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I. Introduction

1.1 The Ministers of Industry of the developing countries of Asia and the
Pacific, meeting in Bangkok in 1974, specified a target share of 10 per cent

of world manufacturing value added by the year 2000 for the developing Asian
and Pacific region. This regional target became part of the overall target

for developing countries of at least QSL/ per cent share of world manufacturing
value added by the year 2000, a target which was a predominant feature of the
Lima Declaration. The call for a more equitable share of world industrial
production was inspired by the new international economic order and origirated
from the present imbalance in the distribution of industrial producti on between

the developing and the developed countries.

1.2 The purpose >f this paper is to provide insight into the past pattern of
industrial development in developing Asia and the Pacific and to draw up a
broad picture for the future with a view to serving as a background analysis

for the Ad Hoc Group of Ministers of Industry in defining new approaches to

the future path and orientation of industria’ization in the developing countries
of Asia and the Pacific. The paper is primarily based upon selected findings
of the UNIDO Industrial Development Surveyg/ presently under preparation for
the Third General Conference of UNIDO.

1.3 The paper is divided into seven chapters including the introductory
chapter. Chapter II examines trends in the pattern and distribution of
industrial growth of the developing Asian and Pacific region and the share of
this region in world manufacturing value added. Chapter III analyses trends

in structural changes of the manufacturing sector in particular in regard to

the composition of industrial output in terms of heavy versus light industry,
consumer, intermediate and capital goods, basic goods, etc. Chapter IV examines
the important contribution of trade to industrialization in Asia and the Pacific
and in Chapter V a brief review is given on industrialization in three selected
countries: India, the Republic of Korea And the Philippines. The industrial

growth prospects for the developing Asian and the Pacific region are elaborated

l/ At the regional meetings prior to the Second General Conference, the ECLA
countries specified a target of 13.5 per cent (see ID/CONF.}/CRP.L/Add.l);
the ECA countries set a target of 2 per cent (see recommendation c (iii) of
Industrialization in Africa, Principles and Guidelines for Co-operation and
Development, Cairo, 18-23 December 1978); and the ESCAP countries fixed a
target of 10 per cent (see E.CN.11/1181). The total obviously exceeds 25
per cent. Moreover, the ESCAP target does not include West Asia. For these
reasons a target for all developing countries, whicli exceeds 25 per cent, would
probably be more compatible with the intentions of the Lima Declaration.

g/ The UNIDO Industrial Development Survey is scheduled to be released in the
course of 1979.




in Chapter VI which contains an outlook for the possible share of the region
in world manufacturing value added in the year 2000, under three different
scenarj os assumptions. Finally a summary of the implications for industrial

polizies and strategies is nade in Chapter VIT.

IT. Growth and Distribution of Manufacturing Value Added

2.1 The long-term trend in the distribution of world manufacturing production
shows a decline in the share of developed market economies, a significant shift
in favour of centrally-planned economies and a positive, though still modest,
shift in favour of developing countries. The decline in the share of devel oped
market economies in world industrial production was quite significant from 73.9
per cent in 1960 to 62.4 per cent in 1976, During the same period the centrall
planned economies increased their share from 19.2 per cent to 29.0 ver cent
(Table 2.1].

2.2 The participation of developing countries in world industrial production
has been modest and their share has inrreased only marginally. 1In fac*, it is
only since 1969 that the developing countries show any evidence of sustzined
growth. Their share remained stagnant at around 6.9 per cent during the
1960's but from 1969 onwards annual gains were observed and in 1976, their

share reached 8.7 per cent.

2.3 The share of developing ccuntries of Asia and Paci fiol/in world industrial
production followed similar trends as those observed for the developing countries
in general. The share remained fairly stagnant at 1.8-2.0 per cent from 1960-
1968 whereafter it increased modestly, to 2.1 per cent in 1973, and reached

2.5 per cent in 1976 (Table 2.2). Thus less than one-third of the manufacturirg

value added in developing countries originates in developing Asia and the Pacific.

2.4 An examination of manufacturing production by the four developing regions
shows that the Asian and Pacific region as a whole achieved a slightly higher
rate of growth than both Africa and Latin America, and contrary to these two
regions were relatively unaffected by the recession in 1975. West Asia, however,

achieved the highest long-term rate of industrial growth of all developing regions.

y Unless otherwise indicated, the following developing countries for wrich
data were available are included under Asia and the Pacific in this paper:
Afghanistan, Burma, Sri Lanka, Fiji, Hong Kong, India, Indonesia, Iran, the
Republic of Korea, Malaysia, Pakistan, the Philippines, Singapore and Thai-
land. These countries account for around 80 per cent of the population in
leveloping Asia and Pacific.
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Teble 2.2 Appusl incresse in manufacturing value added and share in

world menufacturing value added, 1960-76, developing
couniries and developing Asia and Pacific

Developing
Developing Countries Asia and Pacific
Annual rate 4 shares Annual rate 7 ghares
of increase to world of increase to world
1960 ses 6.9 see 1.8
1961 8.6 7.2 8.5 1.9
1962 6.2 T.1 9.4 . 1.9
1963 5.0 6.9 8.8 2.0
1964 9.0 7.0 6.8 2.0
1965 5.7 6.9 5.2 1.9
1966 6.4 6.8 3.7 1.8
1967 4.6 6.8 6.2 1.9
1968 9.1 6.9 8.6 1.9
1969 9.7 7.0 1.2 1.9
1970 7.9 7.3 7.0 2.0
197 8.6 7.7 6.9 2.1
1972 9.1 7.8 8.8 2.1
1973 10. 5 7.9 11.5 2.1
1974 6.1 8.3 6.1 2.2
1975 3.5 8.7 6.6 2.4
1976 7.8 8.7 12.3 2.5

Source: UNIDO, based on data supplied by UNSO.




Thus, while each developing region succeeded in increasing their share of
world industrial production, Asia and Pacific improved their share slightly

more favourably than other developing regions except West Asia (Table 2.1).

2.5 Fluctuations occurred in the rate of growth of industrial production in
developing Asia and the Pacific. With small variations these fluctuations
followed similar trends as those observed for all developing cov.utries. These
fluctuations were of a smaller magnitude than those observed in the developed
market economies where the level of industrial production exhibits greater
sensitivity to cyclical fluctuations within the overall economy. The greater
stability in the developing countries' industrial production may be explained
by the fact that th<y are still less dependent upon derived demand for domestic
capital goods; moreover, they have succeeded in maintaining a consistent
export performance, aided by inflation in the developed market economies. The
impact of the depression in the developed market economies in 1974 and 1975,
however, did not fail to leave its mark upon developing Asia and the Pacific
although unlike the developed market economies they did not experience a con-
traction in the level of industrial production. Data for 1976 show impressive
signs of recovery for Asia and Pacific, which almost doubled its rates of

growth to 12.3 per cent, higher than any other developing region.

