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PREFACE

oL s wo ok on regional soliov rssues. the Kegliconsl and Country
Studies dranch of UNIDO carries out oolicev-orient od studies and o»rovides
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advisory services in kev issues of industricl oolicy tha Jrtect grouns ot
develoning countries. IThis includes issues of economic inregration. issues
tn the relztionsiio between technologicea change and induscrial organization
and  opolicv. and  issues in internationzl co-operation tor industrizai
devoloonent . Onte 2ared of analvsis has been the industrial iz-t 1on policies and
cottons of the least developed countries (LDUs). These constitute a grous of
develoning countries whose economic and industrial developnent is stili inits
initial stages and whose prospects tor tuture orogress are hanpered bv
orotound socio-econonic ditriculries.

AS part or its preparations tor the Second United Nations Conterence on
the Least Develoved Countries. held in Paris in September 17J30. UNIDO has
tdentitied 2 number of issues in connexion with the design of successtiul
industrialization strategies tor LDCs. The present paper is a prelininarv
analvsis ot rhese issues. It discusses the nature and the rcle ot industrv
in LDCs. it also reviews the main obstacles to its development. especiallv
trom the point of view or the individual industrialist and the need ter
intrastructure and services that allow the panutacturing sector to grow and
te contribute to wider socico-econonmic development. The paper was piepared bv
the Regicnal and Countrv studies Branch.
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1. PROGRESS AND PROBLEMS IN THE INDUSTRIALIZATION OF LDCs
1.1 Introduction

This paper is intended to examine the present status and development potential
of industrv in the Least Developed Countries. It looks at industry (and
industrialization) as a syvstem which is a component of a socio-economic
process and it considers the ways in which manufacturing in LDCs at present
exhibits shortages, constraints and bottlenecks. In view of the increasing
internationalization of manufacturing it zlso considers the degree to which
industry in the LDCs is part of world industry and the ways in which such
linkages can be strengthened for improved economic progress in LDCs. Analvsis
of the present status and problems of industry in this section of the paper
is followed in section 2 by a discussion of issues for action at the national
and international level.

1.2 Levels of manufacturing in LDCs

The indicator of manufacturing value added (MVA) rer capita gives a first
approximatior. to the degree of industrialization attained by a country. There
is of course a basic assumption that an LDC has an MVA share of GDP less than
10 per cent, reflecting an under-developed manufacturing sectcr. However there
is nevertheless considerable variation in ar indicator such a:. MVA per capita.
For LDCs the average value of this indicator was $US 23 in 1987. This
contrasts with a value of $US 119 for all developing countries and $US 3106
for developed countries. Although this average figure for MYA per capita of
LDCs is already a low one, no fewer than 27 LDCs have a value below it. Eight
other countries have a value between $US 24 and 5US 30, and a final group of
seven countries has values ranging frem $US 40 (Vanuatu) to $US 85 (Djibouti).

A second approach to assessing the degree of progress achieved is to look at
the extent to which diversification has taken place within the manufacturing
sector. Typically those sectors close to the final consumer such as food
processing and clothing and textiles are the ones which are responsible for
most of MVA. A dispersion of MVA across a wider range of activities indicates,
to some extent at least, the extent to which a complex and flexible
manufacturing sector has developed. By this criterion, progress in LDCs of
this kind has not been great. Analysis of the degree to which diversification
has taken place within the manufacturing sector is complicated by the tact
that comparable sectoral detail on manufacturing acivities is not available
for some of the LDCs. For those for which sub-sectoral detail is available (a
total of 26 countries) the picture is one of industrial structures dominated
by the food processing and textiles sub-sectors. In 11 of the 26 countries,
the two branches constitute 50 per cent or more of MVA. In the remaining 15
countries, food processing by itself accounts for more than 50 per cent of
MVA.

Only in a few cases are other sub-secters of manufacturing significantly
large. Chemicals is more than 10 per cent of MVA in rine cases (1987 data):
Democratic Yemen, Tanzania, Niger, Malawi, Mozambique, Ethiopia and Somaitia.
Machinery and equipment is more than 10 per cent of MVA in only five LD(Cs:
Tanzania, Haiti, Cape Verde, Guinea Bissau, and Mali.

It should be noted that manufacturing production in LDCs {s usually the
product of a small number of entevrprises, and the closuire of a factory or the
opening of a new cne can affect the statistical picture dramatical'y. The case
of the lentral African Republic illustrates tbhis point and also sbows the




vulnerabilityv of industrial progress in an IDC. In 1980 the textile aud
clothing industrv’s share of total manufacturing output dropped trom over one
third to less than 12 per cent after financial difticulties had forced -ne
tactorv to close. Value added from the textile and clothing industrv seems to
have completely disappeared. as do later achievements in machinervy .nd
chemi~al processing.The conclusion that mav be drawn is that:
"....structural fragilities rather than rigidities seem to have been
the greatest of the problems encountered by the countrv in its
relatively short historv of industrialization".’
For the LDCs for which detailed manutacturing davtz exists, it is also possible
to construct an index to indicate the degree to which the activitv in
manufacturing is distributed across more than one sector.’ In general. there
are no clear groupings to be found from such an analvsis. From the point of
view of the indicator used, the most diversified countries were (in 1Y4L7)
Democratic Yemen. Tanzania. Bangladesh. and Uganda. These had structures
almost as diverse as more advanced African countries such as Algeria. Egvpt.
Kenva, and Zimbabwe. There is then a steadv progression of countries leading
to the most concentrated industrial structures, usuallv dominated bv the food
industry. such as in Botswana. Sudan and Burundi. (Chad is an exception iu its
concentration on textiles.)

A discussion concentrated on statistical data in value added terms can on its
own give only an imperfect picture of industry in LDCs. It does however
indicate, in terms of general attainments and sub-sectoral focus. the
aggregate condition of industry in LDCs. This is important because anv
discussion of prospects for industrialization in LDCs has to recognise the
base point from which the progress is intended to take place. A small and
undiversified manufacturing sector offers limited prospects for expanding
linkages and generates few services of the kind needed by a newcomer. The
figures indicate the rudimentarv stage that industrv has so far reached in
LDCs. and, to the extent that new industries will need industrial inputs, they
will be often dependent, at least initially. on external sources., and thus on
access to foreign exchange resources.

It also follows that discussion of industrializaticn in LDCs has to have a
particular emphasis on the establishnent of new industries, simplv because so
few exist at present. This is not to denv the importance of rehabiiitating
existing industries when it is at all possible, in order that the capital and
expertise so painfully acquired be not lost for zood. Nor is it to implv rhat
new industries must be large scale investment projects of the kind that have
in the past been the usual focus of discussion at the international ievel. The
kinds of new industries that are to be established will be largelv decided,
in the end. br entrepreneurs in the countries themseives (and 1n some cases
by international investors also). Discussion of industrial strategies for
LbCs, whether at the national or international level. has to give due
artention to this fact, and to the neea to provide the right kinds of
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sulddance . dncentives. assistance and Support to the Lo who will o smale tho

fnvestme nt .

