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The first sentence ghould read

Thirdly, at the level of the developing countries, however, the present
distribution of manufacturing output would point to the poseibility of é
co-operation among thess countries in such vital areas ss industrial invest- i
ment and trade, and particularly in the transfer of technology which has 4
already been tested in the leading industrial developing countries.
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Profatory not:

le The series of industrial development surveys g trepared o oregponge
to Economic and Social Council resolution 1030 (XXXVII), in which the Secretapy—
General igs requested to arrange for the preparation o ooriodi. 'vmiu;*.tr-i'tll deve=
lopment surveys, and in regponse to General Assembiy reuoiatioag oo (XXT) and

resolution 1(I) of the Industrial Development Board.,

2, Unlike previous issues, the present survey cougiots of two parts,
Part one reviews the course of industrial development und rolatled changees in
manufacturing output, trade, employment and investment, Part two deals, ag a
specific feature, with structural change in the process of industrig! develop=
ment. Thec publication of this volume coincides with the biennial review and
appraisal of progress required in accordance with paragraph 83 of Genoeral
Assembly resolution 2626 (XXV), It should be noted that the Inductrial Develop-
ment Survey, cenecially volume V, represents the contribution of Lh: United

Nations Industrial Development Organization (INTDO) Lo *he review and apprainal

of progress within the industrial gector,

3. The time lag characteristic of most of the statistical information,
except for manufacturing output for which data for 1971 and provisional data
for the first half of 1972 are available, has made it difficult to anticipate
that the first over-all review and appraisal could be based on actual data tor
the first two years of Lhe Sccond United Nations Development Decades This lag,
which is recognized by other United Nations agencies, hac dictated the nature
of the analysis contained in volume V of the Survey. The data are comprehen=-
sive enough, however, to pin-point the major obstacles to industrialization
during the Second Deveclopment Decade, and it is felt thal the analysis made
on this basis is of considerable significance, perhaps more cignificant than
actual measurements of manufacturing output, employment ctec, over the first Lwo
years of the Decade, It i thought, therefore, that proconted in such a con-

text the Iggggzrigl Development Survey and perhaps the whole review and apprai-

sal could fulfil their assigned tasks,
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I. THE GROWTH OF MARUFACTURING. AND RELATED 1S5U%S

4. While the Intemational Development Stntea']"/ makes few explicit
references to the role of industrialization in the achievement of its goals -
a feature that could have been amplified further = this role ig implicit all
the way through the Strategy. In setting a quantitative target against which
the performance of the manufacturing sector may be measured, the Sirategy
explicitly atates that the target growth for the gros3 product of the
developing countries as a whole should be at least 6 per cent per
annum, which implies an average annual expansion of 8 por cent of manufactur-
ing output. Purther, the hope it expressed that both these targets may be
exceeded in the second half of the Second Development Decade., While such
targets set at an aggregate level may be useful, the analysis of growth trends
on this basis is only one approach to the review-and-appraisal exercise, MPor
this reason, the SNIveY includes a diacussion of the major problems confronte
ing industrialization in the developing countries.

5« DBofore an examination is made of the growth trends of manufacturing
output, however, an important factor, which has #o far received scant or no
attention, should be considered, since it not only has a significant effect on
the interpretation of the achievemonts of the goals set by the Strategy for
 the marnufacturing sector, but it also has far-reaching cconomic and political
importance, It involves the figures showing the geographical distribution of
manufacturing output in the world, which indicate that this distribution is
lopsided with an extreme concentration of that output in the developed coun-
tries, both the developed market and the centrelly planned economies, The

ormer's share in total world manufacturing output reanged from 72 per cent in

955 to 61 per cent in 1970, and the latter's share renged from 2] per cent

0 32 per cent over the same period. The two economic groupings together
intained a share of over 92 per cent of total world manufacturing cutpst

1/ Omers! Assembly rosolution 2626 (XX¥).




during the 15 years indicated. The share of the developing countries of total
wrld manufacturing output, by contrast, remained stationary over this period,
ranging from 6,28 per cent in 1955 to 6.73 per cent in 1970, This pattern was
al80 true at the cectoral levely only two industry groups had a larger share |
in the developing countries than in the developed countries (the food, bevere 1

ages and tobacco industry and the textiie, wearing appar~! and fo t-wear
industry),

6, It is also significant that a similar type of concentration »xists
within the developing world itself, where 18 d-veloping countries maintained

; & share of about 80 per cent of total manufacturing output during the Pipst
E Development Decade, Six of these countries, two in Asia and four in Latin
" America, had a share ranging from 59.3 per cent in 1960 tu 56,5 per cent in

1970, Each developing region, whore the phenomen n I concontration is most

extreme, has one or a fow dominant cowntries,

T« The implications of such a situation are clear, First, the develop=
ing countries in the circumstances have little or no competitive power vis & vis
the developed countrics, Their competitive power is shown in fact to be
considerably less if,instead of the aggregate data, the figures for countries
are examined individually., Only two of the so-called leading developing
oountries had a share in total worid manufacturing of about | per cent, and
the greater number of the rest had shares below 0s2 per cents Only throwgh
the collective efforts of these countries could their competitive position be
' improved,

8. Secondly, the existing pattem of distribution of manufacturing out-
put in the world indicates that the Bajority of the deveioping countries are
likely to continue their dependence on the developed cowntries for the supply
of manufactures, especially those used for investment purposes. Mis strongly
suggests the inability of these cowntries to develop their own technologies or
even to adapt them to their om factor endowments,

9. Thirdly, at the level of the dtvolopiﬁ. countries, however, the
present distribution of manufacturing output would point to the possidility of
co-operation among these countries, which haas aiready been tested in the
leading industrial developing countries in such vital areas as industrial

investment and trade and the tranafer f technology, Such coeoperation night be
hindered by the possible political ramifications, but it is an approach that
should be pursued vigorously by the developing countries,




10s Pinally, for the reasons stated above, from the standpoint of the
International Development Strategr it is not advisable to consider the aggre-
gate target growth rate sget for the manufacturing output of aj] the developing
countries more than an indicative target, which Bay nave becen the intention of
the Stretegy, nor is it poseible to limit the review and appraisal to that
level of aggregation which lumps together countries as far apart as a developed
and a developing country, This observation may, and perhaps should, lead to
3 recognition of the importance of sectoral reviews and appraisals by country,
and to more emphasis being placed on the role of the various United Natione
agencies in assisting the developing countriee in undertaking such reviews.g/

116 A review of the figures for the growth of manufacturing output of
the developing countries uver the last two decades revoals that while their
performance during the 1950 was quite impressive on the average (a 10 per cent
Average annual growth rate), during the Pirst Development Decade the rates
(644 per cent) fell far below that of the 19508 and appreciably below the target
set for that Decade. In terms of the growth of Rel capits manufacturing output,
the performance of the developing countries over the Pirst Development Decade
cofpares very unfavourably with that of the developed market and the Centrally
Planned economies, The annual rates were 3,6 per cent for the developing
countries, 5,2 per cent for the developed market economies and 7.3 per cent
for the centrally planned economies,

12 If the period 1955-1970 is emamined, the data show a definite long-
term trend towards & slow-down in the manufacturing output of the developing
countries, a trend towards increasing growth in the developed market economien,
and a consistently high ETowth rate in the contrally planned economies. In the
later years of the 19608 and early years of the 1970s, however, the developing
countries an a whole, although still short of achieving the target rates for
the Second Development Decade, Mave recorded rates of growth of manufacturing
output appreciably higher than those recorded for 1962, 1963 and 1967, which
were 4 per cent, 5 per cent and 4 per cent Fespectively, After 1967, prospects
for an accelerated growth in the mamsfacturing output of the developing coun-
tries a0 a whole seemed brighter vhen rates of 7, 8.6, 6.7 and 7.5 per cent

EE———

2/ In its annual review of industirial development, UNIDO has endesvoured
to show the growth tremds of mamfacturing output as well as other variables,
Such as mamufacturing @ployeent, exports, imports and investment, not only at
the level of all the developing countries but also at the regional level and at
the level of individwal countries, whenaver dats are available,
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were recorded for th: years 1968 to 1971 resp:ctively. The provisional data
for the first half cof 1972 indicate a growt: rate of marmfacturing output for

the developing countries as a whole of 6.6 per cent.

13¢ It is loo early to say whether these growth trends in the manufactur-
ing output of the developing countries will contirue. If they do, the target
set for the first half of the Second Development Decade may be rcached, but
certainly with greater effort., An examination may be more meaningful at the
regional level, The data indicate that the Latin American region, where out-
put has been consistently increasing since 1967 at anmual rates of about 8 per
cent, which were appreciably higher than those reached in the 1960s, could
reach the target set by the International Development Strategy. This has not
been the case in the two other developing regions, where the rates of growth
of manufacturing output have fluctuated rather widely below the level of 8 per
cent. In Africa, the most recent figures are for 1965-1969, which indicate an
average annual growth rate of only 5.2 per cent, which was congiderably below
the annual average of 9,1 per cent for the period 1955-1960,

14, Country data from the various developing regions are included in
table 13 of the Survey, volume V, part one. A conclusion is that the develop-
ing countries, particularly those that had a measure of success in their
efforts to industrialize, should constantly seek to develop other manufactur-
ing sectors than those that have taken the lead in the past and that may have
reached a level of decreasing growth potential, if these countries hope for
the sustained growth of manufacturing output.

B. Iggortant issues relating to_the industrial develogngg&
of the develognng countries

) { tion the environment

15« The increasing concern over the effect of industrialization on the
environment is one of the major issues relating to the industrial development
of the developing countries, A great deal of effort will have to be exerted
not only to assess fully its total impact on industrialization but also to
devise forms of action that are mutually beneficial to the developed as well
as to the developing countries, Concemrn over environmental hazards is

primarily based on the experience of the developed countries. The develop-

ing countries have a long way to go before encountering the problem, which
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is symptomatic of over-development, These countries suffer rather from lack

of development, They are precoccupied not mercly with the quality of life but
with sustaining life itseclf,

164 None the lesu, the developing countries have greal interest in the
discussion of the problem of the environment, They recognive that it could
have a substantial effect on their own development, Agide from the broader
aspects, of immediate concern to these countrics, however, are the offects on
their exports, both positive and negative, of the adoption of stringent
environmental standards in the developed countries. Such standards may take
the form of tariff and/or non-tariff barriers against productg considered by
the developed countrics to be dangerous to the environment, Although the
application of these standards would moset probably be mm-discr-iminatur:y,
this would not make them less hard on the developing countries, They are
¢qually concerned over the effects that the increased tendency to recycle
materials and products may have on their exports. Although recycling has
been prompted primarily by such environmental considerations ag the climina-
tion of industrial wastes, it is feared that it could lead to a reducstion
in the flow of exports from the developing countries, Furthermore, these
countries arc increasingly concerned that the developed countries, becguse of
environmental considerations, may adopt criteria governing their forecign .'é.id
that would lead to an increasing proportion of such aid being dirccted to
solving environmental problems, as well as to a distortion in the criteria
for project appraisal, Although the developing countries do not need and are
not likely to adopt the same environmental standards as those applied in the
developed countries, they fear that new technologies in the developed countries
Will be designed to mitigate pollution and may be more expensive, making
industrialization forp them even more costly than at preuent, That, indirectly,
the developed countries may enforce their environmental standards on the
developing couniries is a prime concern, Developing countries would ro
doubt like to have morn options open to them and not be faced with a
sitnation whereby they would be forced to invont in new and perhaps more
expensive tcehnologics that satisfy the pollution requirements of the
developed cownt ri o,

17« On the othor hand, there are some positive aspects to the question
of the ensiveiment for the developing countries, Because of :nvironmental

congiderations, 4 shift is likely to occur from the vge of synthetics to
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natural products. An increasing trend in this direction may prove quite bene-
ficial to the exports of the developing countiries. Further, owing to an accel-
eraled use of non-renewable resources (another type of environmental hazard),'
‘deposits of an increasingly lower grade arc being brought into production
through improvements in mining and obeneficiation techniques, Many leveloping
countries, if this trend continues, will find themselves in possession of
certain natural resources that werc previously unccoromical. Still more ime
portant, the developing countries possess many of the known reserves of such
non-renewable resources, and this may alter the bargaining position of thesec
countries and also lead to the location of procesging industrics where these
resources are, Equally important, the developing countrics may acquire cer-
tain comparative advantages in some industries either because they require

less stringent environmental standards or because the age of existing industrial
plants and equipment in the developed countries coupled with high environmental |
standards may make them uneconomical, The developed and the developing countries ‘
may then find it mutually beneficial to examinc the possibilitics of the transfer
uf such industries from the former to the latter devel »sping countries, This

is not to imply that only "dirty industrics" are transferable to the developing
countries, A '"new international division of labour" should be guided by the
principles laid down in the International Development Strategy whereby people
and Governments arec "animated by a spirit of constructive partnerships and
co-operation, based on the interdependence of their interest and designed to 4
promote a rational system of international division of labour", (General
Assembly resolution 2626{ XXV),)

18. Meanwhile, the developing countries, although they may not adopt en-

vironmental standards as high as those applied in the deveioped countries,
would be well advised to take the necessary steps to avoid the cumulative nega-
tive effects of development on their own environment. Pollution-free tech-
nology, if very high standards are not required, may not be much more expen-
sives Studies made by the World Bank show, for example, that the incorporation
of the necessary pollution-control technology in an expansion of a steel plant

in a developing country would amount to an increase of 2 per cent of the over-
all project cost,

;mgrigli zation and inflation

19. The 3yrvey examines a variety of infiationary patterns and causes that
have been experienced in the developing countries,

The basic problem is not to
identify a particular inflationary process as a hindrance or benefit to
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industrialization but to understand the causes and alternatives for dealing
with inflation. In general, experience indicates that inflationary pressures
are always present in developing countries that aspire to high rates of eco-

nomic growth and capital formation,

20 In the past, a basic contention hasg been that inflation leads to an
increase in savings. This crucial point is diccussed, and some doubts about
i1ts validity are expressed, mainly owing to a lack of any supporting ovidence,
Morcover, wages do not always lag behind prices in developing countrics with
strong union organizations, Finally, the argument that increased savings
result from an inflation-induced redistribution of income in favour of the
upper-income groups runs counter to the current argument that a more equitable
income distribution leads to positive benefits for industrial employment and
growth,

2l Two other phenomena should receive particular attention by the deve-
loping country experiencing inflation, but they are often neglected. The
first is that prices associated with infrastructure (for example, freight
rates, other transportation costs, water, electricity etc,) often fail to eep
pace with inflation, These prices are set by government agencies, which are
often reluctant to match inflationary rates elsewhere in the economy. The
danger is that the infrastructure Will not be adequately developed to meet the

nceds of industrialization,

22, A second frequent)y neglected aspect involves the price of the domes-
tic currency or exchange rate., Devaluation has often been interpreted as a
failure of government policy, and developing countries are therefore sometimes
hesitant to take this step. Furtherwmore, they attempt to contain inflation by
keeping their imports as inexpensive as possible (undervaluing them). Conse-
quently, exchange rates are altered erratically and over long intervals, while
domestic prices maintain steady increases. This practice may have detrimental
effects on both export prospects and economic growth,

23, Other common price distortions, such as wage rates, are also discussed
in connexion with inflationary trends.

Technology and industrislisstion
24, The role of technology in the process of industrialisation has long

been recognized as one of special importance, All indications are that this is
certainly going to be the case during the Second Development Decade, mince the




growth of industry depends to a considerable extent or "a continuous flow of
decision-making about the appropriate choice and application of industrial
technulogy, whether it is related to the cstablishment of new production capa-
city, to the improvement of products or to technological processes in oxist-
ing industries", Such decisions, however, are not cacy for many developing
countries to makce The choices available to them arc Timiloed, md moot

of these countr’es arc unable to detemine the one bost suited to thejr parti-
cular factor endowments, It would be idcal, of cours:, if fechno ooy wore
casily iransferablc from the developed to the developing countrics, This is

not the cagse, howcver, since some technologies arc not applicable and others
arc not adaptable to the conditions in the developing countriess A rocent
article on this subject rofers to the existence of o “communications gap" and

a "cuitability gap". The communications gap exists because Lechnological
knowledge is only partly or imperfectly communicated to the developing coun-
trics, lecading to a relatively small share of high-productivity coctors, to a
small number of enterprises employing the best practices or to Lhe latter being
8o fairiy 'ow ctandards The suitability gap refore Lo the fat that tochno-
togies originating v the devoioped countrios may b inavpropriste for 1he dove-
toping courdrics, oitler bocause oxicline Lechnologr 1o ool suitable or becauge
not enough recources have been devoted Lo bhe dines e and development of suit-
ablo techro ooyy Taarnropriatoncess, howe o ry conid be ooxplained onty partly by
the diflor nt factor cnbwments off Lthe de sooped and develoning countlries, An
caqually important reason is the physica: and social differenccs botween these tw
cceonomic groupings, and often the lack of capability among thoose in the dove=
toping countrics who arc entrusted with the choice and application of indus-
trial technoiogys These are important clements of the irdustrial nfrastruce
ture, the desclopment of which i a prerequisite for Lthe techr logical inde-
pendence of the developing countrics,s Quite often there is no techno logy
available thal may be re-zdapted to the conditions in the developing countries
it must inoctead be developed,

J/ Report of the Exacutive Director >f UNIDO tu the Industrial Development
Board at its seventh session ID/B/122). para, 19,

5/ P. Strvetan, "Technology Gaps between Rich and Poor Countries",
1 Jou olitjic onomy (November 1972), pp. 213-230,
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e Another feature of the problem facing the developing countricer, which
should perhaps be given more attention, is the accelerated rate at which new
technologies arce being developed, leading to the discard of older technologies
unable to withstand the compotitions The developed countries can absorb these
cxtraordinary investments, and their industrial enterprises are quito prepared
to make theme The developing countries can not afford this luxury, nor for
that ma*ter would it be desirable for them to develop a taste for it, This
problem and its effect on the competitive position of the developing countries
nced serious cxamination by the intermationai community, There will indeed be
some industries whose development will rcquire for some time to come tochnolo-
gies ivnorted from the developed countries, and they are the oncs most likely
to be affected by this disparity i+ investment capacitys  Others may omploy
an indigenous technology or one that has been developed and tested in another
developing country, This greatcr self-reliance would require, of course, that
the developing countries pay more attention to technological investment in
cquipment, sclection, process design, and the modification of technology, as
well as to the development of management and worker skills in maintaining and
using the cquipment effectively, Admittedly, this ie not possible except in

a few developing countries where such capacities cxistes Others nced assistance.

Ce The cage for ;gﬂggt;;al;zgtion

26, The case put forward for industrialization in the Survey was
prompted by the doubts that have been expressed recently about the validity
»f the rotle of industrialization in development and, in particular, about its
contribution to achieving the social objectives of societics, It is argued,
in tahe Jyrvey, that while the concern for social welfare is certainly valid,
the premise that industrialization is the cause of social ills may be debated,

2T« The present arguments against industrialization, although they may
Le casily answered, have been prompted by a number of reasons, Most develop- |
ing countries after the Second World War emerged from a long colonial era with |
great aspirations for economic development. They pinned their hopes on the
industrial sector for the accelerated growth and transformation of their
cconomiess 3ome of these countries, however, claim that industrialization has
1ot solved many of their problems and has not led to the economic or social
gains expected from it,
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28, Although some of the arguments put forward are sound, no study has
been made of why such goals have not been achieved. Developing countries no
doubt appreciate the fact that industrialization by itsclf could not achicve
economic growth, nor for that matter could it alone realize tho sorial goals
atated by Governments, which depend on the strategies and policies adopted by
these countries, with industry playing its part but not substituting for other
sectorss The realization of social objectives requires the co-operation of
all sectors and depends, above all, on the will of Governments to institution-

alize the neccssary machinery to achicve such goals,

29« In judging the achicvement of industry in terms of the objectives
set by the developing countries, the constraints imposcd on the industrializa-
tion of these countries by the international climate should not be overlooked,
These include the lopsided distribution of world manufacturing output as well
as the rigidity of the pattern of manufacturing trade and its concentration,
both of which werc referred to earliers It is important also to realize that
the manufacturing sector of the developing countries, more than any other
sector, is subjected to more discriminatory measures at the international
level, Further, at the basis of the arguments against industry appcars to be
the mistaken idea that the pattern of development of the developed countries
will be repeated in the developing countries, Although no alternative pattern
to that of the developed countries hags appeared, the assumption that the
developing countrics must necessarily follow their cxample is questionable and
may indeed have contributed to the confusion. The present ilis of the indus=-
trialized societics, perhaps caused by excessive industrialization and per-
haps by lack of institutional arrangements and social poliies, do not pertain

to the developing countries, at lcast in the short term,

30¢  The need for the developing countries to industrialize is appreciated
not only by the opponents of excessive industrialization, but it is also deemed
casential, provided that the pattern of industrial development fits into an
over-all strategy of cconomic development aimed at achieving the cconomic and
social objectives set by Governments, Industrialization tranforms the economy
through its innovative capacity, infusion of technology and higher growth
comparcd to other sectors., The achievement of these results, however, is not
automatic, but requires changes in the structure of society and its institu-

tions, and these in turn depend on the will of Governments and their capacities

to institute thc neccssary de01810n-mak1ng bodies and machinery to implement
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such changes. Certain changes may strike at the roots of the structure of
society, and some Govcrnmente may therefore be reluctant to initiate them,
Industrialization, by its very nature, however, both requires such changes

and lcads to them, and this may cause some of the opposition to it,
17, FOHFION TRADE AND INDUSTRTALIZATION

3le The growth rates of exports of manufactures fron the developing
cowntries as a whole during the period 1963-197C (an averagce annual rate of
14.7 per cent) not only exceeded by far the target set in the International
Development Strategy for Lotal export of these countries but also surpassed
the growth rates of exports of manufactures from the developed market economies
and the centrally planned aconomies, which achieved average annmal rates of
1343 per cent and 9.8 per cent respectively., This led to an appreciable
increase in the share of manufacturing exports of the total exports from the

developing countries, from 15.4 per cent in 1963 to 23,4 per cent in 1970,

32, The growth of manufacturing imports into the developing countries
over the same period was also high (an average annual rate of 10 per cent),
What is of significance, however, is that their imports of manufactures ag a
percentage of their total imports showed a tendency to increase over the
period under examination, This phenomenon was expected in view of the efforts
made by these countries to industrialize, In 1970, the imports of manufactures

accounted for 68.9 per cent of total imports by the developing countries,

33. The above rates, particularly those for cxports of manufactures,
although they are of importance, do not convey a true impression since the
share of the developing countries in total world exports of manufactures is
small indeeds In fact, these rates hide two highly important characteristics
of foreign trade in manufacturing, namely, its concentration and rigid pattern,
For example, the share of the developed market economies of world exports
ranged between 81,4 per cent in 1963 and 83.8 per cent in 1970. Although the
share of ' the developing countries over this period increased slightly, from
5¢8 per cent in 1963 to 6.3 per cent in 1970, and that of the centrally planned

j/ To achieve the over-all growth target of at least 6 per cent per annum,
set by the International Development Stretegy, would require an average annual
txpansion of exports somewhat higher than 7 per cent and of importe somewhat
less than 7 per cent,
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economies decreased from 13 per cent in 1963 1o 9.9 per cent in 1970, this did
not alter the situation but led rather to a further consolidation of the pre=
dominating position of the deve loped market economies and a high level of cone
centration of trade in that eco .omie grouping. An cxamination of the break-_
down of exports of manufacturcs confirms this characteristi- of concentration,
The developed market economies not only had the highect sharc of trade in each
commodity group but constantly increased that share over the ycars between
1963 and 1970,

34 The rigid pattern of trade is illustrated by the fo'lowing phenomenas

(a) Moet of the trade in manufacturcs of the developed market and the
centrally planned cconomies is conducted between countries within each economic

groupingsi

(b) An evident tendency cxists in the developing countries to increase
their dependence on the developed market economies

(c) Trade in manufactures among developing countrics witnessed a Bigni=-
ficant decline between 1963 and 1970, Only the Lautin American region showed
an increase in intra-latin American tradeg

(d) A concentration of irade in manufactures #imilar to that mentioned
above for world trade exists within the developing countries themselves, In
1969, 13 developing countries had a combined share as high as "9 per cent of
the total exports of manufactures from the developing countries.

35« Given the above pattern, trade barriers erected by the developed
countries, whether tariff or non-tariff, would only aggravatr the situation
further, The good will of the Governments of the developed world is certainly
the condition for the reduction or elimination of these barriers, particularly
non-tariff barriers. Furthermore, the protlective policies followed by the
developing countries themselves have at times proved 1o be counter-productive

and may need to be re-cvaluated,

36s An analysis of trade diversification and export concentration among
individual developing countries rcveals that manufucturcs are an important
clement in achieving the goal of export diversification and avoiding reliance
on one or two major exports, Unfortunately, only a fow developing countries
have made considerable progress in this area, Those that have are typically
the same countries that predominated in the export of manufactures from the
developing countries,




ITT, FPLOTIENT IN MANUFACTURING

Recgt trends

37. High uriemp loyment, an expanding labour force, and poverty in the
developing countries have placed heavy demands on the industrial
absorl more labour at a time when precent capacity to use

sector to

morc labour iam
limiteds Manufacturing, which showed production advances of 6.5 per cent per

annum during the 1960%s, had gnins of 3.6 per cent per annmam in omp Loyment

for the same period, In the latter part of the 19608 the rate of increage for
manufacturing employment showed a declines This phenomenon was also noted for

the centrally planned economies at a time when output was growing and labour

productivity improving, In the developed market economies, the rate of increase
in manufacturing employment was lower, In latin America, the industrics with |
the highest rates of growth in cutput were alsc those with the largest employ-
ment increases, and slow production advances were associated with even slower
employment gains, Machinery, appliances, publishing, rubber productis, and appare)
except Joot=wear recorded above average growth in employment, while traditional
manufacturing such as food, textile and toba:co products showed little change,
Improvements in productivity may partially explain slow amp loyment growth in

the more traditional industries, Asian countries evidenced & similar pattem

of change, although the average rates of output and employment gTowth were

somewhat higher, The data imply that the main avenues of expansion of employ-

ment lie in industries with repid rates of growth,

38, Heavy unufwturincy in the developing countries is not Synonymous
with the term used in the highly developed countries. Durabdle consumer goods
or intermediate goods typically oomprise heavy industry, TMis fom of heavy
manufacturing has expanded more repidly than 1ight manufacturing - in Asia
9+7 per cent versys 4.7 per cent, in Latin Amerioa 8,2 per camt yorgug 4.7 per
centy and in Africa 7,6 per cent voroyp 6.0 per cent over the 19608, Oaine in

employment in heavy industry have been relatively greater with oxpanded output
than in light sanufacturing,

&/ Tor the period 1962-1969,

1/ Heavy and light industries are mot necessarily symonymouws with cepital-
and labour-intensive industries,



Current

39. UNIDO reviews annually the growth trends in marufacturing employment
in the various economic groupings, developing regions and countries, Such a
review is contained in chapter II1 of the |ryexe OGrowth trends, however, are
for various reasons the least important preoccupation of those dealing with
employment problems, At present, attemtiom im focused on such importani
ismues as the social, economic and puliticsl comsequences Hf the emp loyment,
situation in many developing countries, employment and its relation to income
redistribution and social justice, and the participation of the individual in
the process of dcvelopment itself, Some ecomomiste ~ven argue that mploymen?t,
problems should be solved before attontion is tumed to over=all growth
objectives,

40. The relationship between omployment and mocial objeclives such ae
income distribution ls viewed from two differemt perspectivis, A recent cone
tention has beon that the distribution of income may solv: the cmployment
problems The exiating pattem cf conmumption would be chang'd in such a way
that goods typically consumed by low-income groups would be in greater demand.
Food, clothing, shoes and household necessities are xamplos of these goods,
which are also labour-intensive manufactures. Changing th~ paticm of consump-
tion would also meun that fewer foreign articles would be imp:rted, eince these
are nomally bought by the well=to-do, The result would be a saving in fi reig
exchange, At the same time, the dosire for & reduction in unemployment is ticd
to the objectives of greater social equality and the limiration of poverty.
Increasing employment is a %common means of distridbuting income, since job
holders are also income receivers, It is thowght to be i effective way in
situations where it hae proved difficult $o effect a distribution of income by
other means or to institutionalize the machinery necessary for that purpose,
This view has been put forwand and widely discwseed recont ly at the initiative
of the International Labour Organisation (IL0); and it is baged on the finding
of the ILO interagency cmployment missions,

41. 'The profound importance of these objectives is undebatable, nor is
there any rcason to arguc the merilc and demerits of employment policies as
opposed to growth policies, since the goals of Both are not necessarily cone
tradictory, It has been assumed, however, that with economic development, the
flow of labour from agriculture would be absorbed by other sectors, mainly by
industry, For various rcasuns, however, indwstry har not become the principal




supplier of jobs in the short temm, While the industrial sector may emerge as
1 majoer aource of employment in the long term, the unemp loyment problem is now
5o serious that this sector, like some others, may be unable to satiafy the
immediate needc of employment creation, Thiw is particularly so in view of the
arge numbers entoring the labour force and because of productivity and come
petitive consideraticns, Pina! 1¥y the existing capital stock of a country
vanot revdily be altered and new industrial ventures, though they may utilize
iaboure=intensive techniques, may contribute only margina.ly to the groeater

industrial usec of labour,

42, A sound development strategy should take both growth and employment
objectives into account as complementary goals, A policy of creating more
employment at large with income redistribution as an outcome, which did not
onsider growthy, would not make much senne, This view is already accepted by
manye It is equally unreal to consider growth without sound social policies,
This view is also widely if not universally accepteds, The proposal suggeated
in the m is to place economic growth and the elimination of economic
incquality on an equal footing, The two objectives are closely related to

mrloyment generalion ag a supp I amentary means of income distribution,

43¢ Induatry is perhaps one of the sectors which, for a variety of
reasons, cowld appear to be on a conflicting course with employment objectives,
The conflict is apparent, however, not real,since industrialization has a
leading role to play in an emp loyment=oriented ltnteg.t-v Por a number of
reagons, which include concermn over efficiency and productivity, competitive=
nees in world markets and primari ly long=run developmental considerations,
developing countries have tended to use capital=intensive techniques in their
industrial projects, Indeed, in some cases the use of such techniques resulted
from the limited choice open to these countries, from distortions in factor
brices and from deliberately conspicwous investment, Concern over such cases
i3 justified, particularly where wnemploym-nt is severe, In such a situation
8top=gup measures are of the utmost importance, Alternative techniques sy be
utilized to aheord surplus ladbour, The opportunities to increase employment

R

The replies of Governments sent to the Intermational Labour Organisa-
tion in connexion with the Bwployment Policy Convention and Recommendation,
1964, confirm th.s view, See "Eaploymont objectives and policies in develop-
ing countries”, report of the International Labour Office to the Committce for
Divelopment Planning at its ninth session (R/AC.54/L.56),




- 920 -

in other sectors such as transportation, commerce, construction and cervices
might be explored. Industries that are by natur«: labour-intensive might be
sought rather than turning to the use of inferior technology in sectors bascd
on a high technological level. The latter approach is neither realistic nor
is it compatible with considerations of efficiency, competitiveness and growth,
It is important thal the policy recommendations made to developing countries
in line with these measures stipulate the period of time during which
recommendations will be applicable, and indicate the shortcomings of siop-

gap employment measures for the growth and employment potential of the country
in the long term,

44. 1In a consideration of the role of industrialization in an employment-
oriented strategy, the generation of direct employment should not be the only
factor taken into account, Often, the indirect and secondary cffects of
manufacturing growth on employment are quite significant, not to speak of the
esgential contribution industry may make in the development of other sectors
that are considered to be important in generating employment as well as in
raising their productivity and efficiencys Industry is also a major coniribu-

tor to total income in the developing countries,

45, The generation of employment in countrics with high rates of un-
employment and under-employment indeed ought to be a major objective of
Governments, Along with other goals, they should be compatiblc with the
objectives of growth, Bmployment and its related problems are likely to gain
momentum a8 the Second Development DNecade advances, and both Governments and
the intermational community should be preparnd to devote more attention to
employment than in the past,

IV, FINANCE, INVESTMENT AND INDUSTRIALIZATICN
»

46, The most recent figures available show that capital formation con-
tinues to make up an increasing proportion of GDP in developing countries. At
the same time, possibly owing to inflationary conditions in many countries,
there is a tendency for invesiment to be deveted more to stock holding and to

non-productive avenues outside the main producing sectors, which are agricul-
ture, industry, power and transport,




47. This increased share of investment has recently been financed mainly
from foreign sources, the proportion financed by domestic savings
virtually stationary at about 80 per cent of the total,

remaining

Private funds now
form a much higher proportion of foreign aid, amounting to 45 per cent in 1971

compared with 37 per cemt in 1965, and an increasing proportion of official
aid is now channelled through the multilatera] agencies, amounting to 21 per
cent in 1971 compared with 13 per cent in 1965,

48, Forcign finance is more important in the manufacturing sector, where
it accounts for about 30 per cent of the total, and its importance is increas-
ing, mainly a8 & result of greatly increased private direct investment and
privately financed export credits, In contraet, the share of official aid in
foreign financing of industry is declining as a result of an increased emphasis
on social infrastructure projects, Current ly, the main avenue for foreign
private finance is the petroleum industry, followed closely by the manufactur-
ing industry; the two account for about 80 fler cent of total investment, while

they receive, in the form of investment, 1ittle more than 10 per cent of
official foreign resources,
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Part two

STRUCTURAL CHANGE IN THE PROCESS OF INDUSTRIALIZATION

I. STRUCTURAL CHANGE IN THE PRIMARY, SECONDARY
AND TERTIARY SECTORS

49. Throughout the period 1953-1968 the over-all structure of the develop-
ing countries was steadily modified, with a reduction in the relative size of
the primary sector and an increase in that of other sectors, in particular of
the manufacturing sector, In 1966-1968, on the average, the share of manu-
facturing in GDP increased to 17.4 per cent; this share was only 14.2 per cent
in 1953-1955. In the mame period the share of the primary sector decreased
from 42,1 per cent to 36,1 per cent. On the other hand, in the developed
market economies comparatively little change occurred in the share of manu-
facturing in GDP, which was already high. This meant that the &ap between the
developed market ecomomies and the developing countries remained wide, More-
overy, little progress was made towards narrowing this gap in the second half
of the period¥ gince marufacturing output in both economic groupings expanded
at about ihe sam: rate, The tertiary sector (services) was somewhat smaller
in the developing countries than it was in the developed market cconomies, but
over the period it showed a more rapid rate of increase. The gap between the
relative importance of the tertiary sector in the two economic groupings,
thercfore, narrowed over the period.s This does not necessarily indicate pro-
gress by the developing countries, however, since they have a tendency to alle-
viate the unemployment problem by expanding this sector, which requires little
" or no industrial expertise, At the same time the resulting preponderance of
service occupations compared with the productior of goods is inflationary,
These conditions applied particularly to the Asian and African regions,

50, At the lavel of the developing regions, the primary sector was much
smallor, and the manufacturing seotor much larger, in Latin America than in
Asia, There was, however, a greater change in the structure of GDP in Asia,

Y/ 1959-1961 to 1966-1968,
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especially in the 19608 when the output of both manufactures and services
expanded rapidly. In Latin America, the share of services in GDP was station-
ary; the rate of growth of manufacturing slackened, and its share was theroa-
fore reduced towards the end of the 19608 compared with the carly vcars of that
decade,

5le Among the developing countries,those with a higher growth rate of
manufacturing output tended at the same time to have a higher growth rate of
GDP, It was also observed that the rate of growth of manufacturing compared
with that of GDP (growth clasticity) was much higher in the countries with a
higher growth rate of GDP, This occurred partly because the manufacturing
sector contributed more to the increase in GDP than other sectors, and partly
because increasing income resulted in a more than proportional increase in the

demand for manufactures,

52 Since the main purpose of development is to raisc per capita income
levels, an important feature of structural change is the extent to which the
various sectors generate increases in productivity. In 20 developing countries
for which data were available, there was an average rate of increase in labour
productivity in industry of 3.5 rer cent per annum, which was much higher than
that in agriculture, which was 1.5 per cent annually. It would aiso appcar
that the incremental capital output ratio in manufacturing was s!ightly bhelow
that for the economy as a whole in the developing countries for which data
were available, It may be concludnd, therefore, that this scctor not only

uses labour more efficiently, but also capital recuourcec,

II, STRUCTURAL CHANGE WITHIN THE MANUFACTURING SECTOR

53¢ Structural change within the manufacturing sector is analysed on the
basis of three major factors which influence such a change, rnamely, the rela-
tive share of output, the structure of employment, and the relative productivity
of labour, The analysis is carried out for the three economic groupings, by

main branches of the manufacturing sector.

54, The data show that with regard to the per-employee level of output
in the manufacturing sector as a whole, the gap between the developed market

and the centrally planned economies, which was clearly evident in the middle

of the 19508, had nearly disappeared by 1970, owing to the rcmarkable progress
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made in productivity by the centrally planned economies, However, a noticeable
difference was evident in the relative shares of the various sectors in both
output and employment, reflecting differences in consumption and investment
pattems with regard to demand, and in comparative advantage with rogard to
supply,

55« While the developing countries over the period 1955-1970 attained a
higher growth in manufacturing output than the developed market economies, a
considerable diffcrence existed in the per-employee level of output as well as
in the output and employment structure. In 1969, the level of output per
employee in the developing countries was only $900, which was less than one
sixth of that in the two other economic groupings, PFurther, the share of light
industry was still 54 per cent of total output and 71 per cent of total emp loy-
ment in the manufacturing sector of the developing countries. Yoreover, the
8 in per-employee output had been increasing, since the increase in the rate
of labour productivity was lower in the developing countries, owing to the
dominance of labour-intensive methods and inefficiency in production. It
should be noted, however, that a lower inorease in productivity relative to
output was accompanied by an increase in employment, of as much as 3.9 per cent
annually during the period 1955-1969, which must have helped somewhat to miti-
gate the unemployment problem.

56. Within the developing countiries wide differences existed among the
developing regions in productivity levels and industrial ptructures., In 1969,
the level of manufacturing output per employee in Asia was still $500, which
was one fourth of that in Latin America, In 1970, the share of light industry
in manufacturing output in Asia was 60.6 per cent, and its share of employment
was 72,3 per cent. In latin Amerioa, ite shares of output and employment were
47.6 per cent and 64.5 per cent respectively, Although Asia attained a
slightly higher growth in mamufacturing output than Latin America over the
period 1955-1970, the gap in labour productivity between the tw regions was
not reduced,

57« The structure of relative pmductivityw , and to some extent com-
Paretive advantage, is by no means static, but is subjeot to dynamic ohange
in the process of industrialisation, A significant alteration in the struocture

10/ e relative productivity of labour is defined here as the percentage

ratio of value added per employee in the industry concemed to the average
value added per employee in the manufacturing seotor as a whole,
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of relative productivity occurred, especially in the centrally plamned economies
and in the developing countries. A usual pattern of change involves the ten-
dency of relative productivity to decrease in light industry and to increase in
heavy industry, This pattern implies that light industry loses its comparative
advantage and heavy industry gains comparative advantage as industrialization
proceeds, In the developing countries, however, the dual character of the
economy affects the structure of relative productivity to a large extent and
tends to obscure this temdency. In industries where production is largely
carried out in small-scale cottage factories with inferior equipment, labour
tends to have a lower relative productivity, even if the industries have a

latent comparative advantage from the standpoint of resource endowment.

ITI. STRUCTURAL CHANGE AT THE BRANCH LEVEL OF THE MANUFACTURING
SECTOR, AND GROWTH AND SIZE ELASTICITIES

58, The major groups of manufacturing industry contain several hetero=-
geneous branches within each group, and these follow different paths cf deve-
lopment which also vary from country to country, This fact necessitates some
analysis of the causes that could create differences in sectorai growth and in
the industrial structure among countries, The two major factors, namely the
level of per capita income and the size of population, are examined through an
analysis of growth and size elasticities,

59. 1In the case of heavy industry, almost all branches within each major
industry group tended to show a nearly uniform growth rate. One probable rea-
son for this is that each branch ie more or less related to the other branches
through interindustiry comnexions., By contrast, in the case of light industry,
where inpui-output relationships within the manufacturing sector are usually
less strong; growth trends vary widely from branch to branch and the result is
a non-uniform growth among branches. In general, beverages, wearing apparel,
furniture and fixtures, and rubber products have recorded relatively high
growth rates, while food products, textiles, leather products and wood products,
by comparison, have lagged behind,

60. An important observation was derived from country data concerning the
effect of the size of an economy on the industrial structure over time, The

differencee in industrial structure among countries may be attributed not only
to differences in the per cgpits income level but also to differences in the




8ize of the economy, Size has been found to have more influence on the indus-
trial structure of an economy. In countries that have a relatively large popu-
lation or gross domestic product, the share of heavy industry is comparatively
larges One probable reason i8 that a sizable part of the establishments belong-
ing to heavy industry usually require a large market, owing to economies of
scale, and it is much easier for a larger country to establish “his market
domestically through policies of import substitution., The same argument applies
at the branch level of manufacturing. One of the most interesting examples is
the relative position of the textile and wearing apparel branches: the former
tends to have a greater share in large countries, and the latter a greater share
in smaller countries. This could reflect the fact that spinning and Wweaving
processes, which are major production activities in the textile branch, are more
subject to the requirements of mass production than the methods usually employed

in the wearing aprarel branch, which are more labour-intensive.

61, An analysis of growth and size elasticities rounds out the above in-
vestigations, 1In this analysis, the growth rate of value added in each industry
and branch are related statistically to the growth rate of Rer capita income and
that of population, The relationship here between value added and Rer capita
income is defined as growth elasticity, and that between value added and size
of population as size elasticity; an increase in Rer capita income is regarded
as economic growth, and population is used as a surrogate for the size of an
economy., Industrial branches with a high growth elasticity expand rapidly
according to increases in the level of Rer capita income, whersas those with a
high sige elasticity have a greater share in the manufacturing sector in larger
countries. According to the analysis, the textile, paper and paper products,
chemical produots, iron and steel basic products, and electrical machinery
branches have a high size elasticity (more than 1,35) in the developing ooun-
tries. Branches of industry such as Paper and paper produots, plastic products,
iron and steel basic Products, and electrical machinery have a high growth elas-
ticity (more than 2,00) in developing countries.

IV. ANALYSIS OP SELECTED MAJOR COMMODITIRS
62. Analyses at the industry and brench levels are oertainly useful in

obtaining an over-all view of the nature of and changes in industrial structure.
However, the fact that almost all industrial development planning is related at

R R Ai sty
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the micro-level to individual products necessitates an analysis at the com=-
modity level. Selected manufactured goods were studied from various view-
points: the growth rate of production and the change in the share of the
developing countries in world production over the period 1960-196G, commodity

balance and apparent consumption.

63« Commodities thatlachieved a remarkable annual increase in light
industry in the developing countries over the period under investigation
(1960-1969) were tinned or bottled fruits (10,6 per cent), tinned or bottled.
vegetables (19,7 per cent), non-cellulosic fibres (27.8 per cent) and foot=-
wear (10.4 per cent). However, the relative share of the developing countries
in world production of these items continued to remain at a very low level,

On the other hand, the developing countries had a relatively large share of
world production of raw sugar, refined sugar, cigarettes, cotton yarn, cotton
woven fabrics and woven fabrics of cellulosic fibres, but the growth rate of

production was very low.

64. In the heavy industry sector, an outstanding annual increase in
production in the developing countries was recorded by mechanical wood pulp

(13.9 per cent), hydrochloric acid (18.9 per cent), nitrogenous fertilizers

(18.9 per cent), cellulosic continuous filaments (23,7 per cent), non=cellulosic

staple and tow (26,8 per cent), artificial resins and plastic materials

(40.2 per cent), liquified petroleum gas (28 per cent), sheet glass (17.1 per
cent), hot-rolled iron strip (15.3 per cent), unwrought aluminium (29.4 per
cent), radio sets (20.4 per cent) and passenger cars (17.2 per cent), The
share of developing countries in world production was usually small, except
for petroleum products, Items with relatively large shares were oellulosic
continuous filaments, soap, sheet glass, cement, refined copper, unwrought
lead and lead alloys, unwrought tin and tin alloys, radio sets and bicycles,

65 A study of the commodity balance, namely, the balance between total
supply of and total Jamand for an individual commodity, yields important
information in formulating detailed industrial projects, Total supply is made
up of domestic production and imports, whereas exports plus apparent consump-
tion represent total demand., It is difficult to derive a universal conclusion
on the commodity balance, since it is largely affected by such factors as the
size of a country, its endowment of natural resources and its intemational
trade policies, However, three obscrvations may be made, Pirst, in the case

I i
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of resource-based products such as whceat flour, raw sugar, cotton yarn and
petroleum products, there is a tendency for countries to be divided betw on
exporters and importers, S3econdly, in the case of bulky products such aa
cement, for which the material inputs are found almost everywhere, or commodie
ties produced by simple technology such as 80ap, there is a tendency towamds
seif-sufficiency, Thindly, a heavy dependency on imports ia observed in the
case of commodities whose production requires a relatively sophisticated
technology. Rxamples are refined sugar, artificial resine and steel plates,

66, An analysis of per capits apparent consumption provides very useful
information since it may provide an estimation of the size of the domestic
market for specific commodities, The regression analysis between Rer capita
apparent consumption and RSL capita income points to four categorics of
industrial products, The first category comprises commodities that show a
very low value of income elasticity at any level of RSL capity income, In
this case, the level of RSI c3pita apparent conewmption remaine ailmost une
changed, despite an increasing level of RSr capity income, 3Soap is a typical
example of this category, The second category consists of commodities having
a relatively high value of income elasticity at any level of REL capita income,
Artificial resins and washing powder and detergents are two examp !l es, However,
a majority of industrial products have a changing income elasticity, Tese
comprise the third and fourth categories. The third includes products with a
decreasing income elasticity; nearly all commodities in light industry as well
as some in heavy industiry belong to this category., Examples are wheat flour, rew
sugar, refined sugar and cotton yarn in light industry, and yam of cynthetic
fibres, nitrogenous fertilizsers and cement in heavy industry, The fourth
category includes products showing an increasing income elasticityj commodities
that are leading products or that are material inputs for producing leading
products have this tendency, Newsprint paper and motor spirit are two examples,
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Foreword

This is the fifth in a series of industrial development surveys, prepared in
response to Economic and Social Councl resoution 1030 (XXXV1)) in which the
Secretary-General was requested to arrange for the preparation of periodic industrial
development surveys, and in response to General Assembly resolution 2152 XX1
and resolution (1) of the Industrial Development Board.

This survey differs from earlior surveys in that it consists of two parts. Part one )
reviews, as earlier surveys, the course of industrial development and related changes/
in manufacturing output, trade, employment and investment. Part two deals, a3 a.{
special feature, with structural change in the process of industrial development.

