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Review of the Sector's Past Performance

In the sixties as well as in the seventics, construction
net output increased less than GDP world-wide whereby the
growth gap cven widened. Moreover the disparties are

larger in comparison with industrial oroduction (sce also

tables in Annex A-1 and A-2).

Table 1: Global Average annual growth rates
/

1960-65 1965-70 1970-75 1975-78
GDP ] 5,8 5,0 4,3 4,6
Construction 5,7 4,6 2,7 2,9
Industry 6, 6,5 4,5 5,

Source: UN-Yearbook of National Accounts Statistics 1979

Different trends, however, have occured between develoved
. . 1 . .

and developing countries. ) while in the former group the

gap accentuated, construction growth in the latter in-

creasinglyv advanced GDP.

pable 2: Difference between global construction and GDP

average annual grovth rates

1960-65 1965~70 1970-75 1975-78
Developed _ - -
Countrics + 0,9 1,2 2,6 2,7
Developing - 0,6 + 6,9 + 2,3 + 3,7

Countries

Source: Ul-Yearbook of National Accounts Statistics 1979

1)

Market Economies only i.e. Centrally planned economics excluded,
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Due to this relatively high growth the construction sector's

0.

share in developing countries GDP went up from 5,3 % in the

1)

carly sixties to 6 % in the nid-seventies.

In the individual developing regions, very different trends

have taken place:

Table 3:. Construction average annual arowth rates by

developing regions

1960-65 1965-70 1970-75 1975-78

Developing Countries 4,9 7,2 8,7 9,2
- Africa 2,2 5,8 12,6 8,1
- Caribbean, Latin

rmerica 2,8 9,0 8,0 7,0
- Asia - Middle East 9,2 6,0 11,4 11,0
- Asia - Fast and 7,9 6,2 5,2 10,4

South East

Source: UN-Yearbook of National Accounts Statistics 1979

In Africa, construction growth went steeply up from an
average of 2,2 % p.a. in the early sixties to 12,6 % in early
seventies by slowing down below average to 8,1 % in the fol-
lowing yecars. The Ccaribbean and Latin American region exper-
ienced its peak in the late sixties and then steadily dec-
lined. Construction growth in Asia clearly reflects the oil
boom and its impact on infrastructure and building invest-

ment in the Middle East throughout the seventies and the rapid

1) The UNITAD System, 1981 Report, UNIDO/TS 337, 7 Sept.1982,

p. 77.
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industrialization in the Far East accelerating from the mid-
socventies onwards. Both Asian regions constituted the greowth
poles of construction development in the recent period and
according to varicus economic indicators it can be argued
that this trend still is unbroken in our davs and very likely

will continue to be effective.

Considering that more than half of an economy's capital for-
mation isS in the form of construction works and this ratio
) 2)

-
being fairly constant in developing countries’ , the cons-

truction cevelopment can be attributed to the advanced growth

of gross fixed capital formation (GFCF) against GDP in the Third

World (see tables A-1 and A-2). While since 1960 this ratio was
rather constant world wide (except the temporary variation in
the early seventies) in developing countries GFCF took a con-
tinously increasing share of GDP. This applies in particular

to the Middle East and the rest of Asia whereas in the Carib-
bean and Latin America since the mid-seventies a slight re-
jative decline is observed. These regional features of GFCE
growth correspond quite well to the developments of the cons-

truction sector.

There is little empirical evidence on the performance of build-
ing materials industries for two reasons. First, international
statistics on industrial production are very incomplete and
second, there are - apart from few exceptions - no classified
groups within the International Standard Industrial Classifi-

cation (ISIC) clearly identifying building waterials. On the

1)

2)

Jirgen Riedel, Siegfried Schultz, Bauwirtschaft und Baustoff-
industrie in Entwicklungslindern, Ifo-Studien zur Entwicklungs-
forschung Nr. 3, Minchen 1978, p. 17, 233.

1n developed countries this ratio tends to decline.
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other hand, various classified products or oroduct groups

include building materials, the share of which varies from
code to code number. A further constraint is the multipli-
city of products based on different raw materials such as
wood, metallic and non-metallic minerals and requiring
various production and processing stages before being used
as intermediate inputs and assemblies in construction.
Finally, this nultiplicity increases together with the level

of standards and refers in particular to building.

Major building materials are: sand and stones (ISIC 2901),
sawnwood, vplywood (included in 3311), paints (3521), bitumen
(353034), tar (3540), ceramics {(36100), glass (36200), bricks
and tiies (3691), cement (3692), concrete blocks and piwnes
(3699), different tvpes of steel products such as mats, wire
rods, plates and sheets (3710). These products are mainly
included in the I1SIC groups 29, 33, 36 and 37 for which in-
ternational statistics on production indexes are available

(see table A-3).1)

Supposing the share of intermediate inputs (building materials)
in construction gross value approximately constant it could be
expected that in line with the world-wide declining ratio
construction/GDP the relative importance of building materials
production went down as well during the seventies. In fact,
the data confirm this trend: the production of sand and stoncs
(other mining ISIC 29), wood products (33), non-metallic mi-
nerals (36) and basic metal products (37) increased less than

total manufacturing as well as GDP at world level in this

1) Because of the lack of more specific data in the following it

is assumed that these groups represcnt building materials.
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period. The gap is smaller for guarrving and non-metallic
minerals and the widest for basic metals (see table 4). Ad-
mittedlv within the latter the portion of building materials

is rather low.

As for the construction sector in building materials too,
different trends have occured between developed and devel-
oping countries and world regions. The following table dis-
plays the regional variations by pointing out the deviations

of buil@ing materials from total manufacturing growth rates.

Table 4: Differences between individual building materials

and total manufacturing arowth by country Jroup /

world region (average annual rate 1968~1980)

Other Wood Non-metallic Basic Metal
Mining Products !lineral Products Products
(29) (33) (36) (37)
World -0,6 -1,4 -0,1 -1,7
. D _
Ccngrally'-lann -3,0 -2,1 -1,4 ~2,6
ed Economics
Develoved Mar- _ _ _
ket Economics ©,0 ©,3 0,2 1.7
Developing Mar- _
ket Economics 1,6 2,0 *+0,3 +o,4
Caribbean, Cen-
tral and South -1,4 -2,2 +0,7 +0,7
America
Asia +0,2 -2,3 +0,3 0,0

Source: UN-Yearbook of Industrial Statistics 1979 and 1980
(sce also table A-3).




Figures show that in developed countries the world-wide

trend of declining share of building materials in total

manufacturing has accentuated except for mining products.1)
In develoning countries, on the other hand, in line with
the increasina share of construction in GDP the growth of
puilding materials was above average (manufacturing) ex-
cept for wood products. This applies in particular to the
Caribbean, Central and South American region.z) Turther-
more, the growth disparities between developed and devel-
oping countries are relatively large for basic metal pro-

~

ducts.

whereas the total of developing countries orevented the
world production of non-metallic minerals and basic metal
products from a further relative draw-back, for quarries
production the Asian region only signed responsible. On the
contrary, the relative large reduction of wood vroducts
growth in the Third World was compensated somehow by the

developed countries.

As far as building materials' international trade is con-
cerned the statistical examination faces similar definition
constraints as mentioned with respect to industrial produc-
tion statistics i.e. the majority of these products are
grouped together with other goods consumed by sectors other
than construction. Although trade statistics are more com-
plete and elaborated it would by far exceed the scope of this
report to venture a thorough analysis of exports and imports

of building materials by country groups. The pursued approach,

1)

2)

fethodically this linking is not guite correct because mining
is not part of manufacturing but for statistical reasons this
relationship has been apvlied here.

Mo data are available for Africa.




therefore, contents itself first to major building nate-
rials which can be determined rather easily such as ciment,
bricks and tiles, wire roods, wood, stone and sand, paints
and second to the developing countries shares in internatio-

nal trades and their growth,

On an average f{unweighted) the developing countries share
in 14 major building materials imports was 24,1 % and in ex-
—
ports 16,2 % in 1979. These average shares were bv 1979 35,1
(imports) and 26,6 % (exports) higher than 1970. Obviously

these figures do not allow per se to conclude that imports

have developed faster than exports due to the lack of weight
ing but they may serve as a reference to appraise the rela-
tive structure of individual materials' import and export
performance. As table 5 and table A-4 show, for ciment, iron

and stcel-shapes, primary forms, universals plates and sheets

and pigments and paints developing countries have their highest

world import shares in building materials ranging from 79 %
(ciment) to 27 % (pigments and pvaints). During the seventies,
growth was relatively high again for iron and steel shapes
and ciment, but also for plywood veneers, builders woodwork,
prefabricated, glass, stone, sand, and gravel and rough wood.
Oon the other hand, wood simply worked, steel and copper nails
nuts, screws, bolts etc. wood shaped, clay refractory build-
ing products lost importance on the building materials import

account.