2.6 Further insight into the industrial growth process in developing Asia

and the Pacific may be gained by examining the distribution of manufacturing
production among individual developing countries. The dominance of a few

large countries in the regional industrial structure can be visualized in

Table 2.3 which shows that two countries account for around half of regional
manufacturing production, namely India, 33.9 per cent, and the Republic of Korea,
16.3 per cent, while eight countries, namely India, the Republic of Korea, the
Philippines, Pakistan, Iran, Indonesia, Thailand and Hong Kong, account for
around 90 per cent of regional productibn. The industrial growth process

seems t0 be spearheaded by a few rapidly growth economies pursuing outward
looking policies with successful export performance such as the Republic of
Korea, Singapore, Iran, Hong Kong, Thailand and Sri Lanka, which all achieved
impressive growth of manufacturing production in excess of 10 per cent annually
from 1960-1975. Concomitantly, significant changes have occurred in the overall
economic structure of the countries of the regi on, where the share of manufac-
turing value added in GDP increased from 12.3 per cent in 1960 to 16.9 per cent
in 1975. In a few countries the industrial sector has gained a predominant

position within the overall economy, for instance in Hong Kong the share of



GL6T ul peppe anjea Fulanidejnuem 0f Julprodode pafurlide SHTIJUNOY)
80T1JJO [®OT3ST3E}S SUOTIEN Pa3Tuf] Aq patfddns ejep uodn paseg :a3Inog

Juis.ajoejnuey JOo Yimouan JO ymoan Tenuuy adersay

-nuey jo exeys

ajedardde Jo saeyg

9°G 25 1A | 9°9 1°9 1°Q L°L 6°91 gt 0°001 0°00T1 1®30(]
9°2 8°0 g'g €0 L€ L'y €t ¢zt 0°61 1'0 £°0 1d
9°1 g€ ¥'ze 26 ¥9- or LS S0t L9 Lo 6°0 weysuwd Yy
peo- €1 t€g ¥ G g1 €€ 96 6’9 6°0 9°1 waIng
. .9°9 Ve £t 9° 1°1e 9°g Lot g°et €S F A ¢ 8°0 wue] 45
2t g°ot €6 9°t- gt T°6t  2°tt o2 Tt 62 21 exodedulg
e 6°9 €°61 ©0°0 r°n 2°6 6°6 0°61 S*°1t 1 §d / 0o°t (1v303) wysluruy
ot L°L g°61 L°gt o0°C~ 9°2T ¥°01 .°6F 9°0t 0°9 1 §a 4 Suoy Juoy
' t°9 6°9 &l 4 GEAY A A ¢*9 ¢*6 g*ot  €°gt’ a1 19 1 34 / PUSTIW]
o6 0°S L6 g2t 29T 6°tt L'l 9 (44" €9 2°9 wseuopu]
e oot gyt Y9t Cegr 6T 9'tr 26 8°s 9 6°2 ued]
€1 9°t g0~ €0 9°0-~- 2 6°9 0°61 0°€1 e°L S°g ueIsIXRd
6°¢ 0°t g°¢ Gt gF o°L 1°9 G €2 | A 1 t°g t ot . ssuyddy1Tud
g° L1 (4 4 1°92 o0°tt ¥l veoz 2Lt fe2t "1t €91 194 4 Jo °dey weiox
f°1 | A g ot 11 oy Ly LN L2 6°¢¢ 15 B Il
6L/9961 GL/0961 9L6T  GL6T VL6l GL6T GL6T  GL6T 0961 Slet 0961
«9961 “0961 (sdwyusoaed) (edejuscied)
(s8ejuasaad) pappe ut peppe 05%“” peppe eniep
e11d -0 Jad peppe enyep aniep Juranjoejnuey Jutanjoe] Jutranjoejnuey

XI3uno) Aq uoT3onpodd JuUTINjoejNUSN JO UOTINQTIFIT( PUC YIMOID

\ 7

t£*e

etqey




manufacturing value added in GDP is close to 40 per cent; 1in the Republic
of Korea 35 per cent while in the Phi lippines, Sincapore and Malaysia the

share lies between 20 and 25 per cent.

2.7 A review of the pattern of industrial growth reveals that a very large
proportion of the total increase in the developing countries' industrial
production was contributed by a very small number of countries. In fact,
India and the Republic of Korea contributed around half of the total increase
in manufacturing value added in Asia and Pacific for 1960-1975, while five
further countries including Iran, Hong Kong, Thailand, the Philippines and
Indonesia, contributeu around 35.4 per cent of the total increase in industrial
production of the region. Thus, seven countries contributed to 84.4 per cent
of the total increase in manufacturing value added of the region which cor-
responds to around one-fourth of the total increase for developing countries
(Table 2.4).

2.8 An examination of the distribution of industrial growth according to the
level of development is made in Table 2.5 which shows that the low income
countries (per capita income less than $265) failed to match the progress
achieved in other developing countries. In this group of countries, which
includes Afghanistan, Burma, Sri Lanka, India, Indonesia and Pakistan, more

than twi -thirds of the population of Asia and Pacific and around one-third

of the population in developing countries is to be found. For the large

ma jority of the population in Asia and Pacific, recent industrial progress

has thus been slow or marginal. In fact, in a majority of these countries such
as India, Pakistan, Burma and Afghanistan, recent industrial progress has largely
been absorbed by population growth. TIn these countries growth of manufacturing
value added per capita was less than 2 per cent annually (Table 2, 3). In con-
trast, rapld industrial growth has primarily been confined to a few developing
countries at the high income, intermediate and upper middle income levels, which
however only account for a small proportion of the regional population, more

specifically 6.6 per cent.

2.9 The analysis of industrial growth according tc the level of development is
elaborated further in Figure T which shows that three countries in the low
insome group (per capita income less than 8265) failed to surpass the average
rate of growth of world manufacturing production for 1960-1976 (Afghanistan,
Burma, India) while four countries in the low income group failed to surpass

the rate of growth of developing countries during the same period (Afghanistan,

- —

sl




Table 2.4 Percentage contribution of selected countries to
the increase in manufacturing value added of
developing Asia and Pacific and of developing
countries, 1960-76

Contribution to Contribution to
increase of increase of

Country developing Asia developing

and Pacific countries
Percentage

India 24.9 7.6

Korea Rep. of 24.0 7.3

Iran 8.2 2.5

Hong Kong 7.3 2.2

Thailand 7.0 2.1

Philippines 6.8 2.1

Ind""ﬂ..il 6- 1 1 09

Total 84.4 25.6

Source: UNIDO based on data supplied by UNSO
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Burma, India, Pakistan), As a result, the share of the low income
countries in aggregate manufacturing value added in Asia and Pacific has
declined significantly from 69.4 per cent in 1960 to 47.8 per cent in 1376
while concomitantly the share of intermediate income countries (Republic of
Korea and Malaysia) has almost trioled to 22.6 per cent in 1976. Further,
the share of upper middle income countries (Iran, Hong K .ng, Fi ji) almost
doubled to 13.2 per cent in 1976 (Pigure IT).

2.10 In terms of regional grouping all ASEAN countries achieved a growth rate
above the world average for the 1960-1975 period. However, wiile Thailand,
Singapore, Malaysia and Indonesia exceeded or equalled the average growth of

developing countries, only the Philippines failed to match these achievements.

2.11 The overriding impression gained from the oreceding analysis is that
dynamic industrial growth has indeed been impressive in a small number of
developing countries, in particular at the intermediate and advanced levels of
development. A more disappointing picture is characterizing the low income
developing countries which have lagged behind and where the larger mi.jority of
the population in Asia and Pacific has been relatively unaffected by recent
efforts towards indus*rialization. In many of these countries and for a majority
of the population in Asia and the Pacific, recent industrial progress has been

marginal or non-existent.

