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FOREWORD

This report, World Economic Survey, 1961, is the
fourteenth in a series of comprehensive reviews of
wotld economic conditions published by the United
Nations. [t is issued in response to General Assembly
Resolution 118 (II), in which the Secretary-General
was requested to prepare an annual review and anal-
ysis of world economic conditions and trends. The re-
port is intended to meet the requirements of the Eco-
nomic and Social Council and other organs of the
United Nations for an appraisal of woild economic
conditions which may serve as a basis for recommen-
dations in the economic field; it is also designed to
meet the needs of the general public.

The present zeport is the seventh in the series to
contain a study of a particular problem in the field of
ceonomic development. Among the subjects examined
in successive Surveys since 1955 have been a compie-
hensive review of economic growth in the first post
war decade, balance of payments problems in relation
to economic growth, inflation and economic growth,
and post-war commodity trade and policies. Contina-
ing the study of problems in the field of economic
growth and development, the two Surveys which pre-
ceded the present report analysed post-war experience
and policies relating to investment and saving. As a
sequel to these reports, the present Survey focuses at-
tention on industrialization and economic develop-
ment. This study was also undertaken in the light of
a request by the Committee for Industrial Develop-
ment for a review of industrialization in under-
developed countries during the past decade, and a
preliminary version of chapter 1 was submitted to the
Committee at its second session. Chapters 1 and 2 of
the present Survey, dealing with industrialization in
under-developed and developed private enterprise
economies respectively, both review the magnitude of
recent industrial expansion and discuss its contribu-
tion to general economic growth. The patterns of re-
cent industrial growth, and the forces shaping changes
in industrial structures, are also explored in hoth
chapters. Chapter 1 closes with an analysis of prob-
lems facing under-developed countries in the choice
of industries, while chapter 2 reviews specific problems

i

and policies relevant to industrial growth in advanced
countries. In chapter 3, rates and patterns of industrial
development in the centrally planned economies dui-
ing the past decade are described; particular attention
is paid to the relationship between industrial devel-
opment and the growth of foreign trade among these
countries. The chapter emphasizes the special charac-
teristics of industrial development programmes in the
centrally planned economies.

Part II of the Survey examines recent trends in the
world economy. Chapter 4 provides an analysis of the
recent situation in the industrially advanced private
enterprise economies, special attention being paid to
the recovery in North America and to the slackening
of economic growth in western Lurope and Japan,
Chapter 5 reviews recent events in the primary pro-
ducing private enterprise economies in the light of the
divergent trends in industrial countries. An assessment
of the economic outlook at the beginning of 1962 is
given for hoth these groups of countries; this is based
largely on replies by Governments to a guestionnaire
on economic krends, problems and policies circulated
by the Secretary-General in November 1961. Chapter
6 provides an account of recent changes in the cen-
trally planned economies.

The Introduction to the Survey reviews recent in-
dustrial experience and policies in the light of theis
significance for economic growth and development.

The basic data used in the Survey are, in general, as
published in governmental or inter-governmental
sources, or as officially reported to the United Nations
and its specialized agencies. The significance of the
figures may vary from country to country, depending
on the statistical concepts and methods followed and
on the structure and development of the national econ-
umy. For this reason, the compilation of international
statistical tables requires that attention be given to
any important elements of non-comperability or quaki-
fications attaching to the data; these are usually shown
in the tables of this zepo1t or in the publications of the
United Nations and of the specialized agencies that
contain the basic data from which many of the tables
have been prepared.




EXPLANATORY NOTES

The following symbols have been used in the tables throughout the report:

Three dots (...) indicate that data are not available or are not separalely
reported

A dash (—) indicates that the amount is nil or negligible

A blank in a table indicates that the item is not applicable

A minus sign ()} indicates a deficit or decrease, except as indicated
A full stop (.} is used to indicate decimals

A comma {,} is used to distinguish thousands and millions

A slash (/} indicales a crop year or financial year, e.g., 1955/56

Use of a hyphen (-) between dates representing years, e.g. 1953-1935, signifies
the full period involved, including the beginning and end years.