1.3 The industrial system

The tollowing is o brich de scription of 1t elproact te by nood inothis
in assessing the problems and prospects ot industriclization in (Dis .
distinetion is made between rav material current Inpurs (from apricd eere and
mining). ana industrial  current inpats ctrom within the  manofacroicine
sector). Coher inputs include capital goeds. and labour
between skilled and unskilled). Sub-division of these categorics in
<P imported and domestic origin is alse nccessary. Issues in the supply o1
material inputs trom the domestic market mayv be considered uder  thirce
headings. those of inputs from agriculture, mining. and the manufacraring
sector itsclf.

1.3.1 Inputs from agriculture and mining

In LPCs the agriculture sector is often largelv of a subsistence mitnive. and
the possibilities tor processing of agricultural products in the manvfactaring
sector mav be limited bv the availability ot 4 surplus. Howewer the
minufacturing sector has an impertant role to plav in guasrantecing bood
supplies and in food securitv programmes. in that it can toprave the
conservation and distvibution possibilitics ot Food even within o rural area.
Much activity of this kind (principally in the form of such activities as
milling. drving. ¢te.) mav already be carried out within the intormsl sector.
Industrial processing of agricultursl raw materials is nor onlv a4 case of
increasing value added. In some cascs it can include the industrial processiug
of materials which are otherwisc regarded as waste. Thus in Bangliadesh the
vstablsishment of a Sheep Yool Development Center motivatid owners to shear
the sheep and use the wool for productive puiposes. This then ncorrapdd
others to set up small industries, such as the production of hand-knotted
woollen carpets.’

Cne measure of the suitability of the existing agriculrure scctor tor the
supply of inputs ro mannfacturing is the degree te vhich an exportable surplos
cxists. There mav then be prospects of fncreasing value aided throngh
industrial processing of agricultural rav materials. From this point of vicw,
the most promicing countries would be Fquatorial Cuinea. ¢ ambia. Malavi.
Maldives. Mauritania. Sao Tome and Principe, Togo. Uganda. Vannatu and Western
Samoa. In 1486 all of these had exports of apricultnural prducts of at least
SUS 30 per capita. The highest was Maldives with SUS 156, tollowed by
dauritania with $US 120. None of thesc are Farge countries in population
terms, but thev have all maintained, relative to their size. . high Tevel of
agricultural cxports for manv vears.*

The position with respect to the mining sector is analogous in some respocts
to that of the agriculture sector, in that the presence of 4 strong, mining
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exports pattern mav indicate the possibilities in principle of inereased vialue
added due te mineral processing. The differences are however important also.
in the first place there is litrle informal mining, and thus little
competiticn for capital and labour resources. In the second place the pattern
of ownership is verv difterent to that of agriculture. Often dominated bw
toreign interests. the degree to which public policvy can successfullv
encourage domestic raw marerial processing mav be limited. Thirdlv. it is rare
for the mineral resources. if thev exist at all. to be diversified. Domestic
processing of the nrineral resources cannot guard against 2 shift in
technology or world marker trends that reduce demand for the product. Finallv
the different steps in the mineral precessing chain offer. in general. fewer
possibilities for small scale dispersed production and are often associated
with higher investment costs than is the case for manufacturing in general.
For all these reasons the consideration of mining inputs to the manufacturing
svstem has to be viewed as a special set of problems as well as the more
general problems associated with the supplv of anv material inputs *o the
manuifacturing svstem in LDCs.

Taking the same kind of indicator as was used for agriculture in the preceding
section. and looking at the mining exports per capita. vields a different set
of results. Botswana has & verv high value due to the export of diamonds.” Of
the remaining LDCs. onlv Mauritania has mining exports per capita of anv size
(SUS 90 in 1986). It is followed by Guinea ($US 72). and Togo {(SUS 36). Niger.
due to its uranium exports is ar a similar level. The remainder of the
countries have either no exports of this kind or their per capita value is
verv low indeed. Although mining activities mav be said to be on a small scale
in LLDCs. there are cases in which there are known mineral resources not vet
exploited. In such cases. the prospect of downstream processing should be
considered at an earlv stage. There is a case of earlv planning of
possibilities. so that, for instance. requests for prospecting licences made
to the Ministrv of Mines should at once generate consideration bv the Ministrv
of Industrv of processing possibilities.

1.3.2 Inputs from the manufacturing sector itself

It is one characteristic of a modern industrial economv that manv of the
possible links between its different componenis do in fact take place. and
that the different production and service activities in the economy depend on
one anotner as suppliers and as markets. Indeed. the role cf a manufacturing
sector can be seen as providing several tvpes of essen.ial links so that the
complex as a whole can have the maximum resilience to deal with external
shocks and the maximum flexibilityv to take account of new opportunities. In
some cases small and medium scale activiwy is seen as the best embodiment of
these virtue, and is put forward as an appropriate policv chonice for
developing countries and particularly for LDCs. The point to be made here
however is that diversification is the means by whichk: the necessary
flexibility ran be achieved, and this is the principal reason for doing it:
it offers long-term stability in a wav in which an ill-considered emplovment
generation policy, perhaps relying on onlv a few sectors, can never do.

A diversified manufacturing sector means that a wide variety of intermediate
and final products are produced, and this means that new products mav be
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developed because of the availability ot the materials and  component s
necessarv  for making rthem. The diversificd manufseturing  scctor  thus
contributes to the availability of materials. the essential pre-condition for
further development of industrv. As Section 1.1 discussed. most [DCs have a
highly skewed industrial structure. with 4 heavy concentratisn on food
processing and on the clothing and textile sectors. The pelicvy implications
of such skewed structures are direct if in some cases unpalatable: thev ire
that the necessarv industrial inputs will have to be imperted. In a few cases
this can be achieved using sources within the region concerned. Fer this
reason there are important grounds for encouraging regional co-operation.
However it is quite usual that the countries of a regional co-operation
framework have verv similar industrial structures: the likelihood of being
able to meet the input requirements of industrial development from within the
sub-region are small.

There will be manv LDCs and many essential products for which no solurion of
this kind is to be found. In the short term. responses to this problem will
have to take the form of appropriate financing mechanisms with support from
the international community. In general there is a need to make these specific
to the needs of industrv, rather rhan only balance of pavments support, which
has a natural tendencyv to reinforce the existing structure of foreign exchange
use in a country and thus. for instance, to perpetuate the import structure
of the commercial sector. This means that importers and wholesalers might
continue to have preference for foreign exchange allocations thus squeezing
out the industrialist anxious to start something new.

In general industrv needs to be cordoned oft from a genera! shortage of
foreign exchange. This can be done through sector specific programme lending.
through mechanisms such as export revolving funds. detailed commoditv import
programmes (which are sometimes a feature of bilateral assistance programmes) .,
special balance-of -pavments support schemes. and other methods. The need for
foreign exchange allocations for intermediate inputs to be revicwed in the
light of the potential for domestic or sub-regional production has demanding
analytical and administrative implications. At the same time it is better to
make some attempt at it than to have the allocations made without any
reference to longer-term possibilities for their reduction. Finallv on this
subject it should be noted that the administrative overheads of anv foreign
exchange allocation system are heavv, and the allocation made is unlikelv to
be optimal. An ad justment to a free svstem cannot be made quicklv, but it has
to be a longer-term goal.