2.12 Finally, mention should be made that in comparison with other economic
sectors, the manufacturing sector achieved the highest growth in developing Asia
and the Pacific, except in the low and midfle income countries where the per-
formance of the construction sector was equal with, or slightly higher tharn,
the manufacturing sector. There is some indication that, in general, the
eiements of dynamic growth which occurred in the manufacturing sector were
also reflected in a broadly based growth pattern applying to construction,
transport, trade and other sectors, which all achieved annual rates .f growth
in excess of 6 per cent. However, the elements of dynamic growth observed in
the manufacturing sactor did not anply to the agricultural sector which
lagged pehind esvecially in the low income countries where growth was limited
to 2.4 per cent annually, hardly keeping pace with population growth. For the
region as a whole, the agricultural sector grew at an annual rate of 2.8 per
cant for 196N-7%,
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ITII. Structural Change of the Manufacturing Sector

3.1 The composition of industrial output is a critical determinant of the
growth potential of the manufacturing sector which has significant implica-
tions for the use of production factors and thus a country's ability to provide
employment and to make use of its material, financial and other resources.
Structural changes in the composition of manufacturing production are thus
essential for growth and, in principle, compatible with the spirit of the

new international economic order.

3.2 The structure of industrial production and the pattern of industrial growth
has primarily been influenced by the market size, natural resource endowments,
policy orientation and per capita income. In view of the complexi ty and diver-
sity of individual countries of the region there is a wide degree of hetero-
genity in the structure of the manufacturing sector among Asian developing
countries. On the one hand, there are developing countries like the Republic
of Korea and India, whose industrial structure exhibit a relatively high degree
of similarity with the industrial structure of the deweloped market economies,
while on the other hand, there are developing countries like Iran, whose indus-
trial structure i.a. due to different resource endowments, exhibit a relatively
low similarity with the industrial structure prevailing in the developed market
economies. Certain common characteristics, however, can be identified for a

ma jority of developing countries in the regions.

3.3 A broadening of the industrial base is closely associated with a growing
share of heavy industry which appears to be the predominant growth sector,
Traditionally the growth of heavy manufacturing, which largely consists of
industrial supplies, producer goods and relatively sophisticated consumer g-ods,
has been closely associated with the expansion of domestic demand which has been
a major factor in explaining its dominant role in the past. Only in a few
countries has the growth of heavy manufacturing been significantly stimulated
by export demand. Table 3.1 shows.that *he share of heavy industry has increased
at the expense of light industry. Tn 1960 the share of heavy industry accounted
for 31 per cent of total manufacturing in developing Asia and Pacific; in 1976,
this share had increased to 45 per cent while that of 1li zht manufacturing had
declined from 69 per cent to 55 per cent during the same period. The restruc-
turing of industry in developing Asia and Pacific has thus been quite impressive
over a relatively short period of time, in particular from 1960-1965 while from

1965-1976 the pace of structural change was more moderate. Since heavy industry
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generally requires more capital per unit of production, the share of manufac-
turing in total investment is also assumed to have increased, while its share

in total employment has remained modest.

Table 3.. Relative share of light and heavy manufacturing in total
manufacturing in developing Asia and Pacif:l@E 1960-1976

( percentage)
1960 1965 1970 1976
Light industry 69.0 61.6 57.9 55.0
Heavy industry _3i.0 38.4 42,1 45.0
Total 100.0 100.0 100.0 100.0

Source: UNIDO Industrial Development Survey (draft)

a/ The table includes developing countries of West Asia.

3.4 The ability of individual countries to develop a wide range of heavy indus-
tries, however is restricted by the size of their domestic markets as determined
by income levels and population. Due to differences in resource endowments,
population resources and population growth, light industry may remain relatively
important in many countries for some time though, in general, its importance is
declining in the process of development. It is also a well documented fact that
light manufacturing export has contributed to the gains of many developing
countries in Asia and Pacific. To a large extent future changes in the relation-
ship between heavy and light industry also hinges upon future policy approaches.
For instance increased emphasis upon basic needs, industrial decentralization,
small-scale production activities and closer links between industry and agricul-
ture will no doubt unfold a wide spectrum of new opportunities for light industry

though some heavy industries will also be affected.

3.5 Further insight into the industrial growth process is provided in Table 3.2
which exhibits data on the rate of expansion of individual branches of industries
for the period 1960-1974 and of the structure of manufacturing production. With
a few exceptions, most of the products belornging tc the basic necessities cate-
gory have been faced with slow growth in particular food processing, textiles,
leather, tobacco and furniture. A few products of the basic necessities category
have shown dynamic growth primarily due to specialization for exports. For

instance, in the case of wearing apparel the dynamic growth pattern of Asia and
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Table 3.2 Rate of Expansion of Manufacturing Production 1960-74 and structure of

Individual Branches of Industries in Asia and Pacific

Average Annual Rate of Growth Structurs of Manufacturing

of Production 1960-74 Production
Relative weight Equal Weight

ISIC Breanch percentage No, of countries measure measure
311 Food Manufacturing 5.0 17 12.66 19.95
13 Beverages 8.9 16 2.69 3.98
314 Tobacco 2.7 14 5.18 6.80
321 Textiles 3.5 14 15.34 13.29
322 Wearing Apparel 12.8 7 5.40 4.17
323 Leather manufactures 2.1 13 0.89 0.60
324 Footwear 12.1 7 1.97 0.78
311 Wood 8.8 13 3.39 5.20
332 Furniture 1.2 12 0.82 1.45
341 Paper 8.7 14 1.38 1.34
342 Printing 9.7 15 2.39 2.44
3151 Industrial Chemicals 13,2 9 3.13 1.72
152 Other Chemicals 6.3 8 4.21 4.29
353 Petroleum refineries 2.0 9 9.61 T.11
354 Products of Petroleum

‘ and coal - - 0.28 0.52
15% Rubber manufactures 6.0 17 2.11 2.32
356 Plastics - - 1.36 1.54
361 Pottery - - 1.10 0.72
3162 Class 8.3 6 0.81 0.74
369 Other non-metallic 10.5 9 2.95 3.18
371 Iron and Steel 7.4 8 3.49 1.54
372 Non-ferrous metal 10.8 7 1.37 1.39
381 Metal products 7.4 13 3 86 . 31.63
182 Non-electrioal maochinery 10.1 12 2.4} 1.46
183 Eleotrical machinery 15.6 14 3.65 J3,16
384 Trensport equipment 5.6 4 3,60 3,96
185 Professional and

scientific equipment,
photo, etc. - - 1.31

t

12

Source: UNIDO's Industrial Development Survey (draft)
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the Pacific is heavily influenced by exports from Hong Kong. The observa-

tion that the manufacturing branches catering to basic necessities have generally
been slow growing is important since these industries account for an overwhelming
proportion of manufactured output; Dbetween 40 and 50 per cent depending upon
products included and method used in assessing the industrial structure. The
common trend towards an industrial structure relying heavily upon slow growing
basic consumer goods industries have important implications for future growth
prospects of industry in those countries and raises the general question of how
a basic needs approach especially in the low income countries can be made com—
patible with a growth criented approach towards industrialization. One aspect

is that higher growth of demand for basic necessities may be stimulated by
improved income distribution, product development and distribution, while asso-
ciated changes in the pattern of savings will affect industrial investment. The
most dynamic industries in the past appearing in Table 3.2, however, are found
in the heavy industries category primarily capital goods; consumer durables and
also intermediate goods. The relatively high growth enjoyed by most branches

in these categories and in particular electrical machinery is to a large extent
explained by the individual performance of Iran, the Republic of Korea and

Singapore.

