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SECTION 1 : INTRODUCTION

It is painfully true. The least developed countries (LDCs) have
been long neglected to the point that their life borders on a sheer
struggle for subsistence. Helping the Third World and LDCs in
particular head off disaster is not just a humanitarian ideal but a
matter of reality, and "a programme of survival" for mankind as put
forward eloquently by the Brand Comissicnl:Bj .

Despite the diversity and heterogeneity of the LDCs in terms of
their different approaches to development, different degree of openmess,
and resource endowments. they all share a common grim reality.

They teeter precariously between subsistence and disaster. Their

frazile economies are continuously buffeted with dangerous currents of
gyrating international market forces which are beyond their control.

Their zrowth performance has steadily deteriorated and the flows of
external resources from the international community have been progressively
eroded by callous apathy, worldwide inflation, and unfavourable terms of
trade in the 1970s. Their prospects loom even grimmer, unless urgent
measures are taken now to arrest this drift toward calamity.

This paper sets out to search a viable strategy of industrial
development for small LDCs. The geégraphical focus is on Africa where
a predominant number of the LDC groups is concentrated. Furthermore,
the study concentrated its attention on a subgroup of the LDCs which
ic characterized by relatively poor resource endowments and small
population, say less than 7 million, and analyze many of the shared
problems and choices encountered by these countries in their drive toward
industrialization.

Our concentration on small LDCs does not purport to exclude the
problems of large LDCs from the domain of our preoccupation. Indeed,
they are equally serious. Yet our selectivity arises not from the
relative importance of their problems but from a methodological necessity
to distinguish between small and iarger LDCs based on the size of
potential domestic markets which will in turn circumscribe different
development options and different industrialization strategies.
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Undoubtedly, LIX.s are still at the embryonic stages of develop-
ment and the problems of industrialization confronting them are
particularly pressing and formidable. Only recently, the internat-
ional community has begun to recognize fulily the staggering magnitude
of the problems facing the LDCs and has decided to make special
efforts to solve them. In particular, at its thirty-fifth session,
the UN General Assembly has formally declared the problems of the LDCs
as an essential priority within the New International Development .
Strategy (NIDS) for the Third United Nations Decade and had adopted a
special programme of action for the 19805.31 In parallel to the prouwinent
attention given to the LDC problems in the NIDS, UNIDO has been making
equally energetic efforts to confront the LDC problems in the context of
industrialization with a sense of urgency and these efforts have resulted
in the formulation of a programme of special measures for the LDCs in the
New Delhi Conference and the programme wus subsequently reaffirmed by the
Industrial Development Board at its fourteenth seésion.zj

) The LDCs as a whole are economically weakest and poorest countries
among developing countries (DCs) with the most formidable structural . |
problems. The fragility of their economies manifests itself in low 'f
incomes, low productivity, scarce skills, weak technological capacity
and know-how, and virtual non-existence of physicel and institutional
infrastructure. Despite the fact that the small LDCs ‘share their
common problems and issues with their large counterparts in many
respects at the early stages of industrialization, one fundamental
difference betwesen the two groups, namely the size of a country,
becomes critically important in mapping out & viable strategy of
industrial development at the early stages of industrialization and
may call for a different analytical framework for each group. This is
because industrial development options open to large LDCs on account of
the small size of tneir domestic market and consequent limited
opportunities for exploiting economies of scale. °

1/ Paragraphs, 136-146, International Development Strategy for the Third
United Nations Decade, thirty-fifth session, UN General Assembly,
A/35/464 (23 October 1980)

2/ UNIDO, ID/B/C.3/100/Add.5 (22 August 1980)
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The importance of making analytical distinction between large and
small developing countries has been abundantly underscored in the
literature of economic development in recent times. For instance, Kuznets
[:15, p.90:1stressed the need for devising "variants of a theory oi econcmic
growth for the many small national units different from those for the few
large ones". Demas[:B, pp;39-42:1echoes the same view that traditional
theory of economic growth based on a large closed economy is not
applicable to the problems of smail DCs and hence it is important to
"differentiate sharply between the growth process in a large closed
economy and in a small open economy'. Chenery and Taylor[:6, p.39£]
noted that large countries tend to industrialize earlier than small .ones
because of economies of scale shifting their comparative advantage
toward industry, although the importance of this effect may diminish
as incomes rise, and it may be ultimately more than offset by greater
exports of manufactured goods from small countriec. Kessing and Sherk
[:11, p.961:]undetlined major advantages over small countries in mamufacturing
enjoyed by large countries and pinpointed size effects as a most important
determinant in the case of capital goods industry.

In essence, there exists a strong theoretical and empirical validity
for the methodological differentiations between small and large LICs
in formulating a viable strategy of indusntrislization, since large LDCs
have a potencially-large industrial market which may pér-it an inward-
looking industrial development strategy, producing a broad range of
manufactures predominantly for domestic markets, whereas small LDCs
may have to rely more on international trade for their industrializationm.

Small LDCs have many similai initial conditions and shared problems,
although their policy response to such conditions and problems may vary
appreciably from country to country. Table i provides a glimpse of
some of the broad spectrum of ;ocio-ceonomic characteristics endemic to
the small LDCs for selected countries in Africa. Basic indicators of a
few small middle income and industrialized countries were also shown in the
same table mainly to dramatize a glaring gap between these groups in

many areas.

There are no generally agreed upon measures of country size. Different
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population sizes and/or useable land areas have been used in previous

-’I

studies.— In this study the country site is measured in terms of
population because of its implications for the size of the domestic
market, and the mid-1978 population of 7 million was arbitrarily

chosen &s an upper limit for delimiting small countries.

As emphasized, LDCs are generally chars~terized as the poorest and
the west wvulnerable group with staggering problems of all kinds in the
international community. Some of the statistics in Table 1 attest
to this fact. The most obvious one is per capita income. GNP pur
capita in 1978 US dollars for a sample of the LDCs chosen rsages from
$100 to $280. In stark contrast, GNP per capita for Hong Kong and
Singapore, with a comparable population size, exceeds $3000 and theé are
more than ten—fold larger than the highest of the LDC sample. Per
capita GNPs for Demmark and Switzerland, $9,920 and $12,100 respectively,
appear astronomical as compared with those of the sample LDC group.
Moreover, the past growth performance of these countries provides tﬂe
most telling evidence of the severity of their problems. Despite their
wretchedly low bases, average annual. growth rate of GNP per capita for .
the period of 1960-78 has not risen above one per cent for most countries,
except for Lesotho, and even declined in some cases. This stands in
sharp contrast to the phenomenal gr:wth of Hong Kong and Singapore,

registering around 7 per cent puer a‘nwic.

Sectoral shares of lcbour force zad of GNP reveal the extent of
structural imbalances in these countries., Being a predominantly
agrarian society, agriculture claimed the lion's share of total labour
force in 1960, exceeding 90 per cent in most cases and this dominance of
agriculture as a major source of enbloynent has changed little over time
during the period of 1960-78. As a result, industry and services
accounted for less than 10 per cent in both years with the exception of
‘Benin, By sharp contrast, the sectoral distribution of total labour
force in the selected middle income and industrialized countries is the
obverse of the employment patterns prevailing in the LDCs. Industry and
services dominate the labour force make-up with a relatively unimportant
role assigned to agriculture, a phenomenon generally characteristic of an
advanced stage of industriclization. The distribution of GDP follows a sim~—
ilar pattern but the share of GDP originating in agriculture substantially

3/ See Kuznetq_ 14 7], Demas[” 8 ], Ressing and Sherk
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falls short of the corresponding employment share, thus reflecting
the low productivity of agricultural sector.

It may be worth noting that the manufacturing share of GDP is still
relatively small for the LDC group despite its steady increase over tie
period of 1960-78. Particularly, value added in manufacturing in 1976
for all these countries but Malawi, were all considerably below US$50
milliorn in 1980 prices and their values of manufactured exports in 1977
were almost nil, amounting to less than $20 million in currert prices in
most cases with the exception of Guinea and Niger where exports exceeded
slightly over $50 million. Perhaps, a proper svnse of the order of
magnitude may be gained by comparing these dismal figures with the success-
ful performance of Hong Kong and Singapure which exported msaufactured
goods equal to $7,267 million and $3,626 million in 1977 respectively.
These distressing statistics all vividly point to the very early stages
of industrialization in which these countries have found themselves
belpless to make a decisive bresk from this economic morass.

Other indicators are equally grim. Their economies have been _
caught in the thréea of chronic investment-gaving disenuilibria and
mounting trade imbalances for the last two decades. Net private invest~
ments in these countries during the 1970-78 period can Le characterized, st
best, as a2 mere trickle in comparison with those invested in other groups
of countries. Net inflows of external capital have been considerably
higner than orivate capitsl but irs flows are far from being adequate.

The unavailability of productive human resources in general and
skilled labour force coupled with highly trained managerial, technice. .nd
administrative manpower iu particular are considered one of the most
critical bottienecks . industrialization. Extremely low adult literacy
rates and short life expectancy as shown in tsble 1 are symptomatic of the
glaring qualitative deficiency of human resources in these countries.

Against this backdrop of the most preasing and general deteriorating
situations of the small LDCs, and given rhe current turbulent state of
the world economy afflicted with stagflation, energy crisis, rising tidai
waves of protectionism, and international monetary disequilibrium, the
question arises, ''‘wvhat is a viable strategy of industrialization for these
small LDCs, which will enable them to make a decisive break from their present




TABLE 1: SOME INDICATORS OF SFLECTED SMALL LEAST DEVELGFED COUNTRIES (LDCs) IN AFRICA

ONP per capita Distribution of aDP (¥)

Countries Popuiation Average Area Average
(millions) :::::i of é:!ghslnd Dollars an:::;_ Agriculture 1lndustry (Mamufeoturing)® Services
Mid-1978 population &
T935:7612%§76378 a 1978 1960-T8 1960 178 1960 1978 1960 1978 1960 1978

Selected LDCe

Kali 6.2 2.4 2.5 1240 120 1.0 55 M 10 i8 5 12 15 45
Somalia .7 2.4 2.2 628 120 -0.5 67 60 12 11 2 1 2 20
Brundi 4.5 2.4 2.0 28 140 2.2 - 56 - 15 - Q - 2¢
- Chad 4.2 1.8 2.2 1284 140 -1.0 55 52 12 12 5 e 32 15
Upper Velta 5.6 1.6 1.6 274 160 1.2 62 28 14 20 e 13 24 42
Malawi 5.7 2.8 2.0 118 180 2.9 58 43 1 10 6 12 n 9
Rwanda 4.5 2.6 2. 26 180 1.4 a 46 1 22 1 15 12 12
Cuinea 5.1 2.8 2.9 246 210 0.6 56 32 16 41 - 4 e 27
Niger 5.0 3.3 2.8 1267 220 -1.4 69 41 9 7 4 10 22 20
Benin e 2.6 2.8 112 220 0.4 55 11 8 12 2 9 7 56
Central African Rep.’ 1.¢ 2.2 2.2 621 250 0.7 51 36 10 18 4 c 10 46
Leaotho 1.3 2.0 2.3 30 280 5¢9 - 36 - 15 — 2 -
Selected middle-income and industrialized countries
Hong Kong 4.6 2.5 1.9 )} 3040 6.5 4 2 Y k)| 25 25 52 67
. ‘Singapore 2.3 2.4 1.5 1 1290 1.4 4 2 18 35 12 26 {4 6?
Denmark 5.1 0.7 0.4 4} 9920 1.2 11 - 212 - 22 - 57 -

Switzerland 6.2 1.6 0.1 41 12100 2.2 - - - — - - - -

g/ Mamufacturing is a part of the industrial sector, but its share in GDP is shown separately.
SOURCE: World Bank, World Development Report 1980 .
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BASIC INDICATORS OF SELECTED SMALL LEAST DEVELOPED COUNTRIES

Countries Percentage of labour force in

Agriculture Industry “Services
1960 1978 1960 1978 1¢60 1978

Selected LDCs

Mali 94 8e 2 6 3 6
‘Semalia a8 82 4 7T 8 1
arundi o g8 2 s 7 10
Chad 25 86 2 6 k] 8
Upper Volta 02 83 5 12 3 5
Malawi Q2 86 2 5 5 9
Rwanda 95 91 1 2 4 7
QGinea ae 82 6 11 6 7
Niger 95 91 1 k) 4 6
Benin 54 46 9 15 N1 39
Central Africa Rep. 94 8o 2 3 4 8
Lesotho 93 87 2 4 5 9
Selected middle-income and industrialised countries

Hong Kong 8 3 52 5T 40 40
Singapore 8 2 22 B 69 (4]
Denmark 18 8 I 3T & 55
Switserland 12 6 50 47 38 47

SOURCE: World Development Report, 1980




(Table 1 cont.)

Average annmial Adult Life expectancy
growth of labour literac at birth (years)
force rate
060-70 1975 197C

2.0 2.2 10 42

1.7 2.3 6 42

1.9 1.6 5 45

1.5 2.0 15 4?