Through its review of industrial development, ss shown by the latest figures
available from United Nations and other official sources, and its consideration of
problems affecting future development, the survey represents the contribution of
UNIDO to the biennial review and appraiml of progress required in accordance with
peragraph 83 of General Assembly resolution 2626 (XXV).

Chapter | analyses in section A the growth of industrial output by economic
groupings and branches of industry and deals specifically with the concentration of
output in a relatively small number of countries. It also contains a review of recent
trends in manufacturing output. Section B highlights important issues currently
affecting industrial development in the developing countries, such as the
enviionment, inflation and technology. Section C presents  the case for
industriglization, with emphasis on its role in development.

Chapter Il reviews international trade in manufactured goods, providing an
analysis of individual trade flows between economic groupings and regions. More
detsiled attention is given the specific manufactured products that are significant
among the imports and exports of developing countries. Trends in the pettern of
trade diversification and concentration are discussed, and the topic of trade berriess
is alwo considered.

Chapter 11l is concerned with employment in menufacturing, and provides
recent data on the growth in manufacturing employment according to economic and
regional groupings and manufacturing sectors. In addition, some of the current views
on employment generation and industrial development are examined.

Chapter IV, on investment, gives recent dats for individusl developing cuuntries
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countries.

Chapter II wm:amdumdmwmmwithh the
manufscturing sector in the dewsloping countries, the developed market and the
centrally planned economies. The analysis is carried out at the ISIC two-digit level,
and it sheds light on changes in the shares of output of the major industry groups in
total manufacturing output over 15 years, for the three economic groupings.
Increasss in output, employment and labour productivity are also examined, and an
interregional comparison is made of the absolute and relative productivity of labour.
Lastly, the structures of production and employment are investigated in the two
developing regions, Latin America and Asia.

Chapter [Il contains a more detailed analysis of structural change within the
manufacturing ssctor, carried out at the industrial branch, or ISIC three-digit, leve).
Growth and size elesticities are also discuseed at that level of disaggregation.

Chapter IV reviews the growth trends of sslected major commodities within the
Nght and hoavy manufacturing sectors over the First United Nations
Decade in the developing countries, MWWMMumﬂyM
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. THE GROWTH OF MANUFACTURING
AND RELATED ISSUES

Whils the rate of indusirisl growth of the developing countrios in the 1930s wee

o the avngs quite impeenive, their growth rate ovlf the Firt United Notions
Deoceds foll far betow that of the 19508 and below the target ot far the
nmhzmmmmmwummu




4 INDUSTRIAL DEVELOPMENT SURVEY

Reference hm been made 10 the effect of populstion growth within the vagiow
nm proupings on sich aversge growth rates. Another factor of exceptionsl
, which has npot yothnnm onough attention either im the
internationsl Development Strategy' or n the ploaning of assistence 10 the
developing couwntries, is the lop-sided world distribution of menulacturing cwtput,
which has led 10 extreme concentration of thet owtput not only within one ecomomic
gouping but also within the developing werld. This factor renders the analysis of
wch aggregate fates of gowth, and aggregate tarpet growth rates such as thos
swocified in the Internationsl Developmeont Sirategy, 10 some cxtont mesningle.
Toble | pives the distribution of manufacturing im the world ffom 1935 to 1970,
indic sting clearly that the developed marhet economiss indoed have hed the dion’s
shere, athough over thes |S years it dochined significantly in favour of the comtrally
planned economies. Together, the two economic goupings produced more then
9) per cemt Of world menwlacturing output in 1970. The share of the developing
countries in 1970 was only 6.73 per cont, and the incresse in thot share over the lest
15 years wus insignificant. Thus, it is evident that the growth of menufacturing im the
developing countries could not be planned wparately from that of the developed
countriss, In such a situstion, the internetional climete might embody eloments
wnlavoursble 10 the dewiopment of manviacturing in the doveloping countries,
shhough other chemonts, which vill be discwssed loter, mey prowe potentislly
lovoursbls.

The figures giving the share of manuiscturing output by comumodity growp
indicate that concentration aleo exists ot this lovel. The negative and positive
implications of this concentration deserve further study.

While it is possible 10 discun theeretically such questions 3 an internationsl
division of lebour, incresting the bergaining power of the drwiloping countrin,
intornationsl co-operation, and ilchnologcal development, the onisting werld
dintribution of manwfacturing euipul rens counter to the reslisstion of theery, even
in the care of menulactwed commoditins of which the developing countrinn produse
s swbstantiol share. Tabls | shows that the shere of the developing countries in tetal
world output in 19355 1960, 196) and 1970 wes ugnificont for enly very fow
commedity growps. Plenning for the future development of sch commadity goroups
md more 0 for other commodity groups will be srongly nfluenced by actiom
tahen by the developed countrios, both the contrally planned and the develuped
market economiss. The developing countries will have bargaining power vie-d-vie the
developrd countrios anldy callectively.

The concontration of manulsturing output is cherss toristic of its distribution
pot only ot she world bvel, but she a2t the regione level and st the rvel of the
develuping counttion a8 = scunomic grouping. Table 2 ilhuetrstes this phonsmensa.
Latin America produces the majer shase of the eutput of developing soumteins,
followed by Asia. In 1970, the shere of Latin Americs in the menufacturing eutput
of the develuping countrin wes 317 pov cont, and thet of Ass wes 40.2 per eont,
lsaving Altica with the mongse these of 7.1 por comt. Thia pattern porsisted
throughout the First Dewiopment Decade, u showa in tobls ). The over<ll regionsl
pictuse, which shows intensive concentration of menufactwing output i Latin
Amorics and Asis, concesh » lop-rided concentestion that was rven goester over ths
docade within the regions thomuives. Tobls 2 shows thet, in 1970, sin Iseding

'Genoral Assembly ressistion 2626 (XXV )
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8 INDUSTRIAL DEVELOPMENT SURVEY

TABLE2. SHARE OF MANUFACTURING OUTPUT, BY DEVELOPING REGION AND
18 SELECTED DEVELOPING COUNTRIES, 1960, 1963 AND 1970

(Percentage)

1960 (960 1970

Derveloping World  Developing World — Developing Workd
Region and country or area countries  total countrics  total countries  total

Developing countries, total 100.0 6.7 100.0 6.0 100.0 6.7

Latin America §39 36 5§21 34 5§27 35
Asia 390 2.6 399 2.6 40.2 2.7
Aftica 7.1 05s 5.0 0.5 7.1 0.5

Leading six countries, total 59.3 4.1 59.3 38 56.5 39

India 15.7 1.1 17.8 1.2 14.7 1.0
Brazil 14.0 1.0 14.1 09 14.3 1.0
Argentina 129 09 11.1 0.7 11.6 08
Mexico 88 0.6 9.0 0.6 104 0.7
Indonesia 44 03 3.7 0.2 28 0.2
Chile 3s 0.2 36 0.2 27 0.2
Second six countries, total 15.2 1.1 16.0 1.1 15.7 1.1
Iran 28 0.2 2.1 0.1 2.4 0.2
Colombia 8 .02 29 0.2 28 0.2
Venezuela 28 0.2 3.1 0.2 3.2 0.2
Pakistan 26 0.2 29 0.2 29 0.2
Philippines 24 0.2 24 0.2 20 0.1
Egypt 18 0l 26 02 24 02
Third six countries, total 6.9 0.6 7.2 0.6 8.4 0.7
Puerto Rico 1.5 0.1 1.6 0.1 1.0 0.1
Peru 14 0.1 1.5 0.1 1.5 0.1
Republic of Korea 14 0.1 1.5 0.1 34 02
Thailand 09 0.1 09 0.1 09 0.1
Morocco 09 0.1 09 0.1 09 0.1
Burma 08 0. 0.8 0.1 0.7 0.1
Total of 18 countries 814 S8 825 5.5 80.6 s.7

Sw_rces.' Based on The Growth of World Industry, 1969 Edition, vol. | (United Nations
%t;zlwauon. Sales Nu. 71.XVIL6); and other data supplied by the United Nations Statistical
ce,
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developing countries produced 56.5 per cent of all manufacturing output in the
developing countries. Another six leading developing countries produced 15.7 per
cent, If a third group of six countries is added, it is found that these 18 countries in
1970 produced 80.6 per cent of manufacturing output in the developing world.

The extent of concentration within the developing regions is evident from
tables 3, 4 and 5, which show the distribution share of manufacturing output of the
major countries in Latin America, Asia and Africa. In 1970, Argentina and Brazil
together produced 49 per cent of total manufacturing output in Latin America, a
percentage that remained constant over the First Development Decade. In Asia,
India’s share of total manufacturing output fluctuated betweea 36.7 per cent and
446 per cent. India and Indonesia together produced over 50 per cent of
manufacturing output in that region during the First Development Decade. In Africa,
the picture was the same. In 1970, Egypt produced 33.3 per cent of manufacturing
output, and Egypt, Morocco and Nigeria together produced about 57 per cent of
total manufacturing output in the region.

The implications of such concentration are clear. If the figures are read
concurrently with the figures indicating the share of manufactunng output in GDP
(see table 6), for most of these countries, it is evident that the averages obscure great
variations in the level of industrial development, exemplified by the concentration of
manufacturing output. Hence, it is apparent that growth targets for manufacturing
output embodied in the International Development Strategy could not be applicable
to all. Frequently, when the performance of the developing countries, as expressed in
regional average growth rates, was good or bad, it was largely owing to the
performance of a few larger countries within the particular region. 1t may thus be
concluded that monitoring industrial development in the Second Development

TABLE 3. SHARE OF SELECTED COUNTRIES IN THE MANUIACTURING OUTPUT OF

publication, Sales No. 71.XVIL6).

LATIN AMERICA
{Percentage)
Region and .

country or area 1960 1963 1970
Latin America 100.0 100.0 100.0
Argentina 239 214 220
Brazil 26.1 270 270
Chile 6.4 6.9 5.1
Colombia 52 55 53
Mexico 16.3 173 19.7
Peru 2.7 3.0 29
Puerto Rico 28 30 1.9
Venezuels 5.1 59 6.0
Total 88.5 90.0 89.9
Source: Based on The Growth of World Industry, 1969 Edition, vol. 1 (United Nations
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TABLE 4. SHARE OF SELECTED COUNTRIES IN THE MANUFACTURING OUTPUT OF

ASIA
(Percentage)
Region and
country 1960 1962 1970
Asia 100.0 100.0 100.0
Burma 2.1 1.9 1.6
India 40.4 446 36.7
Indonesia 11.3 9.3 7.0
Iran 7.3 53 6.0
Pakistan 6.8 14 7.4
Philippines 6.1 6.0 5.0
Republic of Korea s 37 8.6
Thailand 2.2 23 2.3
Total 79.7 80.5 74.6

Source: Based on The Growth of World Industry, 1969 Edition, vol. | (United Nations
publication, Sales No. 71.XVIL6).

TABLE S.  SHARE OF SELECTED COUNTRIES IN THE MANUFACTURING OUTPUT OF

AFRICA
(Percentage)
Region and
country 1960 1963 1970
Africa 100.0 100,0 100.0
Algeria 9.7 56 5.8
Egypt 285 326 333
Morocco 12.2 110 124
Nigeria 8.4 8.5 11.2
Southern Rhodesia 6.5 54 6.3
Tunisia 4.7 43 4.6
Zaire 8.6 ‘ 6.8 73
Total 75.6 74.2 80.9

Source. Based on The Growth of World Industry, 1969 Edition, vol. | (United Nations
publication, Sales No. 71.XVIL6).




R s

THE GROWTH OF MANU! ACTURING I

TABLE 6. MANUFACTURING OUTPUT AS A PERCENTAGE OF GDP IN SELECTED
DEVELOPING COUNTRIES

Region and

country or area 1960 1963 1969
Africa
Morocco 13 14 14
Nigeria 5 5 64
Southern Rhodesia 14 15 18
Tunisia 12 11 13
Zaire . e 16®
Asia
Burma 13 10 9c
India 13 14 144
Indonesia 8 7 9b
fran 25 28 32
Pakistan 9 10 10¢
Philippines 16 16 14
Republic of Korea 14 15 21
Thailand 13 14 14
Latin America
Argentina 29 28 28
Brazil 18 20 198
Chile 23 25 01
Colombia 18 2 1N
Mexico 26 27 RIS
Peru 17 17 200
Puerto Rico 23 24 24
Venezuela 12 12 13

Source: Based on Yeerbook of Nationsl Accounts Statigtics, 1969, vol. Il (United Nations
publication, Sales No. 71.XVIL3) and Yesrbook of National Accounts Statistics, 1970, vol. 11
(United Nations publication, Sales No. 72.XVI}I.3).

“1966.
b19es.
1967,
d19¢s,
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Decade may only be meaningful at the country level, especially if it is to lead to
pin-pointing problem areas and thus form the basis of policy decisions. Global
monitoring is no doubt useful, however, to guide countries in formulating industrial
policies.

The high concentration of manufacturing output in the developing world is
especially significant in relation to regional co-operation. There may doubtless be
strong arguments for complementarity among countries at different levels of
industrial development within each region. Similarly, it might be argued that some of
the more industrially advanced developing countries, such as those mentioned above,
could assist other developing countries in their region, thus reducing the latter’s
reliance on aid from the developed countries. Although the political ramifications of
such unequal partnerships should not be overlooked, the greater benefits embodied
in regional co-operation should outweigh such negative aspects.

The concentration of manufacturing output and the disparities apparent within
regions and the developing countries as a whole are very pronounced at the world
level. For the sake of argument, it is useful to refer to an obvious relationship that

appears in tables 3, 4 and 5. While India’s share of manufacturing output in Asia was
36.7 per cent in 1970, and its share of manufacturing output of the developing
countries in that year was 14.7 per cent, its share of total world manufacturing
output was only 1 per cent. The only country that compared with India in that year
was Brazil, while the share of 16 out of the other 18 leading developing countries listed
in table 2 of total world manufacturing output was below 1 per cent, and for many
of them it did not exceed 0.1 per cent. These figures plainly show that while some of
the countries may exert considerable influence within their regions, they are by no
means influential in the world. Individually, such countries have no bargaining power
and their development in manufacturing will most likely depend on international
factors over which they have neither control nor any significant say. Furthermore,
these countries, although they lead in manufacturing output in their regions, do not
have a favourable position vis-d-vis the developed countries. This is illustrated by
table 7, which gives manufacturing output as a percentage of GDP, and tables 8 and
9, which show the enormous difference between the per capita manufacturing output
of the developed countries and that of the developing countries.

The situation described above becomes more critical when high concentration in
manufacturing output is coupled with the rigid pattern of world trade in
manufacturing. From 1963 to 1970 the share of the developed market economies in
world exports of manufactures ranged from 81.4 per cent in 1963 to 83.8 per cent in
1970. Although the share of the developing countries over this period slightly
increased, from 5.8 per cent in 1963 to 6.3 per cent in 1970, and that of the
centrally planned economies decreased, from '3 per cent in 1963 to 9.9 per cent in
1970, manufacturing trade was highly concentrated within the developed market
economies. If a breakdown of manufactured exports by commodity groups, region
and oconomic grouping is examined (see chapter 11, table 16), the same pattern
emerges; the developed market economies not only had the largest share of trade in
each commodity group, but consistently increased that share in the years between
1963 and 1970. Further breakdowns are included in chapter 11.

The rigid pattern of foreign trade in manufacturing is clearly illustrated in
table 18, The figures indicate that the major share of trade in manufacturing of both
the developed market economies and the centrally planned economies from 1963 to
1970 was intra-group. However, the export figures of the developing countries
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TABLE7. MANUFACTURING OUTPUT AS A PFRCENTAGE OF GDP IN SELECTED

DEVELOPED COUNTRIES

Region and

country 1960 1963

United States of America 28 28

Europe
Austria% 38 36
Belgium 3o 3l
Denmark 29 ReY
Finland 24 23
France 37 36
Germany, Fed. Rep. of 42 41
Greece 15 14
ireland 26 28
ltaly 3 30
Luxembourg 42 36
Netherlands R 3 3
Notway 25 25
Portugal 8 28
Spain R 25
Sweden 9 28
United Kingdom of

Great Britain and
Northern Ireland 32 30

Yugoslavia¢ 49 45

Centrally planned economies
Bulgaria® 46 45
Czechoslovakia® 63 67
German Democratic Republic 58 62
Hungary® 59 63
Poland® 47 50
Romania® 44 47
USSR¢ 52 54

1909

28

3
27
25
35
4
14

31
3¢
314
hAd
32

8

29

37

50
60¢
63
44
S0¢
57
54

Source: Based on Yearbook of National Accounts Statistics, 1969, vol, Il (United Nations
publication, Sales No. 71.XVIL3), and Yearbook of National A ‘counts Statistics, 1970, vols, 1

and |1 (United Nations publication, Sales No. 72.XVIL3).
?Including mining and quarrying.
b Including mining and quarrying, clectricity, gas, waler and construction,

1968,
d1966.

€Including mining and quarrying, clectricity, gas and water.
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TABLE 8. PER CAPITA MANUFACTURING OUTPUT IN SELECTED DEVELOPING

COUNTRIES
(Dollars)
Region and
country or area 1960 1963 1970
Africa
Algeria 17 13 15
Egypt 19 30 kY
Morocco 20 22 29
Nigeria k) 4 6
Southern Rhodesia 33 33 44
Tunisia 23 26 33
Zaire 12 11 12
Asia
Burma 10 10 12
India 10 12 14
Indonesia 13 12 12
lran 35 29 44
Pakistan 8 9 13
Phalippines 23 25 28
Republic of Korea 15 17 56
Thailand 9 10 14
Latin America
Argentina 166 169 2517
Brazil 54 58 79
Chile [P4] 136 143
Colombia 49 53 68
Mexico 66 72 109
Peru 38 44 57
Puerto Rico 173 203 186
Venezucla 10 118 158

Sources: Based on The Growth of World Industry, 1969 Edition, vol. | (United Nations
publication, Sales No. 71.XVIL6); and Monthly Bulletin of Statistics, various issues (United
Nations publication),

i
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TABLE9. PER CAPITA MANUFACTURING OUTPUT IN SELECTED DEVELOPED
COUNTRIES

{Doliars)

Region and
country

United States of America

Europe

Austria

Belgium

Denmark

Finland

France

Germany, Fed. Rep. of

Greece

Ireland

ltaly

Luxembourg

Netherlands

Norway

Portugal

Spain

Sweden

Switzerland

United Kingdom of Great Britain
and Northern Ireland

Yugoslavia

Centrally planned economies

Bulgaria

Czechosiovakia

German Democratic Republic
Hungary

Poland

Romania

USSR

Sources: Based on The Growth of World Industry, 1969 Edition, vol. | (United Nations
publication, Sales No. 71.XVIL.6); and Monthly Bulletin of Statistics, various issues (United
Nations publication),
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demonstrate a tendency to increase the dependence of these countries on the
developed market economies. In 1970, 70.7 per cent of manufactured exports of the
developing countries went to the developed market economies, as compared with
60 per cent in 1963, Although the developing countries’ share of exports of
manufactures to the centrally planned economies was not significant, the rate of
increase between 1963 and 1970, largely owing to African trade, was significant. At
the same time. trade in manufactures among developing countries witnessed a decline
hetween 1963 and 1970, possibly indicating a parallel pattern of development rather
than a complementary one, which in itself could point to the absence of regional
co-operation. Only Latin America showed a significant increase in intra-Latin
American trade in manufactures, possibly reflecting the success of the various
regional co-operation schemes in that region.

Table 24, which shows the industrial and geographical origin of imports of
manufactures of the developing countries, illustrates the heavy dependency of these
countries on the developed market economies, which supplied them with about
85 per cent of their manufactured imports between 1963 and 1970. The reliance of
the developing countries on the developed market economies is even greater for the
importation of machinery and transport equipment, which could be considered as a
proxy variable for investment in manufacturing. The developing countries imported
almost 90 per cent of their machinery and transport equipment from the developed
market economies between 1963 and 1970.

TABLE 10. MANUFACTURED EXPORTS O1' SELECTED DEVELOPING COUNTRILS, 1969

(Countries arranged in descending order according to share of manufactured exports)

Manufactured Total manufactured
exports exports of developing  World manufactured
Country or area (thousand dollars) countries exports

—————— Percentage share

Hong Kong 1,662,214 15.0 0.94
India 1,018,577 9.2 0.58
Chile 858,026 1.7 0.49
Republic of Korea 473,561 43 0.27
Mexico 429,365 39 0.24
Malaysia, West 405,511 37 0.23
Pakistan 381,927 34 0.22
Singapore 365,065 33 0.21
Brazil 226,553 20 0.13
Argentina 221,433 20 0.13
Egypt 203,521 1.8 0.11
Indonesia 172,600 1.6 0.10
Thailand 107,639 1.0 0.06

Total 6,525,992 58.9 N

Sources: Based on Commodity Trade Statistics, vol. XIX (ST/STAT/SER.D). Yesrbook of
International Trade Statistics, 1969 (United Nations publication, Sales No. 71.XVILS); and
Monthly Bulletin of Statistics (July 1972) (United Nations publication).

g

SN

PSSt
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While the pattern of trade indicates the heavy reliance of the developing
countries on the developed market economies, a concentration similar to that of
manufacturing output within the developing countries also appears in the pattern of
trade among these countries. Table 10, which analyses the exports of 13 developing
countries in 1969, shows that these totalled $6.5 billion, or aimost 59 per cent of the
total manufactures exported by the developing countries in that year. Relative to the
world totals, however, this trade flow amounted to only 3.71 per cent. The share of
each country in total world manufactured exports was less than 1 per cent, and for
some the share was well below that figure. The implication is that, individually, none
of these countries exerted any weight in the world trade of manufactures.

Aside from the internal problems facing the developing countriesin their efforts
to industrialize, then, the concentration of manufacturing output and the rigid
pattern of foreign trade are two of the most important international factors that
affect and are likely to continue to affect industrial development in the developing
countries. A number of other factors will be discussed later.

Recent trends in manufacturing out put

An examination of the data over the period 19551972 (see table 11) reveals a
definite long-term trend towards a slowdown in the manufacturing output of the
developing countries, a trend towards increasing growth in the developed market
economies, and a consistently high growth rate in the centrally planned economes.
More recently, however, anrual growth rates in the developing countries as s whole,
although still short of the target rates for the Second Development Decade, have
been at higher levels than those achieved during the early 1960s. Extremely low rates
of growth of manufacturing output, such as 4 per cent, S per cent and 4 per cent,
were recorded for the developing countries in 1962, 1963 and 1967 respectively.
After 1967, however, production recovered and rates of growth of 7 per cent were
recorded in 1968, 8.6 per cent in 1969, 6.7 per cent in 1970 and 7.5 per cent in
1971. The rates for the two later years compare very favourably with that of the
developed market economies, which in both years was only 1.3 per cent, although
this rate recovered to 5.2 per cent in the first half of 1972, It is too early to say
whether this more recent trend in the growth of manufacturing output of the
developing countries will continue; if it does, growth rates may reach the 8 per cent
target set for the first half of the Second Development Decade. This is most likely to
occur in the Latin American region where production since 1967 has been increasing
consistently at annual rates of about 8 per cent, which are well above those reached
in the 1960s.

By contrast, rates of increase in Asia have fluctuated rather widely below the
8 per cent level. Data on manufacturing output in Africa are scarce. The most recent
figures are for 1965—1969, which indicate a rate of growth of only 5.2 per cemt, or a
rate well below the rate of 9.1 per cent reached in the 19551960 period. As the
African region contributes only about 7 per cent to the total manufacturing output
of the developing countries, however, its reiatively slow growth has little effect on
the general trend.
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TABLE LL, GROWTH Of MANUFACTURING OUTPUT, BY REGION AND ECONOMIC
GROUPING, 1960 1972

{Average ennug! rate based on uatput imdex numbers)

Workd,
Developing countries except
_— Developed  centrally Cenrrally
latin market planned planned

Yewr Total Africa Asia America economies economies economies Workd
1967 40 ... 48 32 24 26 10.2 48
1968 70 39 62 86 78 78 9.3 7.6
1969 86 ... 80 86 8.0 8.0 7.2 7.7
1970 67 ... S4 19 1.3 20 8.5 39
19714 75 ... 11 80 1.3 20 90 44
19725 66 .. 41 ... 5.2 46 8.7 5.5
1955 1960 7.2 91 719 6.2 40 4.3 10.7 6.0
1960 1965 68 66 719 $9 6.2 6.4 8.4 6.9
1965 1970 6.1 5.2 S4 69 56 5.6 8.8 6.5
1960 1970 65 S6¢ 66 64 59 6.0 8.6 6.7

The provisional growth figure of 1.2 per cent for 1971 given in the Sarvey, vol. IV, table 1,
shouwld be revised according to the later information contained in this table. Other changss from
the figures given in that table result from revisions of besic data by the United Nations Sististical
Office, as published in the Monzhly Bulletin of Siatistics. Present figures are bused on the May
1972 issue of the Bulletin, except the provisional figurs for production in 1972, which is besed
on the November 1972 issue.

Fstimated by comparing output in the first quarters of 1971 uad 1972, except for the
developed market economies where figures for six months are available.

C1965 1969,
41960 1969,

Growth of major manufacturing industries

As may be seen from table 1, light industry, which includes food, textiles, wood
products, rubber and plastic, accounts for 54 per cent of the menufacturing output
of developing countries and 31 per cent of the output of developed countries. Thess
industries ate primarily suppliers of non-durable consumer goods, on which
expenditure declines relatively with rising incomes; they therefore have a lower rate
of growth than heavy industry, as shown in table 12 for the period 19601970, This
trend continued in 1971 for most light industries, except textiles where thers was 3
strong upward trend. Until trade figures are available it will not be posaible to
attribute the rining growth rate of the textile industry entirely to the growth of
exports, but this is very probable since betwoen 15 and 20 per cent of the production
of this smctor is exportcd to developed countries, and since textile production
increascd relative to food production in the developing countries, whereas the
contrary occurred in the developed countries,
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Heavy industry supplies mainly investment and intermediate zoods and therefore
tends to decline relatively during periods of recession or slow growth, such as n
1970 -1971 when anti-inflationary measures were adopted in the developed market
economies. The centrally planned economies, which are not as sensitive to changes in
demand, are able to avoid such recessions, as are the developing countries, which in
this period showed scant evidence of a recession, except in basic metals and to a
lesser extent metal products in the Asian region. Since the non-ferrous branch ol the
basic metals’ sector is largely export-oriented, this recession may be partially
explained by a fall in demand for these products in the developed market economies.
The slackening in the rate of growth of the basic metal and metal products industries
in Asia in 1970—1971 was large enough to offset more 1apid growth in the chenncal
industry. so that total manufacturing output in this region expanded less rapidly than
it had in the 1960s. By contrast, all branches of heavy industry in Latin America
expanded more rapidly in 1970-1971 than previously, in particular, in 1971, in
basic metals and metal products. It is still probable, however, that the chemical
industry, and especially the petrochemical branch, which benefits from large markets
and high capital inputs in Latin America, will become the fastest growing branch of
industry in this tegion, as it is in the developed countries. In the remaining important
branch of heavy industry, namely non-metallic minerals, production in this period
expanded more rapidly than previously. Activity in this branch is closely linked to
activity in the construction industry, and the developing ccuntries have consistently
increased their output in this industry more rapidly than have the developed market
econonies,

Country analysis

As shown in tables 3 and 5, the major manufacturing countries in Latin America
and Africa increased their share of regional output during the First Development
Decade, which implies that their average rate of growth was higher than that for the
smaller manufacturing countries in those two regions. Asia experienced a similar
trend, if India and Indonesia are excluded (table 4). This phenomenon is shown in
table 13, which compares the growth rates of 70 developing countries in the first and
second halves of the 1960s; the figures for 1971 are included where available. The
rate of growth of the major manufacturing countries increased from 6 per cent per
annum in the first half to 8.4 per cent in the second half of the period, while that of
the smaller manufacturing countries remained at 6.4 per cent in both halves. These
averages conceal, however, great variations in the growth rates of manufacturing
output in individual countries from one year to another, and as the table shows, also
from the first to the second half. In particular, it may be seen that while in the
second half 9 of the 22 major manufacturing countries included increased their
output above the target rate of 8 per cent per annum set for the first half of the
Second Development Decade, only 3 of these also exceeded this rate in the first half
of the First Development Decade. Similarly, while 13 of the 48 minor manufacturing
countries included in the table exceeded this rate in the second half, only 3 did so in
the first half. Countries that maintained relatively stable rates of growth had rates
somewhat below the target, in most cases a rate of between 7 and 8 per cent. Five
countries, all small Latin American countries, had growth rates of manufacturing
throughout the period that were less than the growth rate of population.
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TABLE 13.

COUNTRIES, 1960 - 1971
(Average annual rate based on output index numbers?® )

GROWTH OF MANUFACTURING OUTPUT, BY SELECTED DEVELOPING

Region and country or area

Africa

Algeria

Angola

Cameroon

Congo

Ethiopia

Gabon

Ghana

lvory Coast

Kenya

Libyan Arab Republic
Madagascar

Malawi

Mauritius

Morocco
Mozambique
Nigeria

Southern Rhodesia
Senegal

Sierra Leone

Sudan

Tunisia

Uganda

United Republic of Tanzania
Zaire

Zambia

Asia

Burma
Hong Kong
India
Indonesia
Iran

Iraq
Jordan
Kuwait
Lebanon
Malaysia
Pakistan
Philippines

1960- 1965

-3.12
8.0
14.5
6.1
9.3
17.5
9.1
18
19
8.7
34
7.0
16.6
48
1.1
10.8
5.1
3.5
5.5
8.1
6.0
4.6
5.3
2.6
8.6

38
1.5
10.5
0.1
11.5¢
29
20
43
29
5.6
8.7
49

19651971

6.1°
75
-39
27.6°
6.7
6.4b
4.6
6.1
7.0
7.4b
8.9
5.8
1.0
9,6
0.5
7.5
6.5
1.8
53
7.00
7.2b
6.7
7.7
6.2
6.9

1.7
9.8
KR
6.4
8.4
5.2
8.5
16.5
1.7
7.2
9.9
7.1
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1960 1965 1965 1971

Region and country or arca
Khmer Republic 7.2 1.5
Republic of Korea 9.7 247
Republic of Viet-Nam -0.1 10.4
Saudi Arabia 6.8 89
Singapore 35 10.0
Sri Lanka 30 15.3
Syrian Arab Republic 517 11.3
Thailand 74 9.2
Latin America
Argentina 6.3 6.3
Bolivia 119 10.5
Brazil 36 10.5
Chile 9.6 1.4
Colombia 6.3 8.4
Costa Rica 15 4.2
Cuba 29 -1.4
Dominican Republic -1.9 0.7
Ecuador . 13.2 8.2
El Salvador 14.0 -0.3
Guatemala 6.3 1.2
Guyana 0.2 3o
Haiti 1.6 2.6
Honduras 1.1 98
Jamaica 34 2.3
Mexico 8.3 9.7
Nicaragua 6.8 30
Panama 10.6 1.1
Paraguay 6.9 6.5
Peru 8.6 7.5
Puerto Rico -03 2.0
Surinam 6.7 -2.0
Trinidad and Tobago 53 43
Uruguay 1.6 48
Venezuela 1.1 6.8

Sources: Based on The Growth of World Industry, various issues (United Nations
publication); and other data supplied by the United Nations Statistical Office.

aThe average annual growth rate is computed from the two indexes for manufacturing
output taken at the beginning and at the end of the period. The index used measures the growth
in production of manufacturing, based on data of physical smducdon weighted normally by
value added; it could therefore differ from index buecr directly on the growth of value added.

b1965-1970.

“Value added at constant prices.
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B. IMPORTANT ISSUES RELATING TO THE INDUSTRIAL DEVELOPMENT
OF THE DEVELOPING COUNTRIES

Although the performance of the developing countries as judged by rates of
growth of manufacturing output is encouraging, these rates still fall short of the
targe’. set for the Second Development Decade. The prospects that these trends will
continue in the Second Development Decade will depend on a variety of factors. The
higher growth rates achieved by certain sectors will sooner or later taper off. The
over-all growth of the manufacturing sector in the developing countries will therefore
depend on other manutacturing industries taking the lead. This in turn will depend
on considerations such as the development of the internal and external demand for
the output of these industries and on government policies and strategies. The future
development of manufacturing will depend to a great extent on whether the
cifficulties facing that sector in the developing countries, both domestically and
internationally, will be alleviated. Difficulties at the national level include the
shortage of skilled labour as well as managerial and entrepreneurial cadre, the
shortage of capital resources, limited markets, unfavourable balances of payments
and the lack of appropriate infrastructure. Although these problems are well known
to development economists, they deserve more attention by Governments, since the
development of industry is their responsibility.

Three important issues, which are closely associated with industrial development
in the Second Development Decade and are likely to affect it or be affected by it, are
discussed in this section, They involve the environment, inflation and technology.
Part one, chapters I, IIl and IV, of this Survey deal with other major issues, namely,
trade and trade barriers, employment, income distribution, social justice, and finance
and investment in manufacturing.

Industrialization and the environment

Present concern with the hazards to the environment associated with economic
development arises primarily from the experiences of the developed market and the
centrally planned economies. Important among these problems are:

The increase in thg number of endemic and epidemic disease carriers and pests:
The exhaustion of natural resources;

The degradation of the environment through the widespread use of chemicals
alien to natural processes.

Although in most developing countries environmental problems have not yet
become so alarming, clearly these countries want to avoid the cumulative negative
effects of development as witnessed in many industrial societies; they must take
steps to preserve their existing wealth of natural resources and use these resources
more judiciously, and they must anticipate environmental problems in their planning
and development efforts. It is expected that more and more developing countries will
incorporate environmental considerations in their programmes for industrialization.?

Yo a discussion of environmental planning in devel?in. countries and of the brosder
issues of industrialization and environment, see “Industrial development and the environment”
(tid. 72 2171), document prepared by the UNIDO secretariat and submitted to the United
Nations Conference on the Human Environment, Stockholm, 1972.
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While these problems are attendant on economic development, however, the
problem of poverty arises where there is lack of development. And poverty is the
major problem now facing the developing countries. “The preoccupation of the
developing countries is not merely with the ‘quality of life’ but with life itself, which
is often endangcred by natural disasters, malnutrition, shortage of water, lack of
sanitation, poor housing, and, generally, low standards of living.”? From the
standpoint of deveioping countries, the undesirable side effects of industrialization
cannot be completely avoided by a refusal to industrialize--which would condemn
these countrics to permanent poverty.

The implications of environmentul questions for international economic relations

The policies adopted by the developed economies to solve environmental
problems may be more significant for the developing countries during the Second
Development Decnde. The latter countries fear that such policies may adversely
affect them in the areas of international trade, technological transfer, and, perhaps,
development aid.

Their major immediate concern is the effect of such policies on their
manufactured exports. Both positive and negative effects are foreseen. The
establishment of high standards may result in tariff or non-tariff barriers placed on
products regarded as hazardous to the environment. Exports of food and beverages
to developed countries are most likely to be subjected to such controls.}?

The industrial sector of a developing country might suffer from restrictions of
this sort, since it normally performs a number of processing operations (for example,
canning, preserving and packaging) betore products are exported. Agriculture would
suffer most, however, from a reduction in these exports. Various chemicals may also
be subject to such restrictions.

Naturally, the application of standards would have to be non-discriminatory.
This would not lessen their potential impact on the exports of developing countries,
however. In order to disrupt trade as little as possible, standards should be put into
cffect only after consultation between the developed country and the developing
countries that are suppliers. Additional multilateral or bilateral aid could be provided
to assist the exporting industries in developing countries to meet the new
requirements.

Another concern is that the increased recycling of materials and products may
reduce the flow of exports from the developing countries. It is impossible at present,
however, to estimate the effect of recycling on the exports of these countrics. Within
limits, the same procedure may be employed by the developing countries. Recycling
materials might mitigate negative effects on the balance of trade,* although the
purpose of recycling is primarily to reduce harmful environmental effects.
Manufactured imports of both the developing countries and the developed economies
could be decreased slightly through recycling techniques.

Finally, developing countries fear that environmental considerations may claim a
growing proportion of funds for development aid, or distort the priorities and the
criteria for project appraisals. The developed countries’ concern for the environment,

3The import of some fruits and vegetables carrying traces of DDT is now banned in several
l-uropean countries,

4 A number of implications for domestic industry in developing countries, which are tied to
recycling techniques, are discussed in the following section on ‘‘Domestic environmental
considerations for developing countries™.




i

26 INDUSTRIAL DEVELOPMENT SURVEY

however, need not necessarily become a factor affecting trends in foreign aid. In fact,
recognition that environmental problems are a major concern throughout the world
and are becoming more serious every year should reinforce the need to obtain
sufficient aid to deal with the various needs of the poorer countries.

Though developing countries may requite additional foreign aid to deal with
their environmental needs as well as other aspects of industrialization, this does not
imply that the developed countries may insist that their own environmentat
standards be adopted by the recipients of aid. Environmental standards will naturally
vary widely among countries, depending on their stage of development, Therefore,
the formulation of criteria for project appraisal that take the environment into
account should involve extensive consultation with the developing country
concerned. The present trend for the basis of foreign aid to shift from projects to
programmes may lessen the disposition to enforce project guidelines, which are
considered too extensive from the standpoint of developing countries.

Domestic environmental considerations for developing countries

A basic observation with regard to the environnient is that below certain limits

nature can absorb without harm most of the wastes emitted by the industrial process.
As the amount of wastes released by industry is increased, natural processes become
overburdened and eventually break down. From this notion it follows that
environmental and pollution controls will differ among countries. Developing
countries may have good reasons to adopt less exacting standards than those applied
by the developed countries.

At the same time, developing countries anticipate that new technologies
designed to mitigate pollution may be much more expensive than present ones,
However, there may be no alternative but to buy these new processes, although they
may not be required by the standards of less industrialized countries.

This is a possibility, which, if it occurs, may mean that industrialization will be
an even more expensive process than it is now. At the same time, new technologies
may benefit developing countries by increasing their opportunities to save resources,
utilize waste raterial etc. Through recycling, re-use and reclamation, the “‘product”
portion of industrial inputs can be expanded, while the “waste” portion is
diminished.® In this way, some of the new technologies may be efficient enough to
justify their additional cost. At the same time, developing countries should not be
left only with the choice of buying new and expensive technologies, which satisfy the
pollution standards of developed countries but are not more efficient. Alternatives |
must be available to the developing countries, so that they may choose the
technologies that meet their needs from the standpoints of efficiency and of the
environment,

The development of new technologies is likely to have a strong impact on the
procuremnent of metallic and non-metallic substances. Advances in this field are being
prompted not by considerations of pollution but by the growing shortage of natural
resources. The current practice is to rely on deposits of an increasingly lower grade —a {
development made possible by improvements in mining and beneficiation techniques,

b o oen o

S’I‘h.c voncept of 4 material balance sheet is an cffective way of evaluating “waste 4
production™, See *‘Industrial development and the environment” (id. 72 -2171), document
rrepared‘ by the UNIDO secretariat and submitted to the United Nations Conference on the
fuman Fnvironment, Stockholm, 1972, pp. 12-13 and annex 3.
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coupled with steady price increases.® For instance, iron ore is now being mined by
pelletizing techniques and a new flotation process, both of which were unknown
until recently. Similarly, techniques are being developed to produce aluminium from
anorthosite as bauxite reserves are depleted.”

These trends could alter drastically the known distribution pattern for many
metallic and non-inetallic substances of great importance to industry. Developing
countries may soon find that deposits previously of such low grade as to be wort hless
dre now workable. At the same time, the known reserves of some natural resources
arc seriously depleted. For example, given the present rates of consumption,
according to a recent study, known reserves of zinc are adequate for only 18 more
years, copper and lead reserves will be exhausted in 21 years, and bauxite is available
for only 31 more years.® A more efficient use of natural resources and access to new
technologies are both imperative if developing countries as well as developed
countries are to continue to progress industrially.

The main opportunity for developing countries may lie in a comparative
advantage in industries whose production costs in developed countries will rise
significantly because of pollution controls, The probability that environmental
standards will differ among countries has already been suggested. The resultant
increases in cost will reflect the various standards that industries must meet.
However, it appears likely that the cost increase due to pollution control will be
greater, possibly much greater, than the actual difference between each country’s
standards.” For example, the cost of cleaning and purifying the air and water used in
soine industrial operations could be twice as great if carried to 99 per cent efficiency
rather than to 90 per cent efficiency.

Another cost consideration, which could alter the comparative advantage in
favour of developing countries, involves the age of existing industrial plants and
cquipment. The installation cost of environmental controls will normally increase
with the age of the plant. Since the developing countries are relative newcomers to
many industries, they would have the advantage of lower installation costs over
established producers in developed countries.

A few instances may be cited that illustrate the principle that the installation of
environmental controls in new industrial establishments is considerably less expensive
than in existing ones. World Bank studies in connexion with the expansion of a steel
plant in Turkey revealed that the incorporation of the necessary pollution-control
technology would amount to only 2 per cent of over-all project costs. Similarly, the
recommended ecological measures for a marine terminal associated with an iron-ore
mining project in Brazil were found to be only 3 per cent of total project costs.' ©

The fact that natural products are likely to be substituted for synthetics, because
of environmental considerations, may be of interest to developing countries. In the
past, synthetic products produced in developed countries have replaced many natural

_ ®tor cxamtple, ores containing as little as 0.4 per cent copper are now being mined in the
United States of America,

Sce “Metals: the warning signals are up”, Fortune (October 1972, p. 110.

*D. Meadows et al,, The Limits to Growth (London, Earth 1sland Ltd, 1972), pp. 56 60.

*This possibility is explored in some detail in Industrial Follution Control and International
T'rade (Geneva, GATT, July 1971),

These examples were cited by Robert McNamara, President of the World Bank Grou;), in
lllz; q}ddrcss to the United Nations Conference on the Human Environment, Stockholm, on 8 June
72,
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products, which compose a large portion of developing countries’ exports. The
balance of trade in these countries has consequently suffered, but environmental
considerations may lead to a reversal of this trend.

On the basis of observations such as those discussed above, the transfer of some
industries from developed to developing countries appears to offer an important
possibility for co-operation with developed countries, assuming that it js
accomplished with forethought and without jeopardizing the environment of the
developing countries.

To reiterate, the best manner to accommodate environmental concerns in an
international strategy would be to maximize the positive aspects (such as the transfer
of certain industries to developing countries) and to minimize the negative aspects. In
this way the concern with the protection of the environment may have u beneficial
effect on the relative situation of the developing countries.

Industrialization and inflation

Inflationary pressures were persistent during the First Development Decade,
both in the industrialized countries and in the industrializing countries striving for

inflation, experienced by many countries, has heightened the controversy on this
subject.

It may be useful to review the opinions regarding inflation and economic
development. One view is that some degree of deliberate inflation is a stimulus to
economic growth. Rising prices, it is argued, act as an incentive to the more
productive economic sectors. Furthermore, inflation may also result in a
redistribution of income in favour of the richer sections of the economy with
salutary effects on private saving and investment,

The potential drawbacks of this approach are well known: for example, the

has proved to be an economic stimulus in certain cases, instances may be cited where
it has had negative effects of the kind mentioned above.
A second line of reasoning, often referred to as “the structuralist approach”,

course of industrialization and economic development. In such a period, structural
bottle-necks occur as the result of excess demand, a shortage of industrial supplies
and raw materials and fluctuations in export proceeds, which lead to inflation. To
curb inflation would cause increased unemployment and the stagnation of economic
progress,
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The opposite view is taken by monetary thinkers, who contend that inflation
does not promote development and is frequently incompatible with it. They
emphasize the danger that mild inflation may deteriorate into “runaway inflation™
and advocate its control by a prudent combination of monetary and fiscal policies.
They also disagree with the contention that inelasticities of supply and bottle-necks
are the result of structural problems, attributing them instead to distortions in price
and/or exchange rates.

A recent view of inflation differs from earlier views in that it embodies an
attempt to identify the optimal pattern of inflation (as distinguished from an optimal
rate)."! The approach has been described as “surprise” inflation.'? A steady rate of
inflation, it is observed, will eventually be incorporated into the expectations of
investors and will lead to the misallocation of new investment. Investors will tend to
divert funds away from projects with long-run retums (for example, productive
enterprises) into inventory speculation, land, building, short-run trading operations
etc. According to advocates of an optimal pattern of inflation, however, structural
bottle-necks may occur sporadically, requiring rapid increases in the reed for capital.
During such a period prices may be permitted to increase in order to attract labour
and capital to new uses with relatively higher productivity. This would be a period of
surprise inflation and could benefit growth by attracting these additional factors of
production. It is important that the inflation be unanticipated and last for a limited
time. The concept would therefore put the emphasis on an optimal pattern of price
increases rather than on an optimal rate.

Inflationary distortions in the industrial process

The preceding arguments clearly indicate the wide diversity of opinion regarding
the relationship between industrialization, economic growth and inflation. Whether
inflation is a hindrance or a benefit to industrialization remains 2 moot question.
However, sufficient experience has now been gained to observe that inflationary
pressures are always present in developing countries that aspire to high rates of
economic growth and capital formation. The tendency seems most pronounced in
cases where the Government takes an active role - as is often necessary in promoting
industrial investment,

It is not intended here to make 2 strong case against inflation as a means of
development, but rather to indicate the areas of economic significance that are likely
to be seriously affected by the inflationary process and that may require special
attention when inflation is persistent. Such observations are pertinent whether
inflation is a conscious government policy or simply an outgrowth of the
industrialization effort,

Inflation is characterized basically by an alteration or distortion i the price of
goods, services and factors of production. Changes in these price leveks, relative to

one another, may have unexpected results which run counter to the Government’s
Frowth objectives,

49‘1‘& B. Higgins, Economic Development (New York, W, W, Norton and (ompany, 1968),
p. o

12 . .
Arthur Butler and Phillip Deils Valle, “Surprise inflation, economic rwnh and
employment”, /nternationsl Labowr Review, vol. 104 (December 1971), pp. 489 504.
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Among these prices the relative cost of labour, that is. wage rates. has been given
much attention, In the Past, a basic contention of most economists has been that
wages lag behind prices during inflation, and this results in lowering the real cost of
labour. It was believed that the process would redistribute income by enlarging the
share of profits, thereby favouring industrialists, other entrepreneurs and the
upper-income groups in general. Since these groups were thought to have g high
propensity to save, the redistribution process would benefit industrialization by
ncreasing the country’s total amount of funds available for mvestment,

Some doubts are now expressed about the accuracy and even the desirability of
this process. First. it is difficult to provide evidence that nflation has definitely
ncreased the flow of savings. Secondly, wages do not always lag behind prices. Where
strong trade unions exist, wage increases have usually kept pace with price increases.
Argentina and Brazil have becen cited as countries where wage ’ains actually exceeded
price increases, and thereby contributed to further inflation '} Thirdly, the point is
often made that a more cquitable distribution of income could have a positive effect
on industrial employment and industrial growth, Inflation, where it results in an
ncreased share of profigs, contributes to a more lop-sided income distribution

In addition 0 wages, many prices associated with infrastructure are fre uently
thought 1o lag behind general price inicreases. These inchude freight rates and other
transportation costs, water, electricity and other forms of industrial energy sources,
and communications. Often these prices are set by government agencies, which are
reluctant to match inflationary rates elsewhere in the economy. The danger is that
existing infrastructure may not be adequately maintained and fail to expand to
accommodate increasing demnand. Such a trend would be an additional handicap for
increased industrialization, which must rely on an adequate infrastructure.

