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INDUSTRIAL POLICIES, INCLUDING FOLICIES FOR THE
PROMCTION OF EXPORT-ORIENTED INTUSTRIES

Industrial Development: Problems and Issues

Note by the Cecretarist

I. RECENT TRENDO

1. There is nn longer any substantial controversy about the importance of
industrialization as the main long-run path of ecrnomic growth for the developing
countries. The difficulties of industrialization, however, are commensurate

with ite importance. The growth of the industrial sector in most developing

countries since the end of World War II has, it ic true, been substantial in
relative terms; thus of a wide group of developine countries for vhich reasonably ’
reliable infoiwation is available,-{/ nearlv four-fifths onjoyed a cumulative 1
annuazl rate of growth of manufacturing ocvtput of 5 per cent or more during the
period 1953-63; and in one-sixth of this cample, the rate was in the neighbourhood
of 10 per cent. Moreover, in gll these ccuntries the rate of increase in '
manufacturing output either matched or exceeded thst oo total output as given by
gross domestic preduct.

2. It must be acknowledged, however, that these high relative growth rates mainly
reflect cmall absolute increments on an initial low level. This point ie
dramatized by the experience of the country with the highest rate of growth of

manufacturing output - namely the Republi~ of Koren. Here r rhencmenal rate of

i/ Twenty-seven countries representative mainly «f latir America and East and
South-East Asia: see Table 1,
£5-06243 [eos
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TABLE 1. DEVELOPIN COUNTRIES: OROWTH OF NANUFACTURING um,-‘/
GROWIN OF OROSS DOMEBSTIC PRODUCT ARD SHARE OF
MANUPACTURING IN GROBS DPOMRSTIC mm.y/ 195)-1%)‘/
Annual rete of growth mncfmutwiuuﬂnl:/
s e
Skt Prafagt T _Ag-1963

Kores, RMepublic of 18.7 10.9 7 10 8
Ireq 12.0 6.% § 9 xl
China (Taiwen) 11.0 .e 15 )
Venesuela 10.; g.é lg 1% 1;
Ceylon .
e b T A

ilippines N
m;? 1. 6.9 21 zz ”n
Pakistan 1. 2.7 w 13 11
A.l.rh 7.2 ' 1“ se e
Nioaragua 1.1 b, 10 3 )4 §
Syria 22 s. 1; 1; 12
Kanys * .e
Colombia 5.9 h.S 15 17 l,g
Pedsration of Malays 6.5 [ W ] 1 12 1
Theiland 6.8 5.9 1 12 11
Pederstion of Fhedesia 65 5.8 10 9

and Nyasaland . »
Per» 6.3 5.1 g lﬂ 17
Bouador 6.2 ‘o“ ﬁ 1, 1’
Hoaduras 5.h 3.5 9 1) 1
Indie 5.8 }.z 16 19 17
Ugands 5.8 3. 1 1 7
Argentine 3.3 2.2 n b 9
Chile 2.7 2.9 17 1 Y |
Pareguay 2.7 3.3 16 16 16

£3, Sales Bo.1A4XVIL.8; e

SASAARAS 3
Satistisal TGN » halas

3/ Mates of grovth of aumfacturing output heve been calculsted fram data for valuws sbded ia

manufscturing in constaat prices. Por Chine (Teivan), Algeria, the forwer Pederstion of
Mhodesia and Ryssaland and Keaya, they hawe been camputed frem imiices of aaaufacturing
produciion.

Manufecturing industry 1ncludes forestry in Argentina; mining, eomatrystion, slestrieity,
gas and vater in Brasil sMd India; construstion in the Pederation of Malaya; electrieity and
gas in Nicaragus; mining and construetion in Paraguay; oil produetsd distridution in Ireq; and
mining, electricity, gas and sanitary servioes ia Syria,

y For Brazil, Chile, Indis, Pakistan and Syria, the data refer %o net demestic produet; for the
Philippines, they refer to net natienal rroduct.

¢/ For the following countries, the period differs fras that stated: Colombis, Honduras,
Nicaragua, Paraguay, Venczuela, India and Moroeco, 1953-62; Paru, 1934-62; Pederstion of
Malaya, 1956-61; Pakistan snd Al geriam, 195%-61; Ceylon, 1956-63; Federation of Riodesia,
1965.61; Kenya and Ugarda, 195k-67,

1/ The shures of manufseturing in Gross Domeatic Product have been calculated fram date for value
added in current prices, For the following sountries they have deen calculatsd fram 4ada in
o ne.mnt prices: Veneruela, Mexico, the Pederation of Malays, oM Guatemala.
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expansion of manufacturing activity averaging nearly 19 per cent per annum was
responsible fcr an annual increase of only 1.5 per cent in total cutput. This
experience, characteristic of most developing countries,g/ only emphasizes the
relative scale of the industrialization effort required of them to achieve
aiything like a significant impact on total output. The developed countries

in contrast have a far easier task; in recent years it required in many cases
only a 3 per cent increase in manufacturing output to achieve a 1 per cent
increase in total output. The reason for this is, of ccurse, that the size of
the industrial sector in developed countries is already large in relation to

the output of the econcmy as a whole, so that any increase in industrial
production has a substantial impact on total output.

3. One important implication of the contrast just noted is that if industry
were to expand at the same pace in the developing and developed countries, and if
their rates of population growth were identical, the gap in per_capita levels

of inccme between them wouli widen. Moreover, if, as expected, population were
to grow faster in the developing countries, this gap in inccme levels would widea
even more rapidly. The trend of recent years has been disturbing in this
respect. VWhile per capita inccme in the developed market econcmies valued in
1960 prices increased from $1,080 to $1,410, or at an annual rate cf 2.7 per cent,
between 1950 and 1960, it grew at only 2.2 per cent per annum in the developing
countries or frcm $105 to $170. That the per capita inccme gap has not beccme
wider is due to an essentially fortuitous circumstance, namely that the rate

of growth of inccme in the developed market econcmies has lagged slightly behind
that of the developing countries. This is the result of a variety of checks to
rrowth encountered by the developed market econcmies of a more or less short-term
and remediable nature, rather than of any massive effort of the developing
countries. The developed countries have in many cases come up against

obstacles to expansion either of a physical nature or connected with the
functioning of the internationel monetary system. As solutions to these problems
are worked out and a more dynamic pace of industrial advance is resumed in the
Jdeveloped countries, internsotional action will need to be addressed even more

urgently to the task of closing the gap.

