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I. THE ISSUE

The subject of this paper given by the organizers to be the

re-industrialization in the advanced countries,eatails a number of

explicit or implicit assumptions some of which would call for special
attention and more detailed elaboration than the framework of this
paper would permit. A brief review of some of the most apparent
assumptions may in any case be warranted before we focus on scme

selected issues.

Re-industrialization implies that in the advanced countries - by
which we mean here the industrialized countries with emphasis on OECD
member countries - have been subject to a period of de-industrialization
and that that period now is proving to have been temporary in nature
being followed by a period of increases in industrial capacities and/
or growth in output. This would entail either a cyclical development
in these economies from a decreasing share of manufacturing to an
increasing share or a break in the long-term trends of struccural

changes.

There could be several approaches for testing this hypothesis.
First, it could be argued that de-industrialization in developed
countries took place in the 1960s and 1970s through thp redeploy-
ment or transfer of industrial production czpacities to develﬁﬁ?hg
countr .es. The question would be if in itself such redeployment
of industries would necessarily entail de-industrialization of the
developed count.ries versus the developing countries. Another
question would then be i{f a break of this trend now occurred with

a re-transfer of production back to the developed countries.

A process of redeployment of industries from developed to
developing countries has indeed taken place over the last decades.
This process, however, seems to be still taking place, albeit at

a slower pace, than in the 1970s.

The redeployment process should be understcod to form part
of a restructuring of the industrial sector. This means that
less competi~ive industries ~ or more accurately industrial
activities - are redeployed and replaced by more competitive

lines of production. Such combined process of redeployment and
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upgrading of production in industry or in a particular subsector could
a priori imply that the manufacruring value-added in the country re-

mains "more or less'" at the previous level.

In highly aggregated terms the global process of industrial
restructuring has moved at very modest rates: The share of developing
countries in total world manufacturing value added increased from 10%
in 1975 to 11% in 1980 (see table 1). In these relative terms on:

might call this a degree of '"de-industrialization' of the developed

Table 1: Estimated shares in world MVA, by economic groupings and
subgroup, selected year

%

Economic grouping 1963 1970 1973 1975 1978 1980

(Based on constant (1975) prices)

Developed market 77.3 713.4 72.0 67.5 66.8 65.2
economies

Centrally planned
economies 14.6 17.8 18.7 22.5 22.9 23.8

Developing countries 8.1 8.8 9.3 1¢c.0 10.3 11.0

Source: UNIDO, Industry in a Changing World, 1983

countries. However, de-industrialization would imply a decliring
share of MVA in GDP in each of these countries. Such evidence is,
however, inconclusive. This process is very gradual and there is
little evidence of a drastic break of the process at this stage.
From the available data at this aggregate level it czn therefore
hardly be deduced that a major long-term re-industrialization ot

the developed countries is under way.

On the other hand, the statistical concept of industrial subsectors
and tne further disaggregation of subsectors are crucial for assessing
the extent for restructuring. More disaggregated data (see table 2),
show ~hat some subsectors in the developed countries have undergone
a sizeable net decrease. The developed countries' textiles and
clothing industry for instance has been significantly reduced in
terms of value added shares. The question could now be raised if
a re-redeployment or re-industrialization of this industry can be
observed. A detailed analysis of emerging trends and underlying
forces would be required to ascertain this possitle development in-

cluding an examination of anplications of new technologies in varionus
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activities of this subsector and the effects on the competitiveness
of developed countries. On tbis basis, it may be possible to estimate
the extent at which a transf-r of these activities back to the

developed coutnries could te expected in the year to come.

Table 2: Share of selectc] industrial braaches in world MVA, at constant prices, by economic groupiag, 1963, 1973 and 1980

(Pcrceniage)
Develaping commines Centrally plun~cd cconam:cs Developed miarker economics
P_’ﬂ_ﬂ(_k{ ISIC 1943 93 1950 1902 w73 1980 1943 0 1v30
:eood'producls 3 B6 138 151 27 22 2%y 637 @0 Sl
Beverage 313 122 137 186 A3 ns 665 652  S1S
Tohasco 314 246 274 307 161 156 i6¢ 613 510 s2s
Text 32 174 175 187 2By 671 R4 93  $58 189
earing apparel m 80 90  102° 20 WS w3 650 605 51.57
F::{he:;nd fur products i 13 108 1* 245 310 360° 653  s82 513
wei 324 89 105 111 271 N1 w3 6l . '
Wood and cork products 33 90 94 120 B8 194 227 72 ;:: :;'g
l;:mnure ard fixtures, excluding metal m 68 6.0 150 139 163 23¢ w3 M1 on>
Paxe 3 6.1 6.9 82 64 15 87 §75 856 a3l
Prizting and publishing 342 59 66 ° 6l 43 6.3 59 §98 871 86.9
ndustrial chemicals 381 62 69 11 96 22 WMo 82 N0 643
gthcr chemicals 352 137 162 180 5.2 68 15 BLI 716 758
etralcum refineries 353 459 391 418 70 124 166 a1 @ '
Miszetlaneous products of petrokum i ) 4 e
and coal 154 48 126 136 S 3%
‘ ! : : : 8  4ls @ :
;t'ubtgr products 355 98 116 142 142 D3 s % 3 ;? 8 Z;;
fastic products 356 1.3 84 102¢ 76 86 LIf 8.1 R0 W
gclucr)'. china and eartheaware 361 126 126 131 29 311 4 645 563 64
Glas - 362 7.4 94 99 152  20R  279 7% 98 62.2
er non-metallic mineral products 369 7.1 8% 12,1 26.4 s 4.6 66.5 59.6 S;J
tron and sieel 37 54 67 103 198 197 42 738 136 65.5
Non-ferrous metals _ n 83 52 104* B0 92 s 687 626 $5.1°
Metal products. ecluding machinery w12 5.1 6.0 72 16 20 304 £0.3 730 624
Non-clectrical machinery a2 24 46 50 149 194 27 827 760 683
Etecirical machinery 3632 .l 5.2 66 16.4 98 263 9s 150 612
Transpont cquipmen’ 384 46 6.6 15 124 11 23 80 753 '
Professional and screntific equipment, - ' ' 632
photographic and optical goods 18s? 1.3 0.7 217 M9 493 $5.5°
hic an ) X ) ! ] 5.5 : a
Otker manutacturing 390 84 7. 8.4* 193 00 308 %: 23'3 ;«Z);"

