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Courtnes are referred to by the names that were in official use at the time the relevant data were collected.

The designations employed and the presentation of material in this publication do not imply the expressions of
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concerning the legal status of any country, territory, city or arca or of its authorities. or concerning the
delimitation of its frontiers or boundaries.

Where the designation country or area appears in the heading of tables or figures. it covers countries,
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In some tables and figures, the designation “‘developed™ and “developing™ economies is intended for statistical
convenience and does not necessarily express a judgement about the stage reached by a particular country or area
in the development process.

Matcenal in this publication may be freely quoted or reprinted. but acknowledgement is requested, together
with a copy of the publication containing the quotation or reprint.
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Preface

The 1390s continue to fulfil their prophecy of being a turbulent decade. The trends set in motion in
1990 took un a particular intensity in 1991 and 1992. Events such as the demise of the Soviet Union, the
break up of Yugoslavia, the unrelenting transition to a market economy in Eastern and Central Europe.
and the slow but sure defeat of apartheid were prominent features of change and are sirveyed in the
present Global Report.

In the economic sphere the persistence of gloom and recurrence of past practices make for
despondency. In the trade negotiations conducted under the General Agreement on Tariffs and Trade
{GATT) stalemate prevails while new and various trade barriers are being devised. Huge trading blocs in
terms of income as well as population are being formed as the rich countries endeavour to maintain their
prosperity. By pursuing deflationary policies they continue as in the past to transfer the cost of high
interest rates to developing countries.

After the lost decade of the 1980s, the developing economies of Latin America are slowly regaining
momentum. They have made structural adjustments, albeit at a serious loss in terms of output foregone.
The reverse capital flow from the South to the North has been halted, and Latin America is now
attracting foreign investment. As industnal growth revives in Latin America and maintains its rapid pace
in Asia, high interest rates and sluggish demand from the North present possibic obstacles. For the
legions of unemployed in the rich and poor countries it is of paramount importance that growth be
swift!v revived in the developed market economies.

The adoption of market-oriented policies in preference to central planning has been taken most
seriously in Eastern Europe. These economies are experimenting with the wholesale privatization of a
publicly owned economy. This experiment offers opportunities and poses challenges. Yet other
countries, developed and developing alike, are coming to realize that the ways of implementing
privatization are as numerous as the reasons for wanting to do so. The importance of privatization as a
favoured policy tool cannot be denied. This year's Global Report has thus taken up privatization as its
special theme in an endeavour to help policy makers contemplate privatization for the first time as well
as to reassure those who have embarked on that course and might be encountering problems.

Even after 200 years, the process of industrialization remains a challenge to our ingenuity. To
achieve sustained industrialization over a long period of time calls for an ability to adapt to constant
change. That self-same adaptability, however, has to permeate to all sectors of the economy since
industrialization is a process that transforms non-industrial sectors as well: the key lies in symbiosis
rather than polarity between industry and agriculture, and between manufacturing and services. As
industrial growth proceeds, labour productivity increases and fewer workers are required for the same
volume of output. Only in exceptionally fast-growing economies does employment in manufacturing not
shrink as a result. As productivity gains are passed on in the form of lower prices, manufacturing value
added does not expand apace with volume; the result is a drop in the share of manufacturing in national
income. Increasingly services are claiming pride of place in terms of their share in national income and
the size of the work-force. This, however, should be looked upon as a positive outcome of industrialization
and not as a sign of its decline. Growth in labour productivity is the sole guarantee of a rise in real
incomes, while the drop in the relative price of manufactures is a continuing benefit to consumers. The
strength of the industrialization process lies in its achieving continued technical progress while
maintaining its constant upward pressure on the improvement in living standards over the long term.

In championing industrial growth UNIDO does not underestimate the difficulties of its
achievement, nor does it belittle the contribution of other economic activities. The key concept is one of
interdependence between industry and the larger economy, between the industrialized rick countries and
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the industrializing poor ones. between economy and ecology. The task of UNIDO is to help in thts
industrialization process by seeking the best ways of harnessing that interdependence. To this end. this
vear’s Global Report covers issues related to technological interdependence, the efficiency of
privatization and the stratcgies applied to build up human skills and institutions. The wealth of solutions
prepared is supplemented by sectoral studies and a detailed statistical annex.

UNIDO is dedicated to the task of furthering balanced global industrial growth. The search for
solutions is a continuous process. Ever since its first issue in 1985, the Global Report has endeavoured to
reflect on current policy issues that are constantly changing. As I enter my final year of office, I am
doubly conscious of the achievements of UNIDO to date and the challenges ahead. I hope this Report
will be useful in furthering industrialization and strengthening still further the commitment of UNIDO
to the task of assisting developing countries.

DOMINGO L. SIAZON, Jr.
Director-General

vi

o

3
\

.ty




bt

i . el YL W 1ads ofew GL Olpzzdl ging Slazl! ie =Y
L JSouy - VY , MO L J L s R g L oL LYl GouzS)
3l ga 093 Jonadly o LOMa,E g S, . o Ll ALY L) Jre Slarl e B3y
= Lonadl o Loyt daaselly - ety L3200 Loyl 5 Gged) slasst I
e gazdl lia Lamiz I emizl) S50L0 pdlaad) o goasadl Jaddt plRd oD
RS J VS )

s WLl SL,laadt 51 S5y pylesdl L) ezl Sars o I las¥ Jaadl
iy pazdl ley pLl GlisY! 2Bl S s S Lol Sleylindl 5 . byidl
faar Lobo rle Sad o P Lasies OLN 55 (GLD) oy LS andt
o Lam Lol suy Wi Gum oo Lo Lobu OIS 2055 gy - &
45 Jolys o 2LSOY olhldl gl Ly . W, e Sttt J1 ol adJ
P | R PSR 45 [ PR ) - FLY U ) Y VR R S N Pl Pl G L plald)
AL Glal

oW K.t 5 L)) Ololazs¥! Slus « o) ol )l ade aay
A5 G ol ¢ ASa 1SS Ollany Galhs! 4l . oL A Y=e Lol o as
o= JWdl ol S Giasdl Wiy . S HIRUN ] By JEE LRSS P P S syl e
=9 - gzd UCTS, TN | BEPICPL R SESE) §) R L0 Grnoly « Jlatdl 1 et
FK U D) R R P L dlirly Lo Ko el 5 plall sl o)
S5 anl U Ly . OLds S ol JWdt oo wlhll Ll sa5 L) st LY
oladdly Laadt glaldl 3 Jasdt oo olhazadl o 5 aadl slas¥1 ) LJdU
. pardl Leadzad] Geed) Ololazil yu S a2~ sla! O ol « i aadt

andt U 58 ) hodeadl s Yo God! A izt Ol gLt Sy
sl Gub o8 OlolazdY) s WO LI 2y - L3201 Lgssl S LS
OV =k - 0L Ay Lo L)) sda Sy - L LSl Jodan olaziy L)
b 1,0 oF 205 OV o Wledl Jo LUy padl Lsdze sl LI i
Loanl LG Sap Yy o LWids 5 L8 oLl o8 Wose 5 JG Y dasyndl
izt St AU LW Ll Oyl g dlads 1) L, L desgnd)
Jrrie 38 lmad Uy S o Ll € soge oSt laspdl Ul L) oigd JJ)
Poidbs ) o O Lb) ISy o+ SV S al) darynd] dndiS (e Ran oAl Ol )
DB g el 1P sy Jeed) Vi S el L

e Lo ald Land JK3 0 e Yoo e sy 2o poland] Lle 15 Y,
e St e S uid) Gt r U gb B i 0t pant] Grdnd wlhipy . gAY

vil




g

| ———

e - L . . 4\

o JAS oF e Wi St e Soadad) 305 o 8 . djacen]t i)l s
Lrlall i Sl Jpo J) @39 Tles pcazdl oY ¢ 2laYl Ol s aer
Ay Bladl g c@ladl S Y L Sladt S N i oSy - Ll
Lot o105 . plaadl gudl 51D aey - GLandly Llhagnadl ELall oy
GOl WS S oy - Bl e prndi s gL P JLadl oae Jisy Jaad!
Lo s 21 Ololazi¥l 5 V1 A3 G Ldagnsdl B Ll 5 ULt
oL+ Sl i glssl 1 ek Lrlo¥l oLt of J1 RIL, o D5 e
0353y« gV e S DL Lo Y Lleadl Bl S Ltad) Wil
Sist 45y . esidl Badt S L)l Elall de S glss! Sgas A Bezil)
= P psidl JFall S Yme S e dolaall S s a2l e JSo o SLaasndl
D e L Y gl Lo bul B A3 5Lmsl Jaey OF o o Jead) 55
o - i) Jead) 5 Uiyl Seand amyd) gladdl ga Jaadl Il 5ot U
=SSy . oSlaal) b jazee dnice G Ol giaal) Tl LY gl Gl o>
Canw b oo Bbadl po jazendl ozl padzl) LWidss 5 acaxdt Ll 345
Qs Y e daaad) OL e GeenS s ST S a8 Lo ez hid e padz)t tia

gh S wladU gz Y 0 pladl sidd WEobes B¢ g el
aadly . 65V LolasYl ¥ daleay wras Y Wl LS . diin Lels
dLasi¥ly & Lall oo Jolsadl slazeYl UUS g0 diins JI jamd gl 5 0
o= sl S plaldly, Lt ds bl glald)l o P, o Lss
Ll 5 saslandl A g gdl dagey . & diy Syl g (B exdly o pmnazl)
Liiniy » Jolzad) slaze¥l 1ia o dotizd Plogd) pst o8 Gnd U sin poiazd)
Plozadl sLzeYU Jas5 Lles &dl eigd atlad) o dcdl Jylzy « LU oigd
J=t o0 35 S GLast 2Ly - deegidt Oldas 30U,y - Lorgd 2S5 e G
Sllome Gasl mJ1 S,0501 Jelndl eeasy . Olwtadly L dl OlLLd) ol
- s Slel Gy Lo LS

W sl sl e e PR Lggr i st 0SS
bl gl e a5y . Wel e Sdas Jelad) 5 Sndl Ldasy L oS sad)
Slaldl Jola e spadl S J1 o o7 2o VM0 Lle 5 JoY) esae Lyae i
Ladl Sttt Bylay B o« oly o izt &SI Pl Ay o Lal I L)
pr—Jl 2 gasded) Ysdds sd1 O i) Sl wlad o e b LR
o= AT 1 sk of JeTy L Wz Wsgrl g Unds Gmaiee S OLiasald,
Oladd) I Gus land) grals dagar gamd st ) pl ) ady3 S0L5 iy peratd!) i aS

r.xl_ ¢ O ke o o b..-._r..(.bb
Al !

S
-

»

b R e




F &

199058, —WATHRESN, AREABRAATH.  H190F LRAFHHLS,
HTi9oEfienzde, $EAREN. FBOME, BHIANELER, ARKTREE
RRABBAOTHEH, RERENE—F—FBATTTREBSTEX, XEWEYH
SEEHRHBH, LEAN CLARRE FEEONE.

EBFUR, REOREFATK, KE—FEN, RERACKES.  EXRRN
PAHE (AREHR) HTRFNRERA, MEMARYL, SHAN, XELRXRH
REHUEHR. BARRARRERZEMM, WUABADAERBRT —EXER
PEE. wFARARFEEN, XEER—DREBELERHRORRERERRD
K.

55 719005 R—MARGEETH2E, HTEMEZRPDREF SRR
K, §X$k. CNBEATEARME, REARTEFEFTARTRARL. %
AR FEEELFHRRC SR, HASTDERRIIAERE. FEUTLNE
FEATIUNK, REATN, RANCERRFRETE, ERELTHFARPEK
ERATRIRHA. HTEREBAERFENALRTRSL, EACENFRGTR
BT HEFDRRAAKA KB %,

FR—-EARCHFEBELEREATHFARN, AFTPRITHE. UBLFAE
ARFELHLFEMBEARER. XRRB—-FEREH BRGNS, EF-FTXE
GRAREK. WH—LEXR, AEREEXPRRPEREA, ELMARH, XTAR
HRBEAH%S, PAAREARAAANESFF—TR. AAAELA-RREOAN
FR, REERETTENS. Hit, XEEH CLRAH BRTAAREMHEM,
AR HBTFRENAS AR RARGRNE, HTFCLHEYHTRARRREXRY
AAHRBEMAAKYL, LHEREBNERBTHRE .

WEHid200 25, pAERALEAGFAREANFE, DARARKNFHEMR 2
AR Hh—ARE, HE-BRBKHMAERREHT LML, ATCAHRNELTH Y
AEL. BR, RREMEHLAMRAEEALHB, BHTLAHEEYLEH
HERREAELEHIT: ARETFRELELEREQRARK, Wik LBELH# MK
R, RFAREINF. HATLORR, FHEFRLTERE, $A-EFRROAL
Lkp. LHAERIBINARENKARFERANEYORUARTLHALTASL. &
FHEBHLABLERT ARMBOTH, M LHNUERRT L RAKARLT) 4
RAYSLEDNRUNT RS AL ELATR.  SEFe, RELEDREANL P AL
TAREMK, FEHHHHhaens, GBE, KANEYEX—-AAELTLAHRE
BRER, FELTAERILARANKES. HHEEROLARANEREARLLIR
X —RiE, HIUMER A BHTRUGAL N A —BBA. TLABES

(24

4Na




A\
N\
A

HRETFETUSRRETROERSEY, Rt A FE—REXGRG S, ERHARRE
EARES R

EXARBTIMEGLESD, TREBAAESHLNBHZ AR, FotEAARHL
REFEDHAK. —MRACEARLBHIRFRY: THHALFOXE Tof
AEDSHRIEAHFRGXE BF5EAQHRXE, SE—RBEAFXE. IX4
BHEFERARARRIMRLAFARGRITFHE, UEABTX-—ToARE. #
B, AN CARRE BATATRREKAAR AARAKE BEASPRIBHOR
BEFM. ERBTREBMRRBLS, BT EBIHRAR, RAETERFT ita
# 5t & .

IRABLHUAHERE: BRALRTHATIRR. CRHEFADETRLNE
ROMRAE.  H19esEQATK, CARRE —AHERRBLWHRRFIME, KL
AHEERHTE. RACHARKHEGREAANA, LHLN, KERERHIRE
SEACHANRR, LEAKHTSHRR. FAXARENRETRATEARER
FioE, THER—-FhBIRAKM TR TRGESFE.

ET¥
NERFL - IR

W




>~

Préface

La prophétie selon laquelle les années 90 seraient une décennie tumultueuse ne s'est toujours pas
démentiec. Les tendances qui se sont dessinées a partir de 1990 se sont encore accentuées en 1991 et 1992,
Parmi lzs bouleversements examinés dans le Rapport figurent la disparition de I'Union soviétique, la
dislocation de la Yougoslavie, la marche sans relache vers I"économie de marché en Euvrope orientale et
centrale et le démantelement lent mais inexorable de I'apartheid.

Dans la sphére économique. le marasme persistant et la réapparition de pratiques anciennes ont eu
un effet démoralisant. [.es négociations commerciales engagées dans le cadre de I'Accerd général sur les
tarifs douanters et le commerce (GATT) sont au point mort alors que s’érigent de nouvelles barrieres
commerciales. On assiste a la création de blocs commerciaux gigantesques, tant par le revenu que par la
population, les pays riches s’attachant a préserver leur prospérité. Appliquant des politiques
déflationnistes, ils s’efforcent, comme par le passé, de transférer le coiit des taux d'intérét élevés aux

pays en développement.

Aprés une décennie perdue, les pays en développement d"Amérique latine renouent peu a peu avec
la croissance. Ils ont procédé a des ajustements structurels, mais ils ont, de ce fait, considérablement
amputé leur production. Le {lux des capitaux du Sud vers le Nord s’est inversé et I'Amérique latine attire
aujourd’hui des investissements étrangers. La croissance industrielle ayant été relancée en Amérique
latine et s’étant poursuivie 2 un rythme soutenu en Asie, ce sont aujourd’hui les taux d’intérét élevés et
la demande anémique du Nord qui font probléeme. En raison du chdmage massif que connaissent pays
riches et pauvres, il faut impérativement que les pays développés retrouvent le chemin de la croissance.

Les pays d’Europe orientale se sont prononcés nettement pour une économie de marché et ont
abandonné I'économie planifiée. Ils se sont engagés dans la privatisation intégrale de l"activité
économique jusqu’alors domirée par I'Etat. Une telle politique est riche de promesses mais les écueils
sont nombreux. D’autres pays. développés et en développement, ont pris conscience du fait que les
méthodes de privatisation étaient aussi nombreuses que les raisons militant en sa faveur. La privatisation
demeure un outil économique dont I'importance est incontestable. Aussi, le Rapporr met-il la
privatisation en exergue dans le souci d"aider les gouvernants qui envisagent d’avancer dans cette voie et
de rassurer ceux qui I'ont déja choisie et pourraient se heurter a des difficultés.

Vieux de plus de deux cents ans, le processus d’industrialisation nous impose néanmoins une
remise en cause permanente. Toute industrialisation de longue haleine suppose une faculté d’adaptia-
tion au changement. Or, cette aptitude doit se manifester dans tous les secteurs de I'éconcmie, car
I'industrialisation a aussi des incidences sur les secteurs non industriels. C'est dans la symbiose entre
industrie et agriculture, d’une part, et production et services, d'autre part, qu'est la clef du succes.
A mesure que la production industrielle augmente, la productivité du travail progresse et le nombre
des emplois nécessaires a une production constante s’amenuise. Les seuls pays qui échappent a la
contraction de la main-d’ceuvre dans le secteur manufacturier sont ceux qui connaissent une croissance
exceptionnellement rapide. Les gains de productivité se traduisant par une baisse des prix, la valeur
ajoutée manufacturiére ne progresse pas au méme rythme que le volume de production, d’ol un recul
de la part de I'industrie manufacturiére dans le revenu national. Le secteur tertiaire prend peu a peu la
part du lion dans le revenu national et 1a main-d’'ceuvre. Cette évolution doit néanmoins étre considérée
comme un effet positif de I'industrialisation et non comme un signe de déclin. Seule une progression de
la preductivité du travail peut garantir une hausse des revenus réels et, partant, une baisse relative du
prix des produits manufacturés, dont profite le consommateur. La force du processus d’industrialisation
tient au progres tzchnique continu qu’il engendrc et 3 'ainélioration a long terme cu niveau de vie qui
I'accompagne.

Défenseur acharné de I'industrialisation, 'ONUDI ne sous-estime pas les obstacles rencontrés, pas
plus qu'elle ne mésestime I'importance des autres activités économiques. Dans ce domaine, le maitre mot
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est interdépendance : interdépendance de I'industrie et du reste de I'activité économique, des pays riches
industrialisés et des pays pauvres en voie d'industrialisation. et aussi de 'économice et de 1'écologie.
1.”ONUDI a pour vocation de favoriser ce processus d'industrialisation en s'effor¢ant de trouver les
meilleurs moyens de promouvoir cette interdépendance. C’est pour cette raison que le Rapport examine
les questions que soulévent l'interdépendance technologique, Pefficacité de la privatisation et les
stratégies visant a renforcer les ressources humaines et les organismes d’appui. Les multipizs solutions
proposées sont complétées par des études sectorielles et une annexe statistique détaillée.

L'ONUDI est tout entiere dévouée a sa mission de promotion d’'une croissance industrielle
mondiale équilibrée. La recherche de solutions est un processus sans cesse renouvelé. Depuis la premiére
parution du Rapport en 1985, on s’est efforcé d'y faire le point sur les questions toujours différentes que
pose l'industrialisation. Alors qu’il ne me reste plus qu'un an a la téte de ’Organisation, j’ai pleine-
ment conscience des succeés que I'ONUDI peut porter a son crédit et des défis qu’elle devra relever.
Je forme le veeu que le Rapport contribue a promouvoir l'industrialisation et a renforcer encore
I'engagement de 'ONUDI en faveur des pays en développement.

Le Directeur général,

DOMINGO L. SIAZON Jr
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TC/ALHBIR MEPCXOR K PHIHOYHOA 3KOHOMHUXC B cTpanax BocTounod n Lleutpansho# Esponst. a Takxke MeeHroe.
HO HeIGeXHOE HCHEIHOBEHUC anaprenaa.

Y70 KacaeTcH IKOHOMHY M, TO €€ HbIHEIIHEE HEGIAroNONyYHOE COCTORHHKE H BO3BPAT K NMPEKHHM MECTORAM He
RAIOT OCHOBAHMA N1 ONTHMH3MA. TOProsuic NEPEroBOpPbI, NPOBOAKMBIC B paMkax ['eHepansHOro cornateHus no
Tapndam r voprosae (FATT), 3amnu 8 Tynuk; pa3pabaTbiBaloOTCA NAaHbl BSCACHHA BCCBOIMOXHOIO POJia HOBBLIX
TOProsuix 6apucpos. GOPMHPYIOTCR OrPOMHbIC TOProbuie 610KK CTPaH € YHEeTOM YPOBHA ROXONOB i Pa3MepoB
HACCICHHA IO MEPE TOTO, Kak GOrarnie CTpaHbl CTPEMATCN 00CCNEHHTE CBOE fanbHehwee npouseTanue. [posoas
ACHARUROHHYIO NOAHTHKY. ITH CTPAHBI HPOROMKAIOT, KaK H NPEXKIeE, NEPEKNaALIBATE GPEMA BLICOKHX TIPOLCHT-
HbIX CTABOK HA PAIBHBAIOLIHECH CTPAHbBI.

flocne HanpacHo IOTPaYCHHOrO NPOILEAICTO ACCATHACTHA IKOHOMHKA Pa3BHBAIOIHXCR CTpak JlaTuuckoi
AMcpHKH nocTeneHHo HaGupaeT cuny. B atux crpanax Gbink OCYUICCTBACHBI CTPYKTYPHbBIE HIMEHCHHA. XOTA
ITOMY NPEAUICCTBOBANG, K COXKANCHNIO, IHAUHTCALHOC COKpallcHHe o6beMa npon3soacTsa. OCTaHORICH OTTOK
kanirtana ¢ Ora na Cesep: JlaTuHckas AMepsKa CTZHOBHTCA PErHOHOM, B KOTOPbIfi HaMHACT MOCTYNATh BCC
Goabiuui 06beM HHOCTRARHBIX HHBCCTHIMA. BO3IMOXHBIMH NPCNATCTBHAMK HA NYTH BHOBL AKTHBHO Pa3BHBAIO-
HICACH NPOMbILINEHHOCTH JIATHHCKOR AMEPHKH H COXPaHRIOLLEA BLICOKHE TeMNbl POCTa NPOMbILLICHHOCTH B
Aui SBASIOTCA BLICOKHC ITPOLCHTHBIC CTABKH K BAAbIA cnpoc co ctoponbl Cepepa. [lna apmui 6¢3paGothnix 8
6oraTuix # GCAHLIX CTPaHaX MCPBOCTENCHHOC 3HAYCHHE WMECT CKOpERIlieC BOCCTAHOBAEHHC TEMMNOB POCTa B
CTPAHAX C Pa3BKTON PLIHOYHON IKOHOMUKOM.

Crpaubt Boctounofi Esponni Bcepbes NPHCTYNHAH K NEPEXOy OT LIEHTP2NHIOBAHHOLO fIAHKPOBAHHA K
COBAHHIO ONHPAIOIEACS HA PLIHOK IKOHOMHKY. B 3THx cTpamax npeanpuHMMacTcs NOMNBLITKZ OCYIMECTBHTH
IUHPOKOMACILTAORYIO NPHBATH3AUKIO FOCYIAPCTBEHHOIO CEKTOPA JKOHOMHKH. JTOT 3KCREPHUMCHT OTKpPLIBACT
IHPOKHE BOIMOXHOCTH H OTHORPEMCHHO CTaBHT HOBbIC 3aflayui. B To ke BpeMs APYrHE CTPaHbl. Kak Pa3BHTLIC,
TaK ¥ PAIBHBAIOILNECH, HANMHAIOT TOHHMATD, YTO NYTH OCYIIIECTBACHHA NPHBAaTH3AUNY CTON L KE MHOMOYHCACHHMI.
KaKk it IIPHIHHDBI, KOTOPbIE NPHBEAH K €€ OCYUIECTBACHAIO. 3Ha'ICHHE NPHBATH3ALKH KaK ORHOro K3 Hauboncc
HPCRIOYTHTENBHBIX JNCMEHTOB NIONIHTHKH HEBOIMOXHO oTpuitaTh. [ToaTomy B pankom I'nobGanbHom nokiane B
Ka'leCTBE CICHHMANLHOR TEMbI BLIIENICHBI BOMPOCH NPUBATHIAUNK, C TEM 4TOOb! NOMOYL AHPEKTHBHBIM OpraHaM
BHCpBbic r1y6xe paccMOTPETb 3TH BOMPOCHI, 2 TAKXKE BCEHTH YBEPEHHOCTb B TEX, KTO YXKe BCTY/HIM Ha ITOT IYyTh
H. BO3MOXHO. CTANKHBAIOTCA NPH 3ITOM ¢ npobnemami.

llaxe cnycra 200 neT npouecc HHAYCTPHATHIAUMK TIOCTOAHHO TPeGyeT OT HAC MPOABICHHS BCCX HAUIMX
cnocobrocTch. [lna obecncucHus yCTORYMBOrO NPOMBILIIEHHOTO PA3IBHTHA B TEUEHHE NPOAOIKHTEIRHOTO NEPHO-
113 BpCMCHH HCOGXORHMO afanTHPOBATLCH K MOCTOAHHO HIMEHAIOIAMCA ycaosraM. OHAKO TaKas K¢ CIOCOBHOCTE
K 3/13NTalUH JONXKHA NPORBARTLCA BO BCEX CCKTOPAX IKOHOMHKH. NOCKONBLKY HHAYCTPHANK3ALINA BEACT TAKAKC K
WIMCHCHUSM M B HEMPOMBHLIACHHLIX CEKTOPAX: PEIICHHEM ABASETCH CKOPEE CHMOKOI NPOMBIIACHHOCTH H CC.Th-
CKOFO XO3AACTBA, @ TakXKe NPOM3IROACTBA KM cepbl YyCAYr, 3 He HX NPOTHBONOCTARAEHHC. [10 Mepe passnTus
TIPOMBIIIACHHOCTH PAaCTET NPOHIBOANTEABHOCTL TPYAA, K AR BLINYCKA aHANOrMYHOr) 06beMa NPOUyKUMH Tpe-
GyeTca Bce meHbwe pabounx. COKpalicHHE JAHATOCTH HE MPOMCXOMHT NHibL B CTPaAHAX € HCKAIOMHTCALHO
BhICOKHMY TCMIaMH IKOHOMKUECKOro pocTa. [lockonbLKy pocT NPoU3IBOAKTEALHOCTH NPOABINETC B BHIC CHHXC-
HUH HCH, TCMINSL] yBCAKICHHA 06aBAeHHOA CTOMMOCTH 06pataTuiBalouied APOMBILINCHHOCTH OTCTAIOT OT TEMIIOB
YBCAWICHHS O61cMa POH3IBOACTBA; B PEIYALTATE ITOrO MPOHCXOAMT COKPalieHHe foan 0OpabaThiBalONCh
NPOMBLIUAEHHOCTH B HALIKOHANBHOM fl0x0f¢. OBCAYXKHBAIOIHE OTPACAH IKOHOMHKH BLICTYNAIOT HA NICPBOC MECTO,
YUHTHIBAA HX O.TI0 B HAUHOHANBHOM JIOXOMIE H YHCACHHOCTL 3aHNTON B HWX paGotien cuabl. OfiHaKo ITOT npolece
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CICAYCT PACCMATPHBATL B KAHCCTBE NONOXHTCALHOMO PE3ybTaTa HHAYCTPHAMNIIUMK. 2 HC KAK NPHIHAK ¢
ocaabacuun. PocT NpOM3IBOANTEALHOCTH TPYAA — CAWHCTBCHHAN MAP2HTMX NOBLILCHHA PEANLHONO AOXORA. NPH
ITOM CHMKCHHE OTHOCHTENLHOR UCHL! FOTOBOR MPORYKLMM HCMIMEHHO BLITOAHO AR noTpeburenci. 3anorom
VCTICUIHOIO MPOMBLINLTEHHOIO PAIBKTHA KBAKCTCR OGSCNEYCHNE HENPEPLIBHOTO TEXHNUECKOrO MPOrPecca B yCNo-
BHAX NOCTORKHOTO JARICHHR B CTOPOHY HECYKNOHHOIO NOBBLILICHHN YPOBHR XHIHK.

BoicTynas 3a npomuiuietnnit poct, IOHUC co3naeT TPyaAHOCTH, CBAIAHKBIC C €r0 OGCCNEHCHHEM, I He
YMANMET BAXHOIO IHAUCHHA APYTHX BMAOB IKOHOMHUYCCKOA ACATEALHOCTH. KNI04eBOA KOHHCAUMER ABARCTCR
KOMIC HUHR B32HMOIABHCHMOCTH MCXAY NPOMBILINCHHOCTRIO H IKOHOMNKO#H B LC0M. MEXAY 6OraThiMK NPOMBILL-
JICHHO PA3ISHTBLIMK CTPAHAMK K NPOLICCCOM RHAYCTPHANMIANMHK GEAHLIX CTPAH, MEXAY IXOHOMHKOR M IKONOTHE#.
3anaua IOHHO 3aknovacTes 8 TOM, wTo6Li MOMOMbL ITOMY NPOUCCCY WHAYCTPHANMIAUUK MYTCM NOHCKA
HanbGonee apdexTHBHLIX NYTER KCNONLIOBaHKA ITOR BIauMo3asucHmocTH. C 3ToR tensio B navuom Mnobanniom
noknage paccMaTPHBAIOTCH BONPOCH], CBAZAHHBIC C TCXHONOTHYECKOR B32HMOIABRCHMOCTHIO. IPDEKTHBHOCTLIO
IPHBATHIALKK, 3 TAIOKC NPAKTHHECCKHMH CTPATCTHAMH, HAPABNCHHNMH Ha COBCPLICHCTBOBaHMNE NMPOGECCHOHATD-
HbIX HABLIKOB H IEATETBHOCTH YUpeXAcHuA. MHOrouncacHHbIC pa3paGoOTaHKbIC PCLICHHA NOTONHRIOTCR CEKTO-
PANBLHBLIMKH HCCICJOBAHHAMH H NMOAPOGHBIM CTATHCTHYECKNM MPHNOXKCHHEM.

Hestreassocts KOHNO nanpasnena na oCecneucHne AansHeRNero c6aNaHCHPOBAHHOIO POCTA MUPOBOR
NPOMBILLICHHOCTH. NPH 3TOM HACT NOCTOAHHBIA Noucx pemenuit. Hauunas ¢ nepsoro winauus B 1985 roay.
Io6ansHelil 1OKN2A CTPEMKICK OTPAXKATH NOCTORHHO HIMCHRIOWIHCCR COBPEMCHHBIC BONPOCH! NOANTHKR. Cell-
4ac. KOTQia MHE OCTaNoCh NPeGLIBATL HA CBOCM NOCTY NOCACAHNE WECTH MECALCE, N OTHCTANBES. HCM KOrA2-1160
By venexy, focTrriytsie OHHUAO x HacTosuweMy Bpemens, # 3a1a4H, KOTOPbIC CTOAT nepen Hefl B Gyaywuen.
Bripaxaro Hagexay. wro atoT [loknan GyneT copeficTBOBaTH NPOLCCCY RANBHEAICH HHAYCTPHANHIAUMN W PACILH-
peniio yeunui co cropounl OHUO pns pemsenns 3agauu Mo 0Ka3aHMIO NOMOIH Pa3BHBAIOUIHMCR CTPaHaM.

AOMHUHIO 1. CHA30H. ma.
l'enepaabrbui oupexmop

xiv

%
¥
4

e

S Na




-l
>
r -
. \
¥ |
]
A
®
N

Prefacio

El vaticinio de que el decenio de 1990 seria un periodo turbulento sigue cumpliéndose. Las tenden-
cias que empezaron a perfilarse en 1990 adquinieron especial firmeza en 1991 y 1992 Acontecimientos
como el desplome de la Union Soviética, el desmembramiento de Yugoslavia, la inexorable transicion a
regimenes de economia de mercado en los paises de Europa central y oriental, vy la lenta pero segura
derrota del apartheid. fueron las caracteristicas mas sobresalientes de los cambios registrados en el
mundo que se analizan en el presente Informe Mundial.

En el terreno econdémico, la persistencia del pesimismo y el resurgimiento de practicas per-
tenecientes al pasado son motivo de desanimo. Las negociaciones comerciales llevadas a cabo en el
marco cdel Acuerdo General sobre Aranceles Aduaneros y Comercio (GATT) permanecen estancadas, al
tiempo que se proyectan nuevas barreras comerciales de diversa indole. Movidos por el deseo de
mantener su prosperidad. los paises ricos forman bloques comerciales de enormes proporciones por el
volumen de sus ingresos v el tamaiio de su poblacion. Al aplicar politicas deflacionarias, estos paises
siguen traspasando a los paises en desarrollo el costo de sus elevados tipos de interés.

Tras el decenio perdido de 1980, las economias en desarrollo de América Latina van recobrando
impulso lentamente. Estos paises han realizado ajustes estructurales que han supuesto fuertes pérdidas
por concepto de la produccion a que han tenido que renunciar. Se ha detenido la corriente inversa de
capital Sur-Norte, y América Latina atrae actualmente inversiones extranjeras. A medida que el
crecimiento industrial se recupera en América Latina y mantiene su rapido ritmo en Asia, en el Norte los
altos tipos de interés v la atonia de la demanda constituyen posibles obstaculos. Para las masas de
desempleados de los paises ricos y pobres, es de importancia primordial que en las economias de
mercado desarrolladas se reanime rapidamente el crecimiento.

Los paises de Europa oriental han tomado muy en serio la adopcion de politicas orientadas al
mercado en sustitucion de la planificacion centralizada. Esos paises estin experimentando la
privatizacion general de sus economias estatizadas. Este experimento ofrece oportunidades y plantea
problemas. Sin embargo, otros paises, desarroliados y en desarrollo por igual. se estin percatando de
que hay tantos métodos de privatizacién como razones para propugnaria. La importancia de la
privatizaciéon como instrumento de politica preferido es innegable. Por ello, en el Informe Mundial del
presente aiio se ha dado un relieve especial a la privatizacion, con objeto de ayudar a los encargados de
formular politicas a plantearse por vez primera la posibilidad de la privatizacion y de tranquilizar a
quienes va hayan emprendido ese rumbo y tropiecen con problemas.

El proceso de industrializacion, aun 200 afios después de iniciado, sigue poniendo a prueba nuestra
ingeniosidad. Para lograr una industrializacién sostenida durante un largo periodo, es preciso poseer
capacidad de adaptacion a los cambios continuos. Ahora bien, esta capacidad de adaptacién debe
manifestarse en todos los sectores de la economia, pues la industrializacién es un proceso que también
transforma los sectores no industriales; para ello, debe promoverse una simbiosis, en vez de una
polaridad. entre la industria y la agricultura y entre el sector manufacturero y los servicios. A medida
que aumenta el crecimiento industrial, aumenta también la productividad de la mano de obra y
disminuye el nimero de trabajadores necesarios para obtener el mismo volumen de produccién. Sélo en
economias de crecimiento excepcionalmente rapido no se produce, a consecuencia de ello, una
disminucién del empleo en la industria manufacturera. Como los aumentos de productividad se
traducen en disminuciones de precios, el valor afiadido manufacturero no crece a la par que el volumen;
a consecuencia de ello, disminuye el porcentaje de las manufacturas en el ingreso nacional. Los servicios
van ocupando un lugar cada vez mis destacado en cuanto al porcentaje del ingreso nacional y al tamafio
de la fuerza de trabajo. Este hecho, sin embargo, deberia considerarse como un resultado positivo de la
industrializacion y no como un indicio de su declive El crecimiento de la productividad de la mano de
obra es la dnica garantia de un aumento de los ingre os reales, en tanto que la disminucién del precio
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relativo de las manufacturas supone un beneficto continuo para los consumidores. La fuerza del proceso
de industnializacion consiste en que permite lograr un progreso técnico continuo y entrafia un
mejoramiento constante de los niveles de vida a largo plazo.

Al abogar por ¢i crecimiento industrial, }a ONUDI no subestima las dificultades que éste plantea ni
resta importancia a la contribucién de otras actividades econémicas. El concepto clave es la
interdependencia entre la industnia y el conjunto de la economia. entre los paises ricos indusinalizados y
los paises pobres en desarrollo. y entre la economia y la ecologia. La tarea de la ONUDI consiste en
coadvuvar a este proceso de industnalizacion buscando las mejores formas de aprovechar esa
interdependencia. A tal fin, el Informe Mundial del presente afio trata cuestiones relacionadas con
la interdependencia tecnolégica, la eficiencia de la privatizacion y las estrategias encaminadas a
la formacion dc personal calificado y al desarrollo de instituciones. Las numerosas solucicnes ya
preparadas se complementan con estudios sectoriales y con un anexo estadistico detallado.

La ONUDI esta dedicada a promover un crecimiento industrial equilibrado a nivel mundial. La
bisqueda de soluciones es un proceso continuo. Desde que se publicé por primera vez en 1985, el
Informe Mundial ha procurado tratar las cuestiones de politica que estan en constante evolucion. Al
iniciar m altimo afio de mandato, soy doblemente consciente de cuanto ha logrado la ONUDI hasta la
fecha y de los problemas que la Organizacion deberd afrontar en el futuro. Confio en que este Informe
Mundial sea 1til para hacer progresar la industnializacion y para potenciar aun mas la dedicacion de la
ONUDI a la tarea de prestar asistencia a los paises en desarrollc.

DOMINGO L. SIAZON, Jr.
Director General
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EXPLANATORY NOTES

Reference to doliars ($) are 1o United States dollars, unless otherwise stated.
References to tonnes are to metric tons, unless otherwise specified.
A slash (1980/81) indicates a crop vear or a financial year.

Industry categories referred to in this publication are based on Revision 2 of the Inter-
national Standard Industrial Classification (ISIC)

References to ISIC codes are accompanied by a descriptive title (for example. ISIC 323-
“Manufazturing of leather and products of leather. leather substitutes and fur, except footwear
and wcaring apparel”). Consideration of space. however, requires a2 shortening of this
descriptior (for example, ISIC 323 may be referred to simply as “Leather and fur products™).
In some cases. ISIC categorics have been aggregated and the descriptive titles adjusted
accordingly.

The term “billion™ signifies a thousand million.

Figures in square brackets { ] refer to source material listed after chapter V.
The following symbols have been used in tables:

Two dots (..) indicate that data are not available or arc not separately reported.
A dash (—) indicates that the amount is nil or negligible.

Totals may not add precisely because of rounding.

The following abbreviations and acronyms appear in this publication:

AIDS acquired immunodeficiency syndrome
ASEAN Association of South-East Asian Nations
BOT build-operate-transfer

CAD computer-aided design

CAM computer-aided manufacturing

CMEA  Council for Mutual Econuiaic Assistance
DAC Development Assistance Committee
ECU European currency units

EEC European Economic Community

EFTA European Free Trade Association
GATT  General Agreement on Tariffs and Trade
GCC Gulf Co-operation Council

GDP gross domestic product

GNP gross national product

GLC government-linked company

IFC Internationai Finance Corporation

IMF International Monetary Fund

ISIC International Standard Industriai Classification of all Economic Activities
MITI Ministry of International Trade and Industry

MVA manufacturing value added

NIC newly industrializing country

OECD  Organisatinn for Economic Co-operation and Development
OPEC Organization of Petroleum Exporting Countries
R and D research and development

This report is based on information available as of March 1992.
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Introduction: the structure of this Global Report

Political turmoil and  econvmic  doldrums—the
pattern cstablished during 1990—continued during
1992, The breakup of the Union of Soviet Socialist
Republics {USSR) into 15 independent States was an
epuchal event. For nearly 75 yvears the USSR had been
not only the citadel of socialism, but also the bearer
of its distinctive message for industrializing economies.
Its death meant more than the dissolution of a
federation: it signalled the demi:e of a strategy for
industrialization based on central planning and
publicy owned. vertically integrated giant industries.
Market forces and privatization have now become
virtually universal strategies for industrialization and
development.

Market forces. however, require clear orientation.
The macroeconomic picture continued to be gloomy
for the developed market economies. Fears of
rekindling inflation are being constantly admixed with
concerns for mounung unemployment and faltering
growth. This most recent recession has proved to be
one of the longest. But the prospect is now at best of a
sluggish recovery. Add to this the various issues of
deindustrialization. and one begins to understand the
ohstacles to the successful completion of the Uruguay
Round of trade negotiations within the framework of
the General Agreement on Tariffs and Trade (GATT).
It is almost possible to hear the hatches being battened
down across emerging large regional blocs.

Chapter 1 continues the established practice of
presenting UNIDO growth projections for GDP and
MV A for all the regions. In 1991, for the first time in
this half century. global output declined because of the
recession and the collapse of the socialist economies.
Although world growth is expected to become more
cxpansive in 1993, the sluggishness of recovery in
developed countries remains troublesome. If progress
towards freer trade 1s seriously hampered in the coming
months due 1o a failure to complete the Uruguay
Round, then the task of developing countries in the
process of industrialization will become cven more
difficult. Looking several years ahead, this slow-down
in world growth is put in a long-run historical
perspective to ask whether it represents the advent of a
stationary state, predicted by the classical €CONOMIsKS,
or merely a turning-point in a Kondratieff long wave.
Whatever the answer. the difficulties this poses for the
world have serious unplications,

A detailed analysis of the industrial performance of
major economies around the world occupies chapter I
Deseloping countsies are continuing to grow, The
harsh rigours of the 1980s have ended for Latin

America. which is witnessing a revival in growth and
inward capital flows. Africa however continues to face
difficulties. Since Asian economies everywhere—East,
South-East. South—have become virtually  self-
sustained in their growth, sub-Saharan Africa consti-
tutes the last but most serious challenge to develop-
ment policy makers. While there is cvidence that
developing countries rely increasingly on internal
sources as engines for growth, there is a great deal of
disparity in their capacities to manage development. As
to the policy aspects. therefore, the present Global
Report analyses the interregional differences in labour
productivity, and emphasizes the need for investment
in human capital. The development and strengthening
of human capability—skills in a broad sense of the
term—goes hand in hand with investments in physical
capital and institution-building.

Evervwhere in the world economy, employment
continues to be a major concern. The recession in the
richer countries combined with some longer-run
factors mean that there will be 30 million unemployed
in member countries of the Organisation for Economic
Cooperation and Development (OECD) in 1992. This
is the highest figure since 1983. The transition to a
market economy has meant large-scale open unemploy-
ment in the former socialist economies which boasted
zero unemployment. In developing countries there are
persistent complaints that industrial growth even when
it is rapid fails to generate jobs at the rate needed to
keep up with the growth of the labour force. These are
not unconnected developments. UNIDO has con-
sistently argued that a steadily expanding economy in
the North is essential for rapid growth everywhere. But
the fruits of rapid industrialization are as much in extra
employment in other sectors of the economy as they are
in manufacturing. The present Glohal Report contains
in chapter I a structural analysis of eight Asian
economies which demonstrates the symbiotic relation-
ships between manufacturing and agriculture and
between manufacturing and services. As a coOumry
moves up the ladder of industrialization, the services
sector bears the major part of the burden of income
generation and employment creation. However, manu-
facturing plays the crucial catalytic role in overall
development.

In their search for the springs of growth, economics
everywhere are experimenting with privatization. The
economics of Eastern Europe have made the irrever-
sible political decision to adopt a full-fledged market
economy. They are perhaps the most ambitious in their
plans to privatize, and may also be the most in need of
the promised miracle to deliver greater prosperity. But
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in both developed and developing countries. there 15 a
busy air of privatization to improve the efticiency of
the economy. to relicve the public budget of large
losses. to enhance the quality and range of products.
and to spread the habits of share ownership as widely
as possible. Chapter I'V reviews the recent privatization
experiments in sonre 50 countries. Although privatiza-
tion has been seen as a panacea by many countries, the
opportunities presented by this policy. the pressures
that led to its adoption, and the serious obstacles that
continue to impede speedy privatization are found to
be not at all similar. The analysis is given an added
dimension by answers from a questionnaire survey of
managers of industrial enterprises facing the challenge
of privatization.

Chapter V provides surveys and reviews of 12 selected
industrial sectors based on contributions from editors of
professional trade journals (see acknowledgements).
These include three primary processing industries—
aluminium, sugar-processing. and paper and paper-
board: tive intermediate goods industries—agrochemi-

cals. investment casting. powder metallurgy. synthetic
fibres. and iron and stecl: three capital goods
industries—machine tools, food-processing equipment.
and mineral-processing equipment: and one consumer
goods industry—footwear. Growth has levelled off. it
not declined. in many of these indusiries. reflecting the
slow-down in the world economy. Primary goods
producers were especially hard hit. As no new capacity
expansion in the intermediate products industries is on
the horizon, the outlook for machine tool industries is
clouded. The exodus of labour-intensive consumer
product industries, such as footwear, from the Asian
newly industrializing countries (NICs) to their neigh-
bours is expected to continue.

The statistical annex gives the latest available infor-
mation on output, employment and profit in each
industrial branch in some 137 countries. This annex, a
part of which appears in the annual edition of the
World Data Book of The Encyvclopaedia Britannica. has
proven to be a valuable source of information to
researchers and policy makers alike.
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I. World industrial economy: short- and medium-term outlook

A. Short-term outlook

In 1991, for the first time in the second half of the
twenticth century. global output declined. The fall was
small. by 0.1 per cent. The depth of the current
downturn is not the result of especially severe cyvclical
tactors. but the combination of ordinary recessions in
the United States, United Kingdom and Canada and
slow growth in most other member countries of the
Organisation for Economic Cooperation and Devel-
opment (OECD), with the sharp fall in production in
Eastern Europe and the former Union of Soviet
Socialist Republics (USSR). For comparison, world
growthin gross domestic product (GDP) at the bottom
cithe last two downturns in 1975 and 1982 was 1.1 per
cent and 0.7 per cent, respectively. However, when
Eastern Europe and the former USSR are left out of
the calculation, 1991 GDP growth is 1.5 per cent,
versus (L% per centin 1975 and 0.5 per cent in 1982 (see
figure 1.13. From this perspective the downturn looks
mild. But if the downturn looks mild, the recovery is
expected to be mild as well, and it has been slow in
coming. In the middle of 1991 most forecasters,
including UNIDO, foresaw gradual recovery beginning
late in 1991, with 1992 being a vear of significantly
higher grow th. But as it turned out, at the end of 1991,
not only had recovery failed to take hold in three of the
seven largest industrial economies, the United States,
United Kingdom, and Canada, but gross national
product (GNP) was falling in Japan and Germany. So
tar these dire tourth-quarter 1991 developments do not
seem  lo presage anything more serious than a
postponement of recovery. Growth is expected to be
positive in all seven of the largest industrial economies
in 1992 and 1o become more expansive in 1993 (see
table L1).

Growth in the developing countries, including
China, was 3.8 per cent in 1991 versus 3.6 per cent in
1990, Higher growth in centrally planned Asia and
Latin America offset lower growth rates registered in
cach of the other regions. While the hoped for
revitalization of growth in the developing cconomies
has yet 1o occur, there is some reason for optimism in
the fact that the global downturn did not bring about
an actual decline in growth in developing countries.
Falling commodity prices, and generally depressed
evport markets, were not on halance sufficient to offset
nternally  gencrated  positive factors. Among  the
factors that had a positive etfect on growth in
devcloping countries were progress in some countries
in reaching debt restructuring agreements and the
effects of iower interest rates in reducing debt service

pavments. Another positive factor was the increase in
the number of countries that have procecded far
enough along with stabilization and structural adjust-
ment programmes for them to now be producing
higher growth rates. UNIDO forecasts of 4.5 per cent
growth in 1992 and 5.2 per cent in 1993 for developing
countries, tincluding China. are based on the assumption
that these positive factors will develop turther and be
reinforced by a stronger global economy.

World manufacturing value added (MVA) fell by
3.0 per cent in 1991, following three years of positive
but declining growth, from 5.4 per cent in 1988 to
3.8 per cent in 1989 and to 0.4 per cent in [990). The
amplitude of cycles in manufacturing tends to be
greater than that of GDP, and the current ¢ycle is not
an exception. While the GDP growth rate feil from
4.4 percent in 1988 to - 0.1 per cent in 1991, or 4.6 per-
centage points, the fall in the global MV A growth rate
over the same pertod. from 5.4 per cent to —3.0 per
cent, was 8.4 percentage points. In the developed
market economies this four-year trend of falling MVA
growth rates was nearly universal. Two exceptions were
Austria and the western part of Germany where the
cyclical downturn was puostponed because of the
spending associated with German unification and close
involvement in the rebuilding of the cconomies of
Eastern Europe. In 1991, however, MVA growth in
both Austria and the western part of Germany
registered sharp declines. In Austria MV A growth fell
from 4.6 per cent in 1990 to 1.6 percent in 1991, and in
the western part of Germany it fell from 5.5 to 2.8 per
cent, For the developed market economies, 1991 MVA
growth of - 1.3 per cent represented a decline of
7.7 percentage points from its 19588 peak. The devel-
oping countries, excluding China, as a group registered
MVA growth of 3 per cent in 1991, This is a decrease
over 1990 and continues four years of dechine, from
6.8 pes cent in 1986 to 3.3 per centin [990.

In the United States the hoped-for soft landing of
1990, when GDP growth slowed to 1 per cent, became
an ordinary recession with a 0.7 per cent GDP decline
in 1991, The UNIDO forecast for 1992 is 1.9 per cent
growth. Higher growth is expected to begin late in 1992
and continue through 1993 to procuce 3.7 per cent
growth for the year. The extent to which the economies
of the United States and Canada are interiwined
normally results in shared cyclical conditions, as has
been the case in the current recession. UNIDO
forecasts Canadian GDP growth of 2 per cent in 1992,
followed by 4.3 per cent in 1993, The combined 1991
growth rate for the countries of the Euoropean
Feonomic Community (EFC) was 1 per cent. The soft
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Figure 1.1.

Growth rates of GDP and MVA in developed and developing regions, 1961-1993
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landing that st was thought the United States hid
achieved in 1991 seems now to have been achieved by
the combined effect of the individual stabilization
pohicies of the EEC countries. It will be interesting to
see if they do as well in 6 to 10 vears when, if all goes
according to plan. the European Community will have
a common currency and common monetary policy.
The 1992/93 UNIDO forecast implies 1992 EEC
growth of 1.7 per cent. rising to 2.6 per cent in 1993.
The rate of economic growth in Japan fell from 5.2 per
cent in 1990 to a still robust 4.6 per cent in 1991, but
nearly all of the growth occurred in the first half of the
vear. The slow-down in the second half of 1991 is
expected to last through 1992 and produce growth for
the yvcir of 2.8 per cent. Higher growth of 3.5 per cent is
expected in 1993.

In Eastern Europe and the former USSR, GDP fell
by 4.6 per cent in 1990 and a further 16.7 per cent in
1991. UNIDO expects further output decline of
14.0 per cent in 1992 and 7.4 per cent in 1993. While the
transformation process has been going on for two years
or longer in the Eastern Enropean countries, it has just
begun in the former USSR. Despite this the newly
independent  States of the former USSR have
undertaken several important steps, including extensive
price decontrol, drafting of new tax legisiation and the
creation of central banking institutions. Privatization
measures have been developed and some of the States
plan substantial privatization during 1992.

Stabilization efforts have been reasonably successful
in Eastern Europe, although inflation increased in
1991. The International Monretary Fund (IMF) reports
that in Eastern Europe inflation, measured in terms of
consumer prices, was 135 per cent in 1991, and
forecasts 95 per cent in 1992. It estimates that for the
former USSR inflation was 86 per cent in 1991 and
expects it to be around 1000 per cent in 1992. Part of
the increase in prices in the former USSR was the result
of extensive price decontrol and the devaluation of the
rouble, but the main factor was the creation of money
to finance government expenditures. The need to rely
on money creation as a source of government revenues
will diminish as new tax measures are implemented,
and should make stabilization efforts in most of the
new States more effective in 1993.

MVA in the reform economies of Eastern Europe
and the former USSR fell by 4.2 per cent in 1990 and by
15.5 per cent in 1991. This decline approximately
matches the decline in GDP. In 1992 and 1993 the
decline in MVA is expected to exceed the decline in
GDP, and over time the share of MVA in GDP is
expected to continue falling. MV A shares are typically
much higher in the reform economies than in other
cconomies at a similar stage of development. In the
short-run the disruptions associated with the reform
process will result in the downsizing or closing of many
large manufacturing facilities. Also in the short-run,
price decontrol will favour agriculture as both higher
real prices and increased output work to increase its
share of GDP. Over the longer run the service sector
will increase its share of GDP at the expense of both
agriculture and industry. Wholesale and retail trade,
finance, communications, real estate, insurance and
marketing are the types of activities that will show the
highest growth rates as they expand to mect the needs
of the new market-controlled economic system.

GDP growth in Latin America increased from 0.3 per
cent in 1990 to 2.9 per cent in 1991, the highest since
1986. This growth was largely accounted for by four
countries, Argentina, Chile, Mexico and Venezuela.
Vigorous measures undertaken to reduce inflation,
liberalize trade, and strengthen the role of market
forces were in part responsible. Debt restructuring,
debt relief and lower market interest rates also were
factors. Al! four of thesc high-growth countries are
among the 15 heavily indebted countries identified in
the Baker debt relief proposal. Brazil continues to face
a period of slow growth associated with austere
stabilization measures, but zero growth in 1991 was a
substantial improvement from the 4.3 per cent decline
in 1990. For Latin America as a whole, UNIDO
forecasts growth of 3.1 per cent in 1992, increasing to
4.0 per cent in 1993. Growth of 4.0 per cent, if
achieved, would be the highest growth rate in Latin
America since 1980. MVA growth increased by 3.3
percentage points from — 1.7 per cent in 1990 to 1.6 per
cent in 1991, as the 1990 fall of —7.3 per cent in Brazil
slowed to —2 per cent, and Argentina, Chile, Mexico,
Puerto Rico and Venezuela recorded substantial MVA
growth.