Q/ In three quarters of the countries analysed the percentage increase in
cutput attributable to ranufacturing was less than 1 per cent. Cee Tatle 2.
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L. There is another important dicsparity between the experience of the
developing and developed countries. According to evidence avallable for certain
arcas, the rate of increase in employment in manufacturing in developing
countries - some ) per cent per annum in recent years - is only sufiicient to
atsort less than 20 per cent of the increase in their econcmically active
nnpulation.é/ By contrast, the same rate of expansion in manufacturing
employment vould absorb nearly the whole of the increase in the economically
active population of most developed countries. This contrast, of course,

again reflects the relatively greater importance of the industrial sector in
the economies of the developed countries. But it also underlines the magnitude
of the industrielizetion effort demended of the developing countries. Most of
them have insufficient arable land at their disposal to permit the productive
absorption of all available labour in the agricultural sector. This task of
absorption must therefore be undertaken by industry which cannot be said to be
performing its task satisfactorily when it provides employment to only a fifth
or less ol the addition to the economically active population. The remaining
four fifths when not visibly unemployed, must tend to swell the ranks of the

underemplayed Loth in the agricultural and services sectors.

National and International Action

r

D The obstacles to industrial development in the developing countries are of
iwo kinds. They may be divided into those that must be overcome mainly by

the efforts, at the national level, of the developing covntries themselves, and
tho:e which 2an be removed only by the concerted action of the world community
at large. These two sets of problems are, of course, interrelated. No
international action can be a subsiitute for those measures that have to be
talen by each country for itself, in its particular enviromn mt; thus a lack

of internal planning may, for example, be reflected in an apparent scarcity of
industrial projects that might qualify for international financing, or in a
relutively wmall scale of requests for technical assistance for the promotion

o0 taed stry.  Equally, etfforts by individual countries, particularly if they

b —" S i

]

i It Las been estimated, for example, that in the countries of lLatin America,

-

taken as a group, Lhe manufacturing sector has absorbed about 16 per cent
o the Increment of the econcmically active population during the period
1ohfer 0, Cee, United Nations, The Econcmic Development of Latin Americs
in the Post-lar Period (Gales No.: OB, IT.G.C).
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are small, may reudily be fru strated through the failure of the international
cemmunity to remove the bottlenecks arising out of the existing pettern of
{nternational interrelationships. The international community is cartainly

able to help the progress of industry in the developing countries through
concerted trade and aid policies. It is nevertheless unalytically convenient

to orgenize the discussion of the scope for national action separately from that
of international action, Accordingly, part II of this paper will be concerned
with the former, and Part III with the latter.

o

[ooo
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IT. NATIONAL ACTION

A, The Need for Programming

6. There is a broad measure of agreement that industrial programming is an
essential element in mbi;izing resources for industrial development. Recent years
have seen some narrowing in the differences between countries in the extent of
their government programming both for the economy as a whole, and for the industrial
sector in particular. The controversy is no longer one between the advocates of
administrative and centralized planning and those who would place primary reliance
on the operation of the market mechanism. A considerable area of common ground has
emerged. It has, on the one hand, been increasingly accepted that making the best
use of available resources may call for a purposeful co-ordination of efforts and
reconciliation of objectives, even within an economic system based mainly or
entirely on private enterprise. In particular, it has been recognized that even
the transmission of external assistance prc.supposes the existence of a national
economic plan with an ordered set of priorities.

T. The importance of planning in under-industrialized econcmies derives from the
fact that action taken in a particular field may, when the industrial structure is
still rudimentary, have important effects on the whole. Furthermore, the
possibilities for development in any one area may not only be invisible within

a horizon of individual action but may, even when known, depend on simultaneous
development in other areas, so that only a concerted programme, planned and
reasonably assured of implerentation as a whole, can promote entrepreneurial
activities in any particular field. Moreover, in conditions of economic under=
development, the material resources, such as capital, and the data and methods
both of & cummercial and technical nature which are accessible to private
individuals, are necessarily limited. This makes some measure of centrally
co-ordinated action, and some determination of priorities by a central authority,
almost inevitable.

8. On the other hand, those who once favoured the utmost centralization of
economic decision-making have now ccme to accept the need for decentralization in
4 complex process such as economic growth, and have even veered towards tue

reliance, within certain limlts, upon regulatory mechanisms closely akin to market

[oee
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forces, Moreover oftoato ris oo D s 1o reconcile the system of central
planning with the use of odeoote o prufit guximization in making & variety

of detailed decisions.
9, So far as the developiig ot t1i.or e concerned there repaing for the

present & wide ik of préctice wite vespect to the implementation of industrial
programming . The vruvalling iLetitutionsl frumework is characterized by the
combination ot pubii. wnd privests cturs in verylng proportions. The 1saues

of planning reliate eppentinlly 1o the nbisl in which the two sectors operate

to encourage or carry ot the process of industrial development, and the exteat
to which the Goveramout is prepuret or et to estai.iish a set of interreisted
{ndustrial targets, wwl fovmulate ami wvabiste industrial projects consistent
with the gcals to bLe achivved. s verivty of sub-issues arise in this connexion.
There is F£irst the problem of the relationship of industry to other sectors of the
¢conomy, in the contost of the over-ail national econcmic plen. within industry
broadly concerned, tiere is secoudly the problem of sllocatipg resources ae
petween different sectors and of the relationship of modern to traditional
industry. There 1is thivdly the probooa o vhoosing between alternative
techniques of protuction 1o cacti sootor. ihere is lastly the problem of deciding
what institutional stiucture is t.o oblal. in the industrial sector and how fer
planning is 1« intfluence the prevallios wig ot private and public sectors.,

16. It is clearly teyond {the ccop. of thiv paper to enter into & comprehensive
discussion ot @ll thuse 1obuesS. However, & attempt at outlining some very

general consideration involved dn cach i these areas will be namde.

B. The relationship of ipdustry to non-industriel gectors of the ecoRORY

(1)  Industrey und its infre- Lot

11. So far ac the fost o The doones Cnerated ebove is concerned, there is
1ittle dispute na i the neca Voo woeeoding high priority to the creation of an
iptra=stryncture diaay oo ride s Cor is tustrialization pf the developing
countrics .  Inopany of thoee, b v asdotoy dsoin s overy carliest stages, an
infra=structiure o tho oot b Late e . Assuming thet there are urbvan
compunt Uler e vhdin o ehouaa e et 4 labeur as well as a petential uarket

for certain Uopon ol medn Tule, vt oeay olill bo necessary to provide the

[oos
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necessary powver, transport and other fa.ilitie: eosei! i for lLudusteiad wrowth,
These constitute the econcamic fnfra=-structure in the «rrow sense, where
urbanization has to be accelerated, and where indust: sl growth i {inited oy

the avajlability of labour of the required mininal l- .=l of skiil!, the devel jpmnt
o1 the sociel infrea-structure may be neceswdry, {.=. 1= provision of housine,
health services, education, technical training, ~t-,

12, With regard to this last category of investment *'.re has in rocent years
been & Quite remarkable change in thinking., It was - .stomary to treat investaspt
in education, health, et.,, as consumption expenditure As contrasted with mope
productive kinds of capital investment. The i{n.licati-n was that & copcern with
economic development should emphasize the latta: type [ investmnt st the
expense of the former. It has, however, been in-reasing.y realized that there

i a feed=back process involved here apd that ir tie alrence of u certain minisus
level of development of the social infra-structure, & -cosllod rductive
investment might be frustreted throug declining efficlency. Ihis lilustemte

a theme whiclh recurs throughout the jproblem of industrial level- mut, neasely,
the conflict between short- and long-run choices,