Source: UNIDO, Industry in a Changing World , 1983

A second - related - dimension which could be used in the analysis
of a possible de- and re-industrialization process is the ratio of
growth between the manufacturing and the services sector. Various
studies on che relative decline of the manufacturing industry versus
the services sector suggest that indeed a long-term de-industrialization
process is taking place. Services in the developed market economy countries
increased from around 54% (in GDP) in the 60s and 70s to some 37% in
1980 (in North America from 60% to 63% . The growth propensity *)
of this sector was 1.2 in the period 1973-80. Employment in the
servicessector has reached over 60% in total labour force in most
of these countries (USA 67.8% in 1978). (Source: UNIDO, Industry
in a changing world, 1983, tables IV. 2 & 3). The same process -

*) Ratio of the growth rate for output of the servicessector to the
growth of GDP (constant prices).

|




and with the same growth propersity of the service sector - can be
observed in the devcloping countries, although the services reach

a share of only 44.3% (1980) on the average.

If this gracual process of structural change in the developed
market economies is used as an expression of de-industrialization,
then the question would arise if this trend in the developed countries
is being reversed. There seems to be no evidence for such a rever-
sal. On the contrary, services continued to grow. Moreover, ‘“‘services"
are statistically also to a large and increasing extent embodied in the
manufacturing sector through a growing service content in activities of
industrial corporations. These services are thus registered as manufac--

turing and not as services.

A third dimens ion of the possible de-industrialization and
re-industrialization prccess could be provided by the recent work
undertaken (by Freeman and others) on long waves of industrial
growth. Some of these studies suggest that a new secular up-
swirng for major economies in the industrialized world can be
anticipated due to or co-nected with the breakthrough of new
applica-ions in the electronics field. However, whereas several
cyclical movements could be observed between innovation and industrial
growth, data do not seem to provide fully evidence for a dominating
long cycle of de- and re-industrialization or of a current turn of

such a cycle.

Finally, the question of advanced countries' de- and re-industriali-
zation cculd be seen againct the recent economic recession. What could
be asked is whether the real or expected recovery in the developed
countries is the beginning of a period of re-industrialization with

a distinct pattern.

Ma:ro-economic indicators in the industrialized countries show
on the whole improving economic conditions in economies in 1983 and
1684 ac compared to the years 1980-82. The esiimated average 2.3 increase
in GDP last year is expected to increase sligthly further in 1984
with about one percentage point thereby approicihing the average rare

in thke 1970s.* In respect of longer-term growth orospects, diffcrences

* QECD, Economic Outlook, 34, December 1983.




among the industrialized countries and the nature of the recovering
process, however, one can note uncertainties and irregularities.
Whereas in the USA and Japan the recovery seems to proceed, European
economies show lower growth, more uncertain prospects and continued

high, rising unemployment rates (11.5%).

There is a broad consensus among obsercvers of current inter-
national developments in industrial production and trade that
global industrial restructuring is undergoing drastic changes
and increasing uncertainty in terms of the underlying causes
and resuiting trends. Widespread use of broad ranges of Govern-
ment policies and measures, rapid technclogical developments,
changing corporate strategies in the North,unsolved problems in
the international finance system, price-uncertainties have created
an international environment in which OECD- countries primarily
seek solutions for their own national industries and in which the

developing countries are most severely affec:ed.

Extrapolations of the growth patterns in the economies and in
industry are increasingly unsuitable for reaiistic assessments of
prospects arnd directions of developments. There is no consensus
if there has been or is still a crisis, a recession, a period of
transition. Is the observed break in the long-term productivity

growth trend part of a transit.ry phenomenon?

Seeing the economic recession and the recent signs ol recovery
in a wider perspective, further uncertainties arise which can only
partly be explained by existing statistical data. Firstly, the role
and relationship of key variables for the growth process seem .o
have undergone fundamental changes in the past few years. Secondly,
interpretations of these changes of their driving forces and of the

required policies are still under debate.
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I1. SOME CURRENT AND PROSPECTIVE INDUSTRIAL TRENDS AND POLICIES IN
DEVELOPED COUNTRIES AND THEIR POSSIBLE IMPACT ON DEVELOPING
COUNTRIES

Observations of the recent trends show that it would be problematic
and probably even counter-productive to base the analysis of current
international developments in industry on traditional concepts or new
terms and categories of development patterns. There seems to be no clear
trend indicating a dominant sustainad development pa_tern, a clear shift

from de-industrialization to re-industrialization in the advanced

countries nor a clear commonality in the instruments used in the industria-

lized countries. On the basis of actual data and empirical trend obser-

vations it is hardly possible to discern a coherent picture and a consistent

message of the challenges and prospects for the developing countries'
continued industrialization as arising from developments in the

advanced countries.

It is suggested that from the increasingly blurred and changing
picture of current developments and underlying forces at any given
point of time only fragments can be identified and that continuous
monitoring of pertinent developments is required in order to evolve
a message “or policy making in the developing countries. The time
horizon for all actors in the international restructuring process
is very short. While monitoring this process, developing countries
cannot wait for a rcoherent Dicture to emerge. Rather, glimpses

can be made and an iterative approach should be applied.

In general, industrial production in developed countries is
expected to be characterized by a further rationalization of existing
production capacities and the creation of new capacities on the basis
of newly developed process and product technology. Intra-OECD competition
is likely to be increasingly hard especially in industries based on
higher-level technologies. Another feature will be the ircreasing
service content ot the manufacturirg sector and the increasing services
sector per se in terms of supporting activities for industry. Corporate

strategies vary. Whereas many industries in the 1970s pursued a
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strategy of increasing scales of production for growing shares of

markets for mature products, new strategies now emerge with far-

reaching rationalizations, concentration on new, selective product
groups, focussed marketing &nd selective acquisition of other companies -

domestic and foreign.

After the years of very low or negative growth of the manufacturing
sector, industry in many OECD countries seems now to have undergone a
transition to new structures which have far greater competitive strength
than before, greater flexibility in terms of production response to
market changes and possibly less redeployment propensity to developing

countries.

More specifically some emerging features in developed countries'
recent industrial development can be singled out in terms of technclogy

developments and policies, investment strategies and industrial policies.