3.6 The process of structural change within the manufacturing sector may be
analyzed in terms of the composition of manufacturing output according to end-
use. A country's ability to provide a widening range of manufactured products
either for domestic consumption or for exports, offer one measure of progress
towards increased self-reliance, attained through a more broadly tased industrial
sector and a more diversified trading pattern. Indications of a broadening
industrial base and greater economic self-reliance would generally be an increa-
sing share of the production of capital goods and consumer durables and also
industrial supplies and intermediates. The data in Table 3.3 shows no evidence
of such a trend in Asia and Pacific for the period 1965-1975 except in the case
of Singapore and the Republic of Korea where significant gains were made in the
producti on of these products. Both India and Hong Kong had already attained a
relatively broad industrial base in 1965 but a slight decline was observed in

the share of capital goods and consumer durables from 1965 to 1975.

3.7 In comparison with more advanced industrial structures, the developing
countries of Asia and Pacific are thus relatively underrepresented in capital
goods and consumer durables, such as engineering and related industries, non-

electrical machinery; paper ard paper products; professional and scientific
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equipment; iron and steel; transport equipment; electrical equipment and
plastic products. There is some evidence to suggest that underrepresentation
is, in the first instance, mainly due to factors hindering long production runs
while it c n be attributed, in the second instance, to a slow rate of technical
di ffusion. This general description of underrepresentati on, however, does not
apply to all develop®ng countries of the region. For example, in Hong Kong and
Singapore, electrical machinery assumes an importance similar to that in the
developed countries. Further, the transport branch assumes a relatively large
share due to the autonobile and skipbuilding industry in Iran, the Republic of

Korea, and Singapore.

Table 3.3 The composition of manufacturing value added by end-uce
in selected developing countries in Asia and the Pacific, 1965 and 1975

(as percentage of total MVA)

Mainly capital

Mainly conswr Mainly supplies goods and con- Other
Country non-durable and intermediates sumer durables manufactures
1965 1975 1965 1975 1965 1975 1965 1975
Hong Kong-v 32 41 35 30 27 23 6 6
India 9 7 39 41 29 27 23 25
Korea, Republic of? 14 16 3 1113 2% 19 27

Mayalsia

Peninsx’zla > 8 8 44 45 16 12 32 35
Philippines 14 20 29 25 10 8 47 47
Singapore 14 10 24 ' 20 32 50 30 20
Sri Lanka 23 21 30 31 17 15 30 33
Thailand 17 19 2l 23 13 9 49 49
Sample average 16 18 32 31 20 21 32 10

Sources: UNIDO Industrial Development Survey (draft).

5/Ma.inly consumer non-durables include the following ISIC categories: 322, 323,
324, 332, 342, 3522, 261, 390. Mainly supplies and intermediates include the
following ISIC categories: 321, 331, 341, 351, 352 less 3527, 354, 355, 356,

362, 369. Mainly capital goods and consumer durables include the following ISIC
categories: 381, 382, 383, 384, 385. Otrer manufactures include the following

ISIC categories: 31172, 313, 314, 353, 371, 372.
b/Value added refers to 1974 instead of 1975.

Note: Due to statistical consi leration certain consumer non-durables, notably
food manifactures, beverages and tobacco had to be included under other
manufactures.
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3.8 While embryonic capital goods industries are present in many developing
countries yet the general picture, apart from the exceptions noted, is one of
heavy reliance upon imports. Typically, the established capital goods industries
provide simple, made~to-order products for small enterprises in the field of

food processing, repaires, textiles, metal workirng, etc., while more sophisticated
capital goods are imported under the umbrella of favourable trade and investment

policies.

3.9 1In regard to consumer durables, some governments have effectively encouraged
the establishment or expansion of productive capacity by applying import restric-
tions and capital investment incentives. Only in a few cases, however, did

these measures provide sufficient impetus to the speed of industrialization. A
combination of middle income country with sufficient market to facilitate large
production series and the existence of backward linkage intermediate goods
industries capable of providing a proportion of the input required for the pro-

duction of durables seems to characterize the successful cases.

3.10 Recently, some Asian economies pursuing outward oriented policies have
encouraged the rationalization and expansion of their capital goods sector by

the adoption of mcre sophisticated technologies and products, in part as a result
of increased exposure to foreign competition. The lessons to be drawn from their
experience seem to be that the key to progress of the capital goods sector is
first and foremost a process of feed-back from technologically advanced compe-
titors and customers rather than the size of the domestic market. Increased
co-operation between countries of unequal level of development would thus appear

more promising than between economies at the same level of development.

3.11 Sustained industrial progress requires changes in the present pattern of
industrial specialization in Asia and the Pacific. In the context of the
aspirations expressed in the Bangkok Declaration it is important t. note that
those branches in which the developing countries of Asia and Pacific are currently
specialized do not promise to be dynamic industries in the future. The prospects,
however, appear to depend to some extent upon future policy approaches towards

the creation of new domestic demand. For the most part the brst prospects
would appear to be among the intermediate industries, engineering industrial and

e

i
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capital goods industries.l/ This would seem to underline the need for further

restructuring of industry in developing Asia and the Pacific.

IV. Trade and Industrialization

4.1 During the 1970's the developing countries of Asia and Pacific made sig-
nificant gains in manufactured exports. The :hare of developing Asia and the
Pacific in world manufactured exports increased from an average of 3.07 per
cent in 1970/1971 to 4.9 per cent in 1975/1976. The share of this region in
world manufactured exports is thus considerably higher than the region’s share
of world manufacturing value added of 2.5 per cent and also significantly higher
than any other developing region. The contribution of manufactured exports has
thus been vital to the industrialization process of Asia and Pacific and far
greater than in any other developing region of the world. Almost two—thirds

of total manufactured exports of developing countries (64.8 per cent) now
originate in developing Asia and Pacific as against around half in 1970/1971
(Table 4.1)

4.2 The progress achieved in manufactured exports has been reflected in all
major industrial branches. Table 4.1 shows that during the present decade
developing Asia and the Pacific increased their share of world manufactured
exports in all eight major SITC categories. In clothing almost one-third

(31.3 per cent) of world manufactured exports originates in developing Asia and
the Pacific and in textile yarn and fabrics one-seventh (13.9 per cent). The
corresponding share of other categories were as follows: other manufactures
(8.3 per cent); non-ferrous metals (5.9 per cent); metal products (3.5 per
cent); machinery and transport equipment (2.2 per cent); iron and steel (1.7

per cent) and chemicals (1.5 per cent).