(2) industry snd sgriculture

15. There is far less agreement on the relative importance of the prisary aad
principally agricultural sectors, on the one hand, snd industry, o, the otter,
though even these differences of view have perhaps marrcwed ({u recent yeacs.
Those who, in the past, were inclined to see the salvation of the developing
countries arising mai: y from the further exploitation of their apjarent static
comparative advantage:, that is, mainly from the growt! of the primary sectors,
have come to see that :ising productivity on the land is likely tc be jabour-
displacing and thus t« increase the need for alternati + induetrial employment
rather than reducing 1'. On the other hand, those vh. saw industrial develapment
a8 the spearhead of genc.ul economic growth are prepureod to peoognize that the
possibilities of developuw rt and the prosperity of th. {(ndustrisl sector are
closely linked to rising productivity and incomes it u ricnlture, For the iatter

not only must provide the nuin market for the product.. ¢ fndustry, + pecisily

in economies in which the | ;ulation is bound to renain raral for s still




Wit reble span of tie, tut aisc the sarfcultural surpluses necessary to

e tein intustrlsd Copansd ol imgt experience hag showh that when the
prterrosationshlps tetweel the two scctors are jeft to apontancous forees,
hive rEe leve loptents Ihy orouy and, baving ORC< reccige estallinheq, turn int
se piour tatacace on the path of vurther deve lopment. Thus {nfiation nay be the
popuit oA g TraRE r ircjustriel expansion unaccompenied by the menpures of
ipetitutinnel refors ir. the sgriculturcl gector that zay be required to stimilate
the tarm catput Jemanded by industrisl .abour. In many cases such gtructural
Ssrge andertaken alony with improvemente in techniques and organigational
Lrcudures cat diterele in entives that result in dremstic increasee i output
i cakiny o cmparatively glisnt derand on the limited resources of carital
mosiiable to wmost devidop ing scuntriea, However, deliberate ncasures Are alvays
necraciry to co-ordinate the development of the sgricultural and industrisl

cot Lo oo preveut thoedr impeding vach other, within a broad framework of

pationslly coneeived inter-sectoral relationships.

e The cwodoe of 4 ;gd,gst,rg

. ne oa suitetle relutionship has been established between agriculture,

Cotrnootiu ture ono o naustry, the next problem concerns the choice of industries.
L4 Jenst twe dnterrvinted lesucs may ve distinguished in this connexion. There
Lo tirst e guestion of the relstionship of new industry to the already existing
"traditionsl o industry.  There {s mext the problem of the aliocation of resources
Lo fhe werious seotors ol medern industry. The interrelationship between
Lo s g robdems steme, o1 COUrst, from the fact thet certa.n products of modern

it trmtitionel industrics are interchangeable,

code ) aiad traditiopal industry

SR R coo Yo phy g s depret of nttention to the traditional sector ie
Pond, v owith ooty cututantial increnses in cutput may be secured with
e . aniiono tment oo SCArce capital resources. This muy be achieved
t Gt et eean T productivity f trediticnal industries where
S T DRI TR (tute prent quantitative or qualitative clanges.

v o he Lo me the anand structur in the developing countries

LI
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does not undergo profound changes, the types of gocds produced by the
traditional industries may be sufficient to supply not only the existing
demand but slso a substantial increase if sufficient preductivity geins can

be obtained. If this can be done with relatively little investment of capital
it becomes a rational course to follow, for the developing ccuntrics cen devote

the limited rescurces in capital and high-level skills primarily to those

industries where traditional methods of production cannot be & substitute for

really modern industrial techniques.

16, A further consideration is that the neglect of traditionel industry in

an over=-all industrial programme may aggravete the problem of unemployment that

& developing economy hes to face. The creation of superior and ccmpetitive

moaern industry often tends to destroy traditionsl industries and the rurel

communities dependent on them, thus accelerating the drift tc the towns and

compounding the problems of urban industrialization. The long-run solution
is, of course, an adequate expansion of the capacity of mcdern industries.
It may nevertheless be necessary in a transitional period to provide for

sufficient improvement in traditional industries to enabtle them to ccntinue

functioning until such time as the change-over to modern industry cen be achieved

with & minimum of dislocation.
17. At the same time, the modernization of traditional industries and the

raising of their productive efficiency must not be confused with long=run

induatrial development proper., It would be errcneocus to suppose that the nore
dynamic modern industries ere likely, as a general rule, to grow out of improved
traditional industriesr. In most cases the transition to modern industry involves
not only quantitative urowth but also qualitative change. It is & well-known
fact that the major pr ilem of developing economies is industrial diversification,
not merely quantitativ. increases., Moreover, modern industry requires new types
of installation and equipment, as well as ready access to a varicty of supplies
and services. It should .t be forgotten that an vceonomic structure, once
developeu, hus a tendency ‘o perpetuate itself and this mey impede sny subsequent
changees that may be recuic ! in moving to & hipher level of inducstrial
tevelopment. Undue emphasi: on the traditional sector might therefore deluy

wany of' those thorcughgoin, tanges which are & necessary condition for achievin
&

sell=sustained econcmic grovi . in the long run.
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16, Abcve all it must be realized that only those traditional industries which
preduce & surplus over and above what accrues to the workers engaged in them,
make any contribution to over=-all economic growth. There bas scmetimes been &
tendency tc treat certain kinds of cottage industry as & necessary form of social
subsidy withcut preparing for the transition to more viable forms of production.
There may be & C85€ for exploring the potentialities of technologies that could
supersede existing unprof itable techniques of traditional industry, and that
cculd be accommodated within & rural environment. Advantage might be teken of
the experience of villaze based industry in such countries &s India and Jaren.
However, it is important to note that even in these countries, rural
industrialization has not teen conceived of a&s an alternative to urten factory=

pased industry, and it is the latter thaet hés provided the main impetus to growthe

(2) The sectoral sllocation of resources within modern industry

19. The historical experience of developing countries has an important bearing
on the nature of the choice that these countries may make regarding the sectors
of industry to be promoted. Lxcept in & handtul of relatively advanced
developing countries, industrial development has hitherto concentrated almost
exclusively on consuer goods industries, and producer goods industries are
conspicucus by iLeir sbsence. Thus the industry of most developing countries
is essentially & dependent industry = dependent in the sense that it relies on
external sources of supply for renewal and expansion. The dependence is even
preator vhore e newly—cstablished industries draw substentially upon imported
raw materials and componentse

oG, This has come about thrcugh & readily expleinable process. Starting out
trom an initial structure in which primary production predominates, end where
the derend for manutactures, principally consumer gocds, has been met in &8
rolatively high proportion by imports, there has been a natural tendency to
dire.t much oL the industrial development effort into import—substituting

Ceneulor e s dmdustricse This has especially been the case where

Ledus triadization hao been sccompanied by import restrictions imposed primarily
For tadonee of puyments cemsonse (nly in & second stage, when the development
{ onoune pooreds industries tulids up & heavy derand for imported capital goods,

[ooo
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does the need to conserve foreign exchange begin to lead countries towards the
establishment of capital gocds industries. FEven then the limited size of
dcmestic markets in most developing countries may impede the growth of capital
pocds sectors.

