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FISCAL POLICY ASPTCTS OF TOCHNOWJGICAL CHANGET
IN THE INDUT (wlAl SBECTOR AND LFFIXTS ON
BPLOYHRNT IN D.VUIOPING COUNTKIE

ILTHODUCTIUn

Industrislisation is eseertial to economio development cf many develop-
iag oountries. There are expectations that directly or indirectly 1t will
inoresse national output and income, contribute to higher domestic savings
and provide the new bdasis and neceseary resources for econoaic and social
development. In this context the process of indus*trialization 1s expected to
provi.de productive jobe for tha abundant urban laodour force as well as ior
the many underemployed who are tied up to the land or low productivity
activities.

An essential element of wodern processing is the application of capital-
intensive techniques. Theee techniques are largely embodied in equipaent and
sachines and are much more oapital-intensive than the ‘raditional methods of
production still prevailing in developing countries. [t is however through
industrialisation that modern techniques of production and many nev tkills are
being transferred to developing countries for the benefit of the whole
eoonomy. Ixpension of industry in these countries contributes thersfors
much more to economic growth than providing a eource of employment.

Industrialisation procecees in developing countries bring in however a
serious dileme; on the one hand induttry is expected, among other things,
%o oreste mors employsent opportunities, on the other hand the application of
nodern and ocapital-intensive techniques tends to engage a saall proportion
of the labour force in menufacturing industries and thus limite the direct
spreed of eooncaic and social benefite of induetrialisation.

This paper disousses eome fisocal policy measures required to narrow the
aress of oonflict between the more common effecte of modern technological
chenges in industry and promotion of menufacturing eaployment in developing
countries.
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The hve v L 4 datain et nd oo L1ty €1 HeTlCuiture e algorh
‘e i srwoar latour Y fre Naf <1 o Iresh Etrens th the  ase for

inductrializat . on . devel oy in Thalrier, espec iil.y 1n those ones where the

muk/lla.rd rsti~ 1. DY G Lov e FLoroatas o e L yewrl, ! PR d
i2re i1 the present decade . ol pepat ot tR acreler.'ed yrowth,
relative t> the past de~aie 17 ui. dew' 11g Teai10is+ ara wndarline the

reed [nr a gzereral - celeratior ot acuinmy e ercw*h. he n.gn rate of growth
o1 wrban labor torce, Irequen i, » rer -ent per anrum and more, and the
widespread unenplo,mant rlagr.ng many i; citier -t tue Jdeveloring countries

call for an urken. provieicn .t xre rreductive employrer.t opportunities in

Zs
wndustry arnd elcewrere,=

The high exvertatione of induttrialization are reilected .. the priority
role typically assisned by devalor.ng countries o industry within the

cverall economic develnpmes.t eitcrt o! these countres.

1/ See lorld sd .egiongl Tatimates and Frojections of Labour jorce by
Jaes N, Ypsilantis, Intar-ieg.onal Cem nar on Long-Term liconomic
Projections for the 4Jorld [coromy, Elsinore, Lenmark, 1964.

2/ In the case of Latin America 1t is argued that acceleration of the growth
rate of GDP to 8 pes cemt per aurum with a corresncnding acceleration
of industrial producticn from 5.9 to 9.7 per cen'! per annum are necessary
to avoid a further deterioraticr [ the "distortion of the employment
structure of labour force" - & fast growth oi the services sector hiding
an open 'nd di:guir ed unewployme.t, Jes Rail Prebisoh's report

Iransfommeolon y desariojlo: '_&nm’éga.:}s.&m_u.ém.

Washington, D.C. liayo de 1970, pages and 79 and passia Chapter 1V,
Y Se Develoment Fgns M&"‘"WMT ;

Countriep; World Econcmic Survey 1964, Part ; Unit ations,

New York, 1965. See almo, mi%um of the ngugz%‘ nn%n!

Plang ~f Thirty Countrieq, UNINO, United Nations, New rk, 1970,




Realisation ¢ f thess high exfectatione facer howaver nasny obetacles,
The dilamma of develop'ry Coun‘ries 13 mo.e COBp.nx thar the uct that
indust._ ial sectorie modesr *eciic)y 1o nach more capit-'-in ansive than the
traditional methods rf production and fraquw.i.ly regures expensive product.ve
installetion wi.h heavy supplerenta.y ocutlays o1 power, trans crtation and

other facilieies which ~an alec be zrpital-.rtensive,

The point is the! ali these —“apital rceds t-1.d to ralse the general
lovel o/ capgitul ™eqm reaenie 1n the cour. v :al el rlec for many scarce
skills to organire and maka n efticient uce of .he rewly estailiched
industries. MNoreover tc cover their imports of capitas gooas and other
essantiale and (0 goerv/i.e their foraeign baarowings the dsveloring countries
need to schieve a T, id and sustained rise in expiri earnings., So far .heir
traditional ezport iteas have conmisied mainiy of raw na.eriale, tut for a
number of reasons, hainly cn the ‘amaid miae, such trade has tended to be
sluggish. These —easzon: include low inccme ~.am*:ci.  in importing countries,
substitution of synthetics, econcaizing techn cal inrovatione and protective

and tariff messures ado,iec by importing countries,

The persistence of these measuraes and limitod opporturities offered ty
import subet.tution rolic'es hava made dsveloning countries direet their
develoment and commercia. programmec towards the creation of opportunitiss
for the axport of manufacturcd gonie, Thic i o Telatively new bv*® promis ng
outlay for their produots. The poini however .e¢ that in addition to fecing
protective and tariff measures in this trude in developed countries in most
cases the developing countries have 20t yet daveloped the nesessary competitive
streagth in their rresent emd potential export industr.es.