l/ An examination of which industries tend to lead the growth process has been
undertaken as part of the UNIDO Industrial Development Survey. This analysis
does not refer to, but includes developing countries of Asia ard the Pacific.
Part of this analysis is summarized in Annex I and Annex II. For further
details reference is made to the Industrial Development Survey. An ex I
contains an analysis of growth elasticities for 111 countries classified
into four country groups at the ICIS 3 digit level (28 industrial branches)
for the period 1969-1973. The growth elasticity which relates per capita
branch production to changes in the level and per capita GDP is more
important in determining the production structure than the size elasticity.
The latter is an indication of the importance of the size of the domestic mar-
ket. For branches where long production runs and economies of scale are
crucial, size elasticities tend to be relatively high. Annex IT contains ar
analysis of income elasticites and estimates of per capita apparent consun-
tion at different levels of development for 34 industrial commodities.
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Table 4.1 8 £ develoni gia the Pacific in total

panufactured exports of world and of g-!g;ggi_gé countries

1970/71 - 1975/16

of developi Pacific in

World Manufactured Export Manmufactured Exports of
. Develoving Countries

1970/71 1975/76 1970/71 LYI5/10
= percentage -

Textile Yarn and .
Pabrics [SITC 65] 10.6 13.9 72.4 73.0
Clothing [SIIC 84] 18.8 il.3 90.2 88.1
Chemicals [SITC 5] 1.2 1.5 29.3 21.5
Yon=ferrous metals
[s17C 68] 3.9 5.9 14.1 2.8
Iron and Steel [SITC 67]1.1 1.7 31.6 S1.4
Netal Products
[8ITC 691-695, 698,812], 2.2 3.5 62.9 74.0
Nachinery and Transport
h\lipllnt [SI’I‘C 7] 009 2.2 ”01 65.4
Other Mamfactures & 5.2 8.3 64.3 5.3
Total Manufactured

Bxports 3.1 4.9 51.6 “08

Source : aAnnex III.

8/ other mamfactures in STIC [6 + 8] - [SITC 65, 67, 68, 84, 691-695,
698 and 812]
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4.3 The favourable performance of manufactured exports from developing Asia
and Pacific can be attributed to the success of a small number of countries.
Among a sample of 73 developing countries, seven developing nountries of Asia
and Pacific contributed more than half or 55.3 per cent of total manufactured
exports ii 1972 including: Poug Kong (19.6 per cent); The Republic of Korea
(10.7 per cent); India (9.5 per cent); Singapore (7.4 per cent); Pakistan (2.9
per cent); Thailand (2.7 per cent) and Malaysia (2.5 per cent). This group of
successful exporting countries of manufactures bears a strong resemblance with
the group of countries which achieved impressive rates of growth of domestic
manufacturing. All these countries achieved rates of growth of manufacturing
value added in excess of 10 per cent from 1960-1975. Rapid industrial growth
in developing Asia and Pacific has thus been confined almost exclusively to
countries with successful export performance. Basically in these countries
manufactured exports played a vital ."ole as a source of additional growth for
domestic industry; in providing forei ;1. exchange required to obtain the neces-—
sary capital goods and technologies to further the process of industrializationg
relieved some countries of the smallness of domestic markets and possibly
encouraged development along lines which relfect present areas of comparative
advantage. Experience has also demonstrated that the pattern of industriali-
zation can be heavily influenced by, but is by no means dependent upon, an
abundance of natural resources since trade in raw materials and semi-manufactures
can enable a country to overcome natural resources constraints. In developing
their manufactiuring export sector several developing countries have adopted
special incentives to export, exchange rate policies aimed at keeping export
prices highly competitive and macro-economies policies intended to provide

for rapid investment and export-led growth. There is some evidence to suggest
that changes in trade pattern of manufacturing may also be related to tre
development and direction of rather sophisticated and complex organizatioral

structures.

4.4 Despite the dramatic increase in manufactured export which occurred in many
developing countries of Asia and Pacific in some cases 40-50-fold (Singapore and
Thailand), only Hong Kong has an export surplus of manufactures with developed
market economies, while Singapore, the Philippines, Thailard, India, Malaysia anrd
the Republic of Kcrea all recorded net deficits in manufactured trade with the
developed market economies. lloreover, in all these countries the deficit has
increased substantially since 1964. The net effect of successful export expansicn,

though still limited to a few developing countries, has thus been closely associated
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with increased imports from leveloped market economies and on the balance
benefitted exporters in developed market economies as well. Thus, the suc-
cessful exporting countries are to a higher degree customers than comvetitors

with exporters in developed market economies (Annex V).

1.5 An analysis of trade by end-use in eight developing countries of Asia and
Pacific shows a general pattern of dependence upon imports for the main supply
of capital goods and consumer durables and upon natural resources related
activities in the case of production and exports. In Table 4.2 the dominance
of exports of "other manufactures" (43 per cent), high in natural resource con-
tent, is apparent except in the case of Hong Xong with a small resource base
and the Republic of Korea where domestic prccessing activities prior to exports
are considerable. The data also shows a substantial and encouraging increase
in the export of capital goods and consumer durables from 9 to 16 per cent, in
particular in the case of Singapore, Malaysia, Hong Kong and the Republic of
Korea, while in other countries this category is quite insignificant. Concomi-
tantly a significant decline occurred in the exports of intermediate, particularly
in India, the Republic of Korea and Sri Lanka though not in Malaysia. This
general decline may be due to domestic markets replacing foreign purchasers of

these goods.

4.6 The data further underlines the heavy dependence of Asian developin:
countries upon imports of '"capital goods and consumer durables", 38 per cent of
total manufactured imports, except in the case of Sri Lanka; and also, althcugh
to a lesser extent, upon "supplies and intermediates™. Increased domestic supply
of these categories of manufactured products appears to be an imoortant avenue for
further industrialization, in particular the latter group which requires less

sophisticated technologies than the former.

4.7 In evaluating the performance of manufactured exports of Asia and the Pacific
it is noteworthy that the achievements were in large part due to significant
improvement in the competitive position particularly in the case of machirnery

of transport cquipment; other manufactures; clothing; textile yarn and faorics.
On the other hand, the product composition of Asian manufactured exports made a
negative impact upon the export performance in the sense that exports were con-
centrated among product categories for which growth of demand was relatively low
during the 1970's, in particular textile yarn and fabrics. In contrast, exports
of the more dymamic product categories were negligible. lioreover, manufactured

exports were concentrated on export markets which grew relatively slowly. 'hile
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the competitive pcsition of Asian and Pacific courtries has thus inproved
significantly in recent years, the exports in which they specialize are not
products which have experienced buoyant world demand and their markets have
been growing relatively slowly. Increasing the present rate of structural
change in the manufacturing sector coupled with a fair treatment of market
access and careful selection of markets and products would no doubt improve

the prospects for growth.

4.8 1In 1973 the developing countries in general accounted for only 7 per cent
of the marufactured imports tc developed market economies and only 1 per cent
of the developed market economies'domestic sales of manufactured goods con-
sisted of products from developing countries. These figures would seem to suzgest
considerable possibilities for further expansion of manufactured exports to
developed market economies and serve to empahsize the presently marginal role
that developing countries play as suppliers of manufactured goods to these
countries, a fact which contrasts with many of the protectionistic fears being
voiced in the developed countries. Trade prospects will largely depend upon
the continued diversification of products exported and market supplied which
would depend upon continued changes in the structure of domestic industry in
developing countries. Continuous shifts ir specialization of exports among
developing countries of the region is taking place as a result of dynami ¢
changes in comparative advantages. A further widening and deepening of the
products exported and markets supplied seem in line with changes in areas of
comparative advantages usually associated with industrialization. A more di-
versified export pattern, as-a consequence of structural changes in domestic
production, show promise of integrating more closely the economies of developing
and leveloped countries. In such a trend towards increased interdependence,
the manner in which the interests of producers in the two economic groups are
tied through technologies, areas of specialization, cost considerations, market
conditions for products and inputs and pertinent policies become equally

important with the question of market access in influencing future development.
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V. Review of Industrialization in Selected Developing Countries

5.1 As presented in the Industrial Development Survey the following cursory

review of the salient features of industrialization in three selected countries,

India, the Republic of Korea and the Philippines, serves to illustrate the

observed trends and also to illuminate how resource endowments, market size,

etc., effect growth performance of industry and the choice of industrial policies.