1.3.3 Labour

The problems of labour relate both to supply and to skills. In the absence of
adequate transport and other infrastructure. there will he special constraints
on the location of industry both in order to assure a reasonable supplv of
labour as well as to meet the normal transport requirements of the industry,
The supply of labour will also be limited by characteristics of the regulateory
tramework such as the rights of workers and the responsibilities of the
emplover, as well as the degree to which women find it eas, to enter the work
force.

The skills problem is the most pervasive and far-reaching in its consequences.
The lack of skills at cvery level  from professional engincers. managers and
supervisory staff to technicians and expericnced facrory workers means that
the industrial svstem not only operates imperfectly but that it doces not act
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Taid at present be the oducat ional svsteoms suggest that tie
numbors unde vocensideration are inadegnate . Third Tevel education tigures tor
LDCs inddicate that in total there aro onlv abour 74000600 in thivd lewvel
cducarion, while the total population of LD is A0 million. OfF these
student s, the percentayne taking scicnee and engineoring subjects was less tha
ntoin three cases, between Lo and 20 per cent in 2 cascs. Letweon
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20 and 30 oper cent in 0 cases. and onlv o in two cases was the share over
30 por cont (Cainez., vhere it was 669 per cent and Hozambique whore 1t was
In 1l per cent) . Given the fact that the number of successful students actuallv
choczing o carcer in industry will be much lower than theso tortals would
suggest . the prospect tor improved professional scientitic and engincering
skhille in LDCs are uot peod. and dependence on expatriate labour and the lack
of new, high qualite investment is Likelv to persist. Professional skills are
oo means the onlv ones needed, naturally, and the need for training and
apprent iceship sohemes emerges from almost cvery industry analvsed by UNIDO.

1.3.4 Markets and supplies

The need ten imports creates manv difficulties in the context of industrial
develorment in an LDC. As well as the obvious need for foreign exchange. there
are also a mumber of lssociated hidden costs, in terms of delavs and
ancertaintics. which arce often such as to raise the price ot the product to
an uneconomic level. These arise from the chonice between maintenance of
inventories and delavs in reccipt of orders. as well as the difficulties of
obtatning information for the purpose of selecting the best source of the
needed goods. The fundamental problem of under-utilization of capacitv is
often dssociated with a shortage of spare parts for the machinerv used. In
some cascs the need to maintain inventories of sparcs in order to overcome
supply ditficenlties adds further to the overhead costs of production.

These problems are common to mnst  developing countries, but  they are
exacirbated in LDCs because of widespread weaknesses in the phvsical and
commeveial infrastructure, These weaknesses are such as to make difticult not
oulv the assurance of repular supplies and services, wvhethor from within or
outside the countrv, but also to make equally difficult the process of
marketing and distribution of the products. Tne problems can be summarized
under the tollowing headings:
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international industrial svetem.

Exporrs of  mamntactnres tace thercfore 411 the  associated problems ot
transport. tinance and pavments difficaitivs together with the additionad
problem of mirketing. By this is meant the identification of oppoertunirics,
the investment recessary tor the preparation and development of an appropriate
product. the financing of export credits. the selection of agents, ete. In
practice the choices available mav be vervy limited oncs. It will usuallv net
be possibie to set up independent mirketing and distribution channcls. The
onlv option miv be to sell directlv to a wholesaler in another count e, Thie
nearest the manufarturer mav come to a fuel ing for the export market concerned
mav be if an international sub-contractin L arrangement is entered into. Such
arrangements are most commen in the textile. clothing and footwear sectors.
Thev allow for some contact with trends in tastes and fashions in the
developed conntries. and mav also lead to improvements in jqualitv through
transfer of expertise from the purchaser. Nevertheless these arrangements do
not cneourage development of the skills necessary to succeed in export
markets. The experience of Haiti. for instance. where sub-contracting
initially enjoved dvnamic growth. has been that it reinforces the countryv’s
dependency on the outside world and its vulnerahility to  external
fluctuations. Nor docs it have much connexion with the rest of the econom.

The role of design and of engineering services has been centra! to the success
of international industryv. Competition takes place on the basis of pricc.
design and quality  and the degree to which LDCe can master these challenges
will determine the extent to which their industrial systems can develop as
part of the international svstem. The qualiry aspect is one in which action
is of central importance because without a sufficient level there is no hope
of winning and bolding a market share. The quality issue in a sense underlics
all others in that it is concerned with a basic mastery of the technology and
the associated skills,

1.3.5 Agro-rela'ed industries: the case of metal -working

Linkages with agriculture and mining are, for the manufacturing sector. not
onlv i matter of processing the raw materials that thev produce. These sectors
can use a wide varietv of manufactured goods: careful attention to these
possibilities in the industrialization process can give assured markets for
the manufacturing sector and provide the other sectors with inputs for which
thev would otherwise depend on imports. UNIDO has recently given extensive
consideraticn to the metal working industry as it relates to the manufacturing
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of agro-related products. This has been done as an implementation of the

programme approach being adopted by UNIDO to the task of defining the
technical co-operation requirements of agro-industrial systems, both within
the framework of the Programme for the Industrial Development Decade for
Africa (IDDA) and also with respect to the Special Programme for the
Industrial Development of Asia and the Pacific with special emphasis on the
Least Developed Countries.®

Some of the information collected on African LDCs presents a view of the kindc
cf metalworking and engineering facilities available in these countries.
Beg. nning with the most simple facilities., forges are found in 26 of the 28
African LDCs. Stamping facilities are however found in only five. For machine
shops, 9 LDCs had limited facilities and 19 had none at all. Foundries were
present in only 15 of the 28 African LDCs, and mostly out of operation.
Associated with these sparse metalworking facilities was a pattern of limited
manufacturing capabilities in terms of agricultural tools and machinery. Thus
manufacturing facilities for hand tools were fcund in only 20 of the African
LDCs , for animal drawn equipment in only 9, and for simple power operated
machinery in only three of the countries (Malawi, Mo.ambique, and Tanzania).
No African LDCs have tractor assembly facilities.

From the point of view of agro-related metalworking industries, Asian LDCs may
be divided into four groups.’ The first would be those countries with an
active agro-related metalworking sector, which are Bangladesh and Nepal. The
second group is of those countries known to have or have had such a sector
which is now dormant or working below capacity, or whose status is not known.
This group includes Afghanistan, Lao Peoples Democratic Republic, Myanmar, and
Yemen. The third group is of countries with little or no experience in this
sector but which nevertheless have potential: it includes Bhutan, Vanuatu, and
Western Samoa. The fourth group is of countries with very limited potential
in this field: these are Kiribati, Maldives, and Tuvalu.

1.3.6 The industrialist and the investment decision

The above analysis of the industrialization system has to be supplemented by
consideration of wharv an entrepreneur would call the "business conditions"”.
By this he or she might mean the business climate (determined by government
policy and the size and activity of other businesses) or else the degree to
which infrastructure and essential services are available. These "conditions"
powerfully influence the degree to which the simple industrial system
described actually comes into being or functions effectively.