(i) Technology developments and policies

Innovation is increasingly seen by all actors as the major

vehicle for regaining the competitiveness and pace of industrial

development .

Company strategies and Government innovation policies are
intensifying in respect of new product and process technologies.
Targets in terms of product groups are very similar in the various
countries but the policies and approaches used differ slightly.
There is a move towards shifting intra-OECD competition to product
groups of higher levels of sophistication and to try to make a

good ''place in the race".

Through a wide range of policies, interventions and institutional
support such as science parks and laboratories, Governments in the
developed countries attempt to encourage and speed up innovation.
This concerns both '"cld" and "new" industries. Two examples may

usefully illustrate these tendencies,
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The first example refers to the technological upgrading of
the textile and clothing industry in the developed countries.
After a significant redeployment of this industry to developing
countries in the 1960s and 1970s the producers and the Governments
in the developed countries are now increasing their efforts to main-
tain a viable industry on the basis of process innovations. This
concerns primarily the textile industry where significant advances
are being made in the spinning and weaving processes and where dyeing
is already fully automatic. Growing attention is also giver to the
possible automation in the clothing industry. Thus, in several
countries computer run cloth cutters are being installed. (e.g.
in the UK already 21 have been installed.) Whereas, the European
Economic Communities plan to spend some US$ 26 million to support
this industry's technological upgrading, with industry providing
the same amount, Japan has already invested US$ 60 million in

order to reduce labour costs in the clothing industry.

The indications of technological upgrading in the advanced
countries suggest that developing countries may be encountering
increased competition in the developed country markets for a range
of products. But it is also obvious that these indications are
too sketchy and tentative to permit drawing a full picture of future

trends in production and trade.

The second example is to show the growing attention and
support by Governments in some of the advanced countries to tl.
development of the informatics industry as a key high-tech sector.
The following brief observations *) may illustrate this and the

differences in approaches.

In the USA the rapid development of the electronics industry
was from the outset resting or the large role of the military and space
programmes. Given the size of these programmes, the industry had in the
past and has now a very substantial and secure basis for advancement.
The yearly average of US$38 billion of the current defence Eudget for
electronics corresponds to a significant part of the entire world commer-
cial market. As a special programme the Department for Defense is spon-

soring the development of the Very High Speed "ntegrated Circuit (VHSIC).

*) See a forthcoming UNIDO document entitled "Summary Review of
Government Policies on Informacion Technology".
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Technology policies seem indeed be characterized by support through the
defence system rather than o industry directly. Nevertheless, increases

in R & D expenses by industry are also supported by tax credits.

In contrast, Japan's innovation policy is dominated by targeted
direct support to the R & D efforts of specially selected industrial
corporations. The Japanese Ministry of Trade and Industry (MITI) takes
a l-ading role in this process. On the basis of a longer term development
perspective and ratior-lization of industry through specialization, R & D
is channelled towards future "niches" of activity. The R & D efforts
form a consistent programme with an institutional infrastructure of
specialized laboratories, research councils etc., financial support
and appropriate trade policies. Government procurement policies
and foreign investment policies are also designed to serve the pro-
gramme which, however, also foresees fierce competition among

producers.

In the Federal Republic of Germany the Minictry of Research and

Technology provides strong support to develop domescic electronics
industries in special niches. Financial support amounting to DM3
hillion in 1984-88, systematic use of procurement policies and an
informal network with industrial corporations are the key elerents

of speeding up technology developments for an informatics industry.

France. The new French "filiére éléctronique' programme is
cimed at a total government effor’. of FF 140 billion over a period
of five years. The objectives a-e making the country to become the
world's third electronic power (after the US and Japan), to obtain
a positive balance of payments at the end of the five-year programme,
to create 80,000 new jobs in the electronic sector, and finally to
increase annual production by 9 per cent. The French programme is
still subject to considerable debate and to revisions from both
inside and outside the €overnment. This may imply that a clear
picture of its final form, objectives and priorities has not yet
emerged in many areas. This is also explained by the fact that
the programme covers a wide range of fields and thus can be regarded
as far more comprehensive than other European programmes. The fact
that key companies were nationalized in 1982 has led also to changes in

management, and relations with the Government and between companies.
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Different task forces have been defined in spocific areas to
develop the guidelines for national programmes. They range from
Computer Aided Design for integrated circuits to Compu”er Assisted
Translation. In terms of more specific industrial policy, it is de-
termined (i) to avoid abandoning any elecrronic sector but to pursue
a more selective policy within them; (ii) to reinforce industrial
policy to support the current strenzth of the French industry in tele-
communications, telematics and professional electronics; (iii) to
consolidate the current position in components; (iv) to develop the
service and software industry; (v) to ensure a French presence in
medical electronics; (vi) to continue the development of the space

industry in the context of Europzan programmes.

The French programme tries to tie together supply and demand by

putting special emphasis on applications and on users of technology.

United Kingdom. The Government policy in the United Kingdom is
based on supporting the existing industry, specialized training,
and the creation of an entirely new company, Inmos, by the Govern-
ment Technology Group. The main objectives are to support the
UK user industries, to improve competitiveness of the micro-elec~
tronics industry itself and to protect national security where

access to local technology is vital.

The Microprocessor Application Project (MAP) funded with about

55 million pounds sterling aims at encouraging the use of micro-
electronics beyond the borders of the electrcnics industry. This
programme has recently been extended for another 3 years (up tc

1985) with another 50 million pounds sterling for support. The
programme operates by encouraging companies to look at microelectronic
applications by paying US$ 4,000 towards the cost of hiring a consul-
tant, and by a grant of 25% of development costs of any products

involving microelectronic applications.
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Further aspects of public policy are similar to those of other
countries, namely, discriminating purchasing policies and R & D
support, particularly through academic institutions. An ambitious

programme to provide schools with micro-computers is also under way.

The UK is the only advanced country to have a Ministry of
Information Technology in charge of coordinating all state efforts
in the field. Due to its rather limited power it concentrates mainly
on information technology =ducation and awareness promotion. The
Ministry of Industry, the different policy bodies and the Technology

Group, are the most important instruments of public industry policy.