1.2 1.4 5 42

2.3 2.4 Py 46

2.2 2.5 22 46

2.4 2. 2 — 4_’

10 2.6 8 42

2.0 2.2 11 46

1- 7 lo 6 - 6

1.6 1.9 55 0

3.1 3.0 20 712

2.7 2.7 15 10

1.1 0.6 99 T4

1.¢ 0.4 99 74

-1
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BASIC INDICATOR; OF SELECTED BMALL LEAST DEVELOPED COUNTRIES (Table 1 cont.)

‘ Coﬁntries Value added Value of Gross domestic Oross domestic Net inflowg/ Ret direct
in manufacturing manufactured investment savings as of external private
(millions of exparts as 1 of CDP 1 of QDP capital investment

1670 dollars) ;-1lliona of §) {millione of 8) (millions of 3)
<10 197 S63 911 19 197 1960 1978 270 1S7 170 1¢78

~ Selected LDCs

Mali 26 — — 2 14 17 9 5 21 62 - -5
Somalia 11 i7 2 2 10 16 3 2 4 111 ) -
Brundi 19 17 2 2 6 14 5 5 | 21 - -
Chad 18 27 1 2 11 17 5 -1 4 1] 1 21

" Upper Volta il M 1 k) 10 25 - 4 -3 - 29 - -
Malawi a8 53 _— 1 10 32 - 4 16 35 78 o 10
Rwapda 6 ] - - 6 10 e 4 - 18 - 5

~ GQuinea 12 18 - 52 5 15 6 16 8o 65 10 - @
Niger 40 —_ 1 56 12 19 12 12 11 63 )| -
Benin 19 45 1 k) 15 22 9 -5 1 20 7 -
Central African Rep. 14 9 11 19 2 2 9 8 - 19 1 e
Lesotho 2 2 —_— — 2 10 =25 ~T1 - 4 —_ -—
Selected middle-income and industrialized countries
Hong Kong gcc 1314 617 1267 19 26 1 15 - g - -
Singapore 288 707 352 3626 11 36 3 27 52 40 93 422
Denmark 1100 - 752 5580 23 23 22 21 - - 15 101
Switzerland - - 2163 15821 29 22 29 24 - - -- --

g/ Public and publicly guaranteed medium-and long-term loans
SOURCE: World Bank, World Development Report, 1980




mass poverty and launch a self-sustaining process of development?”

Needless to say, there is no generally accepted theory of industrial

development strategy applicable to the unique circumstances of the

small LDCs. The often-quoted suc.cess stories of South Korea, Hong

Kong, Taiwan and Singapore may not be repeatable because of special !
circumstances such as an exceptional dose of human and physical

capital enerated within these countries. Obviously none of these

key ingredients for rapid industrialization - physical capir=l and

skilled mwarpower - are available at the very early stages of

“ndustrialization, literally starting a process of industrialization

from scratch.

Tais paper attempts to evaluate major options open to small LDCs,
and particularly those of resource-poor countries in terms of
industrial development strategy, suggest & viable strategy, and
specify its required international support measures. Section 2
discusses the problems of industrialization for the domestic market
and particularly assessgS‘the viability of the inward-looking-
industrialization strategy for small LDCs. 1In Section 3, the strategy
of export-oriented industrialization is examined with special
emphasis on its relevance to small LDCs. The problem of transition
from import-substitution to export-led industrialization and particularly -
its timing, is analyzed in Section 4. Other major issues related to
technology transfer and the role of government in industrialization are
discussed in Section 5. Major findings and a set of policy
recomnendations arising from this study are given at the end. They
purport to highlig:t the major elements of a viable strategy of
industrialization for small LDCs, the ways in which other DGs,
particularly more industrialized DGes, can aid small LDCs to industrialize
rapidly within a framework of economic and technical cooperations among
DGs, and other international support weasures required for the effective
jmplementation of a blueprint for industrialization conceptualized in
this paper.




SECTION 2 : INDUSTRIALIZATION FOR THE DOMESTIC MARKET

2.1 The Primacy of Industrialization

In the past, the economic policies of a majority of the DGs have been
greatly influenced by the traditional.theory of economic development
based on the labour surplus and trickle-down argument. More
specificaliy, they are based on the body of theories developed by
leading thinkers of development (e.g., Lewis, Fel and Rains) that the
modern industrial sector wriild become the leading sector in DGs, drawing
on the unlimited supply of iabour; the subsistence cost of labour
would permit rapid accumulation in the industrial sector; and the
benefits of industrializat.on would iri-~lle down to the poor segment

of the society and all rural development would ensue.

Recent ewpirical evidences in many DGs lend little support to the
validity of tanis general theory and particularly the trickle~down theory
became just a pious hope. Thus, Vanek and Emmerij‘_}G, Chapter 3,
p.6:lobserved, "The few who came from the countryside and got well
paying union jobs were turned into inaniriate consumers of their
industrial products. The majority coming from the countryside, not
finding well paying jobs formed the infinite siums surrcunding all cities.
With rapid population growth everywhere and no adequate employment
growth in the modern sector, destitution and poverty im the slums and in
the countryside for the most part were accentuated'.

They further noted that the anticipated accumulation and saving process
failed to get off the ground, since most of the profits generated in the
modern industrial sector are either transferred abroad or appropriated
by a small group of the rich whose propensities to spend on foreign
luxury goods are insatiable, being constantly bombarded with demcmstration
effects of the Western opulence. Even if such accurwlation would occur,

a highly skewed distribution of wealth and consequent concentration of power

in favour of the elites would result.
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Perhaps, small LDCs can learn a great deal from the past patterms
of industrialization observed among many DGs such as India, Pakistan,
Bangladesh, and Syria. The following common saliert features emerge
from their seemingly diverse experiences.

a) Employment growth has been lagging behind output expansion in
the industrial sector, implying & fairly high capital .ntersive

factor proportion.

b) As a corollary of the above case, the industrial sector failed
to become a major source of productive employment for the surplus
labour in the agricultural sector. As a result, agricultura.

sector has borne the prunt of emplovment-creation.
¢) Per capita consumption of industrial output has remained stagnant.

d) Industrial output expansion has not been commensurate with the
preponderance of resources allocated in favour of industry away

from agricalture.

e) Industrialization process has exacerbated the maldistribution of
income and wealth,

Some of the points raised above, although partially valid, are
highly debatable. First, too much and too soon is expected of the
embloyment-creating capacity of the modern 1ndu§tria1 sector. Recent
empirical studies in the income and employment multiplier analysis in
the indastrialized countries point to a conclusive evidence that the
direct employment ecfect of industrial investment is small relative to
the secondary effects - inter-industry effects resulting from the
inte-industry purchases of inputs and the income-induced effects of
income propagation in the traditiomal multiplier analysis. These
secondary employment effects were not usually considered when the
criticism was levelled at the inability of the industrial sector to
create sufficient employment. Undoubtedly, at the initial stages
of industrialization where inter-industry linkage is still weak,
the secondary effects may not be significant, but as the industrial
base broadens and becomes integrated, both horizontally and vertically,
the employment impact of industrial activities should become
increasingly important.
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The stagnant per capita consumption of induscrial srods arises

-l

largely from structural imbolences cansed by lack of agricultural and
industrial liunkages. Increases in agricultural productivity and
incomes are particularly important for generatins, domestic demand for
industrial products at the early stages of development. This factor
receives an added importance, given the fact that agriculture dominates
the economy and particularly over 80 per cent of employment are still
found in agriculture in most LDCs. It is, therefore, essential to
ensure that not only the neglect of agricultural development does nct
occur as a result of precccupation with industrial development but slso
the industry-agriculture linkage becomes an integral part of the
industrialization strategy.

It may be worth noting that despite past unsuccessful industrial-
ization in many DGs, the need for industrialization has never been called
into question. What is in dispute is the strategy of industrialization
followed, the pattern of industrialization, and the - industrial structure
that has emerged. It is, therefore, of crucial importance to examine
carefrlly each of major options open to small LDCs in terms of industrial
development strategies, the intertemporal pattern of industrialization
and desired industrial structure over time. Finally it must be borme
in mind that industrialization policies have political dimensions and
hence ideologies are involved in the choice of both strategies and
industries.

2.2 Problems at the Early Stages of Industrialization and the Need for
Import=-Substitution Industrialization (ISI)

At the initial stage of industrializatioﬁ in which the major bulk
of the LDCs is situated, the problem is that of '"starting industrializa-
tion from scratch” with the virtual non-existence of essential ingred-
ients - capital, skilled labour, technical know-how, and a wide range of
physical and institutional infrastructure. The choice is further circum-
scribed by the limited size of the domestic market which may preclude the
production of many industrial products exploiting economies of sale.

Within these extremely formidable constraints, crucial choices have
to be made with regard to the sector, scale, and timing of invcstments =~

especially timing and phasing of lump investments in supporting
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infrastructure and some of industrial establishments. Even if the
external capital is available, the financing and management of large
plants and complex production systems is zenerally beyond the capacity
of both private and public sectors at the incipient industrialization

stage. '

While energetic efforts must be made to mobilize domestic and external
regources for starting the industrialization process, difficult choices must
be made with respect to the type of manufacturing industries appropriate
to the initial conditions of small LDCs. Given technological constraints
and the small domestic market, it appears logical that an early
development of manufacturing should be predominantly labour-intensive and
should concentrate on tt simple mechanical processes applied to local
materials, and non-durable consumer goods the products of which are

clothing and shelter. For instance, sucﬁ simple technology industrial-

ization is:typified by village blacksmith ope.'ations ﬁrodncing simple tools, [
local pottery, hand loom weaving, brick and tile making and any other , B
simple manufacturing activities which are attuned to the local technical i
know-how and also efficient at thg low level of output.

consumed in the local market, namely basic local needs such as food, (
|
|

Apart from the problems of the product choice and modes of production
appropriate to the initial conditions of small LDCs, further difficulties
still arise as to the appropriate form of foreign trace regime. 1In
industries competing with imports, a clear-cut industrial policy has to be
formulated as to how and how much they should be protected against foreign
competition. The crux of the problem lies in the dilemma that too much
protection fosters inefficient industries and nurtures vested interests
while too little "nip the young industries in the bud",

It is wide.y accepted among leading development thinkers that import
substitution at the early stages of industrialization is a first necessary
step to industrial development, even for small LDCs. The encourage-
ment of import substitution has generally secured & rapid expansion in

manufacturing, evidenced by hictzriral experiences of Mexico, Brazil,
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hilippines and Turkey. Rubo and Robimsonp 13, pp.15-17_jand the

World Bank Study[:27, pp.243—49:]underscored the crucial importance

of a period of extensive import substitution preceding the period of
phenomenal growth of manufactured exports in Korea, Taiwan and Japan.

It is through this early stage of import substitution that protective
measures can be deployed while skills are acquired, necessary infrastructure
established and technological bases underpinned, all contributing to
development of domestic industries and strengthening of their

international competitiveness. In fact, without this preparatory stage,
the recent success stories of Korea and Taiwan might not have been possible.
This preperatory period falls between the mid-fifties and early sixties

in case of Korea and Taiwan, and this period corresponds to the postwar
reconstruction in case of Japan.

Apart from building an export base, the initial pauperized conditions
of small LDCs offer little option but import substitution. Manufacturing
cannot be nurtured in an enviromment where the domestic market is small,
infrastructure primitive, capital and entrepreneurial talents scarce,
and skilled workers almost non—existent. The easiest way out of this
predicament would be to concentrate on the domestic market that already
exists, usually served by imports from abroad and probably developed by
importers or tradirng companies. The old infant industry argument can be
Justifiably invoked at the initial stages of industrialization. Some
of the important justifications for protective measures in the form of
import dvties, quotas, outright import ban, and industrial licensing are:
limited markets preventing economies of scale, higher unit fixed cost
resulting from extra infrastructure requirements, greater shipment and
ingtallation costs of the factory equipment, heavy reliance on costly
expatriate services, higher prices for the imported raw materials and inter-
mediate goods, and considerable risk premiums required on capital.

Exactly for the same reasone, infant industries sheltered under the
umbrella of ISI strategy are not expe:ted to improve quickly their
productivity growth and competitiveness. For a long time, they will be
saddled with high original capital cos.s, higher rates of return, royalties,
sizeable technical services and expatriate persomnel costs, large cash

flow requirements for servicing debt, etc. Of course, all these factors
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tend to stunt productivity growth and freeze their incompetitiveness for a
long time.

Further complications in industrial policies arise some time after
infant industries are safely anchcored and begin to grow. As the market
expands gradually, the balkanizetior of the market caused by new entry of
firms may preclude the realizution of economies of scale. Under such
circumstances, the government is faced with the dilemma of restricting
entry and granting monopoly to the existing firms, thus perpetuating the
inefficiencies of 0ld firms or promoting competition which results in the
market fragmentatiou. Either way, the productive efficiency suffers.
The govermment may institute a competitive bidding process and grant the
exclusive rights to the winning bidder. But this alternative may not
be politically feasible.