Growth in Tropical Africa fell from 2.7 per cent in
1990 to 1.8 per cent in 1991. In Nigeria, the fall in the
international price of oil was one factor contributing to
the decline in growth from 8.2 per cent in 1990 to
4.3 per cent in 1991. For Tropical Africa excluding
Nigeria, 1991 growth of 1.2 per cent was slightly lower
than the 1.6 per cent recorded in 1990. This group of
countries has recorded falling per capita GDP in every
year for the last decade. Lower commodity prices and
generally poor export markets contributed to holding
down growth in 1991. Tropical beverage prices were
down 7 per cent over the year. Poor agricultural
conditions and civil disturbances also were negative
factors in some areas. In southern Africa extreme
drought conditions will make it necessary to import
8 million tonnes of grain in 1992, according to a report
of the Southern Africa Development Coordinating
Conference. For 1992, GDP growth in Tropical Africa
as a whole is expected to be 2.2 per cent. With recovery
in the world economy and an improvement in
commodity prices, growth in 1993 is expected to
increase to 2.7 per cent.

MVA growth in Tropical Africa in 1991 declined
slightly to 2.7 per cent from 2.9 per cent in 1990.
Capacity utilization rates increased somewhat in 1994,
but remained generally very depressed, probably not
exceeding 50 per cent for the region as a whole. Part of
the installed capacity in Tropical Africa is unused
because the markets it was intended to serve will not
absorb its output. In scme cases markets or raw
material inputs were never sufficient for installed
capacities. In other cases the deterioration of economic
conditions after facilities were put in place made i
impossible to run them at their intended capacities. The
shift in recent years toward more intensive use of local
resources has helped to improve manufacturing
performance. The reduction in trade barriers, decontrol
of prices, and the rationalization of many manu-
facturing facilities through privatization or improved
financial controls is likely to further increase the local
resource intensity of manufacturing as enterprises gain
more latitude to respond to market incentives. Despite

5




-’

Table 1.1. Regionat and couniry estimates of GDP and MVA
GOP growth rates MVA growth rates GOP grawih rates MVA growth rates
(oercentage) 1 percentege {oercentage) iparcentage)
Regrons countrres and & ess 1991 1992 1993 199 1992 1993 Regrons. countres and areas 1997 1992 1993 991 1992 1993
Worid -0t 14 30 -30 -t4 20 Montserrat 85 07 22 100 64 43
Netherlands Antilies
Developing countnes and Aruba 19 -10 21 25 28 24
excluding China 32 38 46 30 44 55 Nicaragua -07 15 09 07 26 12
Deveioped mar«et Panama 83 37 09 87 31 02
* . onomes o7 20 32 -13 13 38 Paraguay 25 26 S0 1.7 1§ 44
Chna 70 83 78 Peru 28 —10 -20 31 -20 -33
Eastern Europe and Puerto Rico 19 39 43 28 50 54
former USSR -167 -140 -74 -155-211 -149 Sunname 19 35 10 -17 -03 -26
Trinidad and Tobago 15 -02 -30 -0t -18 -29
North Amenca 08 19 238 -26 20 61 Uruguay 12 21 28 o8 8 27
Bermuda 32 19 15 27 23 22 Venezuela 92 50 60 101 61 70
Canada 15 20 435 -67 20 47 Tropicat Alrica
United States -07 19 37 -23 20 62 (Sub-Sahara) 18 22 27 27 40 44
- _ Benin® -21 26 -04& 05 21 01
Western Europe 07 15 2§ 20 -0t 19 Botswana® 24 40 70 -
Austna 35 25 24 16 22 27 Burkina Faso® 41 28 27 54 30 16
Beigium 13 12 16 -29 10 20 Burundi® 38 19 34 30 34 34
Denmark 18 18 20 23 15 16 Cameroon -25 01 -06 06 38 26
Finland -62 05 A1 -102 -05 32 Cape Verde* 64 56 53 L . o
France 13 20 25 -t0 -02 09 Central Afncan
Germany. Eastern Part 100 50 50 -120 66 68 Repubdlic” 10 02 06 21 19 20
Germany. Western Part 36 15 24 28 -0t 16 Chad* 27 04 -22 29 07 -18
Greece 07 15 20 -13 00 N Comoros® 13 02 23 27 09 15
lceland 10 15 10 -t1 -02 -09
ireland 13 20 25 23 46 45
Israel 40 s1v 27 73 35 32
naty 17 13 21 -26 -06 15
Luxembourg 30 16 3¢ 04 -08 24
Malta 47 32 57 07 32 62
Netheriands 25 13 21 09 15 21
Norway 19 50 47 20 14 16
Portugal 20 2 32 -30 23 25
Spain 24 24 32 -1.4 03 21
Sweden 07 07 20 -82 18 26
Switzerland o5 09 11 05 04 14
United Kingdom -21 10 32 -52 -08 29
Yugosiavia -150 -170 -50 -213-229 -158
Eastern Europe
incl tormer USSR 167 140 74 155 211 149 NORTH AMERICA
Albania -140 -160 -50 -400-200 -96 6.1
Bulgarna 257 - 140 65 S . 30
Czechoslovakia 195 100 -50 -248-127 -65 19 20
Hungary 80 -40 10 100 -50 -13 »
Poland 98 50 44 150 -73 -69 -
Romania 1S 100 50 205-201 135 ‘“_“
USSR 170 150 80 147 -223 161
Japan 46 28 35 21 26 43 1901 1982 1983
Other developedcountries 17 19 29 - 43 09 26
Australia 21 20 33 -54 0S5 28 LATIN AMERICA
New Zeatand 19 09 16 -26 Y0 19 AND THE CARIBBEAN
South Africa 06 20 24 25 16 23 0 3
.9
Latin Amernca 20 16 31 27
and the Carnbbean 29 31 40 16 27 39 [ ] .
Argentina 50 60 50 63 89 72 1991 1992 1993
Bahamas 08 07 234 .
Barbados 21 43 19 26 35 18
Belize 63 09 69 64 19 21
Bohvia 41 36 43 44 38 46
Bran! 00 10 30 20 07 19
Chile 60 41 19 52 36 07 Key:
Colombdia 20 6 37 05 14 32
Costs Rica 13 37 58 0s 41 71
Cubs 01 10 10 03 11 11
Domirmican Republic 05 02 02 16 23 24
Ecuador 25 25 61 76 24 238
€1 Ssivador 35 33 25 32 35 30 GDPP MVA
French Guiana 05 06 92 21 24 19 (Percentages)
Guadeloupe 00 17 47 0% 11 25
Guatema!a 32 38 53 26 35 54
Guyana 60 45 4 07 8s 21
Hat” 08 10 04 24 10 02
Hondurat 22 28 42 32 35 52
Jamaica 28 21 17 24 26 116
Martinique st 59 S50 20 19 21
Mexico 46 50 586 37 58 63
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growth for 1991 and projections for 1992 and 1993

GOP growth rates MVA growth rates GOP growth rates MVYA growtn rames
' ) {percentage) {percentage) (percentsge;
Regions countres and sress 1991 1992 1997 1991 1992 1993 Regrons. countnes and areas 1997 1992 1993 1597 1982 1990
Congo 25 32 59 06 29 44 Senegal 34 21 25 54 26 40
Cote d'ivorre -1 00 10 03 07 21 Seychelles 17 11 39 82 79 92
Dnbout” 3t 3t 20 44 40 237 Sierra Leone*® 20 39 02 13 12 03
Equatonal Gumnea® 53 07 -21 04 -19 43 Somaha® -30 -35 06 ..
Ethiopia” -46 10 10 -37 -16 15 Swaziland 32 47 11 61 64 72
Gabon 20 35 34 AU .. Togo*® -20 -1S 23 -19 -14 22
Gambia® 40 45 53 69 70 61 United Repubiic
Ghana 40 S50 40 69 93 69 of Tanzania® 25 21 29 12 28 31
Guinea” 35 20 25 29 25 26 Uganda® 16 30 10 28 64 -14
Guinea-Bissau® 14 18 26 -03 -07 -03 Zare” -03 -20 -11 -19 -39 --29
Kenya 35 40 45 58 60 64 Zambia® -08 08 04 -7% 16 33
Lesotho™ 54 62 41 . L. Zimbabwe 40 42 35 50 53 4S5
Libena® 32 13 -0 59 35 18
Madagascar” 03 -03 07 32 32 33 North Afnca 25 28 31 31 42 49
Nataw 78 53 st 52 60 64 Algena 05 04 20 Ou -08 04
Mal 05 07 1 67 32 55
Maunitamia® 25 14 22 66 63 64 Egypt 23 50 31 22 60 70
' X Libyan Arab Jamahinya 59 30 233 91 99 101
Mauntus 43 55 68 75 87 99
. Morocco 30 38 47 41 44 47
Mozambique 08 20 25 43 24 238 .
Nam Sudan i1 20 17 05 11 09
tna 1717 S : Tunisia 35 50 52 67 82 B84
Niger® 08 20 22 15 12 18 u - : :
Nigena 43 40 50 6t 70 80
Reunion 38 48 47 44 41 43 Western Asia 30 45 44 45 75 58
Rwanda“ -20 -30 -20 . S Bahrain -14 16 236 33 62 65
Sao Tome and Pnncipe” 06 08 -25 12 13 -13 Cyprus 43 36 62 44 40 68
{continuved on page 8)
EASTERN EUROPE
AND FORMER USSR
1991
CENTRALLY PLANNED
ASIA
79
as 76
WESTERN EUROPE
23
15 19 1901 1982 1983
07 S JAPAN
o 01 .8 43
20 28 28 5.7y
WESTERN ASIA 21 = .
1991 1992 1993 , ot G
78 CT = -
- 58 1991 1992 1983
493 45 4“4
a 5 E
3] . EAST AND SOUTH-EAST
NORTH AFRICA %, 2 3 ASIA, OCEANIA
901 1992 1963
2 L 04 ! 78
“2 "8 B y
.% INDIAN SUBCONTINENT
1901 1082 1903 80
1991

TROPICAL AFRICA

{Sub-Sahara)
4“
18 27 22 ox 27
B
1991 1992 1963

OTHER DEVELOPED
COUNTRIES
29 28
18
o W
ol
43

1991 1992 1993
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Table I.1. Regional and country estimates of GDP and MVA growth for 1991 and projections for 1992 and 1993
-
{continued)
GOP growth rzres MVA growth rates GOP growth rates MVA growth rates
ipercentage) (percontage) percentage) 1percntage)
Regrons. Countres and sreas 1991 1982 1980 1991 1992 193 Regeans. countnes and sress 1991 1992 1990 1997 1992 1993
Iran {Islarme Hong Kong 35 61 70 04 46 66
Repubic of) 60 S50 27 64 60 43 Indonesia 70 59 71 75 80 70
iraq ~300 -20 -10 -41 460 -263 Macau . R N
Jordan 10 v 32 -32 16 26 Malaysia 86 86 30 11.2 127 1S
Kuwart 80 67 '50 -50 76 122 New Caledonia 200 187 172 ~-09 18 236
Oman 50 70 114 L Papua New Guinea 93 5t 90 72 107 WS
Qatar 35 40 38 88 89 a1 Philippines ~01 25 41 22 30 50
- Saudy Arabia 71 65 50 88 87 A2 Reputiic of Korea 84 75 0 99 715 a0
Synan Arad Repubdlic 50 -20 o0 o A Samoa® -23 19 -10 21 04 -15
Turkey 15 26 51 22 52 65 Singapore 67 75 80 72 715 80
United Arab Emirates 75 80 40 101 105 87 Taiwan Province 70 72 70 79 10 72
Yemen* 76 46 68 a8 89 90 Thailand 79 70 67 101 088 84
incian Subcontinent 27 43 as 22 61 80 ;uumgu' T s 4 76 100 57
Atghanistan® 50 30 73 -21 21 65 Vanuatu® 34 29 34 134 134 134
Bangladesh” 36 41 46 7. R
Bhutan*® 80 102 76 40 60 080 Centraily planned Asia 68 79 76
inda 20 41 a5 15 60 =20 .
Myanmar® 55 50 41 47 45 60 China . 70 83 78
. Democratic People’s
Nepal 41 24 28 31 28 37 Republic of Korea 53 29 38
Pakistan 56 55 63 57 10 30 B ) : )
$n Lanka 48 60 51 is 75 80 Lao Peopie’s
— i i . . . : DemocraticRepubiic 6.1 59 6.2 120 59 19
East and South-East Asia. Mongotia -180-215-118 -261-250-150
Oceana 67 67 69 786 75 78 Viet Nam 38 12 35 A .
8runes Darussalam -31 03 15 -30 06 18
Fip 40 18 10 -70 50 43 *Least developed country
French Polynesia 0s 40 57 35 52 486 Note: Calculations are based on 1980 United States dollars figures.
Table I.2. Estimated share of industriai value added of developing countries in world total in 1975
projected shares for 1990 and 1993
- (Percentage)
Share of developing countries
X n workd tetal ) Average annual growth rates
Projected D ped O 0 O g
ISIC Branch of industry 1975 1990 1993 1975-1985 1985-1993  1975-1985 1965-1993
3 Manufactunng 116 145 169 23 1.1 49 49
N 311 Food manufacturing 145 16.6 19.2 19 04 36 29
. 313 Beverages 19.2 ”me 263 08 01 28 36
I\ 314 Tobacco manufactures 324 7 356 21 27 43 37
W 321 Textiles 186 25.1 316 02 -19 27 36
% 322 Wearing apparel 1.7 204 259 08 -21 44 59
323 Leather and tur products 180 321 392 -04 -31 45 41
324 Footwear. excl. rubber or plastic 187 308 399 05 -36 53 41
331 Wood and cork products 12.4 14.0 16.6 03 -01 20 37
N 332 Furniture and fixtures 99 101 110 17 13 a0 30
= 341 Paper and paper products 100 1.2 123 17 as 47 53
342 Pnnting 2nd publishing 87 65 68 40 33 29 44
351 Iindustnal chemicals 89 13.2 15.1 15 25 6.4 55
352 Other chemical products 155 16.3 172 kY] 36 50 5.7
353  Petroleum refineries 310 456 525 07 08 72 52
354 Misceilaneous petroleum and coal products 65 13.1 19.0 20 13 86 43
355 Rubber products 130 219 265 1.2 -0.6 59 60
356 Prastic prcductsnec. 8 142 157 58 41 74 57
361 Pottery. china and sarthenware 140 17.2 219 09 -08 25 47
382 Glass and giass products 113 141 16.7 15 1.4 45 44
369 Othar non-metalic mineral products 139 193 735 10 — 45 44
371 iron and steel 97 114 135 15 07 42 47
372 Non-ferrous metals 37 178 214 o8 18 71 78
381 Meta! products. excl. machinery 96 115 135 15 07 42 46
382 Non-electrical machinery 50 52 63 37 04 47 42
383 Electrical machinery 79 127 148 50 11 76 as
384 Transport equipment 77 90 102 32 13 58 45
385 Professionsl and scientific goods 26 41 48 37 46 88 85
390 Other manufactures 0nae 161 205 28 03 66 76
Sources UNIDO statistical database. estimates and forecasts by UNIDO/PPD /PP GLO
O scluding China
Binciuding Esstern Europe
Notes Projections and growth raies are based on defisfed nalions! Currencies converted o 1985 Linited Ststes dnilars
Growth rates are derived from 117 sample countnes 32 ped and 85" PIng” (Indusinal Statishics consohdated by UNIDO)
Ching and othar ceniraily planned Asian aconomas sre nol included in Ihe sample (Tha share in world 1s estimaled 1o amount 19 2 4 per cant «n 1990 for tofa
menufactunng,
ISIC - Internghiang! Standard Industniat Classiicatron of st Economic Ac.ivities (Revision 2)
!
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the low growth rate ¢ “ MVA for the region as a whole,
15 uf the 45 countries in Tropical Africa have registered
annual MV A growth of § per cent or more over the last
SIX vears.

In North Africa GDP growth declined from 2.6 per
~ent in 1990 to 2.5 per cent in 1951. In Western Asia it
feil from 4.0 per cent in 1990 to 3.0 per cent in 1991
Both regions were affected by the Persian Gulf war and
its aftermath. Some oil-exporting countries benefited
from the increase in oil prices in late 1990, but these
gains were generally not sufficient to offset their
contributions to pay for the war. The economic
disruption and war costs stratned government finances
and added to inflationary pressures. In Iraq and
Kuwait the direct effects of the war had a drastic
impact on production. In those countries that supplied
large numbers of workers to the two countries or had
significant trade with them. the loss of markets and
foreign carnings were also significant. In Iraq the
disruption of normal trade relations has continued in
compliance with the trade embargo imposed by the
United Nations. Some impetus to growth in the region
will result from spending in Kuwait on reconstruction.
Oil-producing countries have benefited from the
removal of fraqi oil from world markets. which has
been particularly important in supporting oil prices
during the downturn. UNIDO expects growth in North
Africa to improve in 1992 to 2.8 per cent and further in
1993 to 3.1 per cent. 'n Western Asia growth is
expected to be 4.5 per cent in 1992 and 4.4 per cent in
1993,

The rate of GDP growth in India fell from 4.7 per
cent in 1990 to 2 per cent in 1991. Among the factors
contributing to slower Indian growth were depressed
conditions in its export markets, particularly in the
former USSR, higher prices for oil imports during the
Persian Guif war, the foss in remittances from Indian
nationals working in Irag and Kuwait, and domestic
political uncertainties. The immediate cause of the
slow-down was the depletion of foreign exchange
reserves following the Persian Guif war. Import
restrictions met the immediate need to replenish
reserves, and a comprehensive stabilization and
restructuring programme to deal with underlying
problems and to position the economy for longer-term
growth was announced in July of 1991. MVA growth
fell from 8.0 per cent in 1990 to 1.5 per cent in 1991,
partly in response to the curb on imports as restricted
access to imported materials created manufacturing
bottlenecks. The restructuring programme announced
in July 1991 contains many measures that will
stimulate growth in the industrial sector, and are likely
to more than oftset the downsizing and closures that
will result from the government’s announced intention
to reduce subsidies to State-owned companies. UNIDO
expects GDP growth to gradually improve, reaching
4.1 per cent in 1992 and 4.5 per cent in 1993. The other
countries of the Indian Subcontinent generally
experienced medium to good growth in 1991, exceeding
4 per cent in all countries except Bangladesh. GDP in
Pakistan grew at a rate of 5.6 in 1991, which was up
from 5.3 per cent in 1990. UNIDO expects GDP
growth in Pakistan to rise to 5.5 per cent in 1992 and to
6.3 per cent in 1993.

Growth in East and South-East Asia fell only slightly
in 1991 from 7 per cent 1o 6.7 per cent. For four newly

industrializing countries (NICs).* namely Hong Kong.
Republic of Korea. Singapore and Taiwan Province
growth in 1991 was 7.1 per cent compared to 6.8 per
cent in 1990. The rate of growth increased in Hong
Kong and Taiwan Province, and fell in the Republic of
Korea and Singapore. Despite the recession in North
America, export growth for the four economies
combined was higher in 1991 than in 1990. The weaker
North American market was offset by increased
exports to China and the EEC. The NICs will benefit in
1992 and 1993 from continued strong growth in China
and recovery in North America. The main constraint
on short-run growth for all four economies will be the
need for action to curb inflation, which has increased
to nearly 8 per cent for the four economies combined.
UNIDO expects growth for the four economies to be
little changed from 1991, with 1992 growth >f 7.2 per
cent and 1993 growth of 7.1 per cent.

Indonesia. Malaysia and Thailand all grew by 7 per
cent or more. Growth was down in 1991 in Malays.a
and Thailand. but remained constant at 7 per cent in
Indonesia. More restrictive policies implemented to
counter rising inflation and growing current account
deficits held down growth, as did generally weaker
export markets. These policies are likely to continue in
all three countries in the short-run, but improved
export markets will help 1o maintain growth rates near
their current levels.

MVA growh in the region of East and South-East
Asia as a whole increased slightly from 7.7 per cent in
1990 to 7.8 per cent in 1991, defying cyclical downturns
in most of its major export markets. Increased
domestic demand and increased sales in the EEC and
China enabled the region to maintain strong MVA
growth despite the slower growth of exports to the
United States and Canada. For East and South-East
Asia as a whole UNIDO expects 1992 MVA growth to
be 7.5 per cent and to rise to 7.8 per cent in 1993.

Growth in China slowed to 3.9 per cent in 1989, but
has since climbed back toward the levels achieved in
the mid-1980s. In 1990 output growth was 4.7 per cent,
and rose 1o 7 per cent in 1991. Economic reform and
emphasis on international trade and international joint
ventures remain key elements in the development
strategy of China. This is reflected in the growth of
trade and the rapid growth of the non-State sector. The
Jatter sector, which comprises collectives and private
enterprises, including joint ventures between the State
and private or collective enterprises, has been growing
rapidly for more than a decade. In 1990 it accounted
for 64 per cent of GNP and employed 82 per cent of the
labour force. While the initial focus of the move to give
more play to market forces and non-State enterprises
was confined to agriculture, it has since been extended
to services and industry. In 1990, 46 per cent of gross
industrial output was accounted for by the non-State
sector. Higher global growth, and particularly more
rapid growth in its North America market. will
contribute to maintaining the momentum in export
growth in 1992 and 1993. UNIDO forecasts GDP

*The term "NICs" 1s used extensively to describe developing
cconomies. be they countries, provinces or areas, where there ha:
been particularly rapid industrial growth. It dnes nc’ imply any
pohtical division within the ranks of developing counines and s not
officially endorsed by UNIDO
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growth in China of %.3 per cent tn 1992 and 7.% per cent
m W3

The 28-sector disaggregation of MV A growth rates
broken down by all developed countries and all
developing countries for the J0-year period 1975-1985
and for the cight-vear period 1985-1993. 1s shown in
Table [.2.* This table also shows the shares of the
developing countries in  disaggregated and total
manufacturing for the years 1975, 1990 and. as forecast
by UNIDO. tor 1993. Official data are not available for
all countries for 1990. In those cases where official
estimates are not available, data from unofficial
sources or UNIDO estimates are used in the
aggregations.

The share of developing countries in world
manufacturing will be considerably higher in 1993 than
in 1990. UNIDO projects the share to be i16.9 per cent
in 1993. which is 2.4 full percentage points higher than
in 1990 (sce figure 1.2). This gain would nearly match
the 2.9 percentage point gain over the period from 1975
10 1990. The gain stems partly from the declining MVA
growth rates in the developed market economies. In
1991 MV A declined by 1.3 per cent for the group as a
whole. and according to the UNIDO forecast, MVA
growth will remain low in 1992, at 1.3 per cent. Evenin
1993. MV A growth in the developed market economies
is expected to lag behind growth in the developing
countries excluding China by 1.7 percentage puints.
But the main factor underlyving the increased MVA
share of the developed economies is the fall in MVA in
the economies of Eastern Europe and the former
USSR. Between 1990 and 1993 the cumulative MVA
decline in the region as forecast by UNIDO will be
nearly 50 per cent.

Based on UNIDO projections for 1993, the average
annual growth rate of manufacturing in the developing
countries, excluding China, will be 4.9 per cent during
the period from 1985 to 1993 which is the same growth
rate as in the earlier period from 1975 to 1985. Relative
10 the 1975-1985 period. growth during 1985 to 1993 is
forecast to be substantially higher (by | percentage
point or more) in six sectors: pottery, china and
carthenware (ISIC 361). wood and cork products (ISIC
331); printing and publishing (ISIC 342). wearing
apparel (ISIC 322). electrical machinery (ISIC 383);
and other manufactures (ISIC 390). Symmetrically,
growth will also be 1 percentage point or more slower
during the latter period in the following six sectors:
transport equipment (ISIC 384): footwear. excluding
rubber or plastic (ISIC 324). plastic products (not
clsewhere classified) (ISIC 356). petroleum refineries
(ISIC 353): iron and steel (ISIC 371); and miscellaneous
petroleum and coal products (ISIC 354).

The MVA share of developing countries already in
1990 exceeded 25 per cent of world output in five
sectors, namecly petroleum refineries (ISIC  353),
footwear, excluding rubber or plastic (ISIC 324) leather
and fur products (ISIC 323), tobacco manufactures

*The estimates shown in table 12 are based on a sampie of
countries for which rehable data are available for the years included
The sample includes 12 developed and 85 deseloping countries. The
sample does not reflect the situation in the centrally planned
economies of Asia, since MVA data are not avalable for these
countries over the penods convdered All of the reform economies of
Eastern Lurope and the former USSR are inciuded in the devele.ped
country category
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(ISIC 214) and textiles (ISIC 321). By 1993 developing
countries will also acconnt for 25 per cent of world
MVA in rubber products (ISIC 355). beverages (ISIC
313) and wearing apparel (ISIC 322), and over 20 per
cent in 13 of the 2% manufacturing sectors. Bevond
1993 the rate at which the share of developing countries
increases will slow markedly. By the year 2000 the
share of developing countries in world MVA s
expected to be about 17.5 per cent (see figure 1.3).

B. Medium-term outlook

This part of the Global Report is devoted to the
presentation of UNIDO medium-term projections on
world industry and to discussion of the major eco-
nomic trends on which UNIDO technical assumptions
are based. Medium-term forecasts for the 10 regions of
the world are summarized in table [.3. As to the
discussion of major economic trends, the Global Report
this vear will review some of the so-called *‘long-term
trends” in order to obtain some historical perspectives
for analysing ncar-term problems and solutions. This is
necessary for several reasons. There has been much
criticism of the exclusive focus on the short term in the
perceptions of private as well as public decision
makers. A long-run perception is a h "pful correction
to this. At the same time, the world economy has gone
through some fundamental but totally unanticipated
changes which demand an examination within a
broader historical context. It would not be too much of
an exaggeration to say that the 1990s resemble the
1890s more than they do the 1960s. This is confirmed as
much by the resurgence of anti-inflationary macro-
economic policies as well as the dominance of

Table L3. Medium-term projections, 1992-1997
(Average annual percentage growth rate)

Economic grouping

or region GDP MVA
World 34 31
Developed countries 32 35
North America 3.2 4.1
Western Europe 2.6 22
Japan 4.2 5.2
Other 2.6 20
Eastern Europe and
former USSR -21 -5.9
Developing countrics
(excluding China) 4.3 6.1
Latin America and the
Caribbean 31 2.6
Tropical Africa (including
sub-Saharan Africa) 27 39
North Africa s 5.1
Western Asia 33 6.1
Indian Subcontinent 5.0 6.7
East and South-East Asia 7.5 10.6
Centrally planncd Asis 7.8
Chins 8.0

Source: UNIDO database.
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monetary over fiscal policv. Recent trends in the
growth rate of overall output as well as of investment
and consumption in developed market econcmies can
be understood only in a historical perspective.

But important as a long-run perspective is. the past is
an imperfect guide to the present and an unreliable
pointer to the future. To be able to grasp the recent
changes there is also a need 10 be clear about the causal
influences which have led to the profound structural
changes of recent years. The perception as well as the
actual actions of economic policy makers are
important among these influences. Among the devel-
oped market economies the search for non-inflationary
growth continues, with the emphasis on the appropnate
rate of growth as against the content of the output
which is growing. One reflection of this is the
ambivalent attitude towards free trade. The prolonged
and as vet inconclusive negotiations in the Uruguay
Round of the General Agreement on Tariffs and Trade
(GATT) reflect the fear of ‘‘deindustrialization™
through international competition as much as the hope
that freer trade may provide the stimulus required to
avoid stagnation. Under the prevailing restrictive
growth policy, the balance between gains from inter-
national specialization and the loss from continuous
restructuring remains a delicate problem for many
developed arnd developing countries. [n the meantime,
deindustrialization in the least developed countries
continues unabated. The marginalization of the role of
these countries, as well as that of the former centrally
planned economies of Eastern Europe and the USSR,
in the world industrial economy requires an urgent
review of the historical process the world seems to be
erigaged in.

1. Is the world economy slowing down?

One of the assumptions which had a dampening
effect on the UNIDO medium-term perspective is
based on the statistical evidence of a long-term slow
down in the world economy, as shown in figure I.1. The
trend lines fitted against the respective group averages
in the last three decades show negative inclines
indicating a slow-down in the growth performance of
both developed and developing countries. The evidence
is contradictory as well as disconcerting, since the
initial regional UNIDO forecasts indicate a steady
recovery in industrialized countries and basic improve-
ments in the growth prospective for developing
countries as a whole. The generally positive short-term
projections presented in the previous section are
naturally influenced by signs of a cyclical uptirn in the
world economy. This time around, the cyclical impact
on developing countries has been much less than
expected, which UNIDO takes as an indirect but solid
‘ndication of the very structural change needed for
these countries to turn in a much better industrial
performance during the current decade than in the last.
This is particularly true for Latin American countries,
whose combined average growth rate is projected to be
at least double the average for the 1980s. Although
UNIDO foresees some inevitable adjustments in
growth tempo for the Asian and the South-East Asian
countries, they are expected to remain strong per-
formers, especially if regional industrial cooperation,

including China and other Asian centrally planned
economies, expands. India, which has embarked on a
bold new experiment, is rapidly gaining confidence as a
producer of internationally tradable manufactured
goods. And, with continuing support, the African
countries should complete the structural adjustment
prccesses needed to improve their future growth
performances.

All these promising regional trends for developing
countries. however, presuppose normal and trouble-
free growth in the advanced industrial countnes. The
traditional interdependency relationship between these
two groups of countries has been undergoing some
complicated changes in recent years [1). As already
indicated, one of the reasons why some developing
countries managed to escape negative growth during
the latest global recession was the forcible shift to
internal sources of growth achieved by these countries
during the difficult years of the 1980s. Yet the prospect
of slower growth in developed countries is still
unsettling. Slower growth means a further diminution
in investment profitability. Unemployment in the
advanced industrial countries will become larger than
the current 7 10 9 per cent, alienating a large portion of
the population and creating a permanent pool of the
unemployable. International competition in a slow-
moving world economy will become truly predatory
and adversarial. And countries trying to safeguard
their national interest will retreat increasingly, singly or
as a group, behind trade barriers.- All the while, the
industrialization prospects for developing countries
will suffer because trade and finance provide the
essential escape hatches for these countries from the
dual economic constraints of limited resources and
limited market size in introducing modern processing
technologies

But what is the cause of this Jong-term slow down in
the major industrialized countries? Economic trends,
once quantitatively discerned and statistically captured,
do not disappear easily, and the dismal trend towards
lower world growth is statistically obvious. Admittedly,
statistical findings are always open to interpretation.
Thus, some argue that declining growth rates,
particularly in the major industrialized countries, are
the result of exceptionally high growth between the
1960s and mid-1970s, and that a proper trend line
drawn without including this exceptional period of
growth should not show the worrisome negative incline
{2). Whether or not this explanation is accepted, the
argument certainly does not offer much comfort. It
also raises the basic question as to what made the 1960s
and early 1970s so exceptional, and why is the world
unable to recreaie those conditions. In fact, many
economists are convinced that, if an exception has to be
found, it more than likely resides in the low
performance record of the 1980s.

Studies abound purporting to show that in the mid-
1970s the world entered the downswing phase of a
long-term Kondratieff cycle. According to one
proponent, the first Kondratieff cycle or long wave
(1790-1851) dates back to the Industrial Revolution
which introduced steam power to the coal and textile
industries. The second cycle (1851-1896) brought with
it railways and the iron and steel industries, while the
third (1896-1948) saw the introduction of diesel and
electric power as well as the emergence of the basic
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chemicals and automobile ndustries. The current
tourth cvcle which began in 1948 was occasioned by the
discovery of polymers and ushered in the electronics
age. Since 1973, however. no major new industries have
emerged to sustain  the necessary technological
wnovatons [3). While the prease chronclogy of the
Kondratiefl waves may be open to dispute. the general
logic of a loag cvele of about 50 years is appealing. If it
were true. it would be expected that a Kondratieff wave
that began in the late 1940s should end and a new one
should begin sometime in the 1990s. If so. the evidence
of a slow-down in growth rates may be about to be
reversed. Given the impression of the chronology.
however. it 1s difficult to be either more precise or less
uncertain. Indeed there have already been predictions.
false as they turned out. during the 1980s of a long
upturn based on genetic engineering and biochemistry.
tibre optics and communications, new matenals and
mimaturization, as well as information processing.

Historicism has always had its fascination for the
economics profession. Both Marx and Schumpeter saw
what history had in store for the capitalist system and
promptly set owt to change the course of the system of
history as well. But with the advent of Kevnsian
ecanomics, there was an emerging confidence among
cconomists that business cycles, long or short, would
no longer be allowed to determine history. There were
counter-cychcal demand management policies to
smooth out the short cycle. For the long wave, since the
root cause was the bunching of innovations, it was
thought that continuing investment by corporations in
research and development (R and D) would allow a
smoothing-out of the innovation process as well. In this
matching of short and long cycles. monetary policy had
the task of providing a stable macroeconomic
framework within which structural change could take
place smoothly.

The quarter century following the Second World
War did fulfil this expectation to a large extent. There
was a steady stream of innovations from the corporate
R and D laboratories while the counter-cyclical policies
maintained a high level of employment. But in the
vears since the mid-1970s there has been a serious
reversal as innovations in the industrial sector have
slowed down, and those in the financial sector have
revolutiomzed the context of monetary policy. Global
financial markets with fully mobile capital have meant
that control over money supply is difficult. Each
country has become eager to attract the flow of capital
to itself even though it has meant offering high interest
rates and pushing a deflationary policy. In the 20 years
since the oil price crisis of 1973, the world has
witnessed three major recessions, the latest of which is
even now proving too stubborn te. overcome. Could it
be that the upsurge in finance innovation has retarded
the industrial innovation process, or is it a new
qualitative phase of the same process?

Ever since the days of David Ricardo, serious
economists concerned about the long-term future of
capitalist economies have been harbouring a constant
worry—that the economy will sooner or later attain a
stationary state—a level of per capita income that will
satiate the needs and wants of the average consumer,
and the resulting ‘‘underconsumption” and “‘over-
production’ will gradually undermine the profitability
of investment. Marx as well as Johr Stuart Mill had a
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vivid description of this  already  happening in
nincteenth-century England. Schumpeter emphasized
the need for continuous product innovation to
circumvent it, and Kevnes prescribed public spending
to postpone it. However, as Marx hinted, a stationary
state in the modern version can happen at any level of
employment or income. the essential features being no
new investment and no net savings. The declining
savings rate in the United States and in other major
industrialized countries has been quite conspicuous for
some time. And, as will be seen, the investment ratios
in these countries declined throughout the 1980s. To
modern-day ¢conomists who have been too busy *fine-
tuning™ to bring into balance investment and savings
that behave independently. such synchronized
behaviour between savings and invesiment is an apt
reminder that, notwithstanding Keynes' admonition.,
human beings do not live only in the short-run.

The classical doctrine postulating that in the long-
run savings cannot exceed investment. known as Say’s
Law. is hbased on the conviction that falling interest
rates would eliminate any temporary excess of savings
either by discouraging savings or by increasing invest-
ment, or by a combination of both. However, in an
economy where effective demand becomes insufficient.
investment would not increase. But savings would
decline to match it through falling interest rates, on the
one hand, and a decline of money wages and prices,
which bring a contraction in income, on the other. So
far no economist has scriously suggested that advanced
economies are currently suffering from the chronic
underconsumption characteristic of a stationary eco-
nomy. There are., however, many indications to the
contrary: for example, growth rates of prices and wages
in the production sector in the advanced countries have
long been declining. and the profitability of manu-
facturing has been low relative to its level in the 1960s.
Long-term investment has declined drastically. and
short-term investment is becoming more speculative in
rature. In some countries, the problem of deindustri-
alization, perceived or real. is becoming a serious issue.
And expansion in consumer demand, though supported
by credits and declining household savings, is
becoming more and more sluggish. Whether these
tendencies represent a passing phase of a long cycle or
symptoms of a stationary state remains a conjectural
question. This question, however, remains academic as
the world becomes more and more engrossed with
short-term price stabiliza.:on at the cost of long-term
growth and expansion.

2. End of inflation in advanced countries

Ever since the stressful period between 1973 and
1981 when oil-price-induced inflation reached double-
digit figures, the major industrial countries have kept
up their vigil against inflation. Currently, inflation in
the major industrialized countries is converging in the
range of 2 to 4 per cent, which is the same as the
average rate observed in the 1960s. Encouraged by this
development, many economists are predicting an era of
zero or extremely low inflation. The commitment of the
German Bundesbank to disciplining the German
economy 1o price increases of 2 per cent or less a year is
well-known. Many European countries, some seriously
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handicapped by persistent high unemplosy ment. are
now equally committed to low inflaton through the
European Exchange Rate Mechanmism and through
provisions tor the European monetary umon. In New
Zealand. the Government has not onlv made the
central bank independent. but has given 1t the task of
bringing inflation down to between zero and 2 per cent
a vear. In Canada. the Government backed the
decision ot the central bank to tighten money supply in
the face of imminent recession in order to bring down
inflation to an annual rate of 1.7 per cent. In Japan. an
unusually strong and independent stance taken by the
Governor of the central bank of Japan burst the
“bubble economy ™, bringing inflation down to 1.8 per
cent. In the United States. however. the Federal
Reserve Bank, which has lowered its discount rate in
several successive steps over the past two years. now
seems ready 1o step in again in the absence of strong
signs of & real economic recovery.

Many have come to believe that low or zero inflation
would actually assist growth by encouraging long-term
imvestments because the long term would not only be
easier o foresee. but the cost of borrowing money
would become cheaper by removing the inflation
premium which is frequently front-loaded. since the
exclusive focus on the short-term that plagues the
current economic scene is, in their view, nothing but
the product of inflation. On the other hand. monetary
theorists have long maintained that it is not so much
inflation as uncertainty which clouds the long-term
investment outlook. Such uncertainty is reflected in the
course of monetary policy, which leads to high interest
rates. This dispute has become largely academic,
because in the never-ending fight against inflation a
punishingly high interest rate has become an established
feature in major industrialized countries. As of now, if
real interest rates for any reason continue to stay higher
than the actual physical rate of return combined on
all investments within the country, something extra-
ordinary must happen. Theoretically at least. the
tollowing three courses of action are open to the
ecconomy to pay for the extra charges: the economy
either depletes its external reserves or incurs balance-
of-payments deficits; it reduces the traditional income
share of labour by either withholding real wage
increases or creating more unemployment: or it forces
the size of national investment to shrink until the
lowered GDP growth path no longer generates
inflation.

One of the perverse features of the world economy in
the 1980s has been the so-called “‘reverse flow of
capital” from developing to developed countries, which
incidentally was accomplished through real rather than
financial transfers. That the balance-of-payments
situation has deteriorated during the 1980s for every
major industrialized country, with the exception of
Japan, and finally including Germany, is by now a
well-established fact. The proof that the relative share
of income for labour has declined in these countries is
often reflected in the census data on income
distribution and in the increasing labour and social
unrest in these countries. Actual wage shares computed
from national accounts statistics show the following
changes between 1980 and 1989: United States, 60.4 to
60.3 per cent of GDP: Canada, 55.7 to §5.5 per cent;
United Kingdom. 59.7 to 55.6 per cent; Australia, 52.8

to 48.6 per cent: Germany, $7.0 to 52.4 per cent;
France. 56.1 to 51.6 per cent; Belgium, 60.0 to $2.1 per
ceat: and Japan. 54.3 to 55.2 per cent. The United
States remains one of the highest wage share countries,
reflecting the effort to maintain an employment level
during the 1980s largely through deficits in external
accounts and to some extent through the lowering of
real wages.* Countries that expanded their income
shares for labour during this period are those which
have had a relatively cheaper credit policy such as
Japan. Republic of Korea and other Asian NICs, as
well as those with surplus capital. like Bahrain.

According to the IMF. the total gross fixed
investment figure in Germany in 1992 is projected to be
smaller than the one observed in 1973 in real terms, and
it calculates the level of investment in Germany to have
shrunk at the annual compound rate of 0.6 per cent
during the past 20 vears [4]. The IMF relates a similar
story for the United Kingdom. where the absolute size
of total fixed investment in 1992 is projected to be
smaller than in 1973 after deducting price increases. In
boti cases. the primary reason for this is the restrained
pace of investment in these two countries during the
1980s. which could not make up for the two sharp
drops in investment during the 1973-1975 and 1981-
1982 periods of economic crisis. The situation in other
industrialized countries does not seem much better.
The IMF estimated average annual growth rates of
investment in other industrialized countries during the
same 2(-vear period are as follows: the United States,
0.6 per cent: Italy, 0.6 per cent: France. 0.9 per cent;
Japan, 2.3 per cent: and Canada. 4.8 per cent [4]. This
means that Canada would be the only country that
increased its investment-to-GDP ratio between 1973 to
1992.»*

A policy of high interest rates discourages a
country’s investment activities in general, but at a
particular cost to its long-term physical investments.
One result of this has been the decline in social
overhead capital investments in many advanced
industrialized countries in recent vears. Burdened with
huge debt service charges. public spending on
education has suffered a severe blow in many countries,
Policy-induced interest rate premiums also encourage
financial, rather than physical, investments, because
the total value of a country’s paper assets is more
sensitive to interesi rates than to the real physical rate
of return on investment. Financial mergers and
acquisitions, althnugh greatly abated. outnumbered
plant constructions in the 1980s. The boom and bust in
the property and financial markets in many advanced

*The unit labour costs in the United States increased at the
average annual rate of 7.5 per cent compared to the GDP deflator of
8.0 per cent and the consumer price index of 8.7 per cent between
1973 and 1992.

**This IMFE account can be objected to because of the use of the
projected 1992 investment figures. If the figures for 1989 (the last
year before the economic slow-downs) were used tnstead, every
country would have shown some increase in the absolute size of
investment over the last 20 years. However, national investment
ratios computed as the percentage share of GDP spent on gross fixed
capital formation in 1989 sull compare badly against those observed
0 1970. These ratios are, respectively: the United States. 17 710 1970
and 16.6 in 1989. France, 25.2 and 20.8; Japan, 355 and W09,
Canada, 21.2 and 22 2. Germany, 25.5 and 20.5; and the United
Kingdom, 18.9 and 19.6. The use of 1989 figures thus saves many
countries from the ignominy of an absolutely declining investment.
but only harely
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industrialized countries in recent yvears have been as
much the result of diverting the energy of the country
to financial. rather than physical, investment activities,
as the result of monetary stabilization policies.

If the world is slowing down, could the growth
process be restarted without paying for it in inflation?
According to the information compiled by The
Economisr |5} the consumer price level in the United
Kingdom had not increased for almost two hundred
and eighty years from 1661 until just before the
outbreak of the Second World War, with the notable
exceptions of the period of the Napoleonic Wars and of
the First World War and its immeciate aftermath up to
the Great Depression. Since 1933 (when prices were
some 10 per cent lower than in 1661). however,
consumer prices have risen by 4,000 per cent in the
United Kingdom and by 950 per cent in the United
States. Despite periodic recessions and depressions, the
United States economy is estimated to have expanded
rapidly between 1867 and 1913 at an annual compound
rate of up t0 4.3 per cent.* The United States economy
proceeded at a more sedate rate of 2.0 per cent
thereafter until 1938, mainly because of the one-time
loss during the Great Depression. This seems by no
means a bad performance record—with or without
inflation. The economy of the United Kingdom also
achieved substantial progress during this pre-infla-
tionary period: 2.4 per cent annual average growth
between 1870 and 1913, and a 1.0 per cent cumulative
average for the entire per.od of 1913-1938, which
includes the vears of the Great Depression. Growth
thus appears to have taken place in the absence of
inflation. However, it has also taken place in the
presence of inflation. The compound annual GDP
growth rates covering the period from 1950, when
conflict in Korea started, to 1989, before inflatior
began to come down, stand at 3.4 per cent for the
United States and 2.7 per cent for the United Kingdom.

Growth, therefore, takes place with or without
inflation, though it is arguable that inflation has
yielded a slightly higher growth rate over the past
40 vears. It is this coincidence of growth with inflation
which raises doubts regarding the feasibility, if not the
desirability, of non-inflationary growth. One reason for
this is the nature of consumption today as compared to
the nineteenth century. Unlike in the old days, growth
no longer takes the form of additional consumption of
identical items, but rather of the consumption of goods
in increased variety and of improved quality, the
substitution of new products for old, and the
consumption of higher quality services. In the high-
income countries, a typical family buys 3,000 or more
items in the course of a year in the form of specific
commodities and services. The number of varieties
produced and offered for each commodity is innumer-
able and has been constantly increasing. Price indices
are, however, purposely designed so that the introduc-
tion of new products or the disappearance of old ones
will have no effect. Thus, the introduction of goods
such as washing-machines, television sets, synthetic
fibres, personal computers and cellular phones, lighter
and cheaper construction materials, numerically

*These and other historical growth rates given here are based on
William Fellner, Trends and Cyeles in Economic Activity (New York,
Henry Holt and Company. 1956).

16

e - . —at

controlicd machines and industrial robots, has had no
effect upon the different price indices. This means that
a stable price level for the economy as a whole can be
obtained when higher-priced new products are
introduced only with a corresponding price decrease
for all the rest. Thus, as some activities grow, others
decay. But while this is always true in all changing
economies, there are special reasons why low
inflationary scenarios affect the industrial sectors more
adversely than the rest of the economy.

One important consideration is that, in the major
industrialized countries, more than one half of GDP is
usually generated in the tertiary sector, which provides
services rather than producing commodities, and the
price increase for services in these countries has been
consistently higher than the national average for
commodities and services combined ever since the
1950s. Thus, in spite of the general mobilization for the
conflict in Korea,. in the United States the prices of
commodities rose by only 6 per cent and the price index
for consumer durables actually declined by 3 per cent
between 1950 and 1960. On the other hand. the index
for medical care rose by more than 30 per cent, while
the price of services as a whole rose by 23 per cent {6].
The obvious implication of this is that unless the
general price level in the economy improves sufficiently
each vear, the country’s manufacturing sector, along
with its mining and agricultural sectors, will become
ever smaller. The current GDP share of manufacturing
in the United States is 19.2 per cent, compared to 28 per
cent in 1960. Since 1960, the agricultural share
(including fishery and forestry) in the United States has
declined from 4 to 2 per cent, and that for mining and
quarrying, from 2.9 to 1.9 per cent. On the other hand.
the GDP share for community, social and personal
services increased from 4.6 to 9.7 per cent. and the
share for financial and business services from 17.3 to
25.3 per cent. During the same 3!-year span, United
States GDP increased at the annual rate of 3.1 per cent,
with its manufacturing sector growing at 3.4 per cent
per annum. The reduced share for manufacturing
today is therefore due to lower prices for manufactured
products which have increased at 3.2 per cent per
annum while the general price level has been increasing
at 4.9 per cent per year. The share of manufacturing is
set to decline even in volume terms if the pressure for
stable prices is borne exclusively by the production
sector of the country.

3. Long-term prospects for developing countries

Are the prospects for avoiding slow growth any
better for developing market-economy countries?
Between 1980 and 1990, 71 out of 155 countries lost
income. The fact that ail 71 were developing market-
economy countries requires some comment later. But
the immediate question is why is there such a large and
persisting income gap between developed and devel-
oping countries?” Why is there such a heavy
concentration of low-income countries with few
middle-income ones? Broadly speaking there are four
factors, in particular the technology gap. degrees of
specialization, the importance of services, and the
consumption pattern.
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Technology gap. The income gap between devel-
oped and developing countries obviously stems from
the technology gap. Developing countries are late-
vomers and can enjoy “opportunities to catch up™.
Thes can pick and choose from a considerable range of
technologies already available without investing in
R and D. They can push up the rate of capital
formation faster because the widening and deepening
of capital would not bring diminishing returns.
Innovation by one firm does not have to be at the cost
of other firms in the same sector. For the same reason,
structural changes are much less painful because they
do not entail an extensive “‘restructuring” of the whole
economy—the virtuous circle of expansion proceeds
without a matching vicicus circle. This can be seen by a
comparison of the extensiveness of structural changes
undertaken by both developed and developing coun-
tries under the alternating economic circumstances of
the last two or three decades. Specifically, structural
changes in developing countries have always (except
during the period of the oil crisis) intensified during
cyclical upturns. However, in developed countries,
intensive structural changes were invariably related to
cconomic downturns, implying that they have been
more of a forced or defensive type of restructuring. The
intensity of structural change in the developing
countries as a whole, however, slowed down in the late
1980s, especially in those countries which achieved the
*“real” income status of $5,000 per year and above. This
signifies that these particular countries have reached
some sort of a limit in emulating the advanced
industrialized countries. Perhaps the “*high technology™
they have to import from those countries would now
require 2 minimum level of investment in their own
R and D.

Specialization. Another possibie reason for the big
chasm of income at the mid-$5,000 level is the
difference in the configuration of manufacturing
activities in developed and developing countries.
Figure 1.4 shows the retationship between the level of
per capita income and the index of industrial
specialization. A moving average line drawn across
shows a distinct hump, or rather, two U-shaped curves
overlapping the income range of $6,000 to $10,000—
one for developing and another for developed
countries. The index of industrial specialization
measures the dominance of a few industries over the
rest of the industries in the country.* Countries with
per capita income of less than, say, $600 tend to show
extreme industrial concentration simply because they
have a “monocultural” industrial structure. In most of
tkese countries, such as Burkina Faso, Burundi and
Togo, food-, beverage- and tobacco-processing indus-
tries are practically the only industries they possess
(notable exceptions are India, Pakistan and United
Republic of Tanzania).

At a higher level of income, countries start adding
different industries—from textiles and wearing apparel
to petroleum refining (a sign of the times?), non-
metallic mineral processing, metal favricating, iron and
steel, ron-industrial chemicals, industrial chemicals,
non-clectrical machinery, electrical machinery and
transport equipment. By the time a country attains a
per capita income of some $3,500 (GDP per capita in
1980 constant dollar), its industrial specialization index
drops to 10, meaning that the industrialization process
has reached a stage at which the country can produce

*See the technical note in the statistical annex to the present
Global Repor1.

Figure 1.4. Specialization and development, 1990
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vanious mdustrial products with a more or les full
complement  of  intermediate and capital goods
produced domesucally.*

At a ~ull higher level of income. however. the
spectalization mden seems 1o increase once more. with
the tood-processing sector gradually regaming  its
propunence. Forinstance. the respective shares of the
tood beverage- and tobacco-processing industry in
total MV A observed in 1989 were as follows: Hungary.
$ per cent. Republic of Korea. 12 per cent: Taiman
Province. 16 per ceat: Greece, 22 per cent: Cyprus,
24 per cent: and Israel. 29 per cent. This n a way
captures the exsence of the gualttative shift in industry
i these economies. The tood-processing industry in the
very fow-Income Countries consisis mainly of nulling
and prinding miils. slaughterbouses and dairy farms.
The tood industiy in the middle-income developing
countries produces an entirely  different range of
products—trozen.  packaged and prepared foods
individually wrapped and marketed under difterent
brands.

The prominent industries in developed countries are
non-clectrical machinery, transport eguipment. elec-
(rical machinery. metal processing. industrial chemicals.
printing and food processing. The industrial specializa-
tion index generally stays within the bounds of 10 to 15,
indicating the breadth of industrial activities carried
out in dereloped countries. Thus, although the
petroleum  refining industry exists in all developed
countries. ils position is mosth dwarfed by the
extensiseness of other industrial activities. Transport
equpment industry figures prominently in Canada. the
United States and Sweden. but comes only after non-
electrical machinery in haly and the United Kingdom.
and after clectrical and non-electrical machinery in
Germany and Japan. The high specialization index for
Lurembourg results from its concentratior n iron and
«teel and industrial chemicals, and that for Japan is due
1o clectrical and non-electrical machmery. The food
and beverage industry in Iceland contributes 34 per
cent. and that in Ireland 27 per cent. of total MVA.
Altogether. 1n 12 out of 21 developed countries
surseved. the food processing industry occupies cither
the first or second position of importance. and
generally  the industrial specialization index of the
country  moves up with the relative importance
accorded 1o the ftood industry,

To a2 certain cvent. 1t i not surprising to find that
tood processing remains an important activity in both
developing and developed countries. Their products.
however. ditfer vastly. in effect constituting different
industries. Other industries in de.cloped  countries
produce the same products, but with different input
requirements and difteremt processing technologies.
Furniture 1s made from steel. plastic. wood and glass,
and 1~ burnished. moulded. laminated and reintorced.
In addition. industries i descloped countries are more
Iikely 1o be verticalls integrated and produce 4 much
wider range of output. Transport cquipment and
clectrical machinery industries in developmg countries
with per capita meome of Jess than S2.000 consist
mamly of simple assembly shops using imported parts

*Sec the wonpicte Tist of industrial activities compited for ali
developing countres it Global Repord Jwer @] 1USIDO pubiration,
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and components to produce a Limited range of
products. The petroleum refineries in these countries
produce gasoline and tar. but not naphtha and other
petrochemicals. This picture changes drastically once
economies attain an income status beyond $2.000. as ]
Brazil. Malaysia and Mexico, and in NiCs such as the
Republic of Korea and Taiwan Province. However, the
distinction betw een these economics and the developed
economies still remains extensive in terms of product
range and processing technologies.