Spain's programme covers the period up to 1987 and intends to
increase considerably the demand and consumption of electronic and
informatic products with special emphasis on those which have the

greatest multiplier effect on the rest of the economy and to increase

substantially national production in order to supply the national
market with a growing number of locally produced goods. Moreover,
exports are to be increased rapidly although this implies that
imports cannot be substantially restricted snd the level of techno-
logical dependence by developing nationmal capabilities is to be

enhanced.
In quantitative terms the programme is:

J - To increase apparent consumption from Ptas. 439,000 million in
1982, to Ptas. 728,000 million in 1987. This means an annual

cumulative increase of nearly llper cent in constant money.

- To increase national production of equipment and systems from
Ptas. 227,000 miltion in 1982 to Ptas. 545,000 million in
1987. This would be an annual cumulative growth of over

19 per cent.

- To increase exports from Ptas. 55,000 million in 1982 to
Ptas. 229,000 million in 1987. This would be an annual

cumulative growth of 33 per cent.
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The programme outlines specific measures in consumer electronics,
components, telecommunications, informatics, defense, industrial and
medical electronics. The general measures cover financial incentives,
public procurement, standardization, development of national techno-
logical capacity, and links with foreign companies and centres of

excellence.

(ii) Investment strategies

Some selected aspects of current policies of companies and
Governments in the developed market economies in respect of industrial
investment may indicate the changing and varied nature of capital
investments. These policies aim at securing resources and markets

within the OECD countries.

Some countries have thus introdiced special measures to attract
investment capital from other developed countries. By actively
pursuing policies to "pick foreign winners" and to induce them to
invest in the country, it is expected that these be converted into
"domestic winners" and that thereby growth stimulants can be acquired

in terms of technology advances and component production.

On the other hand, European companies are showing growing interest
to invest - mainly by take-overs - in the USA with the objective to
obtain direct access to the - possibly increasingly protected - large
and expanding market as well as to capture the technology and skills
available. The French stock of direct investment in the USA, for

instance, is estimated to now exceed US$ 6 billion.

In some industrial subsectors developed country based companies
show an increasing interest to merge in order to pool research and
development resources and thereby be able to jointly make a leap
forward in the international innovation race. While new technologies
seem to emerge which would enable a reduction in the production series
and thus in the minimum plant size, the generation and adaptation of
new technologies for products requires in many cases a large R & D
capacity and large minimum firm size. Systematic attempts are also

being made by large companies to identify and eventually take-over
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small, knowledge-intensive firms as a nucleus for fuiure growth
industries. Substantial interest is shown from Governments to support
small promising companies with finance, skill development and techno-
logical information. Science parks and specialized research institutes

are new preferred forrs of support.

In contrast, some "mature' industries with non-expanding markets
and no appsrent prospects for major technology advancement seem to
follow another line. Some OECD-based companies are seen to attempt
to secure chese markets by systematic acquistion of competing companies
so as to become market dominators rather than leaders in product/process
innovation - led growth. Recent developments in the refrigerator and

related industry in Europe seem to illustrate these tendencies.

As a result of these developments an increasingly tight net of
OECD-based companies emerge. The international network of the auto-
mobile industry is one illustration of these mergers. The food

industry is another.

(iii) 1Industrial policies

Industrial policies in developed countries appear to continue
to be more characterized by an ad-hoc complex range of measures
rather than forming part of a consistent set of forward-
looking and international-oriented policies. A brief review of some
US policies towards the steel, petrochemical and electronics industry
and the arising implications for Latin America may serve as an

*)

illustration of the issue.

Given the level of interdependence in the global economy United
States monetary and budget financing policies, trade policies and
policies influencing the development and transfer of technology
have a large impact on the industrialization of Latin American

countries.

*)Excerpts from UNIDO Study: "The changing international position of US

manufacturing and US industrial policy:
y: implications f
industrialization', Peter EVANS P ne for Latin American
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While East Asian Newly Industrializing Countries (NICs) have played
a more crucial role in the increased United States consumption of manu-
facturers from developing countries, economic ties between the United
States and Latin America are more intimate and complex, first of all
because of the greater role of United States TNCs in Latin American
manufacturing and, secondly, because of greater inter-connection
of the Latin American and United States labour markets (via immigration).
In order to build viable and competitive industrial structures and utilize
technical innovations in upgrading production, Latin America would need
to monitor relevant policies and technology developments in the United

States.

Steel is one example of declining United States competitiveness
in basic manufacturing. United States steel companies have enjoyed
a dominance of the world's largest domestic market. However, the
failure to adjust to technological change, changes in international raw
material prices relative to United States prices, and heavy investments
in the industry by the Japanese, European and developing countries
made the United States steel industry unable to compete internationally

and also vulnerable to international competition in its domestic market.

The growth of steel capacity in Latin America has been secen as a
threat to the USA, despite the fact that Latin America imports about
three times the amouni of steel from the United States that it exports
to the United States, and despite the fact that the growth of Latin
American capacity has presented an important potential market for
United States capital goods. Brazil in particular has suffered
from the ad hoc protectionism of current United States policy.

With large domestic reserves of very high quality iron ore, Brazil

can legitimately claim to have a long-run comparative advantage

in the production of steel. Between 1979 and 1981 it tried to exploit
this comparative advantage and solve its own problems of falling
domestic demand by increasing exports of charbon steel plate, stain-
less wire rod and.stainless steel bar to the United States. Although
Brazil never accounted for more than five per cent of United States
domestic consumption, even in those products in which it was most
successful, its exposts came under legal challenge as being ''sub-

sidized" and therefore as potentially subject to countervailing

duties.
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In petrochemicals the competitive position cf the United

States has remained very strong in the technologically more

sophisticated downstream products, but in basic petrochemical pro-

ducts United States competitive advantage has been undercut first by

the dramatic change in relative raw materials prices which gave energy-
rich developing countries a substantial advantage over the United Sftates.
In the case of Mexico, for example, fredstock costs may be a quarter

of United States costs. Furthermore, the differential capital costs

of constructing plants outside the United States is narrowing.

The profitability of existing United States naphtha crackers
and other basic installed capacity could be shielded by raising
the tariff barriers of thosecommodity petrochemicals that are
easily traasportable. The immediate negative effects of such a
move from a Latin American point of view would be negligible. In
the longer run, however, Mexico (and potentially Venezuela) would be
deprived of what could otherwise be a crucial market, a market that
could facilitate the development of an important vertically integrated
basic industry. The protectionist option would also, as in the case
of steel, have negative effects on the international competitiveness
of United States industries for which basic petrochemical products

are imporcant inputs (e.g. textiles).