Historical experiences of ISI strategy suggest that the first phase
of import substitution usually contains little domestic value added because
of high contents of imported intermediate goods and ccmpoments, and
foreign capital employed. However, if the strategy should proceed without
a-hitch, in the second stage, (usually after a lapse of some ten yeaxs from
the beginning of the first phase), there expects to be a visible ghift in
the composition of imports in favour of raw materials, intermediate and
capital goods accompanied by an appreciable decline in the imports of
nondurable consumer goods. As the economy gears itself toward the more
advanced stage of producing intermediate goods domestically, the early import-
substitution industries may usually reach the market saturation because
of the relatively small domestic market, particularly for small LDCs.
As a resuit, they develop overcapacity. Because these industries are
nurtured behind the high walls of pvrotection, they are poorly equipped in
terms of structural efficiency to compete effectively abroad. Ironically,
export markets may be the only way for increasing the rate of utilization

and capturing scale economies.

Therefore, where domestic markets are relatively small, the purauit
of import-substitution policies beyord the early stages of industrialization
stould be viewed with extreme caution. Further progress becomes extremely
difficult once early import-substitution opportunities have been fully
exploited. This is because the inward-looking strategy represeuted by import




- 16 -

substitution requires the development of multiple production lines,
each of which will be hampered by economic inefficiency resulting from
the market size constraint, and the production of intermediate and

capital goods and consumer durables at the later stages also calls for
technologically sophisticated, cepital intensive, and skill-concentrated
inputs, organized on a relatively liarge scale whose possibilities the small
market rul.cs out.

Even for some large developing countries, which pursued 1SI1 strategy
well beyond the early stages, the results have been generally judged to be a
failure. The following are some of the major arguments against 171
strategy. First, no significant inter-industry linkage ceveloped between
large-scale modern industries and small-scale local industries.
This results from the reluctance of large-scale firms to subcontract with
local firms partly because of quality considerations and even more because
of their unwillingness to lose market comtrol, particularly among large
milti-national corporations. In some areas of industrial operations, the
establishment of large-scale industries is necessary for reasons of
technical and efficiency considerations. Often in such cases, the small-
scale ‘local industries produce a range of output which are completely
unrelated to those of-the modern large-scale industries, thus creating an
industfial dualise where each coexists in its own sphere with little,
if any, inter-industry transactions between them.

Second, the growth of the modern industrial sector may be attained
at the expense of small indigenous industries. Particularly, confronted
with the effective advertising and promotional activities of these modern -
industries, the extinction of local indigencus industries is a2 real
possibility. '

Third, there is serious foreign exchange cost. Especially at the
early stages of industrialization where there exist no technolog.cal
and skill capacity to produce intermediate goods and capital goods, all
inputs except cheap labour are imported and the resultant total unit
cost might be higher than the c.i.f. costs of the substituted imports.
Furthermore, there is the possibility of production disruption caused
by the unavailability of foreign exchange. Thus, Little Scitovsky and
Scott[_ 18 Junderscore that "there is too much capacity at the final and too
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iitile at the intermediate stage of producticon; this dieparity calle

for the importation of more inputs than anticipated, and when the
foreign exchange to pay these imports is not available, it leads to the
underutilization of capacity at the final stage of production. The
problem of production disruption and consequent industrial capaciry
underutilization caused by lack of foreign exchange looms ev-.a more
serious in the coming decade whzn oil prices are expected to escalate
drastically, claiming increasingly a larger share of scarce foreign
exchanges of the LDCs which could be otherwise used to pay for the
importation of intermediate and capital goods.

Fourth, ISI has failed to create productive employment in a sufficient
quantity to make a significant dent on the massive unemployment and under-
employment in DGs. As discussed earlier, this criticism should be
tempered by consideration of potentials for greater employment e:pansion
at the later stages of industrialization when inter-industry linkages
ars more firmly established and the indirect employment effects through
inter-industry relations become more important. '

Fifth, ISI has been associated with the disparity in industrial
location and conseguent spatial maldistribution of incomes, particularly
between urban and rural sectors. The choice of industrial location is
influenced by many factors, such as locational advantages of raw materials
and energy supplies, economic infrastructure, geographic proximity to
markets, and even political expediency. It does not appear, however,
farfetched to state that ISI strategy per se is not the cause of such
regional imbalances, but a permissive factor for accentuating the existing
inequalities. Spatial maldistribution of industries is likely to be
more of the consequences of the interplay of economic and political power
groups which shape the basic orientation of ISI.

Sixth, the criticism is levelled at the imbalance in the choice
of products resulting from the pursuit of ISI. ISI heavily favoured
the production of a range of consumer goods catering to the rich urbam class
among the consumption goods. While serving the needs of urban population

where profit was ensured, the development of basic needs oriented industries
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for a large and poor segment oi the society, particularly the rurai

poor was totally neglected.

It may be worthwhile to note that a major cause for the bourgeoise
orientation of ISI in the choice of products and industries is the weakness
of effective demand in the rural sector. It is well known that vigourous
agricultural growth stimulates domestic demand for industrial products, and
reinforcesindustrial growth by supplying cheap foods for industrial workers
and rawv materials for agro-based industries. It is, therefore, imperative
that poclicy measures to boost employment and incomes in the rural sector be
«dopted and implemerted. In this context, policy measures which contribute
to worsening de@mRstic terms of trade against agriculture need to be reassessed
and modified. Among such measures commonly practiced in many DGs are artifi-
cially low prices administered to agricultural proda:ers, and overvalued
exchange rate, and heavy protection for mamifactured goods. As positive
measuress, local small-scale establishments and cottage industries should be
developed to serve the rural markets. But they tend to be traditiomally
primitive and stagnant. It is, therefore, essential to modernize
these small-scale and cottage “‘ndustries and te find ways and means to '
establigh a linkage between the modern urban sector and indigenous sector.
Often, mere allocation of funds and creating official machineries such as
smal]l industry corporation, a handloom board, a serviculture board, will
not do the trick., What is needed here more than anything else is the .
genuine commitment to the improvement of the rural sector.

Lastly, ISI distorts resource allocation and consumers pay higher
prices than those of imported goods. This distortion inhibits competition
which in turn stunts learning and productivity growth, and affect adversely
the stability of long-~term industrial structure by encouraging investors
to invest in projects with quick profit potentials behind high protection.

In view of the foregoing discussion on some of the severe limitations
of ISI, it comes as no surprise to see ever-increasing disenchantment
with this strategy and even outright repudiation of its validity. So
Landsberg[:16, p.Si] summed up with some justification: "For the Third-
World countries, results of ISI were anything but positive: (1) greater
starvation for the majority of the people, (2) limited iudustrializationm,
(3) growing regional inequalities, and (4) larger deficits and debt".
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SECTION 3 : EXPORT-LED INDUSTRIALIZATION (ELI)

3.1 Rationale for ELI Strategv

In the preceding section, the possibilities snd limitations of demestic
market oriented industrialization and particularly 1SI were analyzed in the
context of small LDCs. One of the important conclusions emergirg therefrom
is that ISI may’ be a first necessary step for building an industrial and
technological base, and developing skills. However, if ISI is
pursued beyond this initial preparatrory stage, furthes induscrial
development is likely to be hampered by many serious limitations endemic
to ISI. It might be useful to recapitulate major stumbling blocks
to industrial development associated with ISI. They are: dualisa
between modern sectors and small-gcale local enterprises; crmvd:lng—éut
of small indigenous firms by the modern large~scale firm; foreign exchange
drains; industrial overcapscity and consequent productive inefficiency;
inability to generate sufficient employment; £ostet.ing regional ,
industrial, and prodict imbalances; and misallocatioa of resources.

Recent studies on the patterns of industrial growthy
their attention among other things on the identification of an efficient
growih pattern. One of the most commonly accepted paradigmgiz a theory

mch focussed

of progression through successive stages of comparative advantages. Namely,
industrial specialization evolves gradually over time toward a highly
sophisticated and complex form, beginning with unskilled, labour-

intensive and low-technology industries, and next thrusting toward wore
capital-intensive industries, and finally culminating in the development

of highly skill-intensive and techrology-deepening industries. In terms
of the growth patterns of individual industries, labour-intensive, non-
durable consumer goods industries such as textile, clothing, leather goods,
correspond to the early stages of industrialization; chemicals, iron and
steel are typical of the industries that achieve prominence at the middle
stages of industrialization; and basic metals and machinery, and

transport equipment characterize some of the important industries at a2
later stage.éj The crucial importance of the intermediate stage in the
patterns of structural change stems from the fact that increasing amounts

[:14 J , Temin[ 24_], Rostow Ca1d, Greogry and Griffinm and United
Nations[ 25

5/ See Cheuery and Taylor[ 6], pp.391-196

4/ See Chenery Ele , Chenery and SyrquinESj , Chenery andfaﬂlor E6] , Kuznets
9
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of chemical, iron and steel products are being used as intermediate
inputs, thus extending backward and forward industrial linkages.

Given this optimal pattern ¢ industrial development, the question
arises as t¢ the appropriate form of industrial development strategy and '
policies which may facilitate the evolutionary process of industrial
specialization. It was amply demonstrated that the inward-looking I1SI
strategy is not an appropriate choice for small LDCs except at the
initial stages of industrislization. The logical step following the
initial preparatory stage of ISI appears to be a switch to EL1 strategy.
However, the validity and viability of ELI as correct industrialization
policies for small LDCs needs to be more closely examined. Moreover, it is
equally importarnt to specify the types of corrective measures, external
suplorts, and cooperation that are needed to make this strategy work.

As noted earlier, industries nurtureld behind the high walls of
protection tend to suffer from the erosion of productive cofficiency,
inefficient scale of operations, chronic capacity underutilization and i
overvalued investment costs. Obviously, they cannot compete effectively l
abroad under this condition. Exports may be the only way out of these
difficulties for such industries, particularly in small LDCs with small
domestic markets. Exports increase capacity utilization and thus add
further scale economies. Moreover, since manufactured exports at the
early stages of industrialization tend to be more labour intensive and
less capital intensive than import substitutes, these activities
will be less constrained by the availability of scarce skills and capital
and create more job opportunities for unskilled labour. They afford also
valuable opportunities for developing managerial and technical manpower.

The critical importance of trade to small developing countries has been
extensively documented in the literature. Numerous studies have
focussed on the inverse relation between country size and both trade
dependance and trade~concentration. For insgtance, Leontief[ 17] noted
"The smaller and the less developed 2 country is, the more it can be
expected to exploit its productive capacity independently of its immediate
needs and bridge the gap between production and consumption by means
of foreign trade”. Also many others such as Adelman and Horrison[:IZI,
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Robson and Lur_y[ZOj , and Dalton!; 73 pounded on the theme that the less
developed and smaller a country is, the more concentrated are its exports

and the more trade dependent it becomes.

3.2 Obstacles to ELI Strategy for small LDCs

Given the perceived urgent need for promoting ywmmfactured exports for
small LDCs, it should be vexy useful to identify, first, possible major
obstacles to new export drives by small LDCs and specify necessary
corrective measures to overcome them. In order to explore the export
potentials of small LDCs, one may have to examine critically and draw upon
the past performance of manufactured exports from DGs.

6/

Table 2 summarizes the export performance of manufactures— in 1976

Zor the top ten performers among DGs, which account for nearly 95 per

cent of total-DGs' manufactured exports. It is particularly notable

that the top seven countries, - Hong Keng, South Korea, Yugoslavia,
Singapore, India, Brazil, Mexico - received together the lion's share of DGs'
total, equal to over 90 per cent, and those of the LDCs are virtually non-
existent, This highly lopsided distribution would be further accentuated
if Taiwan's exports were included in the sample. The share of manufactured
exports to other developing countries varies considerably among these
countries, ranging from a low 12 per cent for Yugoslavia to 70 per cent

for Brazil. Table 3 sheds some light on the patterns of trade among DGs.
Particularly, it highlights the special importance of the geographical
distribution where trade among DGs is most heavily concentrated in Asia,
followed by Latin America, while Africa's proportion is rather miniscule.
The predcminantly regional character of trade among DGs is noted by the

fact that the major bulk of exporté from the three continents remains within
the continent, obviously influenced by the distance factor.

Although several rapidly industrializing countries dominate DGs'
manufactured exports to develcped market economies, their aggregate size
poses nr discernible threats to the manufacturing sector as a whole in

industriallzed countries. Table 4 shows that largest commodity group shares

6/ Adopting Landsberg's method[” 16 ], by narrow definition, manufactured
goods include chemicals (SITC5), basic manufacturing (SITC6), machinery
and transportation equipment (SITC7), and miscellaneous light manufac-
tures (SITC8). Its brnad definition adds to the above items pro-
cessed products such as processed foods and wood, and paper products
in the SITC O=4. Petroleum products (SITC3) and unworked nonferrous
metals (SITC68) are excluded.
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are usually conceantrates’ in lapour intensive products - leather, footwear
and travel goods; wood and cork marufactures; and clothing, all of which
exceed 25 per cent in terms of the DGs' share of exports to OECD countries.
It must be, however, noted that these three commodity groups accounted

for about 8.6 per cent of total OECD imports of manufactured goods im 1977.
0f tha sophisticated manufactured goods, DGs' share of the OECD markets
surpassed 10 per cent level only for electrical machinery.

Krueger [121 further noted that DGs' share of manufactured exports
to OECD countries is not only relatively small, but also the reversed
flows of manufactured exports from North to South is far greater and without
this North-South trade, OECD countries will be deprived of & major source
of growth for manufacturing output.