21, Impcrt substitution concentrating on consumer gocds is apt to meet with
sericus difficulties. In the first place, there maey be no long-term release
frem the balance of payments problem. Imports of machinery for the consumer
rocds sector will continue so long as a dcmestic machine-making sector is not
established. The new industries may alsc rely substantially on imported raw
materials and components. In some cases, in fact, the over-gll importegecnerating
effect may well be as great, even in the long run, as the import-substituting
effect., This is particularly apt to heppen where Governments seek to encourage
the production of domestic substitutes by charging low tariffs on imports of
raw materials, while imports of the finished gocds are subject to high duties.
Import substitution may then lower the price and increase the totel demand for
the product, so that total import requirements mey not be reduced significantly.
Thus, while the structure of imports may change = imports of finished consumer
goods being progressively replaced by imports of raw materials, components and
machinery = the pressure on the baslance of payments may scarcely be eased.

22. 1In the second place, there are very definite limits to the extent to which
import substitution can proceed, as will become evident when one considers the
course it usually tekes. As already noted, under the pressure of balarce of
payments difficulties, frequently created by the process of development,
Governments tend to impose heavy duties in an effort to restrict the imports

of commodities regarded as least essential to the economy. Generally, the
resulting high domestic prices of these commodities will make their production
advantageocus from the private point of view. Yet the establishment of such
industries may contribute little to over-all economic growth, while scarce
resources, in particular foreign exchange and skilled labtour, may be dissipated
on prcducts going into luxury consumption. In other words, the protection of
the domestic market and the incentive to local production may well be greatest

where the needs of the cconomy are least.

foon
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%, Thu there are cbvious dangers in sssuming toc readily that developing
countricc should corcentrate on the consuser gorde industries, and import all thr
ruchinery and equipment they require for this purpose. However, where domestic

war ote arc limited, develorment of intermediate and capital goods industries mRy
rall {or recional co-operation, notably in the form of co-ordination of investment
plan: accompanied by srrapgements for specialization and cxchange.

2L, Theoe problems are concidered more fully below. Even vithin a national
framewor . however, & beginning ought to te posrible, There are certain
guantitativcly not insiznificant types of engieering production that could readily
be established in developing countries. Such industries would encourage the
acquisition of those ckills that can be developed only by actual experience, and ‘
the d-velorment of which is an cssentisl part of the industrial growth process,

. The Choice of Techniques

55,  The theoretical literature on the choice of technigues has been concerned with
whether developing countries should prefer relatively capital-intensive or lsbour-
intensive techniquec of production in each branch of industry. Historically

speaiing, the proponents of labour-intensive techniques were the earliest in the

field, bacing their arpument on the relative sbundance of labour and scarcity of
capital in developing countries. The advocates of more capital-intensive

techniqu © have based tuneir rcane apainst this on the more favoursble implications )
for econcric prowth of these techniques ag compared with the labour-intensive ﬁ
aiterpative.

oG, There it little doubt that the issue {nvolved is a very real one and one on

which project plapners especially require expliclt guidance. The amount of capital
invested » enbodled 1n w technigue per unit of labour employed in operating it -

a conveniont woroing definition Af capital intens ity  may vary widely from

toehniow to technigque.  In woavin cloth, for exampli, there 1s 4 wide ranpe of

alteprnal v to choooe Uron vty ine from the threw shutt e hand loom to the
autor ot ie rower oo T t e ort there 1o a choleo betveen trainc, trucks and
et i rartings, between variou sinde of ploughs and tractors. and these
cxarc b 2L coasily be sultidpdiod
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{. The tecbnique to be preferred irn any given case depends partly on cconcmic

~riteria  and jartly on the ultimate objectives of policy, which in turn rest on

non-econori o value judgements. It appears that the degree of capital intensity
is not *he only factor to be concidered in the choice of techniques. Any given

technique i+ asgociated not only with a particular contribution to employment per

unit of investment in the technique (the reciprocal of capital intensity as defined
abve) but with a particular coatribution to total output and hence a particular
output per man employed in operating that technique. Any technique which wakeo

a hicher contribution to both total outpat and output per man is to be preferred "t
a:z being superior, irrespective of employment per unit of investment or the

degree of capital intensity. Converseiy, the technique which results in both

& cmaller total output and output per nan is to be dismissed as being inferior,
again irrespective of capital intencity. ‘
73, Thus a meaningful problem of technolcsical choice arises only when one |
technique yields a lower total output with a higher output per man and a higher

cayital intensity than another. In this case, at any given real wage rate, there

may be a conflicting choice between a relatively capital-intensive technique that

maximizes the surplus available for reinvestment - and hence for accelerating

growth; and a relatively labour-intensive technique that maximizes current

employment and cutput, but generates a sraller surplus and a lower rate of growth.

. It the objective of policy is to increase employment and output in the short
run, the labour-intensive technique is likely to be preferable. If, on the other
hand. the objective is the greatest long-run growth of output and employment, then
the choice may lie with the capital-intensive technique. The growth path of output
over time with a labour-intensive technique, though commencing at a higher level of
output, will generally be less steep than with a capital-intensive technique.
Until the paths intersect, the labour-intensive technique will necessarily yield
the higher aggregate outputs. But there will always be some period of time
thereafter when the aggregate output of the two techniques will have become equal;
from then on the capital-intensive technique will be superior in the sense of
rodueing o larger and increasing volume of output. The precise choice depends on
the  time preference of the community. Given an arbitrary planning period, the

rreferred technique becomes that which provides the larger aggregate output over

that, jperiod.
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zo.  ono irportant assumption underlying the foresoing exposition is that of
crneinnt returne to oeale In production.  in fact. of courge, there could also

be dimini-hine or increasing returns to seaie, which would affect the problem

o1 choice in particular cased. For example, even & thecretirally "supericr”
techniaue vey have tc be ruled out if it can only be uced sbove n rcertain ccale of
production which would not be justified by marret considerations. Thu: the range
of meaniniful choice may be considerably more restricted in practice than in theory.
31. A civilar narrowing of the range of reasible cholice becomes avident vhen

nne dictinguishes between basic or ".ore" processes and "uncillary or wuxiliary”
activitics cuch as materials handling, warehousing, pac aging, maintenance shops,
etc. The range of alternatives in the former may, for technclogical reasons,

be quite rertricted. There way, on the other hand, be considerably more
flexitility ac regards the latter operations.