The alternative possibility would be to assume gradual replace-
ment of a proportion of existing basic capacity by imports, and to focus
on product and process innovations in technologically more scphisticated
downstream products, (e.g. fine chemicals, agricultural chemicals).
Increased United States openness with regard to basic commodity petro-
chemicals would significantly increase the options available not only
to countries with a long-term comparative advantage in petrochemicals,
like Mexico, but also to countries whose petrochemical development
strategies focus on the domestic market, like Brazil. However,
advanced Latin American producers would still need to also pursue
developments towards more sophisticated downstream products. Compe-

tition may then be increasing also in these fields.
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In electronics United States TNCs have developed a variety of
different strategies depending on the subsector of the industry
in which they are involved. In consumer electronics, relocating
production to lower wage bill areas has been the general trend.
The United States is an importer rather than an exporter, and in
some products (e.g. black and white televisions) domestic production
has virtually ceased. In semi-conductors both United States imports
and exports are large. Capital-intensive parts are fabricated domestically,
labour-intensive assembly is done in developing countries and the assembled
components are re-imported for insertion into final products, such as
computers. The computer industry itself remains geographically centralized.
United States imports are still relatively small, production by developing
countries is almost non-existent, ind United States exports amount to

about 25 per cent of domestic production. The varying degree of inter-

national division of labour in these subsectors opens up certain
opportunities for Latin American countries while at the same time

places important limits on the possibilities for industrial development.

TNC strategies focussed on the geographic dispersion of the pro-
duction process in electronics have facilitated significant expamsicn
of Latin American exports in the industry, as well as stimulated the
growth of labour-absorbing manufacturing activities. These developments
are most significant in the case of Mexico, which now supplies almost
a third of ali television parts aad apparatus imported by the United
Stares, and is an important supplier of electronic components in

general.

One of the benefits enjoyed by these manufactured exports is that they
are likely not to confront protectionist barriers precisely b2cruse they are
so intimately linked to transnational corporations' strategies. Over
95 per cent of Mexico's exports of electrical machinery are "related .
party imports"; that is, they are produced by subsidiaries of Uniced
States firms (or other kinds of "related parties"). This industry .
may thus count on domestic pressure to maintain open access to the

United States market.
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However, exports of the United States tariff items 806.3/807
covering duty-free re-entry of goods partially processed abroad by
United States-based firms, almost by definition have few forward
or backward linkages inside the country in which they are produced.
Even in the case of a relatively industrialized econumy like that
of Mexico, electronics assembly operations are not a promising base
for integrated industrial development and in smaller, less developed
countries (e.g., Central America and the Caribbean) the prospects
would be even less certain. Any attempt to move in the direction of
constructing a more verticaliy integrated industry intermal to a
country like Mexico would run counter to the most efficient geographic
division of labour as defined from a corporate point of view - an often
decisive factor given the extent of direct investment in the industry

by TNCs.

Some emerging issues

Past developments show that depending on the specific industrial sub-
sectors, Latin American companies' penetration of the Unitcd States market

independently of channels provided by TNCs can be very problematic even

if the prices are competitive.

On the other hand, there are obviously fundamental differences
between the way in which Latin Americzns define the international
division of labour and the way in which it is defined by TNCs.
Problems critical to Latin American industrialization such as
"de-packaging” of technology currently controlled by TNCs or the
effects of large TNC market shares on domestic industrial structures

are therefore likely to remain elements of the Latin Americar policies.

An important aspect of potential United States policies is the
extent to which they might he expected to induce responses on the part
of Latin American Governments. Systematic US protectionism, for
example, would force a fundamental re-evaluation of the current ex-
ternally oriented industrialization policies of most Latin American
countries. It would not only make resolution of balance-of-payments
problems through the expansion of manufactured exports manifestly
more difficult and force Latin Americans to curtail their consumption
of manufactured imports, it may also lessen the interest in co-

operation with United Star~s TNCs.
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Among Latin American courtries Mexico and Brazil not only dominate
toth the manufactured production and manufactuved exports of Latin
America, they also account for two-thirds of Un.ted States direct
investment in Latin America and the largest share of United States
trade in manufactured goods. For United States TNCs in sectors like
machinery, electrical and electronic equipment and transportation
equipment, Mexico and Brazil in combination represent between 80 and
90 per cent of their stake in Latin America. Cousequently, it is the
policy responses of Mexico and Brazil that are most important to

United States TNCs.

Mexico is particularly important, because of its extensive trade
relations with the United States and because of the extent to which
United States direct investment in Mexico is linkedto United States/

Mexican trade. A development towards liberalized trade would be

particularly advantageous to United States firms operating in Mexico.
By the same token, the kind of rupture that would occur in the event
that the Urited States adopted a more stringently protectionist
strategy and “4exico replied in kind would be most traumatic, despite
the fact that the Mexican economy, more than any other in Latin
America except Brazil, enjoys the scale and degree of differentiation

necessary to make a more autarkic strategy viable.

The situation with respect to the countries of the Southern Cone
(Argentina, Uruguay, Chile and Paraguay) provides the best contrast to
the Mexican case. These countries have relatively little trade with
the United States and United States TNCs have shown only limited interest
in recent years in participating in the development of their manu-
facturing sectors. The relatively more distant connections between
manufacturing in these countries and United States industrial policy
is perhaps best indicated by the fact that they have virtually no
representation among 806.3/807 exports to the United States. The
expected economic benefits for these countries from preserving hospitable
economic climates are relatively minor compared to those in the
Mexican case. Likewise the costs to the United States of the adoption

of more nationalist policies by these countries would be less.

At the same time, the restricted scope of local manufacturing capacity
would make it harder for these countries to adopt a more nationalist set

of policies, even in the face of increased United States protectionism.
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In the B, :1zilian case United States direct investment is much
less oriented toward the United States market than is the case in
Mexico and the participation in TNC-constructed trade links with
the United States is much smaller. The possibility of Brazil
responding to international chaages by pursuing a more natiomalist
course may therefore be greater, especially in view of the scale

and diversity of its eccnomy.