A third price that has received considerable attention in recent years is the price
of the domestic currency, that is, the exchange rate. As developing countries have
enlarged their industrial sectors, the need 10 increase the level of manufactured
exports has become more apparent. In turn, the need for an appropriate rate of
exchange, which reflects domestic economic conditions vis-a-vis trading partners, has
taken on added emphasis. Owing to the fact that devaluation is often associated with
the implication that it results from a failure of government policy, countries are
usually hesitant to devalue. Furthermore, they may hope to contain inflationary
pressures by keeping imports as cheap as possible (under-valuation of imports is
equivalent 1o an over-valiation of the currency ). Consequently, exchange rates are
altered erratically and at long intervals. When coupled with a steady increase in
domestic prices. this situation makes the profitabiity of eXports very precarious and
unpredictable.

In addition to the danger of price distortions, a few additions| possibilities are
worthy of consideration by developing countries and may be mentioned briefly
here.'* Inflation may discourage technological advances or at least climinate the
incentive for improved technological efficiency. This results from the fact that
profits become highly dependent upon inventory management when prices are rising
rapidly. The prospects for an Improved situation through greater efficiency may be

1 .
L batike, T, Scitovsky and M. Scott, Induswy end Trede in Some Developing Counsries
(I.(m;d‘oﬂ, Oxford Universty Press, 1970), p.77.

Thew pomts are noted by 1. Dergsman, Brez Industrialization end Trede Polics
tlLondon, Oxford University Press, 1970), p.":r * m
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negligible 1n comparison with windfall gains and losses resulting from nflation,
Further, financial management may become seriously complicated if the rate of
inflation is significant. The industrialist’s knowledge of costs becomes tenuous
indeed, and, as a result, his pricing policy may degenerate into the simple practice of
matching competitor’s increases.

In general, the experience gained during the First Development Decade suggests
that inflation in varying degrees is quite probable, and perhaps unavoidable, as
developing countries mobilize their resources for industrialization. Thus,
consideration of whether inflation is “good” or “bad™ does not enter the picture.,
The choice between a stable price level and industrialization with inflation ofters no
real alternative but to take the latter course. In this context, it is necessary that the
Government make sure that the required investment is made and then (ke whatever
steps are needed to minimize undesirable inflationary effects such as those
mentioned above.

Technology and industrishization

Technology has long been regarded as one of the more important clements in the
industrialization process. There is every reason to believe that it will be of paramom
importance in the course of the Second Development Decade. An aspect that may
have important implications for technological trends i the 19705 ivolves the
Jdisparity between developed and developing countries in the rate of technological
advancement. Not only is the technological gap widening, but new techingnes are
bemg placed on the market at such an accelerated pace that developmg conntries,
with their small indvstrial bases, may simply be unable to incorporate this
technology economically. Practical experience and further rescarch, however, may
lead to some changes in emphasis and the recognition of new problems, which
developing countries should anticipate. The discussion below is intended to tonch
briefly on some of the key considerations with regard to the roke of technology in
mdustrialization..

Ideally, technology should be transferred freely from developed countries to
developing countries. In reality many barriers and hindrances prohibit or encumber
the transfer of technology. These vary from country to country, and they should be
clearly identified before the actual Job of assisting or facilitating industrial transfer
can proceed.

Some technological gaps may result from the nature of the technology in
question, while others may be attributed primarily to economic conditions within
the developing country. There are two types of technological gap; a gap may either
result from imperfections in the means of communicating and transferring existing
technologies (sometimes referred to as “the communications gap”’), or it may simply
arise from a lack of appropriate technologies.

The communications pr refers to the fact that knowledge is only partly or
imperfectly communicated.'® The result may be that relatively few high-productiv-
'ty sectors or few enterprises employ techniques that are considered the best
practice, or that the best practice is of a fairly low standard.

'S This nomencisture is usod in an article by P, Streetan, “Technology gaps between rich and
PoOT countries”, Scottish Jownal of Politicel Ecomomy (November 1972), pp. 213 230,
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On the other hand, technologies originating in developed countries may be
inappropriate for developing countries. In this sense, a “‘suitability gap” may exist,
because of the lack of an appropriate technology or the failure to allocate resources
to the discovery of such a technology. Resources devoted to closing the suitability
gap would help to achieve such objectives as the generation of employment, which is
an urgent need in most developing countries.

The inappropriateness of technology. however, is only partly a question of
different endowments of capital and labour between developing and developed
countries. Different physical and social conditions may also enter the picture and
create a suitability gap. More important, in many areas there is no technology that
can be adapted; it may have to be invented.

With regard to  economic  conditions in developing countries, certain
characteristics often prove to be major handicaps to the transfer of technology. While
the line separating barriers arising from inherent technological features and those
aeated by domestic cconomic conditions is not always hard and fast, some
characteristics are clearly distinguishable and are too important to be ignored here.

Developing countries have at least one disadvantage that was not encountered by
the developed countries when they began to industrialize. The consumption patterns
o developing countries reflect, at least partially, the consumption patterns in
developed countries. This characteristic results from a demonstration factor which
creates demands and economic pressures that are not a natural result of income levels
or the existing social and cultural system. Industrialization may be influenced in this
manner by external pressures, which are induced by the requirements of a small
minority in the upper-income group, whose consumption patterns are similar to
these of developed countries. These patterns influence the choice of technologies. In
order that a developing country may select appropriate technology, consumption
must be planned, at least partly, and not simply projected as is so often done.

The practice of planning consumption may have slightly different implications
for various branches of industry. Priority should be given to the provision of basic
requirements (food, clothing, housingetc.).'® Light industry should be designed to
furnish these requirements by gradual increases in present production. Prices and
quality should be planned to match the income levels of the developing country
rather than those of a developed country. Production need not be large-scale, but it
might be distributed in smaller units, using a simplified technology to satisfy local
markets. The technology to be developed in such a case would generally be adapted
from imported technology; it would be more applicable and appropriate to other
develaping countries and would therefore have a greater chance of exportation to
these countries.

The situation of heavy industries is somewhat different. Such enterprises require
larger units of production and must be established on the basis of imported
technology. Certain measures may be taken, however, to increase the components of
local technology. This principle might be the guide in indicating technological
requirements for heavy industry.

In general, developing countries tend to pay most attention to investment in
¢quipment and buiiding, followed by worker and management training, with little

16 See the special address by the Executive Director of UNIDO 10 the International Seminar
on Technology Transfer, New Delhi, 11 December 1972,
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time and few resources spent on the development of technological capacity and
design. In the future it may be advisable to invert this order of priority, devoting
more attention to investment in the selection of equipment, process design,
modification of technology, and management and worker skills in maintaining and
using the equipment effectively. Hopefully, this shift in priority would lead to the
gradual introduction of locally produced equipment rather than imports, and to the
development and modification of technology appropriate for the further expansion
of industry. These modifications would require an efficient technological capacity,
wlich should be the result of planning and not just a response to present
consumption patterns.

Expenditures on research and development provide a useful indicator of the
intensity of the technological effort. Among developed countries, this ratio varies
from 2 to 4 per cent of GNP. However, in developing countries the corresponding
figures are generally about one tenth of this magnitude. Proposals have been made to
increase the ratio of funds allocated to technological development in developing
countries to | per cent of national income. It has been suggested further that the
developed countries, which account for almost 98 per cent of total world investment
in technology, should allocate a proportion of this investment to the technological
problems of developing countries. In any case, it seems obvious that an increase in
funds devoted to this type of research is highly desirable and, in fact, essential in the
course of the Second Development Decade. At the same time, an organization such
as UNIDO must continue to act as an international instrument for the transfer of
technology through its programmes of technical assistance. study, training and
publications,

C. THE CASE FOR INDUSTRIALIZATION

In very recent years some doubt has been cast on the validity of the role of
industrialization in development. The reasons advanced have taken a form that has
led to the fear of a trend of thought opposed to industry. The arguments supporting
that position have appeared not only in economic writing: they are largely a
culmination of the thinking in other fields that are concerned with the social
objectives of society. The concern for social welfare is certainly valid, but the
premise that industrialization is the cause of social ills may be debatable. If the
mode! exemplified by the pattern of industrial development of the developed
countries is under attack, industrialization as such should not be blamed, but rather
the faults embodied in that system.

The present arguments against industry, although they could be answered easily.
may have some validity. Most developing countries emerged after the Second World
War from a long colonial era with great aspirations for economic development, They
pinned their hopes on industiy for an accelerated growth in income, which would
lead to a surplus that in turn would further stimulate economic development. They
hoped for a faster growth in output and the diversification of that output, which
would lead to the structural change conducive to sustained income and economic
growth, Such diversification, coupled with higher productivity and efficiency, would
prompt the growth and diversification of manufactured exports, where favourable
terms of trade prevailed, enhancing these countries’ capacities to meet the increased
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import requirements for development. At the same time it was hoped that
industrialization would bring social transformation, social equality, higher levels of
employment, more equitable distribution of income and a well-balanced regional
development. Industrialization, whatever the mode in which it was carried out, was
thought to be synonymous with economic growth. It was to bring relief from the
underdevelopment suffered by these countries for centuries.

This pattern of reasoning is not shared by all developing countries. It is claimed
that, instead of solving many of these problems, industrialization has not led to the
economic or social gains expected from it. The growth of income and the pace of
development in many of these countries, it is argued, have not been satisfactory,
unemployment has tended to increase, and social unrest has becomne a major
problem. The argument continues that all this las taken place despite the
over-concentration on industrial development in these countries at the cost of the
development of other sectors. From this it is concluded that having failed to fulfil
the aspirations of the developing countries, industry should receive less emphasis and
other sectors should be given more attention.

Although some of the arguments referred to above are sound, at present no
examination is made of the reasons why such aspirations have not been achieved.
Developing countries no doubt appreciate the fact that industrialization by itself
could not achieve economic growth, and that if stated objectives could not be
fulfilled, industry should not be blamed. It is essential to recognize that, while the
industrial sector may be the most dynamic sector in the economy, the way to
industrialization and thus to the transformation of society and the fulfilment of
social and econonic objectives is very long indeed and involves a highly complex
process. Furthermore, industry does not operate in a vacuun. If development is to
entail the transformation of a present economic structure into another characterized
by higher efficiency, diversification of output and social justice, the role of industry
although certainly central, is just one of many complementary roles to be played by
all sectors. This is a crucial point to remember, since industrialization has been
regarded so far by many developing countries as a separate effort rather than as a
complementary component of an over-all economic development strategy, conceived
on the basis of the particular circumstances, comparative advantages and stated
objectives of the country concerned.

The fulfilinent of the goals and aspirations of countries, therefore, depends in
the first place on the strategies and policies adopted by these countries, with industry
playing its part but not substituting for the other sectors. An appreciation of this
point is basic to dispel many of the misconceptions about industrialization and the
achievement of national objectives. There is no place for a rigid dichotomy between
industry and the other sectors, since their complementarity is essential for
development. An arbitrary division of the sectors risks undermining industrial
development and runs counter to the concept of economic development, If placed in
proper perspective as part of an over-all development strategy, industry should fit
into a pattern of industrial development that is suited to a particular country. A wide
variety of industrial-development patterns exist from which a country mpay choose.

When viewed in this perspective, can industry be blamed for the failure of some
countries to achieve such social objectives as the elimination of mass poverty,
unemployment and underemployment; the attainment of greater social justice and
self-reliance; the effective participation of individuals in the process of development
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and the sense of responsibility and dignity that this gives to them? Industry should
be judged solely on the measure of its achievement of the quantitative objectives set
for it, assuming that the other complementary factors play their parts. The
realization of social objectives, which are of great importance, depends then on the
co-operation of all sectors and, above all, on the will of Governments to
institutionalize the necessary policies and strategies to achieve such goals. Individual
sectoral strategies may be fitted into an over-all strategy. It should be made clear,
however, that should the international comnunity put too great stress on social
goals, and neglect the quantitative objectives of growth that are basic to the
achievement of social objectives, developing countries may doubt the sincerity of the
international effort to assist in their development. It is important instead that the
real causes for a slackening of development and a failure to achieve social aims be
seriously investigated.

In judging the achievement of industry in terms of the objectives set by the
developing countries, the constraints imposed on the industrialization of these
countries by the international climate should not be overlooked. Reference has been
made to the concentration of world manufacturing output and its implication for the
relationship between the developing and the developed countries. It should be taken
into consideration in assessing the past performance of the developing countries.
Reference has also been made to the rigid pattern of manufacturing trade and the
restrictions imposed on the flow of exports of commodities from the developing
countries. Other sectors do not have to contend with such a discriminatory situation,
and the internationai climate is not of such importance to their development,
Further, at the root of the opposition to industry appears to be the mistaken idea
that the pattern of development of the developed countries is likely to be followed
by the developing countries. '

Although no alternative pattern of development to that of the developed
countries has appeared, the assumption that the developing countries must
‘ nccessarily follow the same pattern is questionable and may indeed have contributed
to the confusion. The present ills of the industrialized societies, perhaps caused by
excessive industrialization and perhaps by lack of institutional arrangements and
social policies, do not pertain to the developing countries, at least in the short term.
it is recognized by some opponents of industrialization that it will be a long time
before the ills of modern society can appear in the developing countries. Meanwhile,
it is hoped that the corrections and solutions now sought by the developed countries
will serve to caution the developing countries in designing the future development,
not only of their industrial sector but also of the other sectors.

R S G

The need of the developing countries to industrialize, however, is not only
appreciated by the opponents of excessive industrialization, but it is deemed
essential, provided that the pattern of industrial development fits into an over-all
strategy of development tu achieve the economic and social objectives set by
Governments. In this respect, industry could play its role as a major sector in
achieving the objectives of such a strategy and the desired change in the style and
% pattern of development. Characteristics of the industrial sector are its power to
innovate and its forceful impact on the process of change. The capacity to innovate
often gives it a dynamism that affects the other sectors and other aspects of life,
mncluding social and political aspects. Hence, industrialization is not only a way to
increase output or national income; it is also a means of introducing modern
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technology into the economy and of changing attitudes towards development and
towards a way of life. Naturally, the results ary not automatic, but require changes in
the structure of society and its institutions, and these depend on the will of
Governments and their capacities to institute the necessary decision-making bodies
and the machinery to implement such changes. There are indeed some changes that
would strike at the roots of the structure of society, and some Governments may be
reluctant to initiate them, Industrialization, by its very nature, either requires such
changes or leads to them, and this may account for some of the opposition to
industrialization,

From an economic and developmental standpoint, the case for industrialization
needs no further argument. Its acknowledged capacities are: to produce more goods
through higher productivity; to generate employment, directly and indirectly,
through its backward and forward linkages with other sectors, which are often
considersd front-runners in employment generation; to improve the balance of
payments; and to infuse greater efficiency into the whole economy.

A recent document'” issued by the World Bank contains the statement: “Over
the last two decades the manufacturing industry has been the most rapidly growing
major sector in the developing countries and its contribution to over-all growth has
increased with its rising share of the gross national product.” Figures included in the
previous Survey confirm the fact that in the First Development Decade the average
annual growth rate of manufacturing output was higher than that for all other
sectors; this was true for all developing regions. The dynamic character of the
industrial sector is best illustrated, however, by figures given in the previous Survey
and in the present Survey, part two, which show the contribution ratio of the
manufacturing sector to the growth of national income of the developed market
economies, the developing countries, the various developing regions and selected
developing countries within each region. These figures clearly show the dynamism of
the industrial sector, since the ratio of its contribution to the growth of national
income has been invariably higher than the manufacturing sector’s share in GDP. This
means that the manufacturing sector has been contributing to the incremental
growth of national income more than would be expected in the light of its initial
share of national income. This characteristic has not been evident for the primary
sector and has not been important for the tertiary sector, at the level of the three
developing regions and that of the developed market economies. Nor has it been
apparent for the primary and tertiary sectors of many of the developing countries.

The figures given by the World Bank show that the growth of exports of
manufactures from developing countries has been rapid in recent years, increasing
at an annual rate of 15 per cent over the period 1962—-1969. The statement of the
World Bank is further confirmed by the figures in table 14, which show the dynamic
growth of manufactured exports relative to other exports from developing countries.
Table 17 indicates that the percentage of manufactured exports of total exports of
the developing countries increased from 15.4 per cent in 1963 to 23.4 per cent in
1970, and that the average annual rate of growth of manufactured exports between
these two years was 14.7 per cent. However, the increase in manufactured exports
from the developing countries should not obscure the fact that these countries’ share
of total world manufactured exports is small.

! 7“lnduslry". Sector Working Paper (Washington, D,C., World Bank, April 1972),

P,
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II. FOREIGN TRADE
AND INDUSTRIALIZATION

The historical importance of international trade as a stimulus to industrial
development has been clearly evident in the growth of the developed market and
centrally planned economies. Recently, the industrial expansion of many developing
countries has been characterized by a similar reliance upon international trade. The
proposals for trade preferences put forward by these countries and the importance
that many of them attach to their export promotion programmes also reflect an
awareness of the significance of international trade for industrialization.

Growth of world trade

The figures in table 15 indicate that the 1971 growth rate of world exports,
10.9 per cent, was considerably less than that for the two previous years, or 14.4 per
cent. This phenomenon may be attributed primarily to the decrease in the exports of
the developed market economies, particularly exports of the United States of
America. The growth of exports from the developed market economies to the world
decreased from a rate in excess of 15 per cent in 1969 and 1970 to 11 per cent in
1971.

It is not clear whether the decline in the exports of the developed market
economies had any indirect effect on the export growth rate of the developing
countries in 1971. In this year, the export growth rate for developing countries was
10.6 per cent, a magnitude roughly comparable to that achieved by the other
economic groupings and to the world rate.

The 1971 growth rate of African exports continued to decline, as in the two
previous years, to 6.9 per cent. As recently as 1968, African exports showed the
mostlczynamic expansion among the developing regions, with a growth rate of 17 per
cent,

Asian exports increased annually in the period 19691971 , rising to a rate of
16.8 per cent in 1971. Asia was the only develo ping region whose export growth rate
increased in 1971. The actual level of exports from Latin America declined in 1971,
and the growth rate in that year was negative.

As in previous years, the over-all pattern for imports in 1969, 1970 and 1971
was roughly similar to that for exports. The growth of world imports declined from a
rate of 14 per cent in 1970 to 10.5 per cent in 1971. Decreases may be noted in the
corresponding rates for both developed market and centrally planned economies,
accounting for the drop in the world growth rate.

'*Industrial Development Survey, vol. IV (United Nations publication, Sales No.

72.11.B.13), p. 32.

k1
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FABLE 15.  ANNUAL GROWTH RATES OF WORLD TRADE, BY ECONOMIC GROUPING,
DEVELOPING REGIONS AND SELFCTED COUNTRIES, 1969 1971

(Percentage)

Exports, f.o.b, Imports, c.if.
1969 1970 1971 1970 1971

Developing countries 11.8 99 10.6 . 9, 17.0

Africa 15.5 8.0 69 . 2.2 28.0
Asia 11.2 12.3 16.8 . . 20.3
Latin America 9.6 8.5 4.2 . . 6.3

Developed market
economies

EEC

EFTA

Japan

United States of
America

Centrally planned
economies 10.7 11.5 10.7 10,44 144 R.0¢

World 14.4 14.4 10.9 13.7 140 105

Sources: Based on Monthly Bulletin of Statistics, various issues ( United Nations publication),
and other data supplied by the United Nations Siatistical Office,

4 imporis, f,0.b,

In contrast to the situation in the developed countries, imports by developing
countries grew at substantially higher rates in 1971 This is attributed to the
substantial growth of imports by Asian and African countries. in both cases, import
growth rates in 1971 were more than double the rates in the previous years. Imports
by Latin America rose at a slower rate in 1971 than in the past, possibly reflecting
the absolute decline in the level of that region’s exports in 1971.

If the 1971 growth rates for imports and exports by developing countries are
compared, the figures suggest that their balance of trade may have worsened
considerably. This observation applies to the individual developing regions as well as
to the economic grouping as a whole.

The section that follows deals with trade in manufactures, which is the primary
concern of this chapter. Performance in the manufacturing sector should be
evaluated in relation to historical trends in the trade in manufactures and to the
general perspective for total trade.
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Growth of manufactured exports

The importance attached to manufactured exports in the process of
industrialization is usually based on the assumption that: (a) manufactured exports
offer possbilities for the most dynamic growth and could therefore provide the
foreign exchange and capital needed to finance industrialization; or that () domestic
markets in most developing countries are generally too small to absorb the
techniques of mass production associated with efficient industry, and export
possibilities must be given immediate consideration when the country begins to
industrialize. Products that are commonly defined as manufactures are: chemicals
(SITC 5), machinery and transport equipment (SITC 7) and “other manufactures”
(SITC 6 and 8). Table 16 indicates the value of exports of manufactures by area of
origin for selected years in the period 1963—1970.

The percentage of total exports (SITC 0-9) originating in the developing
countries and in the centrally planned economies declined between 1963 and 1970,
Over the same period the value of world exports more than doubled, a fact that
points to a growing concentration of total trade among the developed market
economies.

For exports of total manufactures (SITC $-8), an opposite trend may be
observed in the trade flow of the developing countries. Their percentage share of
world manufactured exports rose from 5.8 per cent in 1963 to 6.3 per cent in 1970,

TABLE 16. VALUE OF EXPORTS, BY AREA OF ORIGIN, 1963-1970

(Billion dollars and percentage)
Exports from
{billion Developed ) w
]
Commodity group dollers, merket Dev
(SITC) ” Your Lab) oconomies m:m" oconomies
——Percentage of total
Total exports (0-9) 1963 1539 67.4 20.5 122 .
1764 172.2 68.1 20.1 11.8
1965 1864 68.8 19.6 11.7
1966 202.3 69.9 18.7 1.8
1967 2138 69.8 18.6 11.6
1968 238.1 70.4 18.3 1.3
1969 271.4 71.3 178 11.0
1970 311.4 72.0 174 10.6
Manufactures (5-8) 1963 86.8 814 5.6 13.0
1964 98.8 81.7 5.7 12.5
1965 109.7 82.0 5.8 12.1
1966 121.3 834 5.7 10.9
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Expore from
R ere ‘
Commodity group ,d-hn morket Developing mv
(SITC) Year fob,) COONOMIES  CONRIIES  FLONONNES
————Percensage of totel———
1967 1304 83.2 59 109
1968 1498 833 6.0 10.7
1969 1759 834 6] 10.3
1970 2017 838 6.] 99
Chemicals () 1963 9.4 86.4 4.1 9.3
1964 109 6.9 4.2 a8
1963 12.2 86.9 4.2 89
; 1966 13.6 88.5 3e 78
? 1967 14.8 880 s LR
1968 169 88.8 R 1.7
1969 19.2 882 37 1.5
1970 218 889 A7 1.4
Machinery and tramsport
3 equipment (7) 1963 3o.) 85.6 08 13.6
; 1964 409 8S5.6 0.8 13.6
1965 457 859 0.9 13.2
1966 51.6 86.8 0.9 12.3
1967 56.5 6.7 1.1 12.2
1968 65.5 869 1.1 120
1969 77.3 87.3 1.3 11.4
1970 89.0 LY ] 1.5 10.8
Other manulactusres
(6and 8) 1963 41.1 76.6 10.2 1.2
1964 470 7.2 10.4 12.4
1965 51.8 17.5 10.6 1.9
1966 56.1 79.1 10.6 10.3
1967 59.1 78.6 1. 10.3
1968 67.4 78.4 14 10.2
1969 79.4 78.4 11.8 9.8 |
1970 90.3 8.7 1.7 9.6 |

Source: Based oa Monthly Dullstin of Stetistics, varimes wwues (United Natwom publistin ),
Note: Figuees éo not add 10 the total, which inchudes, among others, figuses for inlands< n
the Caribbosn sad the Pacific,

*Total exports ase axpeesed in cursent prices.
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The proportion of manufactures exported from the developed market economies also
ncreased, while the percentage share of the centrally planned economies fell.

With regrd to the individual product groups. world exports of chemicals
(SITC S) amounted to $22 billion in 1970. The total value of export trade in this
product group has consistently been the lowest of the three types of manufactured
exports shown in table 16. In the long term, the developed market economies have
tended to increase their proportion of exports of chemicals, contrary to the trend in
both the developing countries and the centrally planned econonues.

In 1970, machinery and transport equipment (SITC 7) accounted for 44 per
cent of the world total of manufactured exports. Of this total, the share of the
developed market economies was almost 88 per cent. Although there was a
percentage increase in the exports of this commodity group from the developing
countries, the amount was small: 1.5 per cent (or $1.3 billion) in 1970,

Other manufactures (SITC 6 and 8) constituted 45 per cent ($90.3 billion) of
world manufactured exports in 1970. The greater part of manufactures exported by
developing countries is concentrated in this product group; these countries exported
11.7 per cent of the world total in 1970. The proportion of other manufactures
exported by the developed market economies though large and constantly
increasing  was less than that for chemicals and machinery and transport equipment.
The percentage of other manufactures exported by the centrally planned economies
dropped noticeably over the period 1963 1970,

In general, the manufactured exports from developing countries have proven to
be an important contributor to economic growth. The figures in table |7 indicate
long-term trends. Only 15 per cent of all exports from the developing countries in
1963 were manufactures, but by 1970 the proportion had risen to 23 per cent, The
gowth rate for the developing countries over the entire period rose more rapidly

FABLI 17.  MANUFACTURED EXPORTS AS A PERCENTAGE OF TOTAL EXPORTS, BY
FCONOMK: GROUPING, 1963 1970

mark Ci
Developing Developed ot entrally plenned

Year c
1963 15.4 68.2 61.0
1964 16.3 689 61.0
1965 17.5 70.2 63.1
1966 18.4 71.6 569
1967 19.2 72.7 57.4
1968 20.7 74.5 59.5
1969 23.0 75.9 60.7
1970 234 75%.4 60.4
Growth rete

1963 1970 14.7 13.3 98

Sowrce: Based on Monthly Bulletin of Stetistics, varieus issuss (United Natione publication ),
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than the corresponding rates for the other economic groupings, although it should be
pointed out that the growth rate for the developing countries was cakulated from a
relatively narrow base. The conclusion that manufactured exports have played a
dynamic role in improving the trade situation of developing countries remains valid,
however.

Nonetheless, the disparity between the developing countries and the other
economic groupings is clear. The manufactured exports of the developed market
economies steadily increased as a percentage of total exports, rising trom 08.2 per
cent in 1963 to 75.4 per cent in 1970. The manufactured exports of the centrally
planned economies remained relatively stable, at about 60 per cent of the total
exports of this economic grouping over this period.

Destination of menufactured exports
Long-term trends in trade may be determined largely by the direction of trade
flows and the major markets that are being supplied by each economic grouping.

Table 18 provides some information on manufactured exports by area of origin and
destination over the period 1963 1970.

TABLE 18, FXPORTS OF MANUFACTURLES, BY AREA OF ORIGIN AND DESTINATION,

1963 1970
(Miltion dollars and percentage)
Destinetion - _
World® Devel Centrall
Ares of {million Dev g mf:"d plenned
origin dollens) count economiet economies
Developed merket Percentage of total ————
economies
1970 169,090 19.9 759 40
Centrally planned
economies®
1970 19,920 14.6 15.2 68.9
Developing countries
1963 4,860 30.8 66.0 2.5
1964 5,655 3.8 65.6 32
1963 6,398 29.7 66.2 38
1966 6,930 26.3 69.6 39
1967 7,650 248 9.7 38
1968 9,000 24.6 70.3 3.6

1969 11,090 25.8 70.7 32
1970 12,680 25.5 70.7 37
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TABLE 18 (continued)

Destination
Areaof Imilon  Developy  ercped Coniral
origin dollars) coun economies economies
Percentage of total
Africa
1963 1,058 154 80.4 4.2
1964 1,288 19.0 77.3 38
1965 1,457 18.7 75.6 5.7
1966 1,598 8.0 85.9 6.2
1967 1,639 8.1 78.5 6.6
1968 1,987 9.6 78.5 6.2
1969 2,490 11.4 - Bl4 73
1970 2,563 12.5 78.7 B.4
Asia
1963 2,725 41.3 55.7 27
1964 3,080 38.6 57.3 37
1965 3,491 36.3 594 40
1966 3,465 364 59.3 44
1967 3,929 320 64.1 39
1968 4,623 31.2 64.9 37
1969 5,734 311 64.9 36
1970 6,848 30.3 66.2 3.5
Latin Americe
1963 983 18.5 798 08
1964 1,146 24.4 74.3 1.6
1965 1,284 26.6 72.1 1.1
1966 1814 240 75.1 1.1
1967 2,040 25.2 73.2 1.6
1968 2,335 248 73.7 1.6
1969 2,810 269 72.2 08

Sowrce: Based on Monthiy Bulletin of Statistics, various issees (United Nations publication),

Note: Figures do not add to the total, which includes, among others, figures for islands in
the Caribbean and the Pacilic, ™

SExports are expressed in current prices,

] . . )
Includes the Asian contrally oconomies: China, the Democratic Peopie’s Republic
of Korea and the Democratic lmmm-mn.
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With regard to the manufactured exports of developing countries, the proportion
of trade between developing countries declined, from 30.8 per cent in 1963 to
25.5 per cent by 1970, The developed market economies and centrally planncd
cconomies both increased in importance as markets for the manufactured exports of
developing countries. This was particularly true for the developed market economies,
which received 66 per cent ($3.2 billion) of these exports in 1963 and 70.7 per cent
($9 billion) in 1970.

A wide variety of factors may be relevant in explaining these trends. In a general
sense, the import-substitution policies adopted by many developing countiies may
have been more effective in reducing the proportion of trade between developing
countries than the imports from the developed countries. Many of the manufactired
goods that are commonly included among the exports of developing countries could
also replace imports. Developing countries usually begin to industrialize with
manufactures that are relatively simple to produce. Simultaneously, they may requirc
more imports of the more sophisticated capital goods and intermediate supplies that
are provided by the developed countries. The efforts of the developing countries to
establish organizations for regional co-operation would tend to counteract this aspect
of “parallel development™, although such organizations have yet to make a sizable
impact.

With regard to the individual developing regions, the figures for Africa indicate
some trade shifts that differ slightly from the trade flows for all devcloping countries.
The percentage of manufactures exported to the developing countries and to the
developed market economies exhibited wide annual fluctuations. The proportion of
manufactured exports going to other developing countries decreased over the period
1963-1970, while the figures for the developed market economies cxhibit no
definite pattern.

A substantial increase was recorded in the percentage of African manufactures
destined for the centrally planned economies. In 1963 only 4.2per cent
(344 million) of manufactured exports were shipped to the centrally planned
economies, By 1970 this trade flow had risen to 8.4 per cent of the total, or
$215 million. Thus, the centrally planned economies had become much more
important as a market for African manufactures than they were for Asian or Latin
American manufactured goods.

As indicated in table 18, Asian economies provided over one half of all
manufactured exports from the developing countries in each of the years considered.
While a majority of Asian exports of manufactures went to the developed market
economies, the percentages were lower than the comparable figures for Africa and
Latin America. A larger proportion of Asian manufactures were exported to other
developing countries than was the case for manufactured exports from Africa and
Latin America. The long-term trends suggest, however, that both of these aspects of
the export pattern for Asian manufactures may change. The proportion of
manufactured goods exported from Asia to the developing countries steadily
declined over the period 1963—1970, while those directed to the developed market
economies increased annually.

The value of manufactures exported from Latin America increased more rapidly
than that for those exported from the two other developing regions, rising from
$983 million in 1963 to $3,155 million in 1970. At the same time 4 change occurred
in the direction of the flow of exports from Latin America, with an increasing
percentage going to the developing countries and proportionately less to the
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developed market economies. Manufactures exported to the centrally planned
economies remained at the same proportionate level over the period considered.

A clearer picture of the export trade in manufactures of the developing countries
may be gained from a detailed breakdown showing the composition of these exports.
Tables 19 21 provide data for specific products in the SITC 2-digit and 3-digit
commodity groups. Unfortunately, at the time of writing the Survey, the complete
figures were not available at such a specific level. The information is nearly complete,
however, and should provide a relatively accurate picture of conditions in 1970.

Table 19 refers to selected chemical exports in 1970. The eight product groups
shown in this table accounted for 51 per cent of world exports of chemicals in that
year. Organic chemicals, plastic materials and medicinal products were the three
largest groups among world exports. The developed market economies were the
major suppliers of such goods.

The three most important chemical exports of the developing countries were
inorganic elements and oxides (SITC §13), other inorganic chemicals (SITC 514) and
organic chemicalss(SITC 512), together totalling $489 million. If calculated on the
basis of the figures in table 16, they amounted to 61 per cent of all chemical exports
from developing countries to the world in 1970. The more important commodities
included among these product groups were liydrocarbons (SITC 512.1), nitrogen
compounds (512.7), inorganic bases (513.6) and metal compounds of inorganic acids
(514.2). Developing countries supplied 21 per cent of world exports of inorganic
elements and oxides and |7 per cent of world exports of other inorganic chemicals.

Of the three developing regions, Latin America was the major supplier of
chemicals, accounting for 63 per cent of such products exported from these
countries. Asia provided 23 per cent, while Africa supplied 14 per cent. Important
amnong chemical exports from Asia were inorganic chemicals (SITC 514), at 68 per cent,
and among African exports, manufactured fertilizers (SITC 561), which accounted
for 45 per cent of such products exported by the developing countries. Latin
America was an important exporter of each product group, with the exception of
other inorganic chemicals.

Table 20 gives data on the 1970 exports of eight selected products included in
the group machinery and transport equipment (SITC 7). Total exports of these eight
commodities were valued at $31 million in that year, or 35 per cent of world exports
of machinery and transport equipment. The developed market economies exported
97.7 per cent of the total, the centrally planned economies and the developing
countries accounted for 0.5 and 1.6 per cent respectively.

The largest proportion of these commodities exported by developing countries
consisted of telecommunications equipment (SITC 724), which amounted to
$251 million or 9.4 per cent of the world total recorded in 1970. Other important
exports of the developing countries were transport equipment (381 million) and
office machines ($80 million).

The largest volume of machinery and transport equipment was exported from
Asia (62.8 per cent of ‘he total developing countries’ exports of that group),
followed by Latin America (32.2 per cent), with Africa supplying only 4.5 per cent.
Asia was an important supplier of every commodity in this product group, and
particularly of domestic electric equipment (91 per cent), telecommunications
equipment (81 per cent), and tex les and leather machinery (72.6 per cent). Latin
Americs exported 57 per cent of ex rorts of office machines from the developing
regions and S0 per cent of agricultural 1. chinery.
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Table 21 gives data on the 1970 exports of 12 commodities classified as “other
manufactures” (SITC 6 and 8). These exports totalled $41.5 billion or 46 per cent of
world trade in this product group in 1970. Iron and steel exports (SITC 67), valued
at $9.7 billion, coinprised the largest single product group, followed by textile yarn
and fabric (SITC 65), at $6.9 billion, and miscellaneous manutactured goods
(SITC 89), at $5.9 billion. The developed market economies provided 88.7 per cent
of world exports of these commodities, the centrally planned economies, 2.3 per
cent, and the developing countries, 8.7 per cent.

The developing countries were important suppliers of several commodities in this
product group. They provided $1.1billion of the world exports of clothing
(SITC 84), $934 million of textile yarn and fabric (SITC 65) and $758 million of
miscellaneous manufactured exports. In relative terms, they accounted for 25 per
cent of clothing exports, 24 per cent of the exports of leather, dressed fur etc.
(SITC 61) and 24 per cent of exports of travel goods and handbags (SITC 831).

Several important items may be singled out from among the manufactured
exports of developing countries within this product group. They include: bovine and
equine leather (SITC 611.4); woven cotton, bleached (SITC 652.2); grey cotton
fabrics, woven (SITC 652.1); textile clothes, not knit (SITC 841.1); clothing and
accessories, knitted (SITC 841.4); articles of plastic, n.e.s. (SITC 893):and toys and
sporting goods (SITC 894).

An examination of the regional distribution of exports of other manufactures
(SITC 6 and 8) by developing countries reveals that Asian countries provided 83 per
cent of this trade flow in 1970. This region supplied an important proportion of each
commodity listed in table 21. Latin American countries exported 55 per cent of the
paper, paperboard and paper manufactures (SITC 64) and 43 per cent of the rubber
manufactures (SITC 62).

In addition to the types of commodities exported and the growth observed in
the trade of a developing country or region, the general trade structure is also
regarded as an indicator of the extent of development. A frequent difficulty
encountered is the fact that only one or two products may account for almost all of
a country’s exports. In such cases, the prospects for exportation are very sensitive to
production and market conditions for these major products, and wide fluctuations
may occur,

Countries may find themselves limited in their ability to diversify exports for
any number of reasons; for example, the complexity of advanced technology, the
need to meet diverse standards in quality and performance, and inadequate
distribution channels. It is generally conceded that development and industrialization
are closely linked with a diversification of exports.

Table 22 provides some information on the concentration'® of exports in the
trade of selected developing countries. Of the 35 countries inchuded in the table, 33
increased the number of commodities exported between 1962 and 1969. This fact
alone did not ensure, however, that exports should become less concentrated as
measured by the Hirschmann index, since in some countries the percentage of total
exports accounted for by one or a few products also rose. In these cases the value of
the concentration index also increased.

"*Concentration as used here refers 10 the concentration index deflined in foot-note ¢, table
22. 1t should be distinguished from the grographical concentration of manufactures snd tzade
discussed in chapter L
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TABLE 22. EXPORT CONCENTRATION IN SELFCTED DEVELOPING COUNTRHS,

8 1962 AND 1969
] Valwe of
4 Number of Export on Member of m"}:w
; MS M” [ -
; Developing counmies exported index mon foc nred mﬂ:
H b o> ,
dpr’a 1‘33’ 1962 1969 1962 1969 1969 1969
L Over$500
Mexico 110 139 0235 0.110 89 19.2
Argentina 76 103 0236 0.271 54 7.0
Cyprus 13 8S 0397 0.29 27 9.8
Lebanon s2 79 ... 0392 46 17.5
Surinam 13 23 0.783 U479 8 5.0
: Jamaica 3 5s 0.221 0.506 3 19.2
i Panama 9 45 053 0541 2 10.04
Chile 42 49 00654 0711 2 73.0
| 5250103500 ;
; Thailand M 7T 039 0243 38 29 |
; Philippines 32075 0342 0.297 9 $.0 |
Brazil 74 120 0513 0333 68 6.2
*: Guysna 7 8 0547 0.492 12 14.7
Guatemala 2 Yo 0610 0.508 13 1.6
Syrian Arab
Repnblic 23 R 0433 0533 13 V.7
Dominican Republic 13 33 0.567 0.544 12 1.6
Honduras pa} 25 0.484 0.662 6 09
Cuba 8 R 0.839 0.669 13 37
Iran 9y o0 0.060 0.517 32 6.7
Iraq 11 31 0921 0976 16 0.6
3250 end below
Tunisia » 66 0310 0.210 Rt 149
United Ropubiic
of Tenzanis 19 44 034 0.213 16 24
Republic of Korea 32 101 0.237 0.2% 71 771
Motocco K ” ) 82 0318 0.297 42 6.6
Kenya 22 69 0334 0313 Ry 10.1
Contral African .
Republic 12 17 0465 0.351 4 Jo.5

Egypt 32 76 0543 0410 43 1.3
Suden 12 25 0612 048 8 0.
Upsnds il 2 0582 03 9 147
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TABLE 22 jcontimed)

Velue of
Number of Export many foc hred
('omnu)d‘:d‘k's comcentration Number of exports &
Developing countries exporte index* manufoctured  percentage
?"Fv w cxports, of o,
1 1962 1969 198> 1969 ] Ingb 1969
250 and below (continued)
Ethiopia 8 34 0.549  0.534 13 22
Nigeria M4 So 0300 0.538 24 5S
Atghanistan R} 17 0324 0.584 b 18.7€
Seerra Leone | n 0.030  0.592 0 65.7
Sei Lanka 4 37 0050 0.627 I8 R
Republic of
Viet-Nam 2 v 0677 0.034 b s
Chad 10 7 Q.71 QIR V] 0

Sowrces: Based on United Nations Stabhsiical Oice, 19ny Supplement to the Workd Trede
Annual: Trade of the Induseriglized Nations with kastern Ewrope and the Developing Nations
(New York, Walker and Co., 19700 and Handbook of Internanional Trade and Bevelopmnr
Statistics, 1972 (United Nahions publicahion. Sakes No, T2, pp. 212 21y,

fWithin cach group, countnes aee ranked according (6 the export concentration index in
1969,

hSl'l'(' dwit commodaty groups.

CIhe HBirschiann dex s normatized 1o thake values nmgng trom 0 10 1 (maximem
voncentration). Fhe mdox v defined as Yolow s,

p—

om | & -"'
”/ m I ”R;I - T‘

1=

10
where 7 counts mdes .y natber o) commodities: = —= (misimum vahie of the index);
]

M
Yy vale of avpott of commradily 4§ YT o,
' o
1
‘lNc;uly alb e copper exporls,
“Nearly allare pearks or Processed seimuprecious stones,

Fwo conntnes that ilustrate this phenomenon are lran and Iraq. Although the
rumbey of products rose cunsiderably for each country over this period (19 to 60 and
P o 31 respectively), the concentration of exports also increased. The trend is
cexplaimed by the fact that both are major vil-exporting countries and substantially
mareased thew exports of this one product between 1962 and 1969,

A comparson of the concentration indices for 1962 and 1969 reveals that 24 of
the 34 develuping countries listed in table 22 achieved a greater degree of export
diversification (that is. the index declined between the two years).

There 15 swome evidence that an inverse reistionship exists between the
canicentration index and the level of per capita GDP, aslthough exceptions may be
oted, such as the Republic of Korea, which had a per capita GDP below $250 in
1965, exparted 101 commodities in that year, but registered a concentration index
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of only 0.276. In the case of the Republic of Korea, this pheromenon may reflect
the impact of its export promotion programme. Similar instances may be observed
elsewhere within the same group of countries with a per capita GDP ol $250 and
below,

If manufactured expoits are considered separately tfrom total exports, certam
other implications are evident. The relationship between the number of nanulactures
exported by the countries included in table 22 and the export concentration index
appears 1o be close. For cxample, Mexico, with an index of 0.0, cxported X9
manufactured commodities in 1969, The Republic of Korea exported the second
largest number, 71, with an index of 0.276. Comparable figures were recorded by
Argentina, Brazil and Lebanon.

With a few exceptions, n.anufactured exports did not make up a large pereentage
ol total exports for the countries listed in table 22. The percentages were usually
larger for countries with a per capita GDP greater than $500 in 1969, The fact that
the proportion of manufactured exports was relatively small suggests that there
might be additional scope for export diversification through industrialization,
problems of technology, quality, capital etc. can be overcome,

Growth of manufactured imports

As evidenced in table 23, total imports of developing countries rose considerably
during the period between 1963 and 1970, reaching a value of $57.7 billion in 1970,
Asian imports consistently comprised the largest proportion of the three developing

TABLE 23, IMPORTS OF MANUVACTURFS BY DF VELOPING COUNTRIES, 1963 1970
(Million dollers and percentage)

Totel imports into®
Commodity group Developing La;r
(SITC) Yoor cowntries Africa Asie¢ America
—_— Miltion doliars®—— -
Total imports 1963 32,200 6,760 15,010 K110
(0 9) 1964 35,240 7,390 16,090 9,160
1965 37,580 8,170 17,340 9320
1966 39,810 7,910 14,390 12,760
1967 41,050 8,150 19,310 13,120
1968 45,730 8,780 21,600 14,820
1969 51,240 9900 239X 16,270
1970 57,690 11,890 25,680 18.590
Manufactured imports
as percentage of total imports

Manufactures 1963 635 68 8 60.6 710

(5-8) 1964 64.0 689 61.1 710

1965 66.0 720 596 73.0




L1 INDUSTRIAL DEVELOPMENT SURVEY

TABLE 23 (continued)

Tosel imports ineo®

fﬂf(‘) iy o Yewr mm Aprica Asig ﬁ‘:m
Manufactured imports
as percentage of totel imports
Manufactures 1966 66.9 ns 65.5 68.)
(5 8)/continued) 1967 67.1 71.3 65.1 68.6
1968 68.2 7358 65.6 69.§
1969 69.1 748 67.2 n.l
1970 689 74.5 67.0 70.6
Chemicals 1963 8.0 1.3 7.1 109
(5 1964 83 70 7.3 1.7
1965 8.$ 16 7.6 1.7
1966 9.1 7.8 8.7 1.1
1967 94 79 90 11
1968 9. 84 90 1.2
1969 | L 8.4 10.7
1970 9.0 8.2 8.4 10.8
Machinery and 1963 20 3.3 26.2 1”2
transport 1964 290 30.7 26.4 )59
equipment (7) 1965 30.5 4.0 24.5 Jo.6
1966 314 s 29} e
1967 n.a 347 28.7 U
1968 330 15.7 296 kY |
1969 RE X3 371 309 na2
1970 335 380 30.1 Jo.4
Other manufacturcs 1963 26.5 3.2 27.3 229
(6 and 8) 1964 26.7 3.2 274 24
1965 27.0 304 278 U7
1966 26.4 295 275 28
1967 26.0 28.7 27.4 28
1968 28.7 N4 27.0 PR
1969 26.4 2.2 279 A3
1970 264 8.3 8.8 D4

Sowrce: Based on MontMy Bulletin of Seetistics, variows issues (United Nations publication).

Note: Figuees do not add to the total, which includes among others figures for inlands in the !
Caribbean and the Pacific.

. ! data were calculated from the “exports 10” columns for world trade, by commodity ;
class region in the Monthly Bulletin of Statistics. They are therefore recorded 3s f.0.b.

hF"wes are expressed in current prices,
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regions. In relative terms, the largest increase was recorded by Latin America. whose
imports more than doubled, from $8.1 billion in 1963 to $18.6 bilion in 1970,

Manufactured imports as a percentage of total imports also showed a tendency
to increase over the period examined. In 1970 they accounted for 68.9 per cent of all
imports by developing countries. Similar trends may be noted for both Africa and
Asia. Almost 75 per cent of all African imports and 67 per cent of Asan imports
were manufactures in 1970, Latin American imports of manufactures exhibited no
pronounced trend, they remained at about 70 per cent of the region’s total imports
over the period.

With regard to the individual product groups, the trends for each region were
roughly comparable to those for imports of total manufactures, In the cases of Africa
and Asia, the percentages tended to increase over time for each of the three product
goups.