Services. Anotherimportant distinction ot develop-
ment involves the relative status of the services tndustry
in the economy. After examining the expenditure
patterns in |38 countries i 19%8. rescarchers found the
slope defining the relationship between the real share of
services to income *...cssentially flat”. oreven “slightly
negative™ [7]. A simple illustration using this flat
services-to-income relationship between. for example,
India and the United States. would lead to the
conclusion that at least 30 per cent of the U nited States
real GDP per capita of $18.339 observed in 1988 was
due to a higher price for services. which ttself was some
64 per cent higher than the international average.

Thie “inflated” price of services in advanced
\ndustrialized countries. however. often mcludes the
system-wide costs. which is not made explicit in
individual price comparisons. Nobody would object if
the cost of one kilowatt-hour of electricity supplied toa
home. or of a bus ride in town. is different 0 one
country. when in another. the electricity suppiy Is
constantly interrupted and the bus travels less
trequently. For that matter. a visit to the dentist in the
country with an uninterrupted electricity supply and a
frequent bus service might be that much more
worthwhile. especially i the dentist had the latest
dental equipment. Even when apples are compared
with apples. the price of an identical apple should differ
depending on whether time has to be spent inspecting
for signs of spotlage or not. Standardizing merchandise
with a strict grading system does not alter the quality of
the apple that is finally sclected, yet it changes the
quality of all the apples for every consumer. The
syslematic Overpricing of services in richer countries
will. therefore. largely disappear if an allowance
made to include those attributes which come with
different services in those countries.

In both advanced industrialized countries and
medium-income developing countries. services indus-
tries contribute some 50 per cent of GDP. However, in
the lower-income developing countries. much needs to
be done to expand the modern services scctor. No
economy can function without services industries such
av finance. communications. transport, retail and
wholesale trade. as well as medical care and cducaiton.
The linkages and complimentarities between different
production sectors are forged through these industries.
One reason why new industrial ventures in developing
countries often remain “enclaved™ is duc to this lack of
efficient ancillary services industries, The absence of an
efficient services sector also increases the unit cost of
Jabour in developing countriew despite the av aifability
of cheap labour.

One wnteresting development in this regard s that the
trend in advanced industrialized countries iy 1o stream-
hine the traditional manufacturing activities on the basis
of professional and functional specialization. Typical
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manutactunng lirms an those countriey have tradi-
nonally purchased protessional services tor finance,
msurance and advertising. But today. professional
sertices are sought tor plant layout and maintenance,
product design and its markeung. equipment lcasing
and tinancing. and even for employee relationships.
For deelopmg countries. the significance of these
changes 15 that the stripped version of manufactunng
activity can now be more eastly and more profitably
cramsterred to developing countries. as long as all the
professional an! commercial services required are
packaged and offered trom outside. The 1typical
example is the manufacturing of products in devel-
oping countries under vriginal equipment manufacturer
(OEM) contracts. Under such a contract. developing
countries perform the fabrication of products that have
been designed and engineered in an advanced
industrialized country by a manufacturer that markets
the entire output under its own brand name. Sporting
goods in Taiwan Province. rubber-soled shoes in the
Republic of Korea. wearing apparel in China and
India. clectronic products in Malaysia and houschold
appliances in Mexico are some of the more enduring
examples of such an international division of labour.

Consumption paitern.  One striking feature of the
current ncome distribution in the world is. however,
not so much its unevenness. as its “kinkedness”. When
all countries are listed according to ther “real™ per
capita income in ascending order. the number of
countries belonging to each strata of income suddenly
declines at about the mid-$5.000 level. only to emerge
again at the 310.000 level.* The only non-oil-exporting
developing countries or areas included in this S10.000
or higher income bracket are the two city-states of
Hong Kong and Singapore. and the Bahamas. Why is
there such an enormous discontinuity in “"real income™
1n the normal progression towards a higher standard of
hvng?

if the prospect of stagnation due to high interest
rates were real. it would remain currently a universal
problem. not limited to those countries which have
attained “real” GDP per capita approaching 36,000
m 198%. The list ncludes the following countries:
Hungars. Poland. Portugal. Republic of Korea,
Trinidad and Tobago, Uruguay and Veneczucla. The
group i an extremely heterogencous onc. One featurc
common to all these economies, however, is that they
have achieved a level of “real” income at which the
material content of the standard of hiving is surprisingly
rich in substance. Specifically. the consumption
standards in food. clothing and skelter, or the so-called
“hasic needs” goods, are fully met in these economies.
in the sense that they are equivalent to or better than
those observed in the high-income countries. At this
particular level of income, the average houszhold
possesses two radios. one television set and one
telephone. The average car ownerships in these
cconomies combined came close to one car for every
seven persons i 198K, Some of them support more
than one natisnal ssmphony orchestra and peaple go
v the movies more frequenthy ** Higher income in

*[n this pan of the discussion, “real per capita mc o me” refers o
snvome denominated i international pur.iiasng pow or parity (PPP)
ee \hpan, Hergeon The 7 8SSR betore the 1all how poor and
whe' The Jowrnai ot Feonomic Pessprotives. vol S, No difali j99h)

these cconomies would. theretore. reguire a wuch
bolder experiment with “materialism™ and “consumer
culture™ than they have hitherto attempted and accom-
modated. Having an additional television set might be
regarded as a simple comlort. Installing an additionat
telephone or becoming a two-car famils. however.,
requires changes in their traditonal family value
systems. Purchasing two suits a year might be regarded
as conspicuous consumption.  However, imported
luxun goods often serve as status symbuls.

If economic stagnation is viewed as resulting from
structural rigidities rather than from reaching an
ecological limit, then some cf the problems currently
afflicting developing countries can be seen as much the
same as those confronting developed countries. Some
developing countries have reached or are about to
reach a certain level of income at which the overall level
of consumption will not expand as rapidiy as before. In
the production field. they have become adept and
elficient in producing products which are already
designed and marketed in advanced industrialized
countrics. Creating conditions for their own innovation
and diffusion cycle might still take considerable time.
In terms of traditional technologics. the advantage of
“catching up~” has been more or less cxhausted. In
d=veloping countries. financial innovations have had a
miced effect on the real economy. Such nnovations
have made speculative investments attractive relative to
the more secure but smaller gains from real savings and
investment (plus hard work). But over many years the
course of inflation in these countries and the attempts
by successive Governmenis to repress it has led to
many distortions, chief among which have been a
disparity of interest rates between the “organized” and
the informal money market. diversion of funds inte
inflation-hedging activities such as real estate nvest-
ment and commadity stockpiling. There has been an
attempt more recently te rehaul public finances. to
mitigate the impact of financial repression and to
restructure the banking sector. As a result. short-term
rates have come down somewhat. even though they are
stili high.* Such high short-term rates continue to
direct funds into speculative activities that promise
high returns at the expense of real long-run grewth-
enhancing investment.

The prospects for growth in developing countries
thus remain sombre. While they have in no way
reached a stationary state. some of them may have
reached a plateau, and others face considerable
obstacles to further growth in trade and investment.

4. Marginalization of least developed countries

One of the most emotionally divisive issues facing
the world has been the great disparity tn income
between the world's rich and poor countries. There are
mans statistical indications that income distribution in
the [980s have become more skewed in favour of the
rich within developed as well as within developing
countries. Given the continming intercountry  dis-

*Retween 1990 and 1991, real interest rates fell from 9 St 5.9 per
cent in Chale, from 34 7 to §59 per cent in Meuco, Irom 474 e
22 per cent in Argenting, and from 12A 10 X9 per cent an the

Republic of Korea
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parities, this trend in intra~country income distribution
could make disparities in world income distribution
even more extreme.* The traditonal concept of
income distribution is, however, too static. Equity in a
democracy rests on opportunities for growth, and an
important consideration is mobility between income
groups.

Figure 1.5 shows the per capita income levels
observed in 1970, 1980 and 1990 in 1S5 market-
economy countries (all in 1980 constant dollars)—with
countries arranged in ascending order of income from
left vo right. Figure LS clearly displays the continuing
process of the so-called “catch-up” phenomenon by
some middle-income developing countries. The coun-
tries ranked roughly be*ween 50 and 130, and especially
those between 91 and 130, seem to have improved their
income levels substantially during the 1970s as well as
in the 1980s. One histoncal fact is that in each
downswing phase of the Kondratieff long waves, new
members joined the world indistnial centre. In the
downswing phase of the second cycle, the United
States, Germany., France and central and northem
European countries joined with the United Kingdom.
During the third cycle, Japan, Canada, Australia, New
Zealand, ltaly, Finland, the former USSR and some
Latin American countries joined the group. In the
current downswing phase, the new entrants are thought
to have consisted of the southern European countries,
the Asian NICs, and Brazl and Mexico.

Figure 1.5 also shows the impressive achievements
made by high-income countries, especially during the
1970s. However, the trend towards a “convergence of

*The " Gni-coefficients™ calculated on the basis of the per capita
income of 1S5 countries weighted by population size show this
worsening trend in world income distribution: 0.665 (1970). 0.650
(1975). 0.655 (1980). 0.689 (1985) and 0.704 (1990).

income™” observed during the 1950s and 1960s among
the high-income major industrialized countries seems
to have come to halt in the early 1970s. From 1890,
when the United States overtook the United Kingdom
in labour productivity, and from 1913, when its per
capita income surpassed that of the United Kingdom,
the United States had a higher level of per capita
income and labour productivity than any other major
industrialized country until the mid-1960s. The United
States lead in income widened between 1913 and 1950
because European and Japanese growth was adversely
affected by war. Since then, however, higher invest-
ment rates in the latter group of countries have
considerably reduced the gap between leader and
followers, and some have even managed to move ahead
not only in per capita income, but also in labour
productivity. As world trade expands, advantages in
terms of natural resources and large internal markets
become less significant, and the pace of diffusion of
technology accelerates with improved transmission
mechanisms.*

The most striking aspect of this picture of world
progress is that progress secems to have completely
eluded the world’s poor countries. In 1970, the group
of countries ranked 50 and below on the world income
distribution scale had a combined GDP of $315 billion
(all in 1980 constant dollars), with a total population of
1,207 million, yielding an average income of $261 per
person. Two decades later, the group of 50 poorest
countries in 1990 managed a combined GDP of
$521 billion, with a population of 1,650 million,
yielding an average income of $316 per person—a

*For a discussion of the convergence of income among the OECD
countries, see [8). It has been argued that the lack of income
convergence among countries may be explained in terms of human
capital (see chapter 11 of the present Glnbal Reporr).

Figure |5, income distribution among 155 market-economy countries, 1970, 1960 and 1990
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20.% per cent gain in two decades. Dismal though the
situation appears. this picture for the world's poorer
countries needs to be put in a proper perspective,
especially since the composition of the two groups of
the poorest countries is not identical. Thus, if the
progress made by the identical group of 50 poorest
countries in 1979 is traced, the group average shows
one of the highest rates of growth in the 1970s and the
highest in the 1980s among the four income groups.*

*The average growth rates of per capita income in the 1970s and
1980s were as follows. for the group of countries ranked 1 to 50 in
1970. 2.04 and 2.17 per cent per year: for the group of countries
Tanked 51 1o 90, 4.47 and 1.36 per cent per year: for the group ranked
91to 130. 2.41 and 0.12 per cent per year: and for the highest-income
group ranked 131 to 155, 2.27 and 2.03 per cent per year.

Figure 1.6 and table 1.4 show that the progress made
between 1970 and 1990 by some of the individual
lower-income countries has been quite impressive and
often spectacular, although only in relative terms.
Bhutan, the poorest country in 1970 with a per capita
income of $66. improved its income to $188 and moved
up the income ladder from first to eleventh place.
Maidives moved from third to forty-third place with a
351 per cent improvement in per capita income, from
$113 to $510. Lesotho moved {rom tenth to twenty-
fourth place, and nearly doubled its per capita income
from $164 to $296. The income of Yemen improved
from $252 to $591, moving its place from seveateenth
to forty-ninth. Indonesia more than doubled its
income from $306 to $728 and moved out of the list of

Tabic 1 4. Covatry sad arca income raak, 1970 sad 1990

Iacome rank Income rank [ncome rank
Cosatry Key 1970 1990 Cosatry Key 190 1990 Coustry Key 1970 1990
Algeria DZA 102 100  Guises-Bissas GNB 20 17  Pornegal PRT 104 111
Aagols AGO 82 41 Guyans GUY & 46 Puerto Rico PRI 126 124
Anguills ANL 33 105 Haiti HTT 11 15 Repubiic of Korea KOR 73 113
Aatigua ATG 91 99  Hoeduras HND S$S1 S0 Rewaioa REU 115 118
Argenting ARG 109 89  Hosg Kong HKG 118 133 Rwaada RWA ¢ 12
Avstralis AUS 145 140 Iceland ISL 141 149 Samos WSM 353 52
Asstris AUT 133 139 India IND 16 -4 Sa0 Tome asd Principe STP & 27
Bangiadesh BGD 8 14 1adonesis IDN 28 58 Saudi Arsbis SAU 13¥ 122
Barbados BRB 111 114 Iran, Isiamic Republicol IRN 1165 101 Seacgal SEN 4 47
Belgivm BEL 142 147 Irag IRQ 110 “ Scychelles sYC 97 i07
Belize BLZ a1 L L Irelasd IRL 127 128 Sicrra Lecee SLE 15 16
Benin BEN 3 2 Isened ISR 129 126 Singapore SGP 112 132
Bermuda BMU 149 146 luly ITA 130 1M Solomos Jslasds SLB 3§ 43
Bhuiss BTN 1 11 Jamaica JAM 9% 80 Somalia SOM 35 34
Bolivia BOL M 54 Japan JPN 131 141 South Africs ZAF 114 10
Botswans BWA 43 91 Jordésn JOR 67 o4 Spain ESP 128 25
Brazil BRA 87 93 Keaya KEN 32 & Sri Lanks LKA 14 32
British Virgia Islands vGB 121 1) Lebanoa LBN 106  J St. Kitts and Nevis KIT 61 86
Burkma Faso HVO 9 7  Lesotho LSO 10 24 St. Lucis LCA 8 T
Burvad: BDI 12 21 Liberia LBR 49 37 St. Vinceat and the
Cameroon CMR $6 SI Lidbyss Arab Jamabisiys LBY 139 125 Greaadines VCT 43 67
Canada CAN 136 142 Luxembourg LUX 152 152 Sudas SDN 7 k]
Cape Verde CPV 30 7 Madagascar MDG 39 23 Surisame SUR 95 ]
Central Afticen Repudlic CAF 36 23 Melawi MW1I 4 10 Swaziland SWZ 46 [
Chad TCLO 3 L Malsysis MYS 79 102 Sweden SWE 15¢ 153
Chile CHL 108 Ly Msidives MDV 3 & Switzeriand CHE 155 154
Colombia CCL 80 82 Mali MLI 13 19  Syrias Arsb Repwdlic SYR $7 78
Comoros COM 40 N Malts MLT 101 116 Taiwsn Proviace TWN 89 115
Congo COG 8 79  Martinique MTQ 120 127  Thailasd THA 41 T8
Costs Rica CRI 99 96  Mauritanis MRT 52 42 Togo TGO 338 M
Cdte d'Ivoire v s 62 Mauritivs MUS 6 9 Toaga TON 42 68
Cyprus CYP 113 121 Mesico MEX 107 103  Triidad ssd Tobago TTO 122 109
Deamark DNK 153 150 Mouatscrrat MSR 92 12 Tunisia TUN 75 87
Djibosti DJI 103 66  Morocco MAR 6 70 Turkey TUR 4 9
Dominica DMA 83 T2 Mozambique MOZ 22 2 Turks sod Caicos Islands TCA 359 61
Domiaxss Republic DOM 70 73  Mysamar BUR 7 6 Uganda UGA 28 9
Ecuador ECU 74 [ )] Namibia NAM 100 76 United Kisgdom GBR 138 137
Egypt EGY 24 56 Nepal NPL 5 4 United Republic of
El Salvader SLV 66 S5 Netherisnds NLD 148 143 Taazanis TIA 19 18
Equatorisl Guines ONQ « 3 Netheriands Antilles snd United States USA 150 145
Ethops ETH 2 1 Arubs ANT 125 119 United States Virgin
Fuiju Pl 94 94 New Caledonia NCL 144 138 fslands VIR 143 130
Finlasd FIN 137 144 New Zealand NZL 132 13 Uruguay URY 9 9§
France FRA 147 148 Nicaragua NIC 62 2 Vasustu VUT 90 74
French Polyaesia PYP 135 136 Niger NER 34 28 Venezucls VEN 123 110
Gabos GAB 124 106 Nigeria NGA 21 20 Yemes, goribern part YEM 17 &
Gambia GMB 27 ¥ Norwsy NOR 146 155 Yemen, southera part YMD 29 3
Germany, westers part DEU 151 151 Oman OMN 140 138 Yugoslavia YUG 108 108
Ghana GHA 4 3 Pshistan PAK 18 n Zaire ZAR 26 13
Greece GRC 119 117 Panama (excl. Consl Zone) PAN 93 1) Zambis MB 7 44
Cirensda GRE 60 3] Papuas New Guinea PNG 77 9 Zimbadbwe ZWE N 60
Gusdeloupe GLP 117 120 Paraguay PRY o4 mn
CGustemals GTM 76 (3] Perv PER 83 63
Guines GIN 3 38 Phiippines PHL 47 53
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1 Figure 1.6. Changes in income and MVA in different countries and areas, 1970 and 1990
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S pourest countries, from twenty-hith w0 fifts -eighth
place. anguilla had a 597 per cent increase In Ipcome.
from $371 to $2.587. and jumped trom thiets-third to
one-hundred-and-tifth place. Thailand improved its
income by 160 per cent from $46¥ to $1.221. Saint
Vincent and the Grenadines moved from forty -third to
srth-seventh place. with an income change from S48R
o $999. And Botswana. which improved its income
from $545 to $2.126. moved from forty-fifth to ninety-
tirst place.

Altogether. 29 out of the original 50 poorest
countries have made a positive gain in income. with 11
countries at least doubling their per capita income
during the 20-vear span, in spite of their higher-than-
average population growth rates. These include Egypt.
Indonesia. Thatland. Yemen. and such land-locked
countries as Bhutan. Botswana and Lesotho. and such
mall island countries as Anguilla. Maldives and Saint
Vincent and the Grenadines. Their above-average
pertormances resulted in [0 of the original 50 countries
advancing into the fifty-first and higher income ranks.
These were Indonesia. Egyvpt (24 10 56). Anguilla,
Thasland {31 1o 7%). Tonga (42 to 6¥). Saint Vincent
and the Grenadines. Swaziland (46 1o 69). Phiiippines
(47 10 53). Botswana and Cape Verde (50 to 57).

In spite of having had so many poor countries
putting up an excellent performance. the group average
for the world's poorest 50 countries did not improve
appreciably . firstly because some of the remaining
countries did not have any cconomic improvement at
all. and secondly because the better-performing
countries kept moving ot of the group. only to be
replaced by those previously higher-income countries
which had the misfortune of experiencing serious
economic problems. Surprisingly. 45 market-economy
countries suffered an absolutely declining per capita
income between 1970 and 1990, They were all
developing countries and included some of the more
unlikely candidates. such as Argentina and Saudi
Arabia. Out of a total of 45 countries. 3 made partial
recoveries during the 1980s (Angola. Comoros and
Guinea-Bissau). a hopeful sign that the set-backs
experienced in the [970s may have been temporary.
Fighteen countries suftered income losses for the first
ume during the difficult period of the 1980s, for various
reasons. including Saudi Arabia (low cenergy prices).
Argentina (the after-effects of the debt crists and low
prices for agricultural products). Peru (civil strife and
the international credit squeese) and others. However,
there were 24 other countries whose income levels
declined consecutively 1 the 1970s and 19808, Six of
them—Nicaragua, Sao Tome and Principe. Sencgal.
Somalia. Sudan and Zambia—eventually joined the
ranbs of the 50 poorest countries. The list of new
entrants to the poorest S0 1n 1990 was completed by
tour additional countries. Angola, Guyana, Honduras
and Lebanen.

The hist of countries that have lost income from 1970
to 1990 includes some of the world’s poorest. and their
Josses were staggeringly large. For example, the per
capita income of Mozambique dropped from $282 to
$137( 3% per cent). forcing the country to become the
second-poorest country in the world in 1990 (from the
posttion of twenty-second 1n 1970). Liberia suffered an
income loss of 26 per cent. from $536 to 5397, Chad.
/Zaire. Uganda, Madagascar. Benin. and Ghana all lost

between 25 and 50 per cent of their income during these
two decades. Those which lost between 3 and 25 per
cent of their income include Ethiopia. United Republic
of Tanzania (— 1} per cent). Guinea. Niger, Guinea-
Bissau. Central African Republic (—15 per cent).
Comoros (—21 per cent). and Mauritama (—11 per
cent). At least 11 of these countries suffered
consecutive declines for two decades. The excessive
concentration of sub-Saharan African countries in the
poorest group is remarkable. Of the 10 countries that
were poor in 1970 but escaped the ranks of the poorest
SO, only 3 were in sub-Saharan Africa—Botswana.
Cape Verde and Swaziland. On the other hand. 6 out of
the 10 which joined this rank during this period were
sub-Saharan African countries. Low ranks as such
would obviously be irrelevant if actual income were
rising everywhere, albeit at uneven rates. It iv the
decline in income—negative growth—in the poor
countries that is woreying.

What chance is there that some of these countries
will be abie to restart the growth process during the
1990s in order to move up one notch in the world
income scale? That the world ecoromy slowed down
considerably during the 1980s can be seen from the fact
that the number of countries suffering negative income
growth increased from 34 in th= 1970s to 71 in the
1980s. One consequence of this slow growth in the
1980s was a marked slow-down in “social mobility”
among the countries of the world. During the 1970s,
24 countries changed their relative income status
14 moved in and out of the poorest 50: 8 moved in and
out of the low-income 40: and 2 moved in and vut of
the middie-income 40. And in the 1980s. 20 countries
moved in or out of their respective income groups. 8 in
the group of the poorest 50: 6 in the group of the low-
income 40 and 6 in the middle-income group. This
means that the probability of escape for any country
belonging to the poorest 50 was much greater in the
1970s (.130) than in the 1980s (LOR0). And this in turn
implies that unless the world economy returns o the
growth rate of the [970s. 9 out of 10 of the current
50 poorest countries will be hopelessly stuck there at
least for another decade. The odds of such a happening
are 1 out of 7 under the conditions of the 1970s. If the
last two decades combined provide any guide. by the
vear 2010, 10 countries will move out of he pourest
group. and 2 of them will even achieve middle-income
status.*

The conventional internasional definition of poor is
anyone receiving less than $275 per year (in 17
dotlars). In 1990 there were 20 countries with a per
capita income of less than that figure. If income
distribution within these countries were as even {of
unesen) as those observed in advanced dumocracies,
the average income for the lowest population quintile
in the poor countries would not have exceeded $36.
There have been many theorics about the causes of
underdevelopment. The cconomic policy ads ice and
other "technical™ assistance extended to these poorest
countries by the international agencies and bilateral

oA Markos chain anzlyvs based on more detailed sransition
probability matnices, each constructed to cover a scquentialiy
extended fength of time. discloses a hrstorical tendency unce 1945
towards a less pd stratification among developing tountries The
datus guo of the world’s 21 richest countries femains. howeser.
unassailabie
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donors throughout the last two decades must amount
to billions of dollars. The continuing immiserization of
poor countries 15 as much an indictment against any
specific theory as against external “expertise™ in
general. The current international consensus s that
Governments in the poor countries have become much
too interventionist, expanding the public sector at the
cost of private initiatives. pursuing ambitious indus-
trialization projects at the cost of traditional agri-
culture, and generally replacing a well-functioning free
market with incompetent bureaucracy. Increasingly,
therefore, international aid is being ned to privatiza-
tion and liberalization of trade, and to human nights
and democratization. In many poor countries, how-
ever, democracy and the free market still remain the
ends rather than the means of economic development
(as was argued by the external experts in the 1960s and
1970s). Others have argued that what poor ccuntries
require first and foremost is political stability, which is
the essential precondition for economic development.
It is very difficult to maintain political stability and
practice democracy when the majority of the popula-
tion is desperately poor. Neither does the market
function properly if the majority of the people are
unable to participate in it because they lack effective
means to do so. If growth and equity are the primary
objectives of any democratically oriented economic
system, then helping poor countries to help themselves
in alleviating poverty represents the foremost task
which the world economic system must grapple with.

5. Collapse of the communist economic system

Economic trends obviously last only until they
change. However, a mid-course change in trends, often
accompanied by basic changes in policy or caused by
spectacular events in the world, is hard to define and
quantify before a sufficient time elapses. In recent
years, the collapse of central planning in the former
USSR and Eastern European countries unquestionably
constitutes such an event. Any attempt to analyse the
long-term economic consequences for the countries
involved as well as their politico-economic implications
for the rest of the world surely will take some time. One
basic question which remains unanswered is whether
these countries will really be aliowed to participate .n
the global scheme of things, not only as importers and
consumers, but as producers and exporters of
manufactured goods in any near future? In the current
debate, on the global economy, there is a tendency to
discount the industrial potential of the Eastern
European countries and the former USSR. It remains
to be seen whether such an assessment is valid, but. in
the meantime, an active helping hand should be
cxtended 1o the countries concerned before they also
become passive participants in the global economic
system. The immediate concern of the present
discussion, however, lies in something quite different,
namely the probable cause of the collapse of
communism.

The sudden and utter collapse of the economic
ssstem of the former USSR has been greeted in the
West as a tnumph for capitalism and as having
provided the empirnical evidence needed 1 piove the
superionity  of tne caprraliLi system. Such a view,
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though perhaps justified, ignores an important aspect
of this “wondrous™ event. namely. that the system,
long regarded as hostile 1o the western free market
economy, apparently decided to dissolve itself—on its
own volition and seemingly after exhausting its own
internal dyvnamics. but without direct prodding from
the outside. If it was indeed a spontaneous act, the
vindication of the capitalist system seen in it has no
validity until the actual cause of the collapse of
socialism is established. Orthodox economics always
maintained that replacing the market with planning
begets inefficiency. However, inefficiency has never
been used as an excuse to dissolve an empire before,
and Marx himself had no doubt as to the ruthless
efficiency of capitalism. An interesting question is,
therefore, did socialism reach a stationary state?

Persistent shortages of goods and long queues were
well-publicized features of the economy of the former
USSR. However, in 1985, when Mikhail Gorbachev
came 1o power, the level of per capita income in the
former USSR in terms of internationally comparable
prices is estimated to have been $6,266, or equivalent to
50 per cent of the United States figure of $12,532 [9].
This places the living standard in the USSR in that year
below the level of Spain but -onsiderably above that of
Portugal. Thus, either after queuing for a long time or
resorting to the black market, consumers in the former
USSR were able to purchase and consume in 1985, 0na
per capita basis, 62 kilograms of meat, 295 kilograms
of milk, 42 kilograms of sugar and 133 kilograms of
grain and bread. This means that per capita
consumption of food in the USSR was actually more
than comparable to the average observed among
OECD countries. For example, the per capita
consumption figures of the United Kingdom in that
particular year for the above-mentioned food items
were, respectively, 74, 141, 37 and 83 kilograms each.
The result was that in 1985, the average consumer in
the USSR had a daily calorie intake of 3,394 and a
protein intake of 105.6 grams each, while the cor-
responding United Kingdom figures were 3,218 and 88.
The average food intake was smaller in Portugal
(3,134 calories; 90.5 grams of protein) and in Turkey
(3,146 calories; 87.5 grams of protein), and drastically
lower in low-income developing countries.

Other than food, the available information on con-
sumption levels in the former USSR, is hard to come by.
The UNIDO database, however, discloses the following
comparisons. In 1985, the consumer in the former
USSR, on a per capita basis, smoked 1,412 cigarettes,
compared to the per capita figure of 2,221 in the EEC
countries as a whole. Again on a per capita basis, the
USSR consumers drank 2.4} litres of beer, while their
EEC counterparts consumed 9.12 litres. In that year,
the male population in the USSR bought, on average,
1.76 pairs of leathe shoes per person, while the average
for EEC countries was 1.11. Women in the USSR were
a little more frugal, purchasing only 1.62 pairs of
leather shoes per person. which still compared
favorably against the EEC average of 1.38 pairs. USSR
consumers in that year used 6.45 kilograms of cotton
varn per head. against the EEC figure of 3.90. USSR
consumers were. however, much more limited in terms
of woven fabrics, having had access to 397 square
metres of cellutosic fibre matenialy and 2.99 square
metres of non-ccllulosic fibre matcerials, against per




capita consumption of respectivelv, 7.74 and 17.52
square metres in EEC countries.

Living standards among countries ofter diverge
more sharply when comparisons are made in terms of
consumer durables. In 1985, there were enough auto-
mobites in the USSR to justify a figure of 36 passenger
cars per 1,000 persons, which included 5 new ones
acquired in that year. The EEC average in that year
was roughly 400 passenger cars per 1,000 inhabitants,
and 36 of them were newly produced models. The
USSR figures, however, still compare favorably with
lower-income OECD countries with respect to other
durable household goods. According to one estimate
based on data for 1970, the USSR *...compares no less
well with the United States in respect of stocks of
refrigerators and washing machines™ ([10], p. 35). In
1985, each houschold in the USSR had more than one
television set, which was not the case in Turkey,
Portugal, Greece and Ireland. During that year, USSR
consumers purchased, per 1,000 inhabitants, 35 new
television sets (against 48 for the EEC as a whole),
32 units of radios (against 31 for the EEC) and
15 vacuum cleaners (against 36 for the EEC).

Obviously, any economic system which did produce
such a variety of goods in such quantity for the average
consumer could not have had a terribly inefficient
production system. The results of the latest reappraisals
by Western economists were presented at a sympostum
held by the Amenican Economic Association and are
published in The Journal of Economic Perspectives [11].
For instance, it is commonly assumed that in the
socialist command economies, the lack of incentives to
managers and workers alike would undermine “‘tech-
nical efficiency™ at the enterprise level. This measures
the extent to which an enterprise performs against its
full potential. However, after comparing the results of
18 separate studies, one researcher concludes: **Clearly,
these results do not allow one to conclude that
technical efficiency is a particularly important problem
for centrally planned economies™ (12]. Especially
surprising is the result of comparing agricultural
productivity. According to one study, the average level
of technical efficiency in USSR agriculture is estimated
at 93 per cent, while it is 92 per cent in a sample of
countrics consisting of the United States, Canada and
Finland. In industry proper, research contrasts the
figure of 92.9 per cent estimated for cotton-refining
enterprises in the USSR against the technical efficiency
levels in 10 different industries in France which were in
the range of 71 to 94 per cent. The figure of 92.9 per
cent is quite acceptable even by the United States
standards.

If there was no discernible difference in performance
at the enterprise level, the suspicious finger points next
in the direction of inter-firm and intersectoral
allocative efficiency within the economy as a whole.
Again, it is commonly understood that a socialist
planned economy, being deprived of the unseen but
benevolent hand guiding resource allocation, tends to
produce wrong products or use wrong inpuls.
Although the above-mentioned study [11] refuses to
tackie the first problem, that of consumer versus
planner preference, it concludes that on the basis of
their revealed international trade patterns, the alloca-
tive efficiency in the use of production inputs in
Eavtern Europe and the former USSR, with the

exception of Poland, was h.gher than in the average
OECD country. The former USSR imported food in
exchange for oil because it had a relatively g yor climate
as well as cheap natural resources. The Eastern
European countries, each specializing in products in
which they excelled within the framework of now-
defunct Council for Mutual Economic Assistance
(CMEA), cxported semi-processed products to devel-
oped market economies and imported high-technology
items. There is enough evidence to show that the
changes in USSR trade over time have been consistent
with changes in the structure of domestic opportunity
costs which should exonerate some of the planners in
the former USSR for not performing as expected.

The President of the Russian Federation, returning
from a tour in the United States in the fall of 1989, was
impressed by the high living standard observed in the
United States: “Their supermarkets have 30,000
items™, he reported. His comment reveals the axiom
which is taken for granted in Western societies today
and was ignored in the socialist planned economies in
the past, that choice as well as abundance makes up
affluence, which in a sense provides a feeling of
security, as well as social and even spiritual comfort.
Traditionally, such a celebratory attitude towards
materialism is frowned upon in most societies. The
intellectual root of socialism is, of course, devoid of
spiritualism. Yet its emphasis on an egalitarian society
makes it generally immune to any form of consumer
culture. It has been said that in the former USSR
central planners were responsible for overseeing the
production and distribution of some 22,000 com-
modities and services. Any traveller to that country,
after the experience of witnessing its pervasive
monotony, would have no difficulty giving credence to
the story.

But could a system which imposed such a
monotonous existence on its consumers have an
income growth beyond a certain fixed level? Speci-
fically, what would have made GDP in the former
USSR move up continuously, once all 22,000 items of
commodities and services had been produced more or
less to the satisfaction of the planners? The obvious
solution is either to revise and expand the list of
commodities and services the society is deemed to
require, or to keep producing the same list of goods
and services more and more, in the belief that the
“attainment of plenty beyond need” will come only
with the advent of the prophesized communist state,
which may take an eternity. In this regard, it may not
be a mere coincidence that the economy of China
started to move ahead when its leaders made a startling
renunciation of the Maoist ethic of self-abnegation. An
economy producing a limitless quantity of grey tunics
obviously has limits to its growth. Between the two
waves of reform in China during the period 1988 to
1991, the growth in consumer spending siowed to halt.
The policy to encourage consumer spending again
prompted the Government to try a novel approach by
declaring 1991 as the "“year of quality, variety and
efficiency’’. Retail sales responded by an increase of
13.2 per cent to 940 billion yuan renminbi in 1991, and
increased at much the same rate in 1992. But the pent-
up demand in an economy still in the process of
introducing ‘‘consumer culture” is still enormous, and
is reflected in an individual savings figure which reached
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nearly 1200 ithon vuan renminbt (3224 billion) by
March 1992,

A swstem that was tolerably efficient 1n relative
termy, offening (after much yueuing) a limited variety
of products in adequate guantities. suddenly self-
destructed. The problem could have been not so much
the level of economic etficiency as its growth. There s
evidence that the rate of growth of total factor
productivity in the USSR slowed down from the
mid-1970s onwards. While a parallel experience of
stagflanion in the capitalist West led to a rejection of
tull employment and a swing towards orthodox
monetarist policies, no such perestroika (restructuring)
teok place in the USSR during the late 1970s or
carly 1980s_ especially t1a the context of the relentless
pressure of the arms race. and later the war in
Afghanistan. By 1955, the developed market economies
had bounced ovut of stagflation at the cost of wo
recesstons. There were many financial innovations
together with the adoption of new electronics and
communications technology. An internauonal division
of labour which abandoned the old fordist technoiogy
i favour of flextble and small batch production, just-
in-time imventories and global mobility of capital
sceking the largest return—all these features made for
the resurgence of capitalism.

The socialist countries did not undergo a similar
cconomic  reconstruction.  The Eastern European
countries in parallel with many developing countries
borrowed from Western commercial banks. which
recycled petrodollars at negative real interest rates in
the late 1970s. As real interest rates turned sharply
upwards with the advent of monetarist policies in the
West. a debt crisis hit the socialist countries as much as
it did the capitalist ones. It was then that the slow-
down in productivity growth and the lack of quality of
their manufacturing exports began to show up. In
order to service their debts, secialist countries had to
lower the real wages of their workers. This led to social
unrest in Poland and elsewhere. Attempts to reform the
economic system through political glasnosr (openness)
proved catastrophic. The system lost us orientation
and dminiegrated. China by contrast escaped the
rejection of its political system and has been able to
restructure its economic system without dissolving into
separate States.

6. Integration and fraginentation

The collapse of socialism in the countries of Eastern
Europe and the former USSR has led also to their
iragmentation into  scparate units. Although the
process is not vet complete. the emergence of the Raltic
States and other separate States of the former USSR,
the break-up of Yugoslavia into its constitueat parts
and the impending partition of Crechoslovakia are all
notew orthy. While all these divisive forces are in fu!)
swing in Eastern Lurope and the former USSR, the rest
of world secems 1o be coming increasingly together,
extending trade ties across and cven climinating
traditional borders. Only with its current membership,
the EEC forms a community of 360 million people,
people of not so different ethnic and cultural
backgroinds with similar political traditions and
CCONOMIC aspirations.
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This trend toward regional iniegration. however. not
only adds a new dimension to the existing framework
of international cooperation, but s also expected to
cause a large redistribution of industrial activities
within the region itself. A recent study of the EEC [13]
predicts a complete industrial restructuring within
Europe. Under no regional trade restrictions, Germany
will become practically the only European automobile-
producing country by virtue of its absolute advantage
in that particular industry. The German automobile
industry will expand its output by 159.9 per cent. and
both ltaly and the United Kingdom will lose their
respective automobile industries. On the other hand.
the Unuwed Kingdom will dominate the European
market for household apphances. increasing its market
share by 50.2 per cent. The United Kingdom and a
group of countries consisting of Belgium. Greece,
Portugal and Spain are expected to expand their iron
and steel industries by 37.7 per cent and 20.6 per cent.
respectively. at the cost of the existing steel industries in
other member countries. The unification of Zurope will
also affect the rest of the world. significantly altering
the sectoral distribution of industryv. The automobile
industries in Japan. on the one hand. and the United
States and Canada. on the other. will have to curtaii
their production by 5.6 and 9.1 per cent respeciively.
while boosting their output in household appliances.
shipbuilding and the iron and steel industry. Devel-
oping countries producing these items will also fare
well, especially in shipbuilding.

That any regional integration would necessitate a
massive industrial restructuring within the region as
well as worldwide is to be expected. The argument for
regional integration based on economies of scale in
production has. however, become increasingly uncon-
vincing. Would any regior. in the world ever seriously
contemplate forcing such a massive industrial restruc-
turing for the sake of a 3 to 5 per cent gain in the
combined GDP of the member countries over several
vears? Regional cooperation should therefore be seen
in its real defensive context. Discussion of regional
trade pacts often reflects the desire on the part of the
participating countries to alleviate through barter trade
or a regional payraents union the balance-of-payment
problems that have come to plague most countries of
the world. In such circumstances, a successful
conclusion of current GATT negotiations would notin
iself bring a halt to the trend towards bilateralism and
regionalism. until a more rational international
payments system 1s instituted.

The continuous failure so far to reach a new GATT
agreement basically reflects the uneasy feeling toward
foraible restructuring in a slow-moving world economy.
The orthodox proposition that countries benefit from
trade through international specialization becomes
mcanagless when the prospect of full employment
does not exist, and becomes invalid when world trade is
conducted on the basis of absolute rather than
comparat,ve advantage. without cver rcaching a
worldwide equilivrium in trade and payment balances.
Understandably, thercfore, there is now & sharp
disjuncture between theory and practice in the trade
policies of advanced countries. In the meantime. devel-
oping countries have becn converted en masse into
enthusiastic free traders and practitioners of doctrinaire
cconomic  liberalism.  The change of ideologicat



persuaston i the countries of bastern Europe abso
commuts them to juiang the ranks of the free traders.

Both groups of countries are underdeveloped—
meaning that they have more legitimate reasons tor
secking protection tor therr domestic industries from
toreign competition. However. it has become clear to
these countries that the best way to solve their
imdustrizhization  problem is to  persuade forsign
manutactursrs to render direct assistance. The promise
of a liberal trade regime happened to be an essential
condition for attracung toreign direct investment. The
reason for both groups of countries & remain
comerted is. therefore. their enduring hope for
atiracting foreign direct invesiments, rather than their
new found taith in free trade. However, tazre has so tar
been no significant fereign direct investment made in
the former USSR and the Eastern European countries
eveept for the former German Democraiic Republic.
Foreign direct investment in the countries of South and
South-East Asia has declined perceptibly in recent
vears and the reasons are not entirely of a short-term
cvelical nature Many of the new industiies they have
acquired in recent vears are ess=ntiady of an entrepot
type and therefore transient. In the long run. the only
way to indigenize these newly acquired incustries scems
te be through expanded regional trade and coopera-
tion. Unhike she countries of South and South-East
Asia. Latin American countries individually and
collectively possess large internal markets, and their
attraction for foreign investors would not be seriously
impaired even in the event of a breakdown in giobal
trade and cooperation.

There are at present two contradictory trends
characierizing th: current internaiional  economic
siatem. One is the continuing effort to maintain
orderliness in the global economy through the
harmonization of macroecoromic policies of different
countries and through the instiwtion of “fais competi-
tion” between countries. International cooperation
through this approach therefore involves countries
rather than individual industries directly. The other
trend is to climinate (within certain Limits} this two-tier
system of competition and cooperation by removing ur
redetimng national boundanes among a group of
physicaiiy  adjacent countries.  Although  the FEC
provides a striking example of such a process. the
question whether such an experiment can or should be
repeated on a continental or regional basis 1» being
actively examined in North America and South-East
Asia. and being raised in Latin America and even in
Africa.

As long as it is not purely defensive. the trend
towards regional or subregional cooperation involving
not oa'y the exchange of goods but a free movement of
factors ot production across national borders represents
one of the most exciting experiments injecling 3 new
wource of dynamism into an uthersise stale and
stagnant workd economy which s precccupied with
“natienal” productivity gains. Productivity worldwide
will improve af countries pool their resources and
combine their szparatz national markets to expioit
ceonomies of scale in production. Essentially, such an
evperiment i different forms and on a much-reduced
seale n proczeding aiong the border between and
United States and Menico, along the eastern and

southern coastlines of China. and Malaysia and islands
of Indonesia adjacent to Singapore.

A further factor reinforcing tiic terdency towards
regional rooperativn and integration 1s the emergence
uf a global finarcial market subsiantially independent
of national monetary policies. With the rapidly moving
flows of short term speculative financial capital as weli
as long-term direct investments, it is in the mnterest of
each economic entity to attract as much of this flow of
capital to itself as possible. In this context. large
economies with substantial markets and ample scope
for the free movement of factors of production enjoy
consid=1able relative advantage. They. in turn. have to
submit to the deflationary logic of global financial
markets but this is a price they are willing to pay.

The consequence of this development is an
increasing differentiation within these large economics
as well as in the world economy as a whole. There 15
a growing economic undeiclass of unemployable.
unskilled and deskiiled workers, together with the
persistence of backward regions caught in the vicious
circle of stagflation while the prosperous regions are
locked in a virtuous spiral of growth within the large
economies. On a worldwide scale, it is the richer
economies which are coming together in these large
associations. Developing countries. especially the least
deveioped ones, have been left out of this process.
Unless trade and payments systems are reformed witha
view to directing the flow of capital to these countries,
and affording them accass to the growing markets of
developed countries., recent developments in the
financial and industrial spheres can only reinforce
inequalities rather than overcome them. Faster growth
in 1he developed countries would also 1.elp. but it peeds
to be supplemented by fundamental reforms of the
tiade and payments system.

In conzlusion, though a prima facie case can be made
to prove the 2xistence of Kondratieff cycles. the current
slow-growth svadrome gripping the world economy
rests on policy failures. In reviewing the ¢ clining
growth rate of the world economy. UNIDO is
convinced that the basic problem lies not on the supply
side (involving, that is. the cost of natural resources,
capital and labour productivity, and technological
advances), but in the management of world aggregate
demand. and espezially in the difficuity of striking a
fine macroeconomic policy balance between countries
with different vconomic structures and policy orienta-
tions. and also in the extremely uncven and worsening
income distribution in the world. On the supply side,
there will be another substantial rcdistribution of
industrial activities in the world as a result of the
system change in the Eastern Europe and the former

1'SSR. combined with the approaching integration of
furope. The world will, however, probably remain
subject 10 & process of fragmentation. The woildwide
tendency to overproduce and underconsume 1s bound
to prolong global economic recessions, especially if
countries are unadle 1o capture sufficient shares of the
global market. Intense competition in the global
market, on the other hand, is encotraging enormous
invostment in excess capaciiies worldwide, through
continuous upgrading and relocation of production
facilities to gain an clusive competitive edge. thus
lowering protit margins. Therce arc already wigns thut
the hard-working habits of some of those Asian
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countries accused of producing and exporting (00
much may be changing. One beneficial aspect of Asian
industrial competition, often characterized as “'pre-
datory™ or “adversarial”, has been that the world did
enjoy a stream of new manufactured products at
reasonable prices. Many who take a kinder view of
humanity clzim that the structure of world politics as
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well as the system of economic interactions are shaped
by evolutionary learning. The countries of the world
now seem determined to take a break from such intense
international competition, and began a prolonged
pause for introspectior, both individually and as
groups, before facing the chailenges of global
industrialization in the next century.
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[I. Industrial prospects, productivity and policy issues
in major regions, with emphasis on human skills

“The West has grown rich. by comparison to
other economies, by allowing s economic
sector the autonomy to experiment in the
development of new and diverse products,
methods of manufacturing, modes of enterprise
organization. market relations. methods of
transportation and communication, and rela-
tions between capital and labour™ [1].

These words summarize the findings of eminent
rescarchers after having studied the history of
industrial development from the Middle Ages to the
19%0s. Experimentation and the search for the source
of wealth are proceeding with increasing intensity. The
countries of Eastern Europe and the former USSR are
abandoning central planning; China is adopting a
brand of “market socialism™; Western Europe is
creating the European Economic Area; the North
American Free Trade Area (NAFTA) seems to be a
fact; Latin American countries are pushing regional
integration movements; many African countries are
trving to formulate their own version of fundamental
reforms, with or without assistance from the World
Bank: and India is shifting from an inward- to an
outward-looking policy stance. In short. the whole
world 1s in a state of flux, with attempts being made to
redefine the industrial system so as to enhance
productivity—the ultimate source of wealth in the
long run.

The answers currently put forward are different from
those given at the start of the development experience
in the 1950s. Tt is no longer simply the accumulation of
physical capital, the rate of savings or the enhancement
of the capital-labour ratio that provide the key to
overcoming the productivity gap. Increasingly atten-
tion is turning to the human agency in economic life. It
s human skilly and training, the quality of social
relations within the enterprise, the subtle mix of
competition and cooperation between enterprises as
well as between the private and the public sector. and
the total institutional context within which production
takes place. that are emerging as the new areas to look
at.

Some of these developments in 10 major regions are
reviewed in the present chapter. The aim is to provide
an informed basis for both short- and fong-run
industrial pulicy decisions and strategies. The first part
of cach section reports on the short-run outlook of
industrial growth, and the second part provides
information on labour productivity and human skills
availabihty which may be useful in guessing what the

long-run performance of industry in each region will
be.

A salient issue which emerges from the comparative
reviews of industrial performance is that of produc-
tivity. Raising productivity in manufacturing does not
necessarily require natural resource endowments, but
investment in building institutions and human capabili-
ties (skills) in order to complement the accumulation of
physical capital. The dynamic growth experienced in
East Asia during the past two to three decades compels
observers and students to reconsider the existing
theories of wealth creation, resource endowments and
comparative advantage.* Much of the thrust of
changing perceptions comes from tie new roles of
technology in industrial production and in overcoming
the lack of natural resource endowments. Changing
theories and perceptions could help redirect the
attention of policy makers toward more fundamental
policy tools and privrities for industrialization than the
ones favoured in the past.

Institution-building activities taking place in major
regions of the world were reviewed in chapter IT of
Global Report 1991792 [2]. The theme of the present
chapter concerns the merits of building human
capabilities (skills in a broad sense of the term) as well
as the diversity of institutional arrangements for
education and training activities. The two elements—
namely. institutions and human skills—seem 1o go a
long way toward explaining interregional differences in
technical progress and hence industrial performance.

Figure 11.1 gives some broad comparative perspec-
tives on industrial performance between regions, 1t
depicts a labour productivity index (MVA per worker)
in manufacturing expressed as a proportion of the
North American level which equals 100. MVA values
are calcuiated in 1985 constant dollar terms for
computation of the index. The vear 1985 was one in
which the United States dollar was overvalued. and as
such the index may portray a distorted picture in
favour of North American labour productivity.
Nevertheless, the index presents a rough order of

*Recent efforts to revise the traditonal theories nclude Paul R
Krugman, Strareene Trade Poiics and the New Inmicrnational
I conomies (Cambrdge. Massachusetts, The MIT Press, 19%7), and
Grovanmr Dost, Keith Pavitt and Luc Socte. The Foonomics ot
Technical Chanee amd Internanenal Trade (Vondon, Harsester-
Wheatsheat, 1990) For the siespoints of politicl saientists on the
etie see Chalmers Johpson, Faura [andrea Tyvson and Jobn
Jasman. eds . Polies and Producnsin the Real Story ot Whe Jupan
Worky (New York, Ballinger Peblishing Compans, 1939}
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Figure IL1. Labour productivity index in manufacturing by region, 1963-1990*
{North Amenca 100}

Developed regions or couniries

13 q

1963 1988 1969 1972 1975 1978 1981 1964 1967 1990

Eastern Europe and the USSR

souece UNIDO database estimates and torecasts by UNIDO PPD GLO
*As a percentage of North Amerca

relative magnitude between regions. The distance
between the regional ine and the horzontal line of the
ceiing (100 per cent) could be regarded. broadly
speaking. as the technological gap viv-a-vns North
\mera.

Note that among developed regions. Japanese labour
productinity has been catching up with the North
Amercan levelat a fast pace—the fastent yet achieved.
In 1990, the gap between Japan and the United States
was o hittle over 25 percentage points, ssmbolizing a
remarkable gan compared to the productivity level of
1963, which was only a litle over 30 per cent of the
North Amenican Tevel, Next comes Western Furope,
although German productivity appears tar above the
regional average. Other developed countries include
Australia. New Zealand and South Afnca, with
relatinely Jower productivity levels compared to the
North Amencan standard.

Among developing regions, Western Asia accounts
tor about 40 per cent of the North American level, and
shows hittle progress in closing the gap. Laun America
and the Canibbean come neat, progressing from about
the 20 per cent level m 1963 to about 33 per cent in
19S5, but faihing thereatter. Bast and South-East Asia
started to chmb steadsly trom ¥ per cent of the North
Amenican fevel in 1963 1o the 19 per cent level in 1990,
Fropical Afnica showed o tendency of continuous
dechine throughout the 1970s and 1980s. The Indian
Subcontinent hovered around the 3 per cent lesel tihe
Jowest recorded) throughout the perinds covered.

30

—_—

T Y

T L} L T T v
1963 1986 1960 1972 1975 1978 1961 1984 1987 1980

Key:
——— Latin Amarica and the Caribbean

A clear warning sign is provided by the figure. which
reveals a productivity (or technology) gap that seems to
be widening between the highest achiever (North
America) and a region (Tropical Africa) lagging far
behind it. although surprisingly at a level above that of
the Indian Subcontnent. If this phenomenon is a valid
retlection of reality. then it poses a challenge that the
world industrial cconomy must contront. The possible
implications of such a challenge are considered 1n the
concluding section of this chapter.

A.  North America

1. Short-run outlook

The region appears to be cntering into a slow
recovery period in 1992, with an expected GDP and
MVA growth of 1.9 per cent and 2.0 per cent,
respectively. The vear 1993 s projected to reap o
3.6 per cent growth of GDP and 5.9 per cent growth of
MVA. These developments represent a reversal of the
recessionary phases experienced 1n 1990 and 1991,
when GDP grew by 0.9 per cent and 0% per cent,
respectivels (see figure 112 for GDP and MVA patterns
of growth mn recent vears and abvo for the pattern of
structural change in industry).

In 1991. MV A growth in the United States was 2.3
per cent—the first negative growth since 1985, The
hardest-hit sector was steel products € 10.0 per cent)

I A YU




P

=

-

\
Figure 11.2. Growth rates of GDP, MVA and manufacturing employment. 1986-1993, and industriat structural change,
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followed by metalworking equipment. —9.2 per cent:
motor vehicle and parts, —8.} per cent: and
construction matenials, —~4.5 per cent. Many product
items belonging to these categories were pretected by
voluntary export restraints. Without such protecticn.
the fail would have been greater. These subsectors are
expected 10 turn arcund from negative to positive
growth in 1992 following the general recovery of the
cconomy.

The major forces behind the turnaround have been
the robust growth of exports and slowly rising income
and consumption during the early period of 1992. In
1991 GDP contracted by 0.8 per cent, it is expected to

rise by 1.9 per cent ard 3.7 per cent in 1992 and 1993
respectively. Noteworthy is the fact that United States
exports of computers, peripherals and parts grew by
22.7 per cent to become the leading export items in
1991. Automotive vehicles, engines and parts were the
second most importznt category on the export list (see
table I1.1). In contrast to the 7.6 per cent export
growth, total United States imports grew only by
0.2 per cent. Merchandise trade deficits declined to
$62 billion in 1992 from $89 bilkios in 1990.