70, The preceding discussion is based on the assumption of a perfectly elastic
supply of honogeneoud labour at the g'ven real wage rate. If, however, labour is
not howmosrneous, and particular sxillc are scarce. the technique which mAximizes
the rate of prowth will tend to be correspondingly more capital-intensive; and
the technigque which maximizes current output may even have to be ruled out

alto ether ay producing a loss. In other words, to the extent that particular
a-ills ar cearce in developing countries, there may be & clhse for moving to more
capital-intensive techniques, whatever the criterion employed.

5%, TIndustrial planning also needs to take account of the rise of weges over
Lime. This furniches a reason for the mdoption of rather more capital-intensive
techniques in chooring between alternative inds of durable plant expected to
vepain in operation for a relatively long period of tine. Per coptre in the

con truction phase of a proicct the cholee of technique is lesv material, In the
futur- life of, -ay, a factory bui lding it natters relatively 1.ttle whether Lt

win ecnctructed with more or 1oae eapital-intencive methodo,

AL, Tt i aluo necoscary to tace wecount o the ract that different typer of
varmﬁw‘WHWlHrﬂrwm[mqwmdthm {o copsume out ot protite. Labonr- intencive
fookntone - aee frequently accociated with nall-scale ectablishwenti - Aften fumily
ban i, Sl partnerohine - with oa relativ Ly Low propens ity toocaw cul of

S eecpendingety boworates of pewtt ot output.  Thi it be wriewed

’
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in the light of the characteristic imperfection of capital markets in moet
developing couutries, where investment is financed largely from savings out of
profite. oCmall establishments, if less well run, may also imply a lower
productivity per man for any given level of techniques. Thus not only it the
surplus a'ailable for reinvestment likely to b: larrer where capital-intensive
techniquce are ewployed, but the proportion of the available surplus actually
ploughed tack inte industry may tend to be substantially higher.

35. Thi- I not to say that the meximization of the reinvested surplus should

b. regarded ac the decisive criterion in all circumstances. It may be a matter of
frest urgency to sweep as large & proportion of the rurel population as pcrsible
into the o bit of the "pdvpncec" sector, as a way of relieving under-employment
and wretchedly ..v levels of living., To leave them to wait it out in the
"subsistence” sector until an "advanced" sector based on capital-intensive
techniques catches up with them nay well be beyond the capacity of govermmentc to
accowplish, It ic at this point that labour-intensive techniques become relevant
from th. ~tandpoint of generating areater immediate employuwcnt opportunities,
albcit at the cost of a diminished surplus; and the conscious search for islands
of quasi-iiodern industry may be undertaken within the subsistence sector itgelf,
36. One poscibie compromice between imwediate employment needs and long-run
provth poteatial might be to opt for the most capital-intensive techniques in the
capital pood: sector, with the highest growth potential (though there may be
substantially less scope for technological choice in this field as most techniques
may tend to be relatively capital-intensive anyway) while preferring relatively
more labour-intensive techniques in the consumer goodc sector. This, of course,
i3 not without itc dicadvantages on other counts. For instance the consumer goods
produced ray be of inferior quality when compared with those resulting from more
carital-inten ive techniques; and certein kinds of heavy industry may be ruled out
for reason:s connected with the limited size of domestic markets. There is also
the problem thet consumer poods that are produced with obsolete or obsolescent
techniquer rmay be less readily caleable in export markets. All that can be zaid
ut thi. very general loevel of discucsion {c that no universal formula for

te heoloyieal chindeo can be presceribed, and that the competing alternctives need

to bLe carefully examined in cach particular case.
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E. The Institutional Framework of Plan Implementation

37, The final issue - the question of the relative proportiors of the private
and public sectors - essentially belongs, so far &t it is an economic issue, to
the realn of plan implementation. Once a country has settled for itself the
broad strategy of industrial develorment that it intends to follow, and has
determin d the priorities of its various economic and social objectives, the
government has at its dispocal a variety of direct and indirect means for
promoting the achicvement of the industrial goals desired. Where principal
reliance ic placed on private initiative, chief importance attaches to the
expectations of entrepreneurs regarding long-term prospects for economic growth
in the couniry concerned. The task of the authorities may be of two kinds. They
may in the first place assist in creating those expectation: among entrepreneurs
which will e¢ncure that investment will reach the rate determined in the plan and
that it will be channelled in the directions considered desirable from the point
of view of the economy ac & whole, that is in accordance with the priorities laid
down in the plan.  In the event that private entrepreneurial action falls short of
what ic deoirel, the auestion arises of extending the spnere of direct public
activity.

33, Muny ;overnments use the treditional policy measures of a fiscal, [inancial
and morotary nature to encourege entrepreneurial activity 14 industry. The
succes: of & country in creating conditions favourable to industrial growth may,
however, depend on factors quite outcide the field of industr.al incentives,
narrowly considered. Such factors may range from the vigour with which the

reorrani ation and modernization of the rural economy are undertaken to the

cttectivenoa  of pencral povernment policies in mobilizing physical and financial
vooourcos tor development and in creating confidence in the economic future of
the counti . In the absence of such a favourable {rameworlt for industrial

dove lopront . particular incentives may entirely fail In th-ir objectives.

5 . o where the ceneral environment for Induetrial growth 1o favourable,
o Tderab b uneortainty exiats yecarding the extent to which the traditional
Gt ony e crtect ive dn accclerating the advance of industry. This 1is

b oon o thorournooine acpesstents off comparative experience in this field have
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have yet been made. It is frequently assumed both by governments and by their
advisors that tax holidays, liberal credit policies and lcw interest rates,
preferential exchange rates for certain purposes and other forms of fiscal,
monetary and financial incentives provide an important inducement to enterprise,
whether domestic or foreign. On the other hand, it has been suggested that in
many cases such devices as tax holidays have merely deprived governments of
revenue from enterprises that would have been set up in any event, because of the
underlying; profitability of the business operation in question. While the efficacy
of incentive measures is not to be belittled in certain circumstances, much more
evidence and empirical analysis are needed of the extent to which governments
ought to rely on them in their development efforts.

4O. It ic sometimes not sufficiently realized that even indirect policy measures
actually amount to the subsidization of certain econocmic undertakings in preference
to others. Vhere the industrial sector is not large, indirect measures of policy
ray in fact be tantamount to the direct favouring of specific enterprises. If
this were understood clearly it might often be found preferable to provide for
such direct support in a menner lending itself to proper quantitative evaluation
instead of adopting measures the direct cost of which is difficult to estirate and
the indirect effects of which can hardly be ascertained. All indirect measures of
support should, wherever possible, be of such a form as to lend themselves to
modification and termination when the need arises. Where direct contributions or
subsidies by governments are contemplated, it is important to establish not merely
whether the enterprise concerned can ultimately be expected to become viable
without continued assistance, but also whether the funds involved could not be
expanded to better effect in some other way. This requirement brings out clearly
the dangers inherent in indirect forms of support; for in these cases, it it very
difficult to estimate the cost of resources for which alternative uses could have
been found.