The review reconfirms the observed trend regardirg the growth of heavy industry

and, in India, the associated growth of the public sector. Both India an}

the Republic of Korea have developed an industrial structure similar to that 1
of developed market economies. In spite of its fairly large market Korea's |
reliance on export-led growth has been somewhat unique; in both India and

the Philippines a new emphasis upon the role of domestic demand is noted,

while export policies remain important. There is a clear intention of the

countries to alter their existing pattern of industrial specialization.

5.2 1India's industrial structure, with a large domestic market, comprises a
wide range of industrial activities. The basic pattern of structural change,
begun in the 1950's and continued into the 1970's,.is an increasing role for
the capital goods inlustries which have expanded mainly at the expense of those
light industries which are agro-based. The production share of light industries
declined from 47 per cent in 1963 to 35 per cent ten years later. Thus, India's
stiucture, in terms of light and heavy industry, would be quite similar to i1e

average for developed market economies.

5.3 The performance of different sectors has been subject to considerable L
variation. Among the more dynamic products basic industrial chemicals, phar-
maceuticals, paper and paper products, engineering, silk and rayon textiles

deserve mention. Growth in basic industries such as iron and steel and cement
has somestimes lagged, creating capacity utilization problems and aggravating

the unemployment situati pn.l

5.4 Beginning as early as 1956 with the Industrial Policy Resolution of that
year, the Government's approach has been characterized by an emphasis on heavy
industries with a predominant role for the public sector. The significance of
State participation varied among sub-sectors from one of exclusive responsibility
(iron and steel, heavy electrical machinery, aircraft and shipbuilding) to that

of simply taking the initiative in the creation of new industries (machine tools,

y Government of India, Draft Five-Year Plan, 1978-1983, (Planning Commission,
Yew Delhi), 1978, pp. 184-186.
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chemicals, fertilizers, synthetic rubber, etc.). The development of industries

outside these two categories was left to the private sector.

5.5 Policy emphasis now seems to have shifted from heavy industry as the
prime engine of growth to rural development and small~scale industry. A large
number of products is reserved for exclusive manufacture in the small-scale
and cottage industries sector. Demarcation, controls and licensing are the

main instruments for achieving current objectives.

5.6 With regard to trade, 1licensing procedures and import formalities have
recently been streamlined in anticipation that accelerated industrial growth
and investment will result in additional imports. With certain exceptiocns -
in particular, engineering goods - the export performance of industry has
sometimes bee~ disappointing despite the high priority the field receives in

policy decisions.

5.7 India's export strategy has recently undergone some revisions. The pro-
minence of these policies, however, is not so great as in other countries which
is explained in terms of the export sectors’ relatively small share in GDP.l/

In an effort to make export opportunities more attractive without incurring
significant increases in domestic prices, several steps have been taken. These
include the extension of cash assistance to new product categories and more
generous import repleni shment licenses for exporters. Puture policy directions
are likely to emphasize employment-generating activities and technological
choices which are compatible with this emphasis. Production of these sub-sectors

will still be largely intended for the large domestic market rather than for
2/
export.

5.8 Among the countries reviewed here, structural shifts were by far the largest

in the case of the Republic of Korea. In 1963 light industry still accounted for

63 per cent of manufacturing value added; but, by 1974, the share had fallen to |
47 per cent. A further indication of the extent of manufacturing growth in tre

country is demonstrated by the fact that, in 1975, the sector's share in Korean

GDP exceeded the corresponding share recorded for Japan. In that year per capita

GNP was 3541, an intermediate income level among the developing countries. This

fact, coupled with the country's relatively large population, meant that its

domestic market size was certainly sufficient to accommodate industries requiring

economies of scale for efficient producti om.

y Fcr an example of the important, but limited, role in which export devel opment
is viewed, see the summary of the statement by the current Minister of Com-
merce on "India's "ew Export Strategy", India Abroad, 19 Ausust 1977.

2/ Government of India, op.cit., p. 186.
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5.9 Despite its relatively large domestic market, Korea's reliance upon
export-led growth is well known and somewhat unique among the countries
considered here. During most of the period shown, export expansion accounted
for 38 per cent of manufacturing growth while import-replacement contributed
only 2 per cen‘c.l Among all developing countries, Korea's manufactured
exports of engineering and metal products and textiles are substantia.l.g/
This export success is reflected in the relatively high shares recorded for

textiles, iron and steel, electrical machinery and transport equipment.

5.10 With such a heavy reliance upon exports, coupled with.the fact that the
major foreign markets are limited to a small number of developed countries,

the impact on the economy of the current world slump has been considerable.

Unlike some countries, Korea’s policy response has included measures intended

not only to reduce imports but also to further encourage the export drive.
Domestic tariffs on imported raw materials and intermediate products were

re‘uced to temporize the increase in import prices; price controls in the form
of "standard' and "ceiling" prices for many manufactured products were introduced;
trade promotion activities were intensified with emphasis on market diversifica-
tion and the Won was devalued. Import substitution measures have not been ignored,
however. These include the pr-.vision of financing on preferential terms for
exports using domestically produced materials (e.g. apparel made of synthetic
fibres rather than cotton or wool); restricted licensing of imports of several
types of machinery and an increase in the number of jtems subject to maximum

advance import deposit requirements.

5.11 Examining the three most recent Five~Year Plans, spanning the period 1962-

1976, a decreased emphasis on rapid growth has been noted. The major theues

carried through the first two plans have been summarized as an emphasis on manu-

facturing rather than agriculture, an emphasis on light rather than heavy industry, |
on labour-intensive rather than capital-intensive and a "specialized" (export)

rather than "integrated" (import substitution) products.3

y The reamining contribution to industrial growth (60 per cent) was provided
by domestic demand. See Charles Frank, Kwang Kim and Larry Westphal,
Foreign Trade Regimes and Economic Development: South Korea, (Columbia
University Press, New York), 1375, p. 95.

g/ For letailed figures see UNCTAD, "Review of Recent Trerds and Developments
in Trade in Manufactures and Semi-manufactures", (TD/B/C.2/190), pp. 31-33.

}/ Paul. . Kuznets, Economic Growth and Structure in the Republic of Korea,
New Haven, Yale University Press, 1977, p. 213.
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5.12 Tn the Philippines the shift in industrial structure has been relatively
modest, a slight decline in light industry's share from 62 to 61 per cent. The
relative increase in the importance of food products (ISIC 311/2) compensated
for the modest detline in several other light industry sub-sectors. The share
of light industry, while relatively high for a country with a large domestic
market, would be partially explained by the country's abundant endowment of

agricultural and forest resources.