References to “rons” indicate metric tons, and to “dollars” United States dollars,
unless otherwise stated.

The term “billion” signifies a thousand million.

Annual rates of growth a1 change, unless otherwise staled, refer to annual com-
pound rates.

Details and percentages in tables do not necessarily add to totals, because of
rounding,.

Certain abbreviations have been used: ELC for European Economic Community;
EFTA for European Fiee Tiade Association; EPTA for United Nations Expanded
Programme of Technical Assistance; FHA for Federal Housing Administration
[United States]; GATT for General Agreement on Tariffs and Trade; IBRD for Inter-
national Bank for Reconstruction and Development; IDA for International Develop-
ment Asseciation; IDB for Inter-American Development Bank; IMF for International
Monetary Fund; ISIC {for International Standard Industrial Classification of all
Economic Activities; OECD fo: Organisation for Economic Co-operation and Devel-
opment; OELC for Organisation for European Lconomic Co-operation; SITC for
Standard International Trade Classification. “Rhodesia and Nyasaland” stands for the
Federation of Rhodesia and Nyasaland; UAR for the United Arab Republic.

The term “Congo” refers to the Republic of the Congo (capital: Leopoldville).

Where statistical presentation has rendered it necessary, “Malaya™ has been used
to designate the Federation of Malaya and Singapore; “South Africa”, the Republic
of South Africa, South Wesl Alrica and the High Commission terzitories of Basuto-
land, Bechuanaland and Swaziland.

The designations employed and the presentation of the material in this publication
do not imply the expression of any opinion whatsoever on the part of the Secretariat
of the United Nations concerning the legal status of any countiy or territory or of ils
authorities, or concerning the delimitation of its frontiers.
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Introduction

THE SIGNIFICANCE OF INDUSTRIALIZATION POLICIES FOR ECONOMIC
GROWTH AND DEVELOPMENT

Though production generaily advanced in 1961, the
year was not notable for the vigour of s upward
thrust. As reviewed in part I of the present Survey,
recovery {rom the recession in North America got
under way towards the end of the first quarter of 1961,
but this did not raise output for the year as a whole
much above the level of 1960. In western Europe and
Japan, the upswing in economic activity, which had
begun in 1958, paused temporaiily in the comse of
1961, and the 1ate of increase for the year as a whole
was considerably helow that of a year earlier. In face
of the mixed trends in industiial countries, exports of
the primary producing counities rose only meoderately,
while prices of primary commodities entering interna-
tionat krade underwent a further decline. In mast of
the centrally planned economies, theugh total cutput
continued to increase at a high 1ate, the pace of ad-
vanee slackened; industrial production rose at a some-
what slower rale while agricultural output either fell
absolutely or increased only slightly, owing mainly to
adverse weather conditions. In mainland China, agri-
cultaral production, which had fallen substantially in
1960, failed to recover to any significant degree in
1961; largely because of the agricultural situation, in-
dustrial expansion was also biought to a halL.

In the industrial countries, expectations at the begin-
ning of 1962 were moderately optimistic, based prima-
rily on the continuation of recovery in North America,
However, though production for the year as a whole is
fully expected to reach a considerably higher level than
in 1961, the earlier and more confident estimates have
subsequently been scaled down. Production in the
United States during the fiist quarter of 1962 ad-
vanced only marginally over the preceding quaiter,
owing to a deceleration in the 1ate of growth in final
demand; fixed investment, however, which fell in the
first three months, is officially expected to recover and
to contribute heavily towards sustaining demand in the
later months of the yeaz. In western Lurope and Japan,
the weakening in the rate of growth in domestic de-
mand apparent in 1961 is expected to continue during
the current year primarily because of a slackening in
business expendituie on plant and equipment. In the
primary producing countries, 1962 is expected to he
another year of limited growth in export earnings:
while exports to North America should respond to the
centinued recovery, their rate of expansion lo western
Lurope and Japan may again decline.

3

An important element contributing to cuirent eco-
nomic trends in all countries s the pace of industrial
growth. The significance of industrialization for eco-
nomic growth, however, is best seen in the perspective
of a broad span of years. Such a review, which forms
the centent of part I of the present Survey, is of pai-
ticular 1elevance in relation to the problem of eco-
nomic development in the under-developed countries.