This heightcned awareness on the part of both the United States
and Latin America of their industrial strategies and constraints
requires a greater transpar2ncy in policy formulation and more
extensive consideration of the long-term benefits which are possible
to achieve within an increasingly "internationalist" industrial

policy-making framework.




I1I. PROSPECTS IN SOME INDUSTRIAL SUBSECTORS

Developing countries have in the recent worldwide crisis
experienced a severe set-back of their industrialization and drastic
changes in their previous perception of the international industrial
restructuring process. Whereas a general uncertainty prevails re- -
garding developing countries' further industrial growth prospects,
some broad directions of likely developments and required policies -

could be outlined in respect of a few industrial subsectors. ¥

The first case is the capital goods industry. In the course of

their further industrialization, developing countries have little
choice but to build up an increasingly integrated capital goods
industry. The larger of the developing countries obviously have

a broader scope to pursue this development, whereas the smaller
countries would need to have a highly selective strategy and to

rely to a large extent on international markets. The issue for
developing countries is not whether to build up a national capital
goods industry, but what type of capital goods should be produced.
Developing countries may for instance be able to establish particular
types of capital goods for the expanding third-world markets, including
new small-scale plants and other relevant applications of new techne-

logies.

A build-up of capital goods production in the developing countries
will, however, come up against major obstacles. Firstly, there will be
fierce competition from established OECD-based companies supported by
policies in terms of export credits, marketing services, et.. Second,

a bias may continue to prevail in the developing countries for traditional
sources of supply of capital goods from companies based in the OECD
countries. Third, there are serious irternal constraints on capital

goods production in the developing countries, such as the lack of skills

in engineering, design and research and development capacities. The

skills, the institutional support, the market information and the technology
information as well as the capacity for technology generation and applicacion
need to be built-up systematically. Development of the capital goods
industry also calls for a built-in monitoring of company performance

and internationai development so as to be able to produce efficient and
up-to-date capital goods.

e

*) See UNIDO, World Industrial Restructuring and Redeployment, 1984,




- 21 -

Developing countries could hardiy be expected to rely exclusively
on market—-induced redeployment of capital goods industries from developed
to develouping countries. Rather, systematic government policies and
negotiation will be required to develop the capital goods industry.
While pursuing these endeavours developing countries should be aware
of the fact thac this industry will continue to be dependent also
on foreign inputs and foreign markets. Components and technological,
managerial and other specialized industrial services will to a large

extent need to be imported from the advanced countries.

In the electronics industry the international diffusion of computer-

based automation systems from the industrialized countries is likely
to expand further, although still at a relatively slow pace and with

expansion restricted to a few grcwth poles in the developing countries.

Changes in the international location pattern are assumed
to take place in terms of lccational shifts among major OECD countries,
i.~. mainly between Japan, the United States of America and a few pro-
duction centres in Western Europe and in general from the centre to the
periphery of the OECD region. Also established exporters in the deve-
loping countries may move to new locations. Indeed, relocations within

the Third World are bound to become increasingly important.

The cpplication of micro-electronics to industrial products and
processes is already changing industrial production and consumption.
The key issue, both for individual and grouped developing countries,
is to identify areas of application that would strengthen their long-
term industrial development potential. This requires a highly selec-
tive approach, which would endeavour to link applications to the
strategic sectors of the national economy concerned. Developing countries

can not afford to lag behind in the introduction of micro-electronics.

A transition to more viable patterns of electronics manufacturing
is unlikely to succeed if developing countries pursue passive
and unselective world market integration. An active company strategy and
Governaent supporting policies are required to upgrade current production

to a more integrated national electronics industry. Indeed, only countries
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which, in addition to their export-oriented chip assembly plants, already
have a more established network of capital goods industries could in
any way qualify for an integrated electronics industry. For other

developing countries, a more selective approach is called for.

With regard to electronic components, developing countries have to
decide whether to buy components and assemble them into systems (e.g.
mini-computers or contro. devices). In order to do so, they would
need an integrated informatics strategy and, more important, rapid

and absolutely accurate marketing information. This would entail:

- projections of likely changes in demand structure (identifi-

cation of priority application areas);

- a systematic assessment of available resources (tangible and

intangible; strategic versus secondary resources);

- an assessment of trends in specific regional and world markets
and an evaluation of the scope for improving international

competitiveness (on a subsector and firm-specific level);

- changes in organizational patterns (work-place, product-flows,
interfirm subcontracting networks, integracion into intra-

sectoral and intersectoral linkages;

- an assessment of the likely implications for the economics of

production (barriers to entry, local value added);
- an assessment of the implications for regional development;

- an assessment of the implications for job generation, skill

formation and labour conditions; and

- identification of the scope for policies to integrate export-
oriented production lines into an integrated electronics

industry subordinated to the country's or region's needs.




Any strategy of applying micro-electronics in developing countries to
agriculcure, industry or the exploratior, exploitation and use of natural
resources required a strong capacity to develop, operate and maintain
software, particularly applications software. A strong capacity in
applications software is indeed a prerequisite not only for selective
delinking from the application patterns prevailing in industrialized
countries but also for effective integration of the application of micro-
electronics to the cverall concept of development. What matters is that
there is secured access to the knowledge needed to run, adapt and main-
tain information processing and communication systems and industrial
electronic equipment (for instance numerical control), ard to subordinate

their use to the requirements of development strategies.

In terms of industrial restructuring policies, minimum requirements
include the building up of domestic capacicies; selective international
subcontracting for software reconversion and application packages; and
strengthening of the capacity to develop, operate and maintain appli-
cations packages, both in the national context (scope for decentraliza-
tion) and as part of arrangements for technical co-operation among

developing countries.

In the developing countries, there was a sigrificant increase

of petrochemical production capacities from 1970 up to 1981. The

number of developing countries involved in this industry is still

fairly limited: less than 15 developing countries have or are
developing a petrochemnical production capacity. Since feedstock

costs in 1979 accounted for about 70 per cent cf the total cost of
producing basic petrochemicals, developing countries with oil and

gas rasources are expected to have a potential competitive advantage

in this industry. Table 3 shows the UNIDO projections of the developing
countries' share ir world production capacities for main petrochemicals

up to 1984 and 1990 (as estimated in June 1981).