In line with Lansberg's astute observation, there is a need for making
sharp distinction betweer the manufactured exports of large DGs and those
of small DGs. According to Lansberg's study[ 16], Mexico, Brazil,
Argentina and India together accounted for 55 per cent of all Third-World
manufacturing production, but only about 25 per cent of all Third-World
manufactured exports (marrowly defined). By contrast, Hong Kong, Malaysia,
Singapore and South Korea together accounted for less than 10 per cent of
Third-World production but 35 per cent of Third-World manufactured exports
(although South Korea and Malaysia cannot be classed as small countries in
terms of population). The implications are clear: Given large domestic
markets, relatively abundant natural resources, fairly well-established
infrastructure, the former group has developed an industrial base for
producing a broad range of traditional resource-based manufactures such as
foodstuffs, tobacco., wood, textiles and leathers. These traditional
manufactures are produced for both their domestic markets and exports,
and their dependence on exports is less critical than small exporting DGs.
By contrast, the second group of DGs is generally distinguished by small
internal markets and poor natural resource endowmeﬁts. Therefore, they
specialize in non-resource based manufactures primarily for exports (e.g.
clothing, engineering goods and light manufactures). Needless to say,
the experiences of only the latter group's export drives will be directly
pertinent to small LDCs, while those of large DGs will be of limited

relevance.




TABLE 2

THE TOP TEN DEVELOPING COURTRY (DG)* EXPORTERS -
OF MANJFACTURES® IN 1676

Country Total Namfacture's Exports ,
Share of total Share of
World (Smillion) DG exports (%) DGs ($million) Exports to DGs (%)

Hong Kong 6951 24.€2 1177 16.¢€
Republic of Xorea - 6272 21. 26 1175 1.7
Togoslavia 2241 10.99 ©oage 12.2°
Singapore €02 9.84 1504 54.9
India 266 " 9.7 1015 5.4
Brazil 2114 7.17 1470 60.5
Nexico 2042 602 541 26.5
" Pakistan 6e: 2,22 242 5,6
Argentira 509 1.72 217 62. |
Philippines 206 1.04 7 1.7 ‘.
TOTAL P41333 o4.54 goze 2.7¢

Notes: “Taiwan is not included in UN Computaticns
b SITC 5-8 less &

SOURCE: UNCTAD, Trade in Mamufactures of Developing Countries and
Territonet and United Natmns Commodity 'rr’:le Statistics,
various years.




TABLE 3

EEGIONAL DISTRIBUTION OF IKTRA DEVELOPING COUNTRIES' TRADE IN

MANUFACTURES ($ millions, fob)

Exports Developing Developing Countries in

to countries
Africa Asia Americas .
Exports
from Total LAFTA
Developing
countries
1968 2215 342 1323 550 283
1972 4390 699 2420 1271 750
1976 9087 1354 4772 2961 1748
Developing
countries in
Africa
1968 147 105 40 2 1
1972 : 299 245 40 14 8
1976 536 440 46 50 26
Asia
1968 1577 29 1279 69 36
“1972 284 425 2410 149 59
1976 6139 983 4973 183 73
Americas
1968 491 3 6 482 246
1972 1107 7 18 1082 687
1976 2412 16 41 2355 1531

Source: UNCTAD, Trade in Manufactures of Developing Countries and Territories,
and United Natioans, Commodity Trade Statistics, various years.
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OECD lmports, br Commodity Oroups and Origin, 1963 and 1977 (vercentages)

Commodity Oroup Seven Exporting Other pon— Industrial CECD Total Share of 0ZCD mamv-

and STTC Rumber IGs CGECD DGs Countries GECD facturer Imports
Cohemicals

1963 1.2 3.5 90.8 91.7 - 12,1

1977 1.4 4.1 91.2 92.3 12.9
Leather, Footwear and Pravel Goods (61, 83 and 85)

1963 4.9 7.6 81.4 83.7 2.2

197 23.4 7.8 56.6 64.5 2.4
Rubber Manufactures (62)

1963 o3 o1 97.6 97.8 1.4

1977 304 07 9000 94.2 1.3
Wood and Cork Manufzoctures 5622

1963 6.1 8.7 74.0 | 80.2 1.4

1977 19.1 7.4 65.1 65.8 1.2
Pa .

1963 o2 .3 - 98.4 98.5 4.5

1977 1.2 o1 96.5 97.5 2.9
Text!'es Sﬁ!

1963 3.3 1.4 80,5 82.9 . 8.9

1977 7.9 8.6 74.8 9.0 5¢3
Formetallic Minersl Mamufactures (66)

1963 1.9 3.3 84.0 84.8 3.9

1977 " 3.4 7.0 73.4 74.9 3.3
Iron and Stes) $61!

. 1963 8 8 91.7 92.2 - 9.3

1977 . 2.4 T 87.9 90.3 6.4
Netal Manufactures .

1963 1.0 -4 97.3 97.8 3.7

1977 5.4 o9 89.9 91.9 3.4
Jonelectrical Machinery 511 2 .

1963 ol «3 98.5 98.7 20.1

m®n 1.8 o4 95.3 96.3 16.6
Electricel Nachine 2

1963 b 5 98,0 98,2 8.3

1977 11.0 2,0 84,8 8s5.8 10,3
Mr‘t Eo:ipment “}2

1963 o5 ’ o8 97.5 98.0 12.2

19717 1.1 od 95.8 97.5 18.2

Yiscellaneous Pinished Manufactures (81, B2, 86

1963 3.5 .8 92.8 93.5 8.0

1977 9.9 104 84.3 85.6 10.2
Clothing (82

1963 16, 1 3,0 T7.3 78.5 2.3

1977 34,0 8.2 86,8 51.9 4.9

Source: CZCD, This table is taken from Krueger's study _/_-1 2] Seven exporting Dis
arec Brazil, Hong Xong, Bouth Korea, Mexico, Singapors, Taiwan and
Yugoslavia. .
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It is perhaps useful to recapitulate three salient features of the
current structure and patterns of DGs' manufactured exports, which may have
important implications for ELI strategy of small LDCs. First, manufactured
exports from all LDCs in terms of both trade among DGs and North-South
trade, are virtually non-existent. Second, a small number of DGs is
dominating Third-World export activities of manufattured goods. Third,
DGs' manufactured exports have not yet become sufficiently large in the
aggregate to affect adversely the manufacturing output and employment as a
whole in industrialized countries. Against this background, the question
arises és to how likely small LDCs are to succeed in launching a new export
drive. The answer to this question may call for the realistic assessment

of some of obstacles to ELI of small LDCs.

First, the prospect for opening new export markets, especially markets in
industrialized countries, offers little grounds for even moderate optimism in
the light of the current instability of the global economy caught at the
throes of stagflation and resultant tightening of markets in developed
countries .(DCs). As a result, developing countries pursuing ELI will find it
1ncreasingl§ difficult to hold the present level of overall production and
exports. If the world economy should coutinue to grow 3 or 4 per cent, this
process will markedly ease the problem by generating enough additional
markets for new manufactured exports from DGs. But this could be a wishful
thinking, since the gloomy economic landscape of the West does not augur a
better future., Particularly, lackadaisical economic performance of the
Western countries is likely to continue in the coming decade, sirce the days
of cheap raw materials, pa:ticularly cheap energy, are over, seriously
undermining their competitive position in the world market; and the
primacy of highly productive manufacturing sector as an engine of
economic grdwth is in the past and superseded by the dominance of service
sector which doe2s not lend itself to high productivity growth.

Second, as a negative response to the current international stagflation,
swelling sentiment of protectionism is sweeping across industrialized
countries. As a result, increasingly visible ate various forms of trade
barriers erected -~ quotas, special levies, unofficial cartels, orderly

marketing arrangements, etc.
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Last but not least important, there is the problem of so-called
"late-comers'. As discussed earlier, the markets in the industrialized
world for labour intensive mamufactures were already pre-empted by a
small number of DGs dominating this field such as Bong Kong, Taiwan,
Singapore and South Korea. Therefore, the problem of market
penetration has to be first grappled with in crder to make ready for
the export drive. There may be several alternative solutions to this
preblem. First and obvious, industrialized countries open additional
markets for labour-intensive mamufactured exports specifically earmarked
for small LDCs. Particularly, since these "late-comar" DGs have not
yet developed necessary physical and institutional infrastructure geared
to support these export activities, it is highly important to grant
some sort of favourable quotas to enable them to secure their initial
markets at the inception of their export drive. Another avemue
for initiating and expanding manufactured exports of small LDCs is through
close technical and economic cooperation between rapidly industrializing
DGs and LDCs. Exploiting shifting comparative advantages and dynamic
international division of labour, these rapidiy industrializing countries
with a dominant share of DGs' manufactured exports, move out of the )
traditional territory of labour intensive manufactured exports and venture
into more technologically advanced and skill intensive product: and product
lines and at the same time diversify their markets. This process will
entail a shift in the composition of more advanced DGs' msnufactured exports
from traditional labour intensive goods such as textiles, garments, electromic
assembly, and other light manufacturing to more technologically
sophisticated and skill-intensive goods such as engineering goods, machinery,
components, consumer durables and transport equipment. The process will
be also marked by shifting locational incidence of productiom of labour
intensive goods from more developed DGs to LDCs, - a form of South-South
industrial redeployment - as it occurred in the past in textile industries
first from Japan to Korea and Hong Kong, and then countries in southern
Asia. Two major potential benefits are expected to be accrued from this
industrial realignment among DGs. In the spirit of collective self-
reliance, rapidly industrializing DGs could help small LDCs to anchor
firmly their initial export markets for labour intensive manufactures in
industrialized countries which they previously penetrated. Furthermore,
rapidly industrializing DGs themselves could provide expanded market
opportunities for small LDCs, as their factor intensity tips toward more
capital in response to increasing wages and their inputs of labour intensive
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goods may grow.

As clearly related to the above argument, expanded trade among DGs
will tap wider local and regional markets and thus provide increased
opportunities for small LDCs to partake of bemefits of external
trade. Of course, trade among DGs is & conceptual cornerstone of
collective self-reliance. Despit/: its ideological appeal, this option
may have its own political problems and past experiences in trade
expansion and economic cooperation among DGs do not offer too much
optimism. After all, DGs themselves may become protectionistic in
their efforts to industrialize and political conflicts among DGs may
prove to be often an impasse to the realization of this goal.

Even if profitable export markets for labour-intensive manufactured
goods, preferably of low-skill content, are developed for small LDCs
with or without active support of the international community, and further
LDCs can successfully mobilize both domestic and exte mal resources to
produce. them, major difficulties associated with the life of late-comers
are by no means over yet. There is the problem of marketing and promoting
ar array of manufactured goods. As stressed earlier, these small
LDCs are utterly lacking institutional infrastructure needed for export
promotion policies. Given the present volatile conditions of foreign
markets and swelling tides of protectionist sentiments, the problem of
marketing is becoming increasingly formidable even for a handful of rapidly
industrializing countries with an envisble track record of export promction.
An easy way out of this impasse is to engage foreign firms, usually
transnational corporations (TNCs), who have already established an
extensive marketing network throughout the world and are well versed in
complex rules of the game governing internmational trade. It is
historically established that foreign investors played an effective
part in launching nev industries for export markets. A good example of
this phenomeron is the widespread off-shore production of labour intensive
goods such as electronics and garments. TNCs are known to be great
international marketers and highly skilful in exploiting profit potentials
which result from the international division of labour between their
national plants scattered in various parcts of the world. In sum, despite
many serious shortcomings and possible detriments to the host country

resulting from direct foreign investments, there appears to be few other
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alternatives but to launch ELI through collaboration with foreign
partners in the initial stages of export promotion and later to concentrate
on the smooth transfer of warketing know-how from foreign firms to the

indigenous entrepreneurial group.

3.3 The Role of TNCs in ELI Strategy

Given the paucity of domestic capital and scarce entrepreneurial
skills, and the virtual non-existence of marketing and proiot.ional know-how,
the initial dependence on foreign investments for launching a successful
export drive, despite their potential negative impacts, is almost unavoidable
for small LDCs, and their enlarged flows will be needed to break the import-
substitution shackles. Foreign investments by TNCs bring with them
capital, technology, management and marketing, all of which small
LDCs are conspicuously lacking, and may holp to implant a productive culture
and pecuniary value system conducive to industrialization in the host country.

Undoubtedly, the government can play an important role in attracting
foreign investments. Govermment policies to encourage foreign investments
cover a broad range of investment incentives such as tax holidays, subsidized
credits, boous exchange rates, import duty exemptions for capital goods and
raw materials, nwut:.nt allowances and accelerated depreciation, etc.

In the past, foreign investments and particularly TNCs' activities were
characterized by (1) their primary interest in producing for the domestic
market of the host country, i.e., import-substitution; (2) middle -~ or large-
scale assembly operatioms, exploiting cheap labour; (3) the use of

rdvanced technologies and consequent minims]l employment creatiom; (4) little
inter-iniuscry linkages, particularly between the large modern mamufacturing
»€ and the imdigenous small-scale industries; (5) high import

e & ‘~d; (6) geographic agglomeration of their activities around

tra . akel edry.