In order to build up their compatitive strength to meet the external
nerket ecnditions the developing countries will need to modernise their
preduction process and to iaocreuse the level of lavour productivity in many
areas of memufacturing at a time whan there ar» oversll and presaing needs
to imorease the absorption of labour by manufecturing industry. These are
largely comaflioting odjectivet, it applied geaierally, all over industiry.




“averine.esr thare e v _: reascrc .. ~mackor with guck confitcts an reviawing
'ndu L1y 's ummed cte poteni. ., . ITUIng wEpioysert.  Tnio situation aay
BUIre Lov orl o oa cFe 0T ) vy o rTv WL M mencrl! rocources ior
AT Ul &le0 W L MEIe serara coe lr th- nere irdustria.ly advenced
leve.i~ring countries, 1 tihe Jitrer . ® tlery amersm = reaed t- €radually
replae wnd/oc meuemmize eju.tnent ot production fro-ecsses it mcme of the

/
indurtries estobliched v 1 o yeu Jy").i/ ‘o foreg. aitozether the
axistance ~f effiC ent, il L1l vt T hiea At pouduction would severely
reduce the chancer ©. = c. .. ¢ ,ful -0 DA a the elpnst markets and would
generaiiy hamper trospectis U0 1ades.r 1. develrpmen' Lt waveloping countries,

irdustrv with that o) L1 OYmeny 1 10LLticn BRaM 4 'e o] Yered by a peleciive

“etter prosrec.s c- combarntaT an cLrectiva ¢, expansion ard codernigzation of
F F N

choice 2. advancad ‘echnoler, and o 1propricte choica ¢of the ccuntry's
Induetrial special.zatior. 4 o geq *. *v0lun asecugte vnlicy measures towards
auch goais are partrcularly *imely roy. Alter 238 Ol regotiations a syetem
of general preferc.css ras rnc ety teen adupred which 1¢ axpected to lead
to pntential advautazee for he d9ve'onire couatries i the export of

uanufactures .§

II. IFFXT “F TFCANGIOGTCAL CHANGE ON INDUSTHIAL
APUTT T L SITELOPIAG COMMRI R

The questior La: cfia. * ..y Ta' el ~f the noecessit, for developing
countries o des'gn Techncivgies which would *axe into account their factcr
endowmenti and cther envircnwaiia; cafturse Thic reises a number of difficult

problers, conceptual ac we'l as practical  Finding concrete solutions would

4/ Thie problem i: particularly relavaut to some of the Latin Amerioan
countries and peruaps olro to I .dia but will inevitubly emerge aleo in
other developing countries undergeag 1 trialisution since World War I1.

j/ See reports >n the semeion of . Specia. Committee of UNCTAD dealing
witk a preferential treatment tc tho exporis of developing countriee,
serieva, October 1970.




require very detailed anaiysis and prohatly the netting ur ©, developing
countries of their cwi, aational sc.entitic receaivi. and iesiyn 1nstitutions.
Until this 19 done Auvelojin. countr.ec will contirue to ure and to accimilate
the modern technology deviuwed vy tre ..dustrialiy advanced ccuntrie:. This
technology is proupted by the rslative scartity of latour and abundance of
capital and reflects conditione in itheir own ecoucmi: envircnment, Consequently,
the technoiogical innuvations crig.nateu there are rrumarily of a labour-
eaving nature. Different ef’ects o ‘echnological inncvatione are required
by ocountries where labour ir abundant and capita: and many indurtrial skille
are scarce. What are the aain 1gsues of .echnological! changes in the
industrial sector of developing countries? Some irc.ght into this prcblem

ie available through the examinatinn of the past trends of manufacturing
growth and technologicul changes vhich accompanied 1t in cdevelcping countries.

In the decade of 1950'c a growth rate for manufacturing output by
developing countries was ound to be about 7 per cent per annum and about
4 per cent for manufacturing cuploymmt." The comparative figures for the
subsequent decade are not yet available, The available data for the period
between 1960 and 1968 indicate however a growth rete of 5.2 per cent for
output and about 4 per cent for -ployncnt.l/ The output growth ratee
point to a continued, though at the reduced pace, mlargement of manufacturing
and infrestrusture lLases in developing ~ountries in 1960's. As a mat'er of
fact, Banufasturing conetitutes at presant an integral part ol the economy
in soms developing countri-s and nakes a no’eworthy coniribution to domestic
produotion. There are complex implications which those aggregate trends
hold for employment. First of all, while the performance of manufacturing in

¢/ Bes WNIDO, 1 ogment S y Vol. I, (United Natione
publicatien es No. £ 6B.I1.B. 15, paras. 2 and 229).
l/ See UNIDO, trial lev t S , op.cit. Vol. III, (in press).