¢




Table 5: Ranking of 14 Major Building Materials according to

Developing Market Economies' shares (1979) in World

Imports and Exports and their Growth 1970 - 1979
Ranking
Product SITC Import Import Export Export
shares growth shares growth
1979 1970/79 1979 1970/79
j.
Wood rough 242 12 7 1 1o :
Wood shapgd 243 13 12 4 9 %
Plywood venecers f
inlaid. 63121 8 1 2 8 |
viood simply worked 6318 14 14 5 12 :
Builders woocd work -,
prefab. 6324 9 3 6 2
Stone, sand and 273 11 6 7 4 '
gravel
Ciment 6612 1 5 3 14
Clay, refractory
building prod. 662 6 1o 12 6
Glass 664 7 4 1o 5
%ron stecl primary 672 3 8 9 7
orms
Iron and steel shapes 673 2 2 11 11
Iron steel universals
plates and sheets 674 > ? 13 3
Steel, copper nails,
nuts screws, bolts 694 1o 13 8 1
etc.
Pigments, paints 533 4 11 14 13
Total Unweighted
average 24,1 % 35,1 16,2 % 26,6 %

14 product groups

of International Trade Statistics, 1979




On the expért side, developing countries are important
cxporters of wood products in particular rouah wood, ci-
ment, stone, sand and gravel. Their world market share
ranges from 6o % (wood rough) to 12 % (stone, sand and
gravel). It should, however, not be overscen that Third
World countries imported for instance four and a half
times more ciment than thev exported .n 1979. This dispa-
rity may be the reason for ciment ranking last in exvort
growth (1970-1979) among 14 major building materials.

In this category, apart from some wood products, the
devcloécd countries dominate world exports. In thc respec-
tive ranking (table 5) from position 1o on the developing
countries' share iﬁ world exporits is less than 5 %, al-
though considerable success has been achieved in promoting
exports of a number of building materials such as steel
and copper nails, nuts, screws and bolts, builders wood-
work prefabricated, iron steel universals plates and
sheets, stoie, sand and gravel, glass, clay, refractory

building products where the share in world exports more

than doubled between 1970 and 1979.

But even this success story cannot overshadow the fact

that developing countries still seem to remain dependent

to quegxm}arge extent on building materials imports of
th;”deéélOped World. The disparities between import and
export world market shares (1979) are particularly pro-
nounced for iron and steel shapes (import share: 36 %,
export share: 4,4 %), pigments and paints (28 % / 3 %),
iron and steel universals plates and sheets (27 % / 4 %),
primary forms (29 % / 6 %), glass (22 & / 5 %) and clay,

refractory building products (23 % / 4 %),

These results have to interpreted as very preliminary and

with extreme precaution. In addition to the above mentioned




definition constraints, the analvsis of trade data does
not represcnt exports and imports between developed and
developing areas only but include as well commodity flows
between these country groups the first of which obviously

takcs the lions share.

Due t»o various constraints and deficiencies it appears
rather risky to draw conclusions from the growth and re-
gional\differences of building materials production and
international trade on trends in the development of cons-
truction tvpes and technologies. Nevertheless, even with great
precaution, il could be preliminarily argued that the re-=
lative lagging of wood products behind the growth of other
building materials might show its loss of importance in
construction which may be due, among other reasons, to ex-
haustion of forest ressources particularly in the Third
world. Considerable import growth of builders woodwork pre-
fabricated and plywood can only partly compensate. On the
other hand, the relatively small world-wide decline and the
gains in developing countries in the group of non-metallic
minerals can be interpreted first as an indicator for the
inereasing use of bricks and particularly ciment and second
as a growing share of building in construction,. (This argu-
ment is reinforced by the relatively high share of ciment
and its continuing growth of imports.) The latter could be
further confirmed, first by the relative production and

import loss of quarrying products (other mining) which are

predominantly used in civil engineering such as road construc--

tion and second by the regional production and import trends
of basic metal products growth. This would imply also a
growing tendency towards multi-storey building. However,
it has to be considered that first basic metal products are

used in both building and public works such as bridges and
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harbours and second only a relatively small portion of this

group's oproduction goes into construction.

International statistics on central government cxpenditure
provide further evidence as to a growing share of building
and a declining one of road construction since the mid-se-
venties. As table A-5 shows, the housing share has moderatc-
ly increased world-wide from 2,4 % in 1974 to 2,5 % in 1980
wherecas the roads share diminished from 3,1 % to 2,4 %.

This t}end applies to both develoved and developing countries;
the only exception are the oil exporting countries which
still in 1979 devoéed by far the highest percentage of all
country groups to housing (3 %). Housing shares increased
more in developing than in developed countries. Their growth
was particularly significant in Africa, South and Southeast
Asia. The same applies to the relative decline of road cons-
truction for which central governments in developed coun-
tries spent 2,4 % in 1974 and 2 % in 1980 of their budget.
Developing countries, on the other hand, starting from a
high level of 7,2 % dropped their share down to 4,3 % in 1979.
This strong decline was mainly induced by develorments in

Central and Latin America.

International cooperation in the field of construction
usually takes the form of contracts betweer governments

in developing countries and foreign construction firms to
exvecute larqger projects of public interest. In countries
where international contractors expect continuous flows

of contracts, joint~-ventures have been increasingly estab-
lished often supported by respective government policies.
Financing is provided by Third World governments either
directly from domestic budgets or indirectly through inter-

national banking or development aid funds.




This type of business has enormously grown in the seventies

mainly due to the accumulation of capital funds in OPEC-
countries. On the other hand, contractors in industrialized
countries have made particular efforts to engage in foreign
business during periods of economic recession which somchow
coincided with OPEC booming. In medium and long terms, this
foreign engagcment was supported by structural wCaknesses
and saturation trends in the industrialized countries cons-
truction markets. The share of foreign contracting in total
construction gross product increased considerably, for in-
stance'in France from 15 % (1969) to 27 % (1975), and in
USA from 13 % (1970) to 24 % (1979). In the FRG and Italy,
the shares are estimated at about 1o %. The following table

underlines the rapid growth of foeign contracting.

Table 6: Foreign Contracting by Major Countries

Country Unit 1965 1970 1973 1975 1977 1979

Federal Rep. .
of Germany bill.DM 0,5 o,8 1,2 3,6 8,2 10,1

France bill.FF " 5,3 6,6 12,0 22,3 20,0
Italy 'oogi?ill. o,1 0,3 1,2 3,1 3,1
Japan bill.Us-g 0,6 1,2 1,3 2,6
Netherlands bill.hfl 1,9 6,6 9,2 5,3
South Korea bill.Us-3 0,2 0,8 3,5 6,4
U K bill.5 0,3 0,5 1,3 1,6 1,3
USA bill.US-9 , 4,1 6,0 21,8 15,9 22,2

1) 1980 : 8,3

Source: K.Behring, E.Gluch, V.RuBig, Entwicklungstendenzen
im Deutschen Auslandsbau, Ifo-Institut flr Wirt-
schaftsforschung, Minchen 1981.

4




The figures show that followiny a considerable expansion

in the mid-seventies the growth rates tended to decline
towards the end of the seventies. This trend does not appliy
to Japan and South Kcrea which strengthened their market
position further, very likely due to comparative cost ad-
vantages in the OPEC and East-South East-Asian region.
South Korea became the second largest foreign contractor

after the USA.

Middle\East 0il exporters play the dominant role in the
use of foreign contractors. German firms make nearly 90 %
of their total foreign turnover with these countries

(Italv 60 %; UK 55 %). Furthermore, in the seventies there
was a declining share of Africa and a growing one for Asia.
French and Italian contractors seem to be better establish-
ed in Africa with regional shares (1978/79) of 55 % (1975:
76 %), and 45 %, whereas German, Dutch and British firms
get only 24 % (1970: 58 ), 21 % and 21 % (1975: 37 %) of

their contract value from this region.