5.13 In the past, the Philippine industrialization effort has been described

as one of traditional import substitution in final consumption goods as well as
extractive and agro-processing industries for export.—l/ Import-replacement of
non-durable and, later, durable consumer g-.ods set off progressive changes in

the traditional economic structure., At the same time traditional exports provided
the foreign exchange to pay for the intermediate inputs and machinery needed for
the growing production of consumer goods. More recently, a shift of emphasis

has occurred stressing the development of intermediate and capital goods for

the domestic market, coupled with the export of non-traditional memuf‘za,ctures.2

5.14 Tax exemptions or credits which serve as indirect subsidies have long been
a prominent feature of the Philippine industrial policy approach. Although it
is difficult to identify, by sub-sector, those activities which have benefitted
most from this programme, the most exemptions appear to have been concentrated
among heavy ,industries and light industries based on the country’'s abundant

resources. 2/

5.15 Most incentives focus on capital-related activities.il/ In 1970-1972, approx-
imately 80 per cent of the total estimated tax relief prcvided by the Board of
Investment took this form. HMore recently, policymakers have introduced modifi-
cations intended to favour employment-generating activities. Registered establish-
ments, for example, are entitled to deduct one-half of the cost incurred for

labour training from their taxable income. The Board of Investment also introduced

y For a summary of policy directions in the Philippines, see World Bank, The
Philippines: Priorities and Prospects for Development, (The World Bank,
Washington, D.C.) 1976, especially Chapters 8 and 9.

2/ Various studies have called for a reform in the tariff system as a first step
mounting an export drive. See, for example, John H. Power and Gerardo P.
Sicat, The Philippines: Industrialization and Trade Policies, (0xford
University Press, London), 1971, Chapter 6.

For a list of product lines exempted from taxes, see Ibid., p. 83.

These include, for example, reductions in transport duties on machinery,
compensating taxes on imported machinery, tax credits for locally produced
machinery, accelerated depreciation, reinvestment allowances, etc.

S
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the requirement, applying to many industries, that a new project should gene-
rate at least one job for every US 34,000 of imported equipment or, failing to
do this, the project must earn through exports within five years the foreign
exchange it uses in excess of US 34,000 per job created. Steps such as these
provide increased benefits to labour-intensive and/or export-oriented industries
although the main thrust of Philippine industrial policy continues to be aimed
at the enccuragement of capital-intensive activities among the heavy industries

sector.

VI. Industrial Growth Prospects for Developing Asia and the Pacific in the
Light of the Lima Target

6.1 To gain some insight into the dimensions of future changes in the growth of
world manufacturing and its distribution among developing regions, UNIDO has
undertaken an analysis of possible scenarios for the world industrial situation
in the year 2000 including the position of developing Asia and the Pacifig. These
scenarios are intended to serve merely as broad indications of possible direc-
tions and magnitude of change rather than projections and may also suggest broad
policy areas where adjustment pressures may apply. The many statistical and
econometric assumptions involved in this exercise are elaborated in full detail

in the Industrial Development Survey and are not discussed here.

6.2 The examination of industrial growth prospects and the derivation of three
illustrative "world industrial maps" ir year 2000 was based upon several com-
siderations which are briefly mentioned here. Firstly, it was kept in mind that
in the past the world industrial structure was able to accommodate significant
changes within a relatively short period of time (1960-1975), which suggests
considerable flexibility in the adjustment process. Secondly, the rate of
progress in the manufacturing sector is closely related to the level of develop-
ment. Typically the rate of structural change begins from a relatively small
share of manufacturing at low levels of per capita income; increases rapidly
over the intermediate income level and continues to grow at high levels of
income, albeit at a slower pace, as the country enters the mature or developed
stage. Typically large countries appear to reach a phase of rapid structural
change at an earlier stage of development than other groups, followed by small
countries with modest resources and small countries with ample natural endowments
and an industrial orientation. Small countries with a primary orientation
generally achieve a phase of rapid structural changes in industry at a relatively

late stage in their development (see Annex VIII). Finally, to take into account
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the interrelationship between growth of manufacturing and the development of
other economic sectors the "scenarios'" were based upon explicit assumptions
of growth of total GDP on the basis of which implied growth rates and shares
of manufacturing value added were derived.(see Annex IX).

6.3 The basic consideratio-s underlying the assumptions in regard to future
growth in the different economic groupings are as follows. In the devel oped
market economies there are reasons to expect that future growth will not match

previcus levels due to i.a. structural considerati ons and trends in savings,
investment and demand. 1In centrally-plarned economies the conclusion is
similar, though for different reasons; future growth of manufacturing is not
likely to match historical growth due to i.a. manpower con3iderations, shifts
in sectoral priorities and rising raw material costs. In regard to the
develooing countries the historical growth pattern was treated as a low;r
limit for manufaoturing growth until year 2000. The pa.co of structural
ch;xg:e_ih the’_mi.‘r;u—i'ucturlng sector has been found to be grea‘ceat over the
intermediate level of rer capita income, somewhers between 300 $ - 800 &
depending upon market size and policy orientation. Many of the low incomc
developing countries [less than 265 $] like Afghanistan, Burma, India,

Indonesia, Pakistan and Sri Lanka, where more than two thirds [68 per cent]

of the population of developing Asia and Pacific live, and also Bangladesh
for which lack of data, however, preclude a review, have not yet reached this
threshold. However, many may be expected to reach this threshold during the
next 25 years and the overall effect upon the region's growth performance
could bo.quite significant. Thus, a new era of greater participation by more
people in the industrial growth process in Asia and the Pacific may be

visualized.

64 The results of this e:xercise in terms of the three scenarios are summarized
in the following table and Fizure 6.1. The table compares with & stare of
developing Asia and Pacific in world manufecturing value added in 1976 of 2.5
per cent and an average annual rate of growth of manufactures of 7.7 per cent
(nistorical growth) during the period 1960-1975. 1In the following each of the
three scenarios is briefly explained.




-32 -

Table 6.1 Share of world industrial production in year 2000

Assumed GDP Implied annual

Developing growth rates growth of MVA

Developing Asia and the in developing in developing
countries Pacific countries countri es

I. Histor?cal 13.9 5.1 Historical 8.0
scenario growth rates
achieved

1960-1975

IT. Lima scenario 5.7 9.5 2 per cent 10.5
above his-
torical
average for
each coun-
try

ITI.High growth 23.8 7.4 2 per cent.above 10.1
s8cenario historical
average for each
country except
"exceptional
growth" countries
assumed to grow
at their his-
torical average

Source: UNIDO Industrial Development Survey (draft).