Chemicals (SITC §) have tradgtionally made up the smallest proportion of
manulactured imports by developing countries. In 1970 they accounted lor X.9 per
cent (35.1 billion) of the total imports of this economic grouping. Machinery and
transport equipment (SITC 7) consist primarily of capital imports, and it is therefore
not surprising that this product group accounted for the largest proportion of the
trade in manufactures to the three developing regions. In 1970, 31.4 per cent
($19.3 billion) of all imports to developmng countries were machinery and transport
equipment,

The proportion of imports of other manufactures (SITC 6 and 8) to total
imports over the period considered was relatively constant . the figure was 26.4 per
cent or $15.2 billion in 1970. The percentage of other manufactures imported by
Africa declined, while the percentages for Asia and Latin America increased shghtly
between 1963 and 1970.

The figures in table 24 show the trends in imports of manufactures by
developing countries in the period 1963  1970. Of major interest is the breakdown
showing the industrial and geographical origin of these imports. The predomenance ot
the developed market economies as the major supplier is clearly indicated for each
product group. In 1970 the developing countries impurted $33.5 billion (84.5 per
cent) from the developed market economies, The comparable figure for the centrally
planned economies was $2.9 billion (7.3 per cent), while the interregional trade ot
developing countries in manufactures amounted to $3.2 billion, or 8.2 per cent.

With regard to the composition of the flow of imports into developing countries,
some differences are apparent according to the area of origin. Among the
manufactured imports from the developed market economses, machinery and
transport equipment (SITC 7) accounted for a major part of the total trade. The
composition of imports from the centrally planned economies was roughly similar,
although the volume of chemical imports (SITC 5) was proportionately smaller while
that of other manufactures (SITC 6 and 8) was larger.

The composition of menufactured imports originating in developing countries
and destined for these countries was distinctly different from that of the two other
economic groupings. Over 70 per cent of these imports consisted of other
manufactures (SITC 6 and 8). A slight but encouraging trend may be observed in the
composition of this trade flow. imports of other manufactures declined slightly in
relative terms (from 73.6 in 1963 10 70.5 per cent in 1970), while the percentages
for machinery and transport equipment increased over the period (from 15 per cent
in 1963 1o 17.6 per cent in 1970). As mentioned earlier, the first of these product
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TABLI 24, MANUFACTURFD IMPORTS OF Di VELOPING COUNTRILS, BY AREA Of
ORIGIN AND COMMODITY GROUP, 1963 1970

{Miltion dolier< and percentage)
Percentage shave of 100el
man foc rures, by
Pevceniage shere by area of origin coum‘ty 'oup

¢t (SITC 7)

B

Jll&albbl

i
s
;

© : g =
- “ s € - ¢
) e fe ¢ i I K
Yeor =8 % % S &a a
- Imports from developed market economies
1963 17,280 %4.6 KOS 89.0 78.3 13.3 48.1 38.6
1964 18,990 84.3 K& 4 58.7 78.2 13.6 47.7 38.7
1963 20,860 K42  ¥79 892 77.5 13.5 48.9 376
1966 22,670 k5.1 K9.7 89 .8 779 144  49.5 36.1
1967 23,490 KS.2 8.4 N).0 78.5 14.5 499 356
1968 26,620 KS5.3 BK.S 90.0 781 14.5 51.1 M4
1969 29910 844 &7 S 59 .4 770 13.6 51.7 347
1970 33,550 X4.5 BK.1 X9.6 76.9 13.5 515 50
= Imports from centrally planned economies —-
1963 1,653 8.1 3 K.6 58 59 487 454
1964 1,802 K.0 34 8.9 84 57 50.5 438
1965 2,007 .1 44 K4 89 7.1 48.1 448
1966 2,158 K.l 40 7.9 9.7 6.7 46.0 47.3
1967 21585 7.8 45 7.8 LR ] 56 478 436
1968 2,360 76 4.5 7.6 8.5 89 48.7 424
1969 2,690 7.6 4.7 79 8.2 8.2 50.5 41.3
1970 2910 7.3 44 7.5 5.1 79 495 42.6
— —_ Imports from developing countries
1963 1,495 7.3 6.7 24 12.9 11.4 15.0 7136
1964 1,740 77 K.2 24 13.4 13.8 13.8 7.4
1965 1,900 7.7 1.7 2.4 13.6 129 14.5 72.6
1966 1,820 6.8 6.3 2.3 12.4 12.7 159 71.4
1967 1,900 7.0 6.8 2.2 127 13.7 14.7 71.6
196K 2,218 7.1 6.7 2.4 13.4 13.1 16.0 709
1969 K28 8.0 7.8 2.7 148 12.7 16.5 70.8
1970 3,235 8.2 7.5 2.9 15.0 119 17.6 70.5

Source: Based on Monthly Bulletin of Siatistics (March 1969, March 1971 and July 1972)
(i'mited Nations publication).

¥ 1gures are expressed in current prices,
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groups (SITC 6 and 8) consists largely of finished goods, while the latter (SITC 7) s
composed primarily of capital goods. If the present trend can be maintained,
developing countries could become relatively less dependent in meeting thew own
needs for capital goods.

Trade barriers against manufactured gnods

A review of the trends in industrial policy during the First United Nations
Development Decade reveals a distinct shift in emphasis from a philosophy of import
substitution to one of export promotion. Consequently, developing countries, while
pursuing programmes of export promotion have found that they share a common
interest in seeking the relaxation of import barriers instituted by developed
countries. A variety of studies have been prompted by this shift in emphusis. with the
aim of identifying trade baners and of estimating the extent to which they have
reduced the exports of developing countries.

Briefly, trade restrictions have been described as either tariff or non-taritt
barriers. Tarif barriers were the first to receive wide attention, which focused on the
extent to which tariff rates nught inhibit imports, or provide protection to domesti:
producers faced with foreign competition. Out of these studies has evolved the
concept of the effective tariff or effective protection, which refers to the tarift
protection afforded by the entire structure of tariffs and quotas for a particular
activity or stage in the production process. The concept of effective protection
differs from the approach that took into consideration only the amount by which
the price of the final product was raised, and ignored the protective impact at any
specific stage in the production of that product.

More recent studies have been concerned with non-tariff barriers.’® The
inportance of non-tariff barriers to the export prospects of developing countries now
appears to be greater than was originally thought. For certain products (for example,
textiles, clothing and processed agricultural products) these barriers may have a more
detrimental effect than tariffs.>' A further contention is that tariff concessions will
have only limited benefits without corresponding reductions in import restrictions.*?

The following section concerns some of the possible consequences of current
discussions regarding taniff and non-tariff barriers. It does not cover the wide variety
of barriers that may be instituted, nor can a thorough analysis of the implications of
each practice be provided. The field is still too new, and too few factual data are
available on which to base definite conclusions. Nevertheless, it is apparent that the
subject involves an area of major concern to developing countries and one that will
command a great deal of attention in the course of the Second Development Decade.

Trade restrictions of the developed countries

Both tariff and non-tariff barriers appear to be highly relevant to a discussion of
international trade. With regard to tariff barriers, protection is especially high in the

2%These inchude quantitative Testrictions through quotas and licensing, export restraints,
import embargoes, requirements for domestic content, variable levies, direct and inditect
subsidization and a number of other related policies,

gee L Little, ). Scitovsky and M, Scott, Industry and Trade in Some Developing ( ‘ountries
(London, Oxford University Press, 1970).

227, werds Full Employment (Geneva, International Labour Otfice, 1970), p. 337.
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case of manufactured unports into the developed countries. The effective rate of
protection is often defined as the amount of protection accorded to value added for
a particular activity or stage of production. It takes into account duties imposed on
material inputs,

Using this measure, studies show that the burden of tariffs is usually heaviest on
finished goods and decreases for semi-processed goods and raw materials.
Accordingly . the exporters of manufactures in developing countries must assume a
larger share of the total tariff burden than other enterprises which export only the
raw materials or semi-processed goods. Thus, the policies of developed economies
may have indirectly discriminated against industrial exporters in the developing
countries compared with other exporters.

The long-run trend has been towards a decline in tariff rates throughout the
world. Since 1966 tariff reductions have lowered the average rate by about one
third.?* Although the majority of the negotiations have involved industrial products
traded between developed countries, the principle of unilateral concessions to
developing countries has been accepted.

With perhaps few exceptions, the tariff burden placed on any stage of
production has decreased as tariffs for a given product were reduced. However, tariff
negotiations, as well as the commercial policies of both developed and developing
countries, have traditionally been based on tariff rates for products without
consideration of the effective burden on a specific production stage. As both
government officials and economists become more familiar with the concept of
effective protection, including the pitfalls of interpretation, the usefulness of tariffs
as a means of encouraging industrialization will be enhanced. This applies to an
understanding of tariffs as a barrier to the exports of developing countries as well as
of the significance that the tariffs of developing countries have for the
industrialization of their domestic economies.

The significance of non-tariff barriers is much more complex than that of tariff
barriers. Non-tariff barriers have been the subject of only a few studies. They are
embodied in a wide variety of policies. Among manufactured and semi-manufactured
products, those most frequently subject to IMport restrictions are cotton textiles
(covered by the Long-Term Armangement), petroleum products, other textile
products, ferro-alk)z's and ceramic products, jute products, leather and leather goods
and woollen goods.?*

Discretionary licensing and import quotas are the two types of trade restrictions
most frequently applied to trade in manufactures and semi-manufactures. In addition
to the products referred to above, processed foods, aluminium products, electronic
components, pharmaceuticals and rubber manufactures are sometimes subject to
these restrictions. The practice of allocating licences to importers on a discretionary
basis raises several problems for developing countries. The inability to rely on a stable
pattern of exports or export growth is a frequent consequence of discretionary
licensing. In fact, the element of uncertainty created by this practice may be its
geatest disadvantage.

23“lmpleme:ntation of the international Development Strategy for the Second United
Nations Development Decade” (E/AC54/L.52), p. 6.

34 Based on UNCTAD findings as cited in “Programme for the Mberalization of quantitative
restrictions and other nonm-barriers in developing countries on products of export interest to
deveioping countries” (TD/120/Supp. 1), p. 7.
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Quite often, the criterion on which the licensing procedure is based is not clearly
defined, or it is left unstated. Furthermore, the principle governing licensing
procedures in developed countries is often unknown to importers in these countries.
who tend to rely on traditional suppliers without attempting to locate suppliers in
developing countries. Licences may be based on some definite quota, or they may be
allocated on a discretionary basis, which is governed by domestic production of the
commodity mn question. These unknowns make it difficult tor importers in the
developed countries to anticipate the quantity of goods that they will be allowed 1o
import. This problem, in turn, is passed on to the suppliers in other countries.
including those in developing countries. In addition, the bureaucratic delays involved
in the licensing procedure may complicate the situation for developing countries. At
times, quotas may not be fully utilized owing to delays in the ssuance of licences, or
subsequent difficulties in obtaining the necessary foreign exchange.

While the long-run objective of developing countries may be to tree their
manufactured exports from the restrictions of discretionary licensing, a few
intermediate steps may be taken to lessen the negative effect of the practice. First, in
order t0 minimize the uncertainties involved, developed countries should make every
effort to isswe licences promptly, along with the necessary foreign exchange where
foreign-exchange controls are in effect. Secondly, in cases where licensing and
amociated quotas are besed on past performence, special consideration might be
given to including new producers in developing countries. Thiedly, steps may be
taken 1o replace discretionary licensing practices by giobal quotas, which recograze
potential suppliers in developing countries & well as the established ones
developed countries. Finally, if discretionary licences are continued, the criteria on
which they are based should be made clear to.imporiers in the given country as well
as to suppliers abrosd.

Many other trade restrictions, in addition to discretionary licenung. are relevant
to s discussion of the manufactured exports of developing countries. A thorough
analysis of any one of these would constitute a major study in itself and s beyond
the scope of this chapter. However, several observations may be made that are
applicable to most non-tariff barriers.

First, they are frequently introduced in response 10 increasing inflows ot
imports, which put pressure on domestic producers of products competing with these
imports. Developed countries are mormally the majpor suppbers of menulactured
exports to other developed countries, and this kind of foreign competition is typwal
of their trade. Though developing coumtries may account for only a small portion of
the competing imports, they, t00, are subject to the restrictions directed at vther
developed countries. Secondly, non-tariff restrictions are generally imposed across
the board and are intended to maintain a constant level and consistent patiern of a
country’s imports. This practice favours “traditional suppliers’, who, though they
may not increase their proportion of imports, are allowed to maintain a percentage
achieved in some bese yesr. Moreower, traditional suppliers are other developed
countries, while developing countries are limited to insignificant shares of the market
and small absohute volumes of trade. Such trade restrictions may force developing
countries to abandon products in the export of which they have a comparative
advantage, and tumn to other products that are not subject to these barriers. This
results in a misallocation of resources, which, in the long run, will damage their
prospects.
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In conclusion, it must be recognized that reducing non-tariff restrictions poses a
much more complex and difficul problem than reducing tariffs. It is generally
accepted that negotiations to reduce tariffs are designed 10 distribute the benefits of
freer trade among all participants. No individual country is decriminated against in
this case. By contrast, those who advocate non-tariff restrictions claim that they are
intended ideally 10 offset existing missllocations of resources and consequently to
raise income levels in the world as a whole. There is 2 yet no general agreement on
the principles behind non-tariff restrictions and their net effect on trading partners.
In the course of the Second Development Decade. study and experience should lead
10 a clearer understanding, which may provide the basis for further multilateral
negotiations. In any event, it is accepted that the tariff and non-1ariff barriers applied
by developed countries ara a serious obstacle 10 the industrislization of developing
countries, by limiting their exports. Unfortunately , this practice may remain a major
problem during the Second Development Decade.

Mndustrialization end tariff protection in developing countries

Industrialization and tariff protection in developing countries have additional
implications when contrasted with the tariff berriers of the developed countries.
Initially, industrislization through import substitution led to a heavy reliance upon
protection as a means of encouragement.’® Several arguments were put forward to
justify this policy. Perhaps the best known is the infant-industry argument, or the
contention that it is very difficult 10 establish 2 new firm in the face of competition
from imports. Experience and production techniques must be perfected, and this will
requice time. Eventually, costs will drop to competitive levels, but the new enierprise
must be protected by a tariff wall or other means until this occurs.

A second argument often given as a justification for high protection involves the
importance attached 10 economies of scale. Many industries, owing to their
production characteristics, must produce on a large scale if they are to be efficient.
This may mean that most of the domestic market must be captured—a contention
that has frequently led to tariff barriers to ensure adequate market size ?*

Only the recent experience gained by developing countries has indicated some of
the disadvantages associated with over-protection. Perhaps most important is the
recognition that policies of protection have proved to be bissed against exports. The
whole philosophy of import subst tution has been based on the ides of encouraging
production for the domestic market. This is simply another way of saying that a
programme of protection discourages exports, since it renders the domestic market
more profitable ctelative 10 export markets than would be the casc without
protection.??

. _"In peneral, the observations made in this section apply to both tariff and non-tarifY
arriers,

16 geveral other arguments have been given a justifications for tariff protection, These
include imperfections in the existing price wage structure, and extornal sconomies.

17The same conclusion is Teached by more rigorows economic analysis. Briefly, high rates of
protection in the market for finished manufactures mean that the domestic e price will
probably exceed prices in markets with little or no protection. If the domestic producer must
also pay for imported supplies that are subject to tariffs, this puts him at a cost disadvantage relstive

to producers in other coumtries, but s not affect his position relative 10 other domestic
competitors, Both facts may make domestic production more profitable than export. For a
discussion of cost differences nulﬁ” from protection, see R. H. Ballance, “‘Market slssticition

lanchester School of Ecomomic end Sociel Studies, No, 1

and the cffective protection™, The
(March 1971} pp. 1 11,
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Frequently, protection has been adopted t0 encourage industry. This has
occurred in countries where it has been observed that industrialists must bear
exceptionally heavy costs as a result of particuler economic conditions. E xamples of
such conditions include: instances where wages in manufacturing over-value the real
cost of labour and are maintained at levels considerably higher than those in other
economic sectors, and instances where industry must bear many of the costs of
infrastructure, such as the costs of howsing, communications and electricity, which
would normelly be paid by the Government. Protection of industry has been used to
compensate the sector for these additional costs and 1o raise industrial profits.

Unfortunately, a policy of protection to encourage industry has sometimes
proved to be counter-productive. Where industry is plagued by what are believed to
be abnormally high wage rates, prosection does ensure that profit margins shall be
maeintained. However, lsbour remains 100 expensive relative to capital. Consequently,
labour-intensive industries are comfronted with an undue biss, which may limit
employment and tend to alter the basic industrial structure in favour of
copitabintemsive industry. Other means to correct such distortions in factor prices
may be more useful under such ciecumstances.

The practice of compensating industry through protection for bearing the cost
of #s own infrastructueal needs has aleo at times failed. Many services of
nfrastructure could be provided more efficiently by the Government. Furthermore,
firms nmst divert precious managerial talent, energies and time to operations with
which menagement is not familier.

These difficulties illusirate a basic weasknems of protection as a means of
encouragement. Its effect on the domestic merket relative to the export market or on
industry reltive 10 other sectors is seldom ‘“‘mevtrsl”. An alternative may be
industrial encouragement through promotion (for example, export subsidies, labour
subsidies, and adequate industrial services at ressonable costs). These may be
combined with a programme of protection to offset the unwanted effects of such a
programme, of they may be implementied on their own.

Such an approsch has froquently been recommended. Its full implications are
not yet spparent, and further study and experience are required. Nevertheless, i
appears that promotion as 3 means of induetrial encouragement will recsive growing
stiention over the presont docads, and it is a promising approach to evolving 2
rational policy of industrisl development.
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lI. EMPLOYMENT IN MANUFACTURING

Recent trends

In the 1960s the developing countries made progress in their effort to
industrialize, Manufacturing output expanded at an average annual rate of 6.5 per
cent. Employment in man ufacturing expanded by 3.6 per cent per annum over the
same period, a rate that was more than double that of the developed market
economies, and that surpassed the high rates of employment growth of the centrally
planned economies (see table 25). Given the high rates of increase in the labour force
in many of the developing countries, however, and the prevailing unemployment and
poverty in these countries, the present capacity of their manufacturing industry to
absorb new labour s inadequate. Moreover, available data for the 1960s point to a
decline in the capacity of manufacturing to expand employment: the rate of growth
in employment for all developing countries decreased from 4.4 per cent per annum in
the first half of the decade to 2.5 per cent?? in the second half, while output grew in
both periods at 6.5 per cent.

This tendency is strongly suggested by the regional data available for Asia and
Africa. The Latin American region does not appear to have experienced the same
process, but this could be the result of fluctuations in the business cycle or
attributable to a statistical accident.?®

A marked decline in the capacity of the manufacturing industry to absorb new
labour in the second half of the 1960s relative to the first half was also evident for
the developed market economies. The average annual rate of growth of empleyment
declined from 2 per cent in the period 19601965 to 1.3 per cent in the subsequent
five years. This fact might be attributed in part to the decline in the growth rate of
manufacturing output in these countries over this period. The centrally planned
economies also experienced a slowdown in the expansion of manufacturing labour in

Bis 1 fe represents an average rate of employment growth for 1965-1969.
The available data for output extending to 197C point to an increase between 1969 and 1970 of
6.7 per cent, which largely corresponds 1o the average for 19651969, Hence, employment
tren(;s?that were apparent in the period 1965 -1969 might be expected to continue.

Examination of the sear-to-year changes in the figures for total manufacturing convey the
impression that in the periods 1965 I966. and 1966- 1967 employment grew more rapidly t}!an

ustries only, such as the food, beverages
and tobacco industry group, the textile industry and metal products, Except for metal products,
these industries belong to the traditional s?nents of manufacturing and are characterized by a

i i a high share of artisan production. In the case of the
metal industry, the higher rate of employment growth may reflect a shortterm stump in the
business cycle and a related slackening of output unaccompanied by a change in the level of

increased work-sharing in that sector owing to the lack of other employment opportunities.
Statistical peculiarities in iggregate employment figures that also cover the artisan sector may
also have contributed to this anomaly,

64
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TABLE25. GROWTH OF EMPLOYMENT IN MANUFACTURING. BY REGION AND
ECONOMIC GROUPING, 1960 -1970

{Average annual rates, by percentage, based on ac tual values)

19601965 1965-1970 1960--1963/1967-1970

Developing countries, average 4.4 254 ot
Latin America 1.8 3.74 320
Asia 4.7 [.K4 3.3b
Africa 10.2 6.44 8.7b

Developed market economies 2.0 1.3 1.7

Centrally planned economies 3.7 3.0 34

World, exlcuding centrally
planned economies

19
~
=

'S

(™
—
-
-
n

World average

Source: Based on data supplied by the United Nations Statistical Otfice, July 1972,
21965 -1969,
b1960 1963/1967 - 1969 (over six and a half years).

the second half of the 1960s relative to the first half, from an average annual rate of
3.7 to 3 per cent, This took place at the same time that manufacturing output was
growing steadily, and may be attributed to an acceleration in broadly defined labour
productivity.

An examination of the year-to-year changes in manufacturing employment in
the second half of the 1960s reveals significant fluctuations in growth rates (see
table 26). In Latin America the growth of employment showed a marked decline
over this period, from an annual increase of 6.8 per cent in 1965--1966 to 1.3 per
cent in 1968-1969. The developed market economies experienced even greate
fluctuations, with a decdine in the total level of manufacturing employment, to

0.3 per cent in 19661967 .

A study of the industrial structures of developing countries discloses significant
regional and country differences in the composition of manufacturing output and
employment and in their growth potential. In general, however, the food, beverages,
textile, wearing apparel, leather products and foot-wear, wood products and other
light manutacturing industries dominate manufacturing in these countries. For
developing countries as a whole these sectors accounted for little less than two thirds
of manufacturing output and for three quarters of manufacturing employment in
1960. Over the 1960s the relative weight of light manufacturing declined somewhat
in favour of heavy manufacturing, possibly reflecting the rcduced possibilities for
import substitution in light manufacturing,

The growing share of heavy manufacturing in the total output of developing
countries might also suggest the increasing importance of lines of manufacturing
using a more complex technology and organization of production. Manufacturing
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TABLE 26, GROWTH OF EMPLOYMENT IN MANUFACTURING. BY REGION AND
ECONOMIC GROUPING, 1965 1970

(Average annual rate, b ¥ percentage, hased on index numbers)

&~ N ) D

I 3 ¥ % 5 &

T 1 T T T éT

v ~ o )

£ & x § 3 i

~ ~ ~ ~ ~ €~

Developing countries, average 24 33 14 2.9 2.5

Latin America 6.8 44 25 1.3 . 3.7e

Asia 1.0 25 09 28 . 1.94

Africa 49 93 136 7.8 . 6.4¢
Developed market economies 2.6 03 09 2.8 08 1.3
Centrally planned economies® 44 33 39 21 1.6 30

World, excluding centrally
planned economies 2.5 1.1 1.1 2.8 1.9¢
World average¢ 29 16 1.7 27 ce 2.2¢

Source. Based on data supplied by the United Nations Statistical Office, July 1972,
71965 1969,

Bulgaria, Czechoslovakia, the German Democratic Republic, Hungary, Poland, Romania
and the USSR,

“Excluding Albania, ¢

hina, Democratic People’s Republic of Korea, Democratic Republic of
Viet-Nam, and Maongolia,

that is classified as heavy manufacturing is not homogeneous with respect to goods
produced or technology utilized. Ordinarily, only some phases of the highly complex
production processes of heavy manufacturing are performed in developing countries.
There is also no homogeneity with regard to the uses of the output of heavy
manufacturing industries. Many of these industries are producing durable consumer
goods or intermediate goods for the production of consumer gouds. It would be
presumptuous to identify the heavy segment of manufacturing, which prevails in
developing countries, as the one that produces capital and intermediate goods and
thus caters mainly to the extended growth potential of industry and other sectors,
Nevertheless, it is the most dynamic segment of manufacturing. Qutput and
employment expanded more rapidly in heavy manufacturing than in light
manufacturing in developing countries in the 19605 (see table 27). The output of
heavy manufacturing tended to expand at a higher annual rate than that of light
manufacturing over this period: 9.7 per cent versus 4.7 per cent in Asia, 8.2 per cent
rersus 4.7 per cent in Latin America and 7.6 per cent versus 6 per cent in Africa.
Moreover, for each percentage point increase in the output of heavy manufacturing
there seemed to be the same, or an even slightly greater, increase in the demand for
new labour in this sector than in light manufacturing, although this relationship
ppears more clearly for Asia and Africa than it does for Latin America. On the
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TABLF 27.  GROWTH OF EMPLOYMENT IN MAJOR SECTORS OF MANUYACTURING

IN THE DEVELOPING REGIONS, 1960 1969
(Average annual rates, by percenlage)

Totel Light Heavy
menufacturing menufacturing maenufactiring

Developing countries

1960 - 1965 44 39 5.4

1965 - 1969 2.5 1.8 4.1

1960 - 1463/

1967 1969 3.6 30 50
Asia

1960 1965 4.7 4.0 6.6

1965 1969 1.8 0.9 4.2

1960 1963/

1967 1969 33 2.6 53
Latin America

1960 - 1965 1.8 1.4 2.6

1965 1969 RN 39 34

19¢0- 1963/

1967 1969 3.2 32 3.2
Africa

1960 1965 10.2 9.2 13.6

1965 1969 6.4 6.2 6.9

1960- 1963/

1967 1969 8.7 83 10.1

Sowrce: Based on data supplied by the United Natious Statistical Office, Julv 1972,

average over-all, each percentage point increase in th: output of heavy manufacturing
was matched by a 0.6 per cent increase in employment in that sector in Asia and over
I.3 per cent in Africa in the 1960s. Conversely, the increase of output in light
manufacturing apparently absorbed less manpower than heavy manufacturing in
Asia, or 0.5 per cent for each percentage point increase in output. In Africa,
however, the increase in output of light manufacturing generated slightly more
¢mployment than heavy manufacturing, or 1.4 per cent for each percentage point
increase in output. No clear pattern in this relationship is discernible in Latin
America over this period, but its sbsence could be due to the peculiarities of the
effects of business cycles and/or a statistical accident, as noted earlier. The growth of
heavy manufacturing thus appears to give the greatest impetus to the expeansion of
employment in the manufacturing industry in developing countries. As heavy
manufacturing industries3® tend to be more capital-intensive than light
manufacturing industries, an implication of the above-mentioncd trends in output

3% should be noted here that heavy and 3\\1 manufacturing industries are not necessarily
synonymous with capitak and labour-intznsive industries,
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and employment is that the expanded employment in manufacturing in developing
countries has been at a relatively high capital cost. This fact by itself should not be
taken as a disturbing phenomenon, if the growth of heavy manufacturing facilitates
further industrial growth as well as increased employment.

A cross-industry examination of growth rates of employment tends to confirm
the ecarlier suggestion that the sectors of industry where output growth is most
dynamic are also those where the highest rates of employ ment growth take place (see
table 28). In Latin America, the so-caled “high growth elasticity industries” !
noted elsewhere as activities in which output has responded more than
proportionately to increases in per capita GDP, such as electnical machinery and
appliances (ISIC 383), machinery except electrical machinery (ISKC 382), printing
and publishing (ISIC 342), rubber products (ISKC 355), and wearing apparel except
foot-wear (ISIC 322), tended to record much higher rates of employment growth in
the period 1963 1968 than the average prevailing in industry, or rates of 7.6 to
4.3 per cent per annum as opposed to an average of 1.9 per cent for the whole of the
manufacturing sector in the sample used.>? On the other hand, most of traditional
manufacturing, such as the food, textile and tobacco industries, either experienced
slow employment expansion or recorded declines in the number of people employed
(see table 28).

TABLE 28. FMPLOYMINT AND OUTPUT GROWTH RATI'S IN MAJOR INDUSTRILES
FOR SELECTED COUNTRIES OF LATIN AMIRKCAZ 1963 1968

{Industries are ranked in descending order according to the growth
elasticity of manufacturing outrmth)

Annval rate of Annuel rete of
employmen: growth  output growth
IAY(o Commodity group 1963 - 1968 1963 1968
383 Electrical machinery,
appliances, supplies¢ 7.5 14.1
7N Iron and steel basic industries o o
341 Paper and paper producs¢ 29 83
356 Plastic products

3 See Industrial Development Survey, vol. IV (United Nations publication, Sales No,
72.1LB.15), p.29, for a meve detailed discussion of the growth and size elasticities of the major
industry groups.

”Bolivia, Brazil, Chile, Colombia, Dominican Republic, Fcuador, I Salvador, Honduras,

Mexico, Panama and Peru, on the basis of the respective national tables, See The Growth of

World Industry, 1969 Edition. vol. I (United Nations publication, Sales No. 71.XV 11.6) and vol. ||
(United Nations publication, Sales No, TL.XVILY), and The Growth of World Industry, 1970
Edition, vol. | (United Nations publication, Sales No, 72.XVIl.4) and vol Il (United Nations
publication, Sales No. 72.XVIL9).

The data gencrally covered establishments engaging more than five persons and thus
exciuded mos. of the artisan employment, which frequently makes up nearly one half of the
total manufacturing employment in many developing countries. The sample covered would
correspond perhaps more to the modern segment of manufacturing: factory-organized, small,
medium and large establishments,

K oA st i el
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ISIC Commodity group 77‘5‘?1,”3' ovih 7“9?3.—' m
1 Machinery, except electrical

machinery € 7.6 99
155 Rubber products 4.4 9]
351 352 Industrial chemicals and other

chemical products 33 83
384 Transport equipment
KL Fabricated metal products, except

machinery and equipment
n Wearing apparel, except foot-weard 4.3 6.2
KL ) Printing and publishing® 5.7 6.2
Jol, 362, Pottery, china and earthenware, glass
369 and glass products and other non-

metallic mineral products 1.6 6.0
353 Petroleum refineries
n Non-ferrous metal basic industries
RIK Beverages 2.0 s.3
33 Leather and leathei products® 2.3 39
324 Foot-wear, except rubber and plastic
331 332 Wood, wood and cork products,

furniture and fixtures, except metal ¢ 34 3.0
311 312 Food t.0 6.0
321 Textiles® -0.7 3o
114 Tobacco 1.4 4.0

Average for the sample 1.9 6.8

Sources. The Growth of World Industry, 1969 Ldition, vol. 1 (United Nations publication,
Sales No. 71.XV1L.6) and vol. 1l (United Nations publication, Sales No. 71.XVIL 7), and The
Growth of World Industry, 1969 Edition, vol. 1 (United Nations publication, Sales No.
72.XVIL4) and vol. 1l (United Nations publication, Sales No, 72.XV11.9), and national tables and
other material supplied by the United Nations Statistical Office.

®3razil, Chile, Colombia, Dominican Republic, Ecusdor, El Salvador, Honduras, Mexico,
Panama and Peru. The basic data ore derived from the national tables of the countries concerned.
Data on output do not include kIl Salvador. Employment data refer mostly to establishments
cngaging more than five persons,

Sec iIndustrial Development Survey, vol, IV (United Nations publication, Sales No.
7211.B.15), p.29, for details of the concept and relevant data,

“Excluding output data for Mexico.

dﬁxclud'm; output data for Mexico snd employment data for Honduras.

°Fxciuding output data for Panama and employment data tor Mexico,
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A decline in employment might be explained by improvements in productivity
an< attempts to incresse the competitive eMiciency of some industries, thus tending
to reduce the demand for new labour at a faster rate than the growth rate of output.
The experience of the textile industry. as shown in the sample of Latin American
countries in table 28, is particularly relevant: with output growing at 3.6 per cent per
annum in the period 1963 1968, improvements in productivity tended to reduce the
number of people employed in that industry, by a rate of 0.7 per cent. This
occurrence suggests that a part of the improvements in productivity may stem from
economies of scale, new technology embodied in newly installed equipment, the
increased education of labour, and other factors largely external to the producer, all
of which may determine growth in productivity and may limit the capacity of
mndustry to absorb new labour.

Detailed country data on manufacturing output and employment in the 1960s,
comparable to those given for the Latin American region in table 28, are infrequent. A
small sample is given for the Asian countries in table 29. This sample includes few

TABLE 29 EMPLOYMENT AND OUTPUT GROWTH RATES IN MAJOR INDUSTRIES
FOR SELECTED COUNTRIES OF ASIAS 1963 1968

(Industries are ranked in descending order according to the growth elasticity of manufacturing

output)
An::;l rete of Annudl rate o'*f
em ment th t

ISIC Commodity group 1963 ~yl 968 row 7'92:“ - f;::
RER) Electrical machinery,

appliances, supplies¢ 14.0 15.2
371 Iron and steel basic

industriesd (2.7) 1.6
34) Paper and paper products® 94 7.8
356 Plastic products
382 Machinery, except

electrical machinery ¢ 8.8 11.6
355 Rubber products/ 4.2 48
351 352 Industrial chemicals and

other chemical products/ 93 14.1
384 Trans, ort equipment® 4.7 280
381 Fabricated metal products,

except machinery and

equipment ¥ 84 8.1
322 Wearing apparel, except

foot-wear? (10.2) 17.0

342 Printing and publishing’ 21 6.9
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Annuel rate of " Annuel rete o
employment growth  output

ISIC Commodity group ) _ wl_?{d« f 363 I 965.— } 968
Jol, 362, Pottery, china and earthenware,
369 glass and glass products and other

non-metallic mineral products/ 7.2 9.0
353 Petroleum refineries/ (5.0) 2.7
R Non-ferrous metal basic

industries® (4.8) (4.7)
313 Beverages 5.1 11.5
323 Leather and leather

products! 4.1 1.8
324 Foot-wear, except rubber

and plastic™ (8.2) (11.8)
331 332 Wood, wood and cork products,

furniture and fixtures,

except metal€ 6.7 13.0
311 312 Food 1.5 6.5
321 Textiles” LY 10.4
314 Tobacco 54 10.2

Average for the sample 7.8 10.1

Sources: The Growth of Workd Industry, 1969 Edition, vol. | (United Nations publication,
Sales No. 71.XVIL6) and vol. 1] (United Nations publication, Sales No. 71 XVIL7), and The
Growth of World Industrv, 1970 Edition, vol. | (United Nations publication, Sales No.
72.XV11.4) and vol. 1l (United Nations publication, Sales No. 72.XV11.9); and national tables and
other material supplied by the United Nations Statistical Office.
< “Hong Kong, lran, lraq, Jordan, Malaysia, Pakistan, Philippines, Republic of Korea and
Sin re.

‘aTPI':,e basic data are derived from the national tables of the countries concerned, Employment
data refer mostly to establishments engaging more than five persons.

PSee Industrial Development Survey, vol. 1V (United Nations publication, Sales No.
72.11.B.15), p. 29, for detasls of the concept and relevant data.

¢ Employment data exclude Iraq and Malaysia.

d()utput data cover Hong Kong, iran, Pakistan, Philippines and Republic of Korea;
employ ment data cover Hong Kong, Pakistan and Republic of Korea.

¢ Employment data exclude Iran.

f Empiloyment data exclude lraq.

LEmployment data exclude Jordan and Malaysia.

hOutput data exclude iran, Malaysia and Pakistan. Employment data cover only Hong Kong,
Jordan, Philippines and Republic of Korea,

!L.11ployment data exclude Malaysia,

/Output data cover Iran, Iraq, Jordan, Malaysia and Pakistan; employment data include only
Iraq and Jordan,

k()utput data cover Malaysia, Pakistan, Philippines and Republic of Korea; employment data
cover Hong Kong, Pakistan and Republic of Korea,

Output data exclude lran and employment data exclude Malaysia.

MOutput data cover Jordan, Malaysia, Pakistan and Philippines, and employment data cover
Hong Kong, Iraq, Jordan and Repubdlic of Kotea,

"Employment data exchsde Malaysia and Singapore,



72 INDUSTRIAL DEVEFLOPMENT SURVEY

smaller countries with a limited range of industries. Moreover, output and
employment data cover comparable periods of time for only a few industries.
Allowance should be made for the limitations of the sample. The experience of the
Asian countries none the less suggests a similar pattern to that for Latin America,
although the average rates of output and employment growth over the period were
somewhat higher than those shown for the Latin American countries. As in the Latin
American region, the industries with high growth elasticities tended to record higher
rates of employment growth than those attained in the more traditional areas of
manufacturing, such as the food processing and textile industries. This phenomenon
might be attributed to higher output growth in the former industries as well as to a
high demand for new employment for each percentage point of output growth. The
experience of the more traditional industries could possibly be explained by the
greater share of non-factory employment (in small workshops and other
family-organized units) in these areas of manufacturing, and by their tendency to
absorb new labour, irrespective of output growth, whenever no employment
opportunities exist elsewhere.

The data in the samples for Latin America and Asia point to the general
conclusion that a main avenue for the expansion of employment lies in industries
with rapid rates of growth. A policy that neglects the over-all growth of the economy
in favour of immediate employment gains, however. may tend in the long term to
reduce the capacity of industry to absorb new labour. unless a more equitable
distribution of income is sought, with an attendant increase in the demand for
industrial products. The positive effects on employment of attempts to eliminate
disparities in income have been stressed in the groposals of the country missions
sponsored by the World Employment Programme.?

Current issues in employment

The argument that industry is an employment-generating sector is perhaps the
one most frequently used in support of industrialization. This contention has been
the subject of frequent and severe criticism in recent years. however. Development
economists in th 1950s and early -1960s underestimated the effects of population
growth on increases in the labour force. They assumed that labour flows from
agriculture would automatically be absorbed into manufacturing. Actual experience
indicates, however, that this has not necessarily been the case. While industry may
emerge as 4 major source of employment in the long term, the present gravity of the
employment problem may render this economic sector (like others) unable to satisty
the immediate needs of employment. The scope of the problem may easily be
demonstrated. For example, if a manufacturing sector presently employs 2§ per cent
of the labour force, it would be obliged to increase employment by 24 per cent per
arnum merely to absorb the increase in a total labour force that was growing at a
rate of 3 per cent per annum.*

’3See, tor instance, Towards Full Employment (Geneva, Inizmational Labour Office, 1970),
. 337, See also Employment and Income Policics for Iran (Geneva, International Labour Office,
une 1972,

34y labour productivity also increased, the required growth rate for employment in
manufacturing would be higher than 24 per cent.
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Few reliable figures are available to clarify industry’s performance n the area ol
employment generation. One extensive study estimated that the manufacturing
labour force of developing countries was 8.5 per cent (25.1 million ) of the total
labour force in 1920. By 1960, this figure had increased to 8.9 per cent
(44.8 million).>® More recent data have indicated a growth rate of 3.6 per cent per
annum for employment in manufacturing among developing countries between 1960
and 1969 (see table 27). Judging from these aggregate trends, it seems doubttul that
the modern manufacturing sector could have absorbed directly a large proportion ot
the available labour force resulting from population growth, rural-to-urban mgration.
displacement of artisan labour etc.

With regard to future trends, some projections may serve to illustrate the
potentially serious nature of the employment problem in the Second Development
Decade. For example, it is estimated that the total labour force of As.a (excluding
Japan) is likely to grow from about 810 million in 1970 to 1,016 million in 1980.%*
Similarly, in Latin America it is estimated that 3 million persons will be added t-: the
labour force every year during the 1970s an increase of 32 per cent over the
decade.?” For developing countnes as a whole, the annual growth rate of the labour
force is expected to increase from 1.7 per cent in the period 1950 1965 to 2.3 per
cent in 1970 1980.>® With increases as large as these there is little doubt that the
employ ment question will assume added significance in the future.

The above figures regarding historical trends in industrial employment and the
projections of future increases in the labour force make it appear doubttul that
sufficient employment opportunities will be created directly through indus-
trialization. Howevei. the data do not touch on one encouraging aspect of the abality
of industry to generate empioyment. Employment opportunities are not confined to
the industrial sector alone; industrial development and growth generate job
opportunities in other sectors, even those marginally related to industry .*® Examples
include the service and maintenance of a wide ranr of industrial products.
transportation, commerce, and, especially, construction.*

Further, the wide range of industrial activities from which a developing country
may choose encompasses both capital- and labour-intensive industries. Within this
spectrum, developing countries may consciously select any combination of these
industries to achieve their employment objectives. Encouragement of labour-inten-
sive industries may be a valid approach providing the long-run implications for both
employment and economic growth are considered.

33p pairock and J-M. Limbor, “*Changes in the Industrial Distribution ot the World Labout
Force by Region, 1880 - 1960, International Labowr Review. vol, 9, No. 4 (October 1968),
p.324.

360 M. Mehta, “200 Million New Jobs by t980", Ceres, vot. S, No. § (Ociober 1972),
p. 1.

374v Beller, “Latin America’s Unemployment Problem™, Monthis Labowr Review
(November 1970), p. 9.

38, Turnham and J. Jaeger, The Empioyment Froblem in [ ¢ss Developed Countries. A
Review of Evidence (Paris, Organisation of Ecomomic Co-operatx:a and Development, 1971),
p- 33

j’For exampl., S. Kuznets has found a fairly clove relationship between growih ot
service-sector industries (for example, trade and transport) and growth ot the industral sector.
See his “Quantitative Aspects of the Economic rowth of Natwons” part 2. Ecomomic
Dcvelo.pnem ond Culrurel nge (July 1957).

40, nstruction has been found 10 be a relatively bour-intensive industry. 4y indicated by
several of the recent inter-agency employment musions. See, for example, Towards Full
Empio yment (Geneva, International Labour Office, 1970).
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Current views on industrial employment

The question of the choice of production technique has been dominant in the
thinking regarding industrialization and employment. The basic contention is that
producers must choose among various combinationus (sometimes quite numerous) of
labour and capital, when beginning operations. Thus, where unemployment is a
major problem, producers are encouraged to select those combinations that will
employ relatively large numbers of persons.

Of interest here is the experience gained in the course of the First Development
Decade and the implic: tions it has for future responses to the emnloyment problem.
First, actual engineering data do not reflect the wide range of choice from among the
combinations of labour and capital that were originally envisaged by many planners
and economists.*' In the future, possibilities for labour-intensive production may
have to be created. The fact that some entrepreneurs in developing countries have to
substitute labour for capital in areas of surplus labour supports this proposal.

Secondly, the existing capital stock of industry in a developing country can
seldom be altered to provide substantial increases in employment. Normally, only
new investments can accommodate more labour. These, however, account for only
marginal changes in a country’s total capital stock. Both observations, if borne out
by future experience, would make the employment problem more difficult to solve
than previous thinking has suggested.

Unemployment in many developing countries has increased to such an extent
that it has prompted new proposals, which go beyond the advocacy of
labour-intensive industry. At one extreme it is argued that employment problems are
so important that they should be solved directly and independently of questions of
over-all economic growth or national income objectives. Other goals should be
subordinated to the achievement of full employment. If countries accept this line of
reasoning, they may be led to limit productivity increases and purposely choose
outdated technology, although this entails smaller output per unit of labour.

If adopted, such a proposal could be detrimental to industriai development and
potential increases in the standard of living. 1t is, in fact, an extension of earlier
proposals which advocated the use of labour-intensive production techniques
whenever possible. the encouragement of industries requiring relatively large numbers
of unskilled labour, the establishment of rural industries to reduce the flow of
rura‘l-zto-urban mugration, the preference of small-scale over large-scale establishments
ete.

In a general sense, a shift in emphasis has occurred in the current discussions of
this problem away from the approaches proposed in the course of the First
Development Decade. Though it seems unlikely that many developing countries will
give the highest priority to full employment rather than economic growth and higher
living standsrds in their development schemes—a policy that would be perhaps
inadvisable- the objective of employment will surely receive greater attention in the
Second Development Decade.

Many economists have contended recently that income distribution may be of
key importance in solving the employment problem of developing countries, as well

' This charactetistic varies from industry to industry and country to coumtry. However,
practical experience seems senerally 1o support this impression.

*IThe counter arguments, which include the advantages of 2 capitak-intensive approach,
unbalanced growth, large-scale enterprises #1c., are omitted from this discussion,
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as a commendable objective in terms of social justice. The limited data on income in
developing countries indicate that its distribution is typically lop-sided;that is, a large
proportion of income is in the hands of a few, while the vast majority of income
earners receive a disproportionately small amount of total income. A redistribution
of income would affect employment by altering the existing pattern of consumption.
Supporters of this view argue that there will be basic changes in the type of guods
that will be consumed and that this will be reflected both in domestic production
and imports.

The ramifications of this approach are: first, a redistribution of income in favour
of the lower-income groups will mean an increase in the demand for basic goods,
which are widely purchased by these consumers. Such products are primarily food
and simple manufactures (for example, clothing, foot-wear and household
necessities). The manufacture of these products is regarded as relatively
labour-intensive compared with the manufactured goods typically consumed by the
upper-income groups. Secondly, upper-income groups have a much greater tendency
to import products than do the lower-income groups. Thus, a redistribution of
income in favour of lower-income groups would mean a reduction in the consumer
demand for foreign products. In turn, additional foreign exchange would then be
available for the purchase of capital goods and intermediate supplies, which would
expand employment.

Since the relevant data on the subject are incomplete, no factual basis exists for
substantiating this argument, although logic supports the earlier argument that simple
consumer needs can be met by labour-intensive processes. Certainly, the impact of
income distribution on employment could vary widely from one developing country
to another. Nevertheless, it seems likely that in future discussions of development
problems the two objectives of social justice and employment opportunities will be
linked through income redistribution.

Some observations are appropriate in regard to the above line of reasoning. First,
the practical and political considerations involved in the redistribution of income are
formidable for any country. The task would be doubly difficult in the case of a
developing country where the government machinery and appropriate manpower
may be lacking. Secondly, any difficulties will be magnified in situations where
econoniic growth is not taking place simultaneously with the redistribution process.
If, on the other hand, income redistribution is supplemented by gains in real income,
it would have the effect of making the whole programme more beneficial.

Thirdly, redistribution of income (through taxation, various fiscal measures etc.)
will not necessarily correct the forces that originally generated the income imbalance.
Over time, the original uneven pattern of income distribution, and, consequently, its
negative impact upon employment levels, may reappear. The policy would require
that the growth process itself must be consciously geared to the redistribution of
income in the long term.

The role that industry would play in such a programme has yet to be fully
elaborated, but some considerations are obvious. First, it is clear that industry must
occupy a central place even in an employment-oriented strategy. It is felt that greater
output now will create a situation where greater employment will be generated in the
long term. There is no basic conflict between industrialization and employment
objectives. The problem arises in the timing. Can current unemployment be tolerated
in order to achieve rapid increases in output, which will eventually lead to greater
productivity and greater employment? Or should stress be placed on the short-run
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unemployment problem and on an allocation of resources to projects that will absorb
labour but slow the growth of output in the short term? The latter choice may well
mean a lower level of employment in the future than the first choice.

In regard to industrial planning, policy should be formulated to link growth of
employment in industry to employment generation and expansion of other sectors.
Care should be taken not to over-emphasize short-run employment objectives that
will not contribute to long-run economic growth. The dynamism of a country’s
development should not be sacrificed to short-run considerations.*?