According to West-German figures only, building ccastruction
has received increasing priority in international contract-
ing. Its share went up from 29 % in 1970 to more than 6o %
in 1979. within this category non-commercial/industrial i.e.
public building and housing improved its share from 32 %
(1969/70) to 83 % (1978/79). This corresponds to the gener-
ally increasing weight of building against civil engineering
and public works in developing countries. On the other hand,
the latter subsector lost its significance in international
contracting accordingly; this decline was particularly

pronounced in the second half of the seventies in general
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and in road construction in particular; other civil en-

gineering and public works were less affected. This West-
German sub-sectorial structure, however, cannot be deened
representative because foreign contractors country-wise
seem to concentrate on specific types of works: ltalians
for instance are highlv specialized in civil engineering
and were involved in most of the major damm projects 1in

Africa. ;

The available data base does not allow any conclusion soO
far as‘to what extent the expansion of the construction
sector in the Third World can be attribrted to foreign
contractors businesé and to what extent the domestic cens-—
truction industry in developing countries has benefitted

from these developments.




B. Basic Conditions and Constraints for Future Development

Whereas the spatial distribution, settlement structure and
growth of population and various development policy targets
serve as indicators for construction needs, effective demand
generally depends on economic resources i.e. the growth of

gross domegtic product and of gross fixed capital formation.

Furthermore, public construction is determined - in addition to
nolitical priorities - by Governments' capacities to reserve

part of their total budget for investment expenditure.

Between needs and demand for construction considerable gaps
can prevail in addition to distortions within the construc-

tion market itself.

As far as nceds for construction are concerned there is no
doubt that from a world-wide point of view Third World coun-
tries have been and will continue to be in the center of

concern. This is confirmed by two reasons:

i. pPast trends of the sector's performance outline accelerat-
ing growth rates in developing and declining in developed
countries; this applies to both 39501ut?~§2§”£92921Ye

rowth raggﬁ with resgggg_to QQP); o W

e —
e e e

ii. The gap between neecds and cffective demand comparatively
accentuated in developing countries due to their lack of

resources and low level of development.

Hence there is good evidence that developed countries after
construction booming in the post-war period of the fifties

and carly sixties have achieved a certain saturation of needs




and demand whereas developing countries still face unsatisfied

needs for corstruction works which exceed largely existing effec-

tive demand.

These needs basically refer to ‘

- the exploration and exploitation of vast unused and thinly po-
pulated spaces which require large public works and huge invest-

ments in technical infrastructure,

- the population growth and rural outmigration which have led and
will continue to lead to a constantly rising ratio of urban to
total population thereby amplifying the already existing enor-
mous needs for housing and infrastructure in urban areas. It is
estimated that Third World countries will account for nearly_ 70 5

of the world urban population by the yecar 2000 {1975: 50 %).1)
A Y A e

S

Furthermore, shortcomings apparently prevail which prevent demand
to be more oriented towards needs. As a result, various discrepan-

cies can be observed which tend to increasec:

(i) Rising modern urban skylines contrast sharply with vast slum
arcas on the periphery of the cities. There large portions - some-
times up to 90 % - of the urban population for whom no decent re-
sidential environment can be provided at prices they can afford,
are struggling to exist: "cramped, crowded, and unsanitary settle-
ments are the lot of low income families, conditions that debili-
fate their energy and reduce national productivity. Families in
illegal favelas, tugurios, or bidonvilles constantly face the
threat of eviction as well as scarcities of water, sewerage and
transport. Often under the banner of slum clearance, low income
groups are removed toO higher quality dwellings located far from

income-carning opportunities and asked to pay rents they cannot

afford".z)

1) UN, World population Trends and Policies, 1981, Monitering
Report, vol. I, PpP- 148.

2) Grimes, O0.F., Jr., Housing for Low-Income Urban Familics,
Fconomics and Policy in the Developing World, A World Buank
Roscarch Publication (Washington D.C., 1976), p. 4.




Oon the other hand, modern and luxury commercial, industrial,

and administrative buildings arc being ercected in the centres
of the capitals and other big cities, while a few high-stan-
dard, luxurv residences arc being constructed in selected

suburbs.

(ii) Few broad, well-illuminated multilane roads constrast
with the deplorable conditions of the road network in general.
Lack of or badly maintained rural access roads hinder the
commercialization of agricultural products. Qutside
the islands of mechanized agricultural estates producing for
export, rural, technical, and social infrastructures, such as
wells, which could be constructed relatively cheaply, remain
undeveloped. This contributes to the rural exodus and in-
creases the need for public works in the urban areas where

construction 1is more expensive.

(iii) With the exception ol some advanced developing coun-
triesg, little development is taking plage in the domestic con-

N

structiég\and construction materials industry, i.e. the supply
side. Rather, during construction booms iﬁ'phe modern sector

of the Third World cities, large foreign, ushally well organiz-
ed, companiecs gain the lion's share of public and privaé% con-
tracts. This leads, inter alia, to the application of capital-
jintensive and often ill-adapted technologies, to considerable
imports of expensive construction materialsand equipment, and
finally to an indifference towards utilization of domestic

resources.

(iv) Supporting facilities such as specific government ser-
vices (e.g. legislation, requlations,standards) financial in-
stitutions, design engineering, construction and building
materials research are either not existing or ill-adapted to

local ressources and requircmnents.
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All these factors and trends reveal a growindg disparity bet-
woen basic human needs of the mass of population and the ef-
foctive demand of government, the wealthy minority, and for-
eign investors for construction projects. A similar disparity
can be observed between the development potential of the dom-
estic construction industry and policies which encourage for-
cign involvement in this sector. This raises the questions:
Who plans? Who decides on what is being constructed? What is

the planning machinery like?

These disparitics are largely the result of government policy-
making, planning machinery, and administration which can be

classified as follows:

(i) Demand-oriented, short-run resource allocation. The plan-

ning process is relatively weil organized and functions to the
satisfaction of the politicians, but the criteria for decision-
making are effective demand and the profitable allocation of

regources in the short run.

(ii) Basic needs targets not implemented. Targets for the

satisfaction of basic neceds have been clearly set but the plan-
ning and organization machinery is technically inadequate and
has not the necessary political and economic power to imple-

ment these targets.

(iii) Vaguec planning targets casily circumvented. Planning

targets (basic needs) are not conceived and/or formulated in
a clear and consistent manner in order to prevent misleading
interpretations. This makes it even ecasier for planning tar-
gets to be impaired by the vigorous efforts undertaken by in--

dividuals and pressure groups to protect their interests.

Although in Third World countrics there may be empirical evi-
dence for cach of thesc three types, the third one scems to
offer the best explanation for the planning performance in

the construction sector,.




Irrespective of these internal bottlenccks of structural

underdevelopnent and home-made constraints which basically
refer to discrepancies between growing (basic) neceds and
restricted effective demand and available resources, exter-
nal factors have been affecting construction development

in both developed but moreover in developing countries.

0il price shocks levied high burdens on foreign trade balan-
ces of oil-importing countries therecby generating massive %
resource transfers to oil exporting countries. In particular |

the vulnerable economies of poorer countries and others

‘which had been relying on high foreign loan financing had to

face adjustment policy requirements which thev were hardly 1
capable to cope with. Moreover, the lasting world-wide reces-
sion reduces the absorptive capacity of industrialized coun-
tries for both raw materials' and industrial goods' exports
from the Third World. In addition, many devecloping countries
have to face declining world market prices resulting in un-
favorable terms of trade. This alltogether was lecading to a
fast exhaustion of foreign currency reserves, to increased
jnternational borrowing and finally to the actual exorbitant
indebtedness. This evolution was and still is further ag-
gravated by two factors. First, many government did not pay
duly attention to the crisis by underestimating its strength
and duration. They continued by keeping relatively high pub-
lic investment levels and further borrowed abroad up 1O
hardly manageable ceilings to pursue deficit spending.
Second, US high interest rate policies together with un-
favorable exchange rate tendencies are levying further burden

on debt service payments.

pParticularly affected by this evolution are advanced oil im-
porting economies such as Brezil, Mexico and Turkey, but
also a number of poorer countries. The impact on developed

countrics consists mainly of increasing government debts, a




slowing down of jroduction, and a draw back of investment and

housing cons.rucljon due to high interest rates. Centrally plan-

ned economies apparently are less touched by these specific ex-

ternal events.

Although scme of these international problems such as the high
0il price and indebtedness have been alleviating due to the oil
glut, debt reschoduling and new IMF financial facilities and
also many observirs are already voicing a recovery of the world
cconomy, others .ure less optimistic by stressing those con-
straints which wl1l have a structural bearing and are requiring

longer term adjusitment policies.