But the growth of consumption outpaced export
growth. Consumption expenditures rose to an annual
rate of 5.3 per cent in the first quarter of 1992 from

Table [LL. United States: exports and imperts of meschandise by
end-use categery in coustant dollars, 1990 and 1991

(Billions of 1987 doliars)
Perceatage
change
Exports and imports 1990 1991 1990-1991
Merchandise cxports
Foods, feeds and beverages 30.7 324 55
Industrial supplics and materials 90.1 95.8 6.3
Durable goods 313 325 s
Non-durable goods 588 633 1.6
Capital goods, except avtomotive 149.8 164.6 9.9
Civilian sircraft, engines and parts 283 309 92
Computers, peripherals and parts 339 41.6 227
Other 876 922 53
Automotive vehicles, engines and parts M0 365 714
Consumer goods (cxcluding avtomobiles) 393 40.7 3.6
Durable goods 218 21.6 0.5
Non-durable goods 178 19.2 719
Other 25.5 274 15
Durabie goods 128 13.7 70
Non-durable goods 12.8 13.7 7.0
Total 369.4 397.4 76
Merchandise imports
Foods, feeds and beverages 25.5 24.6 -3.5
Industrial supplies and materials
(excluding petroleum and products) 66.4 66.0 -0.6
Durable goods 326 314 -3.7
Non-durabie goods 338 U6 24
Petroleum and petroleum products 51.5 48.5 -5.8
Capital goods (excluding automobiles) 114.0 1225 15
Civilian aircraft, engines and parts 9.2 10.1 9.8
Computers, peripherals and parts 30.1 38.6 28.2
Other 74.8 738 -1.3
Automotive vehicles, engines and parts 7.1 75.0 -5.2
Consumer goods (excluding automobiles) 933 95.1 1.9
Durable goods 50.0 50.3 0.6
Non-durable goods 434 448 32
Other 28.6 28.2 -1.4
Durable goods 14.3 14.1 -1.4
Non-durable goods 14.3 14.1 -1.4
Total 458.5 4598 0.3
Other
Exports of agricultural products 354 358 11
Exports of non-agricuitural products 3340 361.6 8.3
Imports of non-petroleum products 407.0 4113 1.1

Source: Survey of Currert Business (Washington, D.C., Government Printing Office, March 1992),

p.12.
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average negatine figures in 1991, Whether consumers
wil! keep spending at a strong pace remains a question
because of debts built up in the past several years.

Business investment is not expected to add much to
the demand force because of uncertainties in sales in
the immediate future. However, the sector has been
drawing down inventories, and at the same time
through coniinuous restructuring has become leaner
and fttter in order to meet greater competition in future
(especially from abroad). Table 11.2 shows that
inventory cutbacks were concentrated in the last
quarter of 1990 and the first two quarters of 1991. The
return of the wholesale trade sector #ith a high rate of
imventory growth (14.7 per cent in the fourth quarter of
1991) seems to augur well for the future.

Furthermore, many blue-chip enterprises seem to
have completed restructunng, notably Bethlehem Steel,
DuPont. Kodak, Xerox ectc. The steel industry is
reported to have regained international competitive-
ness after vears of restructuring and adopling new
technology. However, General Motors 1s abeut to
begin its own restructuring. which is expected to have a
significant impact on other enterprises. It has also
announced a plan to eliminate 70.000 jobs and 21 plants
during the next several years.

Another negative force is expected to originate from
the need for restructuring the defence-related industries
(though a positive factor in the long-run owing to the

“peace dividend™). ““Arms procurement is expected to
drop to $50 biilion in the mid-1990s from the 1985 peak
of $126 billion™ [3]. How quickly the affected defence
industries could be transformed into civilian produc-
tion (and laid-off workers retrained and re-employed)
Temains uncertain.

Nevertheless, for 1992, defence expenditures are
expected to increase by $34 billion to $307.3 billion,
onc of the largest federal Government budget
increases. The total **fiscal push™ for 1992 amounts to
$152.4 billion in 1991. In the medium term, fiscal
pushes cannot be expected to play any important role
mainly because of the large federal budget deftcit, and
the expected peace dividend may not provide a
sufficient sum even to reduce the bulging debt burden.

2. Lomg-ran prespects

The prime long-run issue for industry in the region
appears to be that of competitiveness and productivity.
Table 11.3 offecs a2 comparison of labour productivity
between North America, Western Europe and Japan
by 28 subsectors. It should be noted that in spite of
heated dcbates on the crosion of United States
competitiveness, United States productivity has been
the highest and is expected to centinue to grow. On
average, North American manufacturing recorded

Table [1.2. United States: chonge in business inventeries by industry
in constant deflars, 1990 and 1991
(Billions of 1987 dollars)

Scasonally adjusted at anaual rates

1990 1991

Third Fourth First Second Third Fourth

Item quarter quarter quarter quarter quarter quarter

Farm 4.0 -55 -1.7 04 29 -1.6
Non-farm 9.9 -28.7 -311 -30.8 -2.8 9.2
Manofacturing sS4 -13.7 0.5 -14.2 -4.1 -11.4
Durable goods 4.0 -10.1 -78 -13.9 -4.0 -15.2

Noa-durabie goods 1.4 -3.6 8.2 -0.3 -0.1 3s.
Wholesale trade 25 c9 19 -13.7 -1.5 14.7
Durabie goods 44 -0.9 31 -13.1 -39 8.6
Non-durable goods -1.9 18 -1.1 -0.7 24 6.1
Mecrchant wholesalers 1.7 kX ] 35 -13.2 -3.0 16.5
Durable goods 4.7 0.6 24 -11.7 -52 9.7
Non-durable goods -3.0 3.2 1.1 -1.5 22 6.8
Non-merchant whoicsalers 0.9 -2.9 -1.6 -0.6 1.6 -1.8
Durable goods -0.3 -1.5 0.7 -1.4 1.3 -1.1
Non-durabie goods 1.1 -1.4 -22 oe 0.2 -0.7

Retsil trade 18 -8.9 -28.3 -30 6.2 7.2
Durabie goods 43 -12.4 -26.2 -1.4 18 -6.3
Aulomotive 5.7 -9.7 -21.8 -1.1 - -8.1
Other -0.9 -2.7 -4.7 -0.3 1.7 18
Non-durable goods -3.0 36 -21 -1.7 44 13.6
Other 0.2 -4.0 -5.2 0.2 -3.4 -1.3
Durabie goods -0.1 -39 -8.6 -2.2 -2.2 -0.6
Non-durable goods 0.3 -0.1 34 23 -1.2 -0.7
Change in business inveatories 13.9 -31.2 -328 -30.4 0.1 1.6

Source: Survey of Currens Business (Washingtion, D.C., Government Printing Office, March 1992), p.14.
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Table 113. Annual average growth rates of MVA per worker in North America, Japan and Western Furope, 1970.1991

North America Japan Westem fiumpe
Average ennual Average annval Average annual
1970 1991V growih rated’ 1970 191V growh mte¥/ 1970 190y growih rated/
Industry (dollars)¥ (percentage) (dollars)t/ (percentage) (dotiars ¥/ (percentage)

Food products 45 616 T2 40 22 17 599 18 660 342 19 M1 26 4} 146
Reverages 60 74 137 000 398 AN A9 870 48 3 646 41 875 1.50
“Yobacco products 82 669 393 000 M 24 4R2 108 000 132 56 294 90 914 PR}
Textiles 25 099 37789 1.96 14 096 27 150 a7 110 17217 212
Wearing apparel 20 655 25 62 1.06 9 630 14 414 1.94 10 08} 12 668 1.10
Leather and fur products 25 097 40478 230 16 960 24022 1.67 12 770 16 491 1.23
Footwear, excluding rubber

ar plastic (cotwear 22404 29 465 3 16 062 25 682 226 9053 11 837 1.29
Wood and cork products 25 28 37098 1.76 14 403 27994 k¥ 14 599 18 208 1.06
Pumilure and lixtures 25 942 n™ 1.04 1374 33294 429 12 74) 18 09 168
Paper and paper products 42278 As 193 339 U 646 54 268 383 16 496 »1m 29
Printing and publishing 9IM s71 1.81 2) 608 51881 382 17 218 29 167 254
Industrial chemicals n7”MNS 135 000 i 36 120 109 000 321 29 185 49 133 252
Other chemical products T2 152 142 000 328 47 942 148 000 LX) 22614 a8 037 2.51
Petraleum refineries 100 000 271 000 5.01 115 000 199 000 2.68 B4 505 121 000 1.712
Miscellaneous petroleum and

coal products 59 742 98 38 228 37 264 81 186 9 32 94 49 480 1.98
Ruhber products 42119 SIARS 1.14 20 367 43011 162 17 746 27 140 218
Plastic products n.e.c. M 672 48 032 156 19 592 38 003 k3| i6 859 27 104 2.29
Pottery, china and carthenware 27212 4] 763 2,08 13974 28 396 3A7 10 438 21038 39
Glass and glass products 41 RO 58 267 1.59 33 088 76972 39N 14 58¢ 25 6A8 2N
Other non-metallic mineral

products 41 740 57934 1.87 22 498 51932 4.06 1934 30 As0 2.24
Iroa and steel 40 6R7 68 170 249 M 108 84 NOR 439 19 (A9 4 W7 1.0%
Non-{ermous metah 43 538 66 6SA 2.05 3123 59 490 312 19 104 15 M4 )02
Mectal products a8 12 46 138 091 20933 40 778 32} 14 636 22 501 207
Non-electrical machinery 41 048 63 4R0 2.10 28 219 S1 481 346 16 381 26 600 2
Flectrical machinery 37 654 68 287 2.65 22 314 4% 122 319 13 076 27 828 1%
Transport equipment 43 53 ER R ) 251 27981 60 723 176 16 487 27592 24K
Professional and scientific

goods 46 927 7 618 242 16 471 3733 197 17 114 23 069 1.43
Other manufactures 30 869 829 1.9 16 617 38 202 4.04 14 716 20 159 1.56
All manufactunng 40 168 66 316 240 23 092 47038 334 17 167 27 269 L2

Source: UNIDO databasc.
2 Estimates.

Y Annual compounded growth rates.

&/ 1985 constant dollars.
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she 36 resimated m I98S prices) worth of value added
per worker i 991 This achievement compares with
$47 938 tor Japan and $27.269 tor Western Europe mn
the same ear. The figure for the western part of
Germany 1~ higher than the regional average at
AT

Noteworthy also 1s the fact that several subsectors in
Japan— namely. turniture and fixtures, other chemical
products. glass and glass products.and iron and steel—
recorded a higher MVA per worker than their North
Amercan counterparts in 1991 While productivity
gromth is a complex phenomenon with many causal
vartables. there seems to be 2 consensus among
analists on the importance of contingous long-run
innovations in the area of technology. factory
orgamzation and human skills. It would be particularly
interesting tor developing countries to carefully study
the Japanese process of catching up (see section B on
Japan tor some details).

Numerous books and articles are reporting research
results on the nsue. But a recent publicauon by the
Competitiveness Policy Council summarizes well the
major points (see box 111 The study emphasizes the
need o raise the level of savings and nvestment,
education and technology. as well as o improve
corporate governance. health care cosis and trade
pohcy .*

The authors of the report rightdy state that: “a
country is onls as competitive as its human resources™.
But the concept of human resources. though widely
accepted as a crucial vanable, is ditficalt to quantfy
and to relate o productivity gains in any  precise
manner. Nevertheless. it seems useful to study the
avarlzble iadicators of human resources. Table 1.4
provides some comparisons among industrial coun-
tres.

It 1= to be noted that the United States maintains the
highest level of mean years of schooling. Tertiary
graduates account for 13,5 per cent of the correspond-
ing age group. as compared with 12.4 per cent for
Japan and 7.6 per cent for Germany. However. the
number of scientists and technicians per L0 head of
population was only 55, compared with 110 for Japan
and N4 tor Germany. While there are problems of
defimmon, the difference seems to be consistent with
the alleged superiority f Japan and Germany in
production process technology. at least in certain lines
of assembly engineering. such as qualiy control
technigues and tleuble manutacturing systems.**

Avalable studies and cvidence would appear to
suggest that the human capital enploved in R and Din
the region evceeds that of other countries:

T he number of employed scientists and engineers
in the United States. at all degree levels, rose from
2.6 mullion o 1978 10 5.4 million in 1988, Of those,
more thar 300,000 are cmplosed 1n rescarch and
development. The latter number is twice the size of
Japan~ R and D workforce and is shghtly greater
than the combined totals of Tapan, West Germany,
I rance. and Great Britam™ [9].

Furthermore. the United States outperforms every
other countiy in the production of scientitic papers,

enee b BT e T and
vonee hov T2 on white volianizanon of Bluccollar worhor,n
Vagran

Nobe! Prize winners. breakthrough inventions ete. But.
when 1t comes to divenification of products and
Jdiftusion of rew processes. United States firms seem (o
be slower than Japanese enterprises. Part of the
problem has been often alleged to originate in the
motiration as well as the quality of werkers. Thurow
explicit in ascribing the root of the problem to
corporate organizations:

“If sustainable competitive advantage swirls
around workforce skills, Anglo-Savon firms have a
problem. Human resource management v not
traditionally seen as central to the competitive
survival of the firm in America or Great Britain.
Skill acquisition is an individual responsibility . and
business firms exist to beat wages down. Labour is
simply arother factor of production to be hired—
rented at the lowest possible cost—much as one buys
raw materials or equipment. Workers are not
members of the team. Adversanal labour-manage-
ment relations are part of the system™ ({10}, pp. 53-
M.

The Japanese corporate system contrasts with that
of the United States and the United Kingdom.
Continuous upgrading of the skills of blue-collar
workers on the job and letting them participate in some
decision-making mamnly characterize Japanese practices
(see section B on Japan).

Along with the issue »f industrial compettiveness,
foreign direct investment (especially from Japan) has
also emerged in recent years as a topic of intense
debate. The dramatic rise of Japanesz direct investment
in the United States (see table IL5) jolted many
observers into questioning its benefits to the region.
Views range from the “Japanese Trojan Horse thesis™.
according to which Japan is tryving to steal superior
United States technologies and markets. to the thesis
that the “best policy is free trade and investment™. The
debate is expected to continue and intensify as global
competition becomes even more severe.

To keep matters in perspective, it seems worthwhtle
noting the comments of Robert T. Kudrle atter
reviewing four books on foreign direct nvestment
IO [EYL{12) [ 13))

“Finally. experience abroad suggests that the
psychic bruises resulting from being visibly outper-
formed by foreigners in one’s own land need not be
permanent. Indecd. they can senve to stimulate
resirgence. This may stand as the most important
lesson of all as the United States confronts /e deti
Japonais ...

“Although cach of the four books reviewed sces
the situation ditferently, all recognize the intluy of
forcign firms as a significant but stll rather minor
part of & much larger cconomic drama. In particular,
all of the bouks agree that America™s main economic
problems are sull made in the United States.
Howeser kmnish the behaviour of some of ity
international competitors, domestic problems such
as the United States” unwillingness to pay for more
current consumption with taxation, its low savings
rate, and its inadequate system of training and
cducation imply not just continued, but increasng,
trouble in the vears zhead. Inflowing foreign direct
v estment’s various roles as messenger, menace asd
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Box li.1. Competitive Policy Council identifies six priority issues as challenges
for the United States in the 1990s

1. Saving and investment

The low levels of saving and investment in the United
States are clearly a major probiem. Competitiveness is
largely determined by national productivity. Produc-
tivity in turn depends on the stock and growth of
physicai capital as well as human capital, which
relates directly to education attainment and training,
and technology. which is driven critically by the ability
of a society to innovate and respond dynamically to
market opportunities. Hence national investment is
central. In turn, it is ultimately financed by national
savings. Capital can be borrowed from abroad but
only for a time and only with significant costs.
National investment and saving are thus crucial for
competitiveness.

2. Education

The Council telieves thar education reform is
another critical ingredient of any national competitive-
ness strategy. A country is only as competitive as its
human resources. Japan, the Republic of Korea and
other East Asian economies that have created the
most dramatic of the “"economic miracles” in the post-
Second-World-War period have done so importantly
on the strength of rapid improvement in the education
of their workforces.

By contrast, United States educational perform-
ance —particularly in the pre-kindergarten stage and
in primary and secondary schooling—is inadequate
by any conceivable standard. The test scores of
United States students have improved over the last
decade, but these gains no more than offset the
decline of the previous decade. Uniteu _.ates students
rank near the bottom on all recent international
comparisons, which include a number of developing
countries as well as other industrial countries. The
goal must be a restoration of globally competitive
performance by United States students by the year
2000.

3. Technology

Technology is the third area to which the Council
has aitached priority. The problem is not primarily at
the level of scientific invention. To be sure, other
countries are catching up to the United States on such
indicators as patent filings and Nobel Prize winners.
The United States need not be complacent on this
front any more than on the others, or one key area of
continuing United States ieadership could founder as
well.

The main problem at present, however, is in the
relatively mundane area of manufacturing processes,
where technological innovation is translated into
commercial success—the “development” part of
“research and development”. Research, development,
design and production, marketing and customer
service are essential elements in a competitive
manufacturing system. Neglect of any of these
elements renders the sysiem less efficient. No
scientist, no researcher, and no sales or service facility
can opergte in an effective manner without com-

munication and cooperation from all elements of the
system. Good engineering and design occur when
engineering speciglists benefit from input from those
who implement the science and from those who use
the technology.

4. Corporate governance and financial markets

The fourth priority area is corporate governance.
The Council believes that the responsibility for
improving United States productivity lies primarily
with United States industry and its workers, and that
industry’s ability to contribute effectively to a
competitiveness strategy is thus of utmost importance.
The competitiveness of a country ultimately rests on
the quality, performance and cost of goods and
services produced within its borders. This in turn
places heavy emphasis on the nature and per-
formance of the companies there (whatever the mix of
domestic and foreign ownership). The environment
set for them by government policy is of course critical
to these outcomes, but the fundamental achievement
of national productivity is largely up to the firms. Thus
their modus operandi is of central importance.

5. Heelth care costs

Expenditures for heaith care have risen from 7 to
8 per cent of United States GDP in 1970to 12to 13 per
cent today, and are projected to rise to 15 to 17 per
cent. on current policies and practices, by the year
2000. This would be roughly double the level in all
other industrial countries. The question is whether
such costs, which divert a large share of national
resources that could be used productively elsewhere,
are significantly undermining United States competi-
tiveness. They can do so in at least two ways: first, by
raising the total costs to corporations that pay for
health care for their workers and retirees (and thus the
prices of those companies’ products). especially for
manufacturing industries where these costs fall
particularly heavily; and secondly, by consuming
resources that might otherwise be deployed for
strengthening the infrastructure, supporting tech-
nology development, or improving education.

6. Trade policy

Trade is of course a central focus of the entire
competitiveness debate. Some observers in fact view
the trade balance as the best single proxy for the
United States competitive position, or even as
essentially defining the problem. The Council rejects
that view because it believes that the ultimate test of a
country’'s competitiveness is the standard of living of
its own population, to which external trade is a very
important but only one contributing factor. Moreover,
macroeconomic problems such as large budget
deficits can lead to trade deficits whatever the
underlying state of the country’s competitiveness.

Source: Competitiveness Policy Council, Building a
Competitive America: First Annual Report 1o the President
and Congress (Washington, D.C., March 1992), pp. 18-26.
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Table 1LA Selucted indicaters of human capital formation

in indvetrial countries, 1985-19%
R&D
Sciceti eats Expeaditore Tertiary
Meaa yesrs sad and on graduates
of schooling REiCH hnici R&aD (perceatage of
Economic grouping. (per 1.000 {per 1,000 (percentage corcespoading
region, cowatry Total Malke Femalke peopie) peopic) of GNP) age groep)
and srea 1990 1990 199 1985-1989 1965-19¢9 1985-19%0 1967-1990
Uwited States 123 12.1 125 55 - - 155
Canads 1211 123 1.9 177 3 14 143
Norway 11.6 1L$ 11.7 D1 49 - 235
France 1.6 113 11.7 3 50 - 12.1
Avstralia 115 116 1.4 50 33 - 114
Usited Kingdom 11.5 114 116 - - - 110
Germany 111 1.7 10.6 [ ] 37 28 16
Austns 111 1.7 10.5 il 19 13 3.7
Switzerland 111 s 10.7 202 39 28 26
Sweden 111 111 111 262 6.1 30 10.0
Japan 10.7 108 6 110 6.0 29 124
Belgium 10.7 107 10.3 - 37 1é 10.2
Finland 10.6 10.7 10.5 104 43 18 10.7
Netheriands 10.6 104 108 (1} 43 - 34
Deamark 104 1035 103 L 4] 49 - 1.7
New Zealaad 104 10.2 10.6 49 - - 70
Iseact 100 10.9 9.0 76 - - 5.1
Hungary 96 95 9.7 46 - 20 sS4
Crechoslovakia 8.9 95 | X - - - 42
Iceland 89 [ ] 90 . - -
Ireland 8.7 8.6 | B ] 21 1.0 9.2
Luxembourg 84 8.7 82 - - -
Poland 80 83 1.7 - . - 6.6
Romasia 18 83 74 - - 22
USSR 76 80 7.2 - .- 6.0
ltaly 73 14 7.3 ¥ 0 15 3.7
Bulgaria 70 7.6 64 - 27 6.4
Greece 69 7.3 6.5 43 0.1 03 53
Spain 68 10 6.5 36 0.7 5.6
Albania 6.3 74 5.1 - 1.7
Yugcslavia 6.2 70 54 42 22 0.1 45
Malta 6.1 64 59 0.1 - 21
Portugal 6.0 68 52 08 22
Aggregates
Developed countries 10.0 10.3 9.6 81 40 94
Developing countries 3.7 446 27 9 0.3 1.2
World 5.0 5.8 43 n 0.2 3.7
North Americs 123 12.1 124 87 - - 154
OECD 10.9 10.9 10.8 5] 39 28 1.3
European Community 98 9.9 9.6 . 31 . 8.0
Nordic countries 10.9 10.9 10.9 182 53 25 121
Southern Europe 6.8 72 6.5 58 14 1.3 4.3
Easters Europe snd
former USSR 17 8.1 72 56

Sowrce: United Nations Development Programme, Human Development Report 1992 (New York, Oxford University Press, 1992), table 31, p. 190.

saviour should not distract Americans from larger. if
more intractable, issues.”*

All told, the long-run outlook of industry in the
region appears good. There scems to be a broad
consensus among policy makers and enterprise
managers on the causes of productivity growth—
notably, raising levels of savings, invzstment, educa-
tion, technology and improving corporate governance
and trade policy. In arriving at such a consensus, the

*See Robert T, Kudrle. “Good fur the Ganders? forcign direct
savestment in the United States”. international Orgamyzation. vol 45,
No V(Summer 1991, p. 424

Japanese competition seems o have contributed by
awakening industries from complacency. The indus-
trial readjustment process can be observed in many
areas. In research, for instance, more than 250 R and D
consortiums have been created in the [980s. In
designing. cooperative and participatory **design-in"
has been arranged with parts suppliers, very much akin
to the Keiretsu practices. In production, partnerships
have been formed between manufacturer-assemblers
and parts suppliers etc. These new arrangements and
adjustments have been reported to be bearing fruit.
Furthermore. the region has an abundance of human
capital resources, although there seems to be room for
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Source Sunvey of Carrent Busiarss (Washington. D U . Goverament Printing Office. August. 199)

® Suppreased by Laited States Department of Commerce to avodd duclosure of ndivideal compeny data

mprovement. ospevally n secondarny education. The
growng recogntion that education and trainmyg must
P g hte-long proces v eapevtad to encourage greaer
yvestment in human capital tormation. The role of
government would be to butd intrastiucture in order
to eaploit shall externahties by imternalizing them. The
Genvernment can aho revke wmangraton poliae o
help solve probiems of shll shortage—an additonal
tool facking in other regrons.

A final pont to be obserned trom the industnal
fractions between the United States and Japan concerns
the “supremacy of manufactunng™ as a factor
technologtcal  progress. A high rate ol techmcal
progrss v andnputably cuorrelated with a flourshing
manutactunng sector. Moreover, a flournshing trather
than stagnant) mznutacturing sevtor s capabie ot
dittusing innovation not onh internalhy but abwo te the
wervices and agricultural sectors. This phenomenon N
evpectad to be even more pronounced with high tech-
nologies tfor example. clectromes and telecommunica-
tons).

B. Japan

1. Short-run outlook

recent sears and also tor the pattern of structural
change wmndustrv )

Bestdes. the ccononn has been suttenng treom fabuout
shortages (particularh an alled categones) lhe rate
of unemployment at around 23 percent hardiy
changed, the result of stable employment polictes ot
eaterpeines compared with those ot other developed
market coonomies. Steady  wages and salary bills
helped to support continuing growth ol prnate
comumpuon. [t s cvpected that 1992 willsee a ovehical
bottommg-out. with higher growth i 1993 (at 35 per
cent for GDP). This turnaround wiil be boosted by the
following factors: the lowenng of the dncount rate to
3.75 per cent (on 1 Apnl 1992) from a 4.3 per cent level
in the earlier penod: front-loading of goncrnment
cypenditures; and rsng kevels of export geners ted by
the recovers i the United States, Japan's pamary
trade partner.

Long-run prospects appear rather opltimistic, judging
from its past record of rapidly catching up with other
developed market economies particalarly the United
States. Technological upgrading. continuous accumula-

Table IL6 Growth rates of investment in plaat and
equipment in Japan, 1986-1991

All Non-

The slow-down of GDP growth in 1991 1o 4.6 per Year industries Manufacturing maenufactening

cent from 5.7 per cent in 1990 is expected to continue in

 from 3. ° per cent in T790 1 expeeted’ o~ 1985 08 -78 70
1992 with a forecast of 2.7 per cent growth. The stow- 1987 10.6 68 130
down has been accompanied by a decline of capital 1988 2.7 315 38
spending atter four _\c:?rsrnf continuous double-digut 1989 312 219 208
gm\\(hrq see table ll,blr talhing construction orden, a_nd 1990 129 185 923 :
enterprive  bankrupteies  resultng  from speculatine 1991 48 42 5.3 g

bubbles in the real estate and equity stock markets (see
figure 11.3 for GDP and MVA patterns of growth in
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Source: Economic Planning Agency of Japaa.

Table 11.18. MVA, mansfactering employment, labour prodwctivity and wages
in Western Exrope and selected countries, 1980-1998
(In constant 1985 dollars)

Manufactuning
MVA employment Labour Wage per
productivity worker
1980 1990 1980 1990
Country (milhon dollars) (thousand persons) 1980 1990 1980 1990
North America 1 055 150 1247 626 21 063 19043 50095 65412 20697 22675 !
' Japan 350 509 506 794 10 253 19 868 34 186 46 630 11823 15 573
(iermany. Federal
Republic of 191 604 262 988 7229 7231 26 505 36 370 13 325 14 910
United Kingdom 127 326 145 751 6 462 4757 19 704 30638 9617 12174
France 119 940 128 079 5103 4234 23112 30 253 15 801 18 804
Iraly 84 265 74 276 3330 2894 25 282 25 668 9488 10 249
German Democratic
Republic 76 600 48 324 2895 2932 26460 16 479 4378 5322
Spain 37516 39 200 2383 1839 1743 21319 7074 8 084
. Netherlands 20 597 28 407 945 96 21796 31353 12 673 13 435
Switzerland 23428 27 844 686 685 34 162 40 657 - ..
Sweden 22792 26 671 853 726 26720 36759 11 678 12 318
Relgium 18 281 20 868 868 721 20 061 28 942 10 508 12 563
- Yugosiavia 13 104 20 709 2106 2622 6222 7 897 2136 2218 . '
Austria 14 224 17 957 824 772 17 265 23272 10121 11 209 ’
Finland 13 014 12524 531 441 24 508 28389 10 800 13 627 '
Denmark 9814 11 758 381 391 25759 30 106 14 628 15 250 |
Ireland 4 950 8 254 228 194 22028 42525 9610 11 044 .
Norway 8 267 7 841 354 269 23389 29 189 14 089 15 504 i
Isracl 6 369 6 085 259 275 24 628 22093 13182 9 754 '
Circece 5919 $ 979 474 424 12 491 14 111 4872 6392
) Portugal 4433 5073 680 588 6516 8 635 2812 2 669 ,
‘ Luxembourg 785 1084 18 33 20797 33065 13 509 14 156
Iceland 631 483 28 29 22385 16821 11292 11 166
Malta 259 356 29 29 89S 12 289 4524 5 616

b —
Source: UNIDQO database.

‘Table 11.19. Number of patent applications
in EEC and 'selected indu-trially ndvanced
countries, 1980 and 1987

(ECT) (83 hillion) in 1992 to FCU 4.2 billion in 1997, - {

to shift priorities toward selected technologies closer to 7.

the market for cars, semiconductors and liguid crystal 4
v

A T —tt—— T T ow displays. and to regencrate industries through the
conom ) . Lo
mm;m"‘ num‘:' retraining of unemployed workers, the victims ol ' ]
- B ——— — huginese re rueliiring Drasra BUNCs. ’
L ' ,




1908 b 24 1908 1998 W 190t e 1999

industrial structural change
{index of valve added: 1980 = 100)

T
381 Key:
A3 372 /”2 Deflated prices of 1985
T e g = Average annual growth rate, 1980—1993
Q‘\ {percentage)

8 = Index of structural change, 1980-—1993

I1SIC code (industries):

N (Food products)
321,322 (Textiles)
323,324 (Leather)

36

33 {Wood and furniture)
356 31 34 {Paper and printing)
351,352 (Chemicals)
353, 354  (Petroleum and coat)
355 {Rubber products)
356 {Plastic products)
36 (Non-meta! mineral products)
395 3214322 3N {1ron and steet)
372 (Non-ferrous metals)
381 {Metal products) .
, 3534354 3234324 302 :g‘:"ﬂ*ﬂ"c‘::'r'nc:h"l"f‘r;;‘em
384 (Transport equipment)
3514352 33 e
34 s’ « 1990—-1993 forecast
| 1985-1990
9=3.19,0=1272 1980—-1985

'w-s‘-qny*.

Source UNIDO daiabase estimates and forecasts by UNIOO PPD GLO

R -5

l Table [1.20. Technology gap of Japan vis-d-vis the United States
- -
Least Less More
Technology progressive progressive Equal progressive
More advanced 1 technology: 9 technologies, 4 technologies,
salety of light- including: optical including: copiers;
waler nuclear fibres; industrial magnetic-levitated
reactors robots, fermenta- frains ;
tion; semiconductors;
! videodiscs
T Equal S technologies, 19 technologies, in- 4 technologies: laser
including: moving cluding: large-scale printers; srtificial
communication systems; computers; integrated hearts; earthquake
machine tools; circuits; optical prediction; construc-
automatic interpreters communicaiions; tion
sensors
less advanced 3 technologies: 24 technologies 11 technologics,
. CAD/CAM; including: space including: coal
- medical lasers; communications; liquefaction; extra-
seabed oil microcomputers; high voltage power;
production nuclear fusion; control of crop
- uranism ensichment; production ,
rockels; intragenic
recombination
Least advanced 1 technology: 2 technologies: 1 technology:
safety assessment resource exploration; medical R & D
of chemical civil airplanes
materials
4 : Source: White paper of Science and Technology Agency of Japan (1985). !

Norte. Vertical entries reflect Japan's present status; horizontal entrics reflect its future potential,

]
) L : Table 1121, Technology gap of Japan vis-d-vis Europe
AY ’
W Least Less More Most
\ Technology progressive progressive Equal progressive progressive

Mot advanced 2 technologies: 2 technologies: 3 technologues,
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uon of human capual as well as “institutional
capital™.® all bode well for the future. However.
increasing frictions (that is. trade and investment
disputes) with its trading partners pose a daunting
challenge for policy makers in Japan, as well as in the
United States and EEC. The immediate cause for
concern anses from the limitation of exchange rate
policy as a means of correcting trade imbalances in
favour of Japan. The mounting imbalances threaten
full-scale protectionism against Japanese goods.

A more profound challenge lies in the disputes over
the basic differences in market and non-market
institutions and their functions between trade partners.
A glaring example is given by the issue of whether the
Japanese Keiretsu system is a2 competition-hindering
device as the United States claims, or an efficiency-
augmeniing institution as the Japanese insist. Whether
the dispute can be overcome through compromise.
along the lines of a recent proposal*® remains to be
seen.

Al any rate, despite the disputes among industrial
countrics, an intriguing question remains: whether the
Japanese ways of producing and selling offer a model
to developing countries as well as to the newly
independent States of the former USSR and the
countries of Eastern Europe.*** Some recent arguments
are reviewed in the latter part of this section on Japan.

In the short-run. robust pump-priming is most likely
to comc from the speeding-up of public expenditures
(sce table I1.7). According to the national emergency
plan. 75 per cent of the total 1992 budget will be spent
during the first half of the vear. The leading public
works would include road improvement. flood control,
social infrastructure (for example, energy. gas and
communications), agricultural infrastructure etc. These
and other supplementary emergency measures are
expected to push up GNP growth by approximately
one percentage point.

*The tcrm refers 1o investing money. lime. efforts and ingenuity to
create nrgamizational arrangements at the firm, industry and national
levels in arder 1o enhance the productivity of both labour and caputal
in an cconomy. Japanese inventions include the Keiretsu system,
Just-1n-time Inventory management. lifetime employment. concensus-
building in decision-making, teamwork or “groupism™, general
trading compamies etc.

**Morita [14) proposes the following sct of steps that Japanese
companies should take:

“Manufacturing more products locally in the United States—
reducing exports from Japan and creating high-quality jobs for
American workers,

Discorering and descloping more parts and components suppliers
among American companies in the United Siates;

Augmenting American “"human capital™ by tramning workers in
the most advanced aspects of Japanese production processes and by
pursuing advanced R & D locally:

Building business partnerships with like-minded United States
corporations. including technology exchanges and transfers;

Practicing “"borderless’ policies within Japanese corporations—
internationalizing management as much as possible and offering
equal training and promotional opportunities to all employees:

Participating fully as “"corporate citizens™ in community activities
and philanthropic endeavours in the United States. with special
attention (o supporting cducation. skills training, and scientific
rescarch:

Working to reduce trade-related imbalances by idenufying
high-yuality companies and products in the United States that can be
mtroduced (o the Japanese market.”

*%¢[t has been reported that the World Bank has launched an in-
depth study project analysing Sapan and the Asian NICs with a view
to extracting lessons for possibie application in least developed and
other developing economies.
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Furthermore, private consemption has been growing.,
unlike investment. at over 5 per cent anaualiy (6.2 per
cent in 1990, 5.6 per cent in 1991, and 5.1 per cent
forecast for 1992). The unemployment rate was only
2.1 per cent in 1991, tantamount to full employment,
refiecting the reluctance of Japanese firms to curtail
employment as a short-run cost adjustment when sales
decline temporarnily. Inventory adjustment is expected
to be quick thanks to the inventory-saving (just-in-
time) technology pervasive in Japanese inGustries. The
stable contribution of growth in the service sector adds
t2 the steady record of growth.

The lower interest rate would also add force to
recovery by siimulating private demand for housing
and construciicn as well as related manufacturing
(including construction materials such as cement. steel,
veneer, bricks, glass and househeld appliances). For
the industrial sector as a whole, a 2.0 per cent growth is
projected for 1992 and 59 per cent for 1993. The
growth-leading subsectors will include, in broad
categoriss, chemicals, non-ferrous metals and electrical
machinery (see table 11.8). Using a more detailed
classification, the growth leaders will include robots,
integrated circuits, computers and related equipment,
mobile telephones etc. (see table I1.9). The lagging
subsectors are textiles, petroleum and coal products,
iron and steel etc., in which Japan has been losing
comparative advantage.

With regard to external demand. recovery in the
United States, though sluggish, would stimulate
recovery in Japan. However, an undesirable conse-
quence would be a further increase in the Japanese
trade surplus, particularly vis-a-vis the United States.
Regardless of whether there has been a slow-down or
acceleration of the global economy and trade, Japan
has been amassing trade surpluses continuously since
1981, though at a declining pace up to 1990 after the
1987 peak year, when a $96 billion surplus was
recorded. In 1991, however, the surplus bounced back
to $103.3 billion from $63.5 billion in the previous
year. The soaring surplus partly reflects the falling
price of raw materials, particularly oil, which Japan
heavily imports. Nevertheless, the persistent surpluses
tend to exacerbate trade frictions and inflame disputes
between Japan and its major trading partners.

Attempts to solve trade imbalances have taken
various forms. Appeals for cooperation in macro-
economic management represent one form, usually on
the occasion of summit conferences of the Group of
Seven major industrialized countries. and the *'struc-
tural impediment initiative™ represents another, though
the latter offers only a bilateral forum between the
United States and Japan. To date, both approaches
(and all others) have failed to produce any progress
with regard to the trade imbalances. Apparently deep-
seated, long-run structural factors, such as differences
in the speed of productivity growth and technological
capabilities, seem responsible for the persistent trade
imbalances.

2. Long-run prospects

Japan has been rapidly catching up with the other
OECD countries during the twentieth century.
Assuming the pace remains constant, it is likely that




Table IL7. General sccount expenditures of Japas, 19911992/

Percentage Percentage

change change
Item 1991 19922/ 199C-199 199:-1992
Socis} security
Public assistance 1018.2 10613 -3.1 42
Social welfare 26340 28188 11 70
Social insurance 76464 78884 6.1 3.2 R .
Health services 600.5 8411 69 63 !
Unemployment compensation 297.1 321.7 59 103 :
Total. A 121962 127313 5.6 44
Education and science
Compulsory educstion 27684 27263 48 -1.5
Transier to school sccount 13048 13796 32 5.7
Science snd technology promotios 499.1 5478 53 98
Schoo!l facilities 2544 2Nn9 4.1 6.9
School aid 6495 668.8 -0.1 30
Student loans 86.5 88.9 33 28
Total. B 5562.7 56834 38 22
Public works
Erosion and flood control 11473 14158 55 234
Road improvement 1900.1 22894 6.2 20.5
Harbours and airports 5450 645.0 58 20.0
Housing 974.7 930.8 4.7 -4.5
Social infrastructure 10345 1 340.1 8.1 29.5
Agricultural infrastructure 910.1 1103.6 4.5 21.3
Forestry and industrial
water supplics 1658 2184 5.1 31.7
Disaster reconstruction 654.6 68.2 -58 -90.0
Rescrves 11.2 12.9 5.7 15.2
Totat, C 73434 8024.2 4.7 93
Pensions
Civil servants 104.7 101.5 -29 -31
Veterans 1560.8 15475 -1.2 -0.9
Other pensions 134.6 128.7 -4.5 -4.4
Administrative costs 8.1 6.2 13 -234
Total, D 1808.2 17839 -1.6 -1.3
Locat finance
Local allocation tax 15 800.2 15 7719 -08 -0.2
Interest support and
special grants - - - -
Total, E 15 800.2 159 -0.8 -0.2
Other
Nations! debt service 15 536.6 16 447.3 718 59
Defence 4 4400 45518 44 25
Economic cooperation 864 8 905.1 78 4.7
Smal! business assistance 214.6 198.6 -10.9 -8.9
Energy support 589.3 631.3 77 71
Food agency account 38 3421 -5.7 -10.3
Miscellaneous 44259 45713 -21.6 34
Salary increase reserve 135.0 - . -100.0
Reserves 150.0 350.0 -538 1333
Industrisl investment
special sccount 1300.0 216.6 - -83.3
Persian Gulf contributions/ 300.0 . . .
Total, F 28 3377 28 2171 1.31 ~0.4
TOTAL (A,B.CDEand F) 710483 72217.0 14 27

Sowrce: Ministry of Pinance of Japan.

¥ Revised budgst figures include the supplementary budget.

V [aitisl budget. Percentage changes sre based on the initial budget for 1991.

& 1,300 billion yen were sppropriated in two supplementary budgets and included
under miscellancous. The 1991 amount was actuslly disbursed in 1990.
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Table I1.8. Indices of industrial production activities in Japan, by industry, 1988-1996

(1985 = 100)
Forecast
Fiscal Percentage Fuscal Percentage Fiscal Percentage Fiscal Percentage Fiscal Percentage Fisca! Percentage Fiscal Percentage Fiscal Percentage Fiscal Percentage
year changs year change year change year change year change year change year change year change yeur change
ltem 1988  1987-1988 1989 1988-1989 1990 1989-1990 1991 1990-1991 1992  1991-1992 1993  1992-1993 1994  1993-1994 1995  199%4-1995 199  1995-199%

Industnal production 115.2 89 1204 45 127.2 56 127.0 0.1 129.6 20 137.6 59 1429 4.1 144.6 12 152.9 S8
Manufacturing 1154 90 1206 45 1274 56 1273 0.1 1298 20 1375 59 143.1 4.1 144.8 12 1532 58
Food and teverages 105.2 28 103.6 -5 105.8 21 106.9 1.0 107.8 08 1109 29 1100 038 1115 04 1135 2.7
Textiles .1 08 929 -1.3 90.4 =27 88.5 -21 B6.3 -2.6 87.6 1.5 86.7 -1.0 834 -39 829 0.6
Paper and pulp 121.2 9.0 1287 6.2 135.1 5.0 1389 28 1407 1.2 147.3 4.7 154.7 5.0 1589 2.7 169.0 6.4
Chemicals 1238 93 1287 40 136.6 6.1 137.2 04 1414 30 151.2 69 1584 48 160.3 12 1711 6.7
Petroleum and coal

products 978 52 103.6 59 1129 9.0 114.5 14 1150 04 1154 0.3 118.2 24 119.1 08 122.6 29
Ceramics, stone

and clay 11035 69 1158 39 1211 s.s 120.6 05 1225 1.6 129.0 5.2 141 40 136.0 1.9 1429 4.6
lIron and steel 1054 5.7 1068 13 1105 s 107.2 -3.0 105.4 1.7 109.7 4.1 1108 1.0 110.2 05 114.3 37
Non-fertous metals  116.4 63 1236 6.2 1322 70 148 20 1395 34 148.7 6.6 155.8 48 162.2 4.1 1724 6.3
Fabncated metals 1.9 57 1165 41 1226 5.2 1224 0.2 125.2 23 133.7 68 140.4 5.0 144.2 27 153.0 6.1
Industrial machinery 1145 15.2 1233 7.7 1295 5.0 130.7 09 1325 1.3 141.2 6.5 1498 6.1 1534 24 162.6 6.0
Electrical machinery 1358 14.7 1427 51 153.6 7.6 157.0 22 163.3 40 1739 64 183.9 5.7 187.7 21 2018 15
Transport equipment 108.3 96 117.2 82 1273 B.6 1229 -35 1258 23 1349 12 140.4 4.0 1388 -1 1463 54
Precision instruments 1174 9.1 1216 36 138.7 14.1 1424 27 142.2 0.2 149.6 S.1 161.1 17 169.8 54 179.2 55
Other manufactuning 1122 49 117.2 45 1217 38 nn7 -3.2 1200 19 1278 64 1315 29 1329 1.0 1404 5.7
Mining B4.1 -7.1 80.7 4.0 7.1 -3.2 7 0.5 no 0.9 74.3 -3.6 69.7 6.2 66.3 48 62.2 6.2
Scurce: Japan Centre for Economic Rescarch.
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Table [L9. Treads in selected products and services in Japan

(1985 = 100)
Item Product and service Unit 1985 1990 1995
Export-dependent  Synthetic fibres production?’  Millron tonnes 14 91.5 92.4
Crude steel production Miilion tonnes 1038 107.7 108.7
Automobile production Mitiion units 12.4 109.5 108.2
High-technology-  Robot productiont/ Thousand units 485 163.7 2934
related Integrated circuit output?¥ Billion yen 18420 158.1 2231
Computer and related
cquipment output? Billion yen 337190 172.1 236.7
Information-related Number of contracts for
mobile telephoaes Thousands 62.0 1398.4 6 606.5
Publishing and printing
shipment¥ Billion yen 9 163.0 137.6 178.9
Information service sales?/ Billion yen 1542.0 376.2 785.5
Service-related Leasing contracts Billion yen 43220 191.5 323.8
Restaurant sales Trillion® yen 19.4 1315 174.5
Travel services of
10 major agents Billion yen 24580 1429 200.0

Source: Japan Centre for Economic Research.
v Based on calendar year.
Y 1 trillion = 1,000 billion.

Japan's GNP per capita will equal that of the United
States sometime before the close of this century. The
figures in table II.10 illustrate such a possibility.
Among the selected industrial countries, the United
States still had the highest GDP per capita in 1989 with
$18.317. The corresponding figure for Japan was
$15.101 (82 per cent of the United States figure). But
the coefficient of multiplication for the period 1820-
1989 indicates 17 for the United Siates and 26 for
Japan. Japan’s pace exceeds that of the United States
by over 50 per cent.

Similar observations can be made regarding the
growth of labour productivity and wage earnings in the
manufacturing sector (see table [1.11). The figures are
shown as percentages of labour productivity and wage
earnings in North America. In 1970. the average
manufacturing labour productivity was 57.5 per cent of
that of the United States. The corresponding figure
jumped to 71.1 per cent in 1990. Likewise., wage
earnings per worker accounted for 38.3 per cent of the
United States level in 1970, but the corresponding
figure rose to 68.7 per cent in 1990). Such a catch-up

Table 11.10. Levels of GDP per capita, selected industrial countries, 1820-1939
(In constant 1985 dollars)

Cocfficient of
multiplication
Country 1820 1870 1913 1950 1973 1989 1820-1989
Australis 1242 3123 4523 5931 10331 13584 11
Austria 1041 1433 2667 2852 8644 12585 12
Beigium 1024 2087 3266 4228 9416 12876 13
Canada .. 1347 3560 6113 11866 17576 B
Denmark 988 1555 3037 5224 10527 13514 14
Finland 639 933 1727 3480 9072 13934 2
France 1052 1571 2734 4149 10323 13837 13
Germany 937 1300 2606 3339 10110 13989 15
Ttaly 960 1210 2087 2819 B 3568 12955 13
Japan 588 618 1114 1563 9237 15101 26
Netheriands 1307 2064 3178 4706 10267 12 7137 10
Norway 56 1190 2079 4541 9346 16 500 19
Sweden 947 1316 2450 5331 11292 14912 15
Switzerland .. 1848 3086 6556 13167 15406 .
United Kingdom 1405 2610 4024 5651 10063 13468 g
United States 1048 2247 4854 8611 14103 18317 17
Arithmetic average 1002 1653 2937 4693 10396 14 456 14

Source:

Angus Maddison, Dynamic Forces in Capitalist Development: a Long-run

Comparative Vien (Oxford, Oxford University Press, 1991), pp. 6-7.
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1 Toble ILIL Japas: Labour productivity and wage carnings per werker, 1979, 1560
and 1990 as percentage of the North American
Labour productivity Wage carnings per worker
1970 1980 1990 1970 1980 1990
Industry {percentage) {percentage)
Food products 3858 4870 4700 31.80 5001 58.60
Beverages $5.49 67.64 6429 30.12 5004 5992 . .
Tobacco products 2961 38.70 29.75 - .. 10388 :
Textiles 56.16 T1.15 6542 2997 6099 69.71
Wearing apparel 46.62 5720 5373 3635 58.63 6533
- Leather and fur products 67.58 7627 56.56 4801 69.22 7433
Footwear (excluding rubber
or plastic footwear) 71.69 8580 8238 52.15 8423 99.13
Wood and cork products $5.99 68.77 6791 3750 55.50 6847
Furniture and fixtures $3.10 80.19 96.20 3946 67.13 B84.77 ‘
Paper and paper products $8.30 60.31 S57.96 37.52 54.10 62.62
Printing and publishing 60.26 8341 8621 4482 7669 8954 +
Industrial chemicals 77.60 66.29 7219 4418 6248 67.68 |
Other chemical products 66.45 B84.95 100.27 35.65 66.57 81.44 |
Petroleum refineries 11500 9291 7549 4298 6024 T1.79 |
Miscellaneous petrolcum 1
and coal products 6237 9293 7891 3695 5883 7148
- Rubber products 4836 7603 79.07 36.15 60.20 72.86 '
Plastic products n.c.c. $6.51 7T1.75 8033 4040 6571 7548
Pottery. china and
earthenware $1.24 59.78 65.11 3807 S54.13 72.86
Glass and glass products 81.19 99.98 12796 4560 6546 75.36
Other non-metallic mineral f
products §389 71.78 8624 3673 5496 72.05
Iron and steel 83.83 124.24 121.09 4755 6095 807
Non-ferrous metal products 71.74 88.73 91.86 46.59 5831 73.06
- Mectal products 5490 6682 86.10 3878 5852 77.29 '
Non-clectrical machinery 61.44 6934 T79.07 4052 60.64 72.07
Electrical machinery §9.26 6429 66.52 3492 53.22 62.46
\ Transport equipment 6428 71.66 80.18 3795 5310 66.43
Professional and scientific
goods 35.10 43.67 49.39 3505 S0.17 54.22
Other manufactures $3.83 67.69 8184 3892 6444 84.70 1
&\ TOTAL 5749 68.31 71.14 3825 57.12 68.68 , '
“‘\‘ ) Source: UNIDO database. j
N &/ Measured ir constant 1985 dollars. s
|
K |

:

pace seems pervasive in virtually all subsectors of
manufacturing. Thus labour productivity has shown
above-average improvement in capital (or engineering)
goods and intermediate goods. and below-average
improvement in traditional goods such as food,
beverages. tobacco, textiles, apparel and footwear.
Much of the progress in labour productivity has been
supported by technological progress and organizational
improvements (as noted in previous issues of the Glohal
Reporr).

Improvement in labour productivity can be generally
explained by a number of factors, including an increase
of capital per worker, adoption of better technologies,
greater work discipline, and more invesiment in
education and training. Recent studies® elucidate some
distinctive features of skill formation in Japanese
companies (see box 11.2). A combination of lifetime
employment and job rotations, leading to the
acquisition of multiple skills through ir-house accumu-
lation of experience, is a salient feature of Japanese
industrial practice. Workers so trained become capable

*See. tor instance. ([15], pp 49-69)
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of shop-floor decision-making on day-to-day tech-
nological problems. After several years of such
practices, the total sum of incremental progress
crystallizes into company-specific technology. Such
technology is embodied in the worker on the shop-
floor as well as in the corporate system, and is therefore
hardly subject to imitation by enterprises in other
OECD countries. An author differentiates the Japanese
system from practices in other OECD countries:

“Many Japanese companies undertake regular
personnel reshuffling in the spring of cach year. This
is a uniquely Japanese practice. In the West, to
replace experienced workers who are accustomed to
a particular job on a regular basis with novices
would be regarded as a totally inconceivable, even
absurd, idea. As has already been pointed out,
companies in the West adopt a stopgap strategy
wherzby, apart from when there is a significant
problem relating to the ability of the worker who
already holds the position, positions within a
company are only changed when a gap appears and
needs to be fiiled.
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Box IL.2. Skill formation and accumulation, Japanese style

The skills of Japanese blue-collar workers in large
tirms are partly of an intefiectual character, invoiving a
process of determining the causes of problems and
adjusting to minor changes on the shop fioor. and this
intellectual character is shared with white-collar
workers in general. With this type of skili, it is natural
that both management and workers benefit from long-
term employment, which has long been thought of as
Japan’s unique “permanent employment”. For workers,
it 1s beneficial to stay with one firm because skills can
be developed; for management, finding and training
substitutes takes time and is costly. And again, this
long-term employment is not unique to Japan in the
following two senses: it is confined to large firms; and
it 1s also common for male white-collar workers in
Europe. A Japanese feature is the extension of the
white-collar characteristics to a section of blue-collar
workers. in short, their “white-collarization™.

Skill development over a long career with one firm
can account for high worker morale. it is not only the
foundation of high morale, but is also essential to it.
The essence of the contribution of high morale is not
in long work hours or in a2 heavy workioad, but in
devising better methods of work and production,
which in turn demand technological knowiedge by
workers for maintenance. Without a proper tech-
nological background, no effective programme can
last iong. The development of wide-ranging skills
requires such knowiedge and promotes the ability of
workers to determine the causes of problems on the
shop floor and thus to contribute 10 productivity.

Even if workers can devise better ways to work, they
do not practice them unless they sense a necessity to
do so, which is also a matter of skili. As stated above,
this type of skill can be better developed through
promotion within a single firm. In order to elevate their
own skills quickly, workers take an interest in the
growth of their firm. If the company declinzs,
promotion will be delayed and skill development
slowed. In an extreme case, a firm has to lay off
workers, and this represents a great damage to
workers with special skills. To promote their skills,

therefore. workers must maintain high morale lest
their company lose out to rival companies and
endanger their careers.

Again, high morale is not unique to Japanese
workers, but shared with white-collar workers with
promising prospects in other OECD countries. A
common impression of the attitudes of Japanese
workers is that promising white-collar workers are
hardly more industrious than their counterparts in
other OECD countries. Generally speaking, it is clear
that without a promise of a career to some degree, no
worker will make substantial efforts. The Japanese
feature is that the prospects of blue-collar workers are
raised, and, accordingly, moraie is high.

Trade unions adopt a policy of cooperativeness with
respect to production because they are democratic
and reflect the desires of their members. The apparent
difference between Japanese unions and unions in
other OECD countries mainly resuits from one simple
fact. Formal trade unions in European countries still
consist, by long tradition, mostly of biue-collar
workers (although the situation is changing and
unions now include more white-collar workers). This
was also common in Japanese unions before the
Second World War. Defeat in the War brought new
types of organization and the inclusion of both biue-
and white-collar workers in the same unions in Japan.
Formal trade unions in Europe usually do not include
white-collar workers in the same organizations as
blue-cotlar workers, and consequently, formal unions
are not so cooperative as in Japan. If Japanese unions
are compared with organizations of white-collar
workers in other OECD countries. more similarities
emerge. In other words, a comparison of Japanese
unions with workers’ councils in Europe might be
meaningful because the latter include white-collar
workers.

Source: Kazuo Koike, “"Human resource development and
labour-management relations™ in The Political Economy of
Japan, Kozo Yamamura and Yasukichi Yasuba, eds.
(Stanford, Stanford University Press, 1987). vul. |, pp. 327-328.

In terms of short-term efticiency, one would have
1o say that Japan's system is totally inefficient. The
reason tor the system’s use, however, is that of a

their career. The following best describes the making of

managers in the Japanese style:

rotation of positions represents a significant invest-
rent on behalf of the company in long-term
education. When a worker assumzs a new position,
his general contribution to the company during the
initial period that follows will normally be less than
that of his predecessor. The extent to which it is less
will. at that point, represent loss for the company. In
the case of Western companies, this loss ultimately
remains a loss. In Japanese companies, on the other
hand, this loss could eventually become a gain since
there 15 a possibility for long-term recovery of the
investment™ [16].