These figures refer to the more modem sector of manufacturing. National
statistios differ in regard to the seope of annual ocutput and employment
statistios but tend to report on bigger and more modern units; typically
She cut—off line ie employment of five or more percons.




theee countries may be regarded as juite impreesive, in temms of growth

rates, thic hus had little euployment effect for the large and rapidly
ncreering population and labour force of developing countries. The manu-
facturing sector abworbs only a modest part of the available labour resources.
in a majority of countries for which the statigtical data are available, the
whole manufacturing sector (includ:ng very considerable artisan and handi-
craft employment) abeorbed hetween one-tenth and two-terths o! the total
economically active population in the early 1960's. The more modern sector

of manufacturin, accounts only lor a fraction ot this manufacturing labour,
bringing down the si1ze of modern industry employment frequently to less than

5 per cent of the economically active population-,8 Further, the offorts

to increase output of manufactures in many developing countries have not
generally resulted in a radicail change in the share of totaj smployment
absorbed by manufacturing in the post-war years. Comparison of the number

of persons engaged in manufacturing with the total number of economically
active population, based on population census data for the early 1950's and the
early; 190's, her indicated <hit of iweialy-three developing countrieg only ten
showed arn increa:ed shara of manufactoy Lug, reven  decline and six nn change in
manufacturing's share in the use of available labour, Notwithstanding a
possible margin of error in these comparinontl—o/ it is significant that in
spite of some progress in industrialization no general shift towards an
increasing allocation of manpower to the manufacturing sector took place in

developing countries in the 1950's., The fragnentary data do not seem to
herald any significant change in this aspect for the pas’ decade. It wouid

even appear that in some areas, particularly in Latin America, the recent

8/ Por the estimates of modern sector eployment '“'9§§Mm
Review, Vol. 50, No, 6, 1964 and Vol, 93, No. 2, 1988, See oii:
Proc i t

?
Nations

9/ See Indupt opment Jurvey, op.cit. Vol. I, pp. 240-249 and
Table on pages 251,

10/ Resulting from different concepts of economically active population
census in 1950's and 1960's in the countries concerned and varying
treatment of unemployed persons in the tabulation of census data.




sluggish advances in udustrial ization ceemed @ be wvcomraniad ™ some
improvements 11 output par man., Accordingily, 'the rec.iting lemad 1or
labour by the manufactu=ing uectrr hae 16t antfticai Lo ses; race “itn tre
growth of labour force, tc say rovning ot coatrituting te ‘he red.wction of

-y /
the pool of unemplovment and undei-emnloyment 2% ;*1irg ir that rogxon".-f-b

In considering the extent o whic% ‘re excanding manuf=acturing preduction
in the pagt invol.od en increase .n the %oial anafart.rin employmen® 1t

seomas useful '. di1at.inguish the *rree “-~p10.u.¢ :3rect.. 20 this rela‘icnehip:

(1) labour requirementr ¢t tre jrciici.ci teondr uet .oplied in i.ow marafas—
turing investments; /) treads o! labn r roductiv:it; oF the alrewnd:
employed labcur within “he mure madern “ic Yo wectox il finally,

(3) displacement of artisan lubour ¢y trne iactary sact:r .n competitive

activitiea.

(1) There are “aw sys‘ain.ically Aeveloped data <1 tle aggregate
labour requirements of rew manufacturing investment and proluction technique
in developing countries. This i a «ry aegiected field of statletics and
empirical research though the issue itseif, oI 2 proper choice of production
technique in developing countries, 1 a subject of perennial theoretical
oontroversies among ecoruvmists and p.anners. lany observers and analysts
of industrialization processes in developing countries conclude however the
the choices actually made involve diroctlv small .abour requirements. The
available, though fragnentary, data ieet. to gupport this contention. Be as
it may, one Lkas to bear in mind that the labour intansity cannot be the only
c3iterion of manufacturing investment decigions. varticularly in regard to
the export industries. Besides, the desirability of ittaining large labour
absorption per unit of manufacturing investiment does not ye! mean that in
reality there is much information albout the alternatives or that alternative
solutions are easily svailable. 1In many cases the decision to open up a new
line of processing leavea little choice of tue production techniques. Further,
aid and credit arrangsments, pariicularly those under which the creditors

1)/ See Industrigl Development Survgy, Vol. II, cp.cit. p. €2,




ander: awse o gapriy tie Rocliler™ i aulmant sy ever. ‘he whoule plants

o 'tLreenayt CoRis, fretientl, wn leove the recimiante with very little
choice ¢ the preic Yu o techn e LTRut FRGETU L. the utua. hoice nf
nrowac tion tecarija .o develon.yy curtr.ea, 1t saene that withcutl leveloping
1ts own industrial desirrminy anc pro du tion f eapital posd which would *ry
to incnrporate .nt modem technc.oi: ‘thce condit.ier. of their own ecoaomis

and sccial envirenmeri, e Ae/? (f g couwrtl e, roge Yo racknr with the
conmor. ef.ects o! tire modern tecan ' oo; Loeiri e tn thet through manufac—
turing investment. T world however Cocerm derirw le, :ad ;cssi~le, that social

effocte of modern :ndustrial techrnolor) b2 aitlevieted “hiough appropriate

olicy measurex,
p N

(2) The labcur productivity paire huve a':o tended to reduce the
demand 1or new manuacturing labeir. [t ceemeg, however, hardly possibie to
argue tnat deveiopiug countries couid ligpens~ witn labour ;roauctivity
increases involving those alread: erplc,wd in manufacturing, part.cularly in

export industries.

First of all, these are, fcr most developing countries, newly
estahlished activitier and are frequently nesviiy protected from foreign
imports or subsidised. Thus, the r long-run viamlity and jotential for
achieving intewuatinnal soupetitiveness rrimarily depends on productivity gains.
Indeed, a major rutiona’e for induetrial:zzti'n rea*s upon the notion that
productivity is higher and s increas.ng more rapidl) in modern manufacturing
than in traditional activities., Given the inilationary pressure so common %o
those countries ilLe need to imorove the present competitive nosition of their
manufacturing inductries seems imperative. Mcreover, aipirical studies
suggest that productivity gains in manufacturing are associated with growth
rates ¢f output. It is suggested thet apart from some “'au‘onomous” productivity
gains, the latter ic & function ot the growth in total output. While a major

.