INDUSTRIAL DEVELOPMENT: EXPERIENCE AND POLICIES

Today there is aimost universal agreement that in-
dustrialization has a major role to play in the eco-
nomic development of the under-developed countries.
It is a familiaz fact that the great gap in per capita in-
comes that divides the developed and under-developed
countries at the present time is broadly paralleled by a
similar disparity in the structure of their economies;
the former are diversified, and largely industrial, econ-
omies, while in the latter, production is confined pre-
dominantly to agriculture. Few today share the more
sanguine view held in earlier decades that national
specialization in primary production could, through
foreign trade, lift levels of income no less effectively
than domestic industrial growth. Based largely on the
experience of the nineteenth century, when industriali-
zation and high rates of population increase in western
Europe called forth a rapid growth in exports of pri-
mary products from the rest of the world, this view—
never wholly convincing—has been rendered even less
acceptable by the changed economic conditions of the
present day. As rising levels of per capita consumption
have gradually transformed the composition of de-
mand for goods and services and as technological
changes have resuited in the more economical use of
new materials or the creation of synthetic substitutes,
the growth in impoit demand of the advanced areas
for most primary products has lost the momentum of
earlier decades and, currently, it lags behind the
growth in their domestic incomes and output. In any
event, when cognizance is taken of the magnitude of
the problem of under-employment and low produe-
tivity confronting most under-developed countries, it is
clear that foreign trade, no matter how favourable the
trends in external demand, cannot constitute the sole
road to economic development.

What the ultimate objective of under-developed
countries should be, is clear enough: it is to construct




INTRODUGTION

industrial economies as diversified as those which now
exist in the advanced countries. While this may seem a
distant aim in most under-developed countries, there is
little doubt that it must constitute a final outcome of
economic development. In the economic histery of the
countries which have alieady emerged as modern in-
dustrial economies, few facts are more stiiking than
the tendency of all these countries to develop roughly
similar structures of industrial preduction. Each of
these countries, it is true, has certain industrial charac-
teristics peculiar to itself; its industrial structure has
been influenced by such factors as its natural resource
endowment, the role of foreign trade in its economy,
the accidents of history or the particular genius and
tastes of s people in the field of mamufactures. But
much more jmpressive than the differences among
countries is the fact that they all have diversified in-
dustrial structures in which each of the main branches
of industrial production is invariably represented.

But while there is now almost universal agreement on
the impoitance of industiialization there is still much
debate 1egarding the proper pattern of industrial de-
velopment. It is often suggested that the pattern of in-
dustrialization in under-developed countries should be
guided primarily by considerations arising from the
relative scareity of capital and labour in their econ-
omies. At first sight, these considerations appear to be
highly relevant; since labour is relatively plentiful and
capital is relatively scarce, it would seem that the de-
velopment of consumer goods industries, which are
generally identified as labour-intensive, is most con-
sistent with the advantages of international specializa-
tion.

It is salutary to insist that the advantages of inter-
national specialization should not be neglected. But it
is even more important thal industrialization should be
seen in ils proper light as a dynamic process Because
labour is relatively more abundant than capital in
under-developed countries, it does not necessarily fol-
low that their industiial and economic development is
hest sexved by concentration on industiies that are pre-
dominantly labour-intensive. It is lLrue that this is a
possible solution to the question of what constitules
the optimum allocation of resources in given demand
and supply conditions. But such a solulion cannot be
freely applied to the problem of industrial and eco-
nomic development, since development amounts ex-
actly to a process of transforming the prevailing de-
mand and supply conditions,