Top level managers of Japanese companies are also
trained to be'multifuncuional and to become an organic
| part of the 'same corporate community throughout

“In most large corporations, entrance is possible
only at the employee’s school-leaving age and only
after passing through a rigorous selection process.
Future members of the elite cadre are groomed as
such, being rotated from one functional area to
another, and transferred from one location to
another every few vears. During this long process of
training for sentor positions, these employees acquire
a great deal of knowledge about the corporation—its
people, its products, and its culture—as well as
becoming part of an intricate web of obligation and
loyalty. At an appropriate age. some of the best
gualified (or the best connected) of this elite cadre of
managers are gradually moved into the top
management ranks. Every Japanese corporation has
such an elite group of kes emplovees. Top
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management posttions are filled by members of tnis
group. and the keyv decisions of the corporation are
madz collectively by this group. with junior members
often supplving considerable input. The insider-
outsider mentality of the Japanese is such that 1t is
extremely difficult. if not impossible. for any
outsider or latecomer to break into this inner circle.
A managenal emplovee hired at an overseas
location, even if he is a native-born Japanese, simply
lack the quality of being an insider with all the
requisite corporate cultural traits™ [17].

Dustinguishing characteristics of Japanese companies
are also reflected in the relative freedom to retain a large
share of earnings for growth investment. Table I1.12
shows that. compared with the United States, Japanese
firms pay out smaller proportions of corporate income
for dividends and smaller proportions for employee
compensation, and invest a larger sum of GNP in fixed
capital formation. Japanese companies are under little

demands to produce quarterly profits, or from the
labour unions to match wage hikes in other companies
and industries. These indicators show how aggressively
and successfully Japanese corporations compete wi.h
United States companies to maximize market shares, to
maintain competitiveness. and to speed up the process
of catching up through accumulation of technolcgies
and human skills.

Aggressive investment bebaviour coupled with a
corporate culture that considers trained workers as an
asset rather than a cost item explains Japan's industrial
performance. Japanese indicators show stronger
industrial competitiveness, higher GDP and MVA
growth rates, and a lower unemployment rate than
other industrial countries regardless of phases of the
business cycle. But as a consequence, the labour
shortage problem has emerged as a constant problem,
which has led Japanese enterprises to increasingly rely
on robotization (see table 11.13) and relocating

pressure  from  take-over threats or stockholder production sites abroad (see table 11.14).
Table IL12. Shares of capital and labowr in national income and dividend
payoet ratio in Japan and the United States, 1970-1980
Corporate (ixed Employees’ compensation  Dividends as
investment as as percentage of  percentage of after-tax
percentage of GNPY  national income?  corporate income?/
United United United
Year Japasn  States Japan States Japan  States
1970 17.4 10.9 54.0 74.3 16.0 60.0
1575 143 104 67.5 73.6 ¢ 352
1980 145 11.9 66.8 74.3 29.1 359
1981 14.6 12.2 68.2 74.0 34.9 437
1982 14.3 11.6 68.6 5.7 305 62.8
1983 14.1 11.0 69.3 74.3 30.1 548
1984 15.1 12.1 68.9 731 26.7 54.1
1985 16.1 125 678 73.2 278 65.2
1986 16.4 11.8 67.9 73.6 29.6 79.2
1987 16.7 11.7 68.1 734 37.5 66.2
1988 18.1 12.1 67.7 72,9 36.7 60.9
1989 200 123 68.4 729 65.4 71.6
Source: United States Department of Commerce and Economic Planning
Agency of Japan.
¥/ At constant prices.
¥/ At current prices.
$/ Reported Japancse corporate income after taxes and dividends was
nezative,
Table IL13. Industrial rohot populstion in selected countries, 1974-1985
Country 1674 1975 197¢ 1977 1978 1979 1980 1981 1982 1983 1984 1985
Japan 1 000 1400 3600 490 6500 9100 14250 21000 231857 46757 67300 93000
United States 1200 2000 .. 2500 3400 4700 6250 9387 14550 20000
Germany, Federal
Republic of 130 . . 54 . 1255 23¢0 3500 4800 6600 8800
United Kingdom 50 . . 80 125 L) 713 1152 1753 2623 3017
France 30 . . . . 580 79 1385 1920 2750
lialy 90 ” . . 300 454 691 1143 1850 2585
Sweden 85 . . . 415 . 795 950 1400 1600 1900
Beigium . . . 12 21 30 58 242 361 514 860

Source: Airs Tani, “Internations! comparisons of industrial robot penetration”, TecAnological Forecasting and Social change, vol.

34 (1989), p. 193.
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Table IL14. International comparisen of overseas production, 1979-1990
(Maaufactunag output of overseas affiliates
as percentage of total production)

Country 1979 1980 1982 1984 1985 1986 1987 1988 1989 1990
United States 19.5% - 211 18.1 18.1 21.0 21.0 249
Germany. Federal
Republic o/ 9.2 10.1 121 142 13.7 103 . - 115
Japan
Textiles - 4.0 2.7 4.7 27 34 3.1 42 1.3
Transport equipment .. 22 6.1 64 56 48 93 94 15.9 -
Total 1.6 29 3.2 43 3.0 32 40 49 57 63

Sources: Ministry of International Trade and Industry. Treasury Department and Economic Planning Ageecy

of Japan.

Note: The data for the United States and the Federal Republic of Germany are based on the calendar year, while

the figures for Japan are based on the fiscal year.
Y 1977 data.
?' Excluding production in other EEC countries.

Table I1.15. Techmolegy imports of Japan, 1975-1969

Value

Number of approved cases

Year Total  Of which new
Total Of which new (billion yen)

1975 6 766 796 169.1 13.3
1976 6 050 632 177.3 17.9
1977 6 659 685 190.1 16.9
1978 6573 936 192.1 8.2
1979 7012 1020 24190 26.8
1980 7 248 919 239.5 27.7
1981 7207 844 259.6 249
1982 6 936 929 282.6 4.4
1983 7839 1073 279.3 42.4
1984 7 316 982 281.4 318
1985 7679 1245 293.2 333
1986 7 494 1414 260.6 3.6
1987 7373 813 283.2 56.2
1988 8 356 1382 312.2 54.6
1989 7 109 1 056 3299 48.4

Sowrce: Japan Management and Coordination Agency,
“Report on the survey of research and devclopment”, as
quoted in Japan Economic Insinue Repont, No. 36A
{Washington, D.C., 27 September 1991), p. 16.

Accumulation of technologies is a difficult concept
to measure despite its critical importance in industrial
transformation. let alone quantifving the impacts of
different technologies from different sources. Neverthe-
less. as table I1.15 indicates, it is clear that Japanese
industries have been relving heavily on imported
technologies. In 1965 the number of agreements for
technology imports totalled only 460, rising to 1,157 in
1970. The imported technologies have often been
improved upon and re-exported to other countries.*
At any rate, the Japanese strategy to climb up the
technology ladder as fast as possible deserves
attention and careful appraisal for policy purposes.

The Japanese experience of industrial transforma-
tion seems to suggest that the problem of industrializa-
tion viewed in terms of lack of natural resource

*Japan became a net exporter of tecninofogy only sn 19%9

endowments can be overcome by upgrading human
resources and the industrial technology base. Careful
crafting of the institutional and orgarnizational
structure could immensely facilitate the upgrading
process. The Japanese have made skilful use of specific
cultural traits, such as a group-oriented mentality (as
opposed to Western individualism), consensus-building
and focusing on the long-term. in order to engender
technological progress at a fast nace.

Whether the Japanese system is capable of
outperforming other forms of capitalism is a question
that is often asked. Lester Thurow has the following
answer:

*By reducing the individual's risks with lifetime
employment and seniority wage system, the Japanese
firm handicaps itself in the world of comparative
statistics. It cannot efficiently cut costs. But if the
name of the game is dvnamic growth, lifetime
employment means that no one will become
unemploved if new technologies reduce the demand
for labour. Workers will be retrained if new
technologies come along and make one's skills
obsolete. With seniority wages, whatever happens.
one’s wages will not be reduced. Producer economics
forces investments in skills and creates motivation
that may offset its static inefficiencies. It has what
Ronald Dore, an MIT Japanologist, calls ‘flexible
rigidities”.

In the long-run, history will tell which theory is
right. An empirical experimeat is nov under way.
The profit-maximizing firms of the United States
have faced off against the empire-building firms of
Japan. Individualistic capitalism meets communi-
tarian capitalism. Eventually, the winners will be
known. In the end the winner will force the losers to
change and play by the winner's rules” ([8]. pp.
150-151).

Masahiko Aoki seems to have a different answer:

**Meanwhile, there is a greater tendency toward a
convergence of organizational form and practice
because of the strong force of natural selection
operating through international market competition
as well as deregulation within and across national
boundaries’ [18].
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(. Western Europe

1. Short-rur oatlook

The region has entered INto 2 MOW FECovery phase
atter reaching the bottom of the business cycle in 1991.
Ths retlects the global cyclical pattern rather closely.
MV A in the region is expected to grow by 0.1 per cent
in 1992 and 1.9 per cent in 1993, atter a dechine of
1.3 per cent in 1991, A roughly similar pattern of GDP
growth can be expected. although GDP leads MVA
growth ai a higher rate (scc figure 11.4 for GDP and
AV A patterns of growth in recent vears and also for
the pattern ol structural change in industry).

No strong demand pull can be expected from any
parucular sector (of country). The expenditures on
CGerman umtication appear to have lost steam after two
vears of providing a demand force in the region.
Several countries have bottomed out from a negative
growth in 1991 including Finland. Sweden. Switzerland
and the United Kingdom. while the western part of
Germany will hit the bottom in 1992 witha 1.5 per cent
GDP growth. Growth in export demand. mvestment
Jdemand and consumption expenditures are expected to
be sluggish. although growth momentum could be
significant in 1993 largely due to the completion of the
EEC single market. with its optimistic prospects for
growth. and the establishment of the European
Economic Area. with the associate membership of the
countries of Eastern Europe. Thus the macroeconomic
environment. that is. the demand side for industrial
growth. appears positive though weak.

The supply side appears also to be positive but
anaemic. especially compared with the 1987-1989
perind. For instance, investment in equipment n the
EEC 1s expected to rise by only 2.6 per cent in 1992,
after a fall of 0.4 per cent in 1991, The corresponding
figure for the 1987-1989 period was 9.4 per cent per
vear. Furthermore. considering the high unemploy-
ment rate (9.0 per cent) and “informal inflows™ of
Fastern Luropean labourers, wage rates are not
expected to rise. Likewise, interest raies and inflation
rates (3-3 per cent) are expected to be subdued in the
immediate future.

Of particular concern for Furopean policy makers is
the speed of restructuring and recovery of industry in
the castern part of Germany, for the longer the
restructuring  period, the greater the burden of
unification financing. and hence the weaker the
recovery process in the western part of Germany. The
consequences of slow recovery could spread to other
countries in the region. The public transfers from the
western to the eastern part of Germany has been sky-
rocketng—from 33 billion deutsche marks in 1990 to
170 billron deutsche marks in 1991, and the sum for
1992 is estimated 1o rise to 215 billion deutsche marks.
The public sector budget of the former Federal
Republic of Germany was in surpius in 1989, at 0.2 per
cent of GDP. In 1991, the budget deficits had soared
10 1.6 per cent of GDP of unified Germany.

The question remains: could this widening budpet
ymbalance be contained” How soon? The answer
depends on how rapidiy the industrial sector of the
castern part of Germany catches up with the
productivity  level of  the  western part. Signals
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transmitted from the cast seem mixed on this issue. For
instance. real wages are rising {ast. but is this increase
accompanied by improvement in labour productivity?
Observers are unsure about this phenomenon because
of a lack of reliable information. “The expected
recovers of production and investment in 1992,
however. does not vet reflect a self-supporting recovery
in the new federal states. Consumer’s expenditures as
well as investment largely depend on public transfers.
This vear and in 1993 the transfers from West Germany
will amount to about two thirds of the GDP of East
Germany™ {19].

However. the general optimism for the region’s
industrial prospects remains, largely due to the
expected positive impact of the EEC single market.
Implementation is on course. As of 25 February 1992,
when the Council of Ministers reviewed progress.
almost %0 per cent of the 282 items of EEC legislation
was completed. Free movement of goods, services.
money and people within the EEC region are expected
to invigorate production and trade. Static effects alone
could add 5.8 10 6.4 per cent to GDP (see table IL.16). if
dynamic effects. such as innovation, productivity gains
and investment chain reactions, are taken into account.
a further 0.2 to 0.9 percentage points can be annually
added. “indefinitely in the foresecable future™. to the
static gains aiready noted.*

The creation of the European Economic Area,
whereby countsies of the European Free Trade
Association (Austria, Finland. Iceland. Liechtenstein.
Norway. Sweden and Switzerland) could benefit from
free trade with the EEC. will augment the market size.
The 19 countries of the European Economic Arca
comprise 380 million people with an expected total
GDP of over $7.500 billion in 1993. The agreement on
the Area will take effect in 1993, concurrently with the
launching of the single market (in principle at least). A
possible snag may arise. however, from the constraint
that EFTA members could have no influence over
Community legislation and yet be obligated to accept
not only the existing set of 1,500 Community rules, but
new rules to be created in the future.

The potential impact of “associate membership™ of
Czechoslovakia, Hungary and Poland seem unclear for
the immediate future. Rapid growth of trade may or
may not be realized depending on EEC readiness to
accept labour-intensive manufactured goods and agri-
cultural goods. These require domestic restructuring in
politically sensitive sectors of the EEC economy. In
addition. an inflow of workers (with or without skitls)
would have depressing effects on wages. As 2
consequence, company profits may increase, but wage
income might flow out of the EEC.

2. Long-run prospects

The process of Western Europe catching up with
North America in industrial technology and produc-
tivity has been vigorous since the end of the Second
World War. Several studies have already confirmed
that the difference in output per worker-hour has been
narrowed considerably between the United States and

*Such cstimates are given in Richard Baldwin, ' The growth
elfects of 19927 Fconnmic Policy, vol. 9 (October 19%9). pp 249-281
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1 Figure 11.4. Growth rates of GDP. MVA and manufacturing employment, 1986-1993, and industrial structural change.
1980-1993: Western Europe
Pescentage Kay
& - GoP
i MVA
Employment in manulaciuring
- 4
2
- o = iES . ~T
% sl
2 "
( H i H L
1006 1987 1908 1969 1990 1901 1992 1993
Industrial structural change
{Index of value added: 1980 = 100)
X
381 Key:
) . Defiated prices of 1985
R g = Average annual growth rate, 1980~1993
g &“ {percentage)
, \ 0 = Index of structural change, 1980-—1993
36 184 ISIC code (industries):
N - 3 (Food products)
: 321,322 (Textiles)
323,324 (Leather)
33 {Wood and furniture) *
356 31 34 (Paper and printing)
351,352 (Chemicals)
353,354 (Petroleum and coal)
355 {Rubber products) -
356 {P1astic produc:s) >
36 (Non-metal mineral products) -
335 3214322 371 {Iron and steel)
372 (Non-ferrous metals)
381 (Metal products) '
382 {Non-electrical machinery)
3334354 3234324 383 (Electrical machinery) v
384 (Transport equipment) ?
3514352 33 t
St 34 - 19901993 forecast i
; 1985--1990 i
9=090,0=8233 19801985 !,—
¥

Source UNIDO database estimates and fnracasts by UNIDO PPD GLO




\
Table [L16. Estimates of total ecomomic gains frem completing the
internal market, sccording to partial equilibriom estimation methods
(Based on benchmark data for 1985, at 1985 prices)V/
Variant A Variant B Variant A Variant B
Type (billion ECU) {percentage of GDP)

Stage 1

Cost of barriers affecting

trade only 8 9 0.2 03
Stage 2

Cost of barriers affecting

all production 57 71 20 24

Total direct costs of —_ — — —

barriers (a) 65 80 22 2.7
Stage 3

Economies of scake from

restructuring and

increased production 60 61 20 2.1
Stage 4

Competition effects on X-

inefliciency and

monopoly rents 46 46 1.6 1.6
Total market integration effects

Variant | (sum of stages 3

and 4) (b) 106 107 36 3.7
Variant II (alternative

measure for stages 3 and

4) (o) 62 62 21 21
Total costs of barricrs

and market integration effects

Variant [ = (a) + (b) 171 187 58 64

Variant Il = (a) + () 127 142 43 48

Source: CEC, "Facing the challenge of the early 1990s”, European Economy, No. 42
(November 1989).

Notes: Variants A and B relate to the use of alternative primary sources of 4
information introduced in the calculations in stages 1 and 2.

Variants | and Il relate to difierent approaches to evaluating competitivity
effects.

When the total figures, ranging above from ECU 127 billion to ECU 187 billion
for the seven member States in 1985 prices, are scaled up to represent the same GDP
share for the 12 member States in 1988 prices, the range becomes ECU 173 billioa to
ECU 257 billion.

v Estimates relate to seven EEC member States. .

other industrial countries.* However, the relative
stagnation of productivity growth in Western Europe
during the 1980s and the meteoric performance of
Japan, especially in high-technology industries, raised
concern on the part of the European policy makers.
The latter seem to be wondering whether the Japanese
challenge can be met without drastic changes in the
European strategy. The debate has raged particularly
between the “interventionist school™ in France and
Italy and the *‘frec market school” in the United
Kingdom and the Benelux countries. How concensus is

*See. for instance, Wilham J. Baumol. Sue Anne B. Blackman,
and Edward N Wolll, Productivitn and American Leadership the
L.ong¢ Vrew (Cambnidge, Massachusetts, The MIT Press, 19%9). Moses
Abramouits, “Catching up, forging ahead, and falling behind™,
Journal of Economic History, vol. 46 (June 1986). pp. 385-406. and
Angus Maddison, Dyaamic Forces in Capitalist Developmens a l ong-
run Comparative biew (Oxford, Oxford University Press, 1991)
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arrived at, regarding the Japanese challenge, remains

to be seen.* .
A catching-up indicator is shown in table I1.17.

Labour productivity and annual wage carnings are

taken as basic indicators, each being percentages of the

North American level, and the levels of 28 manu-

facturing subsectors shown for 1970, 1980 and 1990.

For manufacturing as a whole, the relative labour .

productivity hardly changed for those selected years, .

although the relative wage earnings went up consider-

ably. However, the aggregate figures mask country

variations. For instance, in the Federal Republic of

Germany, labour productivity rose to 55.9 per cent of

the North American level in 1990 from 52.4 per cent in

*For an interesting critical review of the French position, see
David Bailey, George Harte and Roger Sugden, “Dirigism at the
core of French approach to inward investment”. AMulunanonal
Bustness, No. 2 (1991, pp. 34-43. [




Table IL17. Lahour productivity and wage earnings per werker
in Western Europe, 1978, 1980 and 1990 a5 & percentage of the Nerth American leveld/

Labour productivity Wage carings
per worker per worker
Industry 1970 1980 1990 1970 1980 1990
Food products 4340 4249 3731 4324 5013 541
Beverages 5086 4354 3306 4511 4558 4693
Tobacco products 6764 4570 2439 3929 3774 K03
Textiles 4446 S005 4695 4129 48.14 4658
Wearing apparel 49.51 59.23 5034 47.22 59.18 59.42
Leather and fur products $2.36 S633 4257 4193 5153 5037

Footwear, excluding rubber

or plastic footwear 41.37
Wood or cork products 58.71
Furniture and fixtures 50.31
Paper and paper products 39.32
Printing and publishing 45.11
Industrial chemicals 40.64
Other chemical products 3197
Petroleum refineries 85.67
Miscellaneous petroleum

and coal products $7.92
Rubber products 42.19
Plastic products n.c.c. 4911
Pottery, china snd carthecaware  39.45
Glass and glass products 5.
Other non-metallic mineral

products 47.11
Iron and steel 49.17
Non-ferrous metals 47.26
Metal products 39.84
Non-clectrical machinery 41.65
Electrics! machinery 41.02
Transpori cquipment 38.17
Professional and scientific

goods 36.02
Other manulactures 47.76
Maaufacturing 43.60

51.17
§9.27 5106 4658 4704 4609
6046 5837 4176 S7.09 58.34
3694 3587 4136 4565 47.10
51.37 5142 4874 6153 6266
35.14 3309 4860 5014 47.12
2768 2746 4104 S51.79 5669
4331 4783 4177 3707 4367

4228 406 5671 52.41

5103 5257 3281 4056 39.73
$663 52.72 4357 4933 5152
5300 5690 5043 5845 62.33
5436 2.0 3331 4402 4859
4212 4354 4148 47358 4951

4679 5199 4370 4759 S0.77
4232 3557 4305 4030 40.70
374 ss.n 4470 4621 5118
4244 4821 4187 4996 S4.18
41.02 4129 4287 4754 47.24
43.13 4093 3987 4980 5189
3734 3752 4501 4368 4563

4451 4533 50.70 56.2¢  59.86
4889  45.35 50.70 5624 59.86

4359 4179 4321 4889 50.30

Source: UNIDO database.
&' Measured ia constant 1985 dollars.

1970 (not shown in the tabie). In the United Kingdom,
labour productivity jumped from 38.9 per cent of the
North American level in 1970 to 46.8 per cent in
1990.*

For Western Europe as a whole, the catch-up pace
seems to be faitering. Capital goods sectors are no
exception, that is, machinery (electrical and non-
electrical), transport equipment and professional and
scientific goods. There is mounting evidence that
European companies are falling behind in several
strategic high-technology areas. Between 1981 and
1986 the export-import ratio of Japan jumped from
2.75 to 6.63 for office zquipment and computers.
Corresponding figures for the former Federal Republic
of Germany remained roughly the same, at 0.93 (1981)
and 0.92 (1986). Similar observations can be made for
France and the United Kingdom. For communication
equipment and electronic components, the figure for
Japan soared from 6.59 to 9.95, while other producers
recorded small gains or losses.

Whether the Japanese will continue to outperform
competitors is not an easy question to answer, but
available evidence suggests an affirmative answer.

*For other indicators of country variation, see table 11.18 at the
end of this <ection

Table 11.19 shows the number of patent applications in
the Federal Republic of Germany, the United States,
France and Japan for 1980 and 1987. It is remarkable
that in 1980 Japan’'s inventive activities as reflected in
patent applications (numbering 165,730) exceeded
those of the United States (62,098) and the 12 countries
in the Economic Community (75,456) combined. In
1987, the figure for Japan jumped by 87.6 per cent,
while the combined figure for competitors increased by
only 4.6 per cent. Put in another way, Japanese
inventive activities appear to be accelerating (almost
19 times faster than that of their competitors).

The qualitative assessment of these activities presents
a formidable problem. But the low quality of Japanese
products 30 years ago compared with their superior
quality today compels observers to recognize the
significance of the above numbers. Tables 11.20 and
11.21 present an assessment by the Japan Science and
Technology Agency of how far Japanese technology
has progressed vis-g-vis the United States and Europe
in some selected strategic technologies.

Given the techno-industrial challenges coming from
Japan, the countries of Western Europe are reviewing
their priorities and policies of industrial restructuring.
The most visible efforts include the establishment of R
and D programmes, such as ESPRIT, BRITE, RACE
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The clearest ditferences in foremen and supervisory
skilis in Germany and the United Kingdom were
observed at the foreman level. in a sample of 16 United
Kingdom firms, production foremen (as distinct from
maintenance foremen) had acquired their position
purely as a result of experience on the shop-floor,
without formal qualifications; in only two cases had
they served an apprenticeship. In contrast. German
production foremen in 16 firms had passed examina-
tions as craftsmen; 13 had also acquired the higher
certificate of Meister (master craftsman), and the
remaining three had undergone additional training
towards that qualification but had not yet passed their
tests.

The course leading to the Me.. ‘er qualification is
intended to enable the foreman to carry out not only
routine setting and maintenance of machines, but also
to be proficient in staff supervision and work
organization; in addition, it should equip him to carry
out machine repairs though, if the repair is a heavy
one, he may call in engineering assistance.

Above the Meister-level a German firm usually
employs suitably qualified technicians, and produc-
tion managers who are typically graduate engineers.
All the senior staff in the sample of German factories
were qualified engineers (except in one instance,
where one was a qualified technician); in the United
Kingdom, such positions are usually held by those
with a sales or financial background or by persons
who had learnt on the job.

This difference in technological qualification has
become ever more important because non-engineers
are less receptive to technological innovation; their
lack of technical understanding leads to deiays in
installing technologically complex equipment because
they are afraid to “chance their arm”. For example, a
United Kingdom maintenance foreman could not
persuade his management to buy electronic equip-
ment which would reduce heavy repair costs, because
he was of the opinion that the management did not
understand the technical potential of the equipment,

Box 11.3. Foremen and supervisory skills in Germany and the United Kingdom

the management were primarily salesmen and were
suspicious that the equipment manufacturers were
“trying to pull a fast one”.

The role of the Meister in organizing production, in
conjunction with the engineer where necessary, was
coherently expressed by a piant manager in Stuttgart
as follows: "Three-quarters of all improvements in
productivity are achieved through ensuring an
adequate documentation of exact machine-settings;
ensuring that ail parts are availabie and are of the right
dimensions; that all drawings and measuring devices
are available; that all involved know-how to do their
jobs; that the product-design is approoriate; that the
manufacturing and operation sheets are well prepared
before work begins, and that no corrections wili be
necessary as production proceeds. This ciear work
method has to take place within a clean factory, with
clean machines and in an atmosphere of order and
discipline. These are the responsibilities of the Meister
and engineer; if unforeseen interruptions take place,
these men are sufficiently well-trained to know how to
analyse the problem and act accordingly.”

All this may seem unexceptionable. But in a United
Kingdom factory things are different. in view of the
limited technical training of foremen, there is a greater
division of responsibilities—with maintenance men,
production controllers, quality controllers, all working
more or less in parallel to the foreman. Those directly
involved in production typically have little more than
informal training on the job, and those with formal
technical training are in service functions available to
the whole plant, such as maintenance, installation or
toolmaking. This organisational pattern is consistent
with the relative scarcity of technically trained persons
in the United Kingdom, and should not merely be
explained in terms of general “cultural” preferences.
The lower techpica!l competence of those directly
responsibie for production has consequences for
productivity.

Source: A. Daly, D. Hitchens and K. Wagner [22], p. 156.

will provide firms with sufficient stimulation to
increase the rate of diffusion.® If the analysis is valid,
the disadvantages of small firms and new entrants
could hinder the potential contribution of the latter
toward achieving greater industrial innovation and
competitiveness. Special measures and new institutions
tailored to the needs of the latter and of Western
Europe as a whole would seem urgent. The realization
of the single market requires policy makers to shape a
new competition policy and institutions (laws and
regulations), most likely through trial and error. A

*Wiliam S Pierce “Innovation and diffusion in the single
Furope anstitutional structure and industrial prospects for the
Furopean Commumties™, Technological Forecasting and  Social
Chanve, vol W 1990, pp 42-41
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good example is provided by the issue of how to
harmonize the policy of state subsidies for industrial
enterprises.*

In addition to the issue of pan-European industrial
organization as noted above, the issues of human skills
and intra-firm organization have also loomed large.
Removing internal barriers for workers as well as
goods and services to move freely could create the
problem of conglomeration, that is, drawing skills and
capital to strong industrial centres. Given the current
situation, Germany could win at the expense of weaker
countries. Studies have revealed that German indus-

*A review of this 1ssue of State subssdies is given in Commission
of the European Communnty, Furapean Feononn , No. 48 (September
1991). pp 70-7%
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1 ! Table 11.22. Type snd numbers of qualified workers
. in selected major industrialized countries, 1985
- (In thousands)
Germany.
United Federal United
Qualifications States¥’  Japan® Republicof France Kingdom
Doctoratess 0.5 1.0 0.3 0.7
Master's and enhanced
degreest/ 4 4+ 6+ 2
: Bachelor's degrees 19 30 21 15 14
Technicians 17 18-27Y 4“ 3s 29
~ Bachelors and
technicians
(subtotal) 36 48-571 Y 65 50 43
Craftsmen - 4y 120 92 35
Source: S.J. Prais, "Qualificd manpower in engincering: Britain and other
industrially advanced countrics, National Instinite Economic Review, No. 123
(February 1988), p. 81.
¥ Adjusted for size of population equivalent to the United Kingdom (original
numbers multiplied by 0.49 and rounded).
Y Adjusted for size of population (original numbers multiplied by 0.23),
excluding foreign students.
— ¢/ Doctorates and master’s degrees not added to bachelor’s degrees.
¢ Mechanical and electrical qualifications only; the comparable United
Kingdom total is 24,000.
¢ Including computing and data processing.
tries possess a greater number of engineers and skilled countries in the exports of the 12 EEC countries
- workers in various categories (see table 11.22); are declined from 27.4 to 12.5 per cent, and imports by the
better organized, thus providing greater incentives to 12 EEC members from the developing world declined
raise worker productivity (for example, through greater from 29.5 to 12.8 per cent.
' worker participation in decision-making (see box I1.3);
and pay higher wages to employees (compared to
United Kingdom industries, for example).
*“Within our sample as a whole, about a half of D. Eastern Europe and the former USSR*
. those working on the shop floor in Germany had an
N apprenticeship-type qualification compared with a
‘§~\ quarter in Britain. This was combined with larger 1. Short-run outlook
h\ pay differentials in Germany between skilled and . L . .
semi-skilled workers. In addition, the pay of German lndl_lghl (?f theftumultuous situation 1n this region,
\ skilled workers tended to be related to their any |scus?on of the current posttion and short-term
. - experience according to an accepted scale, while prospects for rpapufaclunng in the area cannot be
British skilled workers were more often all paid at baseq on sta_tlsucal data, largely unaval]able or
the same rate” [22). unre!lable or plcc'cmgal. except perhaps to point to the .
continuing nosedive in almost all economic indicators
If appropriate measures are not implemented, the  for 1992 throughout the region (see table I1.25 and
“skills drain" could become an issue to grapple with, table 11.26 for 1990-1991 indicators).
particularly the “skills-market externality problems™, Industrial decline in the region generally has been the .
reflected in the fear of losing trained workers, which result of political upheaval, chaotic macroeconomic
could lead to underinvestment in skills formation. The conditions and industry-specific problems, such as
skills externalities must now encompass all 12 EEC gross inefficiency, which have only been unveiled as a
countries, each of which may fear losing locally trained result of the political and macroeconomic conditions.
skills and professions to other EEC countries. All sorts of rigid interindustry linkages, based on
In spite of these policy issues, the net effect of the central planning of quantity flows with little considera-
’ programmes and projects of the EEC single market will  tion of value, price or quality, have broken down and %
be to boost factor productivity (labour and capital)and ~ few substitutes have yet to be found. Throughout the
thereby raise industrial competitiveness. However, region, a frantic search for new coordinating mecha-
there is a question whether successful EEC integration ~ nisms—policies and institutions—and sources of
will help to enhance trade and investment for  financial support is under way. (sec box I1.4 for a
developing countries. Many scenarios are possible, but  selected list of laws introducing economic and
trade data since 1958, when the movement toward institutional changes in the former USSR). Thus a
European integration began, does not allow an )
unqualified optimism (see tables I11.23 and 11.24). *UUNIDO aggregate statistics for the region continue to include
( Between 1958 and 1990, the share of developing the new central Asian republics.
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Table 11.23, Structure of EEC exports by country and region, 1958 and 1990
Exports of
Belgium Germany,
and Fedenal United
Luxembourg Denmark Republic of Greece Spain France Ireland ltaly Netherlands Portugal Kingdom Toal EEC
Exports to 1958 1990 1958 199 1958 199 1958 1990 1958 1990 1958 1990 1958 1990 1958 1990 1958 1990 1958 1990 1958 1990 1958 19
EEC countries 554 7511 593 521 279 543 09 640 568 649 309 627 824 748 U5 582 383 65 89 73S 21,7 S26 312 610
Other European '
OECD countries 8.7 65 16.6 56 2217 188 10.3 9.7 124 5.6 9.0 8.7 09 59 189 125 119 72 5.1 105 9.1 9.0 13.7 12.0
United States 94 43 93 52 73 73 136 56 101 55 59 6.1 57 8.2 9.9 76 56 39 B3 48 8.8 126 7.9 71
Canada 11 04 0.7 0S 12 0.7 03 06 13 06 08 0.9 0.7 08 1.2 09 03 04 11 0.8 58 18 23 09
Japan 0.6 13 02 3 09 27 14 1.0 1.7 09 03 1.9 - 1.8 0.3 23 0.4 08 05 1.0 0.6 26 0.6 21
Australia 0s 03 03 0S 10 0.6 0.1 08 03 03 0s 04 0.1 0.6 08 0.6 0.7 04 0.6 0.2 72 1.6 24 0.6
Developing
countnes, 180 95 93 9.7 209 10.2 72 124 184 185 469 16.7 16 5.7 262 13.3 17.6 78 423 6.9 316 16.9 274 125
of which
OPEC 33 18 23 20 48 28 0.9 39 26 a3 213 4.2 0.2 18 75 41 45 23 20 0.6 70 4.7 16 33
Other developing
countries 147 17 70 27 16.1 74 6.3 85 158 152 256 125 14 39 18.7 9.2 131 55 40.3 63 26 122 198 9.2
Centrally ]
planned .
coonomics 43 13 39 29 55 443 16.2 51 4.6 21 49 22 02 1.1 53 36 22 18 19 09 A4 1.7 43 28 -
Rest of the q
- world and :
unspecified 20 13 04 0.2 26 11 - 08 44 16 08 04 84 1.1 29 1.0 2.5 1.2 13 14 98 12 42 10
World (exciud- .
ing EEC) “ue6 249 407 4719 621 457 49.1 360 532 381 691 373 176 252 655 418 417 23S 6.1 265 T3 474 628 390
- - - _World (includ-
wng EEC) 1000 1000 1000 1000 1000 1000 1000 100.0 1000 1000 1000 1000 1000 100.0 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000
Source: Commission of the European Cc ity, A ! Ec 1y Report 199]-92, (Brussels, 1992), p. 257,
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Table 11.24. Structure of EEC imports by country and region, 1958 and 1990
Imports of
Belgum Germany,
and Federa! United
Luxembourg Denmark Republic of Greece Spain France Irefand haly Netheriands Portugal Kingdom Total EEC
tmpons of 1958 1990 1958 1990 1958 1990 1958 1990 1958 1990 1958 1990 1958 1990 1958 1990 1958 1990 1958 1990 1958 1990 1958 1990
EEC countries 555 w7 60.0 538 363 543 537 64.1 18 591 2. .8 oB.9 708 .2 574 $0.7 59.9 534 69.1 218 51.0 352 a8
Other European
OECD countries 7.7 56 186 238 152 160 115 71 84 6.4 6.7 78 34 19 131 1.7 72 74 Bo6 64 87 123 101 10.9
United States 99 L3 ] 91 S 136 6.2 132 17 6 83 100 73 70 142 164 51 113 8.1 70 39 94 127 114 16
Canada 14 06 0.2 035 il 08 08 03 0s 05 10 0.6 1.0 0.6 15 08 14 0.7 05 08 82 1.7 36 08
Japan 06 3s 13 34 06 54 20 59 0.7 4.1 02 28 11 44 0.4 23 08 40 . 26 09 sS4 0.7 41
Australia 1?7 04 - 02 1.2 03 0.3 0.t 08 0.2 24 0.4 12 0.1 30 0S 02 04 0.9 0.2 54 0.7 26 04
Developing
countnes, 19.2 94 5e 8.7 239 1n2 96 127 20 17.8 45.6 126 93 38 294 154 A4 154 276 153 M7 126 295 128
of which
OPEC 57 20 03 13 67 25 1.7 58 177 70 19.7 +4 07 03 139 10 11.5 6.2 6.3 6.8 113 2.2 208 4.0
Other developing
countnes 135 74 56 14 72 87 79 6.9 143 108 39 8.2 8.6 s 155 84 129 92 213 B.S 234 104 18.7 88
Ceatrally
planned
eCconomic; 2.2 2S5 46 40 45 53 81 48 4.0 29 42 29 18 1.3 a7 48 31 38 0.7 08 37 25 e 37
Rest of the
world and
unspecified 18 13 01 01 1.6 03 03 13 02 0.7 16 08 4.3 09 23 20 09 03 1.3 09 72 11 kB 09
World (exclud-
ing EEC) “s 293 400 462 637 457 463 59 68.2 409 nz 3852 i 292 698 426 493 401 46.6 309 2 490 648 41.2
World (includ-
ing EEC) 1000 e 70 1000 1000 100C 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000
Sowrce: Commission of N -an C ity. A ! Ec ic Report 1991-92 (Brussels, 1992), p. 257.
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1990

Declaration of State sovereignty (12 June).

Law on property on the territory of the RSFSR
(14 July).

Law on the implementation of the USSR law on
taxation of enterprises and organizations in the
RSFSR (1 December).

Law on banks and banking activity (2 December).

Law on the RSFSR central bank (2 December).

Law on the programme of revival of the Russian
countryside (3 December).

Law on , roperty in the RSFSR (24 December).

Law on enterprises and entrepreneurial activity
(25 December).

Law on land reform (23 November, with amendments
of 27 December).

1991

Law on the RSFSR State tax service (21 March).

Law on competition and limiting of monopoly
behaviour on product markets (22 March).

Law on social protection of working peopie (19 April).

Law on public employment (19 April).

The RSFSR land code (25 April).

Law on privatization of State and municipal
enterprises (3 July).

Law on personal privatization accounts and deposits
(3 July).

Box li.4. Russian Federation: selected enactments of economic and institutional change,
June 1990-January 1992

Law on the privatization of the housing stock (4 July).

taw on foreign investment (4 July).

Law on budget arrangements and the budgetary
process (10 October).

Law on lang fees (11 October).

Law on indexation of incomes and savings
(25 October).

Law on securing the economic basis of RSFSR
sovereignty (14 November).

Law on amendments to the RSFSR criminal code
(5 December).

Law on value added tax {6 December).

Law on excise duties {6 December).

Law on taxation of individual incomes (7 December).

Law on registration fee for individual entrepreneurs
(7 December).

Law on properly of individuals (9 December).

Law on a State levy (9 December).

Law on taxing the profits of enterprises and
organizations (27 December).

Law on the fundamentals of the taxation system in
the Russian Federation (27 December).

1992
Law on the budget system (24 January).

Source: Economic Survey of Europe in 1991-1992 {(United
Nations publication Sales No. E92.1L.LE.1), p. 144

Table 1125, Stabilization resalis in Eastern Europe in 1991
(Percentage change from preceding year)

Industrial
Country GDP  Inflationd  Unemployment output
Bulgaria -26 250 10.7 -27
Czechoslovakia -16 58 6.6 -23
Hungary -7t0 -9 s 8.3 -19
Poland -9 70 1.5 -12
Romania -13 344 31 -19
Yugosiavia -15 164 19.6 -21

Source: Economic Survey of Europe in 1991-1992 (United Nations publication,

Sales No. E.92.1LE.1) p. 45.
¥ Based on consumer price index.

discussion of the industrial situation must include a
brief review of the political and macroeconomic
background.

The region was transformed politically with the
formal dissolution of the USSR, at the end of 1991, into
15 independent States, the Russian Federation being by
far the largest (in GDP and population), followed by
Ukraine. All but the Baltic States and Georgia joined
the Commonweahh of Independent States, which now
appears to be a transitory arrangement for negotiating
the division of assets and liabilities of the former
USSR, rather than an institution for re-building
regional political and economic cooperation. Relations
between Russia and Ukraine remain tense, civil unrest
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has occurred in several of the smaller States, and short-
term prospects for all the new States seem none too
bright.

Elsewhere in Eastern Europe, the breakup of
Yugoslavia bhas brought human tragedy as well as
economic chaos (except in Slovenia). Albania is very
poor and weakly governed; Czechoslovakia is on the
verge of splitting in two, albeit peacefully. Polish
reform has ground to a halt due to disnutes within the
Government. In short, apart from Hungary an.i
Czechoslovakia, the political institutions needed to
push through urgent economic reforms are in crisis.

This is a far cry from what was expected. or hoped
for, at the end of communist dominance of the region.
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Table [1.26. Fcronomic performance of successar states of the USSR in 1990 and 1991
{Annual percentage change)
Russian Republic of
Item USSR Federation  Ukraine  Belarus Uzbekistan  Kazakhstan Georgia  Azerbaijan  Moldova  Kyrgyzstan Tajikistan ~ Armenia  Turkmenistan
A 199 over 1989
NMPY 4.0 5.0 -15 -14 . . - . . “ . . .
Employment?/ 22 .26 a8 14 19 04 .32 0.2 4.6 0.3 0.2 -16 0.9
Industrial output -1.2 0.1 01 16 18 08 5.7 -6.3 32 0.6 1.2 <15 32
Agricultural output 230 -36 -3.7 -9 6.0 1.0 70 0.1 -13.0 1.0 30 -11.0 790
Gross investment 0.6 0.1 -15 1.0 13.0 <29 -144 4.2 05 113 0.7 4.6 715
Retail sales 100 160 115 154 9.0 9.0 11.0 70 14.0 9.0 100 70 9.0
Retail prices 68 56 40 53 .
B. 1991 over 1990
T - - NMPY -15.0 -1n.0 -11.0 -0 -0.9 -10.0 G4 119 -5.0 90 -11.0 -0.6

Employment -1.7 -11 -2.0 - 25 -1.3 “ - 48 - 105 6.3 6.7
Industrial output¥ 78 10 45 2.1 18 0.7 -19.3¢/ 38 7.0 0.1 20 Yy 4.1
Agricultural output -10 -5.0 -120 -30 -5.0 8.0 “ - -11.0 870 -10.0 11.0 -2.0
Gross investment “ -11.0 " . . . . “ " " “ . "
Retail sales 11 -6.0 -10.1 2.7 88 -14.2 2518/ -12.7 -16.1 -16.8 2219 -248 -11.8
Retail pricesY 86.0 £9.1 825 813 829 829 121.8¢ 86.5 974 88.2 835 90.7 84.6
Expons®/ -326 -29.4 -46.3 418 s -384 -370 <379 413 -38.7 ~40.4 -40.6 -308
lmpon.s‘/ 439 45.6 -188 46.9 42.1 -39.4 416 43.6 -50.6 42,6 485 -194 -36.8

Source: Economic Survey of Europe in 1991-1992 (United Nations publication, Salss No. E92.1LE.1), p. 140,

4 Net material product produced.

¥/ State sector, workers and employees only, which account for 82-85 per cent of total employment.

¥ The data for the total 11 States are adjusted for inflation. Data for the individual States (except the Russian Federation) are based on enterprise-level information with only partial adjustment for
inflation.

¥ January-November 1991.

¢/ November 1991 over November 1990.

¥ Consumer goods and services.

& Nominal values in roubles at the commercial exchange rate.
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Figure IL.5. Growth rates ot GDP. MVA and manufacturing employment, 1986-1993, and industrial structural change,
1980-1993: Eastern Europe and the former USSR
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Then it was widely assumed that democracy . a hiberal
market system, and penerous tinancial and other
support trom developed market economies would
alow  almost immediate  transtormation. But  the
development of entrely new political and economic

sistems s no stmple task. Even in the eastern part of

Germany . which was Lirgely handed the system and the
tinance. this 15 not happening as easily as was itially
evpected. The imtial over-optimism must be partly 1o
blame tor the current pohitical unrest and disagree-
ments which are slowing down the pace of essenual
economic. especially macro. conomic. reforms. as well
as toreign tinancing.

2. Macroeconomic reform and industrial performance

The macrocconomic environment in which a firm or
enterprise. public or private. operates i» of critical
importance for decision-making at the firm lesel.

Under communist rule, the economies of LEastern
Lurope and the USSR had been highly integrated
through central “command™  planning.  Industrial
integration wans far greater than in the EEC or even the
United States. For this reason macroeconomic polics.
as practsed in developed market cconomies and most
developing countries, hardly existed and was not really
needed. since price and quantity changes unintended by
the planners were highly restricted. as a consequence,
guahty sutfered and consumer gueuing became part of
evervday hite.

The introduction of viable macroeconomic policies
in Eastern Europe and the foraer USSR s proving to
be difficult. with a great debate centring on the
guestion of how best to implement such policies. where
“best” reflects numerous constraints which vary from
country to country. Essentially, there are two opposing
camps consisting, on the one hand. of those in favour
of the big bang™, that is, immediate radical change.
and. on the other, the gradualists (this admittedly 1s a
great simplitication of the tssues and  povitions).
Poland. for example, opted for the former. having
instituted radical reforms as of the beginning of 1991,
but now the country is turning towards the gradualist
approach. On the other hand. Hungary. which had
been the most market-oriented of the economies of
Fastern Europe, has continued to follow a gradualist
approach.® The debate has also revolved around the
sequence of reforms, for example, whether privatiza-
ton should follow inflation and money supply control
pohicies or vice versa.

Analysis of these issues, widely discussed clsewhere.
v bevond the scope of this review of the industrial
situattion, but they are mentioned as being criticat for
tuture industrial performarnce in the region. The ending
of CMEA trade arrangements and rouble inflation
have together destroved established linkages between
cconomic actors in the region. Industrial plants are not
recenving essential 1nputs and are unable to sell their
output to traditional buvers.*® Energy supplies have
been severely affected. In 1991, exports of the former
USSR o its former CMEA partners fell by 57 per cent

o a discinsion of macrocconanie relorm, see, for example,
134, (24) and [ 28]

**(n the Russian Federation, only 14 per cent of expected dehivery
agreements tor 1992 had been concluded by mid-December 199§

tand imports by 62.3 per cent). whereas total exports
and imports fell by “only * 3y and 34 per cent.
respectively.®

The collapse of regional trade has hit the Russian
Federation somewhat less hard than its former trading
partners, since that large country, which in 1990
accounted for 55.7 per cent of GDP 2nd 66.4 per cent
of industrial output of the tormer USSR, was less
rehiant on regional linkages. In 1991 the GNP of the
former USSR as a whole is reported to have declined by
17.0 per cent. whereas the GDP figure given for the
Russian Federation was only 9.0 per cent.** But
economic linkages within the Russian Federation
continued to decline. partly as a result of the increasing
non-acceptability of the rouble as a store of value.***

A closely related problem has been the sharp decline
in government revenues. In most of the region,
revenues had come mainly from the surplus of public
enterprises operating at distorted prices, rather than
from income and consumption taxes. Disruption of
economic lirkages has sharply curtailed the surpluses,
and attempts at economic liberalizauon have exacer-
bated this teadency [25]. Governments need to develop
new, largely tax-based revenue sources. This will be
needed not only to help check inflation, but to satisty
one of the conditions for IMF and World Bank loans
and improving national credit ratings.

3. Private foreign investment

Investment in the region has been falling along with
other economic indicators. Investment in the former
USSR declined by 11 per cent in real terms in 1991 [27].
Private investment has not been able to compensate for
the sharp decline in public invesiment, since many
potential private investors are waiting for improved
macrocconomic conditions and clarification of privati-
7ation measures and property rights.

From a small base, private foreign investment
through joint ventures has been booming, although
hard currency invested per joint venture has tended to
be small. amounting perhaps only to “seed money™.
The number of registered foreign investment projects in
the region rose from 3,287 at the beginning of 1990 to
14.726 at the beginning of 1991, and to 33,972 at the
beginning of 1992, but the foreign capital component
of these projects only rose from 825 billion to
$9.63 billion as of 1 October 1991**** (sce tables
11.27, 11.28 and 11.29).

The rcal importance of many of these joint ventures
may be that they supply management and production
know-how, technology, and foreign market access,
According 1o one analysis, “Whercas previously a
certain physical infrastructure was often sufficient to
attract Jforeign direct investment., now a highly
developed human and rechanlogical infrastructure
appears essential ... Lower production costs are being

*Sec [26], table I/8
**Sec [26], table §/2

***for a detailed account of the economies of the region 1
1991, seec Fconomic Surves of Europe in 1991-1992 United Natons
publication, Sales No. £.92.11.1.1), chaps. Yand 4

*2e* Foreign direct investment in central and eastern Furopean
countries” (UNIDO/PPI.210, June 1992), p. 4 Many of these
projects may not yet be operational or may be of Iittle significance
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Table 11.27. Foreign investment projects in the USSR, by industry, it 1te

Statutory capital

Total Foreign
IS1C (million (million (million Number of
code? Industry roubles) roubles) dollars) projects
A Agriculture, hunting and forestry 543 246 414 26
B Fishing 528 24 396 10
C Mining and quarrying 174 8.5 15.1 7
D Manufacturing 32491 12159 1 930.6 1029
41 Purification of water 7.6 38 6.0 3
F Construction 166.0 80.0 110.2 94
G Wholesale and retail trade 202.4 107.8 164.4 68
H Hotels and restaurants 266.7 152.6 2448 138
| Transport, storage and communication 85.8 39.2 48.9 64
] Financial intermediation 129.7 74.6 117.7 5
70 Real estate 174 8.7 8.3 6
n Renting of machinery and cquipment 19.7 9.5 15.1 25
72 Computer and related activities 103.3 483 70.2 117
73 Rescarch and development 354 8.7 14.2 11
74 Other business activities 164.8 73.0 116.1 268
M Education 12.0 54 8.5 22
N Health and social work 116.1 49.1 794 46
90 Scwage and refuse disposal 15.5 7.1 12.4 11
92 Cultural and sporting activities 83.7 40.7 64.4 85
93 Other services 22 1.0 1.7 5
Othe:¥/ 421 26.4 426 10
TOTAL 49489 2 009.7 *« 31516 2050
Source: Eonomic Commission for Europe database on joint ventures.
¥ Asof 1 Janvary 1991.
2’ Revision 3.
¢ Ircluding activitics not classified among industries.
Table [1.28. Manufacturing foreign investment projects in the USSR, by industry, 1991
Statutory capital
Total Foreign
ISIC (million (million {million Number of
code? Industry roubies) roubles) dollars) projects
1S  Food products 255.5 78.5 123.6 78
16  Tobacco products - - - -
17 Textiles 348 14.5 23.6 19
18 Wearing apparel 82.0 359 54.6 74
19  leather 166.2 336 54.4 26
20 Wood and wood products 137.6 58.5 $3.3 60
21 Paper and paper products 525 242 86 10
22 Publishing and printing 69.2 26.7 429 51
23 Coke, refined petroleum, auclear fuel 76.7 30.2 35 4
24 Chemicals, of which 364.9 159.0 253.6 65
241 Basic chemicals 178.3 743 1198 19
242 Other chenmicals, of which 176.0 80.7 127.2 35
2423 Pharmaceuticals 30.0 15.0 237 9
2424 Cosmetics 106.6 48.2 76.8 12
Othert/ 10.6 3.9 6.7 1
25 Rubber and plastics 142.0 64.7 104.0 29
26  Non-melailic products 149.6 60.6 97.9 56
27  Basic metals 46.4 17.5 28.7 5
28 Meczral products 167.3 413 66.1 23
29  Machinery and equipment n.e.c.. of which 3364 1119 178.4 111
291 General-purpose machinery 101.2 276 45.8 26
292 Special- purpose machincry, of which 191.7 69.5 108.9 64
2921 Agricuiture and forestry machinery 139 26 4.3 4
2922 Machine tools 87.0 4.1 55.1 21
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Statutory capital

-
Totat Foreign
1SIC (million (million (million Number of
code?  Industry roubles) roubles) dollars) projects

‘ 2925 Food processing machines 19.2 7.1 11.4 5
2926 Textile machinery 241 6.5 10.7 4
Other¥/ 375 14.7 236 21
: 30  Office equipment and computers 191.2 83.2 133.7 116
. 31  Electrical equipment 328.3 127.7 2204 21
— 32 Communication equipment, of which 155.6 63.7 90.7 st
3210 Electronic components 35 15 23 s
3220 Television sets, radio transmitters 62.1 30.1 4S 8
3230 Television sets, radio receivers 24 0.8 1.2 7
Others/ 87.7 314 52.7 3
33  Precision instruments 140.1 614 97.6 n
Motor vehicles 40.2 12.2 19.1 17
35  Other transport equipment 2158 4.1 6.1 12
36  Furniture and manufacturing, n.c.c. 1744 56.4 91.1 72
37  Recycling 27.1 9.0 14.7 14
Otherd/ 88.4 41.1 63.8 50
- TOTAL 3249.1 12159 1930.6 1029

Source: Economic Commission for Europe database on joint ventures.

¥V Asof January 1991.

¥ Revision 3.

¢ Including activitics not classified in specific manufacturing ISIC group.
¥ Including activities not classified in manufacturing.

A Table IL29. Operational foreign investment projects in Hungary, by industry, 1991%/

Statutory capital

. Total Foreign
Y —
Q‘\‘ 1SIC (million (million {million Number of
, Q code?  Industry roubies) roubles) doliars) projects
A Agriculture, hunting and forestry 187.0 86.4 1.6 7
A B Fishing 522 20.2 0.3 2
. ~ D Manufacturing 55 195.6 26 350.5 498.0 399
41 Purification of water 19 0.7 - 1
F Construction 4 084.2 23326 40.0 51
G Wholesale and retail trade 5816.5 27425 59.7 226
H Hotels and restaurants 11375 755.2 14.4 10
1 Transport, storage and communications 1864.3 580.2 1.0 55
J Financial intermediation 15 7117.7 8 056.8 156.3 i3
7¢ Real estate 293.5 146.9 25 14
71 Renting of machinery and equipment 52.3 228 04 7
72 Computer and related activities 400.9 179.6 32 n
73 Rescarch and development 114.3 53.3 0.9 6
74 Other business activitics 44724 ©2302.3 46.0 138
M Education 144.5 7.7 0.1 6
N Health and socis! work 1046.2 405.0 8.0 4
90 Sewage and refuse disposal 56.0 34 0.6 2
92 Cultural and sporting activities 447.7 198.4 4.6 19
93 Other services 1.0 0.5 - 1
Other/ 12.6 5.8 0.1 3
TOTAL 91 097.4 44 284.9 847.8 1 006

Source: Economic Commission for Europe database on joint ventures.
V Asof 1 January 1991,
Y Revision 3.

