establish an Arab Institute for
Iron and Steel. A similar practical approach is being applied to
the development of co-operation in the industrial branches of tex-
tiles, petrochemicals and fertilizers, sugar, pulp and paper, and
agricultural machinery.

53« For each of these six branches of industry, comprehensive
reports will be prepared in 1971 with the help of UNIDO to assess:
(a) world trends in the industry; (b) the present state and devel-
opment potential of the industry in Arab countries; and (c) esti-
mated present and future consumption of the industry's products
(up to 1980) in Arab countries. These studies will suggest ways
in which Arab countries can co-operate in the marketing, technical
and production aspects of these industries. Further industries
will be examined at a lster date.

54+ These detailed studies and technical investigations should
identify the opportunities for specialisation of production *hrough
the establishment of specific projects to supply the markets of
regional or subregional groups of Arab countries. The subsequent
effective development of regional industrial co=operation will then
depend on negotiating a satisfactory solution, taking account of

the economic interests of all countries concerned,




This will require anpropriate institutional arrangements to

&3 i“ .
negotiate plans for implementing agreed proiz~ts and to follow
them up, [t will nlso require that the rea:l economic and tech-
nical advantages of regional industrial co-operation are not niul-
lified by political considerations., If these conditions were
fulfilled, there would be reason to be optimistic that the indus-
trial policy of Arao countries would be based on the principles

of regional industrial co-operation 1o a greater extert in the

19708 than it was in the 1960s.
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UHAPTER ¢

DEVELOPING INTERJATIONALLY C
~ EXPORT INDUSTRIES

56« The free trade argument that countries should concentrate
mainly on developing industries in which they have a comparative
advantage was considered inadequate to meet the development needs
of the Arab countries. The application of such an approach to the
industrial policy of Arab countries has to be modified by (a) the
need to protect newly established industries from competition by
goods produced by long estahlished manufacturing firms in foreign
countries with larger markets; and (b) the tariff, non-tariff
trade barriers and practical difficulties encountered in develop-
%gg a growing volume of exports of manufactured goods to indus-~
trialized countries, Discussion therefore concentrated on an
appropriate level of protection for industry in Arab countries;
and the types cf measures that could be used to promote exports
of manufactured goodas,

57« The level of protection provided at present varies from coun-
try to country, In Kuwait, Libya and Saudi Arabia, the level of
protection is modest; in those countries that adopt a partial or
total state trading system, some industries are heavily protected
by quantitative restrictions. In other Arab countries protection
p licy falls somewhere between these two extremes. In countries
where tariffs are the principal form of protection, the level of

tariffs varies greatly from product to product because (a) the
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1S
stractare of tarit st reflert s nrlmary concern with poigin:
revenue; wid (1Y the protection atfforded nroadaate ot Tocal indaio-
tries hao been the readlt of 0 cerien of ad roc decigion,
DHe  The ragle philosophy anderlyving the turif T strictare in Arad
countries typizodly pluces =+ Tow level of dAaty on import. of

machinery and raw miterisls, o modest rate of d.ty on intermediante
and semi-munufactured gsoods, and a higher rate of duty on munufuc-
tured goods. Consumer manufactures are commonly afforded the

highest rates of protection,

H9. The present level of protection for some industriul products
in many Arab countries was considered to be excessive; nominal
tariffs within the range of 50 to 100 per cent are found in some
countries, and quantitative restrictions frequently permit indus-
triec to develop with a high cost struoture., This contrasts with
an estimated average level of protection in industrialized coun-
sries of between 20 and 30 per cent for a wide range o1 manufac-
tured products,

60. When reviewing levels of protection, the effective rate of
protection for that part of the manufacturing process carried out
within the country is the relevant measure, This is usually cone
siderably higher than the nominal tariff rate because inputs for
the manufacturing process are also protected, although usually at

a lower rate of import duty than the final product. Where quantie
tative restrictions are used, an implicit rate of effective protec-~
tion can be calculated.

61. A high level of effective protection encourages or permits
the establishment of industries with costs of production that are
high when compared with international levels., But the ourrent
f.o.b. export price from an industrislized sountry is not always
the relevant comparison. Account should be taken of: (a) year-
to-year fluctuations in the f.o.b. price of the product (the sharp
rige in s.eel prices in 1970 was noted); and, (b) the common prace
tice of selling exports at below home-market prices, Hence, the
price at which imports of the product could be purchased over a




nperind of yoours becamen the relor ot naricon, e ettest or

Lranspory socte mast 9150 le sonsidared,

e he uprrropriate levels of effest ve protestion were not dig-
cassedy althowrh 1t was agreed thet - more uniform level ot pro-
testion for finnl manufrctured ovrodiusts would help to correct the
present scitu:tion where some irdustries are glven excessive encour-
wwement and others toos little., “he present excess capacity in gsome
industries may have heen promoted by excessive rates of effective
protection. Relntively low levels of protection may be holding
back the development of intermediate and capital goods industries
in some countries. Import duty concessions granted as an incen-
tive measure sometimes discourage reliance on local sources of raw

materials, paris and components.