41. Therc is always the danger, moreover, that injudicious use of particular
incentives ray undermine the integrity of the tax system and the consistency of
the fiscal and monetary system; the government may be deprived of revenue which

could otherwise have been applied for development purposes; vested interests may
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become entrenched and may seek to uphold such concessions beyond the limite of
their useftlness in point of time or area of applicability; and a distortion of
income distribution may arise to the detriment of long-run development. While

fiscal incentives are useful and necessary in their proper field, their pros and

cons have to be weighed with somewhat greater care than is often the case.

42. Similar considerations apply to the use of special incentives to attract
foreiyn investment. It has been observed, for example, that the bulk of private
foreign capital flowing to Latin America has been absorbed by Argentine, Brazil
and Vcnezuela, even though these are rot the countries that have done the most to
create the sort of climate that is favourable to foreign investment, if these
conditions are defined in the narrow sense. The important thing seems t¢ have ii?
been that these were the countries that appearcd to offer the best long-run

cver-all srowth possibilities, and this factor was decisive despite the existence

of considerable uncertainties in come respects although, of ecourse, serious danger

of expropriation or of indefinite interruption of transfers of profits and

dividends would certainly create a strong discouragement.

43, Therc ic @& wide diversity of principle and practice among developing countries
regarding the boundarics betwecen the public and private sectors. It has

traditionally been assumed that the state should be responsible mainly for infra-
structure activity, leaving the tulk of productive and profitable activity teo

private entrepreneurship. A nuber of developing countriec have moved beyond this
concept. Many of them have given an exclusive franchise over substantial ereas of
heavy industry to the public sector. The rationale here is only a little removed

from that of the traditional position. For prolit prospects in some of these areas

may not be immediately attractive to private enterprise, while their present
development may be essential for the long-term growth of the economy. The question

has also been raised, however, whether the public and private sectors should

compete in currently profitable areas of ecconomic activity. On the one hand it has
been held that the public and private sectors should be complementary rather than
competitive, 5O that scarce resourccs coula be conserved. On the other hand, state
purticipation in certain types cf ranufacturing production may be & useful cheelt on

th 4ovelopment of private monopolies, which might initially arise in wany srcall

Juve Loping countriec. Morecver, the pecformance o public enterprise could serve

as o sulce to profitability and taxable capacities in the private sector.
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44, A number of countries go still further in considerinz that publi: =nterprise
is5, as a matter of political, econcmic and social policy to be prefer.sd to
private enterpriase, at any rate in certsain key sectors of the economy. The basic
issues here go beyond the purely economic sphere and as uch do not call for
comment in the present context. At the same time, it will be spparent that public
enterprise should, no less than private enterprice, be udged in terms of the
fundamental criteria of profitability, brosdly interpreted to include dynamic as

vell as static considerations, viewed in terms of the development of the economy
as & whole,
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111. INTHNATIUNAL ACTION

45. International action in the field ot induvstrial development may take the form
of regional cceoperation among developing countric. tr emselves and of co=operation

vetween developing and developed countrico.

A Co-operation between developing countries

L(. As already noted, the small size of domestic markets in develouping countries
sets fairly rigid limits both to the extent to which industrialization based on
import substitution cen usefully proceed, and alsc to the creation of viable
domestic capital gocds ipdustries, providing a vay out of this impasse.

'’ In cvercoming the e difficulties some of the newer developing countries may
be able tc prcfit from the experience of the pioneers. lhere past industrial
development hac proceeded through a process of import substitution behind excessive
protective parriers and has thereby estatlished for itself s high lcvel ot costs,
bresking out of the confine. of the dcmestic market becomes correspondingly
difficulte In latin Americen countries, for exsmple, wherc industrial development
has gon  somewhat further, on the average, than in Afrieca or Asia, the development
of indusiry within the watertight compartments created by high naticnal
protecticuicm hac given rise to serious problems of industriel stegnation and
decay in certaln sectorse This experience shculd prompt a recon. ideration of
1nhictrial development policies £0 as to teke into accoun' not only the dowmestic,
but al. ¢ tihe external market, and e.pecially the markets aveilatle in neighbouring
countries., -hat is needed is to promcte regional .pecializetion and cxchange with
a view t¢ re lizing the economies of scale not available to small developing
countric s acting independently of one another.

48, At cne time there was conslderable scepticiim about the establisnment of
custom.s unions or Lrec trade arcas anong tre developing countries tecouse it was
believed that cipce the ccopomies of theso countriec were complementary rather
tuan copotitive, {iscerimination apainct the out side world would e more likely

Lo oult in trade diversion rather than trade expunsion. Further ¢ .perience and

Cxaminaticn of the protlet, however, nave supgested that the mo.ot important
flectn o1 the econ lo dntegy ticn of a yroup of countrics may be the dynamic
e o= thoodmpact on o investment and the rate of groviie It 1. believed that
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the prospect of access to region-wide markets would induce entrepreneurs to invest
in substantial new enterprises which they would not have regarded as feasible

within the narrower confines of national markets. &+t the same time, industries

nov operating at less than their optimum rates of utilization would be able to
expand thelr output and thus reduce their costs in providing for the needs of
broader markets, and opportunities for specialization between firms in the same
industry would alsoc be enhanced within the context of a multinational market.

49, The effectiveness of regionsl programmes of economic co-operation may depend
not only upon measurcs to reduce mutual trede berriers but alsc on efforts to
co-ordinate investment progremmes. Once nev industries are established under
cover of protection, without regurd to parallel activities undertsken in
neighbouring countries, it becomes difficult subsequently to arrange for the

opening up of region-wide markets through = reduction in regional tariffs and
quantitative restrictions. Exchanges of information on investment plan. and,
where possible, efforts to achieve consistency in such plans, may therefore be |
of considerable importance in any programme of regional integration. !
50s. It may alsc be important to seek the agreement of the members of an economic
grouping on a distribution of industry policy. In view of the well-knuwn tendency

for new industry to gravitate to the well-established production centres, the

less developed countries in a grouping may tend to get leses than their fair share

of the industrial benefits of integration. If some means were not found of

maintaining a reasonable balance of growth opportunities as between the various

member countries, some of them would begin to question the usefulness of the

integration progremme in their own national context. It is for thise reascn that

Joint action may be needed to draw up and implement a distribution of industry

policy providing for satisfactory avenues of growth for each country in a grouping.