_tNa .

¢ Including activities not classified among industries.
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Box 1.5 Human infrastructure in Eastern Europe and the former USSR

While central and Eastern Europe have an educated
workforce. market economies require additional
human attnbutes. There are open questions about
motivatior:. As any visitor could attest. no one worked
hard in the factories of the ex-communist countries.
White work may ncw start to pay off, those in the ex-
communist economies have had a lifetime to get used
to not working hard. Will they start working hard once
the r.ght incentives are in place—once their standard
of tiving can improve if they do work hard? No one
knows for sure.

Initiative is a more important concern. Markets
require individuals willing to take risks. After a lifetime
of being told what to do and what not to do. initiative
may be a hard attribute to recapture. Russian
immigrants to the United States find it difficult to get
apartments. They are used to putting their name on a
list and don’'t know how to search. In the former USSR
most citizens seem to be sitting around waiting for the
market to happen. The market is viewed as just
another economic system that the Government will
organize. and there is littie realization that their
personal initiative is required. As stated by one
government official, "Most people think the free
market just means the shops will be full and work will
be easier. They have no idea what's involved.” Those
who have studied managers in the former USSR
report that “factory managers have no clear grasp of
capitalism’s cut and thrust. They refer constantly to
co-operation. The idea of competition makes them
acutely uncomfortable. But in a market economy the
Government isn't going to do anything but get out of
the way.”

To some extent the initiative problem is a
knowledge problem. No one really knows in detail
what a market entails. This is equally true for the
highest leadership, the ieading economists, the plant
managers, and the average citizen. They all know the
labour market, but they all have very fuzzy ideas as to
what it means where practical details are concerned. A
study commissioned by the Swedish Foreign Ministry
found "a widespread lack of understanding” of what a
market entails even in the Baltic States. Since none of
the citizens of these countries have ever lived in a
market economy, this should not come as a surprise.
Market behaviour isn't instinctive. Some are going to
take longer than others to learn it.

Basic attitudes about fairness will have to change.
After a jifetime of being told that income inequality is
bad, the citizens of the ex-communist economies are
going to have to learn to accept a lot more income
inequakhity than they have had. Most people’s absolute
incomes will go up in the long run, but relative income
gaps will widen. Since the bottom 40 per cent of the
population had a much higher proportion of national
income in the ex-communist countries than it will have
in the new capitalist countries, that 40 per cent is apt
to see itself as z big loser. A Hungarian study
published midway through Hungary's transition found
10 per cent much better off, 30 per cent much worse
off, and 60 per cent much the same.

Negative attitudes toward entrepreneurs are already
visible in the former communist world, where those
who have taken initiative—the newly wealthy-—are
often despised In a study of Polsh attitudes toward
entrepreneurs, they were seen as "a class without

culture. one that brings very little to society. It is one
based on materialism, shady values and speculation.”
These new capitalists are seen very much as the
United States public views the leaders of the savings
and loan industry—unethical rip-off artists who got
wealthy empioying unscrupulous tactics. In public
opinion polis the support for capitalism is very weak in
the countries of Eastern Europe. In the former USSR,
79 per cent of the people still believe in government
ownership of heavy industry, banks. transport and the
media. Less than 25 per cent supported a shift to a
free-market form of capitalism, and the population is
evenly divided on whether business firms should be
allowed to maximize profits. None of these attitudes
are surprising, if it is remembered how every citizen of
the USSR has been educated in the past 70 years. but
they make the transition to a market economy very
difficult.

Such attitudes are going to be difficult to combat,
since at the beginning of the transition to a market
economy. those who first become rich will not be
those who make the products that the public wants.
The quick rich will be the speculators and arbitragers
who take advantage of the imperfections of the price
system left over from communism. Market prices will
be very different than those that existed under
communism, and the first successful entrepreneurs
will be those shrewd enough. or lucky enough, to
control the assets that rise most in price. Speculative
profits will be huge.

To an economist, these speculators and arbitragers
perform a worthwhile activity (they egqualize prices
and bring them up to market levels). but to the average
citizen their activities are going to be seen in a very
negative light. What they gain by selling at higher
prices, the average citizen is going to see himself
losing. This is especially true since many of the new
capitalists will be the old nomenkilatura who have
essentially seized the assets they used to manage as
communist officials.

But what shouid happen to the collaborators—those
in charge under the old system. Often the public does
not want them to be in charge under the new system,
but they have the knowiedge and power to give
themselves a head start in the market game. If it is a
question of starting up new companies, they know the
best assets to buy. Yet millions of people were
involved as collaborators in the old system, and they
cannot all be prevented from taking part in the new
system. In the eastern part of Germany this has
become a major problem. Who was and who was not
an informer?

Shifting from a communist economy to a market
economy requires an enormous shift in power. Those
who have oeen giving the commands no longer do so.
Those who have been running the factories under the
command economy may not be those that do so
under the market economy. A very different set of
skills will be required, and there is no reason to believe
that those who are good at functioning in a command
economy are good at functioning in a market
economy.

Enormous management problems exist. The plant
managers of the ex-communist economies have not
in any sense been business people. They were told
wha’ to do (given a pian), shipped materials, toid
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Box IL.5. (continued)
whom to hire, what to pay, what to produce, and Some of the market-management skills such as
where to ship what they produced. They never bought accounting. finance, and marketing simply don't exist.
anything. they never sold anything, they never set any Those skills weren't needed in a communist economy.
prices. and they never made any decisions on what to Such skills will have to be created, and that is going to
produce. Basically. plant managers were army take time.
officers. Converting a military mentality to a market Source: Lester Thurow. Head to Head—the Coming
t mentality is not easy. Management skills are going to Economic Battie among Japan, Europe and America (New
be in very short supply. York, William Morrow and Co.. 1992). pp. 96-99.
Table IL30. Manufacturing foreign investment projects in Hungary, by industry, 19913/
Statutory capital
Total Foreign
- ISIC (million (million {million Number of
code?  Industry forints) forints) dollars) projects
15 Food products 27108 11813 43.2 29
16  Tobacco products 4713.7 2 150.0 37.3 18
17 Textiles 1263.7 5343 10.2 23
19  Leather 110.3 47.3 0.8 5
2 Wood and wood products 845.7 5315 11.0 16
21 Paper and paper products 5339.7 217110 3438 7
22 Publishing and printing 973.3 3774 6.5 33
24 Chemicals, of which 4417.0 20639 37.6 37
41 Basic chemicals 2956.4 14349 25.6 7
\ 242 Other chemicals, of which 14125 600.9 11.6 27
2423 Pharmaceuticals 239.2 106.1 23 10
2424 Cosmetics 411.3 206.2 38 6
Other®/ 48.1 28.0 0.5 3
35  Rubber and plastics 967.7 454.) 7.7 15
- 26 Non-metallic products 10 488.5 61205 113.5 16
\\‘ 27  Basic metals 546.8 169.8 29 7
w 28 Metal products 878.4 401.5 713 28
\\\ 29  Machinery and equipment, n.¢e.c.. of which: 2 675.9 13538 25.0 56
291 General purpose machinery 1029.5 539.7 8.9 17
292 Special purpose machinery,
\ of which 1355.7 598./ 10.9 27
= 2921 Agriculture and forestry machinery il16.5 68.0 1.2 3
2922 Machine tools 816.0 343.0 6.0 7
2925 Food processing machines 740 26.9 0.5 5
Other®/ 290.8 215.4 5.2 12
30 Office equipment and computers 1604.7 509.4 10.0 6
31 Electrical equipment 7 705.4 4 039.1 68.5 20
32  Communication equipment, of which 24717 935.0 18.1 17
321 Electronic components 981.5 402.8 7.7 4
322 Television sets, radio transmitters 747 331 0.5 6
323 Television sets, radio receivers 13225 466.1 9.2 3
Others/ 93.0 33.1 0.6 4
33 Precision instruments 764.5 369.1 7.3 19
34 Motor vehicles 29875 15618 317 12
35  Other transport equipment 862.4 439.8 1.7 2
36  Furniture and manufacturing, n.c.c. 993.1 $31.7 9.6 17
37  Recycling 3816 1771 34 s
Otherd/ 1493.4 230.0 39 11
TOTAL 55195.6 26 350.5 498.0 399
Source: Economic Commission for Europe database on joint ventures.
¥ As of January 1991,
2 Revision 3.
¢ Including activities not classified in specific manufacturing ISIC group.
' 4 Including activities not classified in manufacturing.
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echipsed by other quabhtative imvestment determinants,
such as skill levels, market size. the existence of an
ethicient industrial support network. the availability
ol a sariety of support services as well as advanced
telecommunications and information-processing facili-
ties.* Among these bottlenecks and constraints,
however. the “human resource infrastructure”™ would
appear to be the most intractable variable (sec box
5.

Notwithstanding the need for foreign direct invest-
ment. fears exist of possible economic domination by
large foreign ftirms. The take-over of Skoda in
Crechoslovakia by Volkswagen of Germany, for
example. was delaved by such questions, but Skoda
automobile exports to Western Europe are now
booming (from a small base). as the quality and
product image have improved.

The former USSR and Hungary have so far been the
largest regional r-cipients of foreign direct investment.
For the former USSR, registered foreign capital as of
I January 1991 amounted 1o $3.151.6 million, of which
$1.930.6 million were in manutacturing. Major sectors
were chemicals ($253.6 million). electrical equipment
{$220.4 million). machinery and equipment and com-
puters ($133.7 million), and food products ($123.6 mil-
lion) (see tables 11.27 and 11.28). The corresponding
data for Hungary were a total of $847.8 million, with
5498 million in manufacturing. of which the largest
sectors were in non-metallic products (3113.5 million)
and clectrical equipment (368.5 mullion) (see tables
11.29 and 11.30).

4. Prospects for manufacturing

MV A growth in the region became negative in 1990
(- 4.2 per cent). and worsened in 1991 (— 15.5 per cent).
and a turther decline of 21.1 per cent 1s expected in
1992. A slow-down in the collapse of industry is
torecast for 1993 (- 14.9 per cent) (see figure IS for
GDP and MVA patterns of growth ia recent years and
also tor the pattern of structural change in industry). In
1991 the decline was greater than 10 per cent for all
countries, but by 1993 onl, the tormer USSR, Romania
and Albania are expected to continue to decline at rates
above 10 per cent.**

As discussed earlier, the tming and extent of
industrial recovery will largely depend on the creation
of political stability and sound macroeconomic
policies, which will provide a basis for a boom in
private investment.  Existing industrial plant and
machinery is at present being rapidiy run down, so that
capital expenditure requirements will be high. The ad-
vantage of this will be that manufacturing activities will
be renewed on the basis of the latest technologies.***

Much existing manufacturing activity will need to be
radically restructured or closed down. Heavy indus-
tries. as well as chemicals and particularly metals

*Sec “Foreign direct investment " p. 2.

**Av noted in the introduction to this section, data should be
treated with extreme castion For cxample, according to the
teononue Commsion tor Furope, in 1991 the dechine of industrial
outputin the former USSR wis only 7 X per cent

*eefollowing the Second World War, the renewal of manufac-
tsring in the Federal Republic of Germany and Japan helped them to
establish a competitive edge relative to the United States, where an
older vintage of machinery was generally in use.
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industries, have tended 1o be wastetul in the use of
underpriced primary inputs and to generate consider-
able pollution. Some may even have been vperating at
negative value added in terms of world prices.
Privately-owned small-scale production in light industry
is likelv to grow rapidly in the new economic
environment.

Medium-term prospects for industrial recovery in the
region are good. assuming that the ditficulties of
transition to a market-oriented economic system can be
overcomte. Although the old economic regime was based
on principles that worked badly in pracuce. the
educational system tended to receive strong support. As
a result, the region has a good supply of human capital.
including people with engineering skills. without which
machines are useless. In the new market-oriented
economies, this human capital resource, combined with
reiatively low real wages, will become a major source of
comparative advantage for the region. But for now
massive retraining seems urgent at ail skill levels.

E. Latin America and the Caribbean

I. Short-run outlook

Signs are increasing that the decade-long setbacks in
investment and industrial output are slowls coming to
an end. Thanks to achievements in containing hyper-
inflation in many countries, foreign direct investment
has begun to flow in at a faster pace. Foreign direct
investment, which was a major source of technology
transfer in earlier vears. slowed down somewhat in the
1980s. The privatization movement is opening up
opportunities for investment, restructuring and new
competition. with a promise to raise the stagnant level of
productivity and efficiency. Debt-equity swap activities
have progressed in tandem with privausation. Further-
more, regional and sub-regional movements for integra-
tion have returned. auguring well for an upsurge of trade
and investment within the region.

The immediate outlook for industrial growth appears
promising. MVA projections for the region as a whole
indicate 2.7 per cent and 3.9 per cent growth in,
respectively, 1992 and 1993 (see figure 1.6 for GDPand
MVA patterns of growth in recent vears and abo for
structural changes in industry). This expected MVA
growth performance represents a solid recovery froma
decline of 1.9 per cent in 1990 and a meagre 1.6 per cent
growth in 1991,

The most encouraging feature of the recovery process
is the huge drop in inflziion in many countries of the
region. For instance, Argentina suffered from 1,103 per
cent inflation in 1989, 2,314 per cent in 1990, 171 per
cent in 1991, and only 25 per cent is expected in 1992,
Similarly, Brazil reduced an inflation rate of 3,277 per
cent in 1990 to 526 per cent in 1991, and about 600 per
cent is expected in 1992

It must be emphasized, however, that containing
inflationary expectations involved not just one policy
action (such as freeszing savings or exchange rates) but a
package of multifaceted measures. Such a package sent
strong signals that the Government meant business,
Thus, for example, Argentina eliminated all subsidies,
reduced trade barriers, dercgulated markcts for greater




Figure 11.6. Growth rates of GDP, MVA and manufacturing employment, 1986-1993, and industrial structural change,

1980-1993: Latin America and the Caribbean
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competitton, and privatized (or promised to prnivatize)
State enterprises, in addition to adjusting the currency
parity with the United States dollar and linking money
supply strictly to dollar reserves and goid. Similar
stringent measures were audaciously taken in other
countries, including Brazil and Mexico. In short, a
favourable business environment seems tc be returning
to the region.

Such indications are well exempiified by the willing-
ness of investors to use the debt-equity conversion
scheme as a vchicle for investment in the region.
Table 11.31 gives information on the progress made in
Mexico. More foreign direct investment of this type is
expected to intensify and add force to the recovery
process.

The debt-equity conversion programme of Mexico is
amongst the most effective and important in Latin
America. Between April 1986 and October 1987, about
$8.4 billion of eligible applications were received, and
$3.1 billion were authorized in 1987. Between 1986 and
1988, the sectoral distribution of debt- equity conver-
sions concentrated primarily in the priority manu-
facturing sectors, such as automobiles (16 per cent) and
capital goods (12 per cent), with new investment projects
or major plant expansions undertaken by firms such as
Volkswagen ($141 million), Chrysler (§110 million) and
Nissan (360 million).

In 1991, foreign direct investment in Mexico
amounted to $11.8 billion, and according to Banco
México. 60 per cent went into stocks and shares.
Foreign direct investment in the agro-industries will
probably amount to $500 million. with Spain and the
United States heading the list in this sector. Overall
investment in agro-industries has been significant
compared to the 1980s, particularly 1987, a year in
which fixed investment and real investment outlays
decreased in almost all the agro-industries.

Flows of private capital into five Latin American
countries, including Argentina, Brazil, Chile, Mexico
and Venezuela, tripled in 1991 to more than $40 billion,
eight times the 1989 level. The inflows, diversified in

nature. included a substantial repatriation of tlight
capital, equities, country funds and foreign direct
investment placed abroad by the Laun American
residents. The 1991 inflows were sufficient to generate
nearly three times the funds needed to tinance the
deficits on the countries® trade in goods and services,
and helped to boost foreign exchange reserves by
$15 billion.

Factors accounting for the private capital inflow
include the following:

(a) The low interest rates and the recession in
Europe and the United States and the contrasting high
domestic interest rates in Latin America;

(b) Improvements in the Latin American eco-
nomies, including overall brighter investment opport-
unities, declining inflation rates and reduced fiscal
deficits, privatization of Staie-owned enterprises and
the move away from protected markets;

(c) New trade policies including negotiations
between the United States, Mexico and Canada over a
free trade agreement.

2. Long-run prospects

Reflecting these favourable developments, the Inter-
American Development Bank has projected an
optimistic scenario up to the year 2000 (sce table 11.32).
Noteworthy is the return of flight capital back to the
region. It is expected to provide a powerful push
reaching to $10,201 million by 2000 from $2,600
million in 1992. Foreign direct investment will jump to
$21.947 million in 2000 irom $9,279 million in 1992.
Exports of goods will more than double from $131,269
million in 1992 to $267,795 million in 2000.

It should be noted however, that the debt burden of
the region is not expected to become lighter; it will
remain at $461.211 million in 2000, compared with
$417,467 million in 1992. This indicates that net

Table IL31. Mexico: debt equity conversions suthorized, by sector and source,
1986-1988/
(Miilions of dollars)

Germany,
United United Financisl Federal
Industry States Kingdom centres¥ Republicof Japan France Spain Others  Total

Tourism 3309 2222 291.1 13.2 67.8 105.7 165.1 1166.0
Automotive and

transport 316.6 . 2.6 2009 76.8 17.0 2.2 .- 616.0
Capital goods 313.7 15.5 79 39 36.7 21.2 1.2 45.7 445.8
Export zone assembly 917 72 22.1 . .- . 18 14.8 437.6
Electrical and

electronic machinery 135.2 9.1 8.5 36 . . 28.5 184.9
Non-metallic mineral

products 51.6 66.6 0.8 . . 52.0 170.0
Agro-industry 84.0 11.2 38.5 4.8 1.0 8.4 147.9
Basic metals 46.1 85.0 16.0 . . . . . 147.2
Other 2036 1140 85.9 1.7 13.6 5.0 04 1092 540.4

TOTAL 18434 5308 464.9 221.0 143.9 1158 1123 4237 38558

Source: Debt Equity Conversions: a Guide for Decision Makers {(United Nations publication, Sales No. E.90.11.A.22).

¥ To October 1988.

¥ Panama, Cayman Islands, Netherlands Antilles and Bahamas.
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Table 1132, Principal economic {ndicators for Latin America and the Caribbean under (he io of conti policy reform, 1991.2000
ltem 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Real growth {pcrcentages)

Gross domestic product 21 4.1 40 43 44 4.7 47 49 49 49
Total consumption 25 38 38 39 41 4.4 46 48 49 49

Total investment 9.1 76 6.2 6.6 6.3 71 65 6.6 6.3 59

Exports of goods and noa-factor services 43 39 49 49 5.0 5.0 51 5.1 52 53

Imports of goods and non-factor services 190 74 71 64 6.6 7.0 69 12 71 6.9

Balance of payments (millions of dollars)

Balance of goods and non-factor senvices 2185 17 147 13 866 13599 12133 10234 7m0 4 394 521 <3220
Exports of goods and noa-{actor services 157319 163 830 176 485 194 285 213099 2417 25714 282 656 310 859 341 926
Imports of goods and noa-factor services 133 1M 146 683 162 619 180 686 200 966 223 943 A9 364 278 262 310 338 S 146

Balance of goods traded 28 569 2452 20 059 20 485 19 957 19 298 18 239 16 588 14 638 12 837
Exports of goods 127 94S 131 269 140 486 154 408 168 947 185 216 202 848 222 443 244 046 27 195
Impoets of goods 99 3% 108 817 120 427 13394 148 990 165 917 184 608 208 85S 229 407 254 958

Balance of noa-factor services -4 383 -5 305 6193 -6 885 <7824 -9 964 -10 469 -12 194 -14 117 -6 057
Exports of non-factor services 2318 32 561 35 999 398n 44 152 58 962 54 285 60 213 66 813 74131
Imports of noa-factor services 33 758 37866 42192 46 762 51976 58 025 64 758 T2 407 80 930 90 188

Balance of factor services -33 49 <36 448 38 830 -38 626 -39 308 -39 002 -38 919 <38 T4 -38 536 <38 412
Exports of factor services 8238 9 305 10 027 10 482 10 965 11 435 11 811 12 341 12 793 13292
Imports of factor services 41 988 45 753 48 856 49 098 50273 50 437 50 730 51118 51329 51 704

Profit remittances 6 356 7 608 8 881 9121 9898 1027% 10 987 11 666 12 398 13 300
Interest payments and other capital income 35 632 38 145 3997% I 40 376 40 158 39 743 39 448 38 931 38 404

Net treasfers 475 5147 5 557 6 004 6 405 6 847 732 7837 8 396 8 999

Current account -17 400 <14 154 -19 407 -19023 <2070 =21 921 23 827 <26 543 <29 618 -32 633

Foreign direct investment 9 260 L 1, 9 602 10 830 12 229 13 744 15 442 17 358 19 819 21947

Portfolio investment 1126 1226 130 1451 1519 1725 1885 2 059 2251 2460

Return of flight capital 650 2 600 3285 3 786 4397 5140 6 050 7162 8 528 10 201

Change in reserves 8480 -5 045 4293 4219 -4 557 -31% -8 161 -3 495 -3 928 6 146

Errors and omissions - - - - - - . - - -

Net borrowing gap 2213 6 041 9 416 7157 7029 4370 S4T7 3297 3088 3939

Memo sems

Total external debt 411 428 417 467 426 882 134 040 441070 445 a1 450 919 454 217 457212 461 211

Debt reduction 4 750 - - - - - - - - .

Cumulative flight capital 181 213 189 111 197 486 205 621 213 556 220 910 227 441 232 852 236 78S 238 801

Stock of foreign investment 109 189 118 468 128 069 138 899 151129 164 872 180 314 197 673 217192 129 139

Source: later-American Development Bank.
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borrowing will have to go un, though at a reduced
intensity compared to the 1980s.

Nevertheless. the expected industnial recovery should
be sufficiently strong to reverse the retrenchment in
manufacturing output 2nd employ ment recorded in the
1980s (see table 11.33). Between 1980 and 1990,
manutacturing employment fell in Argentina, Brazil,
Colombia. Dominican Republic, E! Salvador, Mexico,
Panama. Trimdad and Tobago. Uruguay and Venezuela.
Shedding marginal or redundant employees has proved
a major corporate tool for fighting hyperinflation and
dwindling demand and keeping up labour producuvity.
In all the bigger countries. such as Argentina. Brazil
and Mexico, there has been remarkable upward
movement in labour productivity.

In contrast, between 1930 and 1990, wage earnings
per worker tumbled in Argentina and Mexico. though
they rose in Brazil. In tact. they fell in 12 countries {see
the last column of table I1.33). In other words. average
wage carnings per worker fell to 5.1 per cent of the
level of North American workers in 1990 from 17.2 per
cent in 1980 and 18.4 per cent in 1970 (see table 11.34).
It is remarkable that. in comparison with wage levels of
North American manufacturing. the wages of workers
in the region have fallen in virtually all manufacturing
sectors during the last two decades. Exceptions are
other chemical products, miscellaneous petroleum and
coal products, rubber products and plastic products
ne.c.

The relatively low wages in comparison with the
North American level, essentially reflect technological
differences. These differences. in turn, can be roughly
captured by measuring labour productivity as a

percentage of the North Amernican level.®* Such a
measurement is shown in table 11.34. On average.
labour productivity in the region s shown to be
roughly 30 per cent of the North American level. The
remaining 70 per cent represents a “technology gap™
between the two regions. This gap compares with a gap
of over %0 per cent for the East and South-East Asian
region. In other words, labour productivity of Latin
America is 10 percentage points ahead of East and
South-East Asia relative to the North American
standard as of 1990. The flurry of ccmparative siudies
in recent years on the two regions appear to convey
misleading pictures on this score_** The speed and level
of change in technological advancement and produc-
tivity need not be confused.

It should be borne in mind that the relatively high
level of labour productivity (compared with the Asian
and African regions) has been achieved with the active
participation of foreign direct investment in the
manufacturing sector of the region. For instance, in the
Brazilian manufacturing sector, foreign-owned firms
account on average for a 28.5 per cent share of total
sales. compared with 59 per cent for private domestic
manufacturers and 12.5 per cent for State-owned
manufactures. Sales of foreign-owned firms dominated
in the case of tobacco (73 per cent). transpornt
cquipment (68 per cent), rubber products (63 per cent).

*Diverging mosements over time between labour productinaty
and wage carmngs—with the former rising and the latter talhing—
may mdicate the extent to which wages are squeezed downward n
tavour of maintaining profits under a highly inflattonary situstion in
the region.

**Sce, tor instance. [28] and [29].

Table 11.33. Manufacturing employment, labour productivity and wage earnings
per worker in Latin America and the Caribbean, 1980 and 1990
(In constant 1985 dollars)

0

Manufacturing
MVA employment MVA per Wage per
worker worker
1980 1990 1980 1990

Country (million dollars) (thousands) 1980 1990 1980 1990
Argentina 29 591 23 363 1346 968 21982 24 149 5193 3604
Barbados 77 101 8 8 9963 11991 6275 7680
Bolivia 1231 985 102 167 12093 5886 3595 1473
Brazil 58200 73946 4 449 3998 13082 18498 2252 359
Chile 3 7378 206 219 18 054 33674 31319 4339
Colombia 6 490 9 365 508 492 12770 19 045 235 2714
Costa Rica 596 864 64 117 928 739 3981 2351
Cuba 3714 4 796 501 712 7416 6 741 1983 2468
Dominican Republic 689 1019 146 132 4722 7705 1270 932
Fcuador 1577 1 748 112 114 14 114 15 305 5564 5030
El Salvador 606 487 39 25 4855 18038 4855 3238
Guatemala 991 1230 82 94 12016 13023 2700 2519
Honduras 50t 608 55 7 9107 8 581 2892 31352
Jamaica 296 472 4“4 64 6686 7351 3145 3064
Mexico 37049 51420 2417 2013 15329 25543 5031 3489
Nicaragua 803 885 34 48 23625 18 549 6 885 3801
Panama 560 500 32 3 17768 15 922 4460 5462
Paraguay 569 735 70 103 BO6B 7159 .
Peru 4425 3547 273 307 16193 11 572 2508 1 980
Trinidad and Tobago 703 168 44 2 15869 11 682 8 700 7423
Uruguay I 246 1502 160 121 7781 12413 2554 3005
Venezuela 13 71 13272 477 474 28751 28012 7677 5997

Source: UNIDO database.
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Table IL34. Labour productivity and wage carnings per worker in Latin America
and the Cariddean ss 8 percentage of the North American Lavel, 1978, 1900 and 1990
(In constant 1985 dollars)

Labour productivity Wage per worker
Industry 1970 1980 1990 1970 1980 1990

Food products 21.18 2052 19.23 15.74 1504 1382
Beverages 2965 3012 20.02 2198 1793 13.08
Tobacco products 45.16 3561 1583 1893 1578 1348
Textiles 3767 3471 349 2264 2052 16.60
Wearing apparel 3415 3871 3114 2218 2004 17.61
Leatner and fur products 37.37 3052 34.67 20,60 21.60 1992
Footwear (excluding rubber
or plastic footwear) 3266 2710 2592 2530 2333 17.59
Wood and cork products 2796 2484 1577 13.06 1193 847
Furniture and fixtures 2352 2857 17.62 1870 1575 10.79
Paper and paper products 3251 3217 2797 20.18 17.83 1632
Printing and publishinyg 2591 2891 25.88 2117 2111 1851
Industrial chemicals 2950 3029 3233 23.00 23.06 16.03
Other chemical products 2621 2383 2341 21.39 2270 2321
Petroicum refineries 91.47 673z 108.30 3337 3154 28.09
Miscellaneous petroleum
and coal products 34.06 5344 81.67 2363 2370 24.07
Rubber products 3749 3889 54.53 2243 2367 24.70
Plastic products n.e.c. 3609 33.64 3225 1896 1808 2229
Pottery, china and earthenware 40.68 3234 3286 1935 1697 15.02
Glass and glass products 2489 29.73 33.68 2264 2152 18.79
Other non-metallic mineral
products 2289 2024 1775 1447 1285 11.37
Iron and stecl 39.76 3756 49.57 2174 1873 2156
Non-ferrous metals 74.00 4601 64.31 2040 17.03 20.28
Metal products 21.78 2426 27.81 1823 1781 1549
Non-eclectrical machinery 2258 2542 1888 19.59 18.72 15.39
Electrical machinery 27.21  31.28 3441 2224 18.76 1888
Transport equipment 2656 3092 24.76 18.24 18.68 15.16
Professional and scientific
goods 14.37 2457 3340 16.65 1551 14.01
Other manufactures 37.08 3482 31.70 20.11 1692 19.52

Total 29.50 2993 29.22 18.39 17.19 15.13

Source: UNIDO database.

soaps and toiletries (53 per cent) (see table 11.35 for
further details). Recent studies also show that foreign-
owned firms are large in terms of size, pay higher taxes,
are more cxport-oriented and have higher import
propensities than locally owned firms.*

Brasilian policy makers may find the role of
transnational corporations  helpful in the current
efforts to open up and liberalize the economy. Indeed,
it can be expected that foreign direct investment will
play a more important role than in the past in
modernizing the industrial sector. It is remarkable that
foreign direct investment continued to grow in Brazil
even during the turbulent 1980s, although at a slower
pace than in the 1960s and 1970s (see table [1.36). There
could be substantial new toreign direct investment
flows if inflationary pressures are further contained in
the 1990s and a speedy liberalization process is pursued
(~ce table 11.37).

But in the process of recovery and rapid industrial
growth. the region is likely to encounter human capital
bottlenecks. In Global Report 1991792, it was reported

*See Larey Wiltmore: "Size of firm, hke foreign ownership. has
4 posiine effect on evports and imports, but the effect s stronger for
cuports than tor impors” (0] p 1Y

that the burden of budget deficits led 1o cutbacks orn
educational expenditure in virtually all countries of the
region.* For instance, during the [980-1985 period.
such expenditures declined by an annual rate of
6.14 per cent. The constraining impact is likely to be
felt throughout the 1990s.

Nevertheless, retraining and restructuring the existing
human capital stock could go a long way toward
alleviating future shortages. The region seems to be
reasonably well “"endowed™ with some critical elements
of human capital (see table 11.38).

To begin with, the adult literacy rate appears rather
high, and is comparable to that of East and South-East
Asia (ranging between the upper eighties and nineties
in percentage). The mean years of schooling are also
high. despite some wide divergences, for example, the
8.7 average vears for Argentina as compared with 4.7
for Mexico and only 3.9 for Bravil.

It seems likely that human capital disparitics explain
the highly skewed income distribution within and
between countries of the region. Although more
research is needed in order to determine the precise
relationships between education and training, on one

*See[2).p 49
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Table IL3S Brazik shares of domestic, forvign snd State-owned firms in total sales,
1. sod masnfacturing expert ecientation, 1975-1963
- Ratio of exports
Firms Ratio of exports to value
to final demaed of productst/
Domestic  Foceign  State
Iadusiry {perceatage) 1975 1983 1975 1983
Metallic ores n 28 - 939 983 326 26.1
Iron and steel 37 23 40 - - . -
Non-ferrous metals 56 “ - 301 472 30 5.7
Metal products 75 23 12.3 7.2 1.8 4.4
: Mechasical equipment 39 41 - s1 16.4 29 7.3
Electrical machinery 56 “u - 92 19.2 50 103
Transport equipment 29 68 8.7 259 3.0 15.1
Wood products 95 5 - . .
Furniture 97 3 - - - . -
Leather aad skins 8 15 - 56 109 29 5.7
Printing and pubiishiag 91 3 6 - - -
Miscellancous ™ » 1 . . . .
Paper and pulp » 21 5 213 813 30 239
Rubber products 7 63 - 74 3.2 15 8.1
Chemcals 27 21 52 62.7 73.9 9.1 143
Plastics | &) 17 - - - - -
Pharmacesticals 28 n 1 os 23 0.7 19
Soap and toiletry a7 53 - - - - -
Textiles K | 22 - 155 253 6.2 13.3
— Apparel and shoes % 4 - 9.0 103 86 9.8
Food products 81 18 1 128 16.8 9.7 127
Beverages 8s 15 - 9.4 139 74 10.5
Tobacco products 27 3 - - - . -
Total 59 285 328 11.7 48 54 11.9
Source: OECD, Foreign Direct Invesoment in Brazil {Paris, 1991), p. 32.
v Exports as percentage of final demand.
Table I136. Forvign direct investment in Braxil, 1%47.1988
(in millioas of current doliars)
\ Foreign direct investment
(cumulative flows) (3) as percertage
Total Value Registered  Stock at of manufacturing
Inflows Reinvestment (1) and (2) of stock stock 1986 prices investment
. Years m 6] ) “ ) () )
“‘ 1947-1954 107 366 473 1751 - 5N .
\\\‘ 1955-1961 76 251 967 2718 - 8610 278
A 1962-1965 " 262 459 3 1632 9584 .
1966-1969 388 236 585 3884 2179 10 936 36.0
. 1970-1973 1558 1262 2820 6 604 4579 14 698 321
K 1974-1977 3 s48 3016 6 564 13 168 11228 20 336 Mus
. ~ 1978-1982 4908 4404 932 22 480 21176 22 520 278
1983-1986 2198 189S 4093 26 600 27898 26 600 98
1987-1988 2659 1090 37409 30 349 30 803 30 349
Source: OECD, Foreign Direct Investment in Brazil (Paris, 1991), p. 23.
Table 1L37. Capits] flows (o Latin America, 1999-1991
Country Million dollars Percentage Miltion  Percentage
and - of GDP dollars of GDP
item 1989 1990 in 1990 in 1991 in 1991
Argentina 1400.5 5215 08 5 100.0 76
Brazil 150.0 406.3 0.1 11 626.0 27
. Chile 11499 20454 74 1 669.0 58
Mexico 702.3 8 395.2 36 160728 59
Venezvels 1020.2 18426 3.7 47970 10.0
Regional 571.2 175.0 " 829.0
TOTAL 5 000.4 13 386.0 400938
Percentage change
1989-1990 167.7
1990- 1971 199.5

Source. Salomon Brothers, reported in The Financial Times, 20 February 1992, p. 19.
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upgrading this neglected item (human capital forma-
tuon) in order to promote not only industrial growth
but also equitable distribution. A recent study
concludes with the following provocative question:
“*More radical ideas include the reallocation of funds
from the military to education. Is this idea un-
realistic?*

F. Tropical Africa

1.  Short-run outlook

The short-run prospect s for slow recovery of
industrial growth for (he region as a whole. MVA
growth rates are expected to climb to 4.0 per cent in
1992 and 4.4 per cent in 1993, from 3.4 per cent and
2.7 per coent in 1990 and 1991, respectively. These

S U

Although the manufacturing sector has performed
better than other sectors in the past few years, its
contribution to GDP is relatively small for the majority
of countries in the region, and its importance in the
economy varies from country to country. In Guinea the
manufacturing sector accounted for only 1 per cent of
GDP, while in Zimbabwe which has one of the largest,
most diversified and better-integrated manufacturing
sectors, the contribution was over 25 per cent of GDP.
None the less, this sector absorbed an important pro-
portion of the labour force in some countries, such as
Ghana, where it accounted for 13 per cent of urban sec-
tor employment. This amounted to 53,600 empioyees,
compared with public and social services which
absorbed 193,800 employees. In Zimbabwe, employces
in the manufacturing sector totalled 163,800,

The overall good performance is largely attributable
to increased use of domestic raw materials in industries
such as brewerics, cement, confectionery. cotton
textiles, chemicals, fish conserving, footwear, leather
goods, oil refining, paper, paint and synthetic fabrics.
The performance was also facilitated by relatvely

73

e .~ - ———— - - pap
. - - - - . . _* - o
bg
.
' \
1 Table IL38. Selected indicaters of human capital in Latin America and the Caribbean, 1965-19%6
< Tertiary Combined primary *
Mean Scientists. R & D scientists.  graduates as Adult  and secondary school
yearsof  technicians per technicians per percentage literacy earolment catiod
schooling 1.000 people 10.000 people of age group rate
Country n 1990 in 1985-1989 in 1985-1989 in 1986-1988 (percentage) 1970 1988-1989
Barbados 8.9 11.6 . - .
Uruguay 78 - . 96 100 95
Trinidad and Tobago 8.0 4.1 1.2 . 95 94
Bahamas 6.2 . . - - -
Chile 15 57 3.1 93 100 95
Costa Rica 5.7 . - 2.7 93 87 ¥
Argentina 8.7 29.1 54 - 95 93 9
Venczucla 63 953 37 2.7 88 80 87
Mexico 4.7 52 25 87 7 86
Dominica 4.7 - . . .
Antigua and Barbuda 46
Grenada 4.7 . . - . .
Colombia 71 0.6 26 87 94 80
Suriname 4.2 - . 95 . .
Brazil 39 295 25 81 5 91
Cuba 7.6 - 38 94 87 98
- Panama 6.7 80 . 23 88 86 86
Jamaica 53 6.2 0.1 20 98 86 '
Saint Lucia 39 .
Saint Vincent 4.6 .
Belize 4.6 . - - .- .-
Ecuador 56 9.1 23 86 72 92
Paraguay 49 . 90 77 T2
Peru 6.4 21.2 85 . .
Dominican Republic 4.3 . . . 83 n 95
L, El Salvador 4.1 1.4 34 1.7 73 69 69
Nicaragua 43 . 21 0.9 . 62 3
Guatemala 4.1 1.4 1.9 - 55 40 54
Honduras 3.9 L9 0.5 73 66 mn
A}
Source: United Nations Development Programme, Human Development Report 1992 (New York, Oxford, 1991)
Note: Countries listed according to rank in terms of UNDP human development index.
¥ As proportion of North (=100). North refers to OECD countries.
L\ ’
\\\‘ hand. and social returns to such investment, on the  improvements in MVA growth rates exceed other
N other. tie lesson coming from the industrialization  sectors and lead GDP growth rates (see figure 11.7 for
evperience of East and South-East Asia seems clear.  GDP and MVA patterns of growth in recent years and
K Policy makers in the region face the challenge of the also for structural changes in industry and table 11.39
‘ -~ twenty-first century and reassess their priorities, for GDP growth rates by country).
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I‘ * Figure IL.7. Growth rates of GOP, MVA and manufacturing employment, 1986-1993, and industrial structurai change,
1980-1993: Tropical Atrica
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381 Key:
, Deflated prices of 1985
N g = Average annual growth rate, 19801993
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. A @ = index of structural change, 1980—1993
16 84 ISIC code {industries):
A - 31 {Food products)
321,322 (Textiles)
323,324 (Leather)
33 (Wood ar.d furniture)
356 39 34 (Paper and printing)
351,352 {Chemica's)
353,354 (Petroleun: and coal)
355 (Rubber products)
N 356 (P1astic products)
36 {Non-metal mineral products)
321432
355 214322 371 (ron and steel)
372 (Non-ferrous metals)
N 381 (Metal products}
P ) 382 (Non-electrical machinery)
4
3334354 323432 383 (Electrical machinery)
384 (Transport equipment)
3514352 33
34 1990- 1993 forecast
1985--1990
0=264,0=690 1980-1985
' Source UMNINIO database estimates and Inrecasts by UNIDO PPO GLO
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Table 1139. Annual growth rate of GDP in Tropical Africa

’ ot constant 1980 market prices, 1986-1991
-
d Country 1980 1987 1988 1989 1930 1991
1
} Angola 128 11.3 144 1.7 6.6 20
§ Benin 2.1 -15 3.0 23 1.3 22
: Botswana 8.1 10.3 9.2 134 6.3 6.0
. Burkina Faso 9.5 0.9 6.5 -0.5 1.0 4.0
Burundi 38 4.1 3s 1.5 09 40
Cameroon 8.0 -6.5 -1.7 -34 -25 -6.2
¢ Cape Verde 2.7 158 4.0 4.0 4.0 2.3
j Central African Republic 1.7 -39 25 22 0.5 L.7
Chad -4.1 -33 16.3 43 30 0.3
Comoros 3.1 21 1.4 -04 1.5 25
Congo -6.9 0.1 19 1.7 15 0.2
Cote d’lvoire 34 -1.6 -2.0 -0.7 -2.6 -0.6
Djibouti 1.8 3.7 0.9 -0.8 1.1 20
Equatorial Guinca -0.4 43 51 -0.6 3.1 42
Ethiopia 6.9 9.9 24 1.1 -1.7 -5.4
Gabon 114 -18.4 0.1 40 55 7.0
Gambia 28 60 78 50 45 4.0
Ghana 5.1 4.6 55 50 26 45
Guinea 25 33 55 48 43 24
Guinea-Bissau -1.0 78 6.9 8.7 34 28
-~ Kenya 7.2 5.9 6.0 4.6 5.1 43
Lesotho -09 73 12.3 8.0 73 99
Liberia -0.9 1.3 31 28 -8.6 -10.2
Madagascar 20 1.2 38 4.1 35 09
Malawi 0.4 24 2.6 5.0 4.5 4.7
Mali 179 1.4 55 1.5 24 -0.2
Mauritania 5.6 31 37 34 -1.5 26
Mauritius 19 88 68 44 72 4.3
Mozambique 20 40 4.1 56 1.7 43
- Namibia 68 -15 59 -4.1 43 2.9
Niger 6.4 -24 5.0 -3.5 i1 -1.5
Nigeria 2.5 -0.7 9.9 7.2 8.2 43
\ Rwanda 55  -06 06 -24  -25 43
Sao Tome and Principe 1.0 -1.4 20 1.5 25 0.6
Sencgal 4.6 38 5.1 -1.7 4.5 11
Seychelies 5.5 5.2 28 1.4 7.4 -3.7
) Sicrra Leone -1.9 54 1.2 43 3.0 2.7
- Somalia s 5.1 -0.7 - -2.7 -3.0
O Sudan 9.7 1.1 -1.9 74 -8.0 -6.8
\\‘ Swaziland 37 -13 8.9 4.1 2.1 4.0
, \ Togo 34 1.5 5.0 39  -05 3.0
Uganda -8.6 6.4 7.2 6.6 5.7 4.0
- United Republic
\ - of Tanzania 47 40  S1 44 42 44
) Zaire 4.7 2.7 0.6 -1.4 -2.4 -5.0
Zambia 0.2 31 5.6 0.2 0.6 -1.5
Zimbabwe 26 -1.0 9.3 55 8.9 38

Source: Alrican Developracnt Bank.

greater access to foreign exchange for imports of raw
matcrials, spare parts and machinery. One positive
effect of these developments was increased utilization
of installed capacity, as illustrated in the case of
Malawi, the manufacturing sector of which was
reaching its peak capacity. Also. in Mozambique and
Zimbabwe. the capacity utilization rate cxceeded 50 per
cent, while in Nigeria it reached the 43.2 per cent level
in 1990.

In spite of these encouraging developments during
the vear. there were several causes for concern. The
main one was the sharp increase in production cost
recarded in 1991, Hhigh real interest rates for working
capital or investment and encrgy costs. including
electricity and otl, were the major factors pushing
production  costs upward, and thereb.  advernsely

affecting the competitiveness of the manufacturing
sector of the countries concerned. There were also
problems related to the productive base of manu-
facturing companies. The upward trend in capacity
utilization needs to be seen in the context of the low
absolute rates of capacity utilization, which, at under
50 per cent, imply continuing and substantial idle
capacity in the manufacturing sector. [ow capacity
utilization as a result of limited export markets for
African manufactures and raw material shortages, with
a corollary increase in unit costs, wis compounded by
an associated shortage of spare parts and equipment,
preventing adequate maintenance and increasing the
number of production breakdowns and lay-offs

These problems led many African Governments to
commit themselves in the 1980s to sarious policy
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reforms with a view to increasing manufacturing
efficiency. In that context, some countries envisaged a
marked reduction in protective tariffs barniers and
government regulation of pricing and employvment.
Also. some of the initiatives introduced emphasized
greater use of local raw materials and incentives to
boost investment in the sector.

In the region., an important determinant for
industrial growth is the availability of foreign exchange
in order to import components, parts and machines.
For this reason the current account situation is being
watched closely and the prospects are worrisome.
Furthermore, commodity prices are not helping (see
table 11.40).

The current account situation for the region
deteriorated in 1990, and continued to be precarious
for a large number of countries. The ratio of current
account deficit to GDP was substantial for most small
countries, such as Chad, Comoros, Djibouti, Equatorial
Guinea, Gambia and Guinea-Bissau. It was above
20 per cent for Lesotho, Mozambique and the United
Republic of Tanzania. The deficits for most of these
countries were financed by grants or accumulation of
debt {long-term financing) mostly from official sources.
Lesotho and the Sudan receive considerable workers’
remittances, which for the Sudan declined as a result of
the Persian Guilf war. Highly indebted. oil-exporting
countries have been generating trade surpluses which
they use in servicing debt. This was what Gabon and
Nigeria did in 1990 following limited windfall gains
from the oil price increase. Nigeria, Congo and Cote
d’Ivoire each paid the equivalent of more than 4 per
cent of their GDP as interest payments.

Table 11.48. Comumodity price indices in
Tropical Africa, 1983-1991
(Bsse ycar 1978-1981 = 100)

Commoditics 1989 1990 1991
Agricultural non-food 84.2 84.0 811
Agricultural food 81.5 75.2 73.0
Metals and minerals 121.1 1127 102.2

33 selected commodities
(excluding petroleum
and steel) 95.1 89.0 84.9

Source: African Developmens Report 1992 (Abidjan,
African Development Bank, 1992), p. 39.

2. Siuggish investment

While the average investment rate in Africa was
about 18 per cent in 1989, in many countries this rate
fell below 10 per cent. This was partly due to domestic
savings constraints and a decline in government and
foreign investments. Furthermore, as compared with
the 1970s, government investments have recently been
significantly reduced, due partly to revenue constraints.
Many countries resorted to borrowing in order to
support the balance of payvments, service debts or
rehabilitate existing projects. In some instances, the
withdrawal of Governments from productive activities
was due to shifts in ideological leanings. Often, it has
been the consequence of expenditure retrenchment.

Although the privatization process has been slow,
the private sector seems to be taking important
initiatives. However, it is less certain that the increases
in the volume of private investments were sufficient to
compensate for the decline in government. foreign or
joint investments. Generally, weak economies and
depressed international markets weakened the incen-
tives to invest.

Flows of foreign direct investment into the region
have continued to stagnate at low levels. Though some
countries introduced new foreign investment policies,
instituted investment guarantees (for example, though
the Multilateral Investment Guarantee Agency). and
signed bilateral investment treaties, the region seems to
have a less attractive economic environment for
invesiments than other regions. This is mainly
attributed to the general macroeconomic situation and
high indebtedness. It is also party due to increased com-
petition from the industrial countries, the dynamically
growing Asian region and Eastern Europe.

Evidence of declining foreign investment in the
region could be gleaned from data on foreign direct
investment of the ccuntries belonging to the OECD
Development Assistance Committee (DAC). Total net
direct investment from DAC countries to the region fell
from $1.5 oillion in 1989 to $446 million in 1990 (the
last year for which data is available). Several countries
including Angola, Liberia, Nigeria, Togo. United
Republic of Tanzania and Zaire experienced negative
net foreign direct invesiment from DAC countries.
Data from the United States revealed that the average
growth rate of foreign direct inves.ment in the region
fell from 4.2 per cent per annum during ine 1980-1984

Current account deficit as a ratio of GDP in Tropical Africa, 1990

Below 10 per cent

Angola, Benin, Cameroon, Cape Verde, Congo, Ethiopia, Gabon, Ghana, Kenya,
Matawi, Mauritius, Nigeria, Senegal, Togo, Zimbabwe and Zaire

Between 10 to 20 per cent

Burundi, Central African Republic, Cote d’lvoire, Gambia, Madagascar, Mali,
Mauritania, Rwanda, Sierra Leone, Sudan, Uganda and Zambia

Abovr 20 per cent
Chad, Comoros, Djibouti, £quatorial Guinea, Guinea-Bissau, Lesotho, Mozam-

bique and United Republic of Tanzania

76




2V
R

penad (o O per cent per annum during [984-198%,
Though the region’s share in United States foreign
direct investment was 1.3 per cent in 1988, this was
mainiy concentrated in Nigeria and Libena.

3. Long-ran prospects

The manufacturing sector of many countries in this
region faces the challenge of reversing declining
employment. labour productivity and wage earnings.
Over the decade of the [980s the sector has been
afflicted by the confluence of several adverse factors
such as the following: the global recession of 1981-
1982 shortages of intermediate inputs, parts and
machinery: declining availability of foreign exchanges
and high and fluctuating interest rates. The built-in
infleubility of many State-owned enterprises (where,

for example. employees cannot easily be fired) coupled
with managerial weakness wrought havoc to the
manufacturing sector (see box 11.6). Table 11.41 reflects
the magnitude of the setback in some countries of the
region.

Nigeria (a giant in the region) seems to have suffered
most. Between 1980 and 1990. MVA fell from $2.7 bil-
lion to $2 billion (in 1985 dollars). employment from
432.000 to 393,000, labour productivity from $6.344 to
$5.189. and wage earnings per worker from $1.388 to
$1.058 (all figures in 1985 dollars).*

It is also noteworthy that many countries recorded a
decline in both labour productivity and wage carnings

*This seems to be consistent with other studies. For instance, a
UNIDO study concludes ... it is clear that factor productinuy has
declined substantially during the finst half of the 19%0s. It has been
argued that productivity levels in the mad- 1980y were about a third of
the levels achieved a decade carlier.” (321

Numerous African countries have been assisted in
their efforts to expand their industrial base, especially
since these countries have equated economic devel-
opment with industrial development. As a rule,
assistance has taken the form of institution-building
and training within ministries of industry. It has also
supplemented and complemented assistance in
drawing up "industrial development pians” which have
carried time horizons of 10 to 20 years. Wherever
these technical assistance endeavours succeeded—
and there are not many such cases—the end-resuit
was an even more interventionist and dirigiste State.

The late 1970s and early 1980s signalled the end of
the usefulness of this approach to economic growth
and development. Many countries in Africa and
eisewhere, with the assistance—or at the insistence—
of several muitidonor agencies, began to adopt
policies whereby the private sector began to assume
its prime role as promoter of economic dynamism and
restructuring; the public sec.or began to pull back its
frontiers and to assume the role of provider oi an
“enabling environment” within which the private
sector would function efficiently and competitively.

Given the above, UNDP/UNIDO assistance to
industrial development needs an altogether new
approach. The oid classical approach of making long-
term industrial plans is clearly outdated. A new
approach has to be found.

The strategic management of industrial develop-
ment (SMID) responds to this need. Its basic tenets
may be summarized as follows:

(a) Developing countries lack the capacity to
manage their industrial devefopment;

(b) This capacity is needed in both the public and
private sector, and the right way to build it is through
learning-by-doing rather than through ad hoc shon-
term training courses or study tours;

{c) The appropriate method and the right policies
and strategies for industrial revitalization, develop-
ment and competitiveness cannot be a “master plan”;
rather they can be attained through an effective
dialogue between the public and the private sector in

Box I1.6. Strategic management of industrial development:
experimental project for Tropical Africa

which the private sector can articulate its require-
ments to function efficiently and the public sector can
commit itself to providing the enabling environment
and the necessary conditions to satisfy these
requirements within the existing internal and external
constraints;

(d) The proposals resulting from such a dialogue
are usually crystallized through “strategic committees”
set up according to the importance of the subsectors
and transmitted to decision makers who are, as a
matter of policy, favourably disposed towards the new
dynamic role of the private sector;

(e} These strategy and policy proposals are
harmonized by the public sector via a coordination
committee of the highest level and converted into
concrete policy actions and strategies.

in a nutshell, the SMID approach provides assistance
in the establishment of a mechanism to achieve an
ongeing frocess of consultation and dialogue
between tre private and the public sector. This
process in fact is one of the major results of fulfilling
the specif ed objectives. It is not a “ready-made”
planning exercise, but rather a fiexible approach for
industrial cevelopment whose degree of efficacy
depends upon the existence of several preconditions
and constraints in the recipient country.

The approach is currently being applied in several
African countries with mixed results. This stems from
the fact that in some countries the Government's
commitment to SMID may not be altogether firm.
Moreover, in several countries the SMID approach has
been worked into ongoing projects which were
initiated under the classical approach. It cannot be
overemphasized that SMID intends to create a new
vision and a new moous operandi for industrial
development.