Planners cannot afford to overlook the direct and indirect employment that
industry could provide. Equally important is the fact that industry is a major
contributor** to total income in most developing countries. If manufacturing
productivity is reduced, planners will be faced with the task of achieving a more
equitable distribution of total income, which will be considerably below past or
potential levels.

Basically, the desire for a reduction in unemployment stems from the objectives
of greater social equality and the elimination of poverty. Employment is a common
means of distributing income. Where extreme approaches to the problem of poverty
are called for, planners may find it necessary to attack the problem through more
direct means of redistributing income rather than through indirect approaches such
as attempts to increase employment. In such cases, this could be a viable alternative
to the proposal mentioned: to stress employment first and economic growth later.
Countries where conditions are dire and require drastic action cannot afford to do
less than make efficient use of available resources (including labour). The proposal
suggested here would place economic growth and the elimination of economic
inequalities on an equal footing. These two objectives could also be closely related to
employment generation as a method of distributing income.

As with other proposals, the appropriate mechanisms for direct distribution of
income remain to be worked out, as well as many of the implications of this proposal
for industrial development. Hopefully, one or more of the various possibilities will
prove to be more effective in dealing with social equality and employment as
pressures mount during the Second Development Decade.

433ee 0 Ticial Records of the Economic ar==ocial Council, Fifty-third Session, Supplement
No. 7, para. 39,
Earlier, it was shown that the contribution ratio of the manufacturi sector in most
developing countries is invariably higher than that sector’s original share in GDP, thus indicating
the dynamic nature of the manufacturing sector relative to other sectors,
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Capital formation

As shown in table 30 and noted in previous issues of the Survey, capital formation
makes up an increasing share of GDP in the developing countries, especially in Asia
and Latin America. At the same time, the most recent figures available indicate a
corresponding increase in the rate of growth of output in all regions. In parlicular,
increased output in Argentina, Ghana, Morocco, the Syrian Arab Republic and
Tunisia has been more in accordance with levels of investment in those countries and
has led to a reduction in their previously abnormally high incremental capital output
ratios. There was an increased propensity Lo hold stocks, and the margin between
fixed and total gross capital formation in the countries shown in table 30*% widened
from 1.1 per cent of GDP in the period 1960 1962 to 1.5 per centin 1967 1909,
This trend is characteristic of inflationary conditions, which encourage not only
inventory speculation but also undue investment in social infrastructure (housing)
and a decline in saving, both of which are suggested by the figures discussed below.

Recent data on capital formation (fixed) in manufacturing industry are available
only for the limited number of countries shown in table 31. A trend away from
investment in manufacturing to investment in the infrastructure, services and social
sectors is indicated in these countries, but their number is too small to permit a
general conclusion to this effect. Further evidence is examined in this chapter.

Domestic finance

Table 32 gives the most recent data (for 1969) on sources of finance, divided
into domestic and foreign, for selected countries in each of the developing regions. |t
appears that on the average the increase in the level of investment achieved in that
year was due almost entirely to an increase in the share of foreign-financed capital
formation, which rose from 3.3 per cent of GDP in the period 1966 1968 to 4.2 per
cent in 1969. In other words, the propensity to save, measured by domestic saving as
a proportion of GDP, did not increase, and, in the case of the African countries,
saving actually declined.

“Avenge gross fixed capital formation as a centage of GDP for the countries shown in
table 32 was 16.4 in 1960- 1962 and 18.2 in 1967 1968, and the average gross total capital
formation as a percentage of GDP was 17.5 in 1960 - 1962 and 19.7 in 1967 - 1968.
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TABLE 32. FOREIGN-FINANCED AND TOTAL GROSS DOMESTIC CAPITAL FORMATION
IN SELECTED DEVELOPING COUNTRIES

(Percentage of GDP at current purchasers’ values)

Foreign-financed capital Gross domestic capital
formation® formation

Region and country or 19661968 1966 1968

area (average) 1969  Change® (average) 1969 Change?

Average of African

countries indicated 1.2 L4 0.2 20.5 20.3 0.2
Kenya 2.5 0.9 1.6 19.8 18.0 1.8
Libyan Arab Republic¢ 4.2 7.8 3.6 26.1 249 1.2
Sierra Leone¢ 5.7 -0.9 -6.6 139 14.1 0.2
Southern Rhodesia 2.6 -0.4 30 18.5 19.4 09
Sudand 1.6 34 1.8 14.4 13.7 0.7
Tunisia® 2 1.1 -0.1 26.2 239 23
United Republic of

Tanzaniad -3.2 1.0 2.2 16.5 17.7 1.2

Zambia¢ 5.5 0.3 5.6 28.3 304 2.1

Average of Asian

countries indicated 2.6 4.6 2.0 189 21.6 2.7
Malaysia® 1.1 1.3 0.2 15.2 15.9 0.7
Philippines 0.7 29 2.2 20.7 195 -1.2
Republic of Korea 53 7.8 2.5 24.2 304 6.2
Sri Lanka 33 6.5 3.2 15.5 204 49

Average of Latin American

countries indicated 4.6 5.5 09 18.9 20.0 1.1
Chile 1.9 0.9 -1.0 16.3 16.5 0.2
Colombia 2.7 3.0 0.3 20.1 20.9 0.8
Costa Rica 7.0 68 -0.2 22.6 26.3 3.7
Ecuador 3.1 6.0 29 13.5 136 0.1
EJ Salvador® 3.0 1.6 14 15.8 1.1 4.7
Guyana® 9.4 11.4 2.0 20.7 25.6 49
Honduras 4.9 5.6 0.7 17.7 19.6 1.9

Jamaica 7.2 99 2.7 24.2 28.1 39
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TABLE 32 (continued)

Foreign-financed cepital Gross domestic capital
formation® formation

Re, and country or 19661968 1966 - 1968

':on (average} 1969 Chan:cb (average) 1969 Chaurb

Average of Latin American
countries indicated (continued )

Netherlands Antilles¢ 2.2 2.2 0.0 15.1 18.2 31
Nicaragua® 7.2 54 1.8 21.1 17.4 -3.7
Panama¢ 39 20 1.9 20.2 223 2.1
Paraguay 5.0 54 0.4 15.8 16.1 0.3
Puerto Rico 14.3 19.3 5.0 276 297 2.1
Uruguay ¢ 29 1.1 4.9 10.9 12.4 1.5
Venezuela 0.1 2s 26 214 2.2 0.8

Average 3.3 4. 0.9 19.3 20.3 1.0

Source: Based on Yegrbouk of National Accounts Statistics, | 970, vol. 1 (United Nations
publication, Sales No. 72.XVIL.3).

National deficit on current account,

bPercentage in 1969 minus percentage in 1966 1968,
€1965 1967 and 1968,

91966 1967 and 1968,

‘1964 1966 and 1967

Foreign finance

The latest figures for the per capita net receipts of foreign finance received by
developing countries from offical and private sources are given in table 33. As is well
known, the data reported by the developing countries are incomplete; they cover
only about 60 per cent of the receipts reported as outflows from the developed
countries. No conclusion can therefore be safely drawn from these figures as to the
absolute levels of foreign finance reaching the various countries and regions. It may
be concluded, however, that foreign private financing is at a much higher level in
Latin America than in the other regions, and that its inportance is increasing relative
to foreign official finance. By contrast, private financing, although it is increasing, is
relatively unimportant in Asia, largely because of the very- heavy dependence of the
larger countries - India, Indonesia and Pakistan- on official aid.

Complete and up-to-date information on official aid reaching the various
countries is given in the annual Review of the Development Assistance Committee
(DAC) of the Organisation for Economic Co-operation and Development (OECD).
Table 34 gives a summary by regions, from which it appears that on a per capita basis
the African region continues to obtain the highest level of bilateral aid, which mainly
reflects the low level of per capita aid registered for the larger countries in Asia and
Latin America. Multilateral aid has become much more important, especially in Latin
America, where it accounts for most official aid to Brazil and Mexico.




FINANCE, INVESTMENT AND INDUSTRIALIZATION 83

TABLE 33. PER CAPITA NET RECEIPTS OF FOREIGN PRIVATE CAPITAL BY
DEVELOPING COUNTRIES, 1965 -1967

{Dollars)
{Countries are arranged in descending order of value of private net in flow, 1965-1967)

Per capita private Per capita :%ul
net receipts® : net receipts

Region and country 1965-1967 19651967
or areq {average) 1968 {averege) 1968

Africa, average 17
Tunisia
Ghana 5.5
Sierra Leone 5.0
lvory Coast 37
Nigeria 24
Kenya 1.2
Malawi 09
Somalia 0.8
Ethiopia 0.7
Morocco 0.5
United Republic of Tanzania 0.5
Sudan 0.1
Libyan Arab Republic

Asia, average

Saudi Arabia
Malaysia

Singapore

Republic of Korea
iran

Thailand

Jordan

Pakistan

India¢

Burma

Indonesia
Philippines

Republic of Viet-Nam
Sri Lanka

Syrian Arab Republic




84 INDUSTRIAL DEVELOPMENT SURVEY

TABLE 33 (continued)
trt oo ot B e
Latin America, average 4.0 58 6.8 8.5
Surinam 54.3 22.5d 81.9 270
Trinidad and Tobago 38.2 228 45.2 304
Jamaica 26.1 69.5 294 779
Costa Rica 225 20.7 26.4 20.]
Nicaragua 14.7 15.2 20.7 25.0
Venezuela 12.7 233 14.0 228
Panama® 1.1 16.8 210 219
Mexico 6.8 8.8 8.0 11.5
Guatemala 6.4 49 1.7 8.8
El Salvador 6.4 34 10.0 6.1
Paraguay 59 49 8.9 11.7
Peru 53 0.2 14.1 6.9
Ecuador 4.1 8.1 6.4 114
Honduras 38 54 15 12.4
Colombia 37 33 .1 9.1
Uruguay 2.3 2.94 5.3 10.3
Dominican Republic 2.2 1.7 13.2 13.4
Brazil 1.7 2.2 34 2.7
Bolivia 1.6 1.54 9.1 11.3
Haiti 0.2 0.2 1.0 1.1
Argentina 0.0 0.0 1.9 -1.1
Chile -1.8 16.7 9.5 29.7
Worid average 1.3 1.9/ 43 46/

Sources: Based on The Externel Financhr 9% CONOMIC Devd#mwm: Internationsi Flow of
Lo»tfem Capitsl end Officisl Donations, — 1968 (United Nations publication, Seles No.
70.1LA.3); Monthly Bulletin of Statistics ( September 1969) (United Nations publication).

*Net receipts of foreign private capital are defined as: foreign direct investment and loan
regeived (net of repayments), including loans to local Governments and private monetary
institutions; and changes in other long-term liabilities (arising, for exampie, from transactions in
z:‘stu bond issues of developing countries). The return flow of interest and profits is mot

ucted.

bOﬂ'icial and private receipts.

‘Population data cover part of Jammu and Kashmir, whose final status had not yet been
determined.

91967.

“Excluding the population of the Canal Zone,
‘50 countries.
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Finance for menufacturing industry

On the basis of information given in the OECD annual Review and in the United
Nations Yearbook of National Accounts Statistics, it is possible to make an estimate
of the flow of foreign and domestic capital to the manutacturing sector in developing
countries in 1967 1968 and to offer some comment on more recent changes.

The distribution of official aid in terms of commitments in 1967 1968 is given
in table 35, from which it appears that 36.7 per cent of official bilateral capital
Project commitments, or 13.4 per cent of all official bilateral commitments other
than for export credits, were designated for industry. If it is assumed that this latter
percentage applied to actual official bilateral flows during those two years ( able 37),
an estimate of $770 million is obtained for the actual average flow tc industry.
Similarly, 16.1 per cent of official multilateral capital project commitments or
13.4 per cent of all multilateral commitments were for industrial purposes, and if it is
assumed that the latter percentage also applied to actual flows, an estimate of
$126 million is obtained as an average for the two years. By 1971, the flow of
multilateral aid for all purposes had doubled (table 37), 30 that in that year, assuming
the same percentage distribution, multilateral aid to industry would have reached
$252 million. For bilateral aid to industry , although strictly comparable figures are
not avatable, the share of industry capital project commitments appears to have

been greatly reduced in recent years. mainly in favour of social infrastructure, falling
to 21 per cent in 1970.4*

TABLE 35, OFFK'IAL BILATFRAL AND MULTILATFRAL COMMITMENTS, BY
PURPOSE, 1967 968

(Percentage)

Oficiel
a’d Officie
Capital project assistance 30.04 83.09
Agriculture 2.38 16.82
Industry 11.04 13.39
Energy 4.23 19.34
Transport 6.35 22.57
Social nfrastructure e 982
Other 2.57 1.14
Technical assistance 19.27 15.37
Non-project assistance 23.10 1.52

Export credits 16.50

Other contributions * 1111 -
Total 100.0 100.0

Sowrce: Based on Devclopment Assistonce, | 969 Review (Paris, Ovganisation of ¥ conomic
Co-operation and Development, | 969), table 1§

ae ) . . .
Development Co-opemstion, 1972 Review (Paris, Organisation of kconomic Co-operation
and Development, 1972 table |1, ¢ .
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TABLE 36. REGIONAL AND SECTORAL DISTRIBUTION OF TOTAL DAC DIRICT
INVESTMENT IN DEVELOPING COUNTRIES, 1965 1970
(A verage annual flows in million Jollars)

Manuy fac-

Area Year Petroleum  Mining  turing  Other Total
Southern Europe® 1965 1966 4 10 124 9 268
1967 1968 19 3 130 55 207
1969 1970 60 b 224 59 345
Africa 1965 1966 328 8S 89 34 586
1967 1968 182 85 80 65 582
1969 1970 487 58 95 99 739
Latin America 1965 1966 57 99 $91 292 925
and Caribbean 1967 - 1968 13 180 540 297 1,090
1969 - 1970 98 29 643 306 1.218
Middle East 1965 - 1966 374 | 12 5 392
1967 1968 198 7 14 219
1969 - 1970 243 24 15 282
Asia and Oceania 1965 1966 62 8 129 117 336
1967 1968 92 Ry 185 99 413
1969 1970 155 104 147 68 474
Total 1965 1966 751 23 945  S8% 2.507
1967 (968 734 308 942 530 2511

1969 1970 1.240 138 1.133 547 3.058

Sowrce: Development Co-operation, 1971 Review (Paris, Organisation of Fconomic
Co-opetation snd Development, 1971),

€%0¢ table 34, foot-note b.

Industry is also adversely affected by the increasing importance of multilateral
aid with its harder financial terms. According to a recent report to the United
Nations Committee for Development Planning,'’ the grant element in loans
extended by multilateral agencies in 1971 ranged from 25 per cent to 38 per cent
compared with a grant element of 56 per cent for loan commitments and 82 per cent
for total commitments of loans and donations by the DAC countries.*"

Private resources available to developing countries consist of direct investment,
export credits and private subscriptions to loan issues. An estimate of direct
investment by sectors and by regions was made in the 1971 OECD Review and since
information on this subject is scant, it is reproduced in table 36.

”"Impicmentation of the International Development Strategy for the Second United
Nations Development Decade: preliminary papers for the first over-all review and apPramI of
progress. Developed market sconomies and the International Development Strategy ' (F/AC,
54/L.52), p.18.

. “SThe DAC group of countries consists of Australia, Austria, Beigum, Canada, Denmark,
France, the Federal Republi: of Germany, ltaly, Japan, the Netherlands, Norway, Portugal,
Sweden, the United Kingdom of Grest Britain and Northern ireland, and the United States of
America.
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TABLE 37.  NET RECEIPTS OF DEVELOPMENT ASSISTANCE FROM DAC COUNTRIES
AND MULTILATERAL AGENCIES

{Billion dollars)
Source 1904 1965 1966 1967 1968 1969 1970 1971
Bilateral ODA® 5.55 5.57 567 5.82 563 556 570 643
Other 028 037 049 074 059 087 1.01
Multilateral 0.79 0.89 090 1.04 081 1.35 1.61 2.00
Privaie
Direct 1.57 247 218 210 3.04 29| 3.56 409
Portfolio 0.84 065 048 080 097 1.21 0.78 0.80
Export credits 0.86 0.75 1.12 1.01 1.60 205 221 2.80

Sources: Based on Development Assistance, 1969 (Paris, Organisation of Fconomic Co-
operation and Development, 1969), and Development Co—orution, 1972 Review (Paris,
Organisation of Economic Co-operation and Development, 1972).

20fficial development assistance, that is, all contributions which are administered with the
main objective of promoting the economic Jevelopment and welfare of the developing countries,
and whose financial terms are intended to be concessional in character,

Investment is distributed almost equally between mining, including petroleum,
and manufacturing. The figure of $942 million for direct foreign private investment
in manufacturing as an average for 1967 1968 is close to the average figure of
$893 million for official aid for these two years. For the two years 1969- 1970,
however, the corresponding averages are estimated to have been about $720 million
for official and $1,133 million for private investment. More than half of the total
direct private investment in Latin America is in manufacturing.

Guaranteed private export credits (table 37) have trebled in recent years, and
they increased in 1971 to a level of about 70 per cent of direct investment, compared
with an average of about 50 per cent for 1967 -1968. It may perhaps be assumed
that a corresponding increase took place in export credits in financing the
manufacturing sector, giving figures of $471 million as an average for 1967- 1968
and $793 million in 1970. Official export credits have remained at a level of about
10 per cent of official development aid. Private subscriptions to bonds issued by
developing countries have greatly increased and now amount to about $800 million
per annum. This source of funds is almost entirely for official use, but some
proportion may be used by Governments to finance the development of
manufacturing. In total, external finance for manufacturing received from the
developed market economies increased from an average of about $2,370 million for
1967-1968 to $2,780 million in 1970, but the concessional element, as represented
by the official bilateral contribution, fell from just over one third to just over one
sixth,

To this should be added contributions from non-DAC members and in particular
from the centrally planned economies. DAC estimates of total net disbursements in
1967 and 1968 averaged about $400 million,*® and United Nations estimates,

"Dcvelopmmt Assistance, |969 Review (Paris, Organisation of Economic Co-operation and
Development, 1969), table 11.2.
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excluding aid within the centrally planned economies, were somewhat higher, oran
average of $540 million for the two years.’® About half of this is estimated to have
been for manufacturing projects, so that total aid from all sources to manufacturing
is estimated to have averaged $2,600 million for the two years 1967 and 1968.

The calculation of the amount of domestic finance received by manufacturing is
more hazardous. It may be estimated, however, with some precision that gross fixed
capital formation in all sectors amounted to between 17.5 and 18 per cent of GDP
(see foot-note 45). Fixed capital formation in manufacturing forms a higher
percentage of total fixed capital formation than manufacturing output forms of total
output, provided the normally higher rate of increase in manufacturing output is
sufficient to offset the lower capital output ratio.’ ' For 15 developing countries for
which information is available, this appears to be the case; the investment ratio of
manufacturing to GDP was about 16.5 per cent compared with an output ratio of
14 per cent. For most countries the output ratio is higher than 14 per cent, and a
reasonable estimate may be between 17 and 18 per cent for the share of
manufacturing in capital formation (see table 31), where the average is 17 per cent.
On this basis, fixed capital formation in manufacturing industry would amount in
19671968 to $9-9.5 billion, and foreign finance would therefore supply about
30 per cent of this as compared with less than |5 per cent in other sectors.

507rne External Financing of Economic Development (United Nations publication, Sales No.
70.1LA.3), table 22.

Sty I, O, C. R are respectively investment, outpul, capital outpul ratio and the rate of

1/0

1 /0
growth in an economy, lhen R = ra and with the suffix m for manufacturing R = _m_é_!g

c., R
it follows that /p,/l = Oy /O X -L—”l X —E"l.
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. STRUCTURAL CHANGE
IN THE PRIMARY, SECONDARY
AND TERTIARY SECTORS

In this chapter the changing pattern of production in the developing countries
and in the developed market economies is discussed in terms of the output of the
primary, secondary and tertiary sectors. The {)rimary sector is normally taken to
include agriculture, forestry and mining (1SIC' 0 and 1), the secondary sector {0
encompass manufacturing, construction and utilities (ISIC 2, 3 and 5), and the
tertiary sector to cover distribution, transport, financing and other services (ISIC 6, 7
and 8). The country figures given in table 39 have been compiled to conform to this
division. In order, however, to obtain complete figures for all developing countries, as
shown in table 38, it was necessary to include utilities along with mining in the
primary sector; the alternative to include mining with utilities in the secondary
sector  would have been misleading, since for many countries mining is more
important than manufacturing.

Table 3% shows that in the period 1953- 1968 manufacturing inade a much
greater contribution to GDP in the developed market economies than in the
developing countries, and that the primary sector made a relatively much smaller

TABLE 38. SHARE OF GDP2 GROWTH RATES AND CONTRIBUTION RATIO OF THE
THREE MAJOR SECTORS, BY ECONOMIC GROUPING? AND REGION, 1953 1968

(Percentage)
Average annual  Contri-
Share of GDP (average) growth rates f‘;"‘ig’"
o) ~ V) ~ vy
3 0§ § o8 &
Economic grouping, o a ® NP o
;; é; and sector 2 2 § § 2 §§ §§
Deﬁcloped market economies
Primary (0, 1 and 5) 12.3 11.6 10.2 2.7 32 7.4
Secondary (2-4) 349 35.0 36.7 38 5.9 39.1
Manufacturing (2and 3) 28.9  29.1 3.1 38 6.2 339
Tertiary (6--8) 52.8 534 3.1 39 5.1 535

1in order to obtain comparable figures, the ISIC classification used throughout this chapter
tefers to the previous International Standard Industrial Classification of All Economic Activities
(ST/STAT/M.4/Rev.1).
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TABLE 38 (continued)

Average annual Contri-
Share of GDP (average) growth rates bulf’on
ratio
) ~ ¢ il ~ % vy
O S
Economic grouping, o iy NS Mo e o
1781y e g 72 8 SIS S
Developing countries€
Primary (0, 1 and §) 421 398 36.1 3.8 3.2 8.8
Secondary (2 4) 17.8 19.4 214 0.2 6.l 25.7
Manufacturing (2 ar.d 3) 14.2 15.7 17.4 64 63 21.3
Terliary (6 8) 40.1 40.8 425 50 53 455
Latin America
Primary (0, 1 and 5) 27.0 25.1 23.1 43 37 19.0
Secondary (2  4) 23.8 AR 275 70 58 315
Manufacluring (2 and 3) 20.3 325 24.1 74 59 28.1
Tertiary (6 8) 49.2 49.1 494 55 50 495
Asia
Primary (0. 1 and §) 50.5 49.1 444 35 3.1 359
Secondary (2 4) 15.1 16.0 18.5 50 6.7 231
Manufacluring (2 and 3) 1i.9 124 14.5 48 69 18.2
Terliary (6 8) 344 349 RY 42 55 41.0

Sources: Based on the Yearbook of National Accounts Statistics, 1970, vols, 1 and 1l (United
Nations publication, Sales No. 72.XVI1.3); and other material supplied by the United Nations
Statistical OfTice,

4The percentage share is calculated on the basis of a three-year average of GDP at constant
factor cost. The primary sector includes agriculture. mining and quarrying; it also includes elec-
tricity, gas and water (ISIC $) since these cannot be disaggregated trom mining. The secondary
sector includes manufacturing and construction. The tertiary sector covers the rest of
economic activities in the national accounts published in the Yearbook of National Accounts
Statistics. Manufacturing is delined in this chapter as ISKC 2 and 3 in the International Standard
Industrial Classification of All Economic Activities (ST/STAT/M.4/Rev.1). In chapters 11, 111 and
IV, manulacturing is defined as ISIC 3 in the latest revision  of this  publication
(ST/STAT/M.4/Rev.2/Add.1). Growth rates refer to the average annual rate ot growth calculated
on a compound basis,

The following classification of economic groupings is used throughout this volume, in
conformity with the classification adopted by the United Nations Statistical Office: “Developin
countries” includes the Caribbean area, Central and South America, Africa (other than Soutg
Africa), the Asian Middle East (other than Israel) and East and South-Fast Asia (other than Japan).
“Developed market economies” includes North America (Canada and the United States ol
America), Europe (other than Fastern Furope), Australa, Israel, Japan, New Zealand, and South
Africa, “Centrally planned economies” includes Albania, Bulgaria, Czechoslovakia, the German
Democratic Republic, Hungary, Poland, Romania, and the Union of Soviet Socialist Republics
(USSR). “World” excludes China, the Democratic People’s Republic of Korea, the Democratic
Republic of Viet-Nam and Mongolia,

"Manufacturin; output lor Africa is taken from national income data and is not strictly
comparable with the ta for other regional and economic groupings. Separate regional
production and employment data for Africa are not available from the United Nations Statistical
Office, so that Africa is not shown in several tables in this volume. Although totals for developing
countries generally include figures for Africa, it does not follow that the precise figures for Africa

can be derived by subtracting data for Asia and batin America from the totals for the developing
countries,
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contribution in the former than in the latter countries. Moreover, since the rate of
growth of the manufacturing sector is higher than that of other sectors,
manufacturing made a still greater ccatribviion to marginal increases in GDP, as
indicated by the contribution ratio in the last column of table 38. Conversely, since
the primary sector expands much less rapidly than other sectors in both the
developed market economies and the developing countries, its contribution to
marginal increases in GDP was reduced. In the developed market economies, its
contribution ratio was 7.4 per cent compared with a share in GDP of 10.2 per cent in
1966 1968, and in the developing countries it was 28.8 per cent compared with a
share in GDP of 36.1 per cent in 1966 1968,

Throughout the entire period 1953 1968 the over-all structure of the
developing countries was steadily modified, with a reduction in the relative size of
the pritnary sector and an increase in that of other sectors, in particular of the
manufacturing sector. The developed market economics showed little change in
structure  over the first half of this period. This pattern also pertained to
constiuction, whose share steadily increased in the developing countries throughout
the period, from 3.6 per cent to 4 per cent of GDP. In the developed market
economies, however, its share remained at about 6 per cent over the first half of the
period and fell to 5.6 per cent over the second half.

The tertiary sector is somewhat smaller in developing countries than it is in the
developed market economies, but throughout the period it showed a more rapid rate
of increase. This sector encompasses services, and it is useful to compare its growth
with that of the productive sectors, since a more rapid expansion in the supply of
services than of goods is inflationary in character. In the case of the developed
market economies, services expanded more rapidly than goods over the first half of
the period, achieving an annual rate of 3.9 per cent compared with 3.5 per cent for
goods, but this situation was corrected in the second half. In the developing
countries, however, the gap widened over the period; the supply of goods expanded
at a 1ate of 4.5 per cent in the first half and at a rate of 4.1 per cent in the second,
and the supply of services grew at rates of S per cent in the tirst half and 5.3 per cent
in the second.

From table 38 it may be seen that the primary sector was much smaller, and the
manufacturing sector much larger, in Latin America than in Asia. There was,
however, a greater change in the structure of GDP in Asia, especially in the second
half of the period when the output of both manufactures and services expanded
rapidly. In Latin America, the share of services in GDP was stationary, and the rates
of growth of manufacturing slackened. The expansion of the services sector in Asia
mvolved some degree of inflation, with the supply of services increasing at an annual
rate of 5.5 per cent, compared with a rate of 4.1 per cent for goods.

The most consistent feature of structural change in the developed market
cconomies as well as in developing countries and regions was evidently the increasing
importance of manufacturing output in relation to the output of raw materials; the
output of the former expanded about twice as rapidly as that of the latter. This
aspect is examined further in tables 39, 40 and 41, which give figures for sectoral
growth for a total of 36 developing countries in Latin America, Asia and Africa.

If these countries are grouped according to per capita GDP (table 42), it appears
that the contribution of manufacturing to GDP increases rapidly with rising incomes,
while the contribution of the primary sector falls.
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TABLE 39. SHARE OF GDP.f GROWTH RATES AND CONTRIBUTION RATIO OF THE

THREE MAJOR SECTORS IN 17 LATIN AMERICAN COUNTRIES, 1953 1968

(Percentage)
Shere of GDP A onnuel .
/""'of} mz retes f:::“"""'
Cowntry or eree 1933-  1959—  1966- 9331933 1959196} 19331953
and sector 1935 1961 1968  1959- 1961 1966- 1968 [966- |968
Argenting
Primary 218 184 18.1 0.7 2.8 11.0
Secondary 45 378 40.7 s.2 4.2 528
Manufacturing 9.1 324 347 5.5 41 452
Tertiary 437 438 41.2 RX) 2.2 36.5
Chile®
Primary 181  20.0 21.6
Secondary 202 2.7 333
Manufacturing 184 223 269
Tertiary 597 823 45.1
Bolivig
Primary 458 424 38.1 -0.8 38 223
Secondary ¢ 210 18.5 23.0 -1.6 88 27.2
Manufacturing 169 134 15.2 -33 73 11.8
Tertiary 332 9.1 389 33 53 50.5
Colombie
Primary 404 3958 35.2 38 30 28.4
Secondary 190 209 224 58 58 26.7
Manufacturing 148 16.6 17.6 6.3 56 21.2
Tertiary 406 396 424 38 5.7 449
Dominican Republic
Primary e 293 25.7 09 8.1
Secondary e 210 220 EK J 270
Manufacturing ... 17.2 16.2 20 110
Tertiary e 9.7 523 40 650
Ecuador
Primary 4.5 389 37 338
Sec 193  20.7 5.7 258
Manufacturing 153 15.§ 4% 16.1
40.4 4.5 410

Tertiary 40.2
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Shere of GDP A owwsl
fvoem) 'a-m ﬁ:"“"‘"
Country or eres 1953~ 1959— 1966 19331933 19591961 1953-1933
and soctor 1933 1981 1968 19391981 1966 - 1968 19661968
L1 Salvedor
Primary e 014 .. .54 15.0
Secondery e 18.6 22.8 ... 10.5 n3
Manufacturing . .. 14.5 18.0 - 10.7 5.1
Tortiary e o8 5 ce 7.3 $3.7
Guatemala
Primary 319 32 NI 4.0 44 25.1
Secondary 1.3 158 170 5.5 68 19.5
Manufacturing 12.2 129 14.1 58 7.2 6.8
Tertiary 528 540 59 53 $.2 55.4
1 Primary .. 1 40 ... 09
Secondery 174 15.9 31
Manufacturing . . . 100 115 46
; Tertiary oo 419 421 ce 00
Hondras
Primary 49.7 488 406 Jeo 2.7 295
Secondery 169 162 213 31 948 de.7
i Manufacturing 11.1 126 163 6.1 %94 28
; Tertiary 334 350 381 49 6.7 48
Jamaica
Primery 214 212 45 205
Secondary cee 26 274 e 5.3 Jo.e
Manufacturing . .. 14.1 15.6 . 68 21.4
Tertiary e 520 514 .. 44 49
Nicerague
Primery e e 3o
Secondery e e 8.8
Manulacturing - . . .. 12.5
Tertiory e 4.2
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TABLE )9 {continwed)

;'co{GTP

A - owmusl Conmidution
fevevage) mz rotes retie
Country or eves 1953— 1959 1966 9571933 19399 _196] 19531933
ond sector 1933 1961 1948 19591961 1966 1968 |966- 1968
Punamg
Primary 24.6 22.3 6.1 18.3
Secondary e 233 288 10.2 31.0
Manufacturing . .. 13.8 16.6 1.1 213
Tertiary 531 532 7.8 50.6
Poraguay
Primary Jo8 357 33 27 3.2 27.2
Secondary 19.3 19.6 19.8 s 44 205
Manufacturing 17.3 16.7 6.2 28 3.6 14.4
Tertiary 439 47 47.1 3.5 5.1 523
Puerto Rico
Primary 13.0 6.4 1.6 1.4
Secondary 324 36.7 11.2 418
Manulacturing . .. 223 28.7 1.1 285
Tertiary 546 %69 99 59.6
Uruguay
Primary 15.7 14.7 15.9 2.1 2.2 250
Secondary ¢ 3.1 30.6 293 0.5 0.4 0.0
Manufacturing 22.2 227 229 0.0 1.0 500
Tertiary 54.2 533 54.8 0.0 0.6 75.0
Vemezuela
Primary 360 33.1 33 242
Secondary - 20.1 22.2 6.5 28.7
Manufacturing . . . 13.0 14.8 7.0 203
Tertiary 439 44.7 5.1 47.1

Sowrces. Daved on Yearbook
Nations publication, Seles No. 72.XVIH.3);

Satistical Office.

¢ thummnotcemf::dbocamofthcdhcmy of time serios dats in the
ics,

Yearbook of Netiongl Accounts
€ Enchading ga snd water,
41963 1967,

“Including mining and quarrying.

of Nationsl

Accounts Sietiatics, 1970, vols. | and H (United

and other materiel suppliod by (he United Nations
®S0c table 38, foot-nose 4, for sources and definitions,
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TABLE 40. SHARE OF GDP GROWTH RATES AND CONTRIBUTION RATK) OF THL
THREF MAJOR SECTORS IN 10 ASIAN COUNTRIES, 1953 1968

(Percentage)
Share of GDP A el
(lnr&f) growth rates ﬁo':’tﬂbution
Country or ares 1953- 1959. 1966 19531935 1959-196] 19331955
ond sector 1935 1961 1968 1959 196] 19661968 19661968
Cvprus
Primary 388 257 300 b 8.4 25.5
Secondary 19.1 21.5 19.2 e 43 19.2
Manufacturing 13.4 13.0 11.9 ce 47 1.2
Tertiary 42.1 s2.8 508 e 54 55.3
India €
Primary 4 545 507 432 2.3 0.2 5.0
Secondary 202 204 233 37 53 38.5
Manufacturing ... 14.0 16.4 e 5.6 30.3
Tertiary 23 289 335 59 5. 56.4
fron
Primary e 47.7 456 e 6.6 415
Secondary e 13.6 17.9 ce 12.5 26.1
§ Manufacturing ... 8.8 11.6 ce 123 16.7
‘ Tertiary e 38.7 365 ... 6.3 324
Iraq
Primary 61.3 538 527 3.1 6.2 45.1
Secondary 11.4 14.06 13.3 9.8 o 15.0
Manufacturing 6.3 94 8.8 12.7 5. 10.9
Tertiary 273 316 340 80 1.1 99
Malaysia
Primary e 400 37.1 e 33 25.6
Secondery 139 171 1.3 30.2
Manufacturing ... 84 10S e 1.5 189
Tortiery e 46.1 458 ... 54 “.2
Pakistan
Primery 62 526 457 69 LY | 319
Secondary 9.7 127 17.4 1.6 10.4 280
Manufacturing 8.0 99 118 6.7 8.2 17.0
Tertiary 340 347 367 33 6.3 40.1
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TABLE 40 (continued)
Share of GDP A !
Iavm:{} ;nv)ewt ':;c:'m ’C;(;n‘otribuﬂon
Country or area 1953 [959—  1966— 1953-1955 1959-1961 19531955
and sector 1955 1961 1968  1959--1961 19661968 1966—1]968
Philippines €
Primary 369 333 326 18 46 28.1
Secondary ¢ 198 21.4 21.1 6.9 48 22.5
Manufacturing 15.1 17.8 17.4 8.5 4.6 19.8
Tertiary 433 453 46.3 6.4 53 494
Sri Lanka
Primary 474 424 2.5 270
Secondary 13.2 15.4 6.4 220
Manufacturing 4.8 8.9 13.7 218
Tertiary 39.4 422 5.2 510
Republic of Korea
Primary 519 46.7 37.7 29 4.4 259
Secondary 114 164 26.5 11.2 15.3 0
Manufacturing 8.7 13.0 20.6 11.9 15.0 304
Tertiary 3.7 369 358 48 7.2 3.1
Theilend
Primary 39.5 323 4.5 190
Secondary 15.8 210 120 28.7
Manufacturing 11.6 14.2 10.7 18.0
Tertiary 4.7 46.7 83 9.3

Sowces: lmdutbc)::b,ozoko{l
Nuhmr“c.d.n,w . 72.XVILL3);
Statistical Offics. )

9300 tsbls 38, foot-note ¢, for soueces and definitions.

th rates ase mot

Yearboot of Netionel A
Yinchuding mining.

'Emm.puvw,v&hmhwbhmhymm.

Netionsl Accounts Sstissics, 1970, voh. | wé N (United
and other meterisl supplied by the Uniled Netions

becowse of the discontinuity of time seriss dots in the
MM&

€ Net demeostic product (NDP),
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TABLE 41. SHARE OF GDPf GROWTH RATES AND CONTRIBUTION RATIO OF THF
THREE MAJOR SECTORS IN 9 AFRICAN COUNTRIES, 1953-1968

(Percentage)
Share of GDP A !
(avengcf) gr::wr r:?:su‘ f."“':)"'b“ tion
Country or srea 1953— 1959- 1966~ 19531955 19591961 19531933
and sector 1955 1961 1968 1959—1961 1966-1968 19661968
Egypt
Primary cee 29.1 263 e 34 18.3
Secondary e 260 21.7 - 6.3 327
Manufacturing ... 210 216 ces 5.7 233
Tertiary e 49 460 ces 5.6 45.0
© Ethiopia®
Primary ces 635 , 513 21 26.5
Secondary . 126 153 e 10.0 28.7
Manufacturing ... 6.2 8.0 ces 1.5 16.6
Tertiary - 239 274 el 8.4 44.7
Kenye
Primary . ces 376
i Secondary e . 15.7
; Manufacturing ... . 9.9
Tertiary e e 46.7
Libyen Ared
Republic
Priemary e $0.7¢  60.8 e 31.04 67.1
Secondary ces 10.2 103 cee 28.7 10.4
lh_-ulacwh. cee Jeo 24 cee 12.5 1.5
Tertiary ces ¥ 2.2 ves 16.6 22.8
Mperis
Primery 646 62.1° v/ 530
Secondery ces 96 113 et 8.4 17.5

Manufacturing ... 48 5.7 8.8 93
Tertiary 258 2.6 5.8 294
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TABLE 4) {continued)

Share of GDP Average annual
L (avengef) growth rates ’C;o;o'ﬂb“m
Country or area 1953 1959— 1966 19531955 1959-1961 1953-1955
and sector 1953 1961 1968 19591961 19661968 1966-1968
Sudan
Primary 58.3 §7.8 Cn 4.6 - 55.6
Secondary 11.0 11.0 4.8 111
Manufacturing 4.3 4.6 el 6.7 - 6.2
Tertiary 30.7 312 e 5.2 e 333
Tunisia
Primary 8 . 26.5% 206 . -0.7¢ 5.0
Secondary/ e 239 262 . 5.1 364
Manufacturing ... 13.3 15.4 e 6.0 245
Tertiary co. 49.6 53.2 e 4.7 68.6
Uganda
Primary 61.0" 623 600! 3.9 3 58.1
Secondary 13.5 10.7 11.4 1.2 53 74
Manufacturing 8.1 6.8 7.7 0.2 6.4 7.0
Tertiary 255 270 28.6 4.5 5.1 345
United Repudlic
of Tanzania
Primary X . 60.9 597 e 39 54.6
Seconday - 5.3 6.6 e 20 122
Manufacturing ... 34 44 . 10.3 89
Tertiary . 38 337 - 43 333

Sources: Based om the Yeardook of National Accounts Swtistics, 1970, vols. | and 1§ (United
Nations stion, Sales No. 72.XVIL3). and other material supplied by the United Notioms
Statistical Office.

“See table 38, foot-note «, for sources and definitions,

51961 1963 3nd 1965 1967,

1962 1964,

dGrowth rates betwoen 1961 1964 and 1966 1968,

1964 1964,

Growth rates between 1959 1961 and 1964 - 1966,

FExchuding Mishing, which is inchuded in the secondary sector.

hy19se 1936,

f19es 1967,

/Encluding the basic metals, which are included in the primery sector.

k1960 1962 snd 1965 1967
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TABLF 42.  SECTCRAL SHARE OF GDP AT VARIOUS LEVELS OF PER CAPITA GDP

' Share of GDP

Per capita

GDP 1966 - 1968 Number of Primary  Secondary Manufac- Tertiary

(dollars) countries sector sector turing sector
— Percentage ---— - — e

Less than 100 7 55.1 13.7 K.4 N3

100 200 7 36.2 214 15.2 424

200 300 9 34.7 08 15.3 445

More than 300 13 290 24.0 169 470

Sources: Based on Yearbook of National Accounts Statistics, 1970, vols, I and 11 (United
Nations publication, Sales No. 72.XVIl1.3). and other material supplied by the United Nations
Statistical Office.

An increase is also shown in the contribution of the tertiary sector. but whereas,
by analogy with the situation in the developed market economues, the contribution
of manufacturing may be expected to increase considerably more with increasing
income, that of the tertiary sector would reach a limit at about 50 per cent of GDP.

The relation between income and the share of manufacturing in GDP does not
identify the causal connexion. It is well known, however. that increasing income
results in a more than proportional increase in the demand for manufactures, so that
if this demand is met from domestic sources, the share of manufacturing in GDP
rises. In table 43. 30 of the above 36 countries for which information is available are
divided into 15 high-growth and 15 low-growth countries. Their characternstics are
indicated in this table.

The countries with the highest growth rates in manutactuning outpul were
evidently those with the highest growth rates in total output. 1t also appears that the
rate of growth of manufacturing relative to that of GDP was much higher i the
high-growth countries than in the low-growth countries. As a natural consequence, as
shown in table 43, the change in sectoral structure associated with the increasing
importance of manufacturing was much greater in the high-growth than in the
low-growth countries.

Since the main purpose of development 13 (v raise Income levels, an important
feature of structural change is the extent to which the vanous sectorns generate
increases wn productivity. This is shown in table 44 for 20 countres for which this
information is available. Although it is extremely difficult in the developing countries
{0 obtain reliable data on employment, and such figures may contain larger errors
than those for output, they are sufficient 10 indicate the average position. On the
average, there was an increase of 3.8 per cent per annum in agricultural output and 4
corresponding increase of 1.5 per cent in employment, giving an average rate of
increase in agricultural productivity of 2.3 per cent per annum. Corresponding rates
of increase in output, employment and productivity in the other sectors were 7.3,
3.8 and 3.5 per cent respectively in industry, and S8, 4.4 and 1.4 per cent in the
services. It follows that a given increase in GDP is obtained from the manufacturing
sector with fewer labour resources than from other sectors. This s particularly o in
the higher-income countries. In the long term this is highly desirable . although in the
short term the provision of employment opportunities in developing countries should
also be taken into consideration.
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TABLE 43.  CHARACTERISTICS OF HIGHGROWTH AND LOW-GROWTH COUNTRIES
{Percentage)
Rate of growth
High-growth countries Low-growth countries

9591961 1959-1961
Sector 19661968 1966 1968
Manufacturing 10.6 49
Primary RN 3.1
Tertiary 6.6 44
GDP 6.1 39

Shave of GDP

19591961 19661968 19591961 1966 1968

Primary 43.6 38.8 345 326
Secondary 15.8 19.9 222 229
Manufacturing 10.7 13.4 159 16.6
Tertiary 40.6 413 433 4.5

Sowrce: Tables 39, 40 and 41,

TABLE 44, GROWTH OF OUTPUT AND EMPLOYMENT FOR THE MAJOR SECTORS IN
SELECTED DEVELOPING COUNTRIES

(Avevage annual growth rate, by perce mtage)

Grow th resw Groweth
of output of employment
- ! } -
Aprica
Egypt 1960-- 1967 3 SRR k) s 4
Asia
Malaysia 1955-1957 and 19601962 ) ... 35 (1] k | 3
1960 1962 and 1964 - 1966 4 12 & (1] 3 4
Pakistan 1959 - 1961 and 1965- 1967 3 9 7 1 9
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Growth rate Growth rete
of output of employment
5 ‘E‘ -tsc § ‘E‘ An
§ 3 ¥
I I REEER
Philippines 1959 1961 and 1965 - 1967 4 4 S 1 1 3
Republic of
Korea 1959 1961 and 1965 1969 5 14 7 111 7
Syrian Arab
Reputlic 1961 -1968 4 6 8 1 R} 1
Latin America
Argentina 1960- 1969 2 s 3 1 1 k)
Bolivia 19601969 2 8 1 k) 4
Brazil 1960- 1969 4 6 | k) 5
Chile 1960- 1969 2 6 4 1 2 4
Colombia 1960- 1969 4 6 ©6 2 k) 6
Costa Rica 1960 1969 s 8 7 3 k) L)
Dominican
Republic 19601969 1 S 4 2 k) 0
Ecuador 1960-- 1969 3 5 6 2 2 5
El Salvador 1960- 1969 3 8 6 2 k) 4
Guatemala 1960 1969 4 7 S 4 7 5
Honduras 19601969 4 9 4 2 4 b
Mexico 1960- 1969 4 8 7 2 4 h
Nk agua 1960- 1969 4 8 9 3 k) 7
Panama 1960 - 1969 6 11 7 2 4 3
Paraguay 1960 1969 3 6 S 2 4 5
Peru 1960 - 1969 2 6 6 2 2 5
Uruguay 1960-- 1969 2 1 1 1 1 3
Venezuela 1960 - 1969 6 4 5 1 5 s

~ Sowsces. Dased on consultant p.ﬁu by Seiya Yame, “industrislization and structural change
i Asien sconomiss”, propared for UNIDO, Masch 31, 1970; Yearbook of Natiomel Accownis
Sasistics, 1970, voi. 1 and R (United Nations publication, Salss No, 71.XVILY); Ecomemic
M‘um America, 1970 (United Natioms jom, Sabes No. 72.H.G.1): and Yearbook
of Seatistics, 1969 (Genova, International Office, 1969).

®For Asian countries, nciuding only manufacturing (1SIC 2, 3); otherwie, inchading mining,
) g all activities of commerce, communication and tramwportation. the sector K
identical 10 the tertiary 30Ctor in the previous tables,
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TABLE 45. GROSS FIXED CAPITAL FORMATION AS PERCENTAGE OF GDP AND
INCREMENTAL CAPITAL OUTPUT RATIO FOR SELFCTED DEVELOPING COUNTRIES

Gross fixed
capital formation Incremental
Region end country as percentage capitel
or eree Period of GDP output retio
Africa
Congo 1966 - 1968 19 56
Ethiopia 1961 1967 12 2.6
Ghana 19601969 15 6.8
Kenya 1964 - 1969 17 25
Libyan Arab Republic 1962 1968 26 1.0
Malawi 1964 1968 13 2.4
Mauritius 1960 1966 19 36
Morocco 1960 1969 12 32
Nigeria 1960 1966 12 27
Sierra Leone 1963 1968 13 23
Southern Rhodesia 1965 1969 14 3.2
Sudan 1960 1965 13 33
Tunisia 1960 1969 AR 5.6
United Republic of
Tanzania 1964 1969 5 s
ZLaire 1966 1968 15 4.5
Zambia 1964 908 n 22
Asia
Cyprus 1960 1969 2 3.2
india 1960 1969 (] 4
Iran 1960 1969 17 1.9
Pakistan 1964 Y6/ 15 J.8
Philippines 1960 1969 18 37
Republic of Korea 1960 1969 Ry 23 .
Republic of Viet-Nam 1960 1968 10 3.0
S¢i Lanka 1963 1969 15 9
Thailand 1960 1969 X 24
Latin Americe
Argenting 1960-- 1969 19 48
Bolivia 1960-- 1969 4 23
Beazi 1960- 1968 16 kY )
Chile 1960 - 1969 15 33
Colombia 1960-- 1969 18 )7
Domimican Republic 1960 1968 12 4.1
Ecuador 1960- 1964 13 30

El Salvador 1960- 1968 13 20
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Gross fixed
capital formation Incremental
Region and country as percentage capital
orarea Period of GDP output ratio
Guatemala 1900 19069 12 23
Honduras 1960 1969 15 )
Jamaica 1960 19068 20 4.3
Mexico 1960 1907 1o 24
Nicaragua 1960 19069 1o 2.2
Panamu 1960 1969 18 23
Paraguay 1902 1969 14 3.2
Peru 1960 1969 16 33
Pucrto Rico 1900 1969 25 33
Venezuela 1960 1969 18 31

Source: Based on Yearbook of National Accounts Statistics, | 970, vols, 1 and 1 (United
Nations pubhcanion, Sates No. 72.XVHLI).