51. Vhile the long=-run effects of regional economic co~-operation smong developing
countries may be profound, the contribution of such co-operation to the solution

of immediate problems may be more limited. These problems result from the fact

that the expanelcn of exports of primary products has been too slow to permit

developing cocuntries to finance from the proceede of those exports their

requiremcnts for imports of raw materials, intermediate goods and manufactures

necessary for their development. VWith few exceptions, the growth of demand for
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prirary products has been sluggish, since demand for most of these commodities is
relatively unresponsive to increases in income in the major markets. At the same
time, there are factors that, unless offset, tend to bring about secular declines
in the prices of primrary commodities relatively to finished nmanufactures.
International action is needed not merely to degl with problems of primary product
trade but also to provide an additional source of export earnings for developing
countries through expanded exports of manufactures to the industrial countries.
Such an expansion of export earnings would enable the developing countries to buy
the capital goods and machinery which they must have for economic development. An
expansion of the trade of developing countries with one another cennot provide N
them, in advance of industrial development itself, with goods of this kind. One i’i
of the nain problems of industrial development consists precisely in the fact that
the developing countries at their present stage of industrialization lack the
capacity to produce cupital gocds on a scale commensurate with their development
requirements. Greater economic co-operation and trade among the developing
countries is thus only & rartial _olution for the problem of their dependence on
imports from developed countriese There is today only limited scope left for
triangular trade flows by which one developing country could cover a trade deficit
with the developed countrie: through a gnrplus with other developing countries
which enjoy a trade surplus with the developed countries. In any case it is, of
course, not possible lor all developing countries taken together to finance their
imports from developed countries in this waye l
52, Moreover, SO far as the short run is concerned, the rarket potential in trade
among developing countries is only a srall fraction of the enormous market
opportunitie. available in the developed countries, and will remain relatively
limied even if econcmic co-operation among developing countries and their

economic development proceed much more rapidly than Litherto. This may be seen
from the fact thot the consumption of ranufactures in all developing countries
combined is equivalen: to only 10 to 15 per cent of that of the developed countries.
Thus an increase 1n export.s of manufactures that would ve very large in relation

te the current level of expcrts by develcping countrics, would be extremely small
in relation to the con. wiption of ranufactures by the developed countries. As was

pointod cut by the ecretary-Gineral of the United Nations Conference on Trade and
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Development in his report to the Conference, the increase in exports of
manufactures from developing countries that would be necessary even il one were
to assume that half of the trade gap of the developing ccuntrics in 1970 would be
filled by such exports, would represent only some 4 to 5 per cent of the total
increment in the consumption of manufactures of the developed countries from 1961
to 1970,

B. Co-Operation between developing and developed countries

53+ It follows from the preceding discussion that economic co=operation and
integration amcong developing countries cannot he regarded as on alternative to
widening the access of the developing councries to the markets of the more
advanced parts of the world, either from the standpoint of quantitative effects
or from the point of view of the qualitative role fulfilled in the process of
development by an increased exchange of goods with the developed countries. In a
sense it may be saild that such integration, where it can be achieved, m:y itself

be an important mesns for increasing the obtainable productivity levels, and thus

the export caracity of the developing countries and may thereby increase the flow

of trade with the advanced countries.

54 It is therefore important for the world community to think in terms of = |
progressively evolving international division of labour in which the developing |
countries will be able to play a growing part in the manufacturing sector. It ha:

long been apparent that the traditionel forms of specialization between the

developed and the developing countries, involving the exchange of manufactures

ageinst food and ravw materials, have been becoming more und more unsuitatle {or -
the needs of a world-wide advance in the level of economic development. Indced,

the conventional lines of demarcation between primary commodities and menufactures

have lost much of their relevance in this traditional divisicn of labour between

these groups of countries. As agriculture and mining have become increasingly
industrialized, the former comparative advantage of the developing countrie: in

these activities has been eroded. The most highly industrialized economy in the

world = that of the United States = is also the one in which wgriculture has

undergone the most sweeping technological revolution; and it may well be that the

United States has a comparative advantage in the production of food 1elative tc
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nany developing countries., Similar considerations have shifted the order of
preference of the primary as compared with gecondary sectors, when looked at

from the staidpoint of the developing countries and their need to save capital.
Certain types of primary production heve emerged as relatively capital intensive
and may thus no longer hold out the same advantage as they were believed to

pave had in the past for the developing countries. Experience in 8 number of
countries seems to indicate that the gains in productivity which can be achicved
by expanding the manufacturing sector may bve greater than those which can be
obtained by increasing the output of primary producte. From 8 dynemic point

of view, therefore, the developing countries mRy have a marked comperstive
advantage at least in certain sectors of manufacturing activity. ‘“hat appears ‘);
to be needed 18 8 nev division of labour in which certain types of primary
products and manufectures would be produced to the greatest advantage by the
industrially developed countries, while & growing role in the prcduction of other
types of gocds, whether primary or menufactured, would be fulfilled by the less
developed countries. It is reasonable to assume tbat one of the chief criteria
for this division of labour would be not only natural endowment, but, to an
increasing extent, the level of technology end skills available and the rate at
which they cen te increased.

55, But if new forms of specialization of this sort are to develop smoothly,

it is obvicusly neCessary that they should be foreseen and that appropriste
adeptations should be mrade by both adeveloped and developing countries alike. ‘
The latter, tor their pert, would have to be ready to take advantage of new

market opportunitics for exports of menufactures: it would be necessary to study
the experience of countries that have already had scme success in promoting

such exports, &and adapt that expericnce to the particular situations of individual
countries. Above all, measurcs weuld nave to be devised in rountries which rely
primarily on private initiative to overcome the reluctance of individual
cntrepreneurs to asaume the risks of producing & relatively hiugh proportion of
their output for shipme nt te foreign markets. On the other hand, the industrially
developud countrics woudd increasingly have to accept the idea that progressive
shifts in the structur ot international trade are becoming necessary a8

industrial technology is ucgimilated bty the developing ccuntries. For some
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considerable time, as the less developed countries advance up the scule of the
industrial arts, the more highly developed countries would remain ahead, seeking
always to trade the products of their more advanced skills and techniques against

the simpler ones embodied in meanufactures prcduced by the developing countries.

The long-run objective would, of ccurse, be the ultirate disappearance of the

gep in technological levels and incomes between developed and developing countries.

e

56. As the achievement of thet objective is approached, the flows of trade
between different parts of the world will increasingly be based - as is, in fact,

already the case in trade among developed countries - upon specialization and

competitive exchange among broadly similar industriael structures rather than
}3 ;\ upon exchanges of a complementary nature.

C. The transition difficulties and the ad justments required

57. The adaptation may involve short-term diffiqultiés for a few domestic
industries in the developed countries, and time and patient effort mey be
required to permit the necessary adjustments to take place. Assistance from
Governments may also be needed to facilitate the transition in order that
capital may be redeployed and labour retrained. But from the long-term
viewpoint, such a dynamic adaptation is 28 much in the interests of the developed

as of the developing countries. Experience shows that the export industries in

the developed countries are generally those which progress fastest and pay the

highest wages. In the United States, for example, it has been shown that the
average hourly wage paid in ten leading export industries in 1958 was $2.43 ’

while in the ten industries where the volume of imports was greatest, it

was $l.87.y It would therefore be edvantageous for the United States, as well

as for other industrial countries, to encourage & larger flow of imports of

manufactures from developing countries in the knnwledge that the latter countries

would use their earnings to buy additional products of the export industrier of
the industrial countries. j

4/ D.D. Humphrey - The United States and the Common Market (New York) 1962,
page 127,
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c¢e It is frequently taken for granted in the developed countries that the low
~ages paid in developing countries give them a decisive adven.age in the labour
intensive industries. The case of textiles, where the combination of cheap labour
and mcdern methcds appears to have given certain of the developing countries a
very strong competitive position, is assumed to be typical of a large sector of
manufacturing activity. This example is, however, far from typicsl. The general
rule is, in fact, precisely the opposite = namely, that the advantage of cheap
labcur, if that is the factor upon which the industry relies, is much more than
offset by low prcductivity or by the tendency for other costs to be considerably
higher in under-developed than in developed countries. The very fact that wages
are high in developed countries end low in developing countries is itself a ‘}
reflection of the superior productivity characteristics of the former countries.
5), Far from posing & competitive threat to the industrial ccuntries, producers
in developing countries usuelly find themselve; at & cost disadvantage and it is
this fact that jrovides the reticnale for infant intustry protection in the

latter countries.