.




evidence for such a relationship rel.tes to ' durtrialized »u‘r,rmri“l “ners
is some ground tu expect that the similar relati ashi] ‘axes -lax e i: more
industrially advanced developing countriee., wcw degrees of it.lizatiur «f
plant equipment and labour, typical o' develoging ~vuntriee, _as' ava douttrs
whether the estimated gains i1n productivity reported for .evelnping owuntiries,
rcagiag from 1 to 5 per cent per annum for 4ifferent inductries 'n the

L/
regional basis, represent the maximum possitle gains,s

Shariag of the productivity tenefits 1- a separate lucugh very complex
issue in developing countries. The adequate governme t pnlicy towards

profits and wages can direct these sains towards a (artner employmen! -‘reation,

(3) Lastly, the relation betweer the expandin, man.fa turing rrod cticn

md the total demand { r manufacturing labour .avolves also some repiacement

of artisan hbour.w The artisan sector of sanufactu,ing -till outinues t.

widely participate in many lines of processing in develoring ountries. en
among the most industrially advanced developing countries, the artism. sector
in its various forms engages about a half of the tolal Mau. wturisy amp.iny=
aemt. There is no uniformity in this respec! among deveioping countries

since the artisan tradition has been developed and preserved in vary.ng degyees

12/ See N. Xalder,

w' Cembri iversity Pr oF 1 recer: evidance raey-pr
rialised countries.

Preliainary examination ef growtk rates of output per man and retes ef
nemufacturiag preduction in 1960's for two-digit industries suggest that a
siailar relatienghip, "hough characterised Yy differeat numerical co-
officients, may prevail in some Latin American countries. The Asian
oowniries 4o not se@h te share this experiemce. It is probadle that

the relatisnship is influenced Iy the share of artisan sector in the
total samufacturing. In the Asian developing countries the share of the
artisen secter in manufacturing seems to be much higher than ia

Latia America.

“W, Vol., II amd III, (latter document
in press).

To the axtent that such displacement has in fact taken place, the
industrialisation precess of the past two decades might have directly
resulted in a grewth rate of a total ssmufacturing employsent maller
then 4 per cmt por anmum credited earlier to the more medern secter of
aemufesturiag in develepiang countries,




tiol new. e poart housver, -t 4 ¢ e suleritation o!f witory methods of
sroduction * 1 the 'rad.tiar , e, s sl BN sariour Jorms of artisan and sem; -
Artisan & tivity Azt tan oo oo op ‘achncloe i Al nan.e an leveloping
courtries' . iutr. a4, aoctvr.w

Dnpl /ment eftec: ~f thepe technilog. al -hangee appear very
consideraile ir devei fing countriee and sedn o significantly differ frem
‘hoee experienced i~ the developed ~cunvirie: at a t.me when they were under-
foing industrializatiorn processes.  he 1ifforence tetween capital intensity
in thote two areas of mariufact.rine ~ere then apparent ly smaller tham now.
Labour rrodictivite of industrisl WOrKer: was alsc smaller and ay additional
vorker 1n factory Marufacturin, o el to d.eplace then s much ~maller number
{ artisane than today.

There 18 not m.ch empirical evidence on the ageregate pattern nf growth

of art san ard factor; employment in variou: areaz of manufacturing im
developing countries. The ava.ialle data pertain moetl; to the Latin Americam
region. <{hat nas occurred there Moy have however, some relevance fer all
developing countrims since 1t 18 the regi1or most advanced 1n industrialisation
mmong the developing countries, Manufacturin factory employmemt 1n Latia
America as a whole accounted for 4¢ per ceut of the total of Ranufacturing
factory and artisan wmployment 11 1460, Between 1950 and 1965, Banufacturing
factory employment in the region increased at the rate of 3,2 per cemt per

annum. Since in the same psriod, em loyment in the AFt .san sector incressed

12/ The distinction between the modern factory sector and traditional eme
lies mainly in the amount of pover and equipment used and does net
RECOSBATily DresuUPPOBe t.i» 117w of A tablighments. Thi, is well
appreciated in industrial prectice. The Indian Banufacturing census,
o.g. distinguishes between the establisiments @mplaying up te 20 or mere
workers and not using power, and those @®ploying mere thaa 10 wrkery
using power. Under the modern factory secter, eme sheuld alge und e~

stand various forms of subcontracting including home workers AL $hens
)\ f 10 .

) . L
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at the rate of 1.4 per cent, the reculting growth rate jcr all daruiacturing
aaploysent was, therefore, only 2.} per cmt.—/ xamination of tne trends

of samufacturing employment in the preceding iwo and a half decade: (1925-1;50)
indicates that artisan ;. wea pror t o nn U e D

such slover rate than employment in the ract ry sector. ‘lhile ranufacturing
factory amployment grew during that perio! a1t the average rate of 4, Ter cani
per aanum, the artisan employment increased at the rate of O,’ per cent per
aamum, leading to 2. per ~ent growth rate for the whole manufacturing

secder, Displacement of the artisan 3ect>r ha- 'herefore been relative
rather than absolute, Not all artisan labour s eubstitutarle, neither 18 all
artisan labour eesily transferable, A% the same t.me, growth of manufac turing
brings about directly, dmmand for some artisar activities | repairs and
saintenance of industrial equipment) and tends to create indirectly some
demend for artisam labour for repairs and servicin. of con. ...er durables and
other equipment produced by factory sector for local market.