Note: Percentage distribution of gross fixed capital formation is the weighted average for the
penod. ncremental capitat output ratio is calculated by the formula

=y !
C }/Y

where: v = growth oite ot GDP: € = incremental capital output ratio; / = gross fixed capital
tormation; ¥ = GOP.

The fignres for incremental ca ital output ratio gzen here may differ from those in table Jv,
covering the periods 1960 - 1962, 1965 -1 7 and 1967- 1969, since the rates of growth of GDP
drown in table 30 reflec t to a greater extent th§ fluctuations in GDP,

Corresponding sectoral inputs of capital in relation to output could be
compared, using incremental capital output ratios, but data from which these ratios
could be calculated are scant. Table 45 gives data for the economy as a whole in a
number of developing countries, from which an average of about 3.1 is obtained.
l'ew developing countries give this information for the manufacturing sector alone,
but for the countries that do, it would appear that the incremental capital output
ratio in manufacturing is slightly below that for the economy as a whole.? Thus, it
may be concluded that this sector not only uses labour more efficiently, but also
capital resources,

More countries (table 46) give the share of machinery and equipment in capital
formation, and this may be used as a rough indication of whether investment in
manufacturing is above or below average. For example, table 46 indicates that this
share in 1966—1968 was much higher in Latin America, at 48.6 per cent, than in
Asia, at 39.1 per cent. Since total capital formation as a percentage of GDP was
virtually the same in both regions, capital formation in manufacturing was probably
also at a higher level in Latin America than in Asia. This higher level of investment
would only result in a higher rate of growth, however, if the capital output ratios in
manufacturing in the two regions were similar. However, a3 growth was higher in Asia
than in Latin America, it would seem that this ratio was considerably lower in Asia.

1 Gee Worid Ecomomic Survey, 1969 1970 (United Nations publicaiion, Sales No. 71.1L.C. 1),
tahle 32.
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TABLE 46. GROSS FIXED CAMITAL FORMATION AS A PERCENTAGE OF GDP AND
INVESTMENT IN MACHINERY AND EQUIPMENT AS A PERCENTAGE OF GROSS FIXED

CAMITAL FORMATION
Gross fixed Mechinery end
Region and country :t‘:muup m :'[
or ares Period of GDP Axed capita ;:nm
Africa
Ethiopia 1965 1967 13.5 0.8
Ghana 1966 1968 12.3 RR N
Kenya 1967 1968 18.7 526
Libyan Arab Republic 1966-- 1968 24.6 R/
Mauritius 1966-- 1968 17.0 389
Morocco 1966-- 1968 14.3 369
Sierra Leone 1966 1968 14.9 46.)
Southern Rhodesia 19661968 134 45.1
Tunisia 1965--1967 2.6 352
United Republic of
Tanzania 1965--1967 16.8 47.5
Zambia 1966 1968 34 470
Asia
Cyprus 1966-- 1968 206 418
Indonesia 19661968 8.04 45.5¢
Iran 1965-1967 17.4 343
Iraq 19661968 16.4 348
Jordan 1966 1968 17.0 24.6
Khmer Republic 19651967 16.1 276
Lebsnon 19661967 23.1 335
Malay sia 1964--1966 19.2 333
Philippines 19661968 18.8 4.7
Republic of Korea 1966- 1968 269 483
Singapore 1966- 1968 15.4 443
Sri Lanka 1966 1968 148 222
Syrisa Arab Republic 1966 1968 199 5.9
Thailand 1965- 1967 245 4.1
Latin America
Argentina 19661968 20.8 55.1
Bolavia 19661968 204 518
Chile 1966 1968 190 435
Colombia 1965- 1967 17.1 439
Costa Rica 19651967 23.2 549
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Povind

1966 1968 4.3
1963 - 1967 13.2
1966 1968 123
196S-- 1967 20.)
1966 1968 188
1966 1968 221
1966 1968 18.5
1966 1968 247
1966 1968 17.0

uYMdWAcMMI”QﬂHMW




II. STRUCTURAL CHANGE
WITHIN THE MANUFACTURING SECTOR
IN THE DEVELOPING COUNTRIES,
THE DEVELOPED MARKET AND
THE CENTRALLY PLANNED FCONOMIES

Structural change within the manufacturing sector must be analysed from several
powmnts of view and at various levels of disaggregation. The aim of this chapter is
mainly to throw light on the general tendency or pattern of the change that has
occurred in the past one and a half decades in the three economic groupings. For the
purpose of the discussion, the manufacturing sector is broken down into the main
branches of industry at the two-digit level of the ISIC classification.’ Structural
change 1s exammned from three major aspects, namely, the relative share of output,
the structure of employment and the relative productivity of labour. Investigation
from other standpoints and at more detailed levels 1s undertaken in the following
chapters, Some of the main findings of this chapter follow.

First, with regard to the per-employee level of output in the manuf cturing
sector a8 a whole, the gap between the developed market and the central planned
economies, which was clearly evident in the middle of the 1950s, had nearly
disappeared by 1970, owing to the remarkable progress made in productivity by the
centrally planned economies. There exists. however, a noticeable difference in the
relative shares of the various sectors, both for output and employment, reflecting
differences in consumption and investment patterns with regard to demand, and in
comparative advantage with regard to supply.

Secondly, although the developing countries over the period 1955 1970
attained a higher growth in manufacturing output than the developed market
economies, there still existed a considerable difference in the peremployee level of
output as well as in the output and employment structure. In 1969, the level of
output per employee in the developing countries was only $900, which was less than
one sixth of that in the other economic groupings. Further, the share of light
industry was still 54 per cent of total output and 71 per cent of total employment in
the manufacturing sector of the developing countries, Moreover, the gap in
per-employee output had heen increasing, since the increase in the rate of lsbour
productivity was Jower in the developing countries, owing to the dominance of
labour-intemsive methods and imefficiency in production. It should be noted,
however, that a lower wrease in productivity relative to output was accompanied by

YIn this and The tollowing chapters, 1SK refers 10 the latest revision of the Internstional
Standard Industrial Classification of 4H Fconomic Activities (ST/STAT/M.4/Rev.2/Add.1).
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an increase in employment, of as much as 3.9 per cent annually. which must have
helped somewhat to mitigate the unemployment problem.

Thirdly, there existed a wide difference among the developing regons in the
productivity level and in the industrial structure. In the most recent year for which
data are available, the level of manufacturing output per employee in Asia was sull
one fourth of that in Latin America. In 1970, in Asia, the share of light industry in
manufacturing output was 60.6 per cent and its share of employment was 72.3 per
cent. In Latin Armerica, its shares of output and employment were 47.6 per cent and
64.5 per cent respectively. Although Asia attained a slightly higher growth in
manufacturing output than Latin America over the period under review, the gap n
labour productivi‘y between the two regions was not reduced.

Finally, the structure of relative productivity,* and, to some extent, comparative
advantage, have undergone dynamic change in the process of industrialization. A
significant alteration in the structure of relative productivity occurred especially in
the centrally planned economies and in the developing countries. A usual pattern of
change has involved the tendency of relative productivity to decrease m light
industry and to increase in heavy industry. This pattern implies that light industry
loses its comparative advantage and heavy industry gains compurative advantage as
industrialization proceeds. In the developing countries, however, the dual character
of the economy has affected the structure of relative productivity to a large extent
and has acted to obscure this tendency. In industries where production has been
carried out largely in small-scale cottage factories with inferior equipment, labour has
tended to have a lower relative productivity, even if the industries have had a latent
comparative advantage from the standpoint of resource endowment.

Relative shares of output and employment

Industrial structure is like a polyhedron with many facets; it must be examined
from several points of view. The most familiar concept of industrial structure is one
in terms of value added. The relative share of each branch of industiy in the
manufacturing sector as a whole in terms of value added is taken to reflect the
industrial structure. This concept has been adopted for some time in economi
analyses, and the present analysis foows suit up to a poirt. Later in this chapter,
other aspects of the industrial structure and the causes of change in the relative
shares of the various industries are investigated.

Table 47 shows the percentage distribution of 10 major industry groups w the
manufacturing sector as a whole in the developing countries, the developed market
and the centrally planned economies for 1955, 1960, and the most recent year for
which data were available. Figure 1 shows the relative share of value added by these
major industry groups in the light and heavy manufacturing sectors. for the three
eCONOMIC ETOMPIngs.

*The relative productivity of labour is defined here as the percentage ratio of value added
per employee in the industry concerned to the average value added per employee in the
manufacturing sector as 4 whole.
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STRUCTURAL CHANGEF WITHIN [HF MANUFACTURING SECTOR AR

So far as the shares of hght and heavy industries® are concerned. the developed
market and the centrally planned economies continued to have nearly the same
Jtructure in the most recent years shown in the table and in [igure 1. Light industry
had a share of less than one third of the whole manufacturiag sector, or 31 per cent
in the developed market economies and 30.2 per cent in the centrally planned
economies. By contrast, in the developing countries, light industry stidl had a share of
more than one half, or 54.3 per cent, in 1970.

Figwre 1. Relutive share of value added by major group of manufechering induswy
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When viewed at the ISIC two-digit level, the difference in industrial structure
between the developed merket and the centrally planned economies becomes clear.
In the developed market economies, the paper and printing industry (ISIC 34) and
the chemicals and petroleum products industry (ISIC 35) had a greater share than
they had in the centrally planned sconomies. By contrast, the structure of the
manufacturing sector in the centrally planned economies indicated a relatively larger
share for the food industry (ISIC 31), the non-metallic mineral products industry

> According to the 18IC classification, light industry includes. food, beverages and tobacco,
textiles, wear‘m% :Kpuel, leather and foot-wear; wood products and non-metallic furniture;
printing and publishing; rubber and plastic products; and miscellaneous manu{acturing. Hesvy
industry includes: pulp and paper; chemicals, petroleum and cosl products; non-metallic mineral
products; basic metals; and metal products and machinery.
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(ISIC 36) and the metal products and machinery industry (ISIC 38) This fact may
reflect the difference between consumption and investment patterns n the two
eCONOMIC groupngs.

In the developing countries, in 1970, the lurgest ndustry was the food industry,
which had a share of as much as 24.8 per cent, followed by the metal products and
machinery industry with a share of 18.6 per cent, the textide and wearing apparel
industry (ISIC 32) with a combined share of |14.4 per cent, and the chemicals and
petroleum products industry with a share of 16.3 per cent, The food and textile
industries had considerably more weight than they had in the other two economi
groupings. while the metgl products and machinery industry had a share that was less
than one haif of that in lge developed countries,

It 1s usually maintained that the share of light industry decreases and that of
heavy industry increases with industrial progress. This view may be confirmed either
by a comparison that is world-wide or by a time-series analysss in one country or
region. Table 47 also shows the change in the percentage share of each branch of
industry at the ISIC two-digit level for the developing countries, the developed
market and the centrally planned ecomomies since 1955, The share of light
manufactunng decreased n all three economic groupings. The decrease is especially
sgnificant in the developing countries and in the centrally planned economies. In the
former, the share was reduced from 67.3 1o 54.3 per cent, and in the latter, from
493 to 30.2 per cent over the period 1955 1970, In the developed market
economies, the change was relatively small. the share of light manufacturing fell only
shightly from 36.5 to 31 per cent over this perod.

In the developing countries, the share of the food dustry . which is the largest
industry in terms of value added, decreased sharply. from 30.5 per cent in 1955 to
24.8 per cent in 1970. The textile and wearing apparel industry . which was once the
second largest, was also significently reduced in importance . its share decreased from
24.5 to 18.4 per cent over the period. The share of the metal products and
machinery industry. which was only 109 per cent in 1955, increased to 156 per
cent in 1970, and this industry took the place of the second largest. The share of the
chemicals and petroleum products industry also increased notably, tfrom 13.6 to
16.3 per cent over the same peniod.

In the developed market economses. the largest change n  percentage
composition occurred 1in the chemwals and petroleum products industry , where its
share increased from 10.7 per cent in 1955 10 17.7 percentin 1971 In the centrally
planned econonues, the metal products and machinery industry had the greatest
increase in share, from 30.4 t0 43 .8 per cent over the period 1955 1970,

Industrial structure may also be expressed in terms of employment. This
approach to an analysis of industrial structure has been used frequently in economi
writing. Table 48 indicates the percentage distribution of employment by major
goup of industry at the ISIC two-digit level in the developing countries, the
developed market and the centrally planned economies, for 1955, 1960, and the
most recent year for which data were available. Figure 11 shows the relative share of
employment of these major industry groups, for the three economac groupings.

According to the conventional division of the manufacturing sector between
heavy and light industry, more than 70 per cent of the total manufacturing labour
force was employed by light industry in the developing countries as a whole in 1969,
whereas in the other two economic groupings, in 1970, less than one half of the
manufacturing labour force was employed by light industry.




s

STRUCTURAL CHANGE WITHIN THE MANUFACTURING SECTOR

Y96 | W 1N ACMEMI 4G SI2QUIN XIPW JuM Ao B Ajdinu (Q PAIPWILIS ST N FRA A Jalpdads 3l 2y1 0] 1eau AopdId YT IJOA
EHAXTL ON SHeS SONEINGnd SWONmN PV ) | 1O\ HOIPT () 6] AMSRPN] PLOM O YIMOL) Y] GO PARER 2IM0S

e | LR L $T 4 17 $°€ re $€ (13 Samoeynew 30
€0 % 1411 rafty 13111 8 {1 Lel it re [ [ Raergoew pwe s)1onposd 1IN
e b L9 [ & J [ 4 99 17 81l 1 if SEEyw orsey
$°L o8 Y e 4 L 2 Le o6 s LI * s1onpoid mianw JuE)2m-SoN
12 ) Ls X3 s 6L 0s v " 143 nonpord 1qqm
poe Poo ‘wasonad ‘sEorEaN)
7 $7 i [ 8 (3 ) Ly 67 (%4 (X4 " Sunppend pue Punwud sadeyg
I's [ ] 7 1A ] 9 €L 0ol L 1Y L} ] 111 awgrnamy sonpoid pooy
1ot el ool '3 LX) €01 4| €1t L1t *TE - TTE SHONLIE TRaM-00)
. PR sognd ‘Pivdde Smmay
63 8ol sl L LX) t0l i &4 4 $6l [ £41 samxa]
11 34 (¥4 Tl L 31 68l 184 a4 113 o30eqoy
pm Wenax ooy
709 £ §'ss £'9% L §13 LU1s 16 LY L4 9€ -9 ‘PSC-16E ‘19€ Suww seprenw Kmoy
v LEY S'vy LY ™ 1 42 0L $vL L o 6€ 95 PR G5C ‘ToC TE- 1€ Dumwmaoepnunw 1yl
0001 000f 09001 el 0001 0001 oMl 0981 0001 £ Swmgseyruew m10]
o6l 098/ [¥1.74 [ "4 14 0%/ [$1.71 698/ o09%e/ [¥1.74 D /4 Kagsnpu [
STREOWSY S2NNONGI9 saaspunn) Rndaprany
poswusyd (gmipus) 3oy podopurg
1 20O NIO g |

AMLS YONI ONTH YLDV I INYN 0 4 Y0UD ROTYIN AL INIRAOTIN T JONOILISIN IS0 % 118V |




114 INDUSTRIAL DEVELOPMENT SURVEY

Figwre I1.  Relative shere of emplovment by major roup of menufecturing induswry
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At the ISIC two-digit level, the difference in the structure of industriel
employment between the developed market and the centrally planned economies is
not so significant as it is when measured by value added, except for the paper and
printing and the non-metallic mineral products industries. Paper and printing enjoyed
4 larger share of industrial employment in the developed market economies, and
non-metallic mineral products had a larger share in the centrally planned economies,
which reflected the differences in consumption and investment patterns.

In the developing ccuntries as a whole, the textile and wearing appare! industry
had a share of manufacturing employment of as high as 34.8 per cent in 1969,
followed by the food industry with a share of 18.9 per cent, the metal products and
machinery industry with a share of 13.7 per cent, and the wood products industry
(ISIC 33) with a share of 10 per cent. By comparison with the other two economic
groupings, the difference in enployment structure was most outstanding in the cases
of the textile and the metal products and machinery industries.

The change in the structure of manufacturing employment over time must also
be investigated as an important aspect of structural change in the manufacturing
sector. As would be expected, the share of the light manufacturing sector of
employment was decreasing and that of heavy manufacturing was increasing in all
three economic groupings after 1955, as shown in table 48. The change was not so
great, however, as in the case of manufacturing value added, because the increase in
labour productivity was relatively low in light industry, with the result that the share
of employment decreased less than the share of value added.
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In the developing countries as & whole, light industry’s share of empioyment
decreased from 77.6 per cent in 1955 to 70.9 per cent in 1969, whereas that of
heavy industry increased from 22.4 10 9.1 per cent over the same penod. This
change s tar smaller than the change that 1s evident when the industrial structure 1s
analysed i terms of value added. At the ISIC two-digit level, the share of the textile
industry (ISK' 321) was reduced most significantly, from 29.5 to 221 per cent,
whereas that of the metal products and machinery industry increased remarkably .
from 9.4 to 13.7 per cent. It 1 interesting t0 note that tor two of the hght
manufacturing industries, namely, wearing apparel and wood products, the share of
employment increased shightly in the developing countries. This means that
employment opportunity was expanding in the two industries at a higher rate of
growth than in the manufacturing sector as a whole, owing to their labour-intensive
method of production, This feature 1s discussed 1n more detail later in this part of the
Survey,

Increase in production, employ ment and labour productivity

Changes in the industrial structure are caused by a non-umtform growth among
the vanious branches of industry. Needless to say. an industry that attains a higher
rate of growth than the average increases its share and vice versa, In this section, past
trends in growth in various manufacturing industries are investigated and are related
to changes in their industrial structures.

Table 49 indicates the growth trends® of production, employ ment and labour
productivity since 1955 in the manufacturing sector, at the I1SIC two-digit level. for
the developing countries, the developed market and the centrally planned econonues.
The following are the main findings from this table.

First, production in the entire manufacturing sector expanded at annual growth
rates of 6.8 per cent in the developing countries, 5.8 per cent in the developed
tnarket economies, and 9.1 per cent in the centrally planned econonues. The growth
trend is higher in heavy industry than in light industry in al! three economic
groupings. This tendency is especially noteworthy in the developing countries and in
the centrally planned economies, where a considerable increase in the share of heavy
industry occurred. At the ISIC two-digit level, the chemicals and petroleum products
and the metal products and machinery industries registered relatively high rates of
growth, while the textile industry lagged behind in all three economi groupings.

In the developing countries, the metal products and machinery industry attained
the highest growth rate, or 10.1 per cent annually, followed by the basic metals
industry (8.5 per cent), the chemicals and petroleum products industry (7.% per
cent), and the paper and printing industry (7.3 per cent). It should be noted that the
wearing apparel and the wood products industries grew much more rapidly, that is, at
annual rates of 5.6 and 7.2 per cent respectively, than they did in the developed
market economies where their annual rates of increase were only 2.7 and 4.1 per cent
respectively.

®Growth trends given in this and the following chapters were calculated by regression
analysis, they may therefore differ from the rates given in part one of this Survey. As regards the
reference period, see the note to table 49,
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Secondly . employment in the manufacturing sector increased at annual rates ot
1.9 per cent in the developing countries, |.Y per cent in the developed market
economies, and 3.7 per cent in the centrally planned economies. The developing
countries attained the highest growth in employment among the three economx
groupings. As in the case of production, heavy industry showed higher growth rates
in employment than light industry in all three groupsngs, that 1s, 5.7 per cent versus
3.3 per cent in the developing countries, 2.4 per cent versus 1.3 per cent in the
developed market econonues, and 4.3 per cent versus 2.8 per cent in the centrally
planned economses. In the latter two ecomomsc groupings. employment in the
chemicals and petroleum products and the metal products and machinery industnes
showed relatively higher rates of increase, whereas the textde mdustry lagged behind.
especially in the developed market economies

In the developing countnies, the highest rate of increase of employment (6.5 per
cent annually ) was recorded in the metal products and machinery industry . followed
by bask metals (6.2 per cent). wearing apparel (4.9 per cent), wood products
(4.9 per cent) and non-metalic mmeral products (4.8 per cent). At the saime time,
lhe textile industry had the lowest employment growth rate, only |.% per cent
annually, in the developing countries and the lowest rate also in the other two
ECONOIMK Froupings.

Thirdly, the information on production and employment gives some 1dea about
the historical movement of labour productivity in various manufacturing industnes.
As shown in table 49, the manufacturing sector as a whole achieved the highest
mcrease n productivity, or 5.3 per cent annually, in the centrally planned
economies, followed by an annual increase of 4 per cent in the developed market
economies. The increase m labour preductivity was lowest in the developing
countries, namely, 2.7 per cent per year.

Labour productivity increased more rapidly in heavy industry than i hght
industry in all three economic groupings. The centrally planned econuimies made
remarkable progress in labour productivity (6.8 per cent annually ) in heavy industry,
followed by the developed market economies (4.2 per cent), and the developing
countries (2.9 per cent). In light industry, on the other hand, the developed market
cconomees had the highest growth in labour productivity, or 3.1 per cent a year. the
centrally planned economies h.d the second highest, or 2.6 per cent, and the
developing countnes achieved an annual increase of 1.8 per cent,

In the developing countries, viewed at the ISIC two-digit level, the paper and
printing industry registered the highest increase in productivity (3.6 per cent
annually ), followed by metal products and machinery (3.4 per cent), chemicals and
petroleum products (3.1 per cent), textiles (2.6 per cent), basic metals (2.4 per cent)
and wood products (2.4 per cent). In each industry group. except for the paper
industry, the increase in labour productivity was simaller in the developing countries,
however, than in the other two economic groupings. In view of the fact that the
ncrease in the rate of employment was higher among the three economic groupings
in every industry except the paper industry, it may be concluded that more
labour-intensive methods of production were employed in the developing countries,
resulting in the smaller increase in labour productivity. A typical example is the
wearing apparel industry, where the increase in production was achieved mainly
through an increase in employment rather than in labour productivity, with the
result that productivity increased by only 0.9 per cent annually.
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An interregional comparison of the absolute and relative
productivities of labour

Information on the absolute and relative productivities of labour may be
obtained from statistical data on production and employment. Table SO indicates the
estimated value added (output) per employee by major industry group in the
developing countries, the developed market and the centrally planned economies, for
1955, 1960, and the most recent year for which the data were available. It should be
noted that these figures are only rough estimates, based on the time-series data of
production and employment indices, and on the value added per employee in 1963,
which was the most recent year of the world-wide industrial census. Official foreign
exchange rates in 1963 may not be suitable conversion factors for a world-wide
comparison of manufacturing products. Also, the relative price structure of
manufactures changes in the process of industrial development, which makes the
comparison of relative productivity difficult over time. However, this table gives a
general view of the disparities in productivity among the three economic groupings.

With regard to the absolute productivity in recent years not much difference is
discernible between the developed market and the centrally planned economies for
the manufacturing sector as a whole nor for any major group of manufacturing
industry. In the developing countries, on the other hand, the absolute productivity of
labour remained at a much lower level than in the other economic groupings. In
1969, the productivity of labour in the manufacturing sector was about $900, which
was less than one sixth of that in the other economic groupings. It is interesting to
note that the productivity gap is comparatively small (about one third to one fourth)
in the paper and publishing, the chemicals and petroleum products, and tke basic
metals industries, and relatively large (about one eighth to one tenth) in the wood
products and non-metallic mineral products industries. This means that the
productivity gap is narrow in industries where production is carried out primarily in
large-scale plants using modern methods, and that it is wide in industries where
traditional methods of production are still dominant in the developing countries.

An analysis of the relative productivity of labour provides more interesting
information on industrial structure from the viewpoint of comparative advantage.
According to the time-honoured theory of international comparative advantage, the
comparative, not the absolute, cost of production affects the pattern of foreign
trade. Needless to say, labour productivity alone cannot determine the cost of
production partiy because the latter consists not only of the cost of labour but also
of the cost of other items such as capital and materials, and partly because the
average level of wages varies among industries. However, since remuneration for
labour usually makes up a large part of value added, the relative productivity, as
defined here,” could be regarded as reflecting to some extent the pattern of
comparative advantage for major groups of industry in the manufacturing sector,
provided that the technology adopted is at the same level among the three economic
groupings. It is difficult to judge the level of technology from the available statistical
data, which are insufficient to estimate the production function of each industry.
However, if the absolute productivity in the manufacturing sector as a whole is at the
same level in two economic groupings, it may not be far from the truth to say that
the two groupings are at the same level of technology. This is the case for the

"For a definition of relative productivity, see foot-nole 4, page 111.
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122 INDUSTRIAL DFVELOPMENT SURVEY

developed market economies and the centrally planned economies. By contrast, in
the developing countries, the absolute productivity is very low in each industry, so
that the calculated relative productivity cannot very well be related to the pattern of
comparative advantage,

Table 51, which is based on table 50, shows the relative productivity of labour in
the developing countries, the developed market and the centrally planned economies,
for 1955, 1960, and the most recent year for which data were available. The
following conclusions may be made from this table.

First, a comparison of the developed market and the centrally planned
economies over the period 19551970 indicates that the former continued to show a
higher relative productivity in heavy industry, and the latter a higher one in light
industry. If examined by major groups of industry, the paper and printing and the
chemicals and petroleum products industries continued to show a higher relative
productivity in the developed market economies, and the food, wearing apparel and
wood products industries indicated a higher relative productivity in the centrally
planned economies. 1t may be concluded from this that the developed market
economies have had a comparative advantage, on the average, in the heavy
manufacturing sector, and that the centrally planned economies, on the average, have
had a comparative advantage in the light manufacturing sector in the past 16 years,

1t should be noted, however, that the structure of comparative advantage is
subject to dynamic change in the process of industrialization. The theory of
comparative advantage tends to overlook this, and, as a result, it sometimes fosters
the image of a fixed pattern of international specialization.

A significant change in the structure of relative productivity has occurred during
the past one and a half decades in the centrally planned economies: it declined from
111 to 76 in light industry as a whole, whereas it increased from 92 to 116 in heavy
industry over the period 1955- 1970. In the devclop:d market economies, the
relative productivities of the light and the heavy industries remained virtually
unchanged over this period. In both economies, the relative productivity declined in
the food, wearing apparel and paper and printing industries, and it increased in the
chemical and petroleum industry. Both economic groupings showed an opgosite
change in the relative productivity of the textile and metal products and machinery
industries. In the developed market economies, the relative productivity of ihe
textile industry increased from 56 to 63, whereas in the centrally planned economies
it decreased from 63 to 50. By contrast, the relative productivity in the metal
products and machinery industry increased from 82 to 111 in the centrally plained
economies and decreased from 114 to 105 in the developed market economies. These
are typical examples of the fact that relative productivity is not static but dyramic,
that it changes dramatically as an economy develops industrially.

For the developing countries, the relative productivity, as calculated in table 51,
could reflect the structure of comparative advantage only to a lesser extent and in
some cases in a distorted way. not only because of a lower level of technology in the
manufacturing sector as a whole, as reflected in the lower absolute productivity, but
also because of the so-called dual character of production in the developing
countries. It is well- known that modern and traditional methods of production
co-exist within one industry, although to a varying degree according to the industry.
Labour shows a comparatively high productivity in industries where a relatively
greater part of the activities are performed in large-scale plants using modern
technology: whereas lower productivity generally prevails in industries where
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124 INDUSTRIAL DEVELOPMENT SURVEY

production is largely carried out in small cottage factories using inferior equipment
and traditional methods. This dual character tends to obscure the latent structure of
comparative advantage® ‘“‘latent” in the sense that, even if the same level of
technology is applied, a difference in labour productivity would occur owing to the
difference in the endowment of resources among countries.

Table 51 indicates that, in the developing countries, heavy industry had an
extremely high relative prod.ctivity compared with that in the other two economic
groupings. At the ISIC two-digit level, this was true for the food, paper and printing,
chemical and petroleuin products, basic metals and metal products and machinery
industries. On the other hand, the wood products and non-metallic mineral products
industries were at a much lower level of relative productivity. In the textile industry,
the relative productivity was nearly the same as in the other two economic groupings.

The high relative productivity in the food industry could be regarded as
reflecting latent comparative advantage, because it coincides with the present pattern
of foreign trade in the developing countries.” The extremely high relative
productivity in other industries, however, should be considered to result from the
intensive introduction of modern technology into these industries under a policy of
import substitution.

Structure of production and employment in Latin America and Asia

The observations and findings in the preceding sections are reinforced when
Latin America and Asia, which are at different stages of industrial development, are
compared.

In Latin America, production in thec manufacturing sector as a whole attained an
annual growth rate of 6.2 per cent over the period 1955--1970. The growth rate was
much higher in heavy industry (8.2 per cent annually) than in light industry (4.6 per
cent), which resulted in a significant increase in the share in output of heavy
industry, from 38.1 per cent to 52.4 per cent. (See table 52.)

On the other hand, employment in the entire manufacturing sector increased
annually at a growth rate of 2.7 per cent over the period 1955 - 1969. Unlike the
growth rates of production in heavy and light industry, employment increased almost
at the same rate in both sectors, so that the struciure of employment did not change

8 Another cause contributing to this tendency might be protective measures for infant
industries under a policy of import substitution. Thc relative productivity here is derived from
value added per employee. If the price level of a product is kept at a higher level relative to input
prices than in other countries, more value added wil' be originated from its production, under the
condition that the input structure is the same.

1t would be difficult to prove this statement on a world-wide basis since exports of the
food, beverages and tobacco industry are not separable from exports of the entire agricultural
sector under the present SITC breakdown. The following two examples, however, provide
evidence of the statement’s validity. In Argentina, total experts amounted to $1,612 million in
1969, of which $260 million were clearly from the food, beverages and tobacco industry and
$404 million could be regarded as partly manufactured food, beverages aud tobacco. Exports of
the latter two items were much large. than exports in the amount of $221 million of the SITC
5-8 industry groups (chemicals, manufactured goods classified by materials, machinery and
transport equipment, and miscellaneous manufactured articles). in Mexico, total exports
amounted to $1,430 million in 1969, of which $153 million were clearly from the food,
beverages and tobacco industry and, in addition, $232 million could be regarded as partly
manufactured food, beverages and tobacco. Exports of food, beverages and tobacco were
significantly large by comparison with exports in the amount of $427 million of the SITCS 8
industry groups from this country.
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as significantly. The faster growth in the production of heavy industry was made
possible by the increase in productivity in that sector.

In Asia, as shown in table 53, total manufacturing production expanded at a
growth rate of 7.4 per cent per year from 1955 to 1970, which was somewhat higher
than the rate in Latin America. The increase was considerably higher in heavy
industry (10.1 per cent annually) than in light industry (5.9 per cent annually). As a
result, the share of heavy industry in output increased considerably, from 26.2 to
39.4 per cent over the same period.

Unlike Latin America, the increase in production in both heavy and light
industries was attained more by an increase in employment than by the rise in
productivity so that the increase in employment was much more rapid in heavy
industry (6.5 per cent annually) than in light industry (3.2 per cent annually). This
caused a considerable change in the structure of employment in Asia; heavy industry
increased its share of total manufacturing employment from 18.9 per cent in 1955 to
27.7 per cent in 1969,

At tlie ISIC two-digit level, Latin America achieved a relatively high annual
increase in production over the period 1955 1970 only in some heavy
manufacturing industries, such as metal products and machinery (9.4 per cent),
chemicals and petroleum products (8.2 per cent), basic metals (7.6 per cent) and
paper and printing (7.2 per cent). In Asia, a considerably higher growth was also
attained in such light industries as wood products (10 per cent) and wearing apparel
(9 per cent), in addition to remarkably ligh annual growth rates for heavy industry
(12.1 per cent annually for metal products and machinery and 11.4 per cent for basic
metals).

In terms of value added in the industrial structure (output) the pattern of change
was nearly uniform in boih regions: the share of the food and textile industries in
total manufacturing value added decreased and the share of the metal products and
machinery industry increased considerably. Paper, printing and publishing and basic
metals increased their shares in both regions. For some industries. however, a
difference may be observed between the two regions. The chemicils und pe‘roleum
products industry increased its share remarkably in Latin America. while it remained
almost unchanged in Asia. On the other hand. the shares of wearing apparel, wood
products and non-metallic mineral products showed a slight wcrease in Asia. but a
large decrease in Latin America.

The structure of employment also pointed to nearly the sume patten of change
in the two regions; the shares of the food and the manufacturing textile industries in
tofal employment decreased and those uf the metal products and machinery industry
increased.'® In some industries, however, the difference in the pattern of change is
more obvious and significant than in the case of the structure of output. In Asia. the
shares of employment grew remarkably in the wearing apparel, wood products and
non-metallic mineral products industries, whereas in Latin America the shares of all
of these industries in employment declined. This might reflect differences between
the two regions in the stage of industrial development. This point will be discussed in
detail in chapter I11.

The difference in the stage of development between the two regions is typically
evident from the shares of major groups of manufacturing industries in total

On 1969, these industries together had a share of 55.6 per cent ol 10t1al manufacluring
employment in Latin America and 53.5 per cent in Asia, 30 that they had a dominani effect on
the structure of manufacturing employment.



SNSUID (9 [ ) Wol) saunly ERIOe 4q squne xapw Su Qdugne 4Q

A parwins? are sreak 3andadsas ay1 1o} awAoidus pue INAMQ “PIPMOXI S1 FULINI IEINUTW SHOIWETIOTTE Bnesdq APDIE JPp Arw 5er0) 13“.1\
6961 — $§61 Pou1ad 2y 1340 533qUEne XIPW ANanompod moqe) uo pasey,
*696 1~ §561 Pouad 3y 1340 SIIquInY XIpW! Juow Sopdua o pasegy
-0L61 - $S61 pouad a1 3940 s33qumu XIpw wotORpold Bo paseg,
~ (uotyeonqnd swoueN pAnN) (ZL61 ASN) soususrs
Jor WLng Ao PUT (R IIAX TL “ON SIAPS ‘uolieniqnd SUONEN PINUN) | “IOA ‘WOIPF (6] ‘AUSNpU] Pl4OM JO HIMO0LD Y] UO DAY SI04mMOS
£l 56 SL L34 zol LL o'y L 1T [ 13 Aamyoew pus sionpoad o
5 91 ral 0l Ty € X4 187 FATRE 4§ Le smow owey
—
- ol $6 8 L 09 gy oy s ”6 3 s1onpoad RIAITE JEEINE-WON
m ry L€ 9'¢ (34 ol €€l $T TS 8L 111 nonpoxd Jaqqu
Z P poo ‘wnapnad SEOEND
[- 3
= €T €¢ 1T oy 9t 67 s 124 96 143 Swrpmmnd pwe Sunuad ‘sadeg
M 301 €01 38 €y Ty gt o Ls 001 £€ amgmre) ‘gonposd pooy
m 8Tl 601 ol L9 19 09 S€ 6s 06 {4 R 441 SR RIA-§00]
m pue 30pea ‘pavdds Sunvay
- 9y Tot 0°s¢ L Lot (% 74 0t LA L k41 WML
=
- 991 9'81 9°61 1 1 LT 0t 97 4 €S {3 03eq0y
m pue salleraadq ‘pooj
= LLe Tee 6’81 14 33 9IE AL 74 (Y2 <9 101 8€-9¢ ‘PSE—TSE “IPE Seuwepruew Lmeayy
=
- €T 8'9¢L [ ¢} 9709 re9 €L L )¢ Tt 6'S 6€ ‘9SE PUe SO THE ‘€€ 1€  Duumoeyauewm 1ylr]
M 0001 0001 - 0001 0001 0001 0001 e 6€ L 1 Swpwoejauew BI0L
=
o
< 6961 0961 911} 0L61 0961 9714 23/d PX | od Jnsi Lupsmpny
= Iusmdopdug mdinp (11431 >npord moge) puw
ﬂ Ju2au Lopda ‘woriowposd
X v:a.!g alwrnaag Y SPUISL i) MOLT)
a
7] VISV NI AULSNANI ONTHNLIVAINYN 40 41089 AOIVN A INTRAOTINT ANY NOLLDNAOWd ‘€S T8Vl




INDUSTRIAL DFVELOPMENT SURVEY

128

‘MOYA § ST JOLON JULNIITIRNTE I
Ioos.hﬁuhonvu!ﬂa!i»s:u‘g'!gii‘l'ilii-‘i-liliii
€961 W ANalonpold Moqey 4q siaquene X3pa Ananonpord moqw BmAduree Aq POITEINSD ¥ 12884 aanoedee: swp 20j Aanonposd moqe] oy

(IHAXTL "ON sHES ‘Soneonqnd sUoneN pass ) | 104 ‘WINPT 0L 6 | ‘{Impuy prsog JO Wwog) 2] B0 paey 22mog

611 901 [OT €65 SBE 9OE LIT 96 8L 06S'C €951 950°1 17 Asourpews pue 11o0poad myeyy
06 T6Z T6Z OSY'T €90°T 68 €61  ¥LT  SLT STy LT BLET L£ b B |
3 ) 9 19 8¢ STT 981 L8 ] 6 061 €O¥'1 ISTT L3 sonpend misuwn SNy s-BoN
6€E  T6E E£BE  T6T €I¥'1 6911 9T 661 91 St SLI'E 0€ST ¢ Konpond seqqu
PR peo ‘wasponsd sy
€LT 9T  IPI  T98 695  Sev €11 01 8¢ %H'Z ¥IT  1£ET ” Surpuged pue Sl sedey
os oy S¥ 89T Ly stl 6€ 114 1§ 8 069 S§S €€ sompusn) ‘mouposd pooy
9 43 19 (8T 0T s®81 & ¥ 1M LU el *E-TTE WPRR Wee-H00)
Pt sompee; ‘wrvdde Sumey
11 89 €L €Y Iyl €7 6L 8L 6L  ¥SLT YTT 1L04 | £43 b 2
IPL 9l 091 OIL ZIES ooy ' 12T 6¥1  (ST°T 1€6°T €20°T {3 L
e selezsary ‘pooy
61 LET €01 969 36Y 9P I 1 SIT  LETE E10°T ®SST SE—9€ ‘PSE—ISE “IN Sursmgsuyauem Laveyy
S8 68 ¥ ¥y ¥t 98T SL %M T6 Y1 LT 9STT 6€ ‘95C PR $5C T0€ ‘CC— 1€ Twouymsew 14ir]
001 001 001 00§ 9% 90F 00T 001 001 €ITT L6S'T wosEl 13 Sepsapouynuns mo)
696! 0961 SS61 6961 096l $S61 696! 0961 <56l 6961 0%l s56l o ' 4 Asonpny
b...ﬂ!&lhu ?-!.1 £961 W) fﬁ Flo.t £961 W)
Nmposgy Nwposqy
my ayaseny wnep

VISV NV VIIYIRY

NLLVT NI AMLSNANT ONIINLIVANNVYN 40 4dN0¥D WOV A€ ¥N0EV1 40 STLLIAILONGOWd TAILLVIZIY ANV ALTIOSEY  °pSs T1EVL




B £ o

STRUCTURAL CHANGE WITHIN THE MANUFACTURING SECTOR 129

manufactiuring value added and emplovment in recent years. In 1970, the share ot
output of the tietal products and machinery industry was 22 3 per cent and its share
of employment was 19 per cent in Latin America, whereas that industry’s shares of
output and employment were only 14.8 and 12.3 per cent respectively in Asia. Also.
for the chemical and petroleum products industry, the shares of outout and
employment were |8.1 per cent and 7.3 per cent respectively in Latin America. but
only 149 and 4.4 per cent respectively in Asia. On the other hand. for the textile
industry . the difference was Guite considerable. In Asia, the shares of that industry in
total manufacturing output and employment were 17.2 and 24.6 per cent
respectively, but in Latin America they were as low as Y and |1 7 per cent
respectively.

The difference is far greater and clearer when the two regions are compared from
the viewpoint of absoliute and relative productivities. As shown in table 54, the
averape value added per employee in the manufacturing sector was estimated to be
more than $2.200 for Latin America in 1968, which is nearly two fifths of that mn
the developed market or in the centrally planned economies in that year. On the
other hind, the estimate for Asia in the same year is only 3500, or less than one
eleventh of that in the developed countries. The productivity gap between the two
developing regions varies from one third to one sixth from industry to industry The
gap is relatively wide in such branches as textiles and non-metallic mineral products,
where the co-existence of traditional and modern methods of production may
frequently be observed in many developing countries.

Table 54 shows the structure of relative productivity in the two develojing
regions, for 1955, 1960 and 1969. Relative productivity tended to decline in light
industry in both regions; it tended to increase in heavy industry in Latin America but
to decrease in Asia. In 1969, Asia had a comparative advantage, on the average, in the
light manufacturing sector, and Latin America had a comparative advantage n the
heavy manufacturing sector as a whole.

As regards the light industry sector at the ISKC two-digit level, in Latin America
2 higher relative productivity was registered in the textile industry, and lower ones in
the wearing apparel and the wood products industries. In Asia, higher figures were
recorded for all heavy industries, except for non-metallic mineral products. As
mentioned in the previous section, it should not be concluded that Asia has a
comparative advantage in the heavy manufacturing sector. Instead, it might be
concluded that the dual character of the economy is more pronounced in Asia than
in Latin America, and that a wider productivity gap exists among industries owing to
the uneven introduction of modern technology.




I1I. STRUCTURAL CHANGE
AT THE BRANCH LEVEL OF THE
MANUFACTURING SECTOR,

AND GROWTH AND SIZE ELASTICITIES

One purpose of this chapter is to make a more detailed investigation of
structural change within the manufacturing sector at the three-digit level of the ISIC
classification. The major groups of manufacturing industry which were discussed in
the previous chapter contain several heterogeneous branches within each group, and
these follow difterent paths of development. Owing to the unavailability of data,
fewer countries are treated in this chapter than in chapter 11. The number covered,
however, may be considered adequate for the present analysis, since almost all the
larger countries are included in this sample. A second purpose is to shed light on
some of the causes that might create differences in sectoral growth and in the
industrial structure among countries. The two major factors, namely the level of per
capita wome and the size of the economy, are examined by an analysis of growth
and size elasticities. The following are some of the main conclusions.

The first conclusion is concerned with the growth trend of various branches
within each major group of industry. In the case of heavy industry, almost alt
branches within each industry group tend to show a rearly uniform growth rate. One
probable reason for this is that each branch s more or tess related to the other
branches through inter-industry connexions. By contrast, in the case of light
industry. where input-output relationships within the manufacturing sector are
usually less strong, growth trends vary widely from branch to branch and the result
i5 a2 non-umform growth among branches. In general, beverages, wearing apparel.
furniture and fixtures, and rubber products have recorded relatively high growth
rates, whereas food products, textiles, leather products and wood products, by
comparison, have lagged behind.

Secondly, an important conclusion may be derived from country data
concerning the effect of the size of an economy on the industrial structure over time.
The differences in industrial structure among countries may be attributed not only to
differences in the per capita income level but also to differences in the size of the
economy. Moreover, size has much more influence on the industriat structure of an
economy. In countries that have a relatively large population or gross domestic
product. the share of heavy industry is comparatively large. One probable reason is
that a sizable number of establishments belonging to heavy industry usually require a
large market owing to ecomomies of scale, and it is much easier for a larger country
10 establish this market domestically through policies of import substitution. The
same arguinent applies at the branch level of manufacturing. One of the most
interesting examples is the relative position of the textile and wearing apparel
branches: the former tends to have a greater share in large countries, and the latter a
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greater share in small countries. This could reflect the fact that spinning und weaving
processes. which are major production activities in the textile branch, are more
subject to th2 requirements of mass production than the methods usually employed
in the weaning apparel branch, which are more labour-intensive.

Finally, an analysis of growth and size elasticities rounds out the above
mvestigations, In this analysis, the growth rate of value added in each industry and
branch are related statistically te the growth rate of per capita income and that of
population. The relationship here between value udded and per capitd income is
detined as growth celasticity. and that between value added and size of population as
size elasticity L an ncrease in per capita income is regarded as economic growth, and
population is nsed i a surrogate tor the size of an economy. Industrial branches with
a Ingh growth clastierty expand rapidly according to increases in the level of per
caprta income, whereas those with a high size clasticity have a greater share in the
manutacturing sector i barger countries. According to the analysis, the textile, paper
and paper products, chenmical products, iron and steel basic products, and electrical
machinery  branches have a high swe elasticity (more than 1.35) in developing
countnes. Branches of industry such as paper and paper products, plastic products,
wou and steek basic products, and electrical machinery have a high growth elasticity
(ore than 2.00) s developing countries.

Growth in production at the branch level
of the manufacturing sector

Although the preceding analysis at the ISIC two-digit level certainly gives a
broad view of structural change, it is by no means satisfactory for the purpose of the
present study, simce each major industry group contains several heterogencous
branchies, whose patterns of development are expected to differ. A more detailed
picture may thns be obtained by an investigation at the ISIC three-digit level. where
cach industry 1s broken down mto branches with a higher degree of homogeneity.
Unfortunately, lhowever, there are no  production index numbers aggregated
regionally on which an interregional comparison of industrial structure could be
based. Regional index numbers of production had therefore to be compiled to make
this investigation possible.

A recent issue of The Growth of World Industry'' contains time-series data of
production index numbers at the ISIC three-digit level for about 60 countries, which,
together with the statistical data for value added in each branch of industry in the
t963 world-wide industrial census, make it possible to construct aggregated index
numbers for each region by using the formula for weighted averages. The calculated
time-series of production indices are attached as annex 1. Although the number ot
countries included might appear to be small relative to the number of countries in
the world, the coverage may be considered large enough for such an analysis, since
nearly all the larger countries are included in the calculation of the indices.