The conditions come into play at several points. Most notably the investment
decision will be affected by the prevailing climate with respect to government
views about the desirability of private investment or foreign private
investment. But the effect of government policy is not only with respect to
its overt aims. It is the quality of public administration, the likelihood of
approvals being granted, the speed of decision making and the flexibility of
individual administrators which are each a major factor in determining the

.Adoptqd by the General Conferenca of UNIDO in Novemher 1989 under resslutinon GC.3/Res. 18

9"Pnparator'{ Phase of the Special Programme for the Industrial Development nf Asra and the Parnifin,
Agro-Related Metalworking Industry Sector. Report. Prepared by Peter C . Baker, “omsultant and Frederikke
Roejk jaer, Associate Expart. UNIDO, 11 April 1690,




success of anv investment and thus the tirm’s willingness to undertake it.

Manyv of these aspects of government administration also have important effects
on current as well as capital activity. For iustance, the decision whother to
hire or fire labour is often one attended bv manv government regulations.
which mav include the aecd to obtain a permit of some kind before a worker mav
be dismissed or before an expatriate worker mav be hired. Price controls,
especially if thev are selective and targeted towards popular consumer goods.
mcan that a manufacturer may be unable to pass on price increases earlier in
the production chain, or may do so onlv after exhaustive enquiries and delavs.

Import licences and associated foreign exchange allocations are a frequent
feature of the governmental regulatory framework which bear particularly hard
on the manufacturing sector, which may be dependent on a range of essential
imports that constitute intermediate inputs to the production process.

Production itself mav be regulated by a svstem of licences. This mav be
intended to protect existing industries or to achieve some strategic
priorities in industrial development. However its effect mav be onlv to
discourage anyv investment or to foster inefficiency at the expense of the
consumer. It is all the more regrettable that such areas as health, safety and
environmental protection, in which government action is most crucial. are the
ones in which the administrative framework seems at its weakest.

The second set of "conditions" relate to fundamental questions of the size and
functioning cf infrastructure and the service industries. Transport and
communications facilities are needed if the industries are to be efficiently
supplied with their needed inputs and if domestic and external markets are to
be successfully exploited. However the question cannot be considered only as
one of a further set of necessary inputs (from the trade and services sectors)
to the industry sector. The degree to which such facilities are present will
also influence the investment decision. Moreover it will also determine
information flows within the economy and thus the degree to which production
is cfficiently engaged in and the degree to which markets are effectively
exploited. Knowledge of where needed inputs are cheaply available, knowledge
about the presence of skilled labour within the community, and knowledge about
the potential demand and the competition from other suppliers is of enormous
importance for correct business decisions, but such knowledge can flow freely
only if there are good communications (in the widest sense of the term) both
within the country and with respect to the world outside.

Some foreign investment decisions are rtaken as a result of the special
position an LDC finds itself in with regard to trade privileges. Thus
considerable investment of Asian origin has taken place in Bangladesh,
especially in the textile industry in order to take advantage of its MFA
quotas.’® Again, Lesotho, because of its access to EEC, United States and
South African Customs Union (SACU) markets, has seen foreign investment in its
industry, especially in textiles.'' Botswana has also seen export-oriented
investment from transnational corporations, intended to take advantagce of
Botswana's status in MFA terms, its access to the regional market, and its
ability to export to the EEC under the terms of the Lome agreemcnts. It is
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also attractive to investment because of its - nevging domestic mivket.

Forvign direct investment (FDI) is not usuallv dirccted towards LDCs. In fact
the majoritvy of foreign direct investment takes place among developad
countries. and even with respect to developing countrics. it is concentrated
on a small number. Ac far as LDCs are concerned. their share is verv small und
shrinking. In !980. these countries received almost 3 per cent of total FDI
to developing countries, and in 1986, this share fell to 1.4 per cent. In fact
Bostwana accounted for morc than halt the total inflows to LDCs. the only
other signiticant recipients being Chad and Rwanda.”® In spite of this. FDI
is still a strategy target of an increasing number of ILDCs. Policv instruments
for its achievement iInclude incentives such as tax remissions. frec
repatriation of profsts and capital. provision of facilities. etc. Bangladesh.
Cambia. Liberia, Sudan and Togo are among those countries which are creating
export processing or free trade zones. However in some quarters there is still
a trend awayv from industrial investment in Africa, at least: it is reported
that nearlv one-third of British companies'' and about a quarter ot French
companies' with industrial investments in Africa disposed of their holdings
during the last decade, and they are unlikely to return. in spite of morc open
attitudes to foreign investment in African countries and in spite of the new
emphasis on the importance of the private sector both at the governmental and
inter-governmental level.

One notable development in recent vears in foreign investment mcchanisms has
been the growth of country funds and investment trusts specialising in
developing ccuntries. This has been at least partly due to the search on the
part of investors for emerging markets in which the prospects for capital
gains are thought to be greater than in the developed countries. These funds
have largely specialized in the emerging industrial economies of Asia. such
as Thailand, Malavsia. Singapore, Taiwan Province of China, etc. However a
recent Commonwealth Fund includes two LDCs (Bangladesh and Botswana) in its
target countries,'” and a new Himalayan fund is targeted to investment in
Nepal and Bangladesh as well as India and Sri Lanka.'” <Country funds can be
seen as one possible mechanism by which the foreign exchange carned by
expatriate nationals of LDCs might be mobilized for economic development in
the home country (as is the case at present with funds cpecialising in
developing countries such as India). Nevertheless, the investment problem for
LDCs is not only one of mobilising the necessary foreign exchange for the
initial investment. The need for management expertise and continuing support
to mecet recurrent costs means that mechanisms of the kind described would need
to be elaborated to take account of these requirements.
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1.3.7 Transport

Transport  issues for LDCs are not  wholle separable  fnto domestic and
international aspects. Firstly, there is dependince in all cases on imporrod
fuel . Secondlv, minv facilities. such as alrpovts. Girlines. and ports. plav
a dual role, providing both internal und externil links. Thirdlv. inwvestnont <
in auv new international facilitv. such as a Fort or an oalrpert. reguires
corresponding investment in improving the national infrastructure if it is to
be cffective.

with respect to transport facilities. LDCs are seriously disadvantaged. The
national airlines of LDCs have on average ihout 6.5 daeroplianes  This average
is in fact distorted by a few larger national flects such as those of Ethiopia
(49) Nepal (18) and Sudan (15). In fact 17 of the national airlines have three
planes or fiwer. Having a national airline can in principle allow for the
linking of industrv in more disadvantaged areas of the country with more
advanced centres: externally it can help in promoting exports and improving
mirketing communications. But fleets of the size mentioned. especially in
seographically remote and dispersed areas. and with due allowances fer
downtime for maintenance purposes, mean that little can be achieved in this
direction. Air transport is however the onlyv practical alternative in manv
cases to overcome the kinds of locational and commercial isolation of industryv
in LDCs. Just how great this isolation is mav be seen in terms of the
connexions availahble in flights to the main economic centres cof New York.
Brussels, and Tokvo. No direct flights are available from anv LDC to New York.
For 17 LDCs. two changes of plane are necessaryv. With respect to Brussels.
only 7 LDCs had a direct connection, 25 needed one change of plane and 10
needed two changes. For Tokvo. no direct flights are available. one change of
plane is needed in 29 cases and two changes in the remaining 13 cases. The
practical effect of this is that, taking stopovers and the infrequency of most
services into account. that a potential investor from one of the commercial
centres mentioned will have an appreciahble degree of extra difficulty in
assvssing a potential investment in an IDC, let alone the difficulty of
monitoring the progress of an investment on a regular basis. Equallv. the
industrialist in an LDC interested in exporting to developed countries will
find the extra time needed because of the poor air connexions to ke a further
deterrent to an already difficult undertaling. both from the point of view of
visits to potential markets and the shipping of products bv airfreighe.