In response to their high indebtedness, many developing coun-
tries are forced to pursue austerity policies - strongly advised

and imposed by the IMF - the principal elements of which are:

1

strengthening of exports which in a situation of restrained
world markets will be difficult and hence Ray exercise high

pressures on domestic market prices and resources;

- abandonment of deficit spending policies and further shrin-
kage of public expenditure which in many countries may force
governments at least in short terms to give up employment
supporting subgidies to public enterprises and other services

and to reduce investment programmes;

- introduction of higher prices for agricultural products and
of further measures to promote this sector which, on thec one
hand, may stimulate productivity and capital accumulation
there but, on the other, will charge the food balancc of the

poor and unemployed in the urban areas;

- liberalization of imports of goods and foreign private capi-
tal with the purpose to reinforce compctitiveness and produc-
tivity of domostic production, the achicvement of which will
depend on the entrepreneurs' possibilities to cope with these

pressures; otherwise they will be ousted.
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These policies, in fact, assumc sound and vigorous economic

structures in developing countries and their success will de-
pend on the capabilities of enterprises and governments to

meet the requirements and to establish an appropriate and ef-
fective implementation machinecry even if the national socio-

economic environment and attitudes are not very receptive.

Some countries will have less problems to introduce such poli-
cies because either they have so far already pursued same Or
simular strategies such as the newly industrializing countries
in South-East-Asia or they seem to be ready fcr such changes.
Others, however, may face enormous difficulties to orient them-
selves towards the international division of labor and to ad-
just accordingly their domestic economic structures. Mainly be-
cause of their high indebtedness for which they are largely

but not exclusively responsible, many countries, however, have
in fact little or no choice at all. Due to the often enormous
volume of foreign debts, such policies cannot be short sighted

but have to be conceived as long term.

These world-wide economic and political trends of the past ten
years pointed out above have a considerable impact on construc-
tion and building materials development keeping in mind the im-

portant construction component in gross fixed capital formation.

Two factors should be considered in this context: First, on

the demand side, construction is a dynamic element in develop-
ment because of its growth stimuli to other sectors. But, on

the other hand, construction investment has per se a high capi-
tal output ratio and consequently draws heavily on scarce finan-
cial resources. If built structures being over-dimensioned or
not effectively used this ratio is climbing up even further.
Their effects, on the supply side therefore, depcnd on approp-
riate design and dcgree of productive utilization. Many cases,

however, suggest that this aspect has not been paid due atten-
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tion with the consequence of large amounts of investment mis-

directed.

Second, usualliy construction investment in particular as far ' |
the private sector is concerned is a very sensitive indicator
for both short term up-swings and down-swings in the business
cvcle and for medium to long term development prospects. Look-
ing at the construction growth of the sixties and seventies,
one would argue that only developed countries anticipated the
world economic situation and outlook. Admittedly accelerated
construction growth in the Third World was mainly supported by
the benefitting oil exporting countries. But also other coun-
tries continued to invest large capitals in this sector although
economic trends would have suggested lower prcfiles. The com-
bination of streamlined interests between development oriented
governments and loan-expansion policies of international finan-
cial institutions overrul=d the mechanism of construction being
a sensitive indicator for changing econcmic prospects. Adjust-
ments were not alerted in time and postponed because foreign
borrowing somehow served as 2 buffcr-stock. In the course of
negative factors further accumulating (second oil price shock,
high interest rates), the system is approaching collapse. In
fact, tne bill is drawn on the future. Remedy policies will
require for some time depending on their success the more pro-
ductive use of existing capital instead of new investments

e.g. in construction.

These circumstances have to be taken into account when scenarios
are ventured for prospecting construction development. Notwith-
standing the huge needs for construction in the Third World
there will virtually be a hard-shell hedge to keep effective

demand in custody of available resources.




C. General Long-Term Prospects for the Development of

Construction and Building Materials Industry

Irrespective of the prospects for the recovery of the world econ-
omy, tb= evolution of world market prices particularly oil prices
and interest rates and of international debt arrangcments some
visualization can be purported as to the future construction

necds and demand by country groups and types of works.

As far as developed market economies are concerned the declining
trend of the ratio construction investment to gross fixed capital
formation and gross domestic product observed since the sixties1),
very likely will continue in the future for two reasons: First,
on the one hand, basic infrastructures have been set up during
earlicrstages of economic growth and transport infrastructures

and urban systems are relatively developed nowadays. On the other
hand, the average annual rate of population growth has dropped
from 1,2 % (1960-65) to o,7 % in the early eighties and is expcct-
ed to reach 0,5 § at the end of this century; in Western Europe
stagnation has practically occurred already. Therefore, a certain
saturation of infrastructure and housing requirements can be

anticipated.

Second, in maturing industrialized economies, the investment in
machinery and equipments being necessary to create an additional
industrial employment unit is increasing. Morecover, mechanization
continuesto spread over many fields. Even if reduction and other
forms of labor employment as well as alternative life styles will

gain momentum this will hardly affect the above trend.

1) See Table A-2 and Ifo-Schnelldienst, 36. Jgg., No. 12, Miin-
chen, 25. April 1983, p. 1.




Within construction itself, industrial and commercial buil-
ding and housing may increase their share at least in the
near future whereas civil engineering may loose importance.1)
Tn addition to the general perspective, this structural out- '
look will negatively influence the construction machinery
sub-sector supplying predominantly capital intensive public
works. On the other hand, building materials industry and
labor intensive building crafts will relatively benefit from
this situation in particular if energy conservation efforts
C} are taken into account. This applies as well to rehabilita-
tion and up-grading of old building structures and self-help
activities within the shadow economy becoming more attractive.
In developing countries the satisfaction of the enormous con-
struction needs will increasingly face resource constraints.
The declining trend-following the peak of construction and
gross fixed capital formation growth in the middle of the
seventies when their rates doubled those of GDP will likely
continue thus bringing growth rates closer to each other.
The ratio of GFCF to GDP may stabilize at the 26 % level or

even slightly decrease.

. Despite the slow-down of development booming in oil-export-
ing countries construction growth will be higher there than
in other arcas and further attract foreign contractors ori-
ginating more and more from developing countries such as

South Korea, Turkey, Pakistan, India, Malaysia, and the Phi-

1) For the Federal Republic of Germany. this is suggested by:
Volker Rufig, Europas Bauwirtschaft erholt sich nur lang-
sam - Mittelfristige Aussichten bis 1985 - in: Ifo-Schnell-
dienst, op.cit., pp. 12-14. Despite slow population growth
housing construction may increase duc to high elasticities
for housing demand related to income and because of the
growing number of households. Average size of household in
ten industrialized countries is estimated to decline from
2,75 to 2,6 persons by the year 199%0.




lippines.1) The oil-rich Middle-East and the fast industrializ-
ing East and South East Asian countries will be the growth poles
for future construction. Oil-exporting and semi-industrialized
countries in Latin America and in the Mediterranean will further
support construction in the Third World. Tropical Africa, how-
ever, except a few countries, very likely will lag behind al-
though it is the noorest and in great need of housing and in-

frastructure.

According to rescarch work, in the Third VWorld, the building and construction coni-
ponent in gross fixed capital formation was estimated at 54 3%
whereas machinery and equipment counted for the rest (46 %) in

the early sevcnties.z) There may have been a slight increase of

the former by tha late seventies and early eighties, but little

can be said whether and to what extent this structure might

change in the future. In pursuance of austerity policies towards
strengthening the utilization of existing production capacities, re-
commnended and postulated by international organizations such as
World Bank and IMF, investment in machinery and equipment may

gain momentum following the trend observed in developed market
economies. But the question remains open in particular with res-
pect to housing how far this will be feasible in the light of the

prevailing economic, social, and political environments.

In the early scventies, 4o % of construction investment was spent
in residential building (housing), 22 % in other building and

38 ¢ in civil cngineering.3) In fact, this distribution has led
to an increasing gap between housing supply and need due to the
fact that the large number of unemployed and low income carners

could not be satisfied at marlket terms.

1) Construction contracts received for instance by German contrac-
tors from abroad declined 1982 by 30 %, Bauwirtschaft, Heft 18,
5th M2y 1983, p. 698.

2) Jiirgen Riedel, Sieqgfried schultz, Bauwirtschaft und Baustoff-
industrie in Entwicklungslindern, Ifo-Studien zur Entwicklungs-
forschung Nr. 3, Minchen 1978, pp. 19, 236.