A number of influences of a general nature way have been involved in
‘he process of a shrinking artisan and cottage industn amj loynent, Chalixee
in the aggregate dmmand i1n favour for fac tory products, relative technical
and cconsmic advantages of factory production ia the process of 1mport
substitution, easier availability ef financial resources and governaent
assistance for larger industrial investment, as well as many other factors
have beem oconiributing to a quicker expansion of factory manufacturing and
aploynent, One has 0 reckon with ‘nece latluences also 1.
eaploynent effects of ‘road teachnological changsee 11

developing countries 'n future,

. COURLieTLINg

Lle irni.strial sector of

16/ - Caleulated frem data givem Wy isteben Ledersan, W
Cuadernos del Instituto

oane Planificacion Beoromi~: ; Soci1al, Serie I1, N vy,
Sentiage de Chile, 1969.

41/ 8ee Strustural Changes in Maployment within the Context of Latin America's

Boasaic Develepnant, KCL4, heopsmis Bulietin of latia lesrics. Yel. X,
Be. 2, Ootedber 1965,




Attempts at explaining the low labour absorptiin of Banufacturing
& hasize alsc taat the tendency for the rsiatively capital-intensive technique
IR manufacturing has teen sirangthened ‘suarp distortions 1n the prices of
the factors >f Froduction in relatio., to the levels that Ray have been
considered as representative of their 'social cost! (for One reason, hecause
of the import policy adc ted and Freferential treatment qetierally acoorded to
Bachinery and equipment ); heavy increases in labour costs as a result of the
levele and modes of financing social security expenditui'e; in some Canes, a
preferance based on pelitical ard social congiderations for techniques taat
limit the abgoj.te volume of employmaent 1n individual entarprises, and thus
made 1t difficult fcp trade unicns to be placed on a strong footing, or evem
to be set up at all; and the incentive to adopt more automatic production
pProcess that stem from the Shortage of trained personnel to handle quipment
that 1s lese costly but whose perforsance depends to & greater axtent on the
skill of the workers’, < The above-aent.oned slet of poseible facters
contributing to the low labour absorption of the Latin American Banufacturing
ls iong and yet perhaps may not ~over all possitle causes, Income dietribution
le alsc credited with contributing to the low leve) of labour absorptien by
sanufacturing. Income distribution affects wostly the level of amployment
through its effects on the pattern of “onsumption. The latter in tum is
reflected in the d1fferen' labour content of the sxpenditures of the rich
and poor on the domestical ly Ranufactured goods and in the differemt inpert
content of t.¢ sxpenditure of vario income groups, "he negative ®ploysent
offects of the Latin America'e pattemm of income distributien have beem
streseed 1n Bany studies and reports,

The report of - country miesion of the World Mployment argues that

the goeds which are (or cam be) preduced with tec.miques oconsidemadly sepe
labour-xnt-utvo. than those used in the preduction of the @oods dmanded Yy

w See | p.0it,
page /4. .




the rich. To produce the latter usually requires high capital intensity, A
grven amount of income will thus generate more employment when spent in the

purchase of wage goods than in ihe acquisition of conswner dutablos".w

An earlier ECLA study noted that tor Latin America, "the very diversifica
tion of manufacturing production in reeponse to the changes in the demand
and the possibilities of import substitution hes led t¢ more rapid development
of the production lines that tended to be less lavwur-.ntensive in comparison
with the traditional branches, whose naturally slow tempe of growth has been
sade oven more sluggish hy persistently regressive features in income
dietribution,

The broad technological and institutional factors, as wel. as influences
of imcome distribution over eployment discussed above, do nut seem to be
peculiar to the Latin American region, but seem relevant tc other regions'
industrial development.

In his inquiry i1nto the poverty of nations, Guanar Myrdal notes that the
ssdern pector of manufacturing in Asia has created backwash effect by tuming
out goods oompeting with those produced by traditional methods in small scale
mierprises aad crafts. Me concludes hie observations saying that "in the
sbeence of spresd eoffects, irdustrialisation can produce only a very saall
immediate expsmeion in demand for labour. This situation, of course, is an
inescapabdle consequence of the low bise from which modern industrial expansion
begias, amd the dackwash effects that are certain to occur unless the output
of modern industiry is directed exclusively to new—created sarkets, either in
foreign countries or in home territory. Whem a start must be made from such
sedest bagimmings, as it must in all South Asian countries, even a big push
towards indusirial expemsics cammet for decedes ahead de expected to provide

\Y See W, a prosrempe for Colembia, prepared by an
Internst on, erganized 1y the Intesnational Labour Office,
International Labour Office, Gemeva, 1970, pars. 450.

B/ ses KL, Wm
opeeit. poage 74.




arloyment opportunities directly for more than & very small fraction of the

latour force and even that gain may oe partly, wholly or more than wholly
bl
offset by backwash effacts,ok/

is simply that technological innovationg brought about by the m
d t indugt igatio JoCepsep in developing countries have g0 far
30t been able to satisfy the employment requirements of these countries,

One can add alsc that Proebatly the scope of using substantially more
labour-intengive technologies 1n manufacturing is not wide, and ig morsg
limited than in other sectors, such ar agriculture and construction, where
the impact on @ployment of any specific capital-gsubstituting technology is
generally likely to be significant, Some fragmentary evidence would seem to
rupport this oontention, Even if technological rigidities in nanufacturing
are greater than in agriculture or construction the expansion of the former
is believed to lead to an increased aployaent in the two latter sectors.