63. Relatively high protection often results in a waste of
resources and can drastically reduce the purchasing power of con-
sumers and/or act as an obstacle to the development of exports of
manufactured goods when the product is used as an input by other
industries. High levels of protection also create a structure of
prices for manufactured and agricultural products which overen-
courage industrial development at the expense of agricultural
development,

64. It wae suggested that there is a need for many developing
countries: (a) to review their exchange rates to see whether they
are overvalued; (b) to introduce more moderate levels of protec~
tion; and (o) to consider a fundamental change in polioy whereby
all or part of the proteotion would be replaced by a subsidy based
on the labour used by manufacturing enterprises. (See also paras.
2% and 75). Kany participants felt, however, that the question
of & labour subsidy should be further investigated, taking into
account the conditions of labour supply and demani in each country,

1/ It was further suggested that the cost of the labour subsidy
might be met by a tax on output or sales which initially raised
the domestic selling price to the level which the previous level
of tariff permitted.




G4 It wias recomiized thot tne strusture of protection that has
evolved 1n many Arat countries hus been influenced mainly by
bralonce-of-payments nnd fisenl considerations. To be an effen-
tive instrument of industrial policy, protection policy should:
() mike tariffe rother than umport controls and other non=tariff
barriers the principal form of protection; and (b) ensure that
tariff protection is gradually reduced to levels that are not
excesgive, In some countries, an over-all review of protection
policy may now be needed to ensure that the structure of protec-

tion ic well adapted to the next stage of industrialization.

Promoting exports of manufactured goods

66. Promoting the establishment of industries with an interna-
tionally competitive cost structure was recognized as the most
effective way to promote exports of manufactured goods. Where

the domestic market is not large enough to support a plant of
economic size, consideration should be given to the possibility

of establishing a plant large enough to be able to export to world
markets and to serve neighbouring Arab countries whose markets are
more readily accessible because of their proximity and as a result
of the removal of irade barriers in accordance with regional co-~
operation agreements The total market might then be large enough
to just.fy a plant with internationally competitive costs.

67. 'he prospect of exporting to industrialized countries has

improved through the recent agreement on preferential arrangements
for the access of imports from developing countries, negotisted on
UNCTAD's initiative., The tapiff reclassificetion of import cate~
gories by the Customs Co-operative Council in Brussels, whioh is
being undertaken in 1971, may alsc help, provided that UNCTAD is
informed of the Arab countries' special interest in exporting
selected artisan and craft products,

68, However, developing exports of manufactured products will
remain a demanding task, requiring the manufacturer to adapt the
design of his products to export market requirements and to make
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special marketing efforts, A wide variety of incentives for indaa-
trial exports can encourage enterprises ‘o muake thego efforts;
such measures are widf}y used by industrialized countries :nd some

developing oountries.8

6. Contractual prov.sions to promote export sales can be made
when a new industry is estahlished. Some Arab courtries have
negotiated contracts to purchase new industrial plants that pro-
vide that repayments will be in kind (tnat is, in export sales of
the goods manufactured by the plant) to the coun.ry supplying the
equipment. Existing industries can be encouragel to export part
of their production, In one country, annuul export targets are

set for most of the larger state-owned manufacturing quterp. ises,

70+ Another approach is to provide additional incentives or sub-
sidies for the establishment of new export-oriented industries., An
important policy issue here is whether different industries require
incentives of the same strength and, if not, how the strength
should be determined,

Tl Duty~free imports of machinery, subsidized financing, anc
long tax holidays (or even complete exemption from taxatica) are
provided by some developing countries, The operation of export-
oriented industries ocan also be facilitated by the establishment
of a free trade zone in which they can locate., Given the prox-
imity of Arab countries to Europe and the sucoess of this approach
in some Asian developing countries, it is surprising that this
method has not been more widely used so far.