Apart from these difficulties, the costs of air conncxions are also an issu-.
The average business class return air fare from LDC capitals to commercial
centres in developed countries is $US 3050.°" Not onlv are such fares high in
relation to the incomes in LDCs, but thev are often associated with foreign
exchange restrictions such as to make air travel even more difficult as a
means of promoting increased exports by direct contact with the markets.

Air freight rates are another burden on export possibilities: consideration
of available rates suggests that they may be subject to scveral anomalies and
inconsistencies at least as far as the LDCs are concerned. For instance the
rates per kilogramme for shipmeuts to New York are successively reduced for
amounts in excess of 100kg., 200kg. 300kg and 1000kg. This is true for any 1.DC
as origin. Bur with Brussels as the destination. such reductions are by no
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means unitormiv o avatlablol cspocially not tor the larger quantitics. The
vesult is that for mauy LPCs, especialiv Mrican countrics . marginal rates are
not verv ditferent betwoen the twe destinations. In several cases where the
geegraphical distance is considerably loess, the rate charged is nevertheless
more. Civen the preponderance of LDOC trade with the EEC. this result supgests
that the degree to which manufactured exports mav be disadvantaged should be
carcfullv examine d. & studv of the ¢ffect of international transport costs ind
industrial development in the Atrican LDCs ( which used seca freight rates) has
shown that ¢ven ter coastal countrics the transport factor mayv significantly
¢rade o cheap labour advantage, but that for land-locked countriecs the effect
mav be cartastrophic. Apart from a concentration on products with a high value
to weight ratic. other conclusions drawn include that of the need to engage
it processing activities that incrcasc that ratio. ™

1.3.8 Communications and Media

whethber within an individual enterprise or in an entire economv. the frec tlow
of information is essential in order to optimize the allocation of resources
and avoid inefticiencies. It also provides basic signals to entreprencurs as
to marretl requirements, available technologies and investment opportunities.,
and is therctore essential ftor the longer-term and sclf-sustaining process
of industrialization. In practice. the information flow will be partly
influcnced bv the transport svstem and the degree to which people arc in
cantact with one another. Population densitv and the degree of urbanization
are thus some fundamental variables for assessing the possibilities for
industrial cxpansion. In addition. the internal road and rail networks. and
the availability of cars and other forms of transport are also relevant. In
general the importance of infrastructure has to be recognized not only from
the point of view of the immediate needs of industry for the provision of
supplics and the serving of markets. but also for the contribution it makes
to the flow of information.

Other factors in this regard include the availability of telephones and media.
especially such as newspapers. With respect to telephones, there are sharp
diftcrences among the LDCs. Presumably because of their small geographic size
and relatively high degree ot urbanization. small countries such as Djibouti,
FKiribati. Sao Tome and Principe. Tuvalu, Vanuatu and Western Samoa are
relativelv well supplied with telephones (fewer than 100 persons per
telephone). Other LDCs have a considerably worsce figure. Expansion of this
essential scrvice in LDCs would offer opportunities for local manufacture of
several inputs, especiallv in such items as poles, cables, fixing materials,
cte.

Newspapers reprosent an important communication possibility, but most LDCs arc
badlv cuppli o with them A leasi nine LDCs have no daily newspaper. and only
in Botswana, Myanmar and Lesotho are the circulation figures above 10 per 1000
of population. Expansion of printing and publishing activities would represent
an important manufacturing contribution to overall growth. would have
potential backward linkages to pulp and paper industries, and would make a
signiticant long-term impact on the flow of information and the development
of markets,
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A related problem in connexion with the media is that of sccess o torvign
media and journals. These are importsant scurces of information on external
markets. supply and demind possibilities of raw materials. patterns ot
industrial organization. availabilitv of technologics. and. in fact. much
information that is vital both for the individual industrialist snd for the
national policy mzker. Yet the circulatica of forvign medis is often
restricted. sometimes for foreign exchange reasons. Ordinarv international or
business newspapers. as well as trade and specialist journals. are hard to
com: bv in many LDCs. UNIDO has for many  vears been building up its
information svstems and networks on technologies and investment opportunitics,
establishing focal points in each country and answering a growing stream of
enquiries from all developing countries. But it is clear that such acrivity
has to be complemented at the national level by encouraging the dissemination
of industry related journals and media in LDCs. UNIDO vould be ready to co-
operate with publishers and bilateral agencies in such an activity.

Industrial capacity under-utilization is a characteristic of industry in manv
developirg countries . and LDCs are no exception. Causes are manv and include
machine breakdown and shortages of raw materials or spare parts. However a
frequent cause of under-utilization of capacity is the absence of a stable and
reliable electricity supply. Electricity capacitv installed in LDCs is verv
limited in relation to the population: the average for all LDCs is 23 k¥ per
1000 inhabitants. while for developing countries as a whole the figure is 156.
Since many industrial processes and machines are totally dependent on electric
power. no substitution to other forms of cnergy is possible as in the case of
households. Given the inadequate levels of installed generation capacitv, the
systems frequently become overloaded. and breakdowns are commen. In the
absence of electricitv from the national grid. many manufacturing firms in
LDCs use petrol or diesel powered generators. which means that thev are
ultimatelv dependent on a resource from outside the country with which foreign
exchange costs are associated. The wider energv questions relating to
environmental degradation and depletion of resources must form part of anv
detailed analvsis of the energy question in LDCs. but form the point of view
of the needs of industry it is clear that there is a strong case for renewed
concentration on the expansion of the national grid svstems. It can also be
said that exploitation of hydropower resources. such as is possible in at
least 14 of 1he LDCs.” would also provide a stimulus to manufacturing
activity, even in such areas as poles and cables. but in some cases also in
the form of construction materials and simple turbine components.