3) Idem.,
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According to World Bank data of 1975, bctween 30 % and 8o %

of the population living in large Third World cities could not

h This

afford the cheapest dwelling offered on the market.
situatioa very likely has aggravated in the meantime and
future outlook is even worse if population and urbanization
forecasts - as outlined in table 7 - arc taken into account.
Notwithstanding long term moderating growth trends, popula-
tion pressures particular in the urban arcas will force go-
vernments to set forth rigorous policy measures. Even if de-
centralization and rural development will be encouraged low
cost housing policies and public investment in urban water
supply and scwage as well as transport, communication and so-
cial infrastructure will rank on top of the agenda. On the
other hand, the promotion of agricultural production will
have as precondition capital expenditure in irrigation and
feoder roads. Trade offs betwcen rural and urban construc-
tion priorities depend on resource conditions prevailing in
individual countries and on the facilities of governments

to successfully implement decentralization policies. Taking
into consideration actual financial (public) resource cons-
traints, stronger emphasis is likely to be placed on rural
construction for various reasons: First, works i.e. per ca-
pita construction investments are less expensive in rural
than in urban areas. Second, better conditions exist for thLe
use of local building materials, less sophisticated and im-
port-saving building techniques and cheap labor. Third, more
adequate use can be made of cooperative, self-help, and co-

financing programmes discharging government funds.

In many countries, particularly in those where food supply

shortages already exist, crop and animal production can be

1) World Bank, Housing: Sector Policy Papecr, Washington
1975.
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Table 7: Population 1980 and 2000 and Average Annual Growth Rates

O

(medium variant)

by Region

Total Population

Urban Population
Average hnnual rate

Region billions Average Aannual rate of growth Shares of groath
1980 2000 1980-85 1985-90 1990-95 1995-2000 1980 2000 1980-85 1985-2000

world Total 4,4 6,1 1,70 1,65 1,60 1,50 41,0 51,0 2,8 2,8
N develoved .

rggfone\e ) .13 0,68 0,61 0,58 0,48 70,9 79,4 1,3 1,1
I develoved

?i:?oneve ) 3,3 4,8 2,04 1,98 1,89 1,77 30,7 43,7 4,0 3,7
Africa 0,5 0,9 3,00 3,02 2,99 2,% 28,8 42,2 5,8 4,6
Latin America o,4 0,6 2,38 2,28 2,15 2,02 64,7 75,1 3,6 3.1
East Asia 1,2 1,5 1,24 1,20 1,09 1,02 32,7 45,1 2,7 2,7
South Asia 1,4 2,1 2,17 2,02 1,90 1,72 24,8 37,1 4,3 4,2
Cceania (o] (o] 1,44 1,36 1,29 1,19 75,7 82,6 2,0 1,7
Europe 0,5 0,5 0,34 o, 30 0,27 o, 24 70,5 78,4 1,4 1,1
North America 0,2 0,3 1,04 0,95 1,05 o, 70 73,7 80,7 1,4 1,1
UASSR 0,3 0,3 0,93 o, 84 0,70 0,64 64,8 76,0 2,0 1,5

Source: United Nations, World Population Trends and Policies, 1981 Monitoring Report, New York 1982, vol. I,

ro. 3o, 148, 150.
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brought up relatively easy if appropriate orice policies arc

set up. Indirectly, these employment and income creating mea-
sures affect positively the numbers of jobs in urban arcas
through their impact on the demand for industrial products.
Industral wage incomes then would benefit and partly be spent

for private housing. There is some evidence that such policy
considerations increasingly gain momentum and will if vigorously
implemented affect construction priorities in the Third World.

on the other hand, increasing scepticism and hesitating attitudes
are expressed at least by financial institutions, and bilateral
and multilateral aid agencies with respect to big projects in the
field of dams, roads, harbors, airports, government buildings. ;
To sum up, it can be argued that construction in the Third World

will increasingly focus on small and medium sized projects being
linked to local resources and mass demand and consuning less ca-
pital and forecign resources. This applies in particular to oil
importing countries which have not vet achieved an advanced level

of industrial production and exports and the more to all low in-

come countries. This may imply an expanding share for housing
estimated previously at 4o % of total construction investment at

the expense of other building (22 %). The share of civil en-
gincering (38 %) might remain constant or slightly decline but

small and medium works very iikely will substitute for larger

projects at least in the near future and in the poorer countries.




D. Scerarios up to 199%o and their Implications on policy

Adjustments

There is empirical evidence that construction develops in line
with growth of GDP because this sector - apart from its contri-
bution to national product - is both stimulating development
éa in other sectors and affected by the gr07§h in other sectors
mainly through construction investments. The most significant
exogenous variable for a construction forecasting model is the
gross domestiq product.- In addition, population trends together
with the number of households are used to predict housing con-
struction.z) The accuracy of prediction can be improved if the
forecast is separately made for jndividual subsectors such as
road construction, other civil engineering, public building,
agricultural construction, residential building and building in

3)

the industrial and service sector.

so far, however, global model systems allow forecastiné for the
aggregated construction sector only. Since more precise predic-
g’ tion methods do not exist for the construction sector at present
A - this may constitute a task for future research work - for the
time - being scenarios on future construction are suggested to
be linked with global forecasting models. Various attempts have

been made to model possible and probable development paths.

1) Though this correlation being in general rather close and
stable leaving aside short term oscillations the share of con-
struction in GDP depends on the level of development, measur-
ed in per capita income. It is rather low in the very DOOI
countries before it accelerates in the middle income country
group. In threshold and developed countries, it stabilizes
slightly higher up the scale. - Jirgen Riedel, Siegfried
Schultz, op.cit., pp. 6-18.

2) Tamas Gorhely, Methoden der IFO-Bauvorausschdtzung, Ifo-In-
stitut filr Wirtschaftsforschung, Miinchen 1980, p. 54.

3) Idem, p. 51,




7he usual approach is to answer questions such as: What will
hapren if past trends continue or if alternative targcts are
to be achieved under alternative hyvotheses? In this sense,
scenarios are meant to test the consistency of quantitative
scenarios and to point out consequences either of continuing
past trends under ceteris paribus conditions oI of set up tar-

gets.

Model makers emphasize that "most certainly, the resul+ts should
not be identified as forecasts, not even of a very broad nature.
They are conditional projections providing a set of consistent
results for the target year given the pnrojected values of the
exogenous variébles. Whether they are optimistic or pessimistic,
plausible or implausible, desirable or not, will largely depend
on the accuracy of the exogenous predictions as well as on the

1)

specification of the model itself”.

This cautious attitude, however, cannot turn away the fact that
attempts are made to incorporate reasonable values of exogenous
variables in those models. Fair enough, the understanding of

what is reasonable remains oren to dispute on the when, how

and where of change in particular when the world economy under-
goes difficult periods with important structural chanacs wherc
little can be said about its future recovery. Thus, there can

be no doubt that in particular nowadays any scenarios formulation

has to be interpreted with extreme precaution.

The following scenario formulation refers to the UNITAD-Project,
a world modelling system established by UNIDO in cooperation

with UNCTAD and assisted by international experts.

1) UNIDO, The UNITAD System - 1981 Report, World Modelling Work-
ing Paper (UNIDO/I1S.337), Vienna, 7 September 1982.

2) For the characteristics of this system sece: UNIDO, The UNITAD
System - 1981 Report, vworld Modelling Working Paper (UNIDO/
1$.337), Vienna, 7 September 1982.




In its 1981 Report, the UNITAD Projet has provided a sample of
overall results containing threc scenarios for the development
of the world economy up to 19%o0. One of them is based on past
trends - "trend scenarios" (T) as perceived in the 1980 report
whercas the other two (IDS 1 and IDS 2) are related to the In-
ternational Develooment Strateqy for the Third United Nations
Development Decade adopted by the General Assembly in December
1980. The two IDS-scenarios differ essentially by alternative
sets of assumptions on trade and agricultural policies, but are
identical with respect to GDP growth. Table 8 outlines average

annual GDP growth rates for the individual scenarios.

The trend scenario shows declining growth rates compared with
the GDP performance betwcon 1963 and 1975 for all regions which
reflect decelerated developments in the early seventies. Under
IDS 1/2 assumptions, however, economic growth will recover -
particularly in the eighties, i.e. they take into account the
world-wide cconomic recession in the second half of the seven-
ties and assume a turning pmoint rather early in the eighties.
This applies to all regions with varying degrees. It is, how-
ever, further expected that the Developed Regions including East
and South East Asia will not achieve again the same economic dy-

namism as experienced between 1963 and 1975.