Source.: Fuat M. Andic, S. Gor Misiam and Alain S. Théry.
“Thematic evaluation of strategic management of industrial
development in Afnca”, UNDP/UNIDO internal discussion
paper {January 1992), pp 11
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Table 1L41. Industrial performance indicators for selected countries
in Tropical Africa, 1900 and .9%0
(In constant 1985 dollars)

Manufacturing
MvVAa emplbyment Labour Wage per
productivity worker
1980 1990 1980 1990

Country (million 1985 dollars)  (thousands) 1980 1990 1986 1990
Nigeria 2742 2042 432 393 6314 5189 1388 1058
Zimbabwe 1186 1692 161 193 7376 8770 3083 3228
Kenya 639 897 143 188 4466 4776 1920 2092
Ethiopia 662 811 7 107 8635 7530 1270 1560
Cote d’lvoire 786 786 67 51 11 708 15 539 3549 6679
Zambia 510 760 59 63 8631 12143 2122 3257
Cameroon 549 715 51 50 10 845 14 207 3757 4636
Ghana 252 514 80 n 3141 8069 627 1019
Sudaa 303 405 65 52 4644 7835 1615 1645
Mauritius 104 341 43 121 2429 2823 1270 1248
United Republic

of Tanzania 468 323 101 117 4637 21763 1521 1036
Sencgal 200 221 32 44 6307 4999 2710 2573
Gabon 167 198 18 21 9329 9487 4701 5268
Burkina Faso 99 159 8 10 12022 16519 2768 3541
Madagascar 176 139 41 47 4336 2955 1657 998
Rwanda 140 139 65 80 21571 17342 2239 2340
Burundi 58 109 3 5 16 726 21 364 2408 2154
Malawi 102 91 39 45 2622 2014 864 846
Botswana 28 80 5 19 5141 4149 2530 1284
Swaziland 75 74 11 15 6936 5060 2798 2518
Mali 51 54 14 21 3724 2585 1029 834
Congo 48 47 5 10 8972 41384 3169 2365
Somalia 61 46 10 14 5584 3336 1871 774
Togo 33 43 5 5 6348 7882 1911 2286
Benin 45 31 6 7 7501 4577 1858 1262
Niger 21 23 2 2 10302 9847 4493 3483
Gambia 10 17 2 3 5124 5470 i 298 1195
Central African Republic 27 16 6 5 4628 3257 2109 2561
Lesotho 9 6 3 4 2733 1281 717 1998

Source: UNIDO database.

per worker. notably, Benin, Botswana, Congo,
Madagascar, Malawi, Mali, Niger, Nigeria, Senegal,
Somaha, Swaziland and United Republic of Tanzania.
It makes economic sense that wage earnings should
reflect the changes in labour productivity. In the long-
run, they move together.

As opposed to the cases of productivity deteriora-
tion, several countries showed a rising productivity
coupled with an increase in wage earnings, notably
Cameroon, Cote d'Ivoire, Ghana, Kenva, Zambia and
Zimbabwe, Furthermore, the manufacturing sector
created substantial employment in Ethiopia, Mauritius,
Zimbabwe ctc. On the whole. however, the manu-
facturing sector of the region achicved little progress
during the 1980-1990 period in creating employment,
improving labour productivity and increasing wage
carnings. Relative 1o the North American level. labour
productivity fell from 12.6 per cent in 1980 to 10.0 per
cent in 1990 (compared with 15.7 per cent in 1970) (sce
table 11.42). Likewise. wage carnings per worker fell to
8.7 per cent of the North American level in 1990, from
9.2 per cent in 19%0 and 10.5 per cent in 1970,

[n other words, the manutactuning productivity gap
between North America and the region has widened
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over the last two decades. So has the relative wage
differential. These general trends appear pervasive in
the majority of manufacturing industries, with a few
exceptions such as rubber products, pottery, china and
earthenware. The region’s manufacturing sector faces a
herculean task to reverse these trends and to begin the
process of catching up with the developed market

economies, although the region seems slightly ahead of

the Indian Subcontinent where, for instance, labour
productivity in manufacturing registered only 4.5 per
cent of the North American level 1n 1990, 50 per cent
below the corresponding figures for Tropical Africa.
How can Tropical Africa mect the challenge? While
the definitive answer would require systematic research
involving a muliitude of variables, it appears there is
some consensus among experienced Africa observers
about the basic requirements. Macroeconomists usually
place emphasis on the importance of sensible
macromanagement, involving control of inflation,
money supply, interest rates, exchange rates etc. The
casc for this view has been amply demonstrated by the
industrial experiences in Tropical Africa as welf as in
Latin America. But in recent years, development
cconomists have begun to emphasize and distinguish
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Table 1142. Manufacturing labowr productivity snd wage earnings per wocker in

Tropical Africa, as percentage of the North American level,

1970, 1900 and 1990
(In constant 1985 dollars)

Labour productivity Wage per worker
t Industry 1970 1980 1990 1970 1980 1990
Food products 1302 959 977 10.39 971 10.00
Beverages 27.22 19.14 1224 1394 1016 9.63
Tobacco products 16.19 890 4.06 1744 987 890
3 Textiles 18.20 13.61 9.27 11.26 1025 855
Wearing apparel 17.10 138 9.33 14.73 1272 11.20
Leather and fur products 17.27 1934 12.26 13.02 1363 179
Footwear (excluding rubber
or plastic footwear) 2185 1863 1548 15.27 17.20 1492
Wood and cork products 944 952 10.13 998 8.00 828
Furniture and fixtures 1150 12.19 10.00 11.20 11.19  9.16
Paper and paper products 18.80 1261 7.23 13.37 1065 890
Printing and publishing 1341 11.71 78S 13.63 10.72 859
Industrial chemicals 13.27 827 596 1434 1135 12.717
Other chemical products 11.70 1061 6.18 1099 10.34 10.83
Petroleum refineries 60.01 14.40 10.96 29.74 15.68 1237
Miscellancous petroleum and
coal products 85.24Y 32.19 12.02 13.05 1988 1591
Rubber products 1239 11.58 1529 878 9.80 1346
Plastic products n.c.c. 16.17 11.69 11.77 10.74 11.40 11.70
Pottery, china and carthenware 13.08 1330 20.57 922 12.28 16.50
Glass and glass products 12.10 1573 790 10.01 11.88 832
Other non-metallic mineral
products 1440 1024 1290 999 8.00 953
Iron and steei 17.64 1996 8.78 1470 14.15 11.08
Non-ferrous metals 5295 20.81 29.27 2136 1126 1239
Met1al products 13.23 1167 1288 1069 1083 10.35
Non-electrical machinery 14.11  11.12 1081 13.29 11.96 11.06
Electrical machinery 1563 12.04 1059 12.82 11.20 10.52
Transport machinery 1092 2358 9.73 9.22 677 17.02
Professional and scientific goods 10.97 6.46  9.00 13.38 583 717
Other manufactures 23.23 1753 11.22 15.65 13.75 1392
Total 15.70 12.57 10.00 1050 9.20 8.68

Source: UNIDO database.
¥ 1971 figure.

between physical capital, human capital® and organiza-
tional-institutional capital.** The latter two categories
(or what one might be calied *"indigenous capabilities™)
have thus far fallen far short of their potential in the
region. The following observation deserves a lengthy
gquotation:

“The African countries that could overcome, to a
greater or lesser extent, the shortage of indigenous

*for instance, in Theodore W. Schulty, Resioning Economi
Lyuwhbrium— Human Capital in the Modermzing Loonomy (Onord,
Basil Blackwell, 19901, p. 215, the author emphasizes

“We must deselop theory to analyze the interactions of physical
and human capital accumulations that induce investment in
spectahized human capstal Is 1t posable to identify the external
cftects of human capital 7 These effects spill over from one
person to another. People at cach skill fevel are more productive
i high than in fow human capital environments Human caprtal
enhances the productivity of both labour and physical capital .
human capital accumulation s a social actinitsinsolving groups
of people. 1n g was that bs no counterpart in the accumulation of
physical capital ™

**Insntution-building as a social asset (or capital) to be
accumulated has been suggested in Global Report 199102 (( 2] p K6y
See abvo | “"I

capabilities by drawing upon foreign ones were those
that were relatively successful in industrial devel-
opment. There are three inain ways of tapping
foreign capabilities. having a foreign settler popula-
tion that moves into industry; having direct foreign
investment in manufacturing; and using aid or
export earnings to hire foreign consultants or
individual experts. All African countries drew to
some extent on one or more of these sources, but all
were not equally capable of exploiting them.
Zimbabwe and Kenya were fortunate in starting with
large, entreprencurial settler populations (Uganda
and the United Republic of Tanzania had such
resources but for political or ideological reasons
emasculated them). Cote d'fvoire could draw
liberally on French expatriates and foreign investors.
Other  countries did start  with some foreign
investments, but then restricted them severely, or
failed to attract continuing investments (pecause of
macroeconomic difficulties), or forced the pace of
indigenization too rapidly. Yet others were too poor
or remote, or ideologically hostile, to attract
significant foreign capabilitics in any form: thesc
ended up with rudimentary industries. extremels
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inettictent and ulumately a drain on national
resources.”*

The policy lesson would seem quite clear: the region
should produce its own technicians, engineers. scientists
and managers with the same qualifications as those of
the expatriate if the region is to meet the challenges of
the twenty-first century. that is, to enhance industrial
efficiency and productivity growth, and consequently
the level of wage carnings. Modern science and
technologies cannot be expected to serve the goal of
industrialization in the region unless human capabilities
and skills are ready to combine with the progress of
technological knowledge (see box I1.7). These challenges
look formidable indeed. given the current economic
difficulties that the region has been going through.

For instance. a study shows that the government
budgetary squeczes in the 1980s were mainly due to the
external debt burden and contractional structural
adjustment. which have caused education-related
expenditures in the region to drop almost by half on a
per capita basis (sce table 11.43).

This seems tantamount to correcting short-run
distortions at the expense of long-run needs. It might
be necessary to devise a special aid arrangement to
meet the education needs of the future.

At any rate, available indicators shov: a rather low
level of human capital accumulated in the region (sec
tables [1.44 and 11.45). The mean years of schooling for
the region shows 1.6 compared to 3.7 years for all
developing countries and 10.0 years for developed
countries. Fifteen countries in the region registered less
than one vear of schooling. The rate of adult literacy in
1990 ranged from 80.2 per cent {Madagascar) to
18.2 per cent (Burkina Faso). with an arithmetic
average of 51 per cent for the region. The latter figure,
though a substantial improvement over 28 per cent in
1970. still lags behind virtually all other regions (except
the Indian Subcontinent).

*Sce {34). The same author notes that 76 per cent of professional
emplosees 1n Zimbabwean industey, und 68 per cent of those in Cote
d'lvenre. were expatriates in 1984 ([34]. p. 147).

Some information for 1987 on vocational training is
shown in table 11.45. For the region as a whole.
2.8 students were enrolied in vocational training per
1.00G inhabitants. This compares with 6.9 studznts for
Asia. If the North African countries are excluded. the
average ratio for Tropical Africa would be even lower.

Whether these figures would meet the skill shortages
poses still another question. The UNIDO industrial
rehabilitation programme in Tropical Africa repeatedly
encounters skill shortages in middle management,
supervisory staff, finance and marketing, accounting.
quality control, repair and maintenance.* Mismatches
of skill supplies and demand present a perernial
challenge even in developed countries, owing 0
imperfections (for example. temporal externalities) of
labour markets and the long lead times involved in
decision-making for training in urgently needed
skills.** In Tropical Africa, the problem appears even
more difficult because of the virtual non-existence cf a
functional labour market in many courtries of the
region.***

While renewed efforts must be exerted to create a
viable labour market to serve the industrialization
process in the region, the educatuon and training
activities must be stepped up in order to make
infrastructure more efficient. The causes of factory-
level inefficiency have often been found to originate
from temporary zlectricity cut-offs, telephone discon-

*A UNIDO study [35] describes country-specitic and factory-
specific problems of the shortage of skills for each of 50 countries m
Africa.

**Michael Stewart observes:

... in cases where training or retraining periods are long. or the
time needed to construct new physical facilities 15 protracted,
commitments need to be made well 1n advance: to revert (0 an
earlier example. the pool of doctors and airitne pilots available at
a given time. or the capacity of hospitals or airports. typically
depend on decisions made at least eight or ten years earier. .. Ata
time of rapid displacement of existing jobs it is going to be
increasingly unsatisfactory to rely for a solution to this preblem
on cither the operation of market forces or a process of
macroeconomic policy-making which looks no more than two or
three years into the future™. See [36].

***For a comprehensive analysis see (7]

Table 1143. Government expenditure in sub-Ssharan Africa, 1985-199%0

Most recent
ftem 1990 date

Number of countrics
— Per capita
Rising Falling (1980=1987¢)

GDP per capita?/ 587
Government expenditure

352 (1987) 11 36 0.60

as percentage of GDP 30.6 31.0 (1987) 20 18 0.61
Percentage of government

expenditure:

General public services 19.9 18.2 (1985) 7 17 0.55
Defence 12.1  10.0 (1985) 7 I8 0.50
FEducation 149  13.0 (1985) 12 17 0.53
Health 51 4.9 (1985) 13 16 0.58
Economic services 26.4 225 (1985) 15 14 0.42
Agriculture 7.9 6.8 (1985) 13 12 0.51
Interest payments 58 13.4 (1986) 3s 1 1.09

Source: Frances Stewart, "Are adjustment policies in Alrica consistent with long-run
development needs?”, Development Policy Review. vol. 9 (1991). p. 428.
¥ Calculated by multiplying GDP per capita 1987 by shares of GDP going 1o various

sectors for most recent date.
2 In constant dollar prices.
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Table IL44 Tropical Africa: selected indicators of human capital, 1979-19%

Tertiary Combincd primary
Mean Sceentists, R & D scicntists,  graduates as Adult and sccoadary school
yearsof  techaicians per  technicians per pereentage literacy carolment ratiod
schooling 1,000 peopie 10,000 people of age group rate
1990 1985-1989 1985-1989 1986-1988  (percentage) 1970 1988-1989

Angola K] - - 411 -

Benin 0.7 - 2. - 234 26 4“4
Botswana 24 1.2 0.6 73.6 53 89
Burkina Faso 0.1 . - 03 18.2 21 22
Burundi 03 - 0.6 02 50.0 21 38
Cameroon 1.6 - - 03 $4.1 57 67
Cape Verde 37 - - 530 .
Central Africsn

Republic 1.1 1.9 04 377 41 40
Chad 0.2 0.1 298 22 k)
Comoros 10 - 610 22 54
Congo 21 12 56.6 . -
Céte d'lvoire 19 . . 538 .
Djibouti 03 0.1 190 .-
Equatorial Guinca 0s . . 50.2 . .
Ethiopia 1 02 66.0 13 29
Gabon 26 . 0s 60.7 .- .
Gambia 0.6 - - 272 18 43
Ghana 35 1.5 - 60.3 60 59
Guines 0.8 33 03 240 27 23
Guinea-Bissau 0.3 . 365 33 39
Kenya 23 1.4 0.2 69.0 47 74
Lesotho 34 . 0.7 78.0 70 80
Liberia 2.0 - 0.3 395 - -
Madagascar 2.2 10 0.4 80.2 57 ss
Malawi 1.7 0.1 47.0 26 51
Mali 0.3 0.2 320 17 16
Mauritania 0.3 . 34.0 10 36
MMozambique 1.6 0.1 329 2 35
Namibia 1.7 400

Niger 0.1 . - 0.2 284 9 18
Nigeria 1.2 0.9 07 0.3 50.7 24 49
Rwanda 1.1 0.2 0.2 G.1 50.2 48 48
Sao Tome and

Principe 23 . 63.0 . .
Sencgal 0.8 0.1 383 27 39
Somalia 0.2 = . 24.1 8 14
Sudan 0.8 0.4 04 27.1 27 37
Swaziland 3.7 . 0.7 72,0 ” 71
Togo 1.6 02 . 433 45 66
Uganda 1.1 - 0.1 48.3 29 53
United Republic

of Tsnzania 20 0.1 65.0 27 41
Zaire 1.6 . 0.2 71.8 . .
Zambia 2.7 4.4 0.2 728 70 69
Zimbabwe 29 0.5 66.9

Source: United Nations Development Programme, Human Development Report 1992 (New York, Oxford University Press, 1992).
¥ As proportion of North (= 100). North refers to OECD countries.

nections, water stoppage, delays in delivery of parts
and components, non-availability of engincering
troubleshooters, slow banking services etc. Modern
factory systems require the efficient services of a
modern tertiary sector which cannot be operated
cfficiently without well-qualified professionals. But the
indigenous supply of these professionals scems very
slow materializing. Herein lies the central issue and the
challenge for the region in the 1990s.

As could be expected, studies reveal a high return (o
education for Africa, although the calculated figures
could very well be an underestimation (sce table 11.46).
The private rate of return on higher education turns
out to he 32 per cent—a higher figure than in all other
regions. as s the 26 per cent for secondary and 45 per

cent for primary education. The social rate of returns
show 26 per cent for primary. 17 per cent for secondary
and 13 per cent for ternary education. But these rates
could be an underestimation if the true externality
values of education and long-run needs of the region
were imputed in the calculation.

Given the realities and the importance of education
and training for technical progress in industry, the
following quotation scems to deserve special attention:

**An alarming clement in the present situation is that
the gap in science and technology between the
developed and developing nations is widening. That
has to be somehow arrested. There seems no way out
except to devise measures internationally, and seek
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Table ILAS. Enrobnest in vocationsl training in African countries, 1975-1968

Enroiled

Country Population  Total cnrolment Total earolment

and item Males  Females Total (miltions) per 1,000 persons in 1975
Algeria 88 126 39957 128 083 238 5.382 12 801
Benint/ 3674 2441 6115 42 1.456 1151
Botswana 1770 491 2 261 1.2 1.884 1699
Burkina Faso 2428 2158 4586 8.5 0.540 2 609
BuruadiV/ 4024 1527 5551 48 1.156 1099
Cameroon 54 706 38 945 93 651 11.2 8.362 36 262
Central African

Republic 1077 886 1963 29 0.677 1972
Chad 1927 719 2 646 5.4 0.490 714
Congo 11887 15 108 26 995 2.1 12.855 7128
Cbte d'Ivoiret/ 15 561 9 767 25328 10.7 2.367 15 758
Egypt 533 882 362389 901271 50.2 17.954 377 495
Ethiopia 5 300 . 5 300 474 0.112 4969
Gabon 6712 3255 9967 1.1 9.061 2450
Ghana 26534 8 755 35 289 14 2521 18 919
Guinea? 3736 1376 $112 54 0.947 1518
Kenya 4524 1077 5 601 224 0.250 5 468
Lesotho 760 843 1603 1.7 0.943 547
Liberia¥ 1695 627 2322 1.9 1.222 851
Libyan Arab

Jamahiriya?/ 27 000 . 27 000 38 7.105 4888
Madagascar 9 287 5231 14 518 10.9 1.332 7 504
Malawi 852 92 944 8 0.118 529
Mali 5577 2059 7636 8 0.955 S 008
Mauritaniat/ 1641 361 2002 18 1.112 1 004
Mauritius 552 k) §1 863 11 0.785 1632
Morocco 11 808 5434 17 242 24 0.718 13 350
Mozambique 7656 1662 9318 14.S 0.625 9 401
Niger 730 63 793 +3 0.109 233
Nigeria®/ 79274 7722 8699 90.6 0.960 27843
Rwanda 18 626 14 837 33463 6.7 4.994 9 620
Senegal 3353 1431 4784 7 0.683 8182
Sierra Leonel/ 838 ss8 1396 3.6 0.388 799
Somalia¥/ 4572 1361 5933 54 1.099 1824
Sudan?/ 19 506 6104 25 610 219 1.169 8 996
Togo 4841 1992 6833 34 2.010 5118
Tunisia 59 567 31159 90 726 78 11.632 55974
Uganda?/ 5 760 732 6492 15.2 0.427 3296
United Republic

of Tanzania - - - 247 . ..
Zaire? 155 945 71062 227007 317 7.161 54 905
ZambiaV/ 3229 1338 4567 6.9 0.662 2377
Zimbabwe? 224 k¥) 256 8.7 0.029 1312

TOTAL 1 194 161 643862 1238023 532.3 3.452 716 722
Average 2.806
Standard deviation 4.092
Number of countries 40

Source: Human Resources and Industrial Development in Africa (UNIDO PPD.208, 11 December 1991) p. 14.

v Data refer to 1986.
Y Data refer to 1988.
¢ Data refer to 1980.
¥ Data refer to 198S.
¢/ Data refer to 1982,
Y Data refer to 1984.

their implementation to make a start in narrowing
this gap. Though rhe widening of the gap seems to be
inherent in the present scheme of things, a well-
thought-out mechanism can make it reversible. Itis a
very complex situation that has to be resolved. and
concerted efforts—rather, movements—on a global
scale have 10 be mounted to bring corrections to the

imbalance and to stem the downward slide that has
its own dynamism because of failings in human
nature, often loaded with selfish traits. These tra ts
are amply reflected in the policies pursucd by many
groups and most of the governments.”*

*Sce | W

X

LA




In the last two years, a recurring theme in designing
new mechanisms for African development is the
question of capacity-building. In an incisive but wide-
ranging symposium on the theme of scientific-
institution-building in Africa, convened by the Irter-
national Centre for Insect Physiology and Ecology,
the African Academy of Sciences and the United
States National Academy of Sciences, and held at
Bellagio, ltaly, in March 988, the following distin-
guishing features of the science capacities in Africa
today were recognized:

{a) The traditional system of science and tech-
nology education through guilds and apprenticeships
was superseded during the colonial period by formal,
while-collar-oriented education, which has resuited in
most young Africans being “'stranded midway between
traditions to which they cannot whoily return and a
modern, science-based society at which they have not
yet arrived”;

(b} The national education systems are now, in
these times of deficit economies, not able to foster
excellence, nor to reward innovation and achieve-
ment. The teachers are poorly paid, poorly trained,
and overworked; learning is often by rote, and the
sciences and mathematics are of low quality and of
little relevance;

{c) The national research systems have a narrow
focus and “have primarily aimed at short-term solu-
tions to specific problems rather than at strengthening
African capabilities to solve generic problems”.

Even though, in the recent past, the promotion of
the idea of capacity-building was frowned upon in

Box I1.7. Needs for technological-capability-building in Tropicai Airica

Africa by the aonor community, the Africans and their
Governments have consistently espoused the cause of
institution-building and human resource development.
it is part of the reason that African educational
programmes consume 35 per cent or more of
government budgets.

The problem of capacity-building can no ionger be
tacklied piecemeal or on a fragmented time-scale. It
needs a coherent regional perspective, as well as a
long-term commitment to the cause. In its long-term
planning for the years 1992-2000, the African
Development Bank has boldly suggested that an
endowment fund, with an initial sum of $500 million,
be set up to provide some 100 professional positions
at its headquarters in Abidjan, and at least another 150
professional positions located in carefully selected
centres of excellence in Africa, in order to provide the
intellectual resources to design and advance growth-
promoting policies and programmes that would assist
the process of economic integration in Africa.

Hard on the heels of the Bank’s proposal has come a
similar but larger proposal by the independent Group
on Financial Flows to Developing Countries, reporting
in June 1989, which argued that OECD countries
should establish an endowment fund of $1 billion, to
be administered by the African Development Bank.
The Fund would be used to develop African leader-
ship in policy-making, and professional, technological
and managerial sectors, in order to confront—on a
systematic and informed basis—the pressing and
overwhelming crisis the continent is facing today.

Source: Thomas R. Odhiambo, "Designing a science-led
future for Africa—a suggested framework™, Technology in
Society, vol. 14 (1992), pp. 127-128.

Table 11.46. Average return on education by region

(Percentage)
Social Private

Region Primary Secondary Higher Primary Secondary  Higher
Africa 26 17 13 45 26 32
Latin America 26 18 16 32 23 23
Southern Europe and

Western Asia 13 10 8 17 13 13
Advanced areast/ . i1 9 . 12 12
Asia and Pacific 24 15 12 34 16 18

Source: K. Gannicott, "“The economics of education in Asian- Pacific developing
countries”, Asia Pacific Economic Literaare, vol. 4, No. 1 (March 1990), p. 50.

V' Developed countries.

;. North Africa and Western Asia

1. Short-run outlook

Uncertainty continues to beset the region for a
varicty of reasons, such as the aftermath of the Persian
Gult war, unpredictable ol prices and the difficult
Arab-Israeli peace process. Nevertheless, reconstruc-
tion and detence expenditures should give a major

short-run  boost to aggregate regional demand.
Investments for modernization and diversification of
industries along with privatization are expected to
bring long-run positive effects.

In North Africa, MVA growth rose from 1.5 per cent
in 1990 to 3.1 per cent in 1991; in 1992 MVA is
expected to grow by 4.2 per cent and in 1993 by 4.9 per
cent. This recovery pattern mirrors that of GDP
growth. In Western Asia, MVA is expected to bounce
back with 7.3 per cent growth in 1992 from 3.1 per cent
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gromth 1in 1991, MVA growth of 6.6 per cent s
expected in 1993, The growth pattern of MVA and
GDP for both subregions combined can be seen in
tigure I1.8. It is remarkable that so far as industrial
production 1s concerned. the destruction wrought by
the Persian Gulf war appears to have had httle direct
impact. except in Iraq. Jordan and Kuwait. The
indirect impact. however, especially of the return of
migrant workers, seems enormous and far-reaching.
above all in the poorer countries of the region.

(a) The Persian Gulf crisis and migrant workers

With the outbreak of the Persian Gulf crisis an
estimated 2 million migrant workers and their
dependants vacated the crisis zone and left for their
respective home countries—to Egypt (700.000). Jordan
and the Israeli-occupied territories (350.000), Lebanon
(60.000), the Svrian Arab Republic (110,000) and
Yemen (880.000). thus causing severe economic and
social difficulties in those countries and territonies. The
migrant workers represent a significant percentage of
the economically active population. The number of
returnees was large in absolute and relative terms,
particularly in Jordan and Yemen. They caused a
sudden increase of 8.4 per cent in the resident
population of Jordan and 7 per cent in that of Yemen
by the end of 1991.

The sudden unplanned return flow of relatively large
numbers of jobless migrant workers has aggravated the
already excessive unemplovment rates. These rates
increased to levels that were both economically and
socially critical after the outbreak of the Persian Gulf
crisis, and they exceeded an cstimated 30 per cent in
both Jordan and Lebanon. In Jordan the returnees
have caused a sudden 10 per cent increase in the labour
force, in the Syrian Arab Republic 4 per cent, and in
Yemen 15 per cent.

The Persian Gulf crisis has caused great losses to
labour-exporting countries in Western Asia, estimated
to exceed $45 billion. Officially estimated losses in
Egypt amounted to $20 billion, apparently including

loss of property and bank deposit accounts leit behind
in the war zone by Egvptians. In Jordan the Central
Bank estimated the loss at $8 billion. including a
32.9 billion loss of Jordanian assets and bank accounts
in Kuwait. In Lebanon the total loss incurred by the
country due to the Persian Gulf crisis was estimated at
$3.89 billion. Government cstimates in the Syrian
Arab Republic indicate that the total loss amounts
to $2.179 million. excluding losses of the Synan
community in Kuwait, estimated at $9.174 million. In
Yemen. officials estimated the direct Icsses resulting
from adherence to United Nations sanctions at more
than $1,384 million. This is over and above the loss of
concessional loans from the Arab Fund for Economic
and Social Development and the Kuwait Fund for
Arab Economic Development, and the annual grants
that were provided by Kuwait and Iraq for budget
support. In the territories occupied by Israel the loss
was put at $15 million a month (excluding $120 million
annually in financial aid provided by Saudi Arabia and
Kuwait).

Most damaging to labour-exporting countries was
the substantial loss in remittances of migrant workers
to their respective home countries. These countries are
heavily indebted and have become increasingly
dependent on wor'ers’ remittances in partially
financing their chronic trade deficits and servicing their
external debt. Combined total workers’ remittances
during the 1980s to Egypt (832 billion), Yemen
($11.8 billion). Jordan ($9.9 billion) ar.. the Syrian
Arab Republic (84 biilion) exceeded $57 billion (see
table 11.47). In Egypt. remittances in 1989 exceeded the
country’s merchandise exports by 13 per cent, and
helped to finance 55.5 per cent of the trade deficit. In
Jordan. workers® remittances represented 56.5 per cent
of merchandise exports in 1989, and financed 85.5 per
cent of the country’s trade deficit. In Yemen,
remittances up to 1987 exceeded by far the country’s
merchandise exports.

Demand for health and social services and public
utilities have increased considerably. and the sudden

Table 1147. Remittances accrving to major labosr-exporting countries
im North Africs and Western Asia, 1968-1989

Egypt Jordan Syrian Arab Republic Yemen
Remittsnces Remittances Remittances Remittances
and irade and trade and trade snd trade

Remittances  deficit ratio  Remittances  deficit ratioc  Remittances

deficit ratio  Remittances  deficit ratio

Year  (million dollars) (percentage) (million doilars) (percentage) (million dollars) (percentage) (million dollars) (percentage)
1980 2 696 88.8 794 50.9 747 40.8 1 609 67.2
1981 2181 55.7 1033 49.6 436 19.9 1335 579
1982 2439 65.7 1082 50.9 411 25.2 1591 61.8
1983 3 666 80.4 1110 523 387 18.4 1652 68.9
1984 3693 63.7 123 71.9 321 173 1521 726
1985 3m 61.6 1022 62.4 350 16.7 1214 738
1986 2506 55.2 1184 83.0 kY X} 244 864 721
1987 3604 724 938 63.9 334 8.4 1018 66.7
1988 3770 57.1 895 63.4 360 56.4 581 422
1989 4187 55.5 627 855 355 5.8 438 39.2
TOTAL 32024 63.6 9922 60.9 4024 29.6 11823 6.4

Source: United Nstions Economic snd Social Commission for Western Asis, based on database of the Department of Internations)

Economic and Social Affairs of the United Nations Secretariat.
¥ Trade balance recorded surplus in that yesr.
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Figure 11.8. Growth rates of GDP, MVA and manufacturing employment, 1986-1993, and industrial structural change,
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and massive number of returnees continued to place
enormous strains on social services and physical infra-
structure in labour-exporting countries. Accordingtoa
recent study [39]. the absorption cost of the returnees
mn Jordan is estimated to be 33.14 billion over a
three-vear period. In the Israeli-occupied territories,
Palestinian estimates set the cost of investments
required to create jobs for the unemployed at between
S1.S billion and $2.5 billion, of which an estimated
$300 mullion to $470 million are required in the
industrial sector.

In some other respects. Egypt and the Syrian Arab
Republic gained from the Persian Gulf crisis. As
modest il exporters, the increase in oil prices brought
them additional revenue. Both countries, particularly
Egypt. gained by obtaining debt forgiveness from their
major creditors. The Government of the Syrian Arab
Republic managed to secure the agreement of donor
countries. including Kuwait and Saudi Arabia. to
extend economic assistance in the form of soft loans

and gramts. By mid-April {991, firm commitments
made by donor countries were in the order of
$1.971 million.

Major debt forgiveness was granted tu Egypt by
Western countries and members of the Gulf Coopera-
tion Council {(GCC). The external debt of Egypt has
decreased by around $20 billion as a result of the
Persian Gulf crisis. Saudi Arabia. the United Arab
Emirates and Kuwait cancelled Egypt’s outstanding
$6 billion debt. The United States cancelied $7 billion
of Egypt’s military debt. In recognition of its efforts in
implementing IMF recommendations, Paris Club
creditors also cancelled at least 50 per cent of Egypt’s
government-to-government debts in May 1991.

(b) The growth perfermance of manufacturing

Preliminary estimates of manufacturing statistics for
the year 1990 (table 11.48) show that the sector
experienced a very sharp decline in its activities,
recording, at current prices, an average annual rate of

Table 1148 Pmdak-.—mnﬁ:gm&mm:-mnmnm

(Percentage)
1988 1989 1990
Economic grouping,
regica and Share Annual Share Annual Share Annual
country in GDP growth rate in GDP growth rate in GDP  growth rate

GCC countrics

—

Bahrain 18.4 58.3 18.4 34 11.0 -370
Kuwait 13.5 -6.1 144 225 . ..
Oman 4.2 10.0 42 11.8 4.2 112
Qatar 14.3 494 13.0 0.2 11.6 -2.0
Saudi Arabia 8.6 73 8.1 3.1 7.5 39
United Arab Emirates 9.4 0.5 8.6 5.6 7.3 5.6
Total, A 9.7 6.6 9.4 15 7.5 1.7/
Diversified economics
Egypt 12.6 -17.4 12.6 1.3 15.4 9.2
Iraq 10.1 8.4 10.0 8.4 . ..
Jordan 10.1 16.6 11.1 -17.3 1.9 -39.2
Lebanon 12.6 538 12.6 -1.1 9.1 -24.5
Syrian Arab
Republic 9.0 -58.5 153 88.7 13.8 0.2
Total, B 1.3 -15.9 12.2 14.5 13.99 0.8¢/
Least developed
countries
Yemen 11.2 36.0 11.3 22.3 11.6 28
Total, C 11.2 36.0 11.3 223 11.6 2.8
Total, A,Band C 11.6 6.7 10.6 1.1 9.4V -18. 7%/

Sources: The League of Arab States and others, The Unified Arab Economic Report 1991 (Tunis,
1991); and The NCB Economist, vol. 1, No. 1 (Jedds, 1991).

v Estimates.

Y Excluding Kuwait.

¢ Excluding Kuwait; if included (MVA 1990 for & months only), growth rate would be -12.5
per cent.

9 Excluding Iraq.

¢ Excluding Iraq: if included (MVA 1990 for 6 months only), growth rate would be -26.8 per
cent.

V Exciuding Kuwait and Iraq.

v Inciuding Kuwest and Iraq.
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negative growth of - 187 per cent compared to a
refatively good performance of 11.1 per cent growth in
1989 (and 6.7 per cent in 198%). This detenioration 1s
primarils due to the decline in MVA in both Iraq and
Kuwait during the same year. However. if both
countries” contribution to growth are excluded.
manufacturing performance in the region remains
meagre. recording an annual growth of 1.4 per cent n
1990.

Table 11.48 also shows that the GCC subregion
experienced 2 slower deceleration in its manufacturing
activities compared to the rest of the region. Thus,
while the GDP growth rate of the GCC subregion,
excluding Kuwait. dropped in 1990 by 5.8 percentage
points relative to that achieved in 1989, the drop in the
diversified economies (as against oil-dependent eco-
nomies). excluding Iraq. was more grave, around
13.7 percentage points.

Despite these adverse developments, the level of
industrialization in the GCC subregion continued to
advance during the last few years, particularly in Saudi
Arabia. Bahrain and the United Arab Emirates.
Moreover, the manufacturing sector in the diversified
economies continued to dominate the growth per-
formance of regional manufacturing activities.

Manufacturing statistics at the branch level are not
available for 1991. It has been reported. however, that
the general performance of the manufacturing sector
was also relatively weak during this year, and
continued to suffer from technical, financial and
marketing bottienecks. Overall growth for the whole
Wester® Asia region is estimated to have been slow,
with some industries, mainly food. beverages, ciothing
and construction, having benefited from increased
demand for their products. In the GCC countries,
growth performance has reportedly been better than in
the rest of the region.

In the GCC subregion, the manufacturing sector.
particularly in Saudi Arabia, is expected to receive a
strong impetus from the reconstruction work in Kuwait
(see table 11.49). This will be supported by the GCC

Table 1149. Estimates of expenditures for
reconstruction in Kuwait

Item Billion dollars

Damage to oif fields,
petrochemical and refining sites 8.5

Power network 1.0
Ports. airport, Kuwait airways 20
Vehicle fleet 5.0
Telephone and communications 1.0
Residential housing 25
Hotels 0.5
Urban infrastructure 0.5
Medical facilities 0.5
Non-vehicle retail and
wholesale goods 1.0
Gold reserves 0.5
TOTAL 23.0

Source: FEconomic and Social Commission for
Western Asia (ESCWA), “Recent
developments  and  prospects  in  the
manufacturing sector tn the ESCWA region”
(March 1992).

economic agreement which allows free flow of goods
and services among its member countries. The
constraction materials industry is anticipated to benefit
most. since it suffers from capacity underutilization.
Fabricated metal products and cement. which are
currently selling at below the average world price.
should be able to offer competitive prices. Currently,
inter-GCC trade still accounts for less than 7 per cent
of the subregion’s total trade of approximately
$90 billion a year.

Industrialization in the coming two vears will mainly
be dominated by the planned expansion of existing
major industrial projects. This is projected to require
more than $10 billion over the years 1992 and 1993.
Most of the projects involve expansion of existing
facilities, the majority of which are in the petro-
chemical industries. Financing will be sought from the
commercial sector and not by concessional loans.
Forms of financing would be either equity financing or
foreign borrowings.

The Persian Gulf crisis has revealed several
structural factors and risk elements that will affect the
business climate in the subregion for some time to
come. It may take longer for the private sector to
regain its earlier level of activities and strength.
Nevertheless, GCC countries will be more concerned
with the sluggish growth in world energy demand in
1992, and with the impact of induced lower oil prices
on their development plans.

In the fertilizer industry. increased d=mand for food
caused by world population growth and changing
consumption patterns, limitations on the availability of
arable land, and the introduction of more intensive
cropping and of higher yiclding plant varieties, have all
resulted in increased fertilizer requirements. Combined
consumption of nitrogen, phosphate and potash
nutrients will increase by 2.2 per cent per annum
through the year 2000 (Stanford Food Research
Institute estimates). The largest sources of demand for
these nutrients are expected to be in Asia, particularly
China and India.

The Arab fertilizer industry therefore has good
market opportunities in the 1990s, at both the regional
and international levels. However, the international
fertilizer market is cyclical in nature as a result of
factors such as farm income, weather conditions. world
fertilizer capacity and government policies. These
fluctuations will have a major impact on the Arab
fertilizer industry.

In petrochemicals. the GCC countries need to
formulate a joint strategy in order to strengthen their
position regarding an agreement with the EEC on
petrochemicals tariffs. An alternative is to negotiate a
full trade pact with the EEC, covering petrochemicals,
aluminium and refined petroleum products.

However. the EEC is not expected to provide major
market opportunities for GCC producers in the 1990
The drop in energy prices in 1992, which is expected to
continue during the rest of the 1990s, is likely to
provide the industrialized countries with a competitive
advantage for the establishment of the increased
petrachemical capacity that will be required in the
current decade. Further investment in world-scale
facihties will thercfore be based on the proximity of
production sites to markets, or on the proxmity of
feedstack sources in case energy-rich countries such as
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Saudi Arabia are prepared to offer substanual
dincounts on international energy prices.

In Kuwatt, the outlook for national reconstruction is
stll uncertain. The extent and nawre of the
rehabilitation of Kuwait's industnal base s suill 1o be
decided upon. The strong inclination is not to
rchabilitate and repair the three domestic refineries
{with combined refining capacities of 500,000 barrels
per day). but to invest instead in downstream facilities
and buy refineries and retail market shares in Europe,
North America and East Asia. This, however. will be
dictated by nauonal security considerations and
market access in the long-run. Such a poicy would
imply restricting the economy of Kuwait .- the role of a
rentier economy., with limited employment opportuni-
ties offered to the Kuwaitis in the procuctive sectors.
particularly in industry.

In Bahrain, the Government will continue to pursue
diversification of the economy in 1992, with emphasis
on the promotion of industrialization. Government
policy will be to facilitate inward industrial investment,
and the implemeniation of a number of major projects
to foster economic growth. At the same time. increased
attention will be given to the promotion of light
industries. which are viewed as one of the pillars of the
cconomy. This policy will be supported by the
establishment of the Industrial Development Bank of
Babrain, the provision of appropriate industrial
tacilities and the creation of the proper environment to
attract foreign investment. The Government of Bahrain
has already initiated efforts aimed at cutting red tape
and other regulatory requirements. All these efforts,
however, will only come to fruition in the longer run.

The Government of Bahrain is disectiy involved in
industrial development through a number of major
projects. These included two desalination plants, the
second dry dock of the Arab Shipbuilding and Repair
Yard. and the new port and industrial area at Haddid.

Implementation of all these proposed projects will be tn
progress by 1993,

The main objectives of the Industrial Development
Bank. the establishment of which is under way. is te
provide concessional loans with long repayment and
grace periods to promote both new and existing small-
and medium-scale industrial enterprises and projects.
This is considered to be vital for the development of
light and small-scale industries. The authorized capital
of the Bank has recently been declared to be 25 million
dinars (approximately $66 million at the time of
writing).

The Government in Bahrain is pianning to establish
an industrial development directorate divided into five
kev sectors to ceordinate operations with the aim of
stimulating further growth in these areas. The key
sectors are petrockemicals and plastics. pharmaceutical
and medical equipment. aluminium. engineering indus-
tries and craft industries.

In Oman, the Government will try to induce private
investment in the development of industrial minerals.
£ ocal supplics of marble. limestone, dolomite, gypsum,
silica. clays, laterite, asbestos and other matenals are
reported to offer good prospects for the domestic
construction sector and for exports. The outlook for
joint ventures between the private and the public
sectors, or between domestic and foreign companies
seems promising.

In Turkey, the manufacturing sector is expected to
lead the economy, as has been the case over the past
decade. Increasing demand for Turkish manufactures
by countries in the region is likely 10 continue,
providing a major impetus to industry (see table 11.50).
Chemicals, iron and steel and electrical products are
doing well. Additional export demand could also arise
from the newly independent S-ates of Azerbaijan.
Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan
and Uzbekistan.

Table I1.50. Cowemodity exports of Turkey, 1984-19892/

(Miltions of dollars)
Commodity 1984 1985 1986 1987 1988 1989
Industrial crops and forestry products, 492 659 495 431 696 672
of which
Cotton 168 170 139 20 141 160
Tobacco 216 330 270 314 266 480
Live animals and sea products 343 265 325 356 337 329
Mining and quarrying products 240 244 247 272 n 413
Industrial products 5144 5995 5324 8065 B8944 9088
Processed agricultural products 808 647 667 954 88s 918
Manufactured products, 433 5348 4657 7111 8059 8170
of which
Textiles and clothing 1875 1790 1851 2707 3201 3505
Hides and leather 401 484 s 722 514 604
Chemicals 173 266 350 527 734 774
Petroieum products 409 mn 178 232 kx| 254
Glass and ceramics 146 190 158 205 23 258
fron and steel 576 969 804 852 1458 1349
Metal products and machinery 134 450 263 788 383 219
Electrical equipment and products 100 119 130 293 294 234
TOTAL 7133 7958 7457 10190 11662 11627

Source: OECD, Economic Survey of Turkey (Paris, 1990).

vV Exciuding transit trade.
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2. Long-run prospects

Industnal growth prospects seem essentially good.
The regron as a whole has abundant capital resources,
especially sil, a huge and growing domestic market for
manufactured goods. and Governments wiliing to
diversify the economy and make it more efficient, if
necessary  through greater emphasis on the private
sector.

One of the greatest challenges tacing the region,
however, is the task of closing the gap in weaith and
industrialization between the oil and non-oil producers.
The 1ndustnial growth of the former has been
remarkable as in the case of Saudi Arabia. The oil
producers are expected to forge ahead towards further
industriaiization through upstream and downstream
imvestmen's based on oil. This usually involves highly
capital-. energyv- and technology-intensive industries.
The diversitication  efforts  are  accompanied by
powerful incentive provisions such as free trade zones.
rero-tnierest loans, low costs of water, electricity and
other forms of energy, of feedstock from petroleum
dernvatives and of smelter input materials, as well as
industrial sites and modern infrastructure, including
telecommunications, transport, and harbour and
airport faciliies. Furthermore. relatively cheap labour
from ncighbourning countries could be employed.

Non-oil producers in the region, tn contrast, are
usually over-populated with limited natural resources,
low producusity and wages (see table [L51). In 1990,
for instance, labour productivity (MVA divided by
number of workers) in Egyvpt was $7.122 compared

with 855973 in Kuwait. Unless concerted efforts are
made. the gap could widen and peace and security in
the region could be further jeopardized.*

For the region as a whole, labour productivity has
been declining relative to the North American level (see
table 11.52). The relative productivity index dropped to
18.7 per cent in 1990 from 32.3 per cent in 1970. All
industries recorded significant drops. the lone excep-
tion being non-ferrous metals, which benefited from
aluminium smelting activities and cement production,
The tron ang steel industry fell sharply from 35.2 per
cent in 1970 to 20.4 per cent in 1990. Future trends
should be closely followed to prevent further decline.

However, the situation is not hopeless, because
countries poor in natural resources could extricate
themselves from low-equilibrium growth by the long-
run accumulation of human capital. Indeed. in terms
of hiteracy rates, school enrolment ratios etc. (see
table 11.53), the region seems to have done better than
Tropical Africa, without matching the performance of
the NICs. In fact. by 1990 many countries in the region
had achieved over B0 per cent. or even 90 per cent. of
the North’s average school enrolment ratio for primary
and secondary schools combined (even though
education of women is not encouraged in some
countries of the region). The corresponding figure for

*Some observers have linked the Persian Gult crisis to tensions
created by the income gap. Foranstance. “lrag’s imasion of Kuwan
1 August 1990 is the most airiking example of the political pressures
that have been unicashed by the recent economic difficulties in the
Arab world™. See {40].

Table I1L.S1. North Africa and Western Asis: Inbosr prodectivity and
fverage wage carnings in manwfacturing, 1990 and 1999
(I1n constant 198S dollars)

Number of
wrrkers in
MVA manufacturing MVA per Wage per
—_— — worker worker
1980 1990 1980 1990 - —_—

Country (million dollars) (thousands) 1980 1990 1980 1990
Algeria 4303 6775 312 518 13796 13081 7704 8444
Bahrain . . . . .. .. . .
Egypt 4328 7697 868 1081 4987 7122 2842 2768
fran (Islamic

Repubiic of) 10960 15119 470 796 23311 18995 12944 7765
Iraq 2243 4672 177 192 12659 24328 4582 65042
Jordan 399 301 25 44 16 172 20 258 4343 4788
Kuwait 1955 293 43 52 45 546 55973 10 088 13 049
Lebanon
l.ibyan Arab

Jamahiriya M 969 18 26 26 092 36 565 11092 12570
Mormco 1018 1095 191 367 5447 2984 2789 1898
Oman . . . .
Qatar . .~
Saudi Arahsa 5819 14 361
Synian Arah

Republic 1640 1492 195 134 8425 11110 2335 2570
Tunisia 70 1604 125 221 5781 7254 2682 3170
Turkey 7973 17308 7 91 10131 17728 3113 2468
United Arab

Emirates 400 S18 28 40 14 140 13 542 6435 Sols
Yemen 109 206 7 11 15538 18 690 3609

Source  UNIDO darahase
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1 Table ILS2. Laboer productivity and wage earnings per wocker in North Africa and
: Western Asia as 8 perrentage of the North Americaa level, 1978, 1980 and 1990

e A

»N

- (1a constant 1985 dollars)
Labour productivity Wage per worker
Industry 1970 1980 1990 1970 1980 1990
Food products 2263 1749 1380 20.08 2276 19.21
Beverages 2765 1939 13.13 21.57 23.77 19.62
Tobacco products 30.37 1043 961 2728 2097 14.72
. Textikes 2332 25.68 20.06 19.70 27.37 23.11
Wearing apparel 40.00 31.10 226} 3548 33.22 2490
- Leather and fur products 4055 4049 35.72 2241 3S1 2376
Footwear, excluding rubber or
plastic footwear 62.96 35.83 36.17 2902 3769 3694
Wood and cork products 3489 2950 29.15 21.22 3118 31.28
Furaiture aad fixtures 2974 3270 3066 2243 25.15 26.37
Paper and paper products 2430 2094 1593 19.14  27.69 2145
Printing and publishing 23.25 1980 21.86 2052 25.75 24.05
Industrial chemicals 1868 1459 13.37 23.61 20.32 16.10
Other chemical products 15.64 1498 1537 1546 24.13 2095
Petrolcum refineries 26565 5721 99.26 33.61 3849 3712
> N Miscellancous petrolcum and
coal products 33.27 3282 2330 2043 16.31 16.87
Rubber products 26.2¢ 3241 2327 1979 3053 28.93
Ve Plastic products n.c.c. 61.92 49.02 47.08 18.29 3247 21.12
| Pottery, china and earthenware 2945 2556 2789 1754 25.60 18.60
Glass and glass products 20.70 2082 20.80 16.05 24.42 20.34
Other non-metallic mineral products 29.53 2652 27.67 21.05 27.63 26.69
Iron and steel 35.1S 2129 2037 20.67 2193 17.83
Non-ferrous metals 21.26 15.19 3382 1486 17.26 19.03
Metallic products excluding
machinery 28.16 2331 2843 19.83 2511 23389
Non-electrical machinery 2351 2141 21.N 1693 2238 21.70
Electricial machinery 39.91 2842 22.37 2248 3040 19.35
S Transport equipment 3237 1958 1585 1892 2489 14.81
Prolessional and scieatific goods 22.13 2157 1283 25.22 33.61 1684
Other manufactures 21.18 2701 26.27 13.26 2269 2241
] Totsl manufacturing 32.33 2485 18.65 24.15 1998 19.98
Sourc-- UNIDO database.
‘&\ Table ILS). North Africa and Western Asin: homan capital indicators, 1970-1990
\\\‘ . Combined
' Scientists R&D Tertiary primary and
Mean and technicians scientists and  graduates as  Adult  secondary school
\ Population years of per 1,000 technicians per  percentage  literacy cnrolment ratiot/
- {millions) schooling people in 10,000 people  of age group  rate in PR —
Country in 1990 in 1990 1985- 1989 in 1985-1989  in 1986-1988 1990 1970 1988-1989
Kuwait 2.1 54 64.4 10.2 4.2 73 7 97
Qatar 0.4 56 26.6 79 43 82 . ..
Bahrain 0.5 39 433 . 23 77 95 100
United Arab Emirates 16 5.1 . - 1.7 ss 72 94
Saudi Arabia 149 37 . . 25 62 35 65
Turkey 56.5 3s 275 33 2.1 81 77 82
Syrian Arab Republic  12.1 4.2 36 . 4.0 65 70 88
Libyan Arab Jamahiriya 4.5 34 11.6 5.7 . 64 . .
Oman 1.5 09 6.6 . . 3s 29 81
Iraq 19.0 48 36 . . 60 36 77
Jordan 4.0 5.0 . il 5.6 80 . .
Tunisia 8.2 2.1 1.4 . 09 65 73 81
Lebannn 2.7 44 . 0.7 29 80 88 95
Iran (Islamic
Republic of) 54.6 39 85 c.9 0.9 54 60 82
Algena 25.0 26 . . 22 57 $3 81
Morocco 251 2.8 i . 1.1 50 37 52
Egypt 3.2 28 . 5.4 s 48 63 92
Yemen 11.3 ns 0.2 . 0.2 39 . "
Source: United Nations Development Programme, Human Development Report 1992 (New York. Oxford, 1991)
] V Index North = 100. North refers to OECT countries
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Tropical Atnica s approvimately 47 per cent. {For
turther comparnons see sectton F on Tropical Africs).
Nevertheless, a recent study concluded that the GCC
countries need substantial additional personael in
skilled and semi-skilled occupations as well as well
trained managers [41]. Saudi Arabia, for instance, had
11.599 students enrolled in technical education in the
1985/86 school vear. whereas the country needed an
estimated total of 124 49% additional personnel in all
skill categonies.

H. Indian Subcontinent

1. Short-run outlook

The immediate industrial outlook is for substantial
recovery with 6.1 per cent MVA growth in 1992 and
8.0 per cent in 1993, compared with a fall to 2.3 per
cent in 1991 from 8.1 per cent in the previous vear (see
figure 11.9 for GDP and MVA patterns of growth in
recent vears and also for the pattern of structural
change in industry). This forecast was based on the
assumption that a bad monsoon would not hit the
agricultural sector. of which the demand for manu-
factured goods is 2 major force in aggregate demand.
But the possibility remains that, after four consecutive
years ol good weather, a bad monsoon would be
devastating. The recovery of industry is also predicated
upon an adroit management of the balance-of-
payments cris's triggered by the Persian Gulf war and
the disappearance of remittances coupled with the loss
of trade with the former USSR. Furthermore, the new
industrial policy package adopted by the Government
of India in 1991 is expected 1o give a considerable boost
to industry.

(a) Impact of the situation in Western Asia

However, growth in the region is sensitive to what
happens in Western Asia. In 1991 the economies of
Bangladesh, India, Nepal and Pakistan were particularly
hard hit by the fall in remittance levels of their
nationals in the Persian Gulf States, especially Kuwait,
and the costs of evacuating their nationals from the war
region. These economies are yet to recover from the
war-augmented balance-of-payments deficit and high
inflation rates,

The crisis was of special significance to Bangladesh
given the country’s heavy dependence on the P:rsian
Gulf States for labour exports, merchandise trade and
energy supplies. Workers’ remittances accounted for
35 per cent of the total foreign exchange earnings
of Bangladesh on current account. Remittances
originating from Kuwait and Irag, about 13 per cent of
the total, were lost in 1991 as 2 result of the war. The
outflow of Bangladeshi migrant labour has averaged
about 70,000 per annum in recent years. Workers'
remittances depressed during 1991 are hikely to recover
in 1992 as ncw opportunities for construction and
rehabilitation jobs in Kuwait and Irag open up for
Bangladeshi workers. A steady increase in workers’
remittances. rapid and diversified growth of non-
tradinonal exports, and limited growth in import
demand would reduce current account deficits.

In addition to the momentous events taking place in
Western Asia. shifting constellations in the former
USSR in 1991 prompted Pakistan to position itself as a
strategic player between energy-rich Central and
Western Asia and energy-poor South Asia. Pakistan is
running out of domestic oil and gas resources. and by
2003 will be using four times more oil and petroleum
products than at present. In face of the severe energy
shortage that threatens Pakistan™s ambitious devei-
opment plans for an economic growth rate of over
7 per cent by 1993, the Government and private
sector are secking to take advantage of the multiple
market opportunities and the energy supplies and
other resources of the newly independent States of the
former USSR, in particular Azerbaijan. Kazakhstan,
Kyrgyzstan, Tajikistan, Turkmenistan and Uzbekistan.
in 1991/92. Pakistan signed economic and trade
arrangements involving energy, food and consumer
goods. medicines, telecommunications and banking. In
collaboration with the Islamic Republic of Iran,
Pakistan finalized in 1991 a joint-venture project with
the Iranian National Oil Company for the building of a
refinery with a capacity of 120,000 barrels per day. It
will supply 30 per cent of oil and petroleum products to
the Islamic Republic of Iran and 70 per cent to
Pakistan. At current oil prices, this could save Pakistan
up to $3.000 million annually. In collaboration with the
former USSR and the Islamic Republic of Iran,
Pakistan would likz to invest in terminal pipelines, and
infrastructural projects that will enable 1t to become a
leading producer of oil and petroleum products.