While social pressure ngy force £overmments of developing countrias to
oonsider adopting labour-intengive technologies, it Ray well be asked whether
the overall application of such technologies would in fact make any significant
differences in the ®ployment impact of indurtrial expansion, From a study
of selected modernised Indian industries where capital/labousr coefficiemts
were calculated fopr cement, paper, iron and steel, sugar and ocotton taxtiles,
it has been concluded that "Even doubling thc labour per unit of investaemt,

&8 compared with the coefficients computed ,,... would only increase the
labour force in the five industries studied by about 100,000 more workers
than projected in the Second Plan, Assuming the same investaent plans; the

in the Second Plan period (in contrast to 4 projected expansion in the

2/ OGuanar Myrdal, 4im Drams, pege 118,




labour force by ten million wor..ers). Inveetment in thie uector has today
probably one of the lowest direct employment-expancion affects, compared with
an equal investment within other sectorc of the oconow".g

Drewing on thie analysis, Gunnar Myrdal has observed that ''the adoption
even on a Bajor ~ and totally impracticable - ecale ¢cf technologies and
techaiques favouring heavier employment of ladour would not have made a
substantial change in the direct inpact of industirial exparsina of ;articipat-
ing ratios. Thie is because modern indietry fu.ms - and wil! fvm for a
long time to come - a very small part of the total economy in India and a
still smaller one in the other countries of the rogion".ﬂ

There ie little empirical evidence (in physical units) which could be
used to demonstirate a oomparative level of labour productivity (output per
l-/b\\l') in specific manufacturing procemsszes in developing and in
industrialised countries. International comparisons of productivity levels
are therefore based on the value of output (measured in US dollars) per
peroon employed. Such a broad measure of labour productivity is susceptible
to meny influences (different number of working hours per man/year,
ocomposition of output etc.) and is greatly dependent upon the exchange rates
ohosen. The resultant productivity levels may reflect an over— or under-
valuatioa of the given currency. Notwithstanding the many inherent limitatione
the reoent estimates of the value added per person engaged, in US dollars, offer
some insight into labour productivit, in manufacturing. For all developing
countries in 1963 output per person engaged in manufacturing was only about
SAS-2ixt) that of industrialised countries. These dollar estimates of value
added per person engaged would seem to suggest that there were cases of two-
digit iadusiries where value added per person engaged resched or even appeared
%0 surpass the respective average recorded for industrialized oountries.

28/ Oeorge Mosen, W Glenooe, Illinois,
1”. PPe 18- » \QuO o« U, N op.cit.s.

2)/ Owmmer Wyrdal, Asign Drems, Pese 1184.

N m, Vol. I, Gemeral Industrial Statistios,
A iom, od Nations, Mew York,
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An existence of some high labour productivity industries in a few of the
developing countries does rnot contradict an earlier obmervation that, fenerally,
low productivity prevails there. The point is that the high productivity
frequently covers a limited score ~f nanufacturing and involves a very limited
number of manpower. Out of 24 developing countries (excluding Puerto Pico)
which can be credited with sone high labour productivity manufacturing
e.g. such where output per aan in two-digit industries was in 1963 at lesst
75 per cent of the corresponding average for all industrialized countries, in
S5 countries such productivity occurred in industrial pursuits involving in
each case less thaa 1,000 perzons. These pursuits might well have been
represented by single, modern manufacturing plants working perhaps for exports
whioh might have existed concurrently with a large, in terms of exp loyment,
but a low productivity manufacturing sector. Linited scope of the high
productivity industries in developing ceuntries is reflected by the fact that
these industries accounted ,or 1.1 per cemt ~f the total asnufacturing
employment and 8.) per cent of the total manufacturing cutput of all developing
countries in 1963,

It may well be emphasized that since the modern sector of manufacturing
and particularly its export industries is the mogt likely tc provide o
relatively rapid expansion of income and foreign earnings any oompronise with
the most efficient production processes in this sector of sanufacturing say
impose a significant brake on general ecomomic development. This dees mot aean
that in mamufacturing there is no room for deliberate policy decisions
favouring employment objectives cver the highest possidble ladour productivity
objectives, It only stresses an earlier point that perhaps the most
reasonable approach in reconciling the effects of wodern industrial tecanclogy
with employment promotion in developing countries is of fered by a 2elective
Shojce of modern technology and an appropriate choice of the oountry's
industrial specialisaticne Thic would mean that in programming the

25/ See, I* %! sg hor}d mq, Vol. I, 1967 edition, op.oft.
It ie s ) that in none of the larger amd industrially advamoed

developing oountries such as Argentine, Mexioco, Bresil or India, the

high productivity industriss absorbed &y sigable part of aemufacturing
labeour.
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{admetrialisation procees acoourt should be taken of the fact that there are
some industries with great potential for growth where technology normally
used has relatively high labour content; (many lines of production within
ISIC 3938 1.r. some metal and electiical products, some transportation
products, electronic coaponents etc., would eeem to offer such pm-mto).w
Sslection of such industries may help to offset the low employment effect of
other industries dased on utilisation of local natural rescurces which might
be fewourably developed especially for the export of manufactured goods.

II1I. PFISCAL POLICY MEASURES FOR EMPLOYMENT PROMOT ION
AND TECHMOLOGICAL CHANGES IN MAMUFACTURING

This peper has oo far discuseed some asmpects of the application of modern
industrial techaology and the broad employwent effects of these technological
innovations in developing countriee. It has aleo touched on some of the issuee
involved im the choioe of appropriats techmologies for the imdustrial sector.
It is evidemt from the preceding anslysis that one of the outstanding features
of industrialisstion in devsloping occuntriee is the failure to create directly
mfficient eaploymeat opportunitiee. Por countries whoee employmeat probles
is an overrising comosyn - and this ooncern seems to be shared by mearly all
indmotrialising counles - this fact has far-reaching consequences. This
seotion of the peper will attespt to ocutlime some of the fiscal policy measures
thet may bo comsidered in the effort 1c reooncile the potential bemefite of
W9lying the modera technology in industrial developaent on the one hand, and
its adverse offects oa manpower abeorptioa on the other.