It must be stressed that the chances of realizing these new
investments and their potential comparat e advantage seem to be
rather bleak. Many of the projects are suffering excessively from

the inflated costs of equipment and financing, cost overruns etc.
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Table 3. Actual and projected share of the developing countries
in total world production of selected petrochemical products

(Percentage)
Petrochemical Developing countries®' share
product

1975 1979 1984 1990 1990

Case 1 a/ Case 2 b/

Basic petrochenicals
Ethylene 4.7 7.2 12.4 19.8 19.56
Propylene 3.7 6.0 9.5 12,1 12.1
Butadiene 5.8 7.9 14.4 19.3 19.3
Benzene 6.0 6.9 11.4 15.7 16.2
Xylenes 4.2 10.8 19.7 23.8 25.3
Methanol 3.3 10.3 15.3 12.9 12.9
Thermoplastics 16.1 17.9 23.4 29.5 33.6
Synthetic fibres 16.1 17.9 23.4 29.5 33.6
Synthetic rubbers 6.9 7.8 11.2 14.9 19.9

Source: UNIDO, "Second world-wide study on the petrochemical industry:
process of restructuring” (ID/WG.336/3), p. 68 (June 1¢8l).

a/ In which assumed imports of developing countries in 1990 are at the
same level as in 1984.

b/ In which assumed developing countries' production in 1990 is
sufficient to meet demand. .

Major projects previously considered in some 30 developing countries
are currently being shelved or postponed and only smaller projects
remain. The estimated capacity share for 1984 may not be realized

until 1987 at the earliest.

Since the market in most developed countries is highly integrated,
dominated by a limited number of producars and therefore difficultc ro
penctrate, the implementation of export-oriented projects depends on the
negotiation of long-term arrangements for the volume of exports, their
prices, marketing channels, the cost of feedstock etc. The experience
of a number of developing countries, for example, Qatar, Brazil, and
the Republic of Korea, has shown that if the efforts to penetrate the

market are energetic enough, the chances of success are enhanced.
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Unless they were constructed specifically to supply domestic markets,
petrochamical facilities in major oil-producing develcping countries will
only remain viable if large export outlets can be opened up. These
countries must therefore overcome trade barriers and obstacles to
marketing their products in a highly integrated world market.
Negotiations on long-term marketing arrangements are to a large
extent a pre-condition for the implementation of projects for
which the raw materials are available in developing countries with
oil and gas resources. The future process of world restructuring
in this industry will therefore largely depend on trade negotiations
between developing and developed countries and betweea the developing

countries themselves.

Until around 1979, export-oriented textile and clothing production

was largely the preserve of a small number of developing countries,
particularly in South-East Asia. This seems to indicate that even in
times of high growth of production and international trade, export-
oriented textile and clothing production could hardly act as a catalyst
for an accelerated industrial transformation in the majority of the
developing countries. For countries that yet have to emerge as
exporters of manufactured goods, however, reliance on the textile

and clothing industries is expected to increase, and they will attempt
to take over the production of low-priced labour-intensive products
from the present leading producers. In the major developed countries,
both firms and Governments can be expected to rely increasingly on
protectionism and improving competitiveness through technological

upgrading.

Under these circumstances, the possibility for developing countries
to obtain more assured outlets seems to be fairly limited, even if the
developed countries do pursue "positive structural adjustment'. On the
other hand, the prospects for domestic demand in the developing countries
- primarily the larger ones ~ are very good, but in many cases these
have not so far been followed up systematically. The industry could be
substantially expanded through price and income policies and rationalization

programmes. This selective application of new process technologies and
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new organizational forms of production is likely to foster growth in the
industry. Structural adjustment programmes in the developing countries

and increased reliance on the internal dynamics of individual developing
countries or groups of countries may thus complement their endeavours

to increase access to developed country markets for some product groups

through consultations.
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IV. CONCLUDING OBSERVATIONS

The apparently renewed pace of industrial production and economic
growth in a number of industrialized countries is taking place along
significantly different paths and with different modes than in the
previous periods of rapid industrial growth. The growth rate and
pattern and policy approaches are highly differentiated between the
industrialized countries and it is increasingly difficult to assess
the long-term effects of these developments. Most developing
countries are still in an economic industrial and "conceptual' crisis
vwith resource constraints, international uncertainties ahd lack of
an internal consistent vision or perception of a long-term industriali-

zation process, inhibiting a start of such a process.

In this sitvation a series of development 'gaps" can be observed
in Latin America versus the industrialized countries, gaps which seem
to be widening and which need to be encountered effectively and

systematically. These - interrelated - gaps can be listed as follows:

1. The financial gap is currently the most dramatic one with pen-
ding or recurrent debt crises and an international "crowding out"
on financial markets due.to the dominating capital absorption
of some advanced economies, in a time when Latin American
countries need large investments to upgrade and expand their
industrial sector. The scarcity and high costs of foreign
capital is obviously recognized by the Latin American
policy-makers as being a major stumbling-block for their
industrialization. What is called for are new initiatives
by Latin America to finance investments .nd trade expansion

through joint, innovative approaches.

2. The structural adjustment gap emerging in Latin American

industry is substantial. Industrialized countries have
in the recent past upgraded and are currently further
modernizing their production capacities so as to enable
them to regain and strengthen their competitiveness

in a wide range of industrial activities. The Latin
American countries need to become more aware of these

developments and conceive programmes and policies in order
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to adiust products, process and organizatiomal structures of
industry on the basis of a monitoring of international trends.
A closer intra-Latin American exchange of information on the

adjustment processes would need to be established.

The technology gap is widening due to rapid advances in the
developed countries and their research and development capa-
cities supported by public innovation policies. The product
cycle tends to become shorter. For Latin America this tech-
nological challenge will need to be met by more focussed,
targeted innovation, more active corporate strategies in
terms of take-overs and specialization, closer industry-
Governmeat-academica communication in the innovation process
and more attention to upgrading existing skills and already

well advanced processes.