1.3.9 International linkages

Linkage of IDCs industry with the international economic svstem juvolves a
number of forms. The most obvious is foreign trade. whether with respect to
the supplv of imports for industrial inputs or to the produc:ion of
manufactures for export. Other forms of international linkage include the usce
of c¢xpatriate labour, especially for skills in short supplv nationallv,
technology transfer. foreigndirect investment, and the acquisition of foreign
services. These might be in such industrial service arcas as testing. design,
marketing. advertising, accounting., insurance and financce. These are
increasinglv important inputs into modern manufacturing and rhe international
industrial svstem. As far as LDCs are concerned, their access to them is very
limited. Even when thev arc availabl. locally, thev are often not used. For
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fustance in Haiti, the nogloet of Tocal  engincoring  and  manag mont
consultancics by fndustrialists has boon specificaliv noted ™ o some ca. s
this s undde rytancdabl o t hus in Bangladesh  local manuf acturers  of
retractories, tablewire sod heave-clav product s were still relving on overseoas
testing laboratorics: the Bangladesh Institute of ¢lass and Ceramics had
tacilitivs that Gre net being fullv uscd because of & lack of trained
personnel CCBut in general. a neglect of lecal sevvices and e Npertise has
been ohserved in technicad co-oporation activities in LDCs . ™

“redmpertant example of  the significance of intorostional services for
industee is given by the banking svstem. Increarnely the internatiomil banks
from devilopad countrics put themselves forvard o, vovide rs of g wide variety
of finincial services. including strategic mana. aont advice. the formation
of jeint ventures. capital markets activit cuport credits,  treasury
moanapement i the Tike o Manv have investod heavilv in commmication svstems
atel in doquisitions ot relatea firms in investment management . stockbroking,
fusurance. cte. . not to speak of those banks that tale direct equity holdings
tn industrv and are to a considerable degrec involved in the long term
planning .ind development of those industri-s. Yoo these banks have a minimal
presonce in EDCs: banks from OECD countries are te be found in only 17 of the
countries. The reasens for this mav have more to do with a desirve for ritional
centrol of the banking scctor. because analvsis of the remaining countries
shows that wusually if there is no bank from an OECD countrv theve is no
toreign bank at all. Oulv in three cases where there is no bank from an OECD
~ountry is therce anv farcign bank present. Apart from government regulation.
theve may also be an inadequate perception of market possibilities on the part
of the intcrnational banks. Tt is nevertheless to be regretted that dialoguc
between LRCs  and  international  banks is  concerned  largely with debt
vescheduling: there is scope for discussion of how those institutions could
mike o2 osustained and longer term commitment to the development of industry and
the cconomv .is a whole through closcer involvement in the dav to dav business
Fifo of the countries to whom their money has been lent. Access to the
international advice and services provided by these banks could make an
important contribution to the c¢tficiency and cxport performance of industry
in the IDCs.

There is an asseciated problem under this heading which bears particularly
hard on the development of links between LDCs and the international industrial
svetem. This is of the costs with respeet to foreign exchange transactions.
These are sometimes regarded as excessive even among developed countrices, but
tor the LDCs, the costs of moving between national currvencies and those needed
for intoernational trade, such as the UUS dollar, can be very significant . A
comparison of the bid and of fer rates between LDC and hard currencics suggests
that on average the spread applicd for all LDPC currencics is 81.959 per cont
of the bid price. This comrares with a spread of 2 17 per cent for the
currencies of the seven largest OFCD economices (G countrices). Morcover the
ILDC average coveeals further discrepancies: if one removes currencies tied to
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a currency of regicnal importance (such as the CFA France) then the spread tor

the remaining currencies is on average 1429 per cent. Such spreads ar: so
high that thev can have ounlv a detervent cffect. and it would secem that this
question would bear closer examination™. The results might suggcst that

recensideration of such obstacles to transactions between LDM's and other
countries is nccessary and would be ot benefit ro all pirties concerned.

2. ISSUES FOR POLICY ACTION

The condition of industry in LDCs is s'ch that acrion is needed under a number
of headings. and these actions involve not only the international communitv
but the LDCs themselves. However. it would be a mistake to think that bv this
is meant that LDPCs governments will necessarily bear the brunt of the burden.
Many of the defects in the system can only be remedied at the enterprise or
communicy level. although no one enterprise can do the job. There is also an
important regional aspect to the search for solutions.

The regional aspect is important because of the possibilities offered by
regional integration for improved development through mobilization of
resources. economies of scale. access to markets. import substitution
strategies. exploitation of complementarities and the other well understood
benefits of successful co-operation. It must however be recognized that
regional co-operation can still bring benefits in the absence of grand
strategies for economic and monetary union. The most notable is the area of
trade. A country needs its neighbours as markets: this is so in the absence
of wide-ranging trade agreements. In a number of cases. economic progress in
LDCs has been seriously disrupted by the loss of neighbouring markets. For
instance industry in Nepal has suffered from disruption of its access to both
the Indian market as well as international markets (due to difficulties in
trans-shipments through India). The same applies to the Gambia with respect
to Senegal. and the Central African Republic has been affected by a levy on
transit traffic through Cameroun.

2.1 Human resource development

The dimensions of the human resource development problem are such that
concentration of resources on the central problems to achieve the greatest
multiplier effects are of particular importance. In general, the increasing
thrust of technical assistance activities has to be towards developing
national capa>ilities in assessing training needs and in providing suitable
training. These national capabilities must not necessarily be seen only in
terms of some centralized institution part of the governmental apparatus.
Initiatives from chambers of industry, manufacturers associations and industry
sector associations in providing training also have to be supported and
encouraged. With these priorities, the implications are that international
involvement in actual training should increasingly concentrate on very
specialized training arecas. where national capacities cannot be established
within a reasonable space of time. Where direct assistance in training takes
place it should be preferably organized at a regional level, in order to rake
best advantage of the economies of scale involved and to bring the regional
participants together in the discussion of common problens .
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Elements of a strategy for human resource development have to include the
aspects identified in the preceding sections in the discussion of the
industrial system and the likely organizational and technoloygical
characteristics of the future industrial structure of the countrv concerned.

Quality: this is a consequence of all good training but it needs to be
targeted as an explicit objective.

Management: these skills have to be dispersed through new and more
flexible methods. A busy self-starting cntrepreneur does not have time
to go on residential ourses. There is also scope for increased
management productivity through computer applications.

Technical education: what is needed is a combination of basic skills
and flexibility to reflect the increasing pace of change in industrial
technologv and structure.

Maintenance and production engineering: this is essential to reduce
spare parts inventories and the under-utilization of capacity.

Mobility: legal and social security frameworks that encourage worker
mobility and thus skill diffusion and new skill acquisitizn.

Knowledge access: this plays a central role in human resource
development. and needs to be assured on a continuing basis. Trade and
technology information are essential for industrialists. Access to
international sources is at present verv limited.

2.2 Rescurces for strategy formulation and implemsentation

The striking wave of change in public policy towards the role ot the state in
economic activity that has been observed in both developed and developing
countcies is now an established fact that has led o a perhaps irreversible
change. Attention has perhaps understandablv focused on the privatization
process and analysis has included the degree to which state enterprises
should be rehabilitated before privatization takes place. Other considerations
have been those of the ways in which entrepreneurial spirits can be encouraged
in cultures where these are not regarded as particularly important . However
the major problem, of what should be the future role of the state in the
formulation and implementation of industrial policv, has not been addressed,
except to the extent that {t has been delimited by a series of ncgatives.