In the real world, the proportions in which labour
and capital are available represent only one of the dif-
ferences between developed and under-developed coun-
tries afecting their relative costs of production in alter-
native industiies. In the industrial sectors of these two
groups of countiies, the gualitative differences in their
productive 1esources are hardly less important. Com-
parative costs are much aflected by such things as the

plentiful supply in the developed countries of advanced
technical skills, the economies of large-scale production
and the pervasiveness of external economies. But these
are advantages which are acquired only through indus-
trial and economic development. Thus, if some con-
sumer goods industries which are labour-intensive cur-
rently appear lo be the most competitive in under-
developed countries, this is as much because of the
early stage of their industrial growth as of the present
proportiens in which labour and capital are available.
Precisely because industrial growth has not advanced
sufficiently in volume and diversity, the innumerable
internal and external economies which alter the quality
and raise the efficiency of productive resources are not
present throughout all branches of industry. In other
words, it is through industrial growth itself, and the
broad diversification of industrial output which is in-
separable from growth, that prevailing demand and
supply conditions and, consequently, the whole struc-
ture of comparative costs, are subject to a gradual
transformation.

There is, it may be noted, nothing inconsistent be-
tween the emergence of similar industiial structures in
an ever-widening group of countries on the one hand
and international specialization on the other. Far from
having been inimical Lo trade, industiial growth in the
developed countries has been associated with a con-
tinuous expansion in their exchange of manufactured
goods. But it is worth observing that the pattern of
trade between these countiies has been based, not so
much on the exchange of one broad class of manufac-
tures for another as on exports of specifically different
manufactures within the same broad classes. Specializa-
tion, in other words, has not been founded on any
broad division ol labour by main branches of indus-
trial production but has rather been confined to specific
products.

While a balanced and diversified industrial structure
should be the general aim of under-developed coun-
tries, this does not mean that the order in which indus-
tries are developed is without special significance. On
the centrary, the current paltern of industrial invest-
ment is crucial to the rate at which the volume and
diversity of total industiial oulput can he increased
over the years. More generally, the cuirent allocation
of resources among industries is of strategic impor-
tance to the pace of economic growth.

It is an essential element in policies {or cconomic
development that effoits be made to raise the rate of
investment as swiltly as possible; and this implies a
continuous increase in supplies of investment goods
relative to total commodity supplies. In most under-
developed countries at the present time, however, by
far the greater part of the goods required for capital
formation is not produced at home but is purchased
from the developed countries. Cleazly, if domestic in-
dustrial growth were not oriented towards the aim of
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continually augmenting the supply of capital goods,
the pace at which the volume of available capital goods
could be increasad would be largely set by the rate of
growth in traditional primary commodity exports. And
since, for the under-developed countries as a whole, the
trend in these exports exhibits only sluggish growth,
efforts to raise the level of investment could be seri-
ously impeded,

This, however, does not necessarily mean that under-
developed countries should invariably concentrate their
resources on the development of domestic capital goods
industries. On the one hand, the spread of import-
substituting industries producing consumer goods or
intermediate goods can release foreign exchange for
imports of capital goods. And, on the other hand, the
growth in foreign exchange receipts can be strength-
ened by the promotion of industzies producing manu-
factures for export.

It has to be 1ecognized, however, that there are
limitations on the extent to which these alternatives to
the development of domestic capital goods industries
can be exploited. In countries on the threshold of in-
dustrial development the scope for import substitution
of consumer goods or intermediate goods is generally
considerable; certainly, the spread of such industries
has often played a significant role both in initiating
industrial growth and in enhancing the supply of
capital equipment during the earlier phases of develop-
ment. But it is obvious that the contribution of such
industries must tend to diminish as the reduction in
imports of consumer goods progresses in the course of
industrialization.

From a long-tun point of view, it is an expanding
trade in exports of manufactures that must constitute
the main alternative, or supplement, to the development
of domestic capital goods industries. The diffculties
confronting under-developed countiies in the initiation
or enlargement of an export trade in industrial prod-
ucts, however, are formidable. In most under-developed
countries, owing to the pattern of industrialization
which has so far unfolded, it is mainly the products of
the non-durable consumer goods industiies that they
are al present best placed to export. But these are not
the manufactures for which demand in the developed
countries shows the greatest growth. On the contrary,
as per capita incomes in these countries continue to
rise, demand for such products advances only at a
very moderate pace. It is true that exports from undex-
developed countries might nevertheless gather momen-
tumn if they could compete in price with domestic pro-
duction in the industrial countries; and recent experi-
ence in the textile trade leaves no doubt that it is quite
within the capability of some of the under-developed
countries to sell at highly competitive prices. But the
very fact that the growth of demand in the advanced
countries is sluggish, and that their domestic industries
are therefore comparatively stagnant, has stifiened

local oppesition to such competition from under-devel-
oped countries. Fears of the prospective volume of ex-
ports from the under-developed countries, however,
tend to be easily exaggerated; and it is very doubtful
whether the requisite domestic economic adjustments
would be large, particularly by comparison with those
implied in the major revisions of commercial policy
already undertaken or proposed.