One of the msjor objections raisel against TNC activities is foreign
cconomic control that comes with foreign iuvesrments. Preoccupied with
profit maximization and totally insensitive to the interests of the host
country, they zero in on those projects that yield quickest and biggest
returns on their investment, which are made possible by generous concessions
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of the host govermment and adroit repatriation of profits.

Damages to the economy caused by TNC activities extend further to
the demise of native small-scale industries which engaged in the producticn
of goods similar to those of TNCs, e.g., textiles, beverages, cigarettes,
etc. These fledgling small native industries are often steamrollered by the
cold efficiency of TNCs, their superior advertisememt and sales efforts of
branded products. The growth of native industries is further hamstrung
by favourable governmment policies to attract foreign investments such as
import duty priviledges, exemption of corporate income taxes, overvalued
currency and subsidized credits, etc. Where small-scale indigenous
enterprizes manage to survive, often under the protective umbrella of
government policies, foreign investments tend to forge a dual structure
of the economy characterized by the parallel existemce of the modern
capital intensive industries and low-techaology, labour intensive local
industries and with no linkages between them.

In the last several years, the nature of foreign investaents and TRC
activities have undergone a significant change. Until recently since the
end of World War II, TNCs activities, and particularly those of U.S.
were aimed at the ll!arket expansion in the Third World, namely developing
import-substitution industries, not at establishing export bases for
supplying home markets. The msjor bulk of U.S. direct investments in
Latin American countries with large domestic markets - =.g., Argeatins,
srazil, Mexico - was of this nature. Recently, a new foreign investasnt,
known as intermational mbconmctingyhu emarged as a dominent force
effecting the: manufactured «xports from the Third World.

International subcontricting may be undertaken by transnational
foreign affiliates, joiat ventures between transnational and domestic
enterprises, or indsrendent producers in DGs. Sharpston's l:udytnj
shows that transnational affiliate production iccounts for most Third-
World production of semi-conductors, electronic memory circuits,
engineering products and capital intonsive goods. Independent Third
World firms, and DCs' firms working in joint venture with DGs' firms
specialize in an array of light msnufactured goods such as finighed
consumer electrical products, small machines, sporting goods, toys and

7/ For an 1lluminating analysis of the international subcomtracting, see
Sharpston] 23 Jand its implicatiocms for industrialigzation of the DGs,
see Landsberg[167] .
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wigs, etc. The key feature of intermational subcontracting is the
DGs' manufactured exports to DCs as part of a complete organizational
structure dominated by headquarter firms in DCs, and their complete
control over research, product design, advertising and marketing.

The growth of international subcontracting in recent years appears to be
phenomenal, although statistics on the volume of international subcontracting
are too fragmentary to provide any firm indication. For instance,
according to Sharpston's study E’.3, PP. 96—97:[, DGs' share of total
imports allowed under U.S. tariff items 806.30 and 807.00 (these tariff
items levy import duties on value added abroad if the inputs originated
in the U.S.) grew from 6.4 per cent in 1966 to 21.4 per cent in 1569 and
35.9 per cent in 1973.

Undoubtedly, small DGs including LDCs are well suited for internatiomal
subcontracting. There are fewer industries to compete for cheap labour.
The small internal market size of the DGs is not a constraint, since
_ production isAgeared to serve the mar“ets of the developed capitalist
countries. Furthermore, there are ample rooms for exploiting scale
eco;omies and mc iern capital intensive technologies. But the
locational incidence of international subcontracting is more influenced
by political stability of a country than economic considerations and
hence concentrated in a handful of countries such as Taiwan, Hong Kong,
Singapore and South Korea.

As in the case of other forms of TNC activities, the international
subcontracting appears to have failed to deliver the promise of self-
sustaining industrialization for DGs. It can be faulted for its two
major negative impacts on the hkost economy. First, no linkages
have developed between domestic consumption and production and subcontracting
operations increased economic dependence on DCs. This is because the great
majority of people outside export industries lacks income and hence
production is primarily for exports. As & result, investment, resource
allocation, and the choice of technologies are all directed at serving
demand in DCs and tend to be unrelated to the needs of the majority of
people. The second factor retarding the self-sustaining industrialization

process is the fact that subcontracting operations usually specialize in the

PR
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use of low-skilled labour, producing goods which are highly
standardized, technologically simple, and requiring little overhead
capital (e.g. sporting goods, toys, wigs and plastics). Therefore,
subcontracting operations stymie indigernous skill developmept urgently
needed for industrializationm.

In lieu of outright rejection of foreign investments and particularly
TNC activities as an instrument for industrialization, there might be
some scope for industrial policies designed to circumscribe TNC
operations so &8s to make them more sensitive to the needs of the host
courtry. First of all, in order to ensure the viable growth of small
native industries, high selectivity can be exercised in choosing foreign
investmeuts and particularly stringent measures can be adopted to
restrict the growth of large-scale industries directly competing with
local industries. For instance, akin to the curremt Indian scheme, a list
of reserved industries, might be drawn up for small scale indigenous
enterprises with local techmologies with a view to shielding thea from
direct foreign competition.” 1If this option is less palatable on the
efficiency ground, various support measures such as technical assistance
and R+D, can be extended to raise the productivity of indigenous
industries and heace strengthen their competitive position. Furthermore,
it would bé of-paxauount importance to establish linkages between
modern large~-scale enterprises and native small-scale ventures
wvhich could function as subcontractors. 0f course, this is easier said
than done. Apart from the general reluctance of TNCs to relinquish
part of their control over the economy, the product quality and
productive efficiency of local enterprises may need to be substantially
upgraded to meet the subcontracting requirements of modern enterprises.

TNC operations need to be more attuned to the real needs of the .
host country. This is particulerly true in the application of
technologies, taking into account fully the techmological impact on local
employment, use of domestic raw materials, indigenous engineering

suppllies and services etc.

The proportion of imported contents in the final product should be

an important consideration in selecting foreign investments, although such
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selectivity is rather limited at the early stages of industrializaczionm.

Some industries such as cement and fertilizers are likely to contribute

to higher value added of the product than others simply because of ready
availability of local materials. Other industries such as automobiles,
pharmaceuticals, electronics, etc., and other assembly types of operations
with low local contents, are set up because of the overriding interests

of TNCs in these products. In such cases, there is little choice for small
LDCs but to increase local contents gradually, perhaps over a long

period and primarily emphasizing the importance of skill development and
acquisition of technical know-how by learning-by-doing.

Moreover, a gradual process of reducing the incentive system favouring
the capital intensive production of TNCs, increasing intervention in the
choice of technology, and expanded local participation in the product '
designs and marketing may be highly desirable to foster the eveantual
self-reliance of LDCs, but the extent to which LDCs can exert such pressure
on TNCs depends on the progress of industrialization and the strength of the
underlying industrial base being built over time, since any LDCs'
intervention in the TNC activities may be construed as stymieing the
incentive to invest or expand production. .

Above all, it should be recognized that marshalling the resources of
TNCs is a temporary measure to boost industrial production at the embryonic

stages of development. It is based on the premise that the industrialization

process set in motion with the aid of TNCs' resources would eventually
lead to the development of self-generative industrial capacity of LDCs

to produce independently for the local market or direct exports and at the
same time progressive stages of specialization bring with them increasing
leverages of LDCs in bargaining with TNCs. The economic miracle of

South Korea is often put forward as a successful example gf weaning itgelf
from its economic dependence on the industrialized world. Initially
nurtured by a massive and continuous injection of foreign investments,
South Korea has gradually strengthened its industrial base to such an
extent that it has successfully developed an extensive domestic network of
subcontracting between large-scale enterprises and indigenous swmall

manufactures, and at the same time expanded overseas marketing networks




- 34 -

which heve in turn fostered export diversification in many areas
including shipbuilding and steel production. Similarly, the industrial
base of Singapore is now such that it can be highly selective in the
choice of technology, particularly in favour of advanced technology.
Furthermore, once such a solid industrial base is built, it is quite
possible that national enterprises play a deminant role and the
international companies could participate only as suppliers of technology
and know-how.

Bowever, it may be worth emphasizing that LDCs' ability to influence
TNC operations is likely to be significantly weakened by keen competition
among DGs export business, as the mmber of DGs which try to industrialize
through the export drive mltiplies steeply in the coming decade.
They will compete for foreign investments by offering various incentives
such as tax holidays, export subsidies, and the establishment of free
trade zones. It is, therefore, imperative to regulate excessive
competition among DGs for foreign investments which will be a detriment
to the interests of -LDCs and to facilitate smooth flows of export
business to LDCs in an orderly manner. There is the urgent need for
putting together a coherent collective policy for promoting export
industries of the small LDCs based on the close coopeégtion and principles
agreed among DGs.




SECTION 4: TRANSITION FROM IMPORT-SUBSTITUTION TO EXPORT-LED
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The ideal scenario of ISI strategy as envisaged by plammers and
policy-makers is progression through successive phases of specializ-
ation, beginning with the production of labour-intensive, technologi-
cally simple nondurabie consumer goods in the first phase followed by
the production of intermediate goods at the second phase, and
clisaxing with the production of capital goods and consumer durables
at the final stage, It was, however, shown earlier that somewhere
along this trajectory of industrialization, often even before reaching
the second phase of ISI, the early import-substitution industries
usually will encounter the problem of the domestic market saturation.
At that point, exports are the only way out for such industries but
they are in no position to- compete effectively in the intermational
market because of structural ossifications fostered by the protection-
istic policies of ISI. Therefore, the question of optimal timing of

a switch from ISI to ELI warrants serious consideration.

Unfortunately, there is no hard and fast rule for determining
optimal timing of tramnsition. It is, however, commonly recognized
that the longer industries are protected from the external cimpetitionm,
the more difficult it becomes to disloége vested interest groups of
protected industries from their grip over industrial policies and
foreign trade regime. It is, therefore, imperative that the
transition policy be planned and implemented well before these
vested interests gain political dominance.

Invariably, the transition is Pareto non-optimal in the sense that
some group gains at the expense of others in the transition process.
This is particularly true of the redistribution effect resulting from
the transition policy-redistribution of income away from some of the
existing import-substitution industries toward the newly favoured
export groups. In order to cushion some of the tramsition shocks,
the transition should be ideally timed to coincide with the prevalence
of favourable socio-economic-political conditions such as relative
domestic stability, good harvests, improved terms of trade, adequate

foreign exchanges, etc.




- 36 ~

The typical policy package for initiscing a tramsition to export
promotion entails (1) devaluation to adjust for differential rates of
domestic and intermational inflation. (2) export inducements, (3) removal
of tariff and other non-tariff barriers, and (4) elimination of some of '
the distortions in the market price system such as fiscal incentives
favouring capital. Obviously, this is easier said than done.
It is undoubtedly difficult to remove policy measures favouring
capital imports since the LDCs need more than ever capital to accelerate
infrastructure investment and industrial development. Further
difficulties may arise from frequent foreign exchange shortages caused
by the implementation of such a policy. This problem is further
exacerbated by lack of unequivocal national commitment to the export
drive and the erosion of competitive edges in the international market due
to rampant domestic inflation. Yet, most critical among problems
emerging during'the trangition is the balance of payments crisis. It is,
therefore, of paramount importance to ensure adequate external financial
support which will enable small LDCs to tide them over this difficult
transition period. There is the urgent need for creating a regional

and/or international machinery for mobilizing external.tesources and
providing required technical assistance specifically designated for this
purpose. The crucial importance of external support during the
transition period is further underscored by the fact that as exports
began to rise, policy measures to liberalize trade and exchange rate
regime often run counter to the domestic economic expansion because of
the need for deflationary monetary and fiscal policies, unless export
activities get off a fast start and rise rapidly so as to give "a shot
in the arm" strong enough to offset the effects of deflationmary policies,
the prospect that is very unlikely to occur at the early stages of
industrialization. N

It is particularly worth noting the important aspects of Korean success
story in this context. First, the overall levels of protection and
subgidy were relatively low and the liberalization of trade regime did
not damage its productive efficiency. Second, Korea pulled through
this difficult transition period in the early part of the sixties
when import substitution had not yet progressed to the'internediate stage
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of industrialization characterized by the development of high-cost
intermediate and some of the capital goods industries.

As underlined earlier, export-oriented industrialization calls,
inter alia, for a firm commitment from the govermment to accord the
highest priority to export promotion. Export promotion measures take
various forms. Most commonly promoted is the establishment of export
processing zones near seaports or airports to exempt export industries
from duties and other fiscal levies on imported inputs, bureaucratic
red tapes, etc. Various special policy measures can be adopted
to link directly imports to export activities; tariff exemptions on
imports of raw materials and otker intermediate goods for export
production, domestic indirect tax exemptions on both intermediate imports
for export production and export sales; preferential direct tax treatments
of export earnings, preferential export credits; importers' licenses
linked to export performance; tariff and tax exemptions granted to domestic
“suppliers of intermediate goods for export production and so on.

However, ons: camnot over-emphasize the importance of putting together
coherent and "consistent policies for export promotion. Many export
promotion policies often ruffer from the chaotic proliferation of
regulations and laws govermment export activities and their enforcement
wvas hamstrung by the cumbersowe bureaucratic procedures erected by the
large number of government agencies. For instance, the export promotion
policy of exempting taxes on imported inputs for export production is
not only unfair to exporters of similar products using domestic inputs
but alse impedes the development of crucial linkages between
export sectors and local industries.