60. For most menufacturing industries, it is probably true to say that even
under conditions of completely free access to the m.rkets of the developed
countries, the produccrs in developing countries will find themselves at &
competitive disadvantege for scme time to ccme. If these disadvanteges are
compoundcd by trade btarriers of various kinds, the obstaecles to such exports

may becom insuperable. '
61. The hiph luvel of industrial costs which 18 typical of most developing
countries also creates severe problems in the determination of an exchange rate
which will equilibrate foreign trade without deterring the expansion of
papufecturcd cxports. It has to be torne in mind that the exchange rate of the
typical developin,: country necessarily reflects the level of money coets of
production in the primary seetors of the econcmy and not in the manufacturing

sector:  ror oo aons ue prinary preducts provide much the greater pert of total

exports and su Lo as the bulk of such preducts is intended for exports rather
thur, for hore consung tion, competition will ensure tnat at any iven rate of

exchange, the mon v ocoste off primary rreducts in terms of Jdomestic currency will
correspomd tadrly clesely te the loeal currency equivalont of the prices ruling
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in the world market. The exchange rete so established will generally overvalue
the currency with respect to menufactured product., whether intended for the
domestfc" market or for cxports.

62. This is the basic justification of the now universally accepted principle
that an under=dcveloped country needs to protect its manufacturing activities
from forelgn competition by restricting imports in some vay. Unless the
difference between money costs and oprortunity costs in menuiacturing ere
equalized by tariffs or subsidies, it is 1mpowsibie to secure the best allocation
of resources, either Trom the paint of view of & particular country or of the
world as a whole.

6%. It is less generally récognized that this 2Bp between woncy costs and
opportunity costs creates a problem not only &c regards competitien in the
domestic markct, but also in the field of coumpetition in foreign murkets. A
rate cf cxchange that would make it possible for a developin, country to gain
export narkets for manufactures would consideruably undervalue the currency in
terns of the prim&ry commcdities that form the great bulk of its exports. If
such & rate were adopted, the rise in export procceds, in terms of the domestic
currency, woald generate an inflation of domestic costs and prices that would
pneutralize the initially beneficial effect: of the exchange rete on the
prcfitability of exports of menufacturec.

64, It is thus seen that the infant industry problem long recognized us far

as import substituting industries are concerned, presents itself in a similar
form in connexion with export industries. The difficulty here, however, is that
while the use of tariffs and other devices for the protection of domestic
industries has gained wide acceptance, equivalent measures for the protection of
infant export industries are much more controversisl. Part of the solution to
this problem ie being sought through the request that the developed countries
grant preferences to imports of manufactures from developing countries. While
helpful, such preferences could only equalize the opportunities availeble to
ranufacturers in the developing countries and those in the developed countries
granting the preferences. It could not fully make up for the disadvantages that
result from the under~-development of industry. For the latter purpose, special

aid to developing countries will be needed to uaeke their industries viable, and
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in the short run, other devices may have to te explored, possibly including
ppecial subsidies to export industries.

65, While the inward=iooking character of industry in many developing countries
has been enccuraged by the obstacles encountered in external markets, efforts

to remove such obstacles should go hend in hand vwith a redistribution of empheasis
between import substitution and export promotion. Not only mey an industry that
beoing by producing for the local merkct branch out into external markets as
soon &5 it has pained the necessary experience and has taken the trouble to make
foreizn contacts, tut the course of industrial development can also be set in

such & way 85 to provide sufficient incentives for entrepreneurs to venture ianto

xport markets .

. inee the developing countries can never become self ~supporting at & high

rate of prowth if they do not create new capacities for the export of manufactures,
technical assistance and econcmic aid should be directed in a more conscious

panner towsrds this objective. The question has been raised whether sufficient
emphasis has been given to industrisi development in the context of existing

gid programmes. n the other hand, it hac been suggested that there are fewer
suitatle industrial projccts available than there are national and international
regcurces tc finpnce them, and that in the technical assistance field likewise

Gove rnments have been slow in evaluating their own needs. There is no doubt &
peat deal of truth in both contenticns, and & new mcmentum is needed in assisting ‘
developing, countries tc determine vhere their best industrial opportunities lie,

te mobilize the capital and skills required for taking advantage of those

opportunities, sud to prepare projects that would attract the necessary financing.
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IV. CONCLUSION

67. 'This paper has ranged over a fairly wide territory and has sought to focus

attentip? only on some of the problems and issues that have to be faced if

industrislization 1s to be accorded the kind of priority that is now universally

agreed upon.

8. Perhaps the major conclusion that emerges frcm this survey is the vital

need for a reconsideration in depth of the industrial division of labour between

developed and developing countries. Familiar controversies thrown up by the i
traditional division of labour have lost scme of their sharpness in the light |
of the discussion of rccent years. As issues have gradually been clarified, it
has become increasingly avparent that what were previously diverging points of
view have come together on much more ccmmon ground than might have hitherto
seemed possible. This is particularly true of the controversies regarding the
relative roles of industry and asgriculture, of modern and traditional industry,
of' capital goods and consumer goods, of capital-intensive and labour-intensive
techniques. This is not, of course, to suggest that all controversy has been
resolved. But sufficient headway has been made to bring about universal agreement
that national and international policies should be directed towards

" .. amodified international division of labour, which is more rational

and equitaeble and is acccmpanied by the necessary adjustments in world

production and trade." 5/
69. The work that lies ahead in achieving this objective will involve both the
identification of the best approaches to industrial development in the
developing countries and concerted planning for consequential adjustments in
developed and developing countries alike. In this field national and international
action are equally essential and mutually supporting. Industrial growth in the
developing countries can be stepped up only if these countries plan for the best
use of their resources in the light of available markets - national, regional and
world-wide. And a new division of labour can be achieved with a minimum of
dislocation only if the world ccmmunity as a whole takes deliberate steps to
facilitate adjustment, thereby creating conditions for a general advance in living

standards in developed as well as in developing ccuntries.

Q/ Proceedings of the United Nations Conference on Trade and Development, Vol. I,
Final Act, paragraph 5.