72, The profitability of the exporting process itself can also be
enhanced, Imports of raw materials, parts and components subse~ '
quently used in goods exported are commonly exempted from import
duty by most developing countries. A variety of methods can be
used to mako the exchange rate applicable to export transactions
more favourable than the exchange rate applied to other transac-
tions. This can have a powerful effect on the profitability of

8/ The measures used by other countries are desoribed in
the UNCTAD publication Ingentives for Industrial bxports
(TD/8/C.2.89/Rev.1) UN Sales No, E.70,1.2.0




export snles, Direct pubsidies or subsidies n the form of relief

from taxntion are proviaed by rome developing countries., ‘1hese
may be baset on the snles value of exports, the increase in export
sales over the level achieved in previous years, or (perhaps more

apprapriately) on the value added in the manufact.ring process,

73+ There also appears to be scope in most of the Arab countries
for the establishment of export-promotion centres and greater use
_af sibsidies and other fomms of juvernment assistance, such as
trade fairs to support intensified export-marketing efforts,
emes far insnring export sales and providing subsidized credit

sxpert transactions should alco be considered,

tives mad:ef it more pro 1takle to
export msrlcets I* was further

aales f!‘ﬁﬁ aziating industrias by lowering
d {‘b) graﬁete the establishment of laboure

ed that competition within domes~
It was suggested that the

imulus for nffiaiency 80 that the changing pattern of
demand would be satisficd at reasonable price levels,




164 However, most participants felt thd o main ot iertive of

planned economy is to eliminate wistef il duplication in order ' o
achieve full economies of senle. This applies particilirly to the
bagic capital-intensive industries. !'ndue fragmentation should be
avoided, Planning controls should ensure un adequate integration

of the various sectors und the establishment of complement ary

rather than competitive relationships between enterprises,







1.
2e
3.
4.
Be
6,

Te
8.

Annex 1
AGENDA

Objectives of industrial development poliocy

Keasures to develop an integrated and self-
propelling industrial sector

Measures to develop a more competitive industrial
sector

Industrial development policy and regional
co=operation

Industrial development policy and employment
The efficient use of modern industrial technology
Case studies

Consideration of highlights of discussion
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Jordan Development RBcard
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Ministry of Ec--omy

KUWALT ABDUL HAMEED AL-FARFS
Head
Industrial Licensing Section
Ministry of Commerce and Industry i
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Industrial Engineer
Ministry of National Economy

JEAN-PAUL TOUMA
Industrial Expert
Ministry of Planning

BOUTROS LABAKI
Industrial Expert
Ministry of Planning
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LIBYAN ARAB REPUBLIC MOHAMED A, ZAIED

SAUDI _ARABIA

UDAN

Ministry of Industry and Mineral Wealth

MAHSOUN B, JALAI

Adviger

Industrial Studies and Development Centrye
Ministry of Commerce and Industry

MOHAMED A, I. HAMO
Ministry of Industry and Mineral Resources
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Deputy Minister
Ministry of Industry
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SAAD DIBS
Ministry of Industry
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Genaral Director
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Techniocal Office

MALEK ALIRYANI
Ministry of Eoonomy
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Arsd Econcazis Unity Council
United Arab Republio

MOHAMMED DIAB
Professor
American University of Boirut
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Consultant to the Government of Kuwait

MARWAN NASR
Association of Lebanese Industrialists
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Fellow

Nuffield Tollege
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Central Director
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Institute for Industrial Reconstruction (IRI)

Rome, Italy

ObaervEra
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Beirut !

BURHAN DAJANT

Union of Chambers of Cummerce, Industry and
Agriculture for Arab Countries
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M, SHAFEI
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Beirut Arab University

A, SHARIF
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Beirut

M., B. SALAMA
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Cairo Universmity

AHMED HAMDY
Economic and Social Division
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FAWZI R, FAHMI
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Syria
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United Nationg organizationg

UNDP HASHEM JAWAD
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Beirut

M. EL-HALFAWI
Senior Industrial Development Field
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ILO S. K. BURGAN
Director, ILO Office
Beirut
PRASANTA K. DAS

Regional Adviser
Middle East Region
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KEITH MARSDEN

Senior Economist
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ILO, Geneva
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LIST OF DOCMEN I’S-l'/

Meet i ng locumentg

ID/WG. 86/1
ID/W:.86/7

ID/wG,86/3
ID/wG,86/4

/%, 86/5

ID/wWa.86/6
1D/wc. 86/

ID/we.86/8
ID/w,86/9

Some objectives of industrial policy and the
measures or instruments used to achieve them

Industrial policies: the experience of the Syrian
Arab Republic

Industrial policies: the experience of Saudi Arabiga

Case study: country A - advisory mission on
industrial policies

Case studies to be worked out by partiocipante:
country B - advisory mission on industrial policies

The experience of Irag

Regional co=operation of Arab States in the field
of industrial develor-ant

The world employment programme

New approaches suggested by the Colombia enploy-
ment programme

1/ A limited number of copies aro available upon request.
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