Of o1l the policy instrumests that may be relevaat in this ocoatsxt,
sonstery end fiseal pelicy imstrumeats may appear as wost comvenmiest to
oininister 1n the ninmed ccomsaics. The use of these measures however does mot
proslude the wefulases of other policy measures such as investsent licemeing

2/ T lehow-isteusive aumfectures would eeea to inolude also sme oepital
eola 1l . Ses, Hal 3. lary,
, 1.B.B. A, Bew York R , page 24.
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or other administrative measures. One can also add that the choice of specifio

policy measures should be evolved in the light of industry's performance

in eaployment and productivity in the past and should ain at meeting some
/

eaployment and productivity targets in nanufactur‘mg.gl"

There is significant differences 1n scope for and objectives of fiscal
policy in developed market economies and developing countries, Mll
discussion of these differences falls bayond the terms of reference of this
paper but may suffice it to say that in the latter countries the scope for
fiscal policy measures is smaller and ef fectiveness of ficcal measures 1s
rather lower than in devel:ped market economies, particularly in the ares
of eaployment creation and stimulation of technological change. Thie seemes
to be a fundamental factor in considering the various techaical measures of

fiscal policy in developing countries.

Industrislized countries tend to be concerned about the competitive
power of their industrial sector and its effect on the balance of trade;
promotion of the improvements in technologies is frequemtly looked at as
meens of aiding economic growthj governmenis appear also ooncerned if
industry is not investing on a sufficient soale to modernise their plaat and
equipsent. In countries where conditions approaching ths full eapleyment
se@ to prevail, there appears to be a temdency to comnsider mmploynent a8 am
objective of their policy sainly in measures designed to promote the locatiom
of new indusiries in deckward or depressed aress of the oountry,

There are many fiscal seasures used in developed market econcmies to
promote capital investaent and to encouresge an early replacement of mechinesy

and equipnent with ome representing a more soderz technology. Some goverrmants

have permitted gocelerated deprseiation of oertain forme of mew investaents;

ﬂ/ Though esployment may be an overrising comcern of developing ocountries,
it is significent that oaly in a few imdustrial developpent plans of
developing countries the @ployment or labowr productivity targets are

explicitly formmlated and/er reported. See WNIDO, W
me-

publication, op.cit.
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some have introduced jnveptaent sllowances which permit the writing off of
an additional proportion of the oost (say 20 per cent) when the investment
is msde; some have used iRVeS % ts, a cash grant (sometimes as much
as 25 per o t) towards the cost of .ew plant and mach.nery. Some countries
use & tax on amployment itself (e.go the selective employment tax in the
United Kingdom) as s means of promoting a better use and allocation of a
relatively scarce factor.

Nany developing countries have resorted to many of these fiscal incentives
in their drive to provide the most competitive teras for foreign investment.
1f promotion cf the Baximum eaployment 1& 1ntended to be an overriding policy
objeotive, one cam ask bow application of all these measures have influenced
the potemtially possible level of maaufacturing eployment 1in developing
countries? To the extemt that these countries have, (a) allowed for bhigh
retes of depreciation for tax purposes; (b) saintained provision for
acoelerated deprecistion; (c) granted investaent allowances and investment
greate meﬂw
W they might appear to insdvertantly encourage the use of
capital-intemsive technologies and thus reduce a potential for new eaployment.
Sisilar comment could be directed at the ] \mingt of g ¢
whioch reduces or exempts profits from taxation in the early years of
operation of & new samufacturing plant. If such a tax holidey is granted
irreapective of the sise of newly crested employment, it is doubtful whether
it is benefiuial to the promotion of manufacturing esp.oyment. 1f it is
decided that fiscal policy should be used to promote expansion of aaployment
and \he use of labour-intensive technologies, there appears to be scope for
aeny mxogr countries to rethink the objective of their tax imcentive

progremnes.

L/ ek = enersise wuld seem partioularly relevant in view of the fact
shat tax demefite are found to have limited effectiveness in inducing
aew investdmt. See OJeorg 0. Lant, Tax Incemtives in Developing
Ooumntries, R

Ammo XXIX, ¥.1, 1 .




If promoting labour-irtensive lines of production is a major objective,
the industriesc selected for these tenefits and criteria for deciding the
generosity of incentives chould toth be linked more closely tc the employment
ef fects of new industrial projects. The effectiveness of using esuch new
criteria in promotion projects which would not otherwise have been established
will depend on the extent to which incentives benefits are also offered to

projects selected on the basis of other criteria.

In some developing countries tax incentives are applied on a selective
baeis; they promote investment in only some of the newly established
industries. Theee incentives can perhaps help promote employment if they
promote the establishment of labour—intensive projects which would not other-
wise have been established, Imployment is sometimes one of eeveral factors
included in a lirt of criteria for the selection of induetrial projecte
benefitting from such tax incentives and value added generated in the
manufacturing is used as a criteria for granting tax incentives; this probably
leads towards favouring labour-intensive technologies. Promotion of the
labour—intensive technology is however likely to be more effective if the
eaployment effectes (number of workers employed) are the direct criteria in

the selection of projects benefitting from incentive measures.

If developing countries wieh to expand ssployment in industry Yy
promoting the use of labour-intensive techniques, a possible policy would be
to redesign all forms of taxation ani levies based on the eise of labour force
of an employer which appears to increase the cost of labour and insteed raise
the revenue in different fashion from within manufacturing or from QUhSY gources
of budget revenue. Thie would be a major new direction for fiscal policy
%0 take and one which warrants careful investigation.