As far as the contribution of individual sectors to GDP is con-
cerned assumptions have been determined for sector growth elastici-~
ties by regions. In addition to construction and investments clas-
ticities, table 9 outlines indicators for basic products includ-
ing among others building materials and capital goods which con-
tain as well construction machinery and equipment. The results

show that opposite to trends in develoncd regions in the Third
World,construction relevant sectors will generally grow less than

GDP. Exceptions are bhasic products and investment as the In-

dian Sub-Continent, capital goods in Latin America and construc-




Table 8:

Averaqge Annual Growth Rates of wWorld - GDP for the

Period 1975-1990 Under Aalternative Scepario Assumb-

tions by Region

1975--%0

¢ 1p$1/2%)

1963-75
(actual)
Developing regions .
- Latin America P
- Tropical Africa 4,5
- North Africa/West Africa 7,0
- Indian Sub--Continent , 6
- East and South-East Asia ’
- Total Developing Market
. 5,7
Regions
- Centrally Planned Eco- 6.0
nomies (Asia) !
Developed Regions .
- North America 3,7
- Market Economies
4,5
(Europe)
- Japan '
- Other Developed , 0
- Total Developed Market 4.5
Regions !
eqgions
- Centrally Planned Eco- 6.7
1

Source:

nomies (Europe)

UNIDO / 1S5.337, op.cit., pp.

72,

76.

1980-90
IDs 1/2




Table 9: Sector Growth Elasticities under Scenario IDS 1 Conditionsa)

Basic Capital Construc- Invest-
products goods tion ment
Develczing Regions
- Latin America 0,Y 1,0 ' 0,9
- Tropical Africa 0,6 1,35 0,6 0,6
- North Africa/West Africa 0,95 1,4 0,9 0,95
- Indicon Sub-Continents 1,0 0,9 0,9 1,0
- East and South-East Asia o,7 0,85 1,0 0,95
Developed Regions |
- North America P 1,15 1,0 1,1
- Market Economies Europe R 1,1 1,2 1,2 o
- Japan 0,9 0,8 1,1 1,1 |
- Other Developed 1,0 1,2 1,1 1,1
- ggggézlly Planned Economies 1,0 1,1 1,4 1,5

a) Impact of a 1 % GDP growth of region R, on economic variables of the same (fixed
growth rates for all other regions).

Source: UNIDO / IS.337, op.cit., p. 142.




tion in East and South-East Asia which will equalize GDP and
capital goods relatively accelerating in Tropical Africa and
Horth Africa/West Asia. By multiplying sector elasticities with
GDP data average annual growth rates can be computed for the

construction relevant sectors (see table 10).

The results of IDS Scenarios show that despite relatively low
sector growth elasticities the development of construction and
related sectors will be generally faster in the developing than
in the developed regions due to higher growth rates of GDP.
Exceptions in the former group are Tropical Africa and to a
certain extent the Indian Sub-Continent. On the other hand, Ja-
pan and also somehow the Other peveloned Countries and the Cen-
trally Planned LCconomies of Europe will be less affected by
slower growth than North America and the Market Econonies of
Europe. Among Third World countries, the North African, West
Asian and the East and South-East Asian region will continue

to be the growth areas of construction and related activities.

These conclusions seem quite reasonable as to the regional growth
differentials. Some reservations, however, should be made with
respect to the size of the rates in absolute terms. Apparently,
1DS anticipated a further world-wide economic recovery follow-
ing the first oil shock. In fact, however, the recovery period
1975-79 was interrupted by the second oil shock 1979-82 which
obviously provoked a deeper crisis. Thus, the actual short and
medium forecasts up to the late eighties do not look as bright

as assumed by the IDS-scenarios. Developing countries average
annual GDP growth rates following a drop from 5,8 % (1960-73)

to 4,6 % (1973-80), and a further decline to 3,3 % (1980-82) are
now forecasted for instance by Wharton Econometric Associates1)
at 4,2 % (1982-87) and at 4,5 % and 5,7 % (1980-90) depending

1) Quoted from: Sanuel Brittan, A Very Painful World Adjustment,
in: Foreign Affairs, Vol. 61, Nr. 3, 1983, p. 563.
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Table 1o0: Average Annual Growth Rates of World Construction and Related Sectors for the Periods

1975-1990 and 1980-19%90 under IDS Scenario Conditions

Basic Products Capital Goods Construction Investment
1975-90 1980-9%0 1975-90 1980-90 1975-90 1980-90 5-90 1280-90
Developing Regions
- Latin America 5,7 6,3 6,3 7,0 ’ 63, 5, ’
- Tropical Africa 2,9 3,3 6,5 7,4 ’ 3,3 2, ’
- North Africa/West Afr. 7,4 8,8 10,9 13,4 ‘ 8,4 , ,
- Indian Sub-Continent 5,0 5,6 4,5 5,0 + D 5,0 , O ’
- East d South East
A:ia and 50 s 4,9 4,8 6,0 5,8 7,0 6,8 6,7 6,5
Developed Regions
- North America 2,6 «en 3,3 . 2,9 . e 3,2
- Market Econonies 2,6 . 3,2 . 3,5 .. 3,5 L.
Europe
- Japan 5,3 s ’ .o ' 5 6,5 .
- Other Developed 4,5 “ee ' . )0 . 5,0
- Centrally Planned
Economies Europe 4,0 e 4,4 .o 5,6 . 6,0 .

Source: Tables 8 and 9 and owr calculations.




1)

on different scenarios by the World Bank.

This only allows two thirds to four fifth of the Third World's
GDP growth anticipated by the 1IDS. For the Developed Market

Economies, the corresponding forecasts are 3,0 % (Wharton) and
2,8 % to 3,6 & (World Bank) i.e. 80 % to little more than 1oco %

oY

of the IDS Scenario. Hence, the IDS outlook nowadays appears to
have been too optimistic and it can be argued that the growth
of construction and of related activities in the building mate-
rials and construction machinery industry will be lower than
assumed in the IDS Scenarios. This applies in particular to
developing countries thus also affecting the regional growth

differentials.

In the light of the enormous indebtedness and the deterioration
of terms of trade prevailing in developing countries and the
continuing world-wide economic recession with a high dollar ex-
change rate and interest rates even the actual forecasts may
rule out to be still too oprtimistic and will have to be adapted

downwards in the near future.

1) World Bank, wWorld Development Report 1982, ‘lashington 1983,
pp. 9,39.
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E. Requirements for Adjustmont and New Policies

The structural weaknesses of the construction and building
materials sector prevailing in many Third World countries as
outlined in chapter B and the still on-going world-wide eco-
nomic crisis require structural adjustments and new policies

to strengthen the productivity of the construction itself and
the related industrial sectors as well as to improve the effi-
ciency of policy formulation and implementation. While in devel-
oped countries the principal issue will be the adaptation of
existing capacities to declining demand the spectrum of targets
in developing countries is much wider and requires, thercfore,
a multifaceted and coordinated approach. In view of developing
countries high indebtedness particular emphasis is assigned to

foreign currency saving measures.

In many low-income countries as a first development step a
domestic construction and building materials industry still

has c¢o be crcated or -~ where a nucleus already exists - to

be further promoted. In others, more advanced countries, con-
struction equipment and machinery industries as well as archi-
tectural and engineering design capabilities need to be streng-
thened. Depending on the level of development of individual
countries, the following targets may attract different priori-
ties: 1In nearly all developing countries, the marriage of needs
for urban housing and rural infrastructure with financial resour-
ces and construction supply capacities constitutes a primary
development objective. In this context, the development or
strengthening of a domestic construction and building materials
industry could constitute a prominent issue and target within

a reorientation of government policy. Apart from general natio-
nal policy considerations, a more intensive reliance on domes-
tic resources will be required in the future to cope with the

changing pattern of construction and building materials demand.




In the past ten years, few efforts have been made in many
developing countrics to explore and to develop domestic
resources guch as local building materials, home-made construc-
tion technologics, domestic skills and entrepreneurial capabi-
lities. Their development and productive use, however, could
alleviate problems of lagging econonic growth. Smaller and
scattered works in rural areas, exccuted by local resources
would create the necessary infrastructure to diminish the
deepening food dependency. This together with the application
of less sophisticated and expensive but more appropriate tech-
nical standards would considerably reduce the import component
of construction cost and the drain on public investment funds,
thus diminishing the pressure on external payments and domes-
tic fiscal imbalances. Finally, positive effects might be ex-
pected in terms of employment creation and income distribution.
In many poorer countries, particularly in Africa, such expectan-
cies can only be fulfilled if the actually employed foreign
resources can hoe substituted by domestic ones. Studies under-
taken in Africa, however, reveal that actually the scope of
substitution ig still rather limited albeit by far not exhaus-
ted.1) llence, cfforts to strengthen the domestic construction
and building materials industry should concentrate first on

the better employment of the existing domestic capacities and

capabilities and second on the long term development of the

industry's potential.