Table 55, which is derived from annex Il through the regression analysis,
indicates growth trends of manufacturing production at the ISIC three-digit lcvel
since 1960, for the developing countries, the developed market and the centrally
planned economies. Two developing regions, Latin America and Asia, are shown

""The Growth of World Industry, 1970 Edition, vol. | (United Nations publication, Sales
No. 72.XViL4).
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separately. For the developing countries, statistical data for some manufacturing
branches were not available separately, but were combined with those for other
branches. Although the number of countries is not large, as mentioned above, this
table gives a basic idea of the growth of industrial branches in cach economic
grouping and the two developing regions over the period 1960 1968.

The ISIC industry group 31 consists of three branches: food products (1S1C 311
and 312), beverages (I1SIC 313) and tobacco (ISIC 314). Although growth of this
industry as a whole has lagged behind, the boverage branch attained a relatively high
average annual growth rate in all three economic groupings over the period, namely,
6.8 per cent in the developing countries, 5.4 per cent in the developed market
economies and 8.8 per cent in the centrally planned economies. The share of this
branch is too small, however, to affect the growth rate of the entire industry.

Among the branches within 1S1C industry group 32, wearing apparel except
foot-wear (IS1C 322) registered the highest growth trend in all economic groupings.
The increase in production was especially high in Asia, where wearing apparel
combined with foot-wear (ISIC 324) achieved an annual growth rate of 10.5 per
cent. This branch was responsible for a remarkably high expansion of the ISIC
322- 324 industry group in Asia, as mentioned in the preceding chapter, because of
its relatively large share in the group. By contrast, the leather and fur products
branch (ISIC 323) lagged behind in all economic groupings.

Within the wood products and furniture industry (1S1C 33). the furniture and
fixtures branch (1SIC 332) expanded remarkably over the period under review in the
three economic groupings. The growth trend recorded was 8.4 per cent per annum in
the  developing countries, 5.8 per cent in the developed market economies and
8.0 per cent in the centrally planned economies. In Latin America, this branch
attained a high growth rate of 12.5 per cent annually and in Asia, although the figure
was combined with that for wood products (1SIC 331). it recorded a strikinrgly high
increase of 15.4 per cent per annum.

In the paper and printing industry (ISIC 34), the paper branch (I1SIC 341) and
the printing branch (ISIC 342) registered a nearly similar growth, except for Asia
where the paper branch recorded an annual increase that was twice as large as that
for printing.

The 1SIC mndustry group 35 includes six branches: industrial chemicals (1SIC
351), other chemical products (ISIC 352), petroleum refineries (ISIC 353),
miscellaneous products of petroleum and coal (1SIC 354), rubber products (1SIC
355) and plastic products (ISIC 356). All branches except miscellaneous products of
petroleum and coal achieved remarkable progress. Industrial chemicals was a leading
branch in terms of its growth rate in the developed market and the centrally planned
economies. The highest growth rate. however, was recorded by plastic in the
developed market economies. Although data are not available for this branch in the
developing countries, because plastic products are included in most countries in the
miscellaneous manufacturing sector, there is evidence that it was also a
tast-growing branch in these countries. A separate figure is not available for each
branch of group 35 in the developing countries, since data for some branches are
combined. Some basic data, however, were accessible. The industrial chemicals
branch, combined with other chemicals, attained an annual increase of 9.8 per cent
in the developing countries as a whole, and growth rates of 9.2 per cent and 10 per
cent in Latin America and Asia respectively. Petroleum refineries, together with
miscellaneous products of petroleum and coal, also recorded a high annual growth
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rate of 11.3 per cent in Asia, and rubber products registered a rate of more than
8 per cent. These growth rates generally were similar to those in the developed
market economies.

In the ron-metallic mineral products industry (ISIC 36), which consists of three
branches, an almost uniform growth rate of about 8 per cent per annum was
recorded for the three branches in the developing countries. In the developed
countries, glass products showed the highest rate of growth among the branches of
this industry.

In the basic metals industry (ISIC 37), iron and steel (ISIC 371) and non-ferrour
metals (ISIC 372) achieved almost the same annual growth rates of about 6 per cent
in the developed market and about 8 per cent in the centrally planned economies. In
the developing countries, statistical data were available only for iron and steel in
Latin America where this branch recorded the relatively high growth rate ot 9.4 per
cent per annum.

The metal products and machinery industry (ISIC 38), which is one of the
largest in the manufacturing sector, comprises five branches: metal products (ISIC
381), non-electrical machinery (ISIC 382). electrical machinery (ISIC 383), transport
equipment (ISIC 384) and professional and photographic goods (ISIC 385). All
branches attained growth rates of 6 to 8 per cent per annum in the developed market
economies, arid of 10 to 12 per cent in the centrally planned cconomies. In the
developing countries, metal products, non-electrical machinery and electrical
machinery recorded remarkably high growth rates of 10 to 11 per cent annually,
while transport equipment, by comparison, lagged behind.

The above findings could be summarized as follows. As stated at the beginning
of this chapter, it is observed that nearly all branches of heavy industry tend to show
almost uniform growth rates. This would be due partly to the fact that each branch is
more or less intimately related to the other branches through inter-industry
transactions. By contrast, in light industry. where inter-industry relationships within
the manufacturing sector are less strong, growth rates differ widely from branch to
branch, and the result is non-uniform grlowth. Among the branches of light industry .
beverages, wearing apparel, furniture and fixtures and rubber products recorded
relatively high growth rates, whereas tood products, textiles, leather products and
wood products, by comparison. lagged behind. This tendency was evident in the
three economic groupings.

Structural change at the branch level of the manufacturing
sector in selected developing countries

The preceding regional analysis reveals that a somewhat uniform pattern of
industrial growth exists regardiess of the economic system and stage of development,
in the sense that high-growth or low-growth branches nearly coincide among
economic groupings and regions. The analysis, however, fails to throw light on
growth patterns that have emerged in economies of different sizes, since a regional
aggregation hides structural differences between large and small countries. The main
purpose of the present section is to examine these differences for selected developing
countries.

Table 56 indicates the percentage share of output at the branch level (ISIC
three-digit level) of the manufacturing sector for selected Latin American countries
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TABLE 56. DISTRIBUTION OF OUTPUT AY THIF BRANCH LEVEL OF THE MANUL ACTURIN
{Percentage

Brazii Chile Colombia

Branch of industry Isic 1960 1968 196G 1968 1960 1968
Food products 311-312 173 144 171 16.0 144 175
Beverages 313 3.0 29 44 42 1438 137
Tobacco 314 14 14 08 07 43 3¢
Textiles 321 121 8.5 11,6 11.6 14.7 125
Wearing apparel, except foot-wear 322 35 3.2 23 19 6.0 7.3
Leather and leather and fur products 323 1.0 0.8 1.2 09 11 11
Foot-wear 324 a a 20 1S a a
Wood products, except furniture 331 s 1.7 23 22
Furniture and fixtures, except metal 332 ver e 0.7 06 | 28 17
Paper and paper products 341 26 133 17 43 23 30
Printing, publishing 342 23 29 40 34 20 24
Industrial chemicals 351 26 14
Other chemical products 352 | 7.7 110 64 44 ' 99 97
Petroleum refineries 353 cee e
Miscellaneous products of petroleum \ 22 32 29 131
and coal 354 cer een
Rubber products 358 1.8 2.2 22 25 34 26
Pastic products 356 cee ae he e
Pottery, china and earthen'ware 361 05 0S5
Glass and glass products 362 l 5.7 5.6 09 07 6.0 5.5
Other non~-metallic mineral products 369 ) 29 28
Iron and steel basic industries 7 ‘ 5.3 54 2.6 2.0
Non-ferrous metal basic industries n 124 12,1 113 173 ' )
Metal products, except machinery, etc. 381 39 50
Machinery, except electrical 382 32 26 31 23 100 118
Electrical machinery, apparatus etc. 383 53 13 28 s ) -
Transport equipment 384 9.3 11.9 3.7 1.9
Professional, photographic goods etc. 388 cer e
Other manufacturing industries 390 Cee e 22 19
Unclassifiables 79 8.1 Cee e 28 28

Total manufacturing 3 100.0 100.0 100.0 100.0 100.0 100.0

Source.  Based on The Growth of World Industry, 1970 Edition, vol. | (United Natjons
%I ncluded in wearing apparel (1SIC 322). -

in 1960 and 1968. On the basis of this table, certain observations may be made
concerning an international comparison of output structures and a general pattern of
structural change. First, there are obviously wide variations in the output share of
each branch from country to country. These variations are caused not only by the
difference in per capita income level but also by the difference in size of the
countries concerned, although size appears to be the more influential factor affecting
the industrial structure of an economy. In such countries as Brazil, Chile, Colombia,
Mexico and Peru, which are relatively large from the viewpoint of population or gross
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SLCTOR IN SELECTED DEVELOPING COUNTRILS OF LATIN AMLRICA, 1960 AND [968

e

Peru

Dominican
Republic Ecuador El Salvador Honduras Mexico Panama
;90(1 1968 1960 1968 1960 1968 1960 1968 1960 1968 1960 1968 1960 1968
78.1 §9.7 28.6 29.7 358 17 29.2 333 | 330 30.5 30.9 28.7
1.7 4.5 15.3 8.5 4.7 24 15.4 105 ! : : 15.7 11.2
08 1.8 14 13 22 1§ 42 2.2 1.7 1.0 4.7 29
33 5.0 127 105 8.2 18.1 26 26 11.3 10.2 d a
14 1.0 4.8 48 144 7.0 16.7 173 39 32 100 77
04 0.5 1.0 0S5 1.3 0.6 2.2 2.1 1.0 0.7 09 04
1.0 0.8 a a 32 6.5 a a e e 4 q
20 2.3 2.1 43 0.5 06 7.6 5.6 24 1.5 30 2.0
0.3 08 24 16 20 6.8 1.5 13 e e 49 6.1
08 28 0.1 1.1 86 1.0 0.8 09 25 2.6 1.5 4.1
1.2 23 4.5 33 e ees 1.7 . 4.0 24 2.7
19 2.5 2.7 10.0
L6 3.7 4.0 64 TYEEY 5.0 4.2 88 11.4 38 40
12.1 104 ' 6.7 6.3 0.0 6.0
0.7 2.2 06 23 09 08 1.1 1.0 1.9 23 06 0.3
0.7 1.7 59 65 e ee 6.8 B89 40 4.1 109 97
2248 40 2.8
0.1 0.1 43 §.1 00 03
09 07 26 4.0 18 1.5 3.2 35 36 4.0
1.3 1.6
;01 1.4 0.2 0S5 0.3 04 ee e
: 06 1.4 3.1 4.6
01 03 14 40 T T g5 13| 16 16 19 17
' 04 04 87 9.3 1.0 1.0 66 6.7 12.1 150
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

307 279
6.7 8.7
18 1.2
140 9.5
14 18
0.9 0.5
I8 1.8
19 2.2
26 29
25 3.4
1.2 1.8
33 5.5
26 2.5
12 1.0
01 0.1
08 1.0
312 3.1

llo.o 10.9

’ 64 116

]

| 11 26
100.0 100.0

ruhh\:ation, Sales No. 72.XVIii.4).

domestic product,'? the share of heavy industry of total manufacturing output is
comparatively large, ranging from 30 to 60 per cent. By contrast, in small countries
such as the Dominican Republic and Honduras, light industry has a share of more
than 80 per cent. As mentioned at the beginning of this chapter, one probable reason

'21n 1968, these countries had a population of more than 9 million and a level of GDP of
nearly $4 billion or more. On the other hand, in small countries such as the Dominican Republic,

Hot A\ uras and Panama, the population was less than 4 mitlion and GDP was less than $1.2 billion
in that year.
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TABLE §7. DISTRIBUTION OF OUTPUT AT THE BRANCH LFVEL OF THE MANUFACTURIN,

(Percentage
Cyprus Egypt India

Branch of industry isic 1962 1969 1960 /968 1960 1968
Food products 311-312 154 13.8 17.8 128 104 7
Beverages 313 20.7 16.1 21 19 l s.1 s
Tobacco 314 1 21 6.3 S$.2 ) '
Textiles 321 22 3.0 338 2.7 25.7 18
Wearing apparel, except foot-wear 322 87 9.5 22 27 74 9]
Leather and leather and fuy products 323 0.6 0.6 0.8 09 0.8 0:
Foot-wear 324 6.1 5.7 a ¢ a
Wood products, except furniture 331 24 22 0.1 04 . ‘ 7
Fumniture and fixtures, except metal 332 $3 5.0 48 25 4.7 |
Paper and paper products 41 02 03 LS 4.5 14 7
Printing, publishing 342 37 36 1.2 14
Industrial chemicals 351 03 04 .
Other chemical products 382 25 29 ‘ 6.8 113 6.1 7
Petroleum refineries 353 cee e
Miscellaneous products of petroleum . 6.2 4.1 L1 1§
and coal 354 e e
Rubber products 358 08 0.6 14 11 14 1§
Plastic products 356 0.2 11 .
Pottery, china and earthenware 361 03 0.2
Glass and glass products 362 i e ‘ 1.9 22 6.2 6.
Other non-metallic mineral products 369 118 174
1ron and steel basic industries 371 oo e ‘ 3.2 34 58 1
Non-ferrous metal basic industries n e e ’ ’ ) -
Metal products, except machinery, etc. 381 50 4.8 36 S.7 64 7
Machinery, except electrical 382 22 24 1.0 20 2.1 4
Electrical machinery, apparatus etc. 383 0.5 0.7 22 6.0 2.1 3
Transport equipment 384 7.0 5.5 14 25§ 44 4l
Professional, photographic goods etc. 388 01 0.0 ‘ 21 19 6.9 3
Other manufacturing industries 390 1.0 21 ) ’ ) -
Unclassifiables cer e cee e 23 B

Total manufacturing 3 100.0 100.0 100.0 100.0 100.0 1001

Source: Based on The Growth of World Industry. 1970 Fdition, vol. 1 (Umted Nation
%ncluded in wearing apparel (ISIC 322).

for this fact is that most of the establishments in heavy industry tend generally to
require a large market, owing to economies of scale, and it is much easier to establish
this market doinestically through a policy of import substitution than internationally
by measures to promote exports.

Secondly, the share of heavy industry increased in all Latin American countries
shown in table 56, but the amount of its share varied from country to country.
Generally, the increase was greater in larger countries, whereas proportionate shares
of light and heavy industries remained almost unchanged in most of the smaller
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SECTOR IN SELECTED DEVELOPING COUNTRIES OIF ASIA AND AFRICA

Republic Southern Syrian Arab
Iran Philippines of Korea Rhodesia Sri Lanka Republic Tirkey

}963 1968 1960 1968 1960 1968 1960 1968 1960 1966 1962 1968 1960 1966
164 13.4 292 284 20.1 123 12,1 130 ‘ 242 11.9 124 87 258 153
09 07 63 86 76 48 126 10.6 ) ) 1.3 08 il 24
46 5.2 4.2 130 ) ) 13.5 9.7 66 38 53 4.0
22.7 155 70 54 234 25.1 73 93 104 1090 225 309
29 5.0 3.0 1.8 48 137 60 6.8 44 S5 ) )

1.7 1.8 04 0.2 14 06 vee e 0.3 04

a a 1.0 0.6 a a a a a a

cee e 47 6.2 3.7 4 1.4 09

s 19 01 01| 4 &3 35 27 o1 108 ... ... ... ...
19 1.6 25 29 1.1 1.7 07 0S5 19 1.9
55 20 46 138 27 20

3239 75 69 58 11.2 123 13.2 21 10
36 85 17 38 212 116

06 0.6 37 26 14 35 64 0S5 03
00 00 .

6.1 59 13 16 41 43 .1 52 7.1 6.1 S4 A4S 31 48
29 36

r 44 44 0.1 0.1 5.6 94
55 5.8 31 39 1.3 14 | 162 235 31 13

- 08 03 21 34 3.7 1S

g 0.7 1.9 1.7 24 08 17

i 1.7 48 1.9 34 1.3 41 50 57 .

d 08 17 1.5 0S5 1.0 1.2 09 07 03 29 o
4.6 36.7 14 15 03 04 50 5.6 $6 S.1 484 495 551 62
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

} i hoation, Sales No, 72.XVIL4),

countries. This fact is related to the argument that larger countries are in a more
favourable position to take vigorous policy measures for industrialization, centering
on the heavy manufacturing sector.

It is interesting to make an international comparison, branch by branch, to test

this argument. The relative positions of the textile and wearing apparel branches are
opposite. In relatively large countries such as Brazil, Chile, Colombia, Ecuador and
Mexico, in 1960 and 1968, textiles had a greater share, whereas in smaller countries

such as El Salvador, Honduras and Panama, wearing apparel had a greater share. This
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may reflect the fact that spinning and weaving processes, which are major activities in
the textile branch, are usually more subject to economies of scale than the
production processes of a more or less handicraft nature used in the manufacture of
wearing apparel.

The same reasoning is applicable in the branches of heavy manufacturing, where
economies of scale appear more appropriate in most establishments. The industrial
chemicals branch together with other chemicals had a share of 10 or more per cent in
Brazil, Colombia and Mexico, whereas their share of total manufacturing output was
only between 4 and 6 per cent in the Dominican Republic, Honduras and Panama. In
the basic metals branch combined with metal products, this tendency was more
evident. These two branches had shares ranging from 9 to 28 per cent in Brazil, Chile
and Mexico, but in smaller countries their shares were negligible. The same
observation applies for branches of the machinery and transport equipment industry.

Table 57 gives the same kind of information for a number of developing
countries in Africa and Asia, for which statistical data are available. The influence of
the size of an economy on its industrial structure is not as clear as it is in the Latin
American countries because the statistical data are incomplete; data on many
industries are missing for some countries. However, the two observations made above
generally apply to these countries. First, in all countries except Southern Rhodesia,
the share of heavy industry increased. Secondly, textiles and some of the branches of
heavy manufacturing tended to have a large share in the relatively large countries.

Growth and size elasticities of manufacturing output

The preceding statistical analysis of growth trends and the relative shares of the
manufacturing branches necessitates an investigation of the causes of differences in
sectoral growth and in industrial structure among countries. In this section the two
major factors, namely, the level of per capita income and the size of an economy, are
examined. It is difficult to select a variable for the size of an economy; population is
used here as a surrogate. The effects of changes in per capita income level and the
size of population on the change in value added are defined as growth and size
elasticities respectively.

Table 58 shows the growth and size elasticities of manufacturing output (value
added), calculated by the multiple regression method at the ISIC two- and three-digit
levels, for the developing countries and the developed market economies.'® The
statistical data are derived from the world-wide industrial census in 1963, which is
the most recent census year; they include 65 developing countries and 26 developed
market economies. Both elasticities vary from industry to industry and between the
two economic groupings. The variation between the economic groupings could
reflect the difference in their stages of development.

13The formula X = cY2PD is used, where X is output (value added), Y is per capite GDP and
P is population, and ¢, a and b are coefficients to be estimated by the multiple regression method
after converting the above formula into logarithmic form
log X=logc+talogY+blogP.

The coefficients g and b are the growth and size elasticities respectively, since the equation

dx _ dv . dp

X “9r e
is obtained from the logarithmic form by the calculus of infinitesimals.
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It is interesting to note that the manufacturing sector as a whole had a size
elasticity of nearly unity in both economic groupings. This means that the size of
population works as a proportional factor to manufacturing activity as a whole. In
other words, the level of per capita output in the entire manufacturing sector is not
affected by the size of population, but only by the level of per capita incom-. There
is no appreciable size etffect on manufacturing production as a whole.

On the other hand, growth elasticity for the entire manufacturing sector was
much greater than size elasticity, and the level of per capita income exerted an
obvious effect on manufacturing activities. In the developing countries, as per capita
GDP increased by | per cent, manufacturing output increased by as much as | 4 per
cent. In the developed market economies, a | per cent increase in per capita GDP s
associated with a 1.2 per cent increase in manufacturing output.

It is useful. at the same time, to examine carefully the variations in both growth
and size elasticities among industries as well as between the two economic groupings.
Such variations indicate which industries are leading or lagging behind in the process
of economic growth, as well as which are sensitive or not to the size of population.

The foud, beverages and tobacco industry (ISIC 31) as 1 whole had a size
elasticity of less than unity. which means that the output of this industry is mot
likely to increase as fast as population growth. The growth elasticity for this industry
tended to decrease gradually to belowunity as the level of per capita income
increased, as is evident by comparing the growth elasticity for tood, beverages and
tobacco in the developing countries with that in the developed market economies.
The beverage branch (ISIC 313) had the highest growth elasticity among the
branches of this industry in both economic groupings. This is the main reason for its
higher growth rate, which was mentioned earlier. In the developing countries, the
food products branch (1SIC 311 and 312) also showed the high growth elasticity of
1.2.

The textile branch (ISIC 321) had a high size elasticity (among the highest
shown in table 58) in both the developing countries and the developed market
economies, namely, 1.4 and 1.1 respectively. This means that this branch is more
than usually sensitive to the size of population. The appearance of various artificsal
fibres may have strengthened this tendency. On the other hand. the growth elastiaty
for textiles was very low, even in the developing countries, and it declined sharply as
the level of per capira income increased. This branch has lagged behind because of its
low growth elasticity .’ 4

In the wearing apparel, leather and leather products and foot-wear branches
(ISIC 322, 323 and 324), the size elasticity was nearly unity in the developing
countries and in the developed market economies, which means that there was
almost no effect of size on this industry group. The growth elasticity, however, was
as high as 1.5 in the developing countries, which explains the rapid expansion of this
group. In the developing countries, the wearing apparel branch (ISIC 322) had the
highest growth elasticity, 1.6, followed by the leather and leather products branch
(ISIC 323), 1.4, and the foot-wear branch (ISIC 324), 1.2.

The wood products and furniture industry group (ISIC 33) had a size elasticity
of less than unity in both economic groupings. This means that output is not likely
to ‘grow as fast as population. In th: developing cowntries, however, the growth
elasticity was 1.3, a relatively high figure among light manufacturing industries. This

14See table 47,
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TABDLE SRB. GROWTH AND SIZE FLASTICITIES OF OUTPUTY BY MAJOR GROUP AND BRAMN’
MARKH
Developing countries
Number h
of Growth  Size
Bench of induetry ISKC countries elasticity elasticiy
Food products M- 63 1.2268 0.936)
Bevennges n €S 13707  0.795
Tobacco Jle 63 09771 0.9
Textiles 31 60 11018 1.44%
Wearing apparel, except foot-wear 2 48 1.6528  0.9354:
Leather and leather and fur products Ep 3 L} ) 1.3584 1.015¢
Foot-wear 34 47 1.249%¢ 0.834)
Wood products, except furniture »i 60 1.09%0 0.9704
Furniture and fixtures, except metal m 63 12365 0.4867
Paper and peper products M1 1 21114 1.4400!
Printing, publishing M2 o4 1.5491 1.018%
induetrial chemicals s » 1.5679 1.2183
Other chemical products ELp) 42 1.7591  1.3841
Petroloum refineries EE R 17 1.5441  0.6244
Miscollaneous products of petroleum
and coal 354 7 0.3665 0.87%
Rubber products 338 ss 1.8162 1.3%3
Plastic preducts 3s¢ 10 20883 0.8618
Potiery, chine and earthenware et 19 1.477¢ 1.302
Glass and glass products 32 8 16091 1.329)
Other non-metallic mineral products 39 ls 1.5062 1.0492
1100 and steel basic industries n 28 21995 1.57%5,
Non-ferrous metal basic industries m 22 1380  0.664}
Metal products, except machinery . efc. 117 61 16818 1.226l
Machinery , except electirical 2 L) 19778 1.2341
Elsctrical machinery, apparatus etc. 303 L1 22972 1.413%
Tronspert equipment Js4 49 17152 1.2470
Profemsional, photographic peods etc. 38 18 1.8258 1.002
Othsr manufacturing industries ¥ k1 1.6997 1.233

Total manulacturing

-

68 14471 1.07%7

Sowrces: Bosed on Yearbonk of Netiowsl Accoumss Statistics, 19M, vois, | and N (United Natie
TO.XNLI). and besic data of 1965 imdustriel production prepared by the United Nations Statistn

“For the method of cakcwiation, sec fooi-note 13, page 140,




STRUCTURAL CHANGE AT THY BRANCH LFVEL 143

| MANUFACTURING INDUSTRY IN THF DEVELOPING COUNTRIES AND THE DEVELOPED
ONOMIES, 1963

>

Dereloped market ecomomies Developing countries Developed mearket economies
pumber Number Number
Growth  Size of Growth  Size of Growth  Sice

o
Jountries elasticity elesticity cowntries elesticity elasticity
. ‘ L

countries elasticity elasticity

6 0.9447 0.9135

26 1.0490 0.9588 63 1.1889 09320 26 0.9393 09402
25 0.7810 1.0479
26 0.3793 1.1397 60 11018 1.44% 26 0.5793 11397
2 1.1850 0.89)3
J6 08300 1.070) 63 1.4923 1.0361 2 0.9218 0.9664

2 0.5469 0.8372
25 1.1017  0.8864

4 1.2693  0.9548 2¢ 1.0364 08164
25 1.1727  0.9198
25 1.4843 1.1114

] 1.7627 1.1654 » 1.472¢ 1.032
28 1.4983 0.99%
17 1.407% 13187 f
16 1.070 1.1187
15 C.6726 11.4246

L) 2.1001 1.3814 » 1.1548 12061

1S 0.9620 0.6624
% 1.3543  1.0039
b 1.5003  1.0373
18 0.8'20 0.913$

19 L1233 L1614 6 1.5100 1.1614 3 08600 1020)
19 1.1504  0.9916

115 1.4015  1.3089

X 14741 11679

% 1.0499  1.0233

% 19178 1.2671

% 15362 1.2098 (3] 1.9535  1.3047 36 14350 11660

% L4949 1.1376

I 17428 1.356)

i 1.2039  0.9342 i} 1.6997 1.23)9 19 1.203% 09342
h 1.1824 10179 oS 1.4471 10787 » 1.1834 10179

“ 1.6160 1.3880 1 1.318¢ 1.07%0

wtion, Sales No, 72.XVILI); Demagraphic Yeawrbook, 1969 (United Netions publication, Seles Ne.
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accounts for its comparatively high growth rate in the developing countries; the
growth rate was especially high for the furniture and fixtures branch (1SIC 332),
where the growth elasticity was 1.2,

In the paper and printing industry (1ISIC 34), although the size elasticity was not
much larger than unity, the group registered a very high growth elasticity, namely,
1.8 in the developing countries and 1.5 in the developed market economies. Both the
paper and the printing branches had the same levels of growth and size elasticities in
the developed market economies. On the other hand, in the developing countries, the
paper branch had growth and size elasticities of 2.1 and 1.4 respectively, which
explains the rapid progress in this branch, which was mentioned earlier.

The chemicals industry group (ISIC 35) had one of the highest levels of size
elasticity, or 1.4 for the developing countries and 1.2 for the developed market
economies, reflecting the effect of the size of population on the output of that
group. The figure was especially high for the industrial chemicals branch (I1SIC 351)
in both economic groupings, for the other chemical products branch (1SIC 352) and
for the rubber products branch (ISIC 355) in the developing countries, and for the
petroleum refineries branch (ISIC 353) in the developed market economies. The
chemicals industry also had a high growth elasticity, of 2.1, in the developing
countries, The growth elasticity at the branch level was more than 1.5 for all
branches in the developing countries, except for miscellaneous products of petroleum
and coal. In the developed market economies, industrial chemicals, rubber products
and plastic products had high growth elasticities, that is, 1.4 or over.

The size of population did not have much effect on the non-metallic mineral
products industry group (ISIC 36), since the size elasticity exceeded unity only
slightly in both economic groupings. On the other hand, the growth elasticity of that
group was as high as 1.5 in the developing countries, with nearly the same value for
the three component branches. The growth elasticity, however, tended to decline
sharply as the level of per capita income increased, as is evident for the corresponding
elasticities for the de veloped market economies.

In the basic metals industry group (ISIC 37), although growth elasticity in the
developed market economies was very high (1.3), the size of population did not
affect the level of per capita output, since the size elasticity was 1.1. By contrast, in
the developing countries, both the level of per capita income and the size of
population exerted a strong effect on output. This was especially the case for the
iron and steel branch (ISIC 371), which had a growth elasticity of as high as 2.2 and
a size elasticity of 1.6 in these countries.

The same tendency applied to the metal products and machinery industry group
(ISIC 38), except that the size elasticity (1.2) was very high even in the developed
market economies. The growth elasticity was one of the highest among the industry
groups, namely, 2.0 for the developing countries and 1.5 for the developed market
economies. At the ISIC three-digit level, size elasticity was especially high in the
developing countries for the electrical machinery branch (ISIC 383), followed by
transport equipment (ISIC 384), non-electrical machinery (ISIC 382) and metal
products (ISIC 381).

Growth elasticity was not less than 1.7 for all branches in the developing
countries. These clasticities, however, tended to decline in the metal products,
electrical machinery and transport equipment branches as the level of per capita
income increased.




IV. ANALYSIS
OF SELECTED MAJOR COMMODITIES

The preceding investigation at the branch, or ISIC three-digit, level of the
manufacturing sector illustrates in some detail the differences in growth trends
among branches of industry as well as the differences in industrial structure between
larger and smaller countries. As part of the analysis, the level of per capita income
and the size of population, which age the two major factors influencing the industrial
structure of an economy, were also considered.

Although this kind of examination is certainly useful in gaining an over-all view
of the industrial structure and the major factors affecting structural change, the
breakdown is not sufficient, in some cases even at the three-digit level, for a
satisfactory analysis, especially when the physical quantity of production is
concerned. Nearly all industrial development planning is related at the micro-level to
specific commodities, measured in physical units: the forecasted quantity of
domestic demand, the expected quantity of exports, and the quantity to be
produced domestically or to be imported. Any view on these matters requires an
analysis at the commodity level. The following three sections are devoted to an
investigation of the production of major commodities in the developing countries in
the 1960s, and to an analysis of per capita apparent consumption of selected major
commodities.

Owing to the recent improvement in the availability of statistical data on the
production of major commodities for more than 100 countries in the world, an
interregional comparison of growth trends in production is possible, and information
may also be derived on the share of each region in the production of major
commodities. Tables 59 and 61 indicate world production of selected major
commodities at the ISIC six-digit level in 1960 and 1969, the percentage share of the
developing countries, the developed market and the centrally planned economies in
world production for the two years, and the annual growth rate of production
between the two years for the world and the three econotnic groupings.

From these tables a general picture may be obtained of the present status of and
changes in the relative position of the developing countries in world production of
the major industrial commodities, as well as the differences in their growth rates,
which are the basic elements affecting structural change. Some of the main
conclusions of this chapter follow.

First, the following commodities of light industry achieved a remarkable annual
increase in production in the developing countries: tinned or bottled fruits (10.6 per
cent), tinned or bottled vegetables (19.7 per cent), non-cellulosic fibres (27.8 per
cent) and foot-wear (10.4 per cent). However, the relative share of the developing
countries in world production of these items continued to remain at a very low level.
On the other hand, the developing countries had a relatively large share of world
production of raw sugar, refined sugar, cigarettes, cotton yamn, cotton woven fabrics

145
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TABLE 59. PRODUCTION OF MAJOR COMMODITIES IN LIGHT INDUSTRY IN Tj
PLANNED ECUONOM|
Worid
production
Commodity sic Year Quantity  Umit
Food products 311-312
Fruits, tinned or bottled 311303 1960 3433
1969 5,063
Vegetables, tinned or bottied 311308 1960 6,806
1969 10,318
Fish, tinned 311403 1960 1,266
1969 1,688
Flour, wheat 311603 1960 98,690 J
1969 111,094  thou
tons
Biscuits 311791 1960 2,200
1969 3,060
Raw sugar 311801 1960 45,167
1969 57413
Refined sugar 311802 1960 34,306
1969 45,982
Sugar confectionsry 311993 1960 3"
1969 5,429
Deverages 3
Distilled alcoholic beveragn 313101 1960 25,272 |
1969 3977 thousd
Ethyl alcohal for all purposes 313102 1960 63,187 ltses |
1969 83,254 ~
Boer 313301 1960 404 ,
1969 C TR
Mineral waters and soft drinks 313491 1960 133 e
1969 1359
Tobecco 314
Cigarsties 314001 1960 1,878 thous !
1969 2,559 miltios
Tobacco, manufactused 314003 1960 274 thous |
1969 224 foms
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DI'VELOPING COUNTRIES, THE DEVELOPED MARKET AND THE CENTRALLY
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TABLEF §9
World
production
Commodity isic Year Quantity  Unis
Textiles k¥l
Cotton yarn, pure and mixed 321101 - 1960 7,482
321102 1969 8,723
Flax yam 321103 1960 459
1969 474
Jute yamn 321104 1960 663 thousan{
1969 634 tons
Wool yam, pure and mixed 321106- 1960 1,881
321109 1969 2,114
Yam of man-made staple 321108 1960 710
1969 1,444
Cotton woven fabrics 321109 1960 51,729
1969 55,678
Woollen woven fabrics 321112 1960 3,123
1969 3,391  miltion
squase
Woven fabrics of cellulosic fibres 321114 1960 8,068 metses
1969 9,806
Woven fabrics of non-cellulosic fibres 321118 1960 627
1969 3,961
Knitted fabrics 321301 1960 29 thousan
1969 %0 tons
Foot-weer k¥
Footweat, total 324001 - 1960 3,143 million
324004 1969 3,39 pain
|
Wood products, except furniture i
Sawnwood, coniferous and broad leaved 331101- 1960 i million '
331102 1969 370" cubic n1

for missing years,

L4
Sowurce: Based on The Growth of World Industry, 1969, Edition, vol. 11 (United Nations publicatia’
Note: World production here corresponds to the aggregate figure described as *total” in the abor,
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and woven fabrics of cellulosic fibres, but the growth rate of production was very
low.

Secondly. in the heavy industry sector, an outstanding annual increase in
production in the developing countries was recorded by mechanical wood pulp
(13.9 per cent), hydrochloric acid (18.9 per cent), nitrogenous fertilizers (18.9 per
cent), cellulosic continuous filaments (23.7 per cent), non-cellulosic staple and tow
(26.8 pei cent), artificial resins and plastic materials (40.2 per cent), liquified
petroleum gas (28 per cent), sheet glass (17.1 per cent), hot-rolled iron strip
(15.3 per ceut), unwrought aluminium (29.4 per cent), radio sets (20.4 per cent) and
passenger cars (17.2 per cent). The share of developing countries in world production
was usually small, except for petroleum products. Items with relatively large shares
were cellulosic continuous filaments, soap, sheet glass, cement, refined copper,
unwrought lead and lead alloys, unwrought tin and tin alloys, radio sets and bicycles.

Thirdly, it is difficult to derive general conclusions from an examination of
commodity balances, since such balances are largely affected by such factors as the
size of a country, its endowment of natural resources and its international trade
policies. However, three observations may be made: first, in the case of
resource-based products, there is a tendency for countries to be divided between
exporters and importers. Secondly, in the case of bulky products, for which the
material inputs are found almost everywhere, or commodities produced by simple
technology, there is a tendency towards self-sufficiency. Thirdly, a heavy
dependency on imports is observed in the case of commodities whose production
requires a relatively sophisticated technology.

Finally, an analysis of per capita consumption provides very useful information,
since it can give an estimation of the size of the domestic market for specific
commodities. The analysis points to four categories of industrial products. The first
category comprises commodities that show a very low value of income elasticity at
any level of per capita income. The second category consists of commodities having a
relatively high value of income elasticity at any level of per capita income. Soap is a
typical example of the former, and artificial resins of the latter. However, a majority
of industrial products have a changing income elasticity. The third category includes
products with a decreasing income elasticity; nearly all commodities in light industry
as well as some in heavy industry belong to this category. The fourth category shows
an increasing income elasticity; commodities that are leading products or that are
material inputs for producing leading products have this tendency.

Growth in the production of selected ﬁajor commodities
in light industry

Food products (1SIC 311 and 312)

In the case of the food products branch, statistical data are available for eight
commodities: tinned or bottled fruits, tinned or bottled vegetables, tinned fish,
wheat flour, biscuits, raw sugar, refined sugar and sugar confectionery. The world
production of tinned or bottled fruits increased from 3.4 to 5.1 million tons, at an
annual rate of 4.4 per cent over the period 1960 1969. In the developing countries,
production expanded more rapidly than the world average, namely, at a rate of
10.6 per cent per annum. The share of the developing countries in world production,
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however, was still very small, or only 5.4 per cent in 1969. The same tendency
applies to tinned or bottled vegetables. The world production of this item was 6.8
million tons in 1960 and 10.3 million tons in 1969; it grew at an average annual rate
of 4.7 per cent. The developing countries attained a remarkably higher growth rate in
this product, namely, 19.7 per cent per annum. The share of these countries i1 world
production, however, remained at the very low level of 1.1 per cent even in 1969,

In the case of tinned fish, wheat flour, biscuits, raw sugar and refined sugar, the
developing countries had relatively larger shares in world production. However, the
growth trend of all of these products was very low both for world production and for
the production of the developing countries. The world production of tinned fish
increased from 1.3 million tons in 1960 to 1.7 million tons in 1969, or at an annual
rate of 3.2 per cent. The growth rate in the developing countries was less than this, or
2.8 per cent per annum, with the result that the share of these countries in world
production declined slightly, from 10.8 to 10.4 per cent. The world production of
wheat flour showed only a slight inciease from 98.7 million tons in 1960 to 111.1
million tons in 1969, or an average annual rate of 1.3 per cent. The developing
countries achieved an annual growth rate of production of 4 per cent, and their share
in world production rose from 12.7 to 16.1 per cent over the period. The world
production of biscuits amounted to 3.1 million tons in 1969, which represented an
annual growth rate of 3.7 per cent over the period 1960 1969. The production of
biscuits in the developing countries expanded at a higher annual rate, or 5.3 per cent,
and the share of these countries increased from 17.1 to 19.7 per cent in the period
1960 - 1969. The production of raw sugar was stationary; the annual rate of increase
was only 2.8 per cent for the world and 2.2 per cent for the developing countries.
Total production was 57.7 million tons in 1969, of which 53 per cent was produced
in the developing countries. The production of refined sugar expanded at a higher
rate both in the world and in the developing countries, or 3.3 per cent and 4.5 per
cent respectively. Although the developing countries’ share increased from 19.8 to
21.9 per cent over the period 1960 1969, it was much less than their share of the
production of raw sugar. The production of sugar confectionery increased at annual
rates of 4.1 per cent in the world and 4 per cent in the developing countries. The
share of the developing countries was stable at the level of 5.3 per cent of world
production,

Beverages and tobacco (ISIC 313 and 314)

Statistical data on the production of beverages and tobacco are available for six
products: distilled alcoholic heverages, ethyl alcohol for all purposes, beer, mineral
water and soft drinks, ciparettes, and manufactured tobacco. The developing
countries had relatively large shares in the total world production of these products,
ranging from 10 to 25 per cent, but the growth rates for the production of these
products in these countries were lower than the corresponding rates in the other
economic groupings, except for cigarettes.

The world production of distilled alcoholic beverages increased from 25.3 to 37
million hectolitres over the period 1960—1969, or at an annual growth rate of
4.3 per cent. In the developing countries, production -xpanded more slowly, at a rate
of 2.5 per cent per annum, and as a result, the share of these countries in world
production declined from 25 to 21.4 per cent over the period. The production of
cthyl alcohol for all purposes was also stagnant during the period, with annual
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growth rates of only 3.1 per cent for the world and 1.7 per cent for the developing
countries. The world production in 1969 was 83.2 million hectolitres, of which 13.3
per cent was produced in the developing countries. The world production of beer
increased from 401 to 591 million hectolitres over the period 1960--1969, or at a
rate of 4.3 per cent per annum. Production in the developing countries expanded at
nearly the same pace, at a rate of 4 per cent per annum, and their share of
production remained almost unchanged at the level of 10 per cent. Mineral water and
soft drinks registered the highest growth rate among beverages, especially in the
developed market economies. World production increased from 133 to 259 mjllion
hectolitres over the period 1960—1969 or at an annual rate of 7.7 per cent.
Production in the developing countries, however, did not expand as rapidly, but at a
rate of only 4.3 per cent per annum; consequently, the share of these countries in
world producticn declined from 21.9 to 16.3 per cent.

The world production of cigarettes increased at the moderate rate of 3.5 per
cent per annum, expanding from 1875 to 2,559 billion units over the period
1960-1969. Production in the developing countries expanded at a slightly higher
rate, or 4.5 per cent annually, and the share of these countries grew from 21.1 per
cent of world production in 1960 to 22.9 per cent in 1969. In the case of
manufactured tobacco, production declined in all three economic groupings. Total
production in the world decreased from 274 thousand tons in 1960 to 224 thousand
tons in 1969. The decrease was especially large in the developing countries, where
production recorded a negative annual rate of —-5.4 per cent; the result was a
considerable decline in the share of these countries in world production, from
21.7 per cent in 1960 to 16.1 per cent in 1969,

Textiles (1S1C 321)

The textile industry is one of the largest in the light industry sector, and it plays
an important role in industrialization, especially in the earlier stages. The following
10 items are selected from a wide variety of products on the basis of the availability
of statistical data: pure and mixed cotton yarn, flax yarn, jute yarn, pure and mixed
wool yarn, yarn of man-made staple, cotton woven fabrics, woollen woven fabrics,
woven fabrics of cellulosic fibres, woven fabrics of non-cellulosic fibres, and knitted
fabrics. In general, the developing countries had relatively high shares of world
production of cotton yarn, cotton woven fabrics and fabrics of cellulosic fibres over
the period 1960—1969. However, the growth rate of world production of these items
was very low in this period.

The world production of cotton yarn registered an annual growth rate of only
1.7 per cent and increased from 7.5 to 8.7 million tons over the period 1960—1969.
In the developing countries, production increased at a higher rate, or 5.5 per cent per
annum, over the same period, with the result that their share of world production
rose significantly from 23 to 32.1 per cent. The same pattern is observed for cotton
woven fabrics. World production increased only slightly, from 5$1.7 to 55.7 billion
square metres over the period 1960-1969. Although the developing countries
attained an annual growth rate of production of only 2.7 per cent, &t was
significantly higher than that of world production (0.8 per cent), and resulted in an
increase in their share of world production from 42.6 to 50.4 per cent.

E——
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The world production of wool yarn and woollen woven fabrics was also
stationary, with annual growth rates of production of only 1.3 per cent and 0.9 per
cent respectively over the period 1960-1969. In the developing countries, the
production of wool yarn grew rapidly, at a rate as high as 7.4 per cent annually, with
the result that their share in world production increased considerably, frem 4.8 to
8.1 per cent over the same period. On the other hand, the production ot woollen
woven fabrics in these countries declined slightly, recording a negative annual rate of
—0.4 per cent. Flax and jute yarns were stationary in all three economic groupings.
In particular, the production of flax yarn was much reduced in the developing
countries,

At the same time, the world production of woven fabrics of non-cellulosic fibres,
knitted fabrics, and yarn of man-made staple expanded at the remarkable rates of
22.7 per cent, 12.6 per cent and 8.2 per cent per annum respectively. In 1969 the
world production amounted to 4 billion square metres of woven fabrics of
non-cellulosic fibres, 860 thousand tons of knitted fabrics, and 1.4 million tons of
yarn of man-made staple. The production of non<ellulosic fibres in the developing
countries grew at an outstanding average annual rate of 27.8 per cent. However, the
share of these countries in world production was still at the very low level of 3.6 per
cent in 1969. The production of woven fabrics of cellulosic fibres in these countries
increased at a considerably higher rate (6.2 per cent per annum) than the rates for
the world and the other two economic groupings; and as a result, the share of the
developing countries in total world production rose remarksbly from 17.3 to
24.2 per cent over the period 19601969,

Foot-wear and wood products (1SKC 324 and 331)

Statistical data are available for only two items, all kinds of foot-wear, and
coniferous and broad-leaved sawnwood. The production of both items increased
more rapidly in the developing countries than in the other economic groupings. The
world production of foot-wear increased from 2,143 million pairs in 1960 to 3 353
million pairs in 1969, or at an annual growth rate of 5.1 per cent. The production of
thew: commodities in the developing countries grew at the rapid rate of 10.4 per cent
per aunum, which resulted in a substantial rise in their share, from 6.4 to 10 per cent
over the same period. In the case of conilerous and broad-leaved sawnwood, the
world production increased by only 2 per cent anmnually, and production in the
developing countries recorded the moderately higher growth rate of 5.5 per cent per
snnum. World productin was 370 million cubic metres in 1969, of which 5.8 per
cent was produced in th- developing countries.

Table 60 summarizes the above discussion in a concise way. Commodities are
classified into three categories: highgrowth commodities are those with an annual
growth rate of more than 7.5 per cent, or 50 per cent higher than that for the light
manufacturing sector in the developing countries (5.2 per cent) over the period
1955—-1970; low-growth commoditie; are those with an snnual growth rate of less
than 2.6 per cent, or 50 per cent lower than the rate for the light manufacturing
sector in these countries, and medium-growth commodities, or those with a growth
rate between 2.6 and 7.8 per cent.
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TABLE 60. GROWTH IN THE PRODUCTION OF MAJOR COMMODITIES IN LIGHT
INDUSTRY IN THE DEVELOPING COUNTRIES AND THE WORLD, AND THE SHARF OF
THE DEVELOPING COUNTRIES IN TOTAL WORLD PRODUCTION. 1960 1969

(Percentuge)
Shave of
counivies in
Avo:t snnvel sosel world
Powm retes praducion
Commedity s w World 1960 19¢9
High-growth commodities
Woven fabrics of non-cellulosic
fibres 321118 278 2.7 2.5 RY )
Vegetables, tinned or bottled 311308 19.7 4.7 03 1.1
Fruits, tinned or bottled 311303 10.6 44 32 54
Foot-wear, total 324001 4 104 5.1 64 100
Yam of man-made staple 321108 7.8 82 KR 33
Medivm-growth commodities
Wool yarn, pure and mixed 321100 7 7.4 1.3 438 8.1
Woven fabrics of cellulosic fibres 321114 6.2 23 173  24.2
Cotton yarn, pure and mixed 321101 2 55 1.7 230 3.1
Sawnwood, coniferous and broad
leaved 33101 2 5.5 2.0 4.2 58
Biscuits Jimi 53 37 17.1 197
Refined sugar 311802 45 33 198 219
Cigarettes 314001 45 3s 2.1 229
Mineral water and s0ft drinks 313491 43 17 219 163
Flour, wheat 311603 40 1.3 12.7 16.}
Sugar, confectionery 31193 40 4.1 53 53
Beer 313301 4.0 43 10.3 99
Jute yarn 321104 4.0 0.8 6.2 9.2
Fish, tinned 311403 2.8 32 108 104
Cotton woven fabrics 321109 2.7 08 426 %04
Knitted fabrics 321301 2.7 12.6 54 24
Low-growth commodities
Distilled alcoholic beverages 313101 25 43 250 214
Raw sugar 311001 22 28 557 s30
Ethyl alcohol for all purposes 313102 1.7 RN 15.1 133
Woollen woven fabrics nnn 0.4 09 47 42
Tobacco, manufactured 314003 5.4 22 21.7 161
Flax yam 321103 114 04 09 03

Sowrce: Based on table 59
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It is evident from this table that most of the high-growth commodities in the
developing countries had a relatively higher growth rate than that for total world
production, and that their share in world production increased significantly. This is
especially the case for the commodities whose shares were very small in 1960, The
same phenomenon may be observed, though to a lesser extent, for mediun.-growth
commodities in the developing countries.