Many developing countries offer tax incemtives to promote export-oriemted
industries regardless of the technology chosea. The promotiocn of expori=
orisnted, labour-intensive ipdustries ie probebly the gogt \meertant R9lAGY aree
%0 be considered though one should bear in mind that sush messures do not
diminish the levels of competitiveness of export iddustries.




In the case of existing industries the government may consider the
application of fiscal incentives to the uge of mult) bo hifts
working the eame machines. It ie sometimes argued that it might be poeeible
to significantly increase labour employment working a given quantity of fixed
capital if the traneition is made between one shift which is poorly managed
and $wo or three shifte where the production process it well managed, with
incentives and intensive ndfing.-a/ Recently, less overt optimism in the
assessment of effecte of maxisum—-shift work seeme to emerge. An optisum
pattern of shift work combining the technical, economic and eocial consideration
is sdwocated. The present pattemrn of ehift work in developing countries
eeams t0 bde far away .Tom an optimum level.

In thie connexion, it may be observed that there 1s oftemn scope for
using additional labour to give machinery more careful gervice and repair
them is indicsted as being neceseary in manuals supplied by engineers in
developed ocountries.

Piscal incentives may also be considered to induce industries to
differentiate between the so—called core operations and their ancillary or
suxiliary operstions. While core operatione may be inflexible, in their fixed
capital-labour ratio, the ancillary cperstions, once separated, could be movre

lebowr-intensive. Examples of these operations may iaclude handling of

B/ Yerris J. amwﬂm
Mgticn, Asis Publishing cutta, .
30/ WM. Eabej, Shift Work and Employment Expansion, W
, Yolo 91, No, 1, 1965 and Shift Work and on

= Optims Patters, ntemmaticnal lebowr Review, Vol. %8
¥o. 3, 1968,
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materials, warehousing, packaging, Baintenance and inplant trmportaﬂon.m
The various fiscal policy measures mentioned above do not cover all aspects of
aployment promotion under industrialization and technological changes. Their
brief presen.ation was rather meanit o illustrate some tentative possidilities
open to policy-makers. Before concluding such a review, iwo general issues
of industrial employment promotion doserve a special mention. One ie related
to the utilization of local imputs in industry and another ome pertains to
crafts, cottage industry and artisan esployment.

Regarding the former issue one may note that the growth of sanufacturing
provides a potential for an increase of employment in other sectors. Through
industry's demand for raw materials, intermediate products and specifio
servioes, the expansion of manufacturing industiy contributes to an increased
dexand for new labour in the supplying sectors. Similar effects bring in aa
increased demand for food and services bty the manufacturing labeur. ARy
fiscal measures encouraging the greater utilization of local inputs ave
therefore conducive to the implementation of the overall ocbjective of
eployment promotion, It is sometimes believed that the potential for the
indirect employment effects generated by the manufacturing may be as great

a: the direct one occurring in industiry itself.

1)/ A specific step that may be used to give effsct to the process ef
shifting emphasis from oapital--intemsive to labour-inteneive precesses

in a given line or processing i« offered by the ymuu_mu
mg,ss. By the use of *his instrument, the guvermment is ° te
control the types of industries and technology to be newly established eor
expanded within the economy. This control mechaniss oculd be uwsed te
deliberately discriminate against excessively capital-intensive precesses
in selected induetries and/or in favouring those that are mere labeus-
intensive. Through this aystem of investaent licemsing, a spesifie peliey
can discourage or phase the use of exceseively capital-iatensive meshinesy
in eertain defined industiries where the wide use of altarmative precsesses

of production ie considered to exiet. In the applicatiem of these neasures

the govermaent should be extramely eelective and be aware of these
industries whioch, Yty their very nature, require partisular types of
technology and epecific production techniques for their efficiamt
operations or which etimulate techmslogical isprovenente end preaste
sfficiency in other industries.




-4 -

Though the growth of industry may iead to some disnlacement of artisan
labour the crafts and related trades are not fully subctitutable by industry.
Whenever economically justified b existence of marke.: for their products

d avallability of locel Faw matery;ie, the artisan ce.tor of manufacturing

should be rationalized and modernized. OUne has to reckon taat probahbly for a

loag time to come, the artisan sector of manufacturing in d veloping countries

will continue to absorb a sizable rortion of labour torce,

In the modemization of craft and traditional smali-scale industries,
sany fiscal and other measures can be taken to assist them. They might be 1n
the form of1

(a) Cash grants to purchase machinery;

() Subsidised establichment of factory buiidings i lndustrial estates);
(c) Subsidieed or low interest loane for investment

(4) Prevision of advisory and extemnsion services paid for by the

government (including assistance in bulk purchases of raw

, assistance in organieation
of sales amd eubcontracting with modern industry, etc.).

Whatever policy measures that a government may adopt to promote labour-
intensive processes of manufacturing production, one point should be borne in
sind. The fact that most of the under-utilized labour in developing countries
is vaskilled wd does not easily render itself to indus*rial work evem if
labour-intensive process of producti... it chosen., Training of such labour is
necessary b%efore greater use of their services could be made, Since from the
apleynent objective point of view, the use of this labour is very desirable,
the govermment should adopt messures that will promote extensive training of the
industirial ladeur force. While much of the basic training should be undertakea
Wy the governmammt iteelf, encouragement should be givem to mamufacturing
aterprises te wdertake in-plant and other trainimg programmes for their own
labousr foree. Sush emceuragmment could take the form of outright subsidy to
he coet of training te the spesific establishaents and industiries conducting
truining. Revenue for such pregremmes could be oolleoted .arough s epecial
lowy covering all nemufesturing estadlisaments.