According to research findings major constraints to any promo-
tion of this industry lie in governments' lack of awareness of
the multifacetlrd characteristics of the sector’'s development.
There seems to e a wide-snread belief that the industry will
alrcady develop 1f some training courses and technical assis-

tance are provided. Past experiences, however, have supplied

1) Using variowu:s assuptions, import savings of 81o Mill,US-g
were estimal ol under the hypothesis that construction in
Africa werc crecuted cxclugsively by domestic contractors in

1980. Sce Annnx A-G.
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enough evidence that strengthening a domestic construction
and building materials industry requires a comprechensive and
well coordinated approach covering aspects which ranvge from
public construction programming to imports of equipment and
materials, from construction legislation to the training of
various skills. In view of these lessons, it is time to con-—
sider a new and orchestrated approach to facing the problems
experienced which impede upon the development of a domestic

construction industry.

Such an approach will in the first instance depend on national
governments, who if keen to encourage the creation of an effi-
cient industry, must understand that construction is a key eco-
nomic sector. Its gradual and productive cmergence will make
indispensable a public commitment to implement the necessary
measures (legal, organisational, administrative, financing
etc.) and to coordinate their anplication. This suggests that
one government department must be officially designated to
provide coordination for the different activities intended to
assist the development of the domestic construction and build-
ing materials industry. These activities will be undertaken by
the government, by private firms, by aid agencies and, possib-
Q} ly also by foreign contractors and consultants and should be

integrated and mutually supportive.

One principal focus of attention is a coherent and careful
planning of demand and supply of construction and building
materials. This appliés first at an aggregated level to the ba-
lancing of construction work load demanded and the nroductive
capacities of the industry to fulfil this demand. Second, with
respect to aspects of time and scheduling, coherent planning
means the ascertainment of a smooth and continuous demand for
construction output. Third, at individual project levels cohe-

rent planning comprises considerations on how and to what extend

the nature and technical requirc.ents of individual projects




could be adapted to the capabilities of the domestic construc-
tion industry without being detrimental to the technical and
socio-ecconomic functioning and to security requirements of the
constructed facility. This imposcs a government decision mak-
ing on values of alternative technical solutions, thus a first

step towards a technology policy in the field of construction.

A well-functioning coherent planning system not only guarantees
a satisfaction of construction demand, but is, moreover, basic
to entrepreneurial decision making on investments and other
dispositions not only of the construction industry but also of
related economic sectors such as building materials industry,
import trade, banking étc. To establish an efficient planning
machinery, on the other hand, special efforts are required as
inputs, among which are particularly important (i) to improve
the programming, organizational and managerial capacities and
capabilities of both the public sector (departmental forces and
parastatal institutions) and the private sector (contractors);
(ii) to establish or strengthen existing professional associa-
tions in order to create a platform for small and medium con-
tractors to express and defend their interests. In the light of
the dominating position of public authority, particular empha-
sis should be placed on training and technical assistance pro-

grams for domestic contractors.

Since financial shortcomings appcared to be in the past a major
constraint for the development of domestic contractors, govern-
ments should take appfopriate measures to improve the access (o
financial facilities of this industry for the provision of bid,
performance and maintenance bonds as well as for working and

equipment capital. Due to the facts that commercial banks are

reluctant to finance "new-comers" with insufficient securities

and that the construction process contains particular risks,
the financial aspects deserve very careful analysis and evalua-

tion. In this connection, governments should also consider con-




tractual payments' procedures and the implications of disburse-

ment delays.

In many country-specific construction surveys the need for man-
power training, in particular of middle-level personnel, has
been stresscd. The lessons of the past have provided evidence
that institutionalized training resulted in unexpected low be-

nefits and preference might be given to on--the-job training.

There is, in general, a wide range of issues which are relevant
and may constitute constraints to the development of a domestic
construction industry and the importance of which may vary from
country to country. Issues such as construction legislation,
standards and specifications, project design, consultancy busi-
ness, contractual procedures and procurement practices, settle-
ment of disputes, slice and packaging rules for public contracts,
prequalification systems, joint venture policies, project su-
pervision by public authorities, import procedures for equipment
and building materials, fiscal measures, equipment pooling and
leasing, building materials industry and supply markets, credit
customs, etc. are to be considered. Since this variety of as-
pects and factors belong to different disciplines within the
soctoral structure and administrative patterns, the establish-
ment of a policy to strenthen the domestic construction and build-
ing materials industry is a extremely complicated task and re-
commends a sophisticated and orchestrated approach. A thorough
analysis seems to be indispensable to identify problem areas and
to determine an appropriate and systematic sector policy on con-
struction in general and on the strengthening of the domestic

construction and building materials industry in particular.

In line with the recommendations for a new orchestrated approach
as outlined above, bilateral and multilateral donor agencies may

play an important role. Due to the complexity of this task, howv-




ever, a fundamental prerequisite for any kind of assistance,
should be a firm commitment from the side of the recipient
country (government) towards a systematic approach. Otherwise,
as experiences sufficiently evidenced, donor programs would
risk either to completely fail or at least to be delaved and
not yielding the expected benefits. On the other hand, donor
agencies need to realize that isolated and partial approaches
like previously conceived can hardly be expected to produce a

substantial breakthrough in this field.

Donor agencies could serve as agents of innovation, as sponsors
for model operations in selected countries and as advisors and
sources of financial and technical assistance. With regard to
their role of innovation, agencies should (i) expose the multi-
sectoral nature of the development process of domestic construc-
tion and building materials industry, (ii) conceive consistent
and operational strategies for strengthening private and »nublic
sector elements simultaneously, (iii) elaborate intervention
programs covering the entire range of issues with the aim to
serve as guidelines for operational staff in donor agencies' and
national governments' administrations, (iv) formulate the
various functions and responsibilities which the different act-
ing parties should assume in the proposed orchestration of ef-

forts.
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s Durestic Product,Gross Fized Capital Formation, Industry,

Construction (1375 = 1oo0)

1960 19¢3. 19%0 1971 1972 1973 1974 1975 1976 1977 1973
Coevelop-d Nuriet
. Feoncnins
Gop 53 68 g6 89 94 oo 1o1 lco 105 109 113
N f A 50 71 92 97 1ol 11 106 oo o4 102 113
8 4% 51 69 89 91 97 oS 104 oo 108 114 119
Hanufacturing 59 69 89 92 98 1c6 105 Too 108 113 117
Conztrastion 61 82 97 1oo 104 lo? 103 Too 1o1 102 105
Levelening Mariet
Ecenonites
d
cnp 42 55 74 79 84 90 96 1co 106 113 118
GFOF 31 31 61 66 72 76 86 100 110 120 132
Industry 33 49 75 79 g6 95 loo loo to7 113 118
184 facturing 34 48 69 15 82 20 97 100 108 114 122
Construction 37 46 64 €9 75 8o 87 Too 112 123 131
Afric¢1)
cr» 47 60 79 83 37 90 97 oo 108 114 113
GECF 33 43 58 €3 68 74 83 loo 1o 123 126
Industry 29 58 101 97 102 106 105 loco 113 121 125
Manofacturing 38 54 77 8o 86 95 101 Too 108 116 124
Conceruction 35 40 53 61 69 76 87 oo 1i3 125 130
caritst
Latin B
GDP 41 54 72 77 83 90 96 1oo 105 1lo 115
GFCF 34 i 63 Jo 76 83 9i 1o 103 107 114
Indusiry 36 51 72 76 82 89 93 too 105 109 115
Marufacturing 35 48 69 76 83 92 98 loo 10€ 109 115
Congstractivn 40 45 68 74 8o 87 93 100 107 114 123
Asia, Middle East
GDP 31 45 66 74 82 91 98 loo 109 116 118
Grer 21 31 47 52 60 66 79 loo 122 138 160
@ 1ndustry 29 45 70 78 88 99 104 loo 106 110 114
Marutacturing 23 36 61 68 75 84 92 100 112 122 132
Construction 28 44 57 6o 67 75 8o loo 118 130 137
Asia, Enst~and
Scuth bast?)
GLoP 50 61 79 82 84 90 93 1oo 105 113 121
[@3e) 34 52 71 76 79 85 88 oo 111 124 141
Irduestry 35 49 69 74 8o 90 95 1oo 112 121 132
Marufacturing 35 51 7o 75 8o 89 95 1oo 112 121 133
Conustruction 40 57 7o 77 8o 82 86 too 113 125 135
World
GDP 48 63 82 86 91 98 100 foo 106 110 115
Indsshry 44 61 82 86 91 99 iol 1oo 1o7 113 119
Construction 53 YA 88 91 936 oo 99 Ton to3 1o6 1c9