It has been stressed that the successful launching of the export
drive for small LDCs requires a simultaneous two-pronged assault -
the development of an industrial base for manufactured exports and the opening
of export markets abroad. It has been further noted that TNCs can play
this dual role by developing an export industrial capacity and at the
same time marketing manmufuctured products through their own established
international networks. However, there are some alternmatives to

the TRC involvement in tapping potential overssas markets, especially when




- 38 -

the countries concerned hold a darker view of the TNC activities

based on their real or imagined fear for predatory tactics of the

TNCs and hence are reluctant to engage their services. One alterna-
tive is to engage the services of foreign trading houses to develop

new export markets. Usually these companies have already established

an extensive global network and tend to be superb marketers. Another
alterna~ive is to establish your own national trading houses with

active govermment support for overseas market development. However,
this possibility is often precluded because of the paucity of technical
know-how and the inadequacy of institutionmal infrastructure for
marketing and promotion development. Perhaps, the most attractive
alternative may be technical assistance in export promotion from more
industrialized developing countries with established overseas markets.
For instance, countries like South Korea, India, Taiwan, are in an
excellent position to launch joint ventures with LDCs for export
production, equipped with their considerable international marketing
experiences and appropriate technology for developing countries. Further~
more, these more advanced developing countries may have to steer the
course of industrialization away from traditional labour-intensive,
low-technology manufactured exports to skill-intensive high technology
products as steadily rising wage levels affect adversely their competitive-
ness based on cheap labour. 4As a result, these countries may need to
turn to some of the LDCs as pnew markets for their new industrial products,
aé new locations for their overseas investments, and as a source of

rav materials, while small LDCs look to these more industrialized DGs

as potential markets for their labour-intensive manufactured goods.

Based on the mutuality of interest and common political will, appropriate
ingtitutional mechanisms such as preferential tradinz arrangements and
industrial complementation schemes need to be evolved to facilitate

trade and joint production between small LDCs and more advanced DGs.

It should be noted that this cocperative arrangement is somewhat
different in nature from the traditional regional economic integration
scheme which fosters economic integration based on regional groupings.
This scheme is based on not so much the geogrsphic proximity as the
omplementarity arising from different stages of specialization betweea
small LDCs and more advanced DGs without geographic constraints.

It should also be mentioned. that o flurry of activities currently
being undertaken by the international community for accelerated economic
development of the DGs in the context of the establishment of New
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International Economic Order (NIEO), New International Development

Stategy (NiD3) &ud Global Roumnds of Negotdl

tions may generaté some
positive effects on the efforts of the LDCs to industrialize through

the export drive. The international support measures as such can

be particularly instrumental in (1) providing better access to the
markets of industrialized countries, (2) establishing the commodity
stabilization schemes, (3) securing the liberalization of capital
markets in favour of the DGs and particularly the LDCs, (4) marshalling
the resources of TNCs for the benefit of the DGs, and (5) securing

an enlarged flow of capital and techrology from the industrialized
world, It is beyond the scope of this paper to assess how much

of these professed goals and objectives enunciated in the NIEO and

NIDS are likely to be achieved in the coming decade. It may suffice

to say that any progress made in this direction as a result of
intensification of internmational efforts would have significant positive

impacts on the small LDCs in their endeavours to industrialize.

One final word of caution is in order. 1In practice, there is
seldom a sharp dichotomy between ISI and ELY strategies in the senge that
one or the other is solely pursued but not both at any given time, Of
course, both domestic and foreign markets are tapped in the course of
industrialization. It is a matter of a shift in priorities and
accordingly differentiated policy measures to favour one type of
industrializatj 2r another. Since for some industries, relatively
small firms ccii erate efficiently even within a relatively small
dome=tic market, there is some scope for selectivity im the
application of policy instruments, although the major thrust of
industrialization strategy may be either outwarc - or inward-
looking. However, when two sets of policy instruments are set up for
different purposes, it must be ensured that one set does not run
counter to the purpose of the other. For instance, export industries may
not be compelled to purchase intermediate inputs produced by import-
substitution industries at higher than world market prices. But this
leads to a thorny question of when the intermediate goods industries
and subsequently capital goods industries should be developed so as not to
negate comparative advant:ges. Stated in a different way, could the
country afford to wait until the scale economies result from the expansion
of both domestic and foreign markets? There is no clear-cut answer

to this question. In some cases it ma, pay to start a new industry earlier
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than this strict principle of comparative advantage justifies.

The validity of such an argument is further emhanced when small

LDCs are confronted with strong protectionist trade barr ers in the
world and the export markets for labour intensive goods virtually pre-

empted by other early arrivals.
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SECTION 5: OTHER MAJOR ISSUES

5.1 Technology Transfer

The mode of technology transfer from DCs to DGs is indeed varied and !
numerous. Technology can be transferred through such mechanisms as
capital goods imports, direct foreign investment, engineering comnsultancy,
education and training, turnkey projects, licensing agreements, management
contracts, and informal business contacts, etc. Perhaps at the early
stages of industrialization, foreign private direct investment may be
one of the few options open to LDCs, since it combines technology,
capital, skills, marketing and management in one package, which these
countries lack comspicuously. However, foreign private direct investments
usually bring with it many features unfavourable to the interests of LDCs.

The question of apﬁropriﬁte technology arises, first and foremost,
among many technological issues. Simply the advanced technology of

the rich country is unsuited to the needs of the poor country. The
damaging effects resulting from the application of an inappropriate
technology have been abundantly documented in the literature and hence
they come as no surprise. Among a litany of familiar arguments we often
hear are that the advanced technology is imported mainly to assist the
exploitation of the DGs by the DCs; the industrial processes designed
tend to be too capital intensive to alleviate the unemployment and under-
employment problems of the host country; and foreign technology equipped
with much higher productivity and superior marketing techniques jostles
out native enterprises which cannot compete.

Predatory tactics shamelessly employed by some of the TNCs could
be prevented if DGs develop technical know-how and bargaining power
to select more specific, unpackaged form of technology suited to their
specific technological needs. Unfortunately, technology market is the
sellers' market and DGs suffer from the lack of technical competence
to assess and select appropriate technology, as evidenced by their
indiscriminate adoptions. The problem of choosing appropriate technology
is further complicated by the imperfection and complexity of the
international market for industrial techmology. Technology buyers from
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DGs are often saddled with the inflated costs of acquiring technology
and burdened with technolegy contract clauses which put them in a
straight jacket in terms of the restrictive buyers' exports and
requirement of importing inputs from the supplier.

The gravity of problems requires immediate attention to the urgent
need for drumming up international support measures to overcome these
obstacles facing LDCs. In particular, concentrated efforts at the
global level should be directed at (1) opening up ready access to
information on profitable alternmative technologies by establishing
regional institutes for research and dissemination of technology
information; (2) helping LDCs to establish technology screening centre
to sift prospective technology imports; and (3) negotiating internmational
codes of conduct for technology transfer and TNC activities.

One fruitful area of investigation which has been somewhat overlooked
in the past is technology exports from more industrialized DGs, such
as Argentina, Brazil, India, South Korea, and Mexico. In fact, they
have been to a limited extent engaged in technology exports to other DGs,
selling capital equipment, turnkey plants and engineering consultancy
services. There are obvious major advantages to technology transfer
between DGs. First, it has an ideological appeal consistent with the
concept of collective self-reliance. On the substantive level,
LDCs will benefit from the relatively low costs of highly skilled labour,
and technology which is more appropriate to the conditions of LDCs and
at the same time available in the unpackaged form. However, very little
is known about the experiences of technology transfer among DGs and
there is some danger of subsuming that everything will work out fine in
the name of solidarity and collective self-reliance. More studies need
to be undertaken on the possibility of expanding technology transfer
between more industrialized DGs and LDCs.

5.2 The Role of Govermment

The government plays a dominant role in initiating and supporting the
early stages of industrislization in all spheres of economic activities
through regulation and direct intervention. In particular, the role of
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public sector can be vital in (1) planning and financing physical
infrastructure, - particularly transports and utilities - an vndertaking
for which the private sector is ill-suited in terms of massive capital
requirements and risk-taking; (2) formulating and implementing the
economy-wide macro-planning; (3) mobilizing domestic resources for
industrialization; (4) operating public enterprises and promoting the
transfer of appropriate technology.

Yet the characteristics of pub. ic sector economy may vary
markedly from country to country. On one extreme end of a wide gamut
of variations lies the central role played by the government in setting
pace for development and controlling the "commending heights".
India is a case in point where the public investment share is relatively
large with sizeable state-owned enterprises and many industries reserved
for public sector. On the other end of the spectrum is the orientation
of industrial policy toward the expansion of private sector and market
forces with diminishing importance of the public sector over time as
evidenced in a recent shift in the industrial policy of Bangladesh.
In most cases applicable to small LDCs, it is most likely that the
dominance of the public sector is born of necessity becsuse of the
absence of a native entrepreneurial class and no option for a viable
private sector.

No matter what the ultimste objectives the public sector economy
attempts to achieve, the crux of the matter is the quality and value
of the inputs the govermment can provide into the growth process as
a driving force of industrializatior. It is well known that at
the early stages of development the administrative and managerial
capacity of government tends to be utterly ill-equipped to implement
detailed state controls and interventions reaquired by an awmbitious
industrial development strategy. Cumbersome bureaucratic red tapes,
inapptitude and incompetence are not uncommon, hampering and stunting
industrial investments and prcgress.

It is deyond the scope of this paper to examine all agpects of the
pubiir~ gector economy as the ever—growing body of literature in this
field attests to this fact, Instead, we shall attempt to assess the role
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of public enterprises and their iwportance for formulating a viable
strategy of industrialization for small LDCs. The term "public
enterprises" means industrial enterprises owned and operated by

government.

There are many compelling reasons for setting up public enterprises .
in the initial phase of industrialization. One of the most plausible
arguments in favour of establishing public enterprises is, as underscored
earlier, the virtual non-existence of an indigenous :ntrepreneurial and
managerial cadre. This critical deficiency leaves only a few optioms
open to small LDCs - state enterprises and inreign firms. The former is,
of course, preferred on ideological grounds. The other route to
launching an industrialization drive through direct foreign investments,
particularliy involving TNCs, has been extensively discussed earlier.
However, the major weaknecs of state enterprises stems from the fact that
competent civil servaats, highly trained managers, and skilled ﬁanpover
required to run state enterprises efficiently are also equally in rhort f
supply to begin with. Whether for government enterprises or private
sector, managers and technical manpower need. to be trained and incr:ased
steadily over time, starting from the zero base.
It is also often argued that public enterprises constitute an
effective countervailing force to the monopoly power of private firms
whose major preoccupation may be the exploitation of monopoly profits and
market control. Particularly, a compelling case can be made for state
enterprises, when the overriding importance of profit biases private
firms towards consumption habits of the rich, exhibiting callous
insengitivity to the needs of the poor. In sum, state enterprises can
take an initiative in undertaking the basic needs oriented production
for the neglected majority of people, thus correcting the imbalance in the :
composition and distribution of products created by the market,
It is, however, one thing to foster public enterprises for the purpose
of gaining "commending heights' and another to rely on state enterprises
to produce basic needas products. In this case, the correct indus~rial
policy would be to promote rural industrialization based on small-scale
village and cottage industries involving indigenous people and resources,

since most of the basic needs of people can be provided by such small-scale
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establishments, except for certain industrial activities requiring large-
scale and capital intensive productions such as fertilizers, cement,
petrochemicals, steel, etc., the domain on which state enterprises

may conceivably concentrate.gj

Despite the-much-touted virtue of self-relisnce and self-management
many countries harbour considerable digillusionment with how public '
enterprises have fared to date. Almost invariably, public enterprises
in DGs have been plagued by the chronic inefficiency and operatirg
losses, the consequences of which are wreaking hsvoc with the macro-
economic equilibrium of DGs with their usually unlimited access to
credits and scarce foreign exchanges of the central bank. Rumerous
factors contribute to the productive inefficiency of public enterprises
in DGs. For instance, the World Bank studyEZS] lists among many
other things: monopolistic practices sheltered behind high protective
walls of trade restrictions; political patronage, cumbersome and
ineffectual personnel policy, and over~staffing caused by politically
expedient practices of making public enterprises as a major source of
employment; the use of public enterprises as a policy instrument to
advance_social objectives such as equity, basic needs, and regional
balance; difficult ventures requiring an extended learning period.
However, the fundamental issue that goes right to the heart of the public
enterprises is the malfunctioning  of incentive systems endemic to the

public sector. The disincentive factor permeates through all aspects

of public enterprise operations. Workers do not see the direct link
between work and reward as & result of inadequate personnel and
administrative policies, thus eroding their work ethics. Managers

tend to be less motivated to strive for excellence and often even
frustrated because of the lack of managerial autonomy in such important
decision-making areas as pricing, financing, employment and investment
decisions. The practical difficulty of establishing accountability for
their performance exacerbates this problem of sluggish productivity in the
public enterprise. In addition, there is some danger that the public
sector in general and public enterprises in particular may become a
political instrument controlled by the rich and industrial class militating

8/ The industrial policy of promoting cottage and village industries poses a
difficult question of a conflict between efficiency and equity. It may be
justified to promote small-scale and village industries at the expense of
the modern industrial enterprises especially in industrial activities where
their competitiveness and self-sufficiency is known to be eroding (e.g._
clothing). Obviously, village and cottage industries suffer from lack of
product development and quality control, marketing and promotional
activities, limited managerial capacity and inadequate procurement
procedures.
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In the light of many fundamental weaknesses inherent in public
enterprises, it may be hugaly useful to recapitulste some of the remedies
proposed by the Worl ~ Bank Study[ 28] . They are: .