Strategy formulation and implementation is not in fact a4 task that anv
developed or newly industrialising country leaves to market forces. The
increasing technological content of industrial structural change. and its
effects on the pattern of international change, have meant that governments
in such countries have paid ever growing attention to these questions. Ideas
of what would be a desirable future industrial configurition for the country
have been the main driving . 'rces behind a serics of measures and initiatives
such as government-spons d industrial R&D institutes and programmes.

industrial consortia ndn vs formed with the encouragement of governments,
trade regulation mea r - - 1ed to protect cxisting industry or to give it
time to take the neces .. rasures of technological upgrading necessary to

withstand the impact ol . ° ign competition.
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shether we are talking about traditional normative approaches or not, the
planning question alwavs resolves itself into a sequence of individual steps
on which decisions have to be taken. These do not necessarily result from the
stand design: they mav instead derive from international problems. or from
urgent decisions to be taken in the trade. finance. agriculture or other
sphere. What often seems to happen is that ma jor decisions of this kind are
taken (in other ministries) without due attention to the needs of industry.
Often the Ministry of Industry will have less than a leading role in policy
formulation. It may have some sectoral experts but there are few channels
through which their expertise can have influence on policy decisions. In fact,
onlv six LDCs have a separate Ministry of Industry. In the remaining cases
Industry is part of a Ministry that deals also with one or more other topics.
Usuallv Industryv is combined with Trade. In only two cases does it appear to
be directly linked to planning and economic development .

The more general problem is that the division of ministerial responsibilities
reflects present realities rather than the desired result. Agriculture and
perhaps mining will be important ministries. while industry will not be. And
vet it the sector is tou receive appropriate emphasis in national policv. and
if measurcs that affect the prospects for industry are to receive proper
analvsis from this point of view. then it is essential that there exist an
appropriate bhody at the national level which has the resources to undertake
serious analvsis and the authority to achieve serious consideration of its
recommendations. The role of the ministry has to be an active one. so that the
strategic priorities of industrial growth can be determined and the
legislative and institutional support for industry can be directed in support
of these priorities.

In this context, the question of technology policy is a central issue. There
are no general solutions to it. Technology policy is not only a matter of
credating institutions or national information centres. In fact these would on
their own be probablv very ill-focused instruments. At the institutional level
the need is for specifically targeted action focusing on selected kev
problems. It has to be intimately linked with the examination of what the
desired industrial srructure is to be. For LDCs. the most important
considerations will be the nied to economise on forcign exchange. tn create
small-scale industries, to keep machines operating, and to make as much use
as possible of natural resources. The necessary improvements in infrastructure
and services, together with the industrial requirements of such development ,
will also determine the kind of technology development required.

2.3 Linkages and rural development

Actual and potential linkages constitute *he main building blocks of economic
development  Because of the heterogeneity of manufacturing compared to other
sectors, the number of potential linkages both within the sector and with
other parts of the economv is enormously large. Partly because of their number
and variety, such links cannot be planned for. The most that can be done is
to create those conditions in which the potentijals may most rcadilv become
realitics. In LDCs in particular, many of the intra-industry linkages wil
derive from import substituting activities, where inputs to an industrial
process will be obtained from a new domcstic producer.

The other linkages, with agriculture, miaing. and services, may at first sight
appear to be casier of realization. But the prospects are crucially dependent
on the development of appropriate infrastructure and services,
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It can therctore be sver that the st of preblems of Tiokage so tar discussed
are closelv related to these of rural development (cspeciallv, but by ne means
exclusivelv to thosce ot agriculture industry linkage) and to small scals
industry development (both because of the limited scope tor the stare in
achieving a diversitied manufacturing sector and because ot the need to
cncourage entrepreneurship as wvidelv as possible?. Nevertheless there are
special characteristics of rhese two questions which devive from the tact that
the subjects under discussion are those of location and ot scale.

With respect to location. the availability and quality of cssent tal
infrastructure, services and energvy supplies is clearly ot the first
importance. In general. these questions have to be brought to the centre of
the discussion on industrial development in LDCs, and the needs ot industry
have to be fully considered in the design and planning of infrastructurc.
energvy and transport projects. (The contribution to be made by industrv in
such cases will be addressed in a later section.) Equally important however
is the need to bring the potential needs of industrv to the toretront. In some
cases for instance., the extension of the national grid to a particular
location mayv be carried out in order to reduce the dependence of onc¢ industry
on a petrol powered generator. However, it would be appropriate to consider
also the potential effect on the establishment of new industries and the
possibilities of hand- or water-powered activities also making use of the new
electricity supply.

With respect to scale. the need to diversifv through the establishmeut ot as
many industries as possible is only part of the storv. It mav be ditficult or
impossible to mobilizs investment capital except in small ameunts, acting as
a conclusive deterrent to the establishment of large-scale producrion. A
number of small cstablishments also mean that the risks of failure are more
widely spread. and thus that several industrial failures will not mean the cend
of all industrial possibilitics.

2.4 Intermational support
2.4.1 The programmc approach

The problem of aid co-ordination is onc which has been addressed by the
international community at scveral levels, through intergovernmental bodics
such as the DAC. the Governing Council of the ENDP. and at the national level
in LDCs through Round Table Confercnces and the continuing activitics of UMP
Resident Co-ordinators. However, co-ordination probablv neceds to be more
active. The screening and cross-checking of projects between donors is in
practice of great importance: at the same time ihis of it 1t will only
climinate inconsistencies from within a parrow sct ot chotces. Th
reconciliation of projects and programmes trom dittevent sources i5 only .
first step towards rcal co-ordination. What is needed s the co-ordinated
preparation of programmes, from which individual projects then derive. This
means a much closer involvement of the LDC concerned in the process. as s
stressed in the UNGTAD 1989 Report on the LDCs. However, an LDC often lacks
the intormation base and analytical rvesources to carrv cnt such programming
exercises on its own, especially given the increasing internationalization of
scctors such as industry. In some cascs this is alse true of bilateral donars,
whose development assistance agencies mav have Jimited staft for project
appraisal, let alonc programme development. This means thar  particular
importance attaches to the role of the scetoral agencics ot the United Nations
svstem. UNIDO has for some time now been developing  the programme approach
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to its technical assistance activities in the field of industry., where
analvsis of the problems and prioritics of . scetor lead to 3 sories of
discrete but  interrelated projects to deal with the problems of its
development . This work has lead to speeific actions in the tfield ot
agriculture-related industry development  within the framework of the
Industrizl Development Decade for Africa and it has been carried out in ¢lose
consultation with FAOQ.

Industrial planning projects offer an importart resource for implementing a
programme approach. UNIDC has considerable exporicnce in technical co-
operation activities. including in a number of LDCs. Detziled and extensive
consideration of the industrial resources and optiens of the countrv cencerucd
can include data collection. strengthening of institutional cap-bilities and
the identification of strategic emphases for industrial growth and the policv
instruments nceded to achieve it. These acrivities offer considerable scope
fer the identification of external assistance requirements in the framework
of & national industrialization strategy.

Another relevant example may be UNIDO’s work in the field of regional policv
issues. which has led to the development of an integrated iundustrial
development programme for the Preferential Trade Area for Eastern and Southern
African States (PTA). The object of such activities is to provide a coherent
pertfolio of projects which can be financed from several sources. Nor do thev
necessarily have to be executed bv UNILA. Thev do remain. however., a
consistent set. and address major elements of the countrv or region’s
industrialization strategy.