(b) Liberalizing industry and trade

In India, the reform of industrial policy, which
continued on the lines of earlier policy initiatives, was
incorporated in the new industrial policy announced by
its Government in July {991. Its objective was to
consolidate the gains of the past policy by further
deregulation of industry to promote a more efficient
and competitive industrial economy. The principal
clements of the policy are as follows:

(a) Abolition of industrial licensing in all but 18
industries, thereby putting 80 per cent of indv-iry
outside the licensing framework;

(b) Removal of limits on capacity expansion and
diversification to enable firms to become large enough
to compete on global markets;

(¢) Reducing areas reserved for the public sector
from 17 to 8, mainly comprising those involving
strategic or security concerns;

(d} Removal of government clearance for location
of projects. with a few exceptions;

(e) Withdrawal of the right of financial institutions
to convert loans into equity in respect of privately
managed firms,

(/) Creation of a National Renewal Fund 1o
provide a safety net for retrenched workers and to
finance their retraining.

In addition, a major component of the new policy
related to direct foreign investment. It is now provided
that;

fa) The limit of foreign equity holding should be
raised from 40 to 51 per cent in a wide range of prionty
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Figure I1.9. Growth rates of GDP, MVA and manutacturing employment, 1986-1993, and industrial structural change,

1980-1993: indian Subcontinent
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industries, provided  that outflow  on account of
dimidends on additional equity 1s balanced by export
carnings;

(h)  Foreign equty participation up to S per cent
should be automatically approved:

(¢) A foreign investment promotion board should
negotiate with large international firms for equity
participation in non-priority industries as wei as
comsidering individual cases for equity participation
exceeding S1 per cent:

(dy Technology imporis for priority  industries
should be automatically approved for rovalty pay-
ments ot up to 5 er cent of domestic sales and 8 per
cent of export sales.

In the central budget for 1992/93 some further
measures relating to industry were announced. Firms
with foreign equity participation which are currently
governed by the provision of the Foreign Exchange
Regulation Act are subjected to a good deal of
administrative control. It is now proposed to radically
diminish this control. Government control over capital
issues through the Controller of Capital Issues is now
abolished. Companies can now approach the market
directly. Finally. reputable foreign institutions will be
permitted to buy shares in the Indian stock market.
This privilege is also extended to all non-resident
Indians.

The impact of these policy measures wili exhibit itself
in industrial growth with a certain time lag. But a larger
number of investment praposals were cleared in 1991
than in 1990. There was also an increase in foreign
technology import agreements. With respect to foreign
direct investment. 244 cases of foreign equity
participation with an equity investment of $504 million
were approved in 1991, as compared with an average of
S¥% milhon in the previous vears.

{c) Public sector

The public sector has been dominant in the
development and diversification of industry in India. It
has fatled in the generation of internal resources for
further expansion. It is now clear that continued and
excessive rehiance of public sector enterprises on
budgetary  support  cannot  continue. The policy
currenthy aims at improving the performance of the
public sector so as to raise its productivity and
profitability. With this end in view the intention is to
capose it to competition, on the one hand. and to make
it more tully responsible and accountable on the other.
The tormer 1s being achieved by opening up for private
investment arcas that were carlier reserved for the
public sector. With respect of the latter. besides
administrative measures. a part of public sector equity
v beng disinvested in selected enterprises. which would
introduce an element of public accountability.

The Burcau of Industrial and Financial Rehabilita-
tion, which was hitherto responsible for dealing with
sick private sector industrial units, has now been asked
to deal with sick units in the public sector as well. The
Burcau, after detarled serunny, decides whether a unit
s ternnnally sich ™ and must therefore be closed down,
or can be restructured  and  rehabilitated  The
subjection oi sich public sector units to this disaplhine

would mean that some will be closed down while others
will be rehabilitated.

Many public sector units carry a workfcrce that is in
excess of requirements. Raucnalizing the workforce
would be an important part of the process of improving
productivity. but this awaits the announcement of an
exit policy (closure. bankruptcy etc.). which the
Government has promised.

(d) Trade policy reforms

Policy reforms in the area of trade were designed to
make Indian industry more competitive giobally and to
stimulate exports. The principal components of the
initial policy initiatives were as follows:

(a) Devajuation of the rupee by 8 per cent;

(b) Replacement of a large part of administered
licensing of imports by import entitlement linked to
export carnings. Import entitlements were to be called
Eximscrips and would be frecly tradeable and to attract
a premium in the market. For most exports 30 per cent
of the earnings were made available in Eximscrips,
which could be used to import any item from a
specified list:

(c) Simplification of the advance licensing system
to improve accass of exporters to imporied inputs;

(d)
goods:

Further liberalization of the import of capital

(¢) Granting or permission to established exporters
to maintain foreign currency accounts and to raise
external credit to finance their trade transactions.

These measures were aimed at improving the access
of industry to imporis and providing a stimulus to
exports. Both formed a part of the strategy for the
programme called the globalizing of Indian industry.
The Eximscrip was meant to provide a self-regulating
mechanism for balancing imports and exports.
However, the operation of the mechanism did not
prove entirely efficient on account of bureaucratic
involvement. In the 1992/93 budget. it was replaced by
a scheme of partial convertibility of the rupee, whereby
the exchange rate for 60 per cent of export earnings
would be determined by the market, while for the
remaining 30 per cent the official rate would apply.
This change not only signified that a larger proportion
of export earnings would be available freely at 2 market
determined exchange rate, it was also accompanied by
a substantial increase in the items that could be
imported freely.

Despite these policy initiatives, the Government was
constrained by balancc-of-payments problems to
continue to compress imports. It aas only later in the
fiscal vear 1991/92, when the position had significantly
improved, that the import restrictions were progres-
sively removed. By Fetruary 1992 reserves had risen to
a comfortable level of $34.4 billion, which enabled the
Government to completely remos e all import ficences,

eveept Tor some stoategic items. As g consequence of

the compression of ‘mports during most of 1991792,
industrial growth as well as exports were adversely
aftected. Industrial grosth was further constrained by
the restrichons imposed on gosernment evpenditure.,
cspecially imvestment. As g result. there was practicalls
no growth i ndustrial production in 1991792, Fxport
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gronth was abw stitfled. but only partly because of
import  compression. The major reason was the
dissolution of the former USSR and a decline by more
than half of the exports to that country. Though there
was positive growth in exports to countries with freely
convertible currencies, experts were expected to show
only a modest 2 to 3 per cent increase. However. with
the access to imports greatly improved and a further
devaluation of the rupee through its partial converti-
bility as well as other export incentives, exports are
eapected to grow by about 12 per cent in dollar terms in
1992/93.

For most of 1991/92, external resources that the
Government succeeded in mobilizing went into
building up reserves, so that not much was available to
relax the compression on imports. The year therefore
ended with net much to show from policy reforms.
However. now that reserves have been built up and
constraints on imports removed, a rise tn exports can
be expected. This would be necessary not only for
sustaining a comfortable balance-of-payments nosi-
tion, but also for supplementing domestic demand,
which is likely to be constrained due to the need (o
restrict government expenditure. In addition to
exports. an improvement in the growth of industry in
1992/93 can also be expected.

A growth orientation is also observable in some
salient modifications in the budget for 1992/93. The
striking features of this budget are as follows:

ta) The rupee is now made partially (60 per cent)
convertible;

(b) Most imports are put on open general licence,
that is, made free of regulatory control;

(¢) Custom tariffs are reduced and rationalized:

(d) Income tax rates are reduced and there is a
major change in wealth and capital gains taxes;

(e; The floor interest rate is lowered by 1 per cent;

1) A package of measures for better functioning of
the stock market is introduced;

(g) Import of up to 5 kilograms of gold is
permitted:

(k) Control on capital issues is removed:
(i) The National Rencwal Fund is expanded.

The budget also provides for a further reduction in
the revenue, budget and fiscal deficits, the later to come
down to 5 per cent of GDP.

2. Long-run prospects

The industrial policy reforms adopted in the region,
particularly those of India. appear destined to have
positive growth effects throughout the 1990s. But the
outcome will depend on how quickly and effectively the
reform measures arc implemented. Herein lies the real
test of the government bureaucracy—a challenge to
change long-entrenched habits formed during the
regulatory regime before 1985,

Nevertheless, there are some encouraging signs that
habits are changing and successes are being reaped
through a slow process of learning by doing. The
Indian computer industry provides an example. In the
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1970s the Government of India effectively banned
entry into the industry by domestic or toreign
enterprises in order to support its public enterprise. But
upon finding that the industry could not compete in
terms of prices and technology. the Government
decided o invite both domestic private and foreign
enterprises to cooperate and compete under a new
incentive system designed to cope with market failures.
A recent study of the industry concludes:

“These successes can be attributed to a consider-
able extent to government policies changing the
incentive structure for computer firms. India has so
far been able to attract the human skills necessary for
the growth of its computer industry. Still, govern-
mental support for human resource development has
been less than consistent and comprehensive, ana its
support for the scientific and institutional infra-
structure is needed to rectify market failures in the
supply of firm-level technologies capacities that has
remained insufficient and at times inappropriate.”
(42

Creating and nurturing new indusiries like the
computer industry and maximizing employment
creation in conventional unskilled labour-intensive
industries are crucial to industrialization. New indus-
tries aim at higher levels of value added through
developing and mastering technology, as well as
upgrading the skill content of human resources. Mere
continuation (expansion) of unskilled labour-intensive
manufacturing activities would not help raise the low
level of labour productivity of manufacturing in the
region (sce table 11.54). For example, in 1990 MVA per
worker was $2,181 MVA in Bangladesh and $2,823 in
India.* In other words, labour productivity in the
region amounted to only 5.1 per cent of the North
American Level in 1970 and 4.5 per cent in 1990 (sece
table 11.55). The low relative figures are pervasive
across all manufacturing industries and are generally
not improving. But there arc a few notable exceptions,
including significant improvement in wearing apparel,
footwear, rubber products and other manufacturing.
These figures retlect in part the prevalence of small-
scale (or cottage) industries with rudimentary or out-
of-date technologies, and also *‘sick industries” that
have been oropped up by subsidies and protected for
decades.

The modernization of the manufacturing sector in
the long-run will require a fundamental policy shift
with regard to upgrading human resources. Currently,
the adult literacy rates for Bangladesh (35 per cent),
India (48 per cent) and Pakistan (35 per cent) are
among the lowest in the developing world (sec
table 11.56). The same applies for average ycars of
schooling. It therefore secms obvious that more
resources should be devoted to the eradication of
illiteracy, the promotion of primary and secondary
education and tertiary science, increasing the number
of technology graduates etc. Although it is not easy 1o
precisely quantify the societal benefits of spending in
education, available evidence suggests that illiteracy
eradication and primary education should receive the
first priority. There are high rates of return on
education in India (sec table 11.57), with primary

*for comparison, the average labour productivite in manu.
tactaning (or Tropical AMrca was $7.33600 1990 and 362120 10
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Tabile 11.54. Indian Subcoatincat: manufacturing labour prodectivity and
aversge wage cannings per worker, 1980 and 1990
(In constant 1985 dollars)

Manufacturing Annual
MVA employment Labour average
productivity ~ wage earnings
Country 1980 1990 1980 1990
(million dollars)  (thousands) 1980 1990 i980 1990
India 12110 20767 6992 T35 1732 2823 878 1 303
Pakistan 2216 4389 412 $S1 4903 7962 1026 1687
Bangladesh 804 1007 412 462 1951 2181 611 692
Sri Lanka 330 827 163 235 2026 3523 523 536
Nepal 90 199 s ¥ 140107t ¥ 1323Y 2601 M2V
Source: UNIDO database.
¥ 1977 data.
b 1988 data.

Tabie [1.55. Labosr productivity and wage carnisgs per worker in
the Indian Sebcontineat as a perceatage of the Norta Amcrican

lcvel, 1970, 1980 asd 1990

(In constant 1985 dollars)

Labour productivity

Wage per worker

Industry 1970 1980 1990 1970 1980 1990
Food products 368 170 302 296 207 420
Beverages 643 375 4M2 426 320 440
Tobacce products 369 130 064 273 137 136
Textiles 606 594 464 565 571 686
Wearing apparel §.22 519 910 408 547 571
Leather and fur products 7.42 882 664 422 523 525
Footwear, exclud’ng rubber
or plastic footwear 7.66 6.06 9.57 5.65 850 9.02
Wood and cork products 340 316 348 296 268 363
Furniture and fixtures $.02 4.18 457 322 420 529
Paper and paper products 6.56 392 284 4.64 431 4.87
Printing and publishing 368 370 377 447 498 638
Industrial chemical products 7.70 4.03 5.53 6.39 604 1.32
Other chemical products 5.14 378 361 468 499 633
Petroleum refineries 19.51 6.03 2099 984 4.47 8.63
Miscellaneous petroleum
and coal products 5.68 7.69 5.16 6.06 S5.80 6.51
Rubber products 7.44 569 9.62 602 575 658
Plastic products n.e.c. 479 514 612 4.15 445 580
Pottery, china and earthenware 348 4.11 4.30 365 4.23 5.04
Glass and glass products 2.60 250 372 3.07 277 437
Other non-metallic mineral
products 434 365 472 329 339 443
Iron and steel 6.21 526 4.09 545 452 613
Non-ferrous metals 11.18 230  9.07 S9% 536 8.04
Metal products 4.67 447 5.46 420 453 5.44
Noun-electrical machinery 481 495 599 447 506 695
Electrical machinery 694 657 110 6.03 6.35 7.74
‘Transport equipment 377 4.07 490 492 4.85 7.04
Professional and scientific
goods 393 373 396 442 515 529
Other manufactures 621 7.04 8.33 593 6.28 7.38
Total manufacturing 509 4.12 448 445 4.2} 5.49

Source: UNIDO database.
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Box I1.8. Success of Bangladesh with garment exports:

in recent years, Bangladesh has achieved resound-
ing success with garment exports. This success has
been a bright spot for a country that has among the
lowest per capita incomes in the worid. The degree of
success of Bangladesh can be seen in terms of the
growth of garment exports relative to other overseas
trade, employment generated and related gains in
social welfare, and the increase in confidence within
the business community.

Both the public and private sectors in Bangladesh
were particularly interested in the garment business
as they were aware of a failure to exploit the country's
great potential for garment exports. This potential
stemmed from the low wages in Bangladesh and its
potential for exporting to major markets such as the
United States without binding restrictions under the
Multi-Fibre Arrangement. Bangladesh was not export-
ing garments because of a total lack of domestic
production technology and marketing know-tow, and
no apparent means of acquiring them from overseas.
For example, no domestic entrepreneurs seemed
ready to seize the initiative.

Fortunately, a catalyst did emerge in 1978 in the
form of the Desh Garment Company. The man who
was to found Desh, Noorul Quader, had been exposed
to the foreign business world as a senior official in the
previous Government. He was also an agent for a
project funded by a foreign Government. During an
official visit to France, Quader happened to visit the
Paris branch of Daewoo. Quader expressed a desire to
collaborate with Daewoo in a new garment venture in
Bangladesh. The idea became the Desh Garment
Company, established in 1979 after Quader and
Daewoo signed a coliaboration agreement.

The coliaboration agreement

Quader and Daewoo opted not to enter into a joint
venture. Instead, they signed an agreement to

collaborate—in specific ways—in the areas of tech-
nical training, purchases of machinery and fabric,
plant start-up and marketing. The collaboration
agreement, which was to run five years, involved the
following key elements: six months of training for
Desh workers in the Republic of Korea; start-up
activities to involve certain purchases of machinery by
Desh from Daewoo, which would then handle the
installation, supervise and advise on the actual start-
up; production, to be managed by Desh with
consultation and supervision provided by Daewoo;
and marketing, which was to be handled by Daewoo.
Desh was to make royaity paymeats to Daewoo for the
technical training and supervision equal to 3 per cent
of its sales (based on ex-factory costs), as well as a
sales commission for marketing services of 5 per cent
of the sales value during the five-year contract period.
It should be noted that the agreement did not include
any investment capital transfer in the form c’aloan or
foreign direct investment, except for fabric and other
intermediate inputs purchased on credit.

The cadre of trainees

Desh recruited 130 workers for training at Daewoo’s
Pusan piant (see table 11.58). They would eventually fill
four management positions, 97 production super-
visory positions, and 29 actual production siots. The
intention was that these personnel should complete
the training with the capacity not only to handle their
jobs effectively, but aiso to train Desh empioyees in
the future. The 130 trainees had no previous
experience with garment manufacturing. English was
required for purposes of communication during the
training, as was the equivalent of at least a junior
college education. A very noteworthy feature of the
cadre of trainees is that 14 were women. Muslim
tradition had preciuded females from working in
factories in Bangladesh. However, Quader had been

education achieving the best results, and generally
falling rates for higher levels of education. It should be
cautioned, however, that such calculations do not
include spillover intangible benefits.*

Nevertheless, there appears to be an increasing
awareness that poverty is strongly linked to lack of
education and training (see box IL8). Educational
cxpenditures for the poor therefore provide a powerful
tool, Bhagwati observes:

“More is known now, thercfore., to wean us away
from the fear that such educational and health
expenditures  are nccessarily at the expense of
growth. What is cqually pleasurable is the fact that

‘Untortunately, cconomin saence has taled so tar o deselop
theories and measurements of tetarns on education asetal for police.
making
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many of these arguments apply with yet greater force
when the expenditures are addressed to the poorer
segments of the population. The case for under-
taking morc such expenditures. with focus on the
poor. consistent with being engrossed in the growth
strategy. is therefore now seen to be stronger than
ever before. | think we have learned that, within
reasonable margins, we may then be able to eat our
cake and have it too. Social expenditures could
improve the weltfare of the poor directly and also
indirectly through growth which in turn would have
an impact on poverty. But heyond these margins, the

trade-off remains an issue.”™ [44]

Such awareness notwithstanding, there seems to he
some  resistance to universal, compulsory primary
education. It has been reported that the forces in
tasour ol maintaining ihe cxisting ssstem ot sacial




what South-South cooperation in training can do

so impressed by the efficiency and sheer numbers of
women at Daewoo and other garment factories in the
Republic of Korea that he persuaded the Government
of Bangiadesh to support female trainees, and then
obtained permission from the parents and guardians
of the 14 women.

The training at Daewoo

The 130 Desh workers were sent to the Daewoo
Pusan Plant. where they receive some of the most
intensive on-the-job training in garment production
ever given in a developing country. The trainees
actually spent seven months at Pusan, from 1 April
1979 to 30 November 1979, one month more than
anticipated because of expanded training tasks. As
agreed. Daewoo paid all living expenses, including a
recreational allowunce, while Desh covered the
airfare.

The training programme was carefully organized so
that the trainees, despite their lack of knowledge and
experience with garment production, would emerge
as fully qualified workers and supervisors able to
produce exportable products. The emphasis was on
providing actual experience with running a factory
that produced world-quality, exportable goods. The
fact that Daewoo prepared an English manuai for
garmen: manufacturing geared to the Desh trainees
shows how seriously it took the training programme.
Moreover, every two trainees had a separate machine
to practise with and Daewoo used the actual
production lines at the factory for on-the-job training,
an indication of the importance it attached to practical
work.

it is unlikely that any garment training institute
could have provided such extensive factory training
with such rich facilities, resources and product
varieties. This programme may be the only one from
which 130 trainees with no prior garment industry

experience emerged able to produce export-quality
products as a team after just seven months training. It
was also probably not anticipated that the training
would yield not just managers, supervisors and
production for the Desh factory. but also the future
managers of much of the Bangladesh garment export
industry.

The extended value of training

In addition to the in-depth, excetlent skills training
they received, Desh workers got an education of
expanded value; a look at the entire operations of a
highly successtul, multifaceted transnational company
and the corporate cuiture that created and supported
its superior performance. That part of the educational
process can perhaps best be understood by looking at
a statistical summary of the performance of Daewoo in
textile, garment and overall exports in the last
20 years. This record was in large measure what
Daewoo was passing on to the 130 Desh workers. Had
the training been conducted in Bangiadesh or textile
training institutes in developed countries, the Desh
workers might not have acquired the know-how and
skills embodied in Daewoo’s system of management
and dynamic, effective corporate culture.

Desh workers learned not only narrowly defined
production skills, but also the whole system of
production, marketing and management that Daewoo
had developed or accumulated over the preceding
10-12 years through its pioneering activities to enter
international markets. As future managers of an entire
garment industry, beyond the confines of the Desh
factory production line, this broad experience was
invaluable to the Desh trainees and to Bangladesh.

Source: Yung Whee Rhee. "The catalyst model of
development: lessons from Bangladesh's success with
garment exports”, World Development, vol. 18, No. 2 (1990),
pp. 333-346.

Tabic 11.56. Indias Subcoatinent: bumas capital indicators, 1970-1990

Combined
Mean Scicntists R&D Tertiary primary and
years and technicians scientists graduates  Adult secondary school
Population of per 1,000 and technicians 3s percentage literary enroiment ratio ¥
m 1990 schooling people in per 10,000 people of age group rate i:
Country (miliions) n 1990 1985-1989 in 1985-1989 in 1986-1988 1990 1970 1988- 1989
Sn Lanka 17.1 6.9 2.0 14 88 81 2
Myanmar 408 25 - . 81 62 63
Pakistan 1121 1.9 4.1 13 k3] 30 30
India 828.1 24 36 23 . 48 56 69
Bangladesh 112.9 2.0 0.5 . 0.6 3 42 42
Nepal 18.9 2.1 0.6 0.2 0.3 26 22 62
Source. United Nations Development Programme, Hluman Devslopment Report 1992 (New York, Oxford. 1991).
Note. Countries histed according to rank in terms of UNDP human development index.
8 [ndex North = 100. North refers to OECD countries.
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Table 11.57. Summary of calculations on the rates of return on education in India, 1957.1981

Herbergerd/ Nallagoundan?  Selowskyd Kotharit/ Hussains  Blaugh/ PanditV  Titak? Sailabalad

Educational level 1957 1960-1961 1960-1961 1965-1966 1950-1954  1960-196] 1972 1980 1980-1981
Sample size 2 895 8 650 8 650 19 301 6148 28 650 2203 1 000

Social rates of return

Primary - 170 2S5 - - 152 7.6 70 -
Middie - 18 12.7 - - 14.2 14.0 6.3 -
Secondary 119 103 164 200 370 105 50 - -
Intermediate - . - - - - 5.0 1.6 -

1 degree (genera)) - 70 116 100 490 89 50 63 -
il degree (genenal) 16.9 - 14.7 - 30 - 5.0 72 95
Higher (professional) - 98 - 220 30 12.5 5.0 - -
Engineening graduate - - - . - - . - 53
Medical graduate - - - - - - - - 4.0
Agricultural graduate - - - - - - - - 58
General postgraduate - - - . . - - . 59
Private rates of return

Primary - 230 - - - 187 9.5 78 -
Middie - 130 “ - - 16.1 173 83 -
Secondary - 100 - - 48.0 119 50 - -
Intcrmediate - - - - - - 5.2 24 -

1 degree (general) - 8.1 - 14.0 120 104 9.2 68 -
11 degree (general) - - - - 100 - 6.7 12 1ns
Higher (professional) - 135 - 250 9.0 155 56 4.7 -
Engineering graduate - - - - . . . . 6.1
Medical graduate - . - - - - - - 43
Agricultural graduate - - - - - - - - 64
General postgraduate - - - - - - - - 6.1

Sources: G. K. Suri, Rajendra Prasad and A.K. Barman, "Survey report - India®, in Educated Unemploymen: in Asia, Hiromitsu Muta, (ed.) (Tokyo, Asian Productivity
Organization, 1990), p. 140; A.C. Herberger, “Investment in men versus investment in machines: the case of India®, in Education and Economic Development by C.A
Anderson and MJ. Bowman, eds. (Chicago, Aldine, 1965); A. M. Nallagoundan, "Investment in education in India®, Jownal of Human Resources, vol. 2, No. 3 (1967); M,
Selowsky, "Education and economic growth: some intermational comparisons®, Education Development Report, No. 83 (Cambridge, Harvard University, 1967); V. N. Kothari,
*Factor cost of education in India®, /mernational Economic Journal, vol. 13 (April-June 1966), p. 631-46; 1.Z. Hussains, Retums to education in India® in Education as
Invesowent, B. Singh, ed. (Meerut, Meenakshi Prakasha, 1967); M. Blaug, P.R.G. Layard, and M. Woodhall, The Causes of Graduate Unemployment in India (London, Allen
Lane and Penguin, 1969); M. Blaug, "The unemployment of the educated in India®, in Third World E.
Penguin, 1983); V.N. Pandit, *Effectiveness and financing of investment in education in India, 1950-51 to 1965-66°, unpublished Ph.D. thesis presented at Delhi University
in 1972; J.B.G. Tilak, "Inequality in the returns to education, unpublished Ph.D. thesis presented at Delhi University in 1980; Devi Sailabala, "Cost-benefit analysis of higher

education: a case study of Onssa® unpublished Ph.D. thesis presented at Ulkal University in 1982,
¥ Included in sources.

Problem and Strategy, R. Jolly and others, eds. (London,
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Table [1.58. Traising curriculom at Decwoo’s Pesan Garmcat Pactoryd/

Sequence Subject Training methods Weeks
1 General onentation Lectures 15
2 Introduction to machine operations One machine per 20 trainces 20
3 Practice of machine operations One machine per two traineces 20
4 Introduction to garment manufacturing Morning session: lectures in afieracon 10
session; exercises using four machines
per trainee

5 Specialized training Four specialized areas: cutting, sewing, 40
finishing and machining

6 Specialized on-the-job training On-the-job training in the four 4.0
specialired arcas

7 In-depth. on-the-job training and Production of various types of finished 13.0

actual production garments on actual factory production lines
8 Evaluation Evaluation of the training 05

Source: Yung Wher Rhee, "The catalyst model of development: lessons {rom Bangladesh's success with garment exports™,

World Development. vol. 18, No. 2 (1990). pp. 333-346.
& 1 April 1979 10 30 November 1979.

stratification reflect the possible impact of “excessive™
and “inappropriate” education for the poor.®* Further-
more, in many areas. child labourers are providing
supplementary income for poor parents, and hence the
latter would not be interested in sending their children
to school. In short, policy makers are confronted with a
dilemma that will require bold new approaches and
insights if it is to be tackled successfully.

I. East and South-East Asia

1. Short-run outlook

Despite the recession and growth slow-downs in
other regions, the East and South-East Asian region
has been maintaining respectable GDP and MVA
growth. Both short- and long-run prospects of
industrial growth seem promising, although country-
and area-specific problems abound. such as the threat
of double-digit inflation (Hong Kong, Indonesia and
the Republic of Korea), and overloading of infrastruc-
ture facilities (shortages of electricity, transport and
communications facilities). Furthermore, numerous
countries of the region show signs of shortages of both
skilled labour and well-trained managers. Nevertheless,
these problems offer challenges and at the same time
opportunities for policy makers to tackie. Overcoming

*Muron Weiner sees “the neglect of primary education as based
on the fear by the higher castes that excessive and mappropriate
cducation for the poor would disrupt evisting soctal arrangements
Rhetore notwithstanding, India’s policy makers have not regarded
aaw cducation as essential to India’s modermzation Thes have
instead put resources nto élite gmvernmett schools, siate-aided
private schook and higher education ({381 0 Ity

them provides a new thrust for human and physical
capital formation—a long-term process of central
importance to industrialization and technical progress.
In addition, new transnational economic links are
being forged. for example in the Mekong Delta and
Tumen Delta regions, and in the triangle formed by
southern China—Hong Kong and Taiwan Province.

The region as a whole is expected to achieve 7.5 per
cent and 7.8 per cent MV A growth in 1992 and 1993,
respectively, supported by 6.9 per cent GDP growth in
both years. This performance represents a small
improvement over the 1990-1991 period, when MVA
grew by 7.2 per cent and 8.3 per cent, and GDP by
7.0 per cent and 6.6 per cent, respectively. In view of
the problems of overheating in the growth-leading
countries, overall restraints in growth-oriented policy
would appear prudent. Malaysia, Thailand and the
Republic of Korea, for example, are using fiscal and
monetary brakes to slow their economies (sec table
11.59).

Industrial growth rates in the region show a rather
uneven pattern. For example, in 1991 the Philippines
suffered from negative growth (—3.3 per cent) partly
because of a natural disaster (the Mount Pinatubo
cruption) and partly because of the failure to provide
industrial infrastructure services (clectricity, water,
transport, communications, etc.). In general, long-run
industrial growth has been slower then in neighbouring
countries in spite of rich natural resources and the
supply of an apparently superior level of educated
manpower (see table [1.60). Philippine policy makers
and researchers are thus confronted with the challenge
of determining what has gone wrong (see figure 11.10
for GDP and MVA growth in recent years and also for
the pattern of structural change in industry).

By contrast, a 29.8 per cent industrial growth was
recorded for the [.ao People’s Democratic Republic in
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Figure I1.10.

1980-1993: East and South-East Asia

Growth rates of GDP, MVA and manufacturing employment, 1986-1993, and industrial structural change,

Percentage Key:
GOP
18 |
MVA
12 Employment in menulachuring
10
. -
‘ -
‘ —4
2 -3
° v v 1 H T Al
1908 1987 1908 1909 1960 1991 82 1993

Industrial structural change
{Index of value added: 1980 = 100)

Key:
Deflated prices of 1985
g = Average annual growth rate, 1980—1993
{percentage)
8 = Index of structural change, 1980—1993
56 84 ISIC code ({industries):
31 {Food products)
321,322 (Textiles)
323,324 (Leather)
33 {Wood and furniture)
356 31 4 {Paper and printing)
351,352 (Chemicals)
353,354 (Petroleum and coal)
355 {Rubber products)
356 (P1astic products)
- 36 {Non-metal miners! products)
355 3214322 394 {Iron and steel)
372 (Non-ferrous metals)
3s1 (Metal products)
382 {Non-electrical machinery)
3534354 3234524 383 (Electricsl machinery)
384 (Transport equipment)
3514352 33 . 1990-1993 ¢
34 - - orecast
2 1985-1980
g=785,0 =1385 1980-1985

Sowice UNIGO database estimates and 'orecasis by UNIDO PPD GLO
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Table IL59. East and Sowth-East Asix:
growth rate of value added in industry, 1989-1993
(Percentage per annum)

Economic grouping,
region. country

and arca 1989 1990 1991 1692 1953
Republic of Korea 6.0 11.1 8.6 74 7.2
Singapore 83 92 6.0 46 6.0
Taiwan Province 45 1.3 6.4 68 71
Indonesia 8.2 95 75 71 71
Lao People’s Democratic Republic 344 15.7 298 12.2 11.0
Malaysia 11.0 14.5 12.5 11.2 9.2
Philippines 8.2 18 -33 31 )
Thailand 16.2 15.6 92 90 95
Viet Nam =72 37 49 49 4.8
Fiji¥/ 119 65 6.1 6.3 62
Papua New Guinea -14.1 -3.2 248 7.0 30.0
Solomon Islands? 49 15 5.0 55 5.7
Tonga 48 1.0 1.0 1.0 20
Vanuate 10.7 45

Western Samoa

103 8.1 9.3

Source: Asian Development Bank.

Noxes: Data for Tonga are on a fiscal-year basis.

Industry includes mining,

manufacturing and public utilities (clectricity, gas and water).

¥ Based on constant factor cost.

1991. No doubt this reflects a low initial industrial
base. Nevertheless, it foreshadows what may happen
when political constraints in the whole Mekong Delta
subregion loosen up. It is encouraging to observe, for
instance, that Taiwan Province and Hong Kong have
emerged as leading contenders to help Viet Nam
become regionally integrated (see table 11.60). They
together have what Viet Nam urgently needs—capital,
technology and industrial and marketing network
services. But others are also interested: “*Over 10,000

Table 1L68. Forvign investment approvals

foreign businessmen visited the Hanoi Chamber of
Commerce in 1991 [46].

The industrial thrust of the region is expected to
originate mainly in investment and trade, particularly
intrarcgional trade. Compared with other regions, the
relative level of investment has been, and is expected to
remain high (see table I1.61). Indonesia, Malaysia,
Republic of Korea, Singapore and Thailand, all fast
performers in the industrialization race, nave achieved
2 35 to 40 per cent rate of investment (as a percentage
of GDP), and are expected to do the same in the next
couple of years. These activities will provide not only
the Keynesian demand force but also technology newly

by Viet Nasmt/ embodied in machines, equipment and new infra-

structure. This process helps to upgrade the industrial

Investing base one step further. For instance, the computeriza-

country Million  Number of tion ratio in small- to medium-scale enterprises in the

and area dollars projects Republic of Korea increased to 54 per cent in 1991]

- - from 25 per cent in 1989. Another example comes from

;‘:“"; ';'°""‘°‘ ;"l‘: 1:‘;’ Thailand, which has been diversifying and upgrading
ong Kong : : .
France 291 10 with Japanese m'vcstm'cm.

Australia 292 2 **... there is evidence that the Japanese are

Netherlands 253 5 increasingly using Thai producers for simpler plastic

USSR 169 37 and metal parts, and teaching these suppliers how to

United Kingdom 149 10 upgrade their quality. While plastic mould-making

f::::' :(‘); ;i has also advanced, the Thai government and local

Republic of Korea 9% e mdusl'ry nave neglected production of metal moulds

and dies.” [47)
TOTAL 2820 Wl The high rate of investment has been accompanied
Source. Viet Nam State Commutiee for by a high rate of growth of trade in the region. While

Cooperation and Investment, as reported
by Murray Hiebert and Carl Goldstein, in
“Vietnam opening: Hong Kong vies to
become gateway®, Far Eastern Ecomomic
Review (28 May 1992), p. SO.

V¥ Cumulative to 15 May 1992.

world trade grew by only 3 per cent in 1991, regional
exports grew by 13 per cent (including intraregional
exports) and imports {7 per cent (including intra-
regional imports). These trade activities reflect in part
the vertically integrated nature of the region through
intra-industry cross-country investments which have
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Table [L6L. Gross demestic investment in

East and South-East Asia, 1989-1993
{Percentage of GDP)
Economic grouping.
region, covatry
and area 1989 1990 1991 1992 1993
Hong Kong 275 385 299 3.3 323
Repubiic of Korea 334 37.0 393 399 40.0
Singapore s 38.7 382 399 400
Taiwan Province 228 24 23.0 241 248
Indonesia 35.2 369 35.0 45 355
Lao People's
Democratic Republic 14.5 145 127 14.0 15.1
Malaysia 288 323 35.7 36.2 360
Philippines 218 228 20.0 20 226
Thailand 315 368 35.7 360 380
Viet Nam¥/ 44 6.9 58 57 5.9
Fij® 147 193 173 172 17$
Papua New Guineca 232 246 31.1 330 350
Solomon Islands 319 321 325 330 32.7
Tonga 215 225 242 22 237
Vanuatu 372 436 5.0 360 360
Western Samoa 27.3 270 29.0

Source: Asian Development Bank.

Notes: Data for Tonga are on a fiscal-year basis. Industry includes
mining, manufacturing and public utilities (clectricity, gas and water).
¥ Gross fixed investment in the public sector only.

¥ Based on constant factor cost.

intensified since the mid-1980s (see table 11.62). The
pattern of industrial integration tends to intensify
intra-industry trade and to transmit industrial growth
more directly through input-output, demand-supply
refations even without transactions in finished pro-
ducts.

One major problem to have emerged is due to
specific regional integration patterns coupled with the
technological dominance of Japan. Virtually all
countries in the region except Indonesia have become
dependent upon the Japanese supply of machines and

parts and intermediate inputs. Often the finished goods
are sold to the United States or Europe, and not to
Japan. A consequence of this arrangement turns out to
be chronic balance of trade deficits vis-a-vis Japan.
Furthermore, the higher the industrial growth and
exports, the greater the deficits. It is a structural
problem, not easily amendable to solution by shifts in
the exchange rate.

One possible solution of the problem may be to
acquire and master new technologies that make
possible the domestic production of intermediate

Table 11.62. Intra-Asia foreign direct investment approvals, comulative tntal
in East and South-East Asia, 1900-1988

Investment in
miflion dollars

Investment Republic of Taiwan

by Korea Province Indonesia Malaysia Philippines Thailand
Japan 2070.3 1843.6 1209.8 5126 302.7 12453
Hong Kong 155.2 400.5 932.9 123.1 81.7 359.7
Republic of Korea . . 2123 19.8 44 14.4
Singapore Negative 67.9 410.5 250.8 13.7 170.3
Taiwan Province . - 1175 75.4 122.0 498
Asis 2264.6 13207 37594 918.7 630.3 19992
World 41082 54648 9374.0 22137 20954 3T

Source: Taiwan Province: Ministry of Economic Affairs; Republic of Korea: Ministry of Finance; Malaysis:
Ministry of Finance; Thailand: Bank of Thailand; Philippincs: Board of Investments, and Indonesia: Central
Bureau of Statistics, Stanisuical Bulletin (November 1989). As quoted in James Riedel, “Intra-Asian trade and
foreign direct investment®, Asian Developmens Review, vol.9, No.1 (1991), p. 142.
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inputs. thereby reducing imports and ncreasing the
salue-added domestic content of exports. But often the
higher-level technologies are not easily obtainable from
Japancse firms. The assembler-producers are thus
compelied to v est in technology development. or to
attempt to purchase from non-Japanese sources. There
seems to be no short-cut to technological mastery,
which can be achieved only by climbing the
technological ladder step by step.

2. Lonmg-rum prespects

By any standard. industries in the region have been
performing admirably. Some indicators are provided in
table 11.63. With the exception of the Philippines. all
countrics and areas increased their MVA, toual
emplovment. labour productivity and wage earnings
per worker between 1980 and 1990. The differences in
labour productivity and wage eamnings between
countries are. however, striking Singapore registered
the highest per-worker MVA ($26.849) and wage
carnings (37.892) in 1990. The lowest figures were
recorded by Indonesia

Table 11.64 gives labour productivity and wage
carnings data as a percentage of the North American
level for 28 manufacturing industries. A catching up
process is indicated by the labour productivity figures,
rising on average from 12.2 per cent in 1970 to 17.7 per
cent in 1990.* Likewise, wage carnings rosc from 6.8
per cent in 1970 to 16.2 per cent in 1990. Industry data
confirm that the catching-up process is taking place in
almost all product categories.

The differences in wage rates, however, offer
opportunities for investment and plant migration from
high-wage economies to low-wage ones for labour-
intensive industries. Thus, for example, as wage rates
rosc in the 1970s. apparel enterprises from the Republic
of Korea and Taiwan Provincs moved to Thailand and
Indonesia. In turn, skill-intensive industries such as
semiconductors, automobiie parts, electrical appliances
and numerically controlled machines moved to the
higher-wage countries in the region from Japan and the

*The Republic of Korea recorded 25 per cent of the North
American ievel of iabour productivts in 1990

United Siates. This process of product diversification
in the industrial structure and trade composition of the
region enabled it to avoid the consequences implied by
the trade-pessimism hypothesis (namely, that the world
market for labour-intensive goods would be limited if
all developing countries emulated the NIC strategy of
export-led growth).*

The important question is whether the industnial
dynamism of the region can be expected to continue
through the 1990s and beyond. James Riedel, having
analysed trade and investment behaviour, concluded:

*Will intra-Asian international trade and foreign
direct investment continue to expand as rapidly as
they have in the recent past? There are good reasons
to expect they will. First, as long as the Asian
countries continue to hberalize unilaterally their
trade policies and t0 maintain current high levels of
investment. the Asian market will continue to
outpace growth in other major export markets.
principally North America and Europe.

It is also likely that real wages in Japan and the
Asian newly industrializing economies will continue
to increase faster than elsewhere in Asia, and that as
a result the flow of direct investment from the
higher-wage Asian countries to the lower-wage
Asian countries will be maintained for some time to
come. Since intra-Asian direct investment appears to
complement and reinforce intra-Asian trade, the bias
which was observed in favour of intraregional over
interregional trade is likely to grow stronger.”” {49]

But the explanation above appears incomplete.
Nothing has been said about the role of human and
institutional capital formation. which seems to be
instrumental in bringing about changes of comparative
advantage via changes in technological capabilities.**
The Asian dynamism seems to be stimulated as much
by technology mastering and innovation as by trade
and investment. Though a comprehensive review of
human and “institutional capital™ formation cannot be
conducted in this space. the following coments may

*See. for insiance. {48]
**Traditionaily. trade theorists have tended to ignore dynamic
factors such as nurtuning technological capabilities. Hence thes veem

unable to explain the Asian expenence. including the case of Japanin
the {950«

Table 11.63. Industrial performance indicaters in East and Sowth-East Asia, 1990 and 1990

(In constant 1985 dollars)

Manufacturing
MVA employment Labour Wage
productivityl per worker
1980 '990 1980 1990
Country and area \million doilars) (thousands) 1980 1990 1980 1990
Republic of Korea 18 822 55125 2015 3292 9342 16744 2735 4733
Taiwan Province 16 488 32 153 1997 2419 8258 13291 2962 593
Thailand 8773 17487 1549 2266 S665 7717 1342 1528
indones:a 3976 13289 963 222 4128 5875 676 1065
Hong Kong 7217 9788 737 0878 7769 11185 4043 6268
Singapore 4568 9416 285 0351 16023 26849 4757 7892
Malsysia 4194 7648 518 0661 8091 11579 2273 2901
Philippines 4678 4546 949 0748 4931 6077 1085 1624

Source. UNIDO database.
3 MVA divided hy number of employees 1n manufacturing.
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help to shed seme hight on what s happening in the
region.

The rapid nse of the Asian NICs. following the
cvample ot Japan, bears speciai significance. These
countnies do not possess nateral resources, except
human resources in abundance. Yet a rapid trans-
formation of an agrarian economy into an industrial
one v made pussible by imesting 1n human resources.
upgrading their quahty and thereby increasing the
economy’s technological capability.® It is not possible
to reduce mans facets of human capital into a single
index. Nevertheless, selected indicators shown in table
I1.65 are informative. The Asian NICs show a higher
level of average vears ot schocling. a greater number of
scientists. technicians and R and D personnel per
10,000 people ete. than other countries.

The case of the Philippines. however. should be
caretuily studied. It has achieved 7.4 mean vears of
schooling. close to that of the Republic of Korea. a
high hiteracy rate (almost Y0 per cent). and & 100 per
cent combined primary and secondary enrolment ratio;
and set its GDP per capita ($710 in 19%9) is far lower
than that of the Republic of Korea (54,300 in 1989).
Well-educated human resources are obviously waiting
to be emplosed and effectively organized. ultimaiely to
rane productivity and industnal growth.

Table 1165 does not include data for Taiwan
Province, but an independent study provides telling
information on its educational achievements (sev
table 11.66). The study claims that “"the education svstem
was planned to grow 1n a manner that closely matched
the changing requirements of the growing economy.
The compubsory basic education was raised from six to
nine vears; the secondary level curriculum was shitted
more tonard vocational fields: the supply of university
graduates was strictly limited. and the university
curriculum changed to emphasize science and engineer-
ing subjects.” {53]

Similarly. the education system of the Republic
of Korea seems to have produced an abundance

*The central poaint of anterest from the standpomnt of thi
analvais s that. in the immediate post-war peniod. after o intense
debate. Tapan speaficalls regected a long-term development strategy
hased on the tradimional theors of comparative asdvantage This was
apparentis at that nme bang advocated by cconomints in the Bank oot
fapan and chewhere who subsanibed 10 the frec-trade doctrines of
the classical sehool They had advocated a “natural” path ot industeral
development. based on Japan™s relativels Tow laboeur sty and
comparatine advantage in labour-antensise industries such as tetsles
One of the ventral points a1 issue was whether Sapan could hope 1o
compere i the automobile industry and whether special steps should
be tahen to encourage 1t growth, but the debate atfected industral
and teade policy s enbirets In the carly davs, the views of the
Bank ol Lipan had vomeinfluence But on the whole the burcaucrats
and these advisers at METT presasied Thes repudiated the view that
fapan shauld be content with a tuture as an underdes eloped countey
with low productvits aad icome per head 7 [$0]

Fritz Machlup evplains how education enhances human techno-
logical capabilities through the following set of ablities

the capacits fo learn and pertorm tasks that demand cognitne
aptitindes and maocad atitudes of 4 higher order
nnthematicsl abibits verba! ability | alertness— alvo enterprising
spint. Moral conrage. creatinty - resourvetuloens, imaginativencss,
mveniiveness,  ambion  deve,  resolutton, diligence - industry
working antensity,. perseverancg - enduring dedivati . constancy,
frony endowment andinsestment fo abiitts from abiits and attiudes
To capacity . from capaats and s utibization o perlormance, and
from performance at selling price times hours per vear to carnings”
S Fmpincal support tor these sicw s ismonnting Recent evadence
i dides the w ek o Grezors 1) Warmch (400
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of educated workers.* But the available evidence
indicates a glaring mismatch between supply and
demand for college graduates—a chronic oversupply
for more than 20 vears since 1965 This phenomenon
has been attributed to the following influences: the
emphasis on a high level of education in Confucian
culture; the preterence for white-collar occupations
which are conferred only on college graduates: and the
high level of remuneration in w hite-collar occapations:

“For example, in 1986 college graduates™ average
wage was 2.2 umes that of high-school graduates,
and the average entry wage of high-school graduates
tended to be below 70 per cent that of college
graduates.” [56]

The question whether the oversupply of college
graduates represents mismanagement of capital resour-
ces in the long-run remains controversial. In spite of
this oversupply. the estimated social rate of return was.
for instance. 13.8 per cent in 1977 compared with
9.9 per cent for high-school graduates and 2.8 per cent
tor middle-school graduates. In the same vear. the
emplovment of college graduates totalled 22,087, while
the universiies and colleges produced 37.374—an
excess supply of over 15000, indicating a degree of
labour market dissquilibrium and imperfection. The
excess supply situation disappeared oniy after the mid-
1980s. and according to recent projections, a shortage
of college-educated manpower 1s expected to occur in
the 1990s (see table 11.67). Nevertheless. it could be
argued that the abundance of college graduates and
human capital in general has been a crucial factor
enabling the economy to climb the technological ladder
at a rapid pace. and hence ultimately to achieve
productivity growth.*®* Moreover. to complete the
analysis, 1t would be necessary to describe how these
educated workers are organized.

Studies on institutional charactenstics and per-
formance are scarce, especially those comparing the
organizational ditferences between economies (of
Hong Kong, Republic of Korea, Singapore. Taiwan
Province etc.). But what is available seems to suggest,
not surprisingly, that there are similarities and
differences, and the latter reflect the specific heritage of
each country and area of the region in their culture,
politics, social values, morality and historical paths.
The task of building economic and non-economic
institutions with a view to motivating workers to higher
levels of efficiency would seem to require ““the art” of
using the specific unique heritage of those involved.
Thus, for instance, studies ([57] and [58]) on Korean
Chacbols identify the following characteristics: clan
management; top-down decision-making: flexible lite-
time employment: a Confucian work cthic; paternalistic
leadership: lovalty: compensation based on seniority
#nd merit rating: bureaucratic conflict solution: a very
bureaucratic vet low degree of formality and a standard-
i7ed system; close government-business relationship:
and expansion through conglomeration (that is, acqisi-

*See. tor example, [€ 1] and [¢4
P

**Thendore Schulty advances the idea that human capital has
external etfects

“These clfects <psll over trom one peraon o another People at

cach skl level are more productive o high than in Lea human

capital environments Human capital crhans e the prodacrat o

both Libeur and phyacal camital 7134
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Table 1L64. Labour preductivity and wage carnings per worker in
East and South-East Asia, as a percentage of the North American level,

1978, 1900 and 1990

(In constant 1985 dollars)

Industry

Labour productivity

Wage per worker

1970 198 1990

1970 1980 1990

Food products

Beverages

Tobacrco products

Textiles

Wearing apparel

Leather and fur products
Footwear. excluding rubber
or plastic footwear

Wood and cork products
Furniture and fixtures
Paper and paper products
Priating and publishing
Industrial chemical products
Other chemical products
Petroleum refineries
Miscellancous petrolcum
and coal products

Rubber products

Plastic products n.e.c.
Pottery. china and carthenware
Glass and glass products
Other non-metalic mineral
products

Iron and steel

Non-ferrous metals

Metal products
Non-clectrical machinery
Electrical machinery
Traasport equipment
Professional and scientific
goods

Other manufactures

Total manufacturing

1202 1213 11.00
2265 21.29 2022
8.30 9.77 492
1095 17.57 2191
1545 2044 2651
918 1946 3137

11.22 1629 23.76
14.77 1529 14.04
14.83% 14.27 15.66
1279 1352 15.11
1193 1878 22.01
13.53 1469 1934
11.09 1231 13.62
11.80 748 881

22.74 5257 4260
1059 1444 1346

909 1457 1947
10.26 15.13 20.39
12.13 1597 24.46

1440 1942 2474
17.31  29.18 39.76
13.60 17.10 2430

969 1334 1966

893 14.12 2024
1145 1441 2038
1487 1695 20.86

644 1163 1389
1091 19.87 26.26

12.20 1487 17.66

6.68 8.77 10.10
924 1363 17.09
4.9 428 4.44
7712 1316 1972
10.33 2093 27.82
745 16.14 2725

723 1593 25.06
13.04 1109 1054
965 1237 1642
781 11.96 1629
849 1652 23.16
799 1294 1859
774 1153 1725
2048 2253 3535

874 1777 2758
7.0 991 1210
827 1531 2296
777 1050 16.98
796 11.60 1895

815 1229 1821
6.13 1229 20.72
886 11.18 15.70
6.41 1357 2266
6.74 1329 1990
532 1239 19.68
907 1226 18.33

5.70 14.05 17.36
463 1288 2213

678 11.26 16.18

Source: UNIDO datadase.

Table 1165. East and Sowth-East Asin: heman capital indicators, 1970-1999

Tertiary Combined primary
Scentists and R&D graduates Adult and secondary
Mecan years technicians per personnel per as percentage literacy enrolment ratio
Country of schooling 1.000 penpie 10,000 people of age group rate in _
and area in 1990 in 1985-1989 m 1985-1989 in 1986-1988 1990 1970 1989
Republic of Kores 88 473 21.6 . 96.3 87 100
Hong Kong 70 410 6.7 90.0 80 90
Singapore 39 236 . 58 88.0 88 9%
Brunes Darussalam 50 270 5.6 . 86.0 . .
Malaysia 53 . 37 1.4 8.4 " b
Thastand 38 1.2 1.5 5.0 93.0 66 60
Philippines 74 . 1.1 6.7 89.7 97 10¢
Indonesia 39 0.1 1.7 0.6 77.0 56 86
Viet Nam 4.6 87.6 79 n
1.a0 People’s
Democratic Republic 29 0.5 . kX 70
Cambodia 20 5.0

Source: United Nations Development Programme. /Juman Deelopmens Report 1992 (New York. Oxford University Press. 1992), pp.

127-139
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Table 1166, Envelments and average annval incresse in carolment in Taiwan Proviace

1998-190¢
(Number of studeats)
Colicge and
Academic Junior Senior Seaior Jumsor university
year Total Primary high high vocatioma®  college and above
1950 1 033 651 906 950 89 944 18 866 11 226 1286 5319
1955 1475 624 1244 029 162 235 30 169 21 186 4 545 13 460
1960 2279 117 1 888 783 253 145 $7512 44 617 7 888 2711712
1965 3 006 828 2257720 473 442 116 197 74114 29543 35812
1968 3 465 707 2383 204 652 083 152 877 116 206 79 456 8] 881
1969 3 641 008 2428 04) 729 651 161 459 137 642 95 988 88 227
1870 3 803 467 2 445 405 800 402 178 537 175 650 108 328 95 145
1972 4 034 054 2459 743 909 197 197 181 216 905 138 310 112 748
1975 4 160 389 2 364 961 1036 357 185 181 284 455 150 226 139 209
1980 4 181 801 2 233 706 1075 532 180 665 349 370 183 134 159 394
1982 4 266 038 2 226 699 1 082 358 187 015 394 270 203 722 171 974
1985 4429 043 2 321 700 1 062 226 194 757 421 784 236 824 191 752
1986 4 498 602 2364 438 1052993 200 599 437924 244 482 198 166
Average annual
percentage increase
1953-1959 9.1 85 115 14.7 16.2 9.2 204
1960-1969 5.5 32 12.7 11.6 13.1 339 139
1970-1979 1.4 -0.7 4.1 1.3 9.3 6.3 58
1980-1986 1.1 0.7 -04 1.5 42 4.9 36
1953-1986 4.1 26 7.2 7.1 10.8 14.7 10.7

Source: Jennic Hay Woo. "Education and economic grow th in Taiwan: a case of successful planning™, World

Development. vol. 19. No. 8 (1991), p. 1032.
¥ And junior vocational and normal before 1973
Y And normal 1973 and after.

Table IL67. Population by level of education in the Republic of Korex

1900-2000
Item 1980 1990 2000

Population agcd 14 and over 24 848 (100) 32 385 (100) 37823 (100)
High-school graduates 4383 (176) 8174 (25.2) 11102 (29.3)
College students 721 (29) 1787 (55) 2213 (59)
Coilege graduates 1329 (54) 3877 (12.0) 7511 (199)
High-schoot and

college gradustes 6433 (25.9) 13838 (42.7) 20826 (55.1)

Source: Se-il Park. “Labour issues 1n Korea's future”, World Development, vol. 16,

No. 1 (1988), p. 104.

tons and mergers). These characteristics could be
viewed as a product of influences from Japanese
occupation (1910-1945). United States occupation
{1945-1948), and indigenous elements. A comparison of
management systems in the light of these characteristics
I» given in table 11.68.