(1) thorough pre-investment screening of large industrial projects,
because of the limited possibilities for undoing a mistake
through permitting bankruptcies;

(2) the need for circumscribing more narrowly and specifically the
non-commercial objectives of a public enterprise, which are
often used as a blanket justification for their poor performance;

(3) encouraging competition between public and private firms;

(4) exerting competitive pressures on public momopoly through liberal
import policies;

(5) greater scope for managerial decision-making;
(6) joint ventures with private domestic and foreign firms;

(7) Auctioning off public enterprises tc the private sector once the
government's primary objective of underpimning an industrial base
is accomplished as doae in Kores, Japan, Argentina, Brazil and

Singapore.

It may be worth reemphasizing the fundamental issue in the public
sector economy in general and the public enterprise in particulsr.
That is a conflict between efficiency and competitiveness on the
one hand and other social objectives such as employment, equity ani
distribution. The crux of the matter is the question of how to achieve g
all these additional objectives without sacrificing too much the competitive
position of the economy and the resource allocation efficiency.

Finally it is assumed throughout this lengthy discussion of a
strategy of industrizlization that small LDCs have relatively poor natural
resource endowmeauts. Of course, there are many exceptions to this
assumption that industrialization of small LDCs starts from nearly the zero
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base including matural TE&scures. tance, in Niger the incresased
exploitation of uranium that has taken place in the last four years

have had a dramatic effect on the country's revenue capacity despite

the .fall in uranium prices. The govermment has been able to divert

most of its uranium revenue, which will account for some 40 per cent

of the plans' expenditures, the 1979-83 five year plan which calls for
more than $3.5 billion in development projects.gj Similarly, in Congo,
oil represents over 50 per cent of export revenue, and that proportion is
expected to increase dramatically as production increases. Therefore,
oil is expected to continue as the Congo's economic mainstay in its
ambitious programmes'of self-gufficiency. In addition, according to the
latest trade figures available, timber accounted for 24 per cent of
Congo's export revenue, although the timber industry has suffered during
the last few years partly as a result of the recession in187e industrialized

countries and also because of the depletion ~f resources.—

It goes without saying that where such resources are available, a
resource-based industrialization should take precedence over everything
else and at the same time the exploitation of resources to their fullest
extent will provide desperately needed, internally generated revenue to
finance a programme of industrialization envisioned in this paper..
Therefore, the natural resource endowment would substantially ease the
financing problems of an industrialization strategy but would not alter
the fundamental nature of the strategy question for small LDCs raised
in this paper.

9/ International Herald Tribune (IHT); A special supplement, Niger,
December 1980

10/IHT, a special supplement, Congo, December 31, 1981
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SECTION 6: SUMMARY, CONCLUSIONS AND POLICY RECOMMENDATIONS

6.1 Summary and Conclusions

It is a grim and undeniable reality that least developed countries
(LDCs) as a whole are the poorest and most vulnerable among developing
countries (DGs) with staggering broblems of all kinds. Literally, they
teeter precariously between subsistence and disaster.

Aghinst this backdrop of the extreme urgency of LDCs' problems
this paper sets out to search a viable strategy of industrial
development for a subgroup of LDCs with small population and relatively
poor resource endowments. The geographical focus is on Africa where the
vast majority of the LDC group is concentrated. Our concentration on
small LDCs arises from a methodological necessity to differentiate
between small and large LDCs because the gize of potential domestic
markets circumscribes different development options and industrialization
strategies. ’

Recent indust;ialization experiences in many DGs lend little
support to the validity of the traditional theory of economic development
based on the labour surplus r1d trickle-down argument. However, despite
past unsuccessful industrialization in many DGs, the need for
industrialization has never been called into question. What is in
dispute 1is the industrialization strategy, the patterns of industrializationm,
.and the industrial structure that has emerged.

Given the initial conditions ¢f small LDCs characterized by tue
virtual non-existence of essential ingredients - capital, skilled labour,
technical know-how, a wide range of phyeical and institutional
infrastructure, and domestic markets of a sufficient size to exploit
scale economies, the choice of appropriate manufacturing industries is
rather limited. An early development of manufacturing should be
predominantly labour-intensive and technologically simple, as applied to
local materials and nondurable consumer goods for local consumption. At the
sape time, in industries competing with imports, a clear—-cut industrial




policy has to be fortmulated as to how and how much they shoul
against foreign competition, bearing in mind the perenial dilemma that
too much protection fosters inefficient industries and nurtures vested

interests while too little “"nip the yourng industries in the bud".

The initial pauperized conditions of small LDCs offer little option
but import-substitution. It is, furthermore, through this early stage
of import-substitution that protective measures can be deployed while
skills are acquired, necessary infrastructure established and technrlogical
bases underpinned, all contributing to development of domestic industries
and strengthening of their internmational competitiveness.

However, particularly where domestic markets are relatively small,
the pursuit of import-substitution policies beyond the early stages of
industriaslization should be viewed with extreme caution, since further
progress becomes extremely difficult once early import-substitution
opportunities have been fully exploited. The past experiences of ISI
have been anything but positive: dualism between modern sectors and
small-scale local enterprises; crowding-out of small indigenous firms
by the modern large-scale firms; foreign exchange drains, industria?
overcapacity and consequert productive inefficiency; imability to
generate sufficient employment; fostering regional, industrial amd product
imbalances; and misallocation of resources. :

An efficient growth pattern of small LDCs envisaged in this paper is
pregression through successive stages of comparative advantages. Namely,
the indv :trial specialization evolves gradually over time toward a highly
sophisticated and complex form, beginning with unskilled, labour-
intensive and low-technology industries, and next thrusting toward more
capital-intengive industries, and £inally climaxing with the dewvelopment
of highly skill-intengive and technology deepending industries. It was
further maintained that 1ISI strategy is not an appropriate vehicle to
carry small LDCs along this path except at the initial stages of
industrialization. The logical step to be followed after the initial
preparatory stage of ISI appears to be a switch to ELI strategy.

However, some of the current structure and patterns of DGs' manufactured
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forechedows 2 Aifficulr road shead for the LDCs' export drive.
First, manufactured exports from all LDCs in terms of both trade

among DGs and North-South trade are virtually nil. Second, a small

mmber of DGs is dominating the Third World's manufactured exports.

Third, although DGs' manufactured exports have not yet become

sufficiently large in the aggregate to pose & threat to the manufacturing

output and employment in industrialized countries, the current instability

of the global economy caught at the throes of stagflation and resultant

tightening of markets in DCs does not augur a better prospect for

opening new export markets., Particularly, a rising tide of protectionist

sentiments sweeping across industrialized countries is detrimental to the

LDCs' export drive. Last but not least important, there is the problem

of so-called "late-comers’. The markets in the industrialized world

for labour intensive manufactures were already pre-empted by a small

number of DGs dominating this field, particularly Hong Kong, Taiwan, [
Singapore and South Korea. ,

Against th;s onerous background, the problem.of market penetration !
to get off the ground the LDCs' export drive should receive the first ?
priority consideration. A set of special measures to overcume these
. difficulties will be suggested in the following section dealing with
policy recommendations.

As closely related to the above issue, the problem of marketing and
promoting an array of manufactured goods cannot be overemphasized. 1In
general, emall LDCs are utterly lacking institutional infrastructure needed
for export promotion and administrative capacity for formmlating and
implementing export promotion policies. An easy way out of this impasse
is to engage foreign firms, usually TNCs, who have already established
worldwide marketing networks. Despite many serious shortcomings and
possible detriments to the host countries resulting from TNC activities,
there appear to be few other alternmatives but to launch ELI through
collaboration with foreign partners in the initial stages of export
promotion and later to concentrate on the smooth transfer of marketing
know-how from foreign firms to the indigenous entrepreneurial group.

This is particularly likely to be the case, because foreign investments
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bring with them 2spitsl  technology, management; and marketing in omne
package, all of which small LDCs are conspicuously lacking. Undoubtedly,
the government can play an important role in attracting foreign
investments by offering a broad range of investment incentives.

In the past, TNC activities have been criticized on account of:
(1) the foreign economic control that comes with foreign investments;
(2) preoccupation with profit maximization and total insensitivity to the
interests of the host country; (3) the demise of small native
industries producing goods similar to those of TNCs; (4) forging a
dval structure of the economy characterized by the parallel existence of
modern capital intensive industries and low-~>chnology, labour intensive
local industries and with no linkages between them.

Recently, 2 new foreign investment, known as international
subcontracting has emerged as a dominant force affecting the manufactured
exports from the Third World. The key feature of internmational
subcontracting is the DGs' manufactured exports to  DCs as part of a
complete organizational structure dominated by ﬁeadquarter firms in the
DCs, and their complete control over research, product design,
advertising and marketing. Apparently, small DGs including LDCs are
well suited for iaternmational subcontracting, since production is geared
to serve the markets of the developed capitalist countries and hence the
small internal market size is no longer a constraint. But the locatiomal
incidence of international subcontracting is more influenced by political
stability of a country than economic consideratinns with its resultant
concentration in a handful of countries such as Taiwan, Hong Kong,

Sinapore and South Korea.

However, indiscriminate use of the international subcontracting may
prove to be damaging to the industrialization efforts of the host country.
First, no linkage between domestic consumption and production is likely
to develop and subcontracting operations may increase economic
dependence on DCs. Second, subcontracting operations may stymie
indigenous skill development because of their use of low-skilled labour,
producing goods which are highly standardized, technologically simple,




All these factors point to the urgent need for prudence and selectivity
ir the use of foreign investments and particularly TNCs as an instrument
for industri: lization, and for the expansion of scope for formulating
industrial policies to circumscribe TNC operations so as to make them
more sensitive to the needs of the host country. Above all, *
marshalling the resources of TNCs should be viewed as a temporary measure
to initiate the industrislization process which would eventually lead .
to the development of self-generative industrial capacity of the host
country to produce independently for the local market or direct exports.

The early import-substitution industries will usually encounter the
problem of the domestic market saturation. At that point, exports are
the only way out for such industries but they are in no position to
compete effectively in the internmational market because of the structural [
ossifications fostered by the protectionist policies of ISI. The !
question of optimal timing of a switch from ISI to ELI is, therefore,
critical. The transition is bound to cause considerable frictions

- e,

among various economic groups, particularly redistributing income away
from some of the existing import-substitution industries toward the newly
févoured export groups. In order to cushion some of thc tramsition
shocks, the transition should be ideally timed to coincide with the
prevalence of favourable socio-economic-political conditions, such as
relative domestic political stability, good harvests, improved terms of
trade, adequate foreign exchanges, etc.

The typical policy package for initiating a transition to export
promotion entails (1) devaluation to adjust for differential rates of
domestic and internmational inflation, (2) export inducements, (3) removal
of tariff and other non-tariff barriers, and (4) elimination of some ¢i the
distortions in the market price system. Above all, what is needed more
than anything else is the formulation of coherent and consistent policies
for export promotion backed by a firm commitment from the government.

As some alternative to the TNC involvement in tapping potential

overseas markets, small LDCs may seek technical assistance in export
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promotion from more industrialized developing countries which established
overseas marxets, preferably in the form of joint ventures for export
production. Technical co-operation among DGs of this sort receives

an added importance in view of the fact that these more industrialized
DGs may have to steer the course of industrialization away from
traditional labour-intensive, low-technology manufactured exports to
skill-intensive, high technology products as steadily rising wage levels
affect adversely their competitiveness based on cheap labour. Also, it
goes without saying that various international support measures enunciated
in the New International Economic Order, New International Development
Strategy, and Global Rounds of Negotiations may significantly facilitate
the efforts of LDCs to industrialize through the export drive.

The question of appropriate technology arises, first and foremost,
among many technological issues. Simply the advanced technology of the
rich country is unsuited to the needs of thé.poor country, as extensively
documented in the literature. 1In general, technology market is the sellers'
market and DGs suffer from the lack of technical capacity to screen out
appropriate technology, as evidenced by their indiscriminate adoptioms.

The problem of choosing aporopriate technology is further complicated by
the imperfection and complexity of the internationai market for
- industrial technology.

The dominance of public sector at the early stages of industrialization
is likely to be unavoidable because o: the absence of a native entrepreneurial
class and no option for a viable private sector. Eowéver, critically
important is the quality and the value of the inputs the govermment can
provide into the growth process as a driving force of industrialization
in view of inadequate administrative and managerial capacity of LDCs'
govermments t. implement detailed state controls and interventions
Tequired by an ambitious industrial development strategy.