6.5 The historical scenario assumes a continuation of each country's past growth
rates identical with those attained from 1960-1975. Accordin- to this scenario

the developing countries would achieve a share of only 13.9 per cent of world

manufacturing production by the year 2000 while the share of Asia and Pacific
would be 5.1 per cent. The historical scenario is not to be regaried as a
realistic feasibility for the future but rather intended to serve as an illus-
trative case. Obviously the share of developing countries including Asia and
Pacific fall far below the Lima target, in fact this target requires a dramatical
departure from historical trends. A continuation of historical growth trends
would aggravate existing imbalances in the world industrial map. Host gains
would largely be eroded by population increases. The historical scenario thus
underlines the need for national and international action if such conditions are

to be avoided.
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6.6 In regard to the Lima scenario the assumption of a ore-per-cent drop in

the GDP growth rate of each developed country coupled with a two-per-cent

increase in the growth of GDP in developing countries would lead to a share

of developing countries of world industrial production of 25.7 per cent by the
year 2000 while the share of Asia and the Pacific would be 9.5 per cent or close
to the regional target of 10 per cent. The implied growth rate of manufacturing
value added for developing countries would be 10 5 per cent. These assumptions
would imply that world income and world manufacturing production would be somz=-
what less than in the case of the historical scenarios. The Lima scenario

appears to be extremely optimistic in terms of growth implicatiors for those
developing countries which in the past achieved "exceptional" growth rates such

as Hong Kong, Iran, the Republic of Korea, Singapore and Thailand. It is unlikely
that the exceptional growth rates achieved by these countries in the past can be
surpassed in the future. Thus the Lima scenario is regzarded as a maximum or
optimistic alternative and contrasts with the historical scenario which represents

a minimum or pessimistic alternative.

6.7 The third scenario, the high growth scenario, is like the preceeding

alternative, optimistic in its assumptions of income growth in the developing
countries. GDP growth in the develored countries is assumed to be one per cent
below historical levels. The exceptional growth achieved by some developing
countries in the past such as Hong Kong, Iran, the Republic of Korea, Singapore
and Thailand is assumed to continue in the future, while the remaining developing
countries will manage a two-per-cent increase in GDP rates of growth of above
past growth rates. The implied growth rate of manufacturing production in
developing countries would be 10.1 per cent. In this scenario the developing
countries share of world production would reach 23.3 per cent by the year 2000
while the share of South and East Asia would be lower than the Lima target,

7.4 per cent as compared to 10 per cent. Although this scenario represents

an optimistic illustrative alternative, the assumed rates of growth appear to

be more feasible gauged against historical performance.

6.8 The resultant per capita value of GDP and iIVA associated with the three
scenarios are summarized in Table 6.2. A comparison of the three scenarios
reveals that only in Scenario IT and IIT the gap in ner capita values between
the leveloped and developing countries would be reduced which underlires the
importance of departing from historical growth rates in the future. In recard
tc developing Asia and the Pacific the VA per capita wculd increasc from n25

in 1975 to 3124 in year 2000 in the historical scerario, 222 ir the Lina scenario
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and 3168 in the high growth scerario. Thus, in terms of VA per capita ir

year 2000 the Lima scenario and high growth scenario would be 1.8, respectively
1.4, the level to be expected from the historical scenario. The level of per
capita MVA in developing Asia and Pacific relative to the level in developed
countries would be 4.3 per cent, 9.3 per cent and 7.0 per cent in respect of

the historical, Lima and high growth scenarios. The historical scenario would
provide practically no improvement in relation to the situation in 1975. Viewed
from a different perspective, the level of per capita GDP and VA in developing
Asia and the Pacific in year 2000 would approach the ccrresponding level of
Latin America in year 1975 in respect of the high growth scenario an® exceed it
in the case of the Lima scenario., While the level of per capita VA in Asia and
the Pacific was approximately the same as in Africa in 1975, the prospects for
growth in Asia and the Pacific would appear to be significantly brighter than
for Africa and better than for any other developing region in the case of all

three scenarios.

VII. Summary of Implications for Industrial Policies and Strategies

7.1 1In regar! to the pattern and distribution of industrial growth the obser-
vations were made that the share of developings Asia and Pacific in world industrial
production is still modest and limited to 2.5 per cent; that the share has
increased more rapidly than other developing regions except West Asia; and that
the regional industrial structure is dominated by a few large countries. Indus-
trial growth has been spearheaded by a few rapidly growing economies primarily
pursuing outward locking policies and in these countries significant changes lave
occurred in the overall economic structures Moreover, industrial growth has
primarily been confined tc a few developing countries at the intermediate and
advanced levels of development, while industrial progress has been slow or
marginal in the lower income developing countries, below a per capita income of
$265, where more than two-thirds of the populatipn of developing Asia and the

Pacific live.

7.2 Sustained industrial progress requires changes in the composition of
industrial output in developing Asia and the Pacific. Branches of industries

in which the developing countries are currently specialized do not promise to be
dynamic industries in the future. Prospects, however, appear to depend to a large

extent upon future policy approaches towards new domestic demand. At the more



\

/

-137 -

general level the best prospects appear to have been among the intermediate,
ergineering and capital goods industries, whick would seem to underline the

need for further restructuring of industry in devel oping Asia and Pacific.

7.3 During the 1970's significant gains were made in manufactured exports,
primarily due to improved competitiveness and the regi on's share of world
manufactured exports reached 4.9 per cent which is significantly higher than
the region's share of world manufacturing value a ‘ded and also Significantly
higher than any other developing region of the world. Progress has been
reflected in all ma jor manufacturing categories, but confined to a limited
number of successful exporting countries primarily the more advanced countries,
where manufacturing exports have been vital to the process of industrialization.
The general pattern of trade in manufactures, which has benefitted exporters
in leveloped market economies as well, is still characterized by dependence“
upon imports for the main supply of capital goods and consumer durables and
upon industrial resource related activities for exports. Future growth pros-
pects appear to depend upon continued diversification of products and careful
selection of markets, which in turn would depend upon continued structural

changes in domestic industry.

7.4 Increasing the rate of growth of manufacturing value added ab ve historical
achievements is critical to the achievement of a higher share of developing Asia
and Pacific in world manufacturing value added by the year 2000. TIllustratively
it may be mentioned that if past growth rates were simply to continue and assumning
a slowdown of growth in developed countries, developing Asia and Pacific may only
achieve a share of 5.1 per cent in world manufacturing value added in the year
2000. If each developing country achieves a two-per-cent increase above threir
historical rates, the region's share may increase to 9.5 per cent. Since it is
unlikely, however, that future growth in "exceptional growih" countries like Hong
Kong, Iran, the Republic of Korea, Singapore and Thailand, can be surpassed in
the future, the assumption of a continuation of historical rates for these
countries combined with a two-per-cent increase in each of the Other developing
countries may lead to a share of developing Asia and Pacific in world manufac-

turing value added of 7.4 per cent in the year 2000.

7.5 The achievement of higher rates of growth of manufacturing value added in
the future, requires significant changes in the structure of production, in
foreisn trade and in industrial investment. 1In the past sisnificant impetus to
industrial growth came from external demand sources. ''hile external devang will

no doubt continue to play a vital role to further industrialization in many
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countries in line with dynamic changes in comparative advantages, the ma jor
impetus to industrial growth must necessarily come from new domestic demand
and import replacement in regard to the four key areas singled out by the
ESCAP Meeting of Ministers of Industry in November 1977, namely:
(i) the strengthening of linkages between industry and agriculture;
(ii) the development of small-scale industries and their li nkages
with large and basic industries;
(1ii) the orientation of industry to satisfy the basic needs of tre
poor; and
) (iv) the dispersal and location of industries away from metropolitan
areas.
A real yardstick of progress will, no doubt, be the performance of the low
income countries (less than $265 per capita income) where the ma jor part of the
population of developing Asia and Pacific so far has failed to participate in

the mainstream of industrial progress.
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