By contrast, most of the low-growth commodities in the developing countries
already had a large share of world production in 1960; and they tended to have a
lower growth rate than that for total world production, with the result that their
share in that total decreased.

Growth in the production of selected major commodities
in heavy industry

Paper and paper products (1SIKC 341)

Five commodities were selected for investigation on the basis of the availability
of satistical data: mechanical wood pnlp, wood pulp other than mechanical,
newsprint, other printing and writing paper, and paper board and other paper. In
general, the share of the developing countries in the world production of these
products was still small over the period 1960 1969. The growth rates of these five
commodities were higher in the developing countries, however, than in the other
eCONOMIc groupings.

The world production of mechanical wood pulp increased at an annual rate ot
3.2 per cent, expanding from 17.8 million tons in 1960 to 23.7 million tons in 1969,
In the developing countries, production grew far more rapidly, at an annual rate of
13.9 per cent over the same period. However, the share of these countries in world
production was still as low as 4 per cent in 1969. The same pattern applies to wood
pulp, other than mechanical. World production increased at an annual rate of 6.7 per
cent, from 40.5 million tons in 1960 t» 72.5 million tons in 1969 Production in the
dtveloping countries expanded rapidly at a rate of 11§ per cent annually over the
same period, but their share of world production was only 1.5 per cent in 1969,

The world production of newsprint paper registered a moderate growth rate, of
4.4 per cent per annum, increasing from 13.6 to 20 million tons over the period
1960 1969. Production in the developing countries increased much more rapidly, at
4 rate of 8.3 per cent per annum, over the same period. However, their share
remained as low as 2.9 per cent in 1969. Other printing and writing paper recorded
the highest growth rate in the world among paper products; the annual growth rate
for these commodities was 7.8 per cent, snd production increased from 14 million
tons in 1960 to 27.5 million tons in 1969. Production in the developing countries
increased at the slightly higher rate of 8.3 per cent per annum, with the result that
their share of world production rose from 7 to 7.3 per cent over the period. World
production of paper board in 1960 was 42.8 million tons and in 1969 it was 71.3
million tons, which meant a growth rate of 5.8 per cent per annum. Production in
the developing countries had a lower rate of increase, or 4.6 per cent per annum over
the ame period; the result was that their share in world production declined slightly
irom 5.1 to 4.6 per cent.
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TABLE 61.  PRODUCTION OF MAJOR COMMODITIES IN HEAVY INDUSTRY IN THE

ECONOMIES
World
Brench of industry ron
ond commodity Is8ic Year Qumentity  Unit
Poper end paper products Ml
Wood pulp, mechanical M1101 1960 17,843
1969 23,7113
Wood pulp, other than mechanical 41102 1960 40,528
1969 72,486
Newsprint Mi1106 1960 13,553 thousan(
1969 20,004 tons
Other printing and writing pager M1 1960 14,002
1969 27528
Paperboard and other paper 31108 1960 42,818
1969 71,286
Indusirial chemicels 3851
Caicium carbide 351104 1960 6,128
1969 7.1%
Caustic soda 51107 1960 938)
1969 20411
Hy drochloric acid 351112 1960 1,703
1969 3,000
Sode ssh 341118 1960 11,407
1969 16,836
Sulphuric acid 351124 1960 48,693
1969 82,23
Nitvogenous fertiisers 3s1201 1968 10,731 theusssl
1969 28,006 tons
Collndesic continuous Nlanwents 351301 1960 1,168 :
1969 1,918
Collulosic stagie and tow 351302 1960 1AM
1969 3,118
Neareslluinsic continuous filees is13e3 1960 410
1969 3,042
Nen-esliulssic staple and tow 35134 1960 n
1969 m
Artificial resine, plestis motosiake 381998 1960 6,563
1969 2,921
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TABLE
World
production
Banch of industry
or commodity ISIC Yeer Quentity  Unit
Other chemical products 352
Soap 352301 1960 53% |
1969 5,765  thousan
Washing powder and detergonts 352302 1960 3681 oM
1969 7.108 l
Petrolenm refineries 353
Distiliate fuel oils 353003 1960 190 million
19¢9 359  1om
Kerosene 353003 1960 43,516
1969 61,672
Liquified petroleum gas 353007 1960 11,341  thoussnd
1969 34,924 tom
Naphthas 353010 1962 14,604 ,
1969 52,29
Residual fuel ois 353013 1960 281 million
1969 509 tom
Motor spirit (including 353091 1960 247  million
aviation wpirit) 19¢9 416  toms
Miscollaneous products of petroleum
ond cosl 3s4
Coke-oven coke 354002 1960 253  million
1969 WY tom
Gloss and glans producn 32
Glass, unwesked, in roctangles 362003 1960 soq  Millon
1969 "7 :'::
Ovier non-metallic minerel products o
Comont 369201 1960 37 milhion
1969 40  toms
dron end stevl basic induseries m
hhsmd-ﬂﬂn‘lm 371001 - 1960 245  million
371002 1969 408 tom
MMM-“-"* 371008 - 1960 M8 milion
JTi088 1969 7 em
Nesp and saip, het relied 31012 1968 16,328  thowni
1999 29811 toms
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e

TABLI
Worid
production
Mh of industry —_—
ond commodity 18ic Yeor Quentity  Unit
Fon and steel basic industries (continwed)
Plates 371018 - 1960 33,886
371016 19¢9 64,029
Wire, plain 371030 1960 9,593 |
1969 15,043 4 ouss
Wire rods 37100 1960 18,650 toms
1969 32,23
Angles, shapes and sections 371098 1960 70,081
1969 101,938
Non-ferrous metal basic indusrvies n
Aluminium, unwrought 372001 1960 5,042
1969 10,901
Copper, refined, unwrought 372007 1960 5,028
1969 7,214
Lead and lead alloys, unwrought 372013 1960 3,034 thouss
1969 4,305 tom
Tin and tin alloys, unwrought 372018 1960 161
1969 174
Zinc and zinc alloys, unwrought 372016 1960 3,308
1969 3,356
Machinery, except electricel ja
Refrigerators for howsehold use 382902 1960 12,303 "
1969 26,217
Becrical machinery eppaverue I
Wieoloss recoivens (radios) k1 ¥y J] 1960 51,354 .
1969 96,822
Television 1ot 303202 1960 20,347
1969 a,)53 Bowe
Tremeport oquipment 5]
Passongsr can, produced and assembled 304301 - 1960 13,327 .
304302 1969 34,046
Meoter cooches, bums and ceriee 384303 - 1968 1623 .
304304 1969 679
Bicycles 304401 1960 10,048
1969 25,008 Sov
Sowrce: ManolMM&y, mvm.,unwmmmn

Npee: 'ﬂMMMwn’«bh“hWhWhhM
for missing yoans.
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Industrial chemicals (1SIC 351)

The industrial chemicals branch contains many heterogeneous products. From
these, the following 11 important products were selected on the basis of the
availability of statistical data: calcium carbide, caustic soda, hydrochloric acid, soda
ash, sulphuric acid, nitrogenous fertilizers, cellulosic continuous filaments, cellulosic
staple and tow, non-cellulosic continuous fibres, non<cellulosic staple and tow, and
artificial resins and plastic materials. In general, the share of the developing countries
in world production of these products was low, less than 10 per cent except for
continuous cellulosic filaments. Growth rates for these products in the developing
countries in the 1960s, however, was nearly twice as high as the rates for total world
production for almost all items.

The world production of calcium carbide increased slightly, at an annual rate of
1.7 per cent, from 6,128 thousand tons in 1960 to 7,130 thousand tons in 1969, In
the developing countries, production expanded far more rapidly, at a rate of 12 per
cent per annum, so that their share rose from 1.9 to 4.6 per cent over the same
period. The total world production of caustic soda amounted to 20,431 thousand
tons in 1969, representing an annual increase of 8.8 per cent from the 1960 level of
9,583 thousand tons. The production of this item in the developing countries also
increased rapidly, at a rate of 10.9 per cent annually; the share of these countries in
world production was 4.6 per cent in 1969,

The world production of hydrochloric acid recorded an annual rate of growth as
high as 9.6 per cent. Total production was 3,889 thousand tons in 1969. In the
developing countries, production expanded at the significantly high rate of 18.9 per
cent per annum, so that the share of these countries rose sharply from 3.4 per cent in
1960 to 7.2 per cent in 1969, The world production of soda ash grew at only a
moderate rate, of 4.4 per cent per annum, increasing from 11.4 million tons in 1960
to 16.8 million tons in 1969. Production of this item in the developing countries
expanded more rapidly, at a rate of 10.5 per cent annually, so that their share in
world production increased from 3.8 to 6.3 per cent over the period. The world
production of sulphuric acid amounted to 82.2 million tons in 1969, representing an
annual increase of 6 per cent from the 1960 level of 48.7 million tons. In the
developing countries, production increased more rapidly, at a rate of 10.3 per cent
per annum, and their share of world production rose from 4.3 per cent in 1960 to
6.1 per cent in 1969.

The world production of nitrogenous fertilizers, one of the Najor items in the
industrial chemicals branch, amounted to 28.1 million tons in 1969, of which 2.4
million tons were produced in the developing countries. The annual growth rate was
11.3 per cent for the world and 18.9 per cent for the developing countries over the
period 1960-1969. The higher growth rate in the developing countries resulted in a
considerable increase in their share of world production, from 4.8 to 8.6 per cent
over the period.

The industrial chemicals branch contains such important items as man-made
fibres and artificial resins, which have been leading products in this branch. The
world production of artificial resins and plastic materials expanded from 6.6 to 24.9
million tons over the period 1960 -1969; this meant an annual increase of 16 per
cent. In the developing countries, production incressed at a considerably faster rate,
Or 40.2 per cent per annum, over the period; however, the share of these countries
was still as low as 1.3 per cent of world production in 1969. The same pattern may
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be observed for non-cellulosic continuous fibres and non-cellulosic staple and tow.
Over the period 1960—1969, the world produciion of non-cellulosic continuous
fibres increased by 20.8 per cent annually, from 410 to 2,242 thousand tons, and of
non-cellulosic staple and tow, by 23.8 per cent annually, from 302 to 2,070
thousand tons. The developing countries made more rapid progress, witli annual
growth rates for the two products of 36.3 per cent and 26.8 per cent respectively
over the period, but despite' this, their share of world production was still at the very
low levels of 4.9 per cent and 2.1 per cent respectively.

By contrast, the world production of cellulosic continuous filaments and
cellulosic staple and tow recorded only moderate growth rates, especially in the
developed market economies. This suggests that these two products had a tendency
to even off at a higher level of income. The world production of cellulosic
continuous filaments increased at an annual rate of 6 per cent, from 1,140 thousand
tons in 1960 to 1,918 thousand tons in 1969. The developed market economies
recorded an annual growth rate of only 1.1 per cent. On the other hand, the
production of the developing countries expanded rapidly, at a rate of 23.7 per cent
per annum, so that their share in world production rose from 8 to 32.4 per cent over
the period. The world production of cellulosic staple and tow amounted to 2,118
thousand tons in 1969, which indicates a growth rate of only 4.5 per cent from the
1960 production level of 1,430 thousand tons. In the developing countries,
production grew at the faster rate of 9.3 per cent annually, and as a result, these
countries increased their share from 3.9 per cent in 1960 to 5.9 per cent in 1969,

Other chemical products (1SIC 352)

Among other chemical products, statistical data were available for only two
important items: soap, and washing powder and detergents. The world production of
soap was almost unchanged; the amount produced was 5,396 thousand tons in 1960
and 5,765 thouscnd tons in 1969, In the developed market economies, production
declined, by 2.1 per cent annually. On the other hand, production in the
developing countries had a tendency to increase; the annual growth rate from 1960
to 1969 was 5 per cent, so that their share in world production increased from 21 .8
to 31.7 per cent over the period. Washing powder and detergents, which are to a large
extent substitutes for soap, recorded remarkable increases in production both in the
world and in the developing countnies. World production amounted to 7,108
thousand tons in 1969, having increased at an annual rate of 7.7 per cent from the
1960 production level of 3,651 thousand tons. In the developing countries, the
growth rate of production was as high as 16.7 per cent annually over the period, but
their share in world production was still comparatively low, or 8.6 per cent in 1969,

Petroleum refineries and coal products (1SIC 353 and 354)

Statistical data on production were available for six petroleum products:
distillate fuel oils, kerosene, liquefied petroleum gas, naphthas, residual fuel oils, and
motor spirit, Liquelied petroleum gas and naphthas recorded a rapid incresse in
production in all three economic groupings over the period 1960- 1969. In peneral,
the developing countries had a considerable share of production for almost all items,
but their growth rates, however, were not as high as in the two other economic
groupings,
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The world production of distillate fuel oils increased at an annual rate of 7.3 per
cent, from 190 million tons in 1960 to 359 million tons in 1969. In the developing
countries, production increased at a slower pace, by 5 per cent per annum, with the
result that their share in world production declined from 20.6 to 16.9 per cent over
the period. The total world production of kerosene recorded an annual growth of
4 per cent; the amount increased from 43.5 to 61.7 million tons over the period
1960—1969. The developing countries had a large share of the world production of
kerosene, or more than 30 per cent. However, the growth rate was slightly lower than
the world rate, so that the share of these countries in the world total declined
dightly, from 34.5 per cent in 1960 to 33.6 per cent in 1969. The world production
of liquefied petroleum gas increased considerably from 11.3 million tons in 1960 to
349 million tons in 1969, at an annual rate of 13.3 per cent. Production in the
developing countries made remarkably rapid progress, growing at an annual rate of
28 per cent; as a result, the share of these countries in total world production
increased from 6.8 to 20.3 per cent over the period.

The production of naphthas expanded vigorously, at a rate corresponding to that
of the petrochemical industries, especially in the developed market and centrally
planned econoniies. World production registered an annual growth rate of as high as
20 per cent over the period 1960--1969; and it amounted to $2.3 million tons in
1969. The growth rate of production in the developing countries was much lower, or
12.3 per cent per annum, with the result that their share declined notably, from
25.6 per cent in 1960 to 16.1 per cent in 1969. The increases in production of
residual fuel oils and motor spirit were more moderate. The world production of
residual fuel oils increased by 8.6 per cent per annum, expanding from 281 million
tons in 1960 to 589 million tons in 1969; the share of the developing countries in
this production was 42.1 per cent in 1960 and 31.8 per cent in 1969. The growth
rate in the developing countries was rather low, or 5.3 per cent per annum. Owing to
the recent motorization in the developing countries, the production of motor spirit
kept pace with that in the other economic groupings. World production expanded by
6 per cent annually, reaching 416 million tons in 1969, of which 14.6 per cent was
produced in the developing countries.

In the coal products branch, statistical data were available on the production of
only one item: coke-oven coke. World production grew at a very slow rate, or 2.3 per
cent, increasing from 253 million tons in 1960 to 309 million tons in 1969. In the
developing countries, the increase in production was greater, or 6.8 per cent
annually, but their share was still as low as 4.5 per cent in 1969,

Glans products and other non-mesallic mineral products (1ISIC 362 and 3®9)

This industrial branch includes many miscellaneous products, of which flst glass
and cement are the two most important. The world production of flat glass increased
by 4.9 per cent annually, from 594 million square metres in 1960 to 917 million
square metres in 1969. The annual rate of increase was much higher in the
developing countries, or 17.1 per cent, reflecting rising living standards and
wrbenization; the result was a remarkable rise in the share of these countries of world
production, from 4.5 10 12.1 per cent over the period 1960—1969. The world
production of cement amounted to 540 million tons in 1969, or an annual incresse
of 6.1 per cent from the 1960 production level of 317 million tons. The production
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of cement in the developing countries had a slightly higher growth rate, or 8.6 per
cent per annum, and as a result, the share of these countries in world production
increased from 13.5 to 16.5 per cent over the period.

fron and steel basic industries (1SIC 371)

The iron and steel industry has for a long time been a key mdustry in the heavy
manufacturing sector. it provides basic materisls for the machinery and
transportation industry and for construction. In addition to primary products of pig
iron and crude steel, it provides many products at different stages of processing.
Statistical data on these products are available for the following seven items: pig ion
for steel making and foundry, crude steel in ingots and for castings, hot-rolled hoop
and strip, plates, plain wire, wire rods, and angles, shapes and sections.

The world production of pig iron grew at an a..nual rate of $.8 per cent over the
period 19601969, increasing from 245 million tons in 1960 to 408 million tons in
1969. In the developing countries, production expanded rapidly, at the high snnual
rate of 11.9 per cent, but their share in world production was still at the very low
level of 4.5 per cent in 1969. The production of crude steel paralieled that of pig
iron, as would be expected. World production grew from 348 million tons in 1960 to
579 million tons in 1969, or at a growth rate of 5.8 per cent. The growth rate in the
developing countries was 11.5 per cent over the period, but the share of these
countries in world production was still only 4.1 per cent in 1969. The production of
hot-rolled hoop and strip recorded a higher growth rate than other ems, reflecting,
among other things, the expansion of the automobile and durable consumergoods
industries. World production grew by 6.9 per cent annually, increasing from 163 to
29.8 million tons over the period 1960 1969. The growth was also vigorous in the
developing countries, where the annual rate of increase was 15.3 per cent However,
the share of these countries in world production was at the negligible level of 0.4 per
cent in 1969. Iron plates also recorded a remarkable increase in production. World
production amounted to 64 million tons in 1969, of which 5.6 per cent was
produced in the developing countries. The annual increase in production was 7.3 per
cent in the world and 14 per cent in the developing countries.

In the case of plain wire, the rate of expansion was moderate, or §.1| per cent in
the world and 7.6 per cent in the Jeveloping countries Worid production was
|'S million tons in 1969, of which 4 per cent was produced in the developing countries.
By contrast, the production of wire rods increased much more rapidly. Production in
the world and in the developing countries recorded annual rates of increase of 6.3 per
cent and 2.6 per cent respectively. World production was 32.3 million tons in 1909,
of which 4.8 per cent was produced in the developing countries. The production of
angles, shapes and sections was sluggish, especially in the developed market
economies, where the annual growth rate was as low as 3.1 per cent over the period
1960-1969. In the developing countries, however, the production of these items
increased by 9.9 per cent per annum.

Von-ferrous metal basic industries (1SIC 372)

Statistical data were available on five non-ferrous metals: unwrought sluminium,
unwrought refined copper, unwrought lead and lead alloys, unwrought tim and tin
alloys, and unwrought zinc and zinc alloys,
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Aluminium recorded the highest rate of increase in production among these
items. World production increased at an annual rate of 8.9 per cent, from 5 million
tons in 1960 to 10.9 million tons in 1969. In the developing countries, the growth
rate was much higher, or 29.4 per cent per annum, over the period, and their share in
world production rose from 1.8 to 8.3 per cent. The developing countries had
relatively large shares of the world production of copper, lead and tin, especially tin.
The world production of unwrought refined copper amounted to 5 million tons in
1969. of which 19.3 per cent was produced in the developing countries. The annual
increase in the developing countries was §.§ per cent, which was a slightly higher rate
than that of world production. The world production of unwrought lead and lead
alloys was 4.3 million tons in 1969, of which the share of the developing countries
was 13.6 per cent. Production increased at almost the same rate, about 4 per cent
annually, in the three economic sroupings. In the case of unwrought tin and tin
alloys, the share of the developing countries amounted to 63.2 per cent of world
production (174 thousand tons) in 1969, World production was relatively stationary
with an annual growth rate of 0.9 per cent; in the developing countries it increased
slightly, by 2.8 per cent per annum over the period 1960--1969. Unwrought zinc and
zinc alloys recorded an annual increase in production of §.5 per cent for the world
and 4.3 per cent for the developing countries. World production was 5.4 million tons
in 1969, of which 6.5 per cent was produced in the developing countries,

Non-electrical machinery, electrical machinery and transport equipment (ISIC 382,
383 and 184)

The machinery industry consists of various heterogeneous products, and it is
difficult to measure their Quantity meaningfully in a physical unit. Statistical data on
production, from which a world-wide comparison could be drawn, are limited. In this
analysis, the following six items were selected on the basis of the availability of data:
refrigerators for household use, radio sets, television sets, produced and assembled
pasenger cars, buses and lorries, and bicycles. All items are mass-produced
commodities, and there are more similarities among them than among oth
machinery products.

The world production of refrigerators for household use amounted to 26.2
million units in 1969, which represented an annual increase of 8.8 per cent from the
1960 production level of 12.3 milion units. Production in the developing countries
prew more rapidly, by 12.1 per cent per annum, reflecting rising living standards, but
their share of world production remained low, or 6.6 per cent, even in 1969,

With regard to electrical appliances, radio sets show a rigorous increase in
demand at the earliest stages of economic srowth. Production in the developing
countries recorded a high annual increase of 204 per cent over the period
1960- 1969, and amounted to 10 million units in 1969, or 10 per cent of the world
production in that yesr. Contrariwise, the demand for television sets expends rapidly
o a later stage of development. World production incressed at the relatively high rate
of 8.9 per cent annuelly, from 20.5 million units in 1960 to 44.2 million units in
1969. Although the increase in production of this item in the developing countries
was somewhat higher, that is, 10.7 per cenmt per annum, their share in world
production was still at the low level of 6.3 per cent,

With regerd 10 traneport equipment, the production of bicycles has a tendency
to even Off at a higher level of per capite income. The world production of bicycles
increased only slightly, at an smaual rate of 2.5 per cent, which reflected the
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relatively stationary situation of production in the developed market economies. In
the developing countries, however, bicycles still have a large ncome elasticity of
demand. Production in these countries registered an annual growth rate of 7.3 per
cent over the period 1960--1969, and amounted to 2.8 million units in 1969, or
11.2 per cent of the world production in that year. By contrast, there was . vigorous
demand in the world for passenger cars in the 1960s, and, as a result, world
production increased at an annual rate of 6 8 per cent, expanding from | 3.3 inillion
units in 1960 to 24 million units in 1969. In the developing countries, production
expanded rapidly, at a rate of 17.2 per cent annually, although a major part consisted
of car amembling. The share of these countries in world production increased from
1.4 per cent in 1960 to 3.1 per cent in 1969. In the case of buses and lorries, world
production increased at a moderate pace, which was perallel to the rate of growth of
public transportation. The annual growth rates of production were 7.2 per cent in
the world and 7.9 per cent in the developing countries over the period 1960 1969
World production amounted to 6.8 million units in 1969, of which $ .3 per cent were
produced or asembied in the developing countries.

Table 62 gives a concise summary of the sbove discussion. In the developing

countries, the production of high-growth commodities, which are defined here as
those that had an annual growth rate of more than 13.2 per cent, or more than

TABLE 62. GROWTH IN THE PRGDUCTION OF MAJOR COMMODITIES IN HFAVY
INDUSTRY IN THE DEVELOPING COUNTRIES AND THE WORLD, AND THE SHARE OF
THE DEVELOPING COUNTRIES IN TOTAL WORLD PRODUCTION, 1960 1969

(Percensege)
Shore of
developing
Av ennual CONMIPies in
Fowth rates totel world
————— production
Developing —
Commeoadity ISic CONmTies World 1960 |98y
High-growth commodities
Artificial resins, plastic materials 3s139s 402 160 02 13
Non-cellulosic continuous fibres 351303 363 208 1.7 49
Aluminium, uawrought 372001 294 89 18 83
Liquefied petroleum gas 353007 280 133 68 2013
Non-cellulosic staple and tow 351304 268 238 17 21
Cellulosic continuous filaments 351301 237 60 80 N4
Wireless receivers (radios) 383201 204 73 37 103
Hydrochlonc acid SN2 189 96 34 172
Nitrogenous fertisizers 51201 189 113 48 86
Passenger cars, produced and assembled 384301 2 1722 68 14 31
Glass, unworked, in rectangles 362003 17.1 49 45 1.1
Washing powder and detergents 352302 16.7 77 41 86
Hoop and strip, hot rolled 371012 15.3 69 02 04
Plates 371015 6 140 73 32 %6

Wood pulp, mechanical Mi101 139 32 16 40
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TABLE 62 (contimued)

o
Average ennusl w:m
owth retes totel world
_— produc tion
Commodity Isic countries World 1960 1969
Medium-growth commodities
Wire rods 371031 12s 6.3 29 413
Naphthas 353010 1234 200 25.¢ l6.1
Refrigerators for household use 382902 12.1 88 S1 6.6
Calcium carbide 51104 120 1.7 19 46
Pig iron, steel-making and foundry 371001 2 119 58 27 48
Wood pulp, other than mechanical 41102 11 6.7 10 15
Crude steel. ingots and for castings 371005 6 115 58 26 4.
Caustic soda 351107 109 LR ] 3J9 46
Television sets 383202 107 89 54 63
Soda ash sis 10 44 38 63
Sulphuric acid sS4 103 6.0 43 sl
Angles, shapes and sections 371098 99 43 1.3 2.1
Cellulosic staple and tow 351302 93 45 39 $9
Cement 369201 8.6 6.1 135 165
Newsprint 341106 83 44 1.8 25
Other printing and writing paper 341107 83 78 70 73
Motor coaches, buses and lorries 384303 4 79 72 50 $3
Wire, plain 371030 76 5.1 32 40
Bicycles 384401 73 25 74 112
Coke-oven coke 354002 6.8 23 3O 45
Motor spirit (including aviation spirit) 35309 6.6 6.0 140 146
Copper, refined, unwrought 372007 5S 4.1 172 193
Residual fuel vils 353013 53 86 421 48
Soap 352301 5.0 07 28 357
Distillate fuel oils 353003 50 73 206 169
Paper board and other paper 341108 46 58 51 46
Low-growth commodities
Zinc and zinc alloys, unwrought 372016 43 55 72 65
Lead and lead alloys, unwrought 372013 s 40 137 136
Kerosene 353005 37 40 3MS e
Tin and tin alloys, unwrought 372015 28 09 533 632

Source: Based on table 61.
“Figure for 1962 instead of 1960,
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1.5 times higher than the rate for the heavy industry sector in these countries (8.8 per
cent), expanded much more rapidly than the world production of these items. with a
sgnificant increase in their share in world production. To a lesser extent. the same
tendency applied to medium-growth commodities. or those with a growth rate
between 4.4 per cent and 13.2 per cent in the developing countries. Low-growth
commodities in these countries. or those with an annual growth rate of less than
4.4 per cent, tended to have. in most cases, a lower growth rate than that for world
production, with the result that the developing countries’ share in world production
of these items declined. As in the case of light industry , the high-growth commoditics
in heavy industry, in 1960, had a small share in total world production, those with
low growth rates already had large shares of world production; and those with
medium growth rates had shares of world production in amounts that lay between
the shares of high-growth and low-growth commodities.

AndyﬁdMybdnuMwmbn
of selocted industrial preducts

In the previous two sections, an analysis was made of the trends in production of
selected major commodities in the world and in the developing countries from 1960
to 1969, and the relative position of these countries in world production. This
section explores other fields of investigation at the commodity level, namely, the
swpply and demand balance and tle level of apparent consumption for each
commodity,

Because of differences in definitions, it is almost impossible to relate the value of
manufacturing output to import and export figures at the ISK two- or three-dut
level in order to determine the supply and demand balance in each industry group.
The value of manufacturing output in each industry 1s usually measured in terms of
value added, which originates from the manufacturing activities i that industry, in
order to avoid “double accounting’. On the other hand, trade statistics are based on
the value of commodities at the port, whether in terms of f.0.b. or c.a.t.. and that
value therefore includes not only the value added by manufacturing but also that by
other economic activities. For example. the export value of cotton textiles consists
not only of the value added by the cotton textile industry itself. but also of material
costs, transportation costs, commercial margins etc. Another example i~ the export
of agricultural commodities, the production of which requires the inputs of
manufactured goods. In this case, the value added by manutacturing activities s
exported through the agricultural products.

On the other hand, in the case of commodities who se quantity s clearly defined
n terms of physical units, such as tons, square metres, litres etc.. value sdded need
not be reckoned, and a physical comparison between production and trade for each
commodity is possible.

It is not easy to make this comparison, however. because the method of
wmmodity classification differs for production statistics and trade statistics, The
production data of manufacturing commodities are usually classified according to the
ISIC code, whereas trade statistics are colected on the basis of the SITC code. The
‘'Wo codes are founded on different principles: the I1SIC code 1s based on the
physical similanity of production activity, whereas the SITC code reflects the
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principle of the vertical divison of labour.' * Therelore, the number ot commodities
for which the two codes have a one-to-one correspondence 1s not very large.

Annex HI indicates the 44 commodities for which the ISK six-digit and the
SITC tour-dyat codes comrespond exactly . Seventeen of these have been selected for
the following analysis, since production and trade statistics on these commodities
were avallable tor a relatively large number of developing countries. The commodities
are: wheat flour, raw sugar, refined sugar, cotton yarn, newsprint, yarn of syithetic
fibres, mtrogenous fertilizers, artilicial resins and plastic materials, soap, washing
powder and detergents, dwstillate fuel oils, motor spint, cement, crude steel, heavy
steel plate. plain ware . and unwrought aluminium.

The equation 1or a commodity balance is as lollows.
D+M=X+(

where D) s domestic production. M is imports, X 1s exports and (s the apparent
consumption ol a specific commaodety. Domestic production and imports make up
ot supply, and cxports plus apparent consumption represent total demand. The
term “apparent consumption™ 1s used for C. because it includes not only the directly
consumed part (household consumption, government corsumption and lixed capital
formation) but also the change i stocks of the commaodity and that part that s used
for producing other commodities (intermediate consumption). The part used tor
mputs to produce other commodities could be regarded as more or less related to the
ndustrial development of an economy  However, change in stocks sometimes shows
crratie movement owing to speculation and other causes, especially in the case of the
so-called “strategie™ commodities. This kind of change has nothing to do with
production processes, and it must be separated from the original data before that
data are processed tor analytical purposes.

In the following aualysis, almost all tigures are three-year averages except in the
case where sequential data for three years were not available  Although this is not a
perfect way of eliminating erratic change in stocks. 1t may serve as a firsi
approximation,

Table 63 indicates the balance between the supply of and the demand for the 17
commodities in the most recent year in the developing countries and in some selected
developed countries for which statistical data were avadable. The column headed
“period” indicates a period of three years for which an annual average figure was
cakulated; “total” indicates total supply or total demand, whih are equal, and
“percentage” indicates the percentage composition of domestic production and
imports in total supply, and of exports and of the apparent comumption in total
demand. For example. in the case of Tunisia over the penod 1967 1969 the
commodity balance of refined sugar was as follows. the annual total supply was
85 thousand tons, of which 42 thousand tons were produced domestically and
41 thousand tons were imported, and that total supply was absorbed by the apparent
consumption of 83 thousand tons and by the export of 2 thousand tons. Domestic
production made up 49 per cent and imports 51 per cent of the total supply, and, as
regards demand for this commodity, 9% per cent was consumed domestically and
2 per cent was exported.

It is difficult to derive 4 general conclusion from the data included in the
balances shown in this table, since dependency on imports and the portion of exports

“In the SITC Classification, commoditics are coded according to the stages of processing.
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vary widely from commodity to commodity and from country to country, reflecting
the size, the endowment of natural resources, and the international trade policies of a
country. However, the following are some observations that may be made on the
data,

First, in the case of resource-based products such as wheat flour, raw sugar,
cotton yarn aud petroleum products, there is a tendency for countries to separate
into two groups: exporting countries and importing countries. Moreover, the degree
of dependency on exports in the case of the former or on imports in the case of the
latter countries is quite large. In the case of raw sugar, Tunisia imported 91.8 per
cent and the Republic of Viet-Nam 68 per cent of apparent consumption, whereas
Brazil exported 24.6 per cent of the total production. In the case of distillate fuel oil,
Thailand depended on imports for thie supply of 78.9 per cent of its requirements,
whereas Tunisia exported 25.3 per cent of the country’s production,

Secondly, in the case of bulky products such as cement, for which material
inputs are found almost everywhere, or in the case of simply processed products such
as soap, for which production does not require a high level of technology, there is a
tendency for production to be self-sufficient. Dependency on imports is negligible
for the supply of soap. and less than 7 per cent for the supply of cement in almost all
of the developing countries included in Table 63, except for the Republic of
Viet-Nam.

Thirdly, a high degree of dependency on imports is observed in the case of
commodities whose production requires a relatively sophisticated technology.
Examples are refined sugar, newsprint, nitrogenous fertilizers, artificial resins, steel
plate ete. For instance. the Republic of Korea relies on imports for 41 per cent of the
total supply of newsprint, for 65.6 per cent of the total supply of nitrogenous
fertilizers, for 76.4 per cent of the total supply of synthetic fibre yarn, and for
33.7 per cent of the total supply of heavy steel plate. Brazil is dependent on imports
for 49.8 per cent of the total supply of newsprint. for 97.8 per cent of the total
supply of nitrogenous fertilizers, for 30 per cent of the total supply of artificial resin,
and for 43.1 per cent of the total supply of aluminium. Tunisia depends on imports
for 50.6 per cent of the total supply of refined sugar.

From the information available on the commodity baiance between demand and
supply. an analysis may be made of per capita apparent consumption. This analysis is
particularly relevant to the formulation of import-substitution policies, since it
provides an estimate of the extent of the domestic market. In other words, the
analysis may give a general idea of the size of production capacity of inanufacturing
establishments in cases where the products need to be totally absorbed by the
domestic market.

Table 64, which is derived from table 63, shows the level of per capita apparent
consumption of the same |17 commodities for selected developing and developed
countries: threc in Africa, five in Asia. one in Latin America. five in Europe that
receive United Nations Development Programme (UNDP) technical assistance. and
France, the United Kingdom of Great Britain and Northern Ireland and the United
States of America. On the basis of this table, two important observations may be
made. First, although the level of per capita apparent consumption for almost all
commodities generally has a tendency to increase according to the increases in the
level of per capita income, the rate varies from commodity to commodity. In the
case of such commodities as wheat flour, raw sugar, cotton yarn, nitrogenons
fertilizers and soap, the level of per capita apparent consumption does not indicate
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wide differences. For exam
in some developing countr
the United States. The sam

ple, the per capita apparent cousumption of wheat flour
ies even exceeds that in France, the United Kingdom or
e is true for refined sugar, cotton yarn and soap. On the
other hand, among such commodities as newsprint, yarn of synthetic fibres, artificial
resins, washing powder and detergents, petroleum products and crude steel, there is a
large difference :in per capita apparent consumption. For instance, the per capita
annual apparent consumption of newsprint in the Republic of Korea was 3.8 kg and
in Brazil it was 2.7 kg over the period 1967- 1969, whereas that in France, the
United Kingdom and the United States was 11.1 kg, 25.9 kg and 42.2 kg respectively
over the same period. For crude steel, the annual per capita apparent consumption
was 12.3 kg in the Republic of Korea and 49.5 kg in Brazil. However, it was as much

as 418.4kg in France and 473.5 kg in the United Kingdom over the period
1967--1969,

Secondly, the increasing rate of
one commodity, according to the
commodities the rate increases rela
income, whereas for other commoditi
In the case of such commodities as
capita apparent consumption nearly r
economic growth, and thereafter it
petroleum products, heavy plate and
at an accelerated rate as the level of per capita income grows,

The iollowing analysis should clarify this point in a more systematic way: where
¢ is the physical quantity of per capita apparent consumption and y is the leve] of per
capita income. 1t is evident from table 27 that there is some relationship between
these two variables, However, the appropriate function relating apparent
consumption to income level varies from commodity to commodity. It would

everal kinds of functions to the data, from which

per capita apparent consumption varies even for
stage of per capita income level. For some
tively rapidly at a lower level of per capita
es, it has a high rate at a higher level of income.
refined sugar, cotton yarn and soap, the per
eaches the maximum level at an early stage of
tends to level off, By contrast, for newsprint,
aluminijum the per capita consumption increases

a wide range of cases:'®

log-log: loge = g + blogy
semi-logarithmic: ¢ = g + blogy
log-inverse: loge = a - ﬁ-
log-log-inverse: loge = ¢ — 3+ dlog y

Table 65 indicates income elasticity of

calculated on the basis of the formula selected with the highest value of
determination coefficient (R? ). The income

elasticity is shown at the per capita
income levels of $200, $500, $1,000 and $2,000. From this table, commodities may
be classified into four groups within the per capita income range from $200 to
$2,000: commodities with Jow income elast

icity. those with high income elasticity,
those with decreasing income elasticity and those with increasing income elasticity.

per capita apparent consumption,
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Commodities with low income elasticity are those that show a very low value of
income elasticity at any level of per capita income. In this case, the level of apparent
per capita consumption remains almost unchanged, despite an increasing level of per
capita income. Soap is a typical example of this category its income elasticity is only
0.11 at the per capita income level of $200, and it s still quite low at higher levels of
per capita income,

Commodities with high income elasticity have exactly the opposite
characteristics. They show a relatively high value of elasticity at any level of per
capita income. Artificial resins and plastic materials, and ‘vashing powder and
detergents are two examples. The income elasticity of the former is 1.44 at the per
capita income level of $200, and remains as high as 1.13 at the income level of
$2,000. The income elasticity of the latter is 2.15 at the income level of $200 and
1.08 at the income level of $2,000.

The above two categories of commodities, however, are not typical of most
commodities. Almost all commodities have an income elasticity that varies from low
to high or high to low values, Typical examples of commodities with decreasing
income elasticity are products in the light industry sector such as wheat flour, raw
sugar, refined sugar and cotton yam. As per capita income increases from $200 to
$2,000, the income elasticity of wheat flour decreases from 0.89 to 0.09, that of raw
sugar from 0.72 to 0.07, that of refined sugar from 1.36 to 0.14, and that of cotton
yarn from 0.46 to 0.05, However, some of the products in the heavy industry sector
also show a decreasing income elasticity. These are yam of synthetic fibres,
nitrogenous fertilizers, cement and crude steel. Withiu a range of per capita income
between $200 and $2.000, the elasticity decreases from 1.42 to 0.92 for yarn of
synthetic fibres, from 0.58 to 0.25 for nitrogenous fertilizers, from 1.12 to 0.54 for
cement, and from 2.45 to 0.89 for crude steel.

On the other hand, commodities in the heavy industry sector that are leading
products or material inputs for such products have an increasing income elasticity,
They are newsprint, distillate fuel oils, motor spirit, steel plates and aluminium. The
income elasticity of newsprint is as low as 0.36 at the per capita income level of
$200, but it increases sharply at the income level of approximately $500, ard reaches
a figure of as high as 1.43 at the per capita income level of $2,000. The same is the
case for the other three products. As per capita income increases from $200 to
$2,000, the income elasticity increases trom 0.63 to 1.44 for distillate fuel oils, from
0.86 to 1.44 for motor spirit, and from 0.29 to 1.52 for unwrought aluminium.
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1. Growth of gross domestic product b Y economic grouping, 1960- 1970
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Source: Statistical Yearbook, 1971 (United Nations publication, Sales No, 72,XVIL1).

2. Manufacturing output (ISIC 3) by economic grouping, 1960-1972
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Note: 1972 preliminary estimates.
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J. Manufacturing employment (ISIC 3) by economic grouping, 1960. 1970

(1963 =100)
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4. Manufacturing output, employment and GDP, 1960 1972
(1963 = 100)

(a) Developing countries

b .
190
e EETINRIR + —+ —4 4
. B TS S G
|
|
190 e 4 s P
i
19 . 4o L -
ue +— - - S S
90 = .
19 .l
l’.
=3
"ne st
L 4ba
4 G
" —y— -4 -{«
" —




INDUSTRIAL DEVELOPMENT SURVEY

(b) Developed market

economies
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3. Light manufacturing output (ISIC 31- 33, 342,355 356, 39) by economic grouping, 1960 1972

(1963 = 100)

Inden Mo,

e [

™ - 4

L 1

| . .

e} b 4 : et
."’ ..--"""“'.'

9w} N -4 /? B 1
o 1 ."

w}l o - eat” ' ]

Developing
na countrics
S T DR U > <>~ gy (N A (Y (RN A (N SR RO Developed

market
wh ceonomees

————— Centrally
[ ] planned
L] i W2 W N W Wwe wer W W W wn wm economies
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Monthly Bulletin of Statistics (February 1973) (United Nations publication),

6. Heavy manufacturing output (ISIC 341 s 351--354, 36 -38) by economic grouping, 1960 1972
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7. Manufacturing output, 1960 -1972
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(c) Centrally planned economies
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8. Destination of exports from developing countries, 1960 1970
(1963 = 10y}

(2) Exports SITCO- 9

Value (f.0.b.) in 1963: $6.7 billion to developing countries;
$22.8 billion to developed market economies;
$ 1.4 billion to centrally planned economies,

(b) Exports SITC 0--4
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Value (f.0.b.) in 1963: $5.1 billion to developing countsies;
$19.5 billion to developed market economies;
$1.3 billion to contzally planned economies.
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(c) Exports SITC 5. 8
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9. Source vf imports to developing countries, 1960- 1970

(1963 = 100)
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(¢) Imports SITC § -8
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Value (f.0.b,) in 1963: $1.5 billion from developing countries;

$17.3 billion from developed market economies:
$1.3 billion from centrally planned economies.

e Developing countrics
------------ Dcvck)‘)cd market economies
= smmee Centrally planned economies

Source: Monthly Bulletin of Statistics (July 1972) (United Nations publication).
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10, Production of selected industrial products, 19601970
(1963 = 100)

(a) Pig-iron and ferro-alloys

ndex Mo
10

v T

W W PR W NG NHE W WEY WEE 1 WM WY Wm

1963 production: 12 million tons in developing countries;
175 million tons in developed market economies,

(b) Cement

1963 uction: 46 million tons in developing countries;
prod 225 million tons in developed market economies.
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(c) Nitrogenous fertitizers

\mummnmunnnumm

1963 production: 1.1 miltion tons in developing countries;
10.9 million tons in developed market economies,
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"

(d) Cotton yarn

.......
----------------
............

WS WA W) 1T W6 NS N WY AR NS W W R

1963 production: 1.6 million tons in developing countries;

4.0 milion tons in developed market economies,

e Developing countries
wesessssse: Developed market economies

Sowrce: Statistical Yesrbook, 1971 (United Nations publication, Sales No, 72.XVIL1).
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Annex 11

ANALYSIS OF APPARENT CONSUMPTION AND COMMODITY
BALANCE FOR SELECTED COMMODITIES

A. Shapes of functions
B. Correspondence between I1SIC and SITC codes
C. Availability of statistics for commodity balances
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A. SHAPES OF FUNCTIONS

In this annex, the four functions stated in chapter 1V, part two, are illustrated, and plot
diagrams are given for some commodities, In the case ol wheat flour, the coefticients ol the four
equations are estimated by the usual regression analysis as follows:

log-log: loge = 1.693+0.3261og v R =0.329
((.084)
semi-log: ¢ = 28.13412451logy R* =0.216
(4.26)
log-inverse: loge = 4.238 |78.25x-{; R = 0457
(37.10) -

log-log-inverse. log ¢ = 6.104 - 289.68 X l 0247logy  R® = 0.446

(11506) ¥ (0.242)

These four equations are plotted in figure 1. In the case of the log-log function, per capita
apparent consumption incrcases sharply as the level of per capita income rises. The semi-log
function shows a less rapid increase in consumption, In the case ol log-inverse function,
consumption increases more rapidly at a relatively low level of income, but the rate of increase
tends to reduce at a higher level of income. The log-log-inverse curve has a maximum point,
before which consumption increases most sharply; it is reduced after this point,

Figure 1l gives the four curves for the income elasticity ol per capita apparent consumption,
derived from the four equations respectively. The loglog equation has a constant
clasticity, and the other three have a decreasing elasticity. Figure 111 is a plot diagram for cement,
and ligure 1V is a plot diagram for yarn of synthetic fibres, The estimated equations are:

Cement:

logc=2718 13000 X - +0.472 log v R? =079
(78.17 ¥ (0.212)

Yarn of synthetic fibres:

logca 4538 - 11156 X +0.864 log » R =0.689
(21272) 7 (0.452)
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Figure 1. Wheat flour — relation between per capita apparent consumption and per capita income
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Figure Iil. Cement — per capita apparent consumption

(kg) BE LGIUM/LUXEMBOURG PRANCE
[ ] [

NETHERLANDS
[

NORWAY
[

® YUGOSLAViA

® BRAZIL

& PHILIPPINES

Por capite income doliers)
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B. CORRESPONDENCE BETWEEN ISIC AND SITC CODES FOR SELECTED
COMMODITIES
Isic SIiTC
311602 Flour, cereal, other than wheat 0470
311603 FloWft, wheat 0460
311801 Raw sugar 0611
311802 Refined sugar 0612
313301 Beer 1123
321101 Cotton yarn, pure 6513
321102 Cotton yarn, mixed
321109 Cotton woven fabrics 6521
321112 Woollen woven fabrics 6532
321301 Knitted fabrics 6537
331101 Sawnwood, coniferous 2432
331102 Sawnwood, broad-leaved 2433
331108 Plywood 6312
341101 Wood pulp, mechanical 2512
341102 Wood pulp other than mechanical 2516,2517,2518,2519
341106 Newsprint 6411
351201 Nitrogenous fertilizers 5611
351204 Potassic fertllizers 5613
351301 Cellulosic continuous filaments
351302 Cellulosic staple and tow 6516
351303 Non-cellulosic continuous fibres
351304 Non-cellulosic staple and tow
351314 Synthetic rubber 2312
351395 Artificial resins, plastic materials 5811,5812
352301 Soap 5541
352302 Washing powder and detergents 5542
353003 Distillate fuel oils 333
3153091 Motor spirit (including aviation spirit) 3321
362003 Glass, unworked, in rectangles 6643
369201 Cement 6612
371005 Crude steel, ingots 6123
371006 Crude steel for castings
371018 Plates (heavy), over 4.75 mm 6741
371016 PMates (medium), 3 to 4.75§ mm 6742
371019 Sheets, electrical
371021 Sheects under 3 mm, cold-rolled 6743
371022 Shesis under 3 mm, hot-rolied
371030 Wire, plain 6770
371031 Wiz rods 6731
372001 Aluminium, unwrought 6341
382910 Sewing machines nm
383201 Wireless receivers (radios) 7242
384301 Passenger cars, produced 1321
384302 Passenger cars, assembled

Source: Based on The Growth

publication Sales No. 71.XVIL.7), pp. .

7 World Indussry, 1969 Edition, vol. 11 (United Nations
36-439
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