2.4.2 The indus.ry contribution to development projects in other
sectors

The need for co-ordination is important not onlv wuvithin the industrial
development activity itself. but also because there are important
possibilities for stimulating 1local minufacturing in LDCs through the
considered use of development projects in other sectors. Fxamples of thi.
include large scale agriculture, health, cducation. aud infras:ructure
prejects. These form the bulk of the ODA targets within ILDCs. and industrv,
as alrcady nored. has not been regarded as a first priorityv for technical co-
operation activities in most LDCs. However. technical co-operation in the
sectors mentioned will inevitably involve the use of manufactured products as
msterial inputs. These products will usually be imported. Yet there mav b
considerable scope for using some of the technical co-operation activities to
stimilate local industry, by encouraging or even taking into consideration the
possibilityv that the manufacturing sector in the LDC concerned (or in a
neighbouring LDC) might be in a position to supplv at least a fow of the
products needed by the project. Analvsis suggests that there are several
reasons why this does not take place at present . There is nsually
insulficicent information readily available . even within the country, about the
kinds of products that are or could easily be manfactured there, and thore
ts insufficicnt consideration of the issue of local industrv’s potenti, 1
contribution bv all those concerned with the project  including governments,
bilateral donors, multilateral organizations, projoct managers. ote. There are
of course practical difficulties in purchasing procedures, and there are alae
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cousideratious ot gquality and cost to be taken into account. Nevertheluess it
is clear that a potentially imporrant stimulus to industrializaticen in LDCs
1s not recciving sufficicnt consideration. Betrer information svstems, and a
new approach to project formulation and implementation could lead to
significant hencfits for the manufacturing sector in LDUs. through linkage
with the wide varietv of technical co-operation activities wnder wav in these
countries.

3. CONCLUS 10N

The prescnt paper has explered some of the characteristics of industrv in the
LDCs. and somc of the obstacles in the path of progress in industrialization
in the futurc. The analvsis is a preliminary one. and will have to be further
developed in the context of a widespread reassessment now under wav in both
develaping and developed countries of the role of tne state in industrial
development and the role of development assistance in the achievement of
self-sustaining growth. The conclusions to be reached at the Second United
Nations Conference on the Least Developed Countries will provide a basic
framework for such analvsis. Nevertheless, it is possible to summarize the
preliminary coaclusion of this present paper as follows:

A, {iven the number and dispersed locations of LDCs. there is a tremptation
to see them as being too diverse for anv common solutions for their economic
development to be proposed. However, manufacturing in the LDCs does exhibit
a number of problems which are almost uniformlv present and on which a degree
of common action could be devised.

B. All LDCs have small manufacturing sectors and their industrialization
prospects rest on the creation of new indu-tries.

€. LEstablishment of new industries means that the supporting environment in
terms of policv framework., industrial supplies and services, infrastrucinre
and market access ail have to be greatlv improved.

D. With respect to the policy framework, the major issue at the national
level is to recognize that in spite of the small size of manutacturing
activity, it offers in many cases the oulv long-term growth prospects and that
whether this will ever come to pass is being determined bv decisions being
taken in other areas at the natiounal level.

E. An immediate implication of this is that industrial growth has to be
nearer the centre of discussion on national policy, either through a greater
importance for a ministry of industrv or through industrial policy becoming
a major part of cconomic development planning.

F. The potential role of industry in the development of agro-industrial
complexes needs further examination in terms of the potential linkages between
agriculture as a supplier of the manufacturing sector and as a user of
manufactured products. From this point of view, there must be increascd
concentration on the agro-related metal working sector, and also on
fertilizers, pesticides and fisherics development.

G. In view of the magnitude of industrial development required in LDCs, a
primary concentration will have to be made on providing the right cnvironment
within which industry can grow, rather than concentrating capital and human
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resources (especiallv administrative resources: on one or tws Farge fnvestment
projects.

H. With respect to the policy iramework. this means both 4 greater emphasis
on the overall industrial cenfiguration that is being sought. rather than
emphasis on individual prejects. It also means a reduced vole tor the state.,
and a reduced diversion of mindgement resources. in terms of administrative
overheads both for the government and for the private sector.

I. Civen the limited degree to which ¢fficient markets have developed in must
LDCs, and the pressing nature of the economic problems wirh which thev ave
faced. there will remain for the toresecable future much scope for government
initiative in new industrial development. This can be both to ¢ncourage the
involvement of the emerging industrial entrepreneurs and also to provide
reassurance to potential foreign investors.

J.  To achieve the necessary economies of resources. wvhether domestic or
external, for industrial development a major concentration of public policw
should be in tcrms of supplving the appropriate transport. communications,
energy. services and information facilities needed by the manuficturing
sector.

K. The needs of human resource development for industrv implv extensive
activity in institutional development for the specific skill requirements of
modern industry. New methods of training will nced to be applied.

L. Technological development in LDCs will be conditioned by the mijer
development priorities and industrial emphases chose. and should therefore
concentrate on the agrc-industrial complex as well as electrical power
generation and distribution. communications and information technologies. and
transport svstem. Institutional devclopment in this connexion will need to
concentrate on assisting diffusion of exiting technology rathcr than a
large-scale search for new solutions.

M. Although official development assistance is of cnormous  economic
significance for LDCs. onlv a very small amoun* has been directed ta the
manufacturing sector. Consideration should be given by the donor comminity as
to mecans by which this could be increased. This would be especiallv necessary
in terms of attention to priority arcas of industrial growth and their
contribution to the satisfaction ot basic human necds .and overall coonowic
development .

N. Considerable scope exists for involvement of Jo i industry in development
Projects undertaken in other sectors of 1.DCs. This can be achieved through thy
development of better information svstems as 1o the capabilities of local
industry as well as through the explicit consideration, at national and
international level, of such possibilities.

O. Given the i{mportance of many international services, such oas v
transport, shipping. banking scrvices. media and telecommunicat inns, for the
industrialization prospects of LDCs. it would be desi rable for more cuplicin
considevation of these questions, cspecially through the furtherance  of
dialogue between the ditferent interists involved. Given the velatively small
importance of LDCs to internatinnal svatems of this kind, it is felt that more
accommodat ion of [DC ne.ds conld be carried out relatively painlessly, and
that the international companics involved could, perhaps in a dialogne with
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donor governments, he  encouraged to contribute te a reduction in the
compariative isolation of LDCs trom the international economic svstom.

P. The considerable experience that now exists at national and international
Tevel ot the apulication of different strategies and policy instruments to
beth LDCs and other countries industrialization needs to be analvsed in the
Light of knowledge of the wavs in which industrial svstems develop through the
initiation and the growth of individual enterprises. As sct out in the UNIDO
pipcr submitted to this conference.”” the need to analvse in depth the
industrial svstems of the LDCs is being recognized through the intended
preparation of a detailed Plan of Action for Industry, with recommendations
on actiors to be taken at the sectoral, national and international levels.
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