Among many compelling reasons for setting up public enterprises are:
the virtual non-existence of an indigenous entrepreneurial class and
managerial cadre; the need for creating an effective countervailing force

to the monopoly power of private firms; undertaking the basic needs
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oriented production for the neglected majority of the poor; and the
need for undertaking large and capital intensive enterprises producing
fertilizers, petrochemicals or steel, for which the private sector

is not generally suited, let alone small-scale rural industries.

Despite the much-touted virtue of self-reliance and self-management, !
many countries harbour considerable disillusionment with how public
enterprises have fared to date. Numerous factors contribute to the
productive inefficiency of public enterprises. Yet the fundamental
issue that goes right to the heart of the public enterprise is the
malfunctioning of incentive systems. The disincentive factor permeates
through all aspects of the publib enterprise operationms.

In addition, there is a conflict between efficiency and competitiveness
on the one hand and other social objectives such as employment, equity and
distribution. The crux of the matter is the question of how to achieve
all these a@ditional objectives without sacrificing too much the
competitive position of the economy and the resource allocation efficiency.

Finally, it is important to note that the strategy set forth here is
not so much guided by a certain political ideology or narrowly defined
development doctrine as by pfagmatic and eclectic approaches to solving
the problems of small LDCs. Namely, whatever appears to be best and
feasible among various industrial development strategies and policies for
small LDCs is given close examination. As a result, the strategy attempts
to draw upon TNC resources as well as elements of self-reliance and
South-South cooperation as an important instrument of industrialization
for small LDCs. But the idea of marshalling TNC resources may be
totally unpalatable or even downrighf unacceptable to some self-reliance
ideologue or collective self-reliance purist. Irn this regard,
the strategy outlined here neither claims conceptualisuperiority over .
nor poses substantive disagreements with, except for the means to achieve
the end, many variants of the self-reliasnce scheme, collective
or otherwise. For instance, the proposed strategy can be readily
dovetailed into & framework for South-South cooperation based on the
organization of countervailing power by South on a political, economic
and intellectual front to accelerate the process of change in the

LY

international order in favour of DGe—; or a strategy of fostering Third-

1/ See Mahbub ul Haq [ 10]
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World muicinaiional enterprises as an indispensable instrumeant of self-
reliant development.-]-'zl Undoubtedly, most of these proposals have
ideological appeal to the Third World and even conceptual elegance.

But the core of the problem is realism. The question of whether these
proposals stand much of a chance is yet to be answered. Ultimately,
successful industrialization strictly based on the South-South cooperation
scheme depends on critically the creetion of the political will for
govermmental negotiations to bring about comnvergence in the development
policies of Third-World countries. Until these self-reliant strategies
are sufficiently tested and proven as a workable and viable framework, the
strategy put forward here may warrant serious consideration for further

study.

6.2 Policy Recommendstions

In order to overcome "late-comer"” problems of small LDCs in launching
their initial export drive, industrialized countries should open additional
markets for labour-intensive manufactured eRports specifically earmarked
for small LDCs, preferably by granting some sort of favourable quotas to
enable them to secure a foothold in the industrialized countries'

markets.

In the same vein, exploiting shifting comparative advantages and
dynamic internmational Jdivision of labour, rapidly industrializing countries
with & dominant share of DGs' manufactured exports, move out of the
traditional territory of labour~intensive manufactured exports and
venture into more technoiogically advanced and skill-intensive products
and product lines, and at the same time help small LDCs to anchor firmly
their initial export markets for labour-intensive manufactures in
industrialized countries which they previously penetrated. Further,
rapidly industrializing DGs themselves could provide expanded market
opportunities for small LDCs, as their factor intemnsity tips towards more
capital in respomse *» increasing wages and their inputs of labour-intensive

goods may grow.

12/ See 1smail Sabri-Abdalla [ 227]
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In addition, TNCs resources may be mobilized for industrialization
of small LDCs, taking due consideration of sensitivity to the interests
of the host country. In this regard, appropriate industrial policies
must be formulated to harness the resources of TNCs to the mutual
benefits of both host countries and TNCs. Particularly, it must be
ensured that:

(1) the growth of native industries is not hamstrung by favour-
able government policies to attract foreign investments;

(2) and in some cases the growth of large-scale industries
directly competing with local imndustries needs to be curbed,
with a list of resarved industries drawn up for small-gcale
indigenous enterprises with local technologies; or

(3) alternatively, various support measures such as technical
assistance and R + D should be extended to raise the
productivity of the indigenous industries and hence strengthen
their competitive position;

(4) linkage between modern large-scale enterprises and native small~ )
scale ventures in the form of subcontracting is established.
To establish such linkages, the international community must
create pressure to force TNCs to relinyuish part of their
control over the economies of DGs on the one hand, and the
product quality and productive efficiency of local encerprises
must be substantially upgraded to meet the subcontracting
requirements of modern enterprises on the other hand;

(5) where possible, the proportion of imported contents in the final
product should be an important consideration in selecting
foreign investments, although such selectivity is rather limited
at the early stages of industrializarion. Where such options
are not available, comscious efforts must be made to increase
local contents gradually, perhaps over a long period and
primarily emphasizing the importance of skill development and
acquisition of technical know-how by learning-by-doing;

(6) effective policy m.asure must be formulated and implemented to
facilitate a gradual policy of reducing the incentive system
favouring the capital intensive production of TNCs; increase
intervention in the choice of technclogy; and expand local par~
ticipation in product designs, promotion, marketing, insurance,
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financing, and other distribution-reiated seivice

activities.

Most important of all, given the prospect for keen competition among
DGs for export markets, as the number of DGs which try to industrialize
through the export drive multiplies sharply in the coming decade, it is
imperative to regulate excessive competition among DGs for foreign
investments, and to ensure smooth flows of export business to LDCs
in an orderly manner. There is, therefore, the urgent need for putting
together a coherent collective pclicy for promoting export industries of
the swall LDCs based on the close cooperation and agreed principles
between LDCs.

The crucial importance of optimal timing in a switch from ISI to ELI
strategy is amply underscored. Since the lerger industries are protected
from the external competition, the more difficult it comes to dislodge
vested interest groups of protectad industries from their grip over
industrial policies and foreign trade regime, the tramsition policy must be
planned and implemented well before these vested interest groups gain
political dominance.

Most critical among many prbblems emerging during this transition
period is the balance of payments crisis. It is, therefore, of paramount
importance to provide adequate external financial supports which will enable
small LDCs to tide them over this difficult tramnsition period. In this
context, the international community could effectively aid small LDCs
by establishing a regional and/or intermational machinery for
mobilizing external resources and providing necessary technical assistance
specifically geared for this purpose.

One of the promising avenues of ELI for small LDCs is through economic
and technical assistance from more industrialized DGs wi .a established
overseas markets. In view of shifting comparative sdvantages and
resultant complementarity arising from different stages of specialization
between small LOCs and more advanced DGs, more active economic
cooperation must be fostered between these two groups. More advanced
DGs with their extensive internmational marketing experiences and
appropriate technology for DGs should launch joint ventures with small
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new industrial products, as new locations for their overseas investments,

and as a source of raw materials, while small LDCs look to these

more industrialized DGs as their potential markets for their labour-

intensive manufactured goods. Furthermore, appropriate institutional

mechanisms such as preferential trading arrangements and industrial .
complementation schemes need to be evolved to facilitate trade and joint

production between small LDCs and more advanced DGs.

In technology areas, concentrated efforts at the global level should
be directed at (1) opening 1p ready access to information on profitable
alternative techmnologies by establishing regional institutes for research
and dissemination of techmology information; (2) helpinmg LDCs to
establish technology screening centre to sift prospective technology
imports; and (3) negotiating intermational codes of conduct for technology
transfer and TNC activities. ‘

Concrete policy measures to promote technology transfer to small LDCs ';
from more industrialized DGs must be formulated and implemented. 1LDCs |
will benefit from the relétively low costs of highly skilled labour, and
technology which is more appropriate to the conditions of LDCs and at the
same time avajlable in the unpackaged form. However, very little
is known about the experiences of technology transfer between more
advanced DGs and LDCs. Further research should dbe undertaken to
investigate the possibility of expanding technology transfer between these
two groups.

In the area of industrial policies related to the public enterprise
system, the major thrust should be directed at exposing gradually the
public enterprise to the rigors of the market place in order to make it -
more incentive-oriented and efficiently run. 1In this context, it may
be highly pertinent to recapitulate some of the policy recommendations .
made by the World Bank study E28 ] . They are:

(1) thorough pre-~investment screening of large industrial projects,
because of the limited possibilities for undoing a mistake through
permitting bankruptcies;
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(2) the need for circumscribing more rarrowly and specifically the
non~-commercial objectives of a public enterprise, which are
often used as a blanket justification for their poor performance;

(3) encouraging competition between public and private firms;

(4) exerting competitive pressures on public monopoly through liberal
import policies;

(5) greater scope for managerial decision-marketing;
(6) joint ventures with private domestic and foreign firms;

(7) Auctioning off public enterprises to the private sector once the
government's primary objective of underpinning an industrial base
is accomplished.

Finally, some suggestions can be made as to ways in which policy
recommendations set-forth here may be translated into a programme of
action. A set of recommendations related to the economic and technical
cooperation between LDCs and more advanced DGs in launching the LDCs' i
export drive may be introduced as specific agenda items at “"solidarity meetings Z
of ministers of industry on technical cooperation among developing countries"”,
~ since the purpose of these meetings is to search ways in which the more
advanced DGs can assist LDCs. Also, major findings and policy implications
of this study may be discussed for further evaluation and elaboration with a
view to formulating concrete policy measures to accelerate LDCs'
industrialization at various international and regional fora such as the
forthcoming UN Conference on the Least Developed Countries, and various
regional meetings organized by the Economic Commission for Africa (ECA) and
the Organization of African Unity (OAU).

On matters related to the North-South cooperation, UNIDO's
System of Consultations in its present form can serve as an effective vehicle
for the dialogue on industrial cooperation between DCs an' LDCs. Through
such an important medium of industrial cooperation, DCs can be urged
to take decisive stens to commit an enlarged flow of external resources,
both public and private, for the industrialization of LDCs. In this

context, the recent German scheme introduced at the 35th Session of the
General Assembly is quite notable as a step in the right direction.
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Recognizing the important role of private foreign investments in DGs
and direct cooperation between enterprises in DGs and DCs, German
government has developed a2 mumber of instruments, such as tax
deductions, investment credits, financing of professional training and
consultancy services. The report underscores:
"in particular, the German Development Corporation was created for
the specific purpose of co-financing joint wventures between
German enterprises and enterprises in .developing countrics. We
have found such co-operation among enterprises to produce the
best results when it comes to mobilizing private investors. But
the active participation required from the private investor
will come forth only - and hence I repeat once again what we have
said many times before - if he is given sufficient guarantees
within a stable and attractive enviromment. Without such
guarantees, all efforts by governments and izternational
organizziions are bound to be meaningless."13/
Perhaps, private joint ventures of this kind may prove to become the
catalyst of the industrialization of small LDCs at each progressive stage
of specislization outlined in the strategy, starting from the
development of labour-intensive import-substitution industries at the
initial stage to a switch to export-oriented industrialization at a later
stage. Therefore, the active participation of private investors in such
joint endeavours should not only extend throughout the entire
industrialized world, but also the programme should accord the highest
priority to solving the problems of LDCs. 1In the meantime, small
LDCs themselves should make conscious efforts to create a favourable
investment climate for private foreign capitsls. Such a direct
fruitful dialogue between enterprises on both sides could be
established through UNIDO Sysfrem of Consultations or any other appropriate
machineries, and the strategy mapped out here rad policy recommmendations
arising therefrom should provide a proper framework for extra-national

North-South negotiations and industrial development ccoperation.

13/ Statement of the Delegation of the Federal Republic of Germany in the
Second Committee, 25th Session of the General Assembly, Item 61, 27 October
1980, pp.7~9.
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UN LEAST DEVELOPED COUNTRIES

Africa: The Americas:

1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.

12,

13.
14,
15.
16.
17.
18.
19.
20.

Asia

Benin 1. Haitdi .
Botswana

Burundi

Cap~ Verde

Central African Er ‘re

Chad

Comores

Ethiopia

Gambia

Guinea

Lesotho

Mslawi

Mali

Niger

Rwamda

Somglia

Sudan

Uganda

United Republic of Tanzania
Upper Veolta

and the Pacific: Europe and Western Asia:

Afghanistan 1. People's Democratic
Bangladesh Republic of Yemen
Bhutan , 2. Yemen Arab Republic
Laos

Maldives

Nepal

Samoa



2.

3.

4.

5.

6.

7.

8.

9'

10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22,
23.
24,
25.
26,
27'
28.
29.
30.
31.
32.
33.
34.

WORLD BANK LOW INCOME COUNTRIES

Bhutan
Cambodia
Lao PDR
Ethiopia
Mali
Bangladesh
Rwanda
Somalia
Upper Volta
Burma
Burundi
Chad

Nepal

Benin
Malawi
Zaire
Guinea
India
Vietnam
Afghanistan
Niger
Lesotho
Mozambique
Pakistan
Tanzania
Haiti
Madagascar
Sierra Leone
Sri l.anka
Central African Empire
Indonesia
Kenya
Uganda
Yemen Arab Republic