1Y excluding South Africa
2) excluding Japen

Source:  Ui-Yearbook of lational Accounts Statistics, 1979




Tabelic 2= Index

Tooal M

rsters (1973-10%) aod Ave

comtoy Trouns / vorld i

1

icrs

vy Growtl Rares (1920,/68) of Major Ruilding Materials Protuction axd

1970 = oo 1975 = 1o el
Region ISIC 1971 1972 1973 1974 1975 1976 1976 1977 197 1973 198 Groath
1930/ €8
vorld 3 tod M2 123 127 126 137 18 113 113 124 125 4,6
23 106 V3 123 122 118 129 19 13 15 1S 116 32
3 106  1i3 123 127 125 136 8 M2 W71 122 122 45
by 99 107 18 122 M2 122 18 109 115 120 116 2.3
29 17 13 113 121 119 4.0
Contrally Planmed 3 109 118 120 141 154 165 107 14 121 126 133 1,6
Ecorarics 33 w7 M3 121 18 138 144 o5 1 115 116 118 5.5
36 108 116 126 135 144 152 o6 111 16 17 121 6.2
37 106 112 119 126 135 146 o6 109 114 115 119 5.0
29 iod 109 111 M5 112 a6
Markot Boonmies 3 102 1o 12 121 115 125 109 M3 118 123 125 3,6
3 105 115 123 119 111 123 1l 14 115 119 116 2.7
36 fod 112 122 12 14 125 153 113 118 121 123 35
37 9% 105 18 120 o2 112 19 19 M5 121 116 2.2
29 108 116 114 125 124 3.7
Doveloord arket 3 102 109 117 119 112 122 109 13 117 123 » 3,3
Foorcries 3 105 115 124 119 ilo 122 flo 114 114 113 114 2.4
3€ fod 111 12 119 1e® 119 18 12 17 123 I 31
37 9% 1od 117 M7 99 108 10 8 114 119 1i2 1.6
29 165  i0d 13 120 119 3.3
pwvelopin Market 3 17 17 129 137 142 154 17 M4 121 125 128 5,4
Fooxanics 3 110 116 118 120 120 130 105 114 118 123 130 4,4
36 168 118 13 139 149 1ed o8 116 123 126 13 6.7
3 16 118 123 136 142 158 I8 17 126 138 143 6.3
29 18 134 117 1o 137 4.3
Cartin, Contral and 3 108 119 122 140 143 152 105 19 M3 121 125 6,2
Soatt i 3n 12 12 1% 136 137 151 99 105 103 116 123 4o
35 o8 119 133 141 152 163 7 114 120 126 133 6.9
3 1o 128 131 WS 147 1o 163 115 123 136 142 5.9
29 107 e 129 128 135 ae
asiall 3 166 114 125 134 141 157 Mo 123 134 131 1w 6,6
3 167 169 tot 1o 9 104 14 129 132 132 134 4.3
36 109 115 125 137 148 172 12 122 134 13e 127 6.9
37 98 107 105 121 135 164 119 123 135 146 146 6.6
29 162 15 1e8 111 114 6.8
3 22

33 = vnad Eroduets and Purnitire

etallic mineral Froducts

voetal froducts

hor Mining Praducts (incluling sand, stones,

1)} exclulding Israel and Japin

.marble, clay,

limestone, chalk etc.)

Sourc: Uh-Yerbook of Industrial Statistics, 1979

and 1980.




Table A-4: Shares of Developed and Develoning Market Economies in World Imports and Exports

of Major Building Materials Industrial Groups (in percentages)

Developed Market LEconomies Developing Market Economies
SITC Imports Exports Imports Exports
1970 1979 1970 1979 1970 1979 1970 1979
Wood rough 242 90,1 87,3 45,4 39,7 2,9 12,7 54,6 . 60,3
wood shaped 243 89,6 90,1 85,0 80,8 10,4 9,9 15,0 19,2
Plywood veneers inlaid. 63121 93,2 79,2 64,4 50,2 6,8 20,8 35,6 49,8
wood simply worked 6318 94,9 97,5 83,8 34,0 5,1 2,5 16,2 16,0
Bullders woodwork 6324 88,4 71,7 96,5 87,1 1,6 19,3 3,5 12,9
Stone, sand and gravel 273 90, 4 86,5 94,5 37,7 9,6 13,5 5,5 12,3
i Ciment 6612 46,5 21,1 70,6 77,8 53,5 78,9 29,4 22,2
Clav £ +
--ay, retraceory 662 79,7 76,7 97,9 95,8 20,3 23,3 2,1 4,2
building prod.
Glass 664 85,6 78,3 97,8 95,5 14,4 21,7 2,2 4,5
Iron steel primary forms 672 77,1 71,7 96,8 94,5 22,9 29,4 3,2 5,5
Iron and steel shapes 673 79,9 64,3 95,7 95,6 20,1 35,7 4,3 4,4
Iron steel universals 674 78,0 73,3 98,4 95,9 22,0 26,7 1,6 4,1
plates and sheets
Steel, copper nails, 694 84,5 85,4 98,3 93,5 15,5 14,6 1,7 6,5
nuts screws, bolts etc.
Pigments, paints 533 72,6 71,9 96,2 96,7 27,4 28,1 3,8 3,2
ey 6 + 8 83,0 77,6 88,1 85,7 17,0 22,4 11,9 14,3
~ovad c-9 8l,0 77,9 80,2 72,9 19,0 22,1 19,8 27,1
Source:  UN-Yearbook of International Trade Statistics, 1979.



Table A-5: Central Government Expenditure on Lousing and Roads as Per Cent of Total Expenditure

1982, pp. 41.

1974 1975 1976 1977 1978 1979 1980
Housing
world 2,36 2,36 2,32 2,31 2,44 2,47 2,48
Industrial Countries 2,41 2,38 2,27 2,31 2,49 2,45 2,50
0il Exporting Countries 3,24 3,38 4,64 3,66 2,40 3,04 .
Non-0il Developing Countries 1,69 1,80 1,88 1,85 2,03 2,38 2,38
- Africa 0,91 1,36 1,32 1,19 1,43 1,30 2,04
- Asia 1,78 2,16 1,98 1,95 2,06 2,74 2,68
- Europe 2,09 2,29 2,20 2,63 2,59 “ e .
- Middle East 2,33 1,83 2,77 2,56 2,41 2,60 .
- Central and Latin America 1,62 1,58 1,73 1,60 1,89 1,85
Roads
World 3,09 2,78 2,75 2,54 2,51 2,37
Industrial Countries 2,37 2,17 2,15 1,96 1,91 1,938 1,99
0il Exporting Countries 6,64 5,59 6,88 6,86
Non-0il Developing Countries 7,15 6,27 5,92 5,51 5,27 4,33
- Africa 4,79 4,59 5,48 5,12 3,77 4,04 3,59
- Asia “ o .o .o . o .o .o e
- Europe 11,84 10,05 11,42 11,35 11,24 .. .o
- Middle East 1,59 1,49 1,40 1,65 1,23 1,43 1,27
- Central and Latin America 7,35 6,16 5,39 4,66 4,60 3,52 .o
Securce: International Monetary Fund, Gbvernment Finance Statistical Yearbook, Vol. VI,

.
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Table A-6: Import Savings under the Assuny™ion Construction being Executed by L&Mestic Contractors:

A Tentative Estimation for Africa South of Sahara in 1%¢o

ross National Product (GNP) per capita Us-g 239 i
Pooulation Mill. 141 \
o Gross National Product Bill.us-g 33,7
ross Domestic Product (GNP - 1,05) Bill.us-g 35,4
Gross Domestic Investment (GDI : GDP = 16,3 %) Bill.ts-8 5,8
Construction
Contribution to GDP (5 %) 1,77 .
Gross Cutput 3,54 (90 % make up 55 % of GDI, 1o % are sales (inputs)
ol to other sectors)
Import Savings (direct) Assuari
Trodichion Shmactura Toaduction Cost Tonext (dinegh) oortony R N R A NN
’ Bili.T3-3 in % _ Bill.Us-8 in % CUS
m (2) (3) (4) (5)=(4):(2) Bill.Us-g in °
(6) (7)=(6) = (-
Materials 1,77 So o,71 40 0,35 49
vValue Added 1,77 50 0,92 52 0,4 5
Wages and Salaries 1,06 3o 0,53 50 0,32 e
Depreciation 0,18 5 0,18 Too 0,04 22
Fiscal Duties 0,18 5 - - -
Qthers 0,35 1o 0,21 60 o,lc ) 48
Gross Production 3,54 100 1,63 46 0,812 8

a) This awount makes up 26 % of net ODA funds provided by DAC countries and about 50 % of financing from multilateral donor
agencies to African countries south of Sahara in 1978.

Source: World Tables 1979, World Develomment Report 1980 and unpublished information of the World Bank.
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