The market gap is in many Latin American industries a very
serious constraint. With increasing intra-OECD competition
in many product groups, with national and regional protectionist
policies in the developed countries and with the redeployment
wave from developed to developing countries being flattened
out, the Latin American countries will find themselves more
isolated from the large industrialized markets or at least
exposed to erratic, unpredictable changes in these markets.
Unemployment in many of the developed countries, especially
in West Europe is expected to remain high and may contrioute
to further resistance from these Governments to decelerate
protectionism. Latin American countries need to induce

their companies to pursue more aggressive and diversified
marketing strategies in the North and to better utilize the
still prevailing possibilities in a wide range of products
(including products falling under the MFA)., In view of the
increasing role of compensation-trade and other forms of
Government involvement in the international trading system,
Latin American countries would need to closely monitor

these developments and examine the range of approaches

which could be used in this field.
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Moreover, it appears that some Latin American countries do
possess sizeable domestic markets which due to the given unfavour-
able price/income relations aand Government policies are not effecive-
ly utilized. They could serve as an important dynamic factor of

growth with the help of suitable policy measures.

The information gap is another major constraint which will
affect Latin American future industrialization. Industrial
devaleopment in the 1980s and 1990s presupposes rapid access
by the decision-makers to up-to-date information on pertinent
tendencies in markets, technologies, policies of other
Governments and of country groupings, corporation strategies
in crucial subsectors, prices of inputs etc. Developed
country-based companies clearly are increasing their lead

in this field.

Indeed, the centres of information are located in the
advanced countries and these centres have in fact better
information on the development process in developing
countries than the developing countries themselves. The
so-called 'value-added networks" are selling informaticn
to companies and cocuntries where they obtained it. The
Latin American countries will need to get more actively
involved in the international information business. The
traditional insvitutions set up by several Latin American
Governments for providing information do not seem to be

able to fulfill this demanding task.

The industrial services gap is closely connected with the
previously described gaps. The increasing importance of
services for supporting, complementing and directing
manufacturing activities has been recognized in the ad-
vanced countries. Services in general already cover some
20% of world trade and services exports amount to over

US$ 350 billion. With this trend and with the delimitation
between manufacturing and services becoming increasingly
blurred, it is essential for Latin American industrial
strategies to incorporate policies for enhancing relevant

services. Computer production without full knowledge




of application systems, the required software and the services

to potential users will fail.

In conclusion, it can be emphasized thatLatin American policy-
makers and decision-makers at the company level need to base their
strategies on much more systematic monitoring of relevant developments
in the developed countries and other developing countries at siwilar
levels of development as their csm country. In the past the notion
of redeployment of industries from the industrialized countries to
developing countries seemed to imply that industrial activities
which were structurally weak and declining in the North would be
growth industries in th¢ South and that surveillance of these trends
occurring in the North would be essentially required for identifying

such redeployment potentials.

In the new developmen: pattern emerging for the 1Y8.s and 1990s,
the monitoring of developments taking place in the advanced countries
has a different connotation. It should be aimed at identifying trends
in production, trade and technology, rational policies and corporate
strategies and the purpose would be to assess the effects on supply
and demand factors and thereby enable the Latin American countries
to react timely and not to fall behind in the highly competitive
world market both in "mature" and new industrial activities. In-

dustrial strategies in Latin America cannot be established in iso-
J lation from the international economy and need also to have a built-
in dynamic outlook to be able to respond to changing parameters.
Given these changes it should be recognized that no one Government
or company would be in the position to establish a fixed, detailed
development pattern on the basis of ex post analyses and identified
"niches". Rather, strategies are to constitute a framework enabling
the policy-makers to direct and redirect production and trade with a
‘ set of selected policies and institutional measures towards a broad

“preferred structure’ based on consciously pursued development cbjectives.

This presupposes on the one hand a long-term development per-

ception and ''guiding principle' and on the other hand operational
short~term responses on the basis of continuous assessments of

national and international constraints. The international division
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of labour is obviously a dynamic uncertain process with no assured

"niches'" or reserved seats for anyone country or producer.

Similarly, other concepts and terms have lost their implied or
assumed meaning. This fact should be clearly spelled out and a
search for more realistic concepts initiated. A few interrelated

examples may illustrate the case.

First, the traditional concept >f "comparative advantage" can only
serve as an indicator of past performance of aggregated industrial sub-
sectors but has very limited use in building up new industrial capacities
or adjusting capacities to rapidly changing international conditions. In
selecting strategic options in industry developing countries cannot be

resting on the notion of the past pattern of revealed comparative advantages.

Second, in the international debate significant emphasis is given
to the role of market forces versus Government intervention, owner-
ship, control, planning etc. Recent developments, however, clearly
show that it would be futile to pursue this debate on purely ideo-
logical grounds. For the advancement of industry the question is not
to choose between the "invisible hand" or the "firmly controlling fisct*
but between the entire range of possible measures to guide and support
industry in the hard and pragmatic international restructuring process.
A close non-bureaucratic interaction between the industry sector and
the national policy-makers and a stable rule of the game in this regard
would seem to be a sine qua non for Latin American countries' future
as is a close monitoring of relevant national policies of other

countries.

Third, the concept of “free trade” is being increasingly eroded.
Wicth large intra-company trade, increasing share of counter-trade arrange-
ments, etc. the Latin American countries would need to more thoroughly
analyze the forms, restrictions and support schemes in the international

trade flows and to more actively respond to ma’or forces and trends.

Fourth, the notfion of the term "positive adjustment” used by OECD
needs to be judged on the grounds of the real - positive or negative -

fmplications of such adjustments for developing countries. Latin
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American countries need to anaiyze and respond more actively to the
actual policies being pursued in the advanced countries, realizing

that these may not necessarily be "internationally positive".

Fifth, the delimitation between economic sectors and industrial
subsectors is becoming increasingly blurred as can be shown through
developments in agro-industry and industrial services. Latin American
countries need to approach industrialization with more programmatic
and realistic policies and institutional mechanisms to cater for these

across-the-board developments.

Finally, it is being argued that the concept 'developing countries"
is an oversimplification in view of the differences in level of develop-
ment, size, etc. While this is no doubt true, the key issue is another
one: the need for industrialization in the Third World requires joint
efforts by developing countries and specifically by countries in the
same region. For the Latin American countries as part of this larger
group there is an increasingly recognized commonality in the field of
economic and industrial development. It can be expected that the
utilization of the perceived scope for industrial co-operation among
Latin American countries through joint actions along the lines out-
lined above would constitute a key vehicle for the region's re-in-

dustrialization.