Penetration of the markets of industrial countries
would certainly be easier if expoits consisted more of
final durable goods or intermediate producer goods for
which the income elasticity of demand is relatively high
in these countries. But this, of comse, presupposes a
more diversified industrial structure—~embracing, in
particular, the engineering and chemical industries—
than currently exists in most under-developed coun-
tries. Further, even as industries producing these types
of manufactures increase in number, they may provide
a suitable basis for the expansion of exports to the in-
dustrial countries only among those classes of products
in which quality or design is not of first importance.
It is, indeed, important to remember that the difficulties
of developing an export trade in manufactures with
advanced countries are much moze than a question of
the availability of exportable supplies or of price. Dif-
ferences in levels of per capita income and in stages
of industrialization between under-developed and ad-
vanced countries are often associated with substantial
differences in the quality acceptable in domestic mai-
kets. This, however, would be less of an obstacle to the
growth of trade in manufactures among under-devel-
oped countries themselves, though such trade may not
increase their capacity to import capital goods from the
developed countries,

These considerations do not mean that export promo-
tion can be brushed aside as an alternative to the de-
velopment of domestic capital goods industries; an
expanding volume of imports from the industrial coun-
tries is too important for the economic development of
undez-developed countries to allow of any neglect of
opportunities for increasing expoits. They do, however,
emphasize that specialization in a few industries for
export is not a substitute for the growth of a diversified
domestic industry. The normal basis for the develop-
ment of an export lrade in manufactures is the emer-
gence of industries primaiily oriented around the
domestic market.

Lxport-promoting industries, import-gubstituting in-
dustries o1 domestic capital goods industries are not,
of course, mutuaily exclusive alternatives. From a
realistic point of view, it is not unlikely that more or
less concurrent development of all thiee classes of
industry will usually prove to be the most effective
strategy of industrialization. The relative role of each
will necessarily vary with the particular economic
circumstances of individual countries as well as with
their current phases of industrialization. However,
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so long as the aim of under-developed countries is to
raise their levels of investment as swiftly as possible,
the guiding principle is clear: it is that those industries
should be preferred, which, in relation to the scarce
resources employed, will contribute most towards in-
creasing the prospective supply of capital goods.

When it is remembered that the first sustained ef-
forts to found modemn industiial communities have
been undertaken in mest under-developed countries
only since the Second World War, the recent rates of
increase in induslrial output described in chapter 1
appear to be moderately encouraging. In some twe-
thirds of the thirty under-developed countries for
which data on produclion are available, annual rales
of increase in industrial output during the nineteen
fifties amounted to 5 per cent or more. In some of
these countries, however, special ciicumstances, such
as delayed recovery from war devastation or the ces-
sation of civil war, favoured high rates of growth dur-
ing the period; and it has also to be remembered that
many entered the nineteen fifties with very small in-
dustrial bases.

Commoenly, it has been governmental action, as much
as market forces, which has stimulated and strengih-
ened 1ecent industrial growth in the under-developed
countries. Such action has {requently extended beyond
measures to induce greater private industrial invest
ment; in numerous countries, for example, govein-
ments have engaged more or less directly in the estab-
lishment of new [actories, particularly among ihe
producer goods industiies where the initial capital re-
guirements are heavy., However, in so fm as any
genezalization can be made about so diverse a group
of countries, it may be said that the main emphasis
of governmental policy has generally heen placed on
measures designed lo stimulate o1 {acilitate private
indusirial investment. The prevailing tendency has
been to confine direct public investment to such basic
facilities as power and transport and to offer indiect
inducemenls to private investment in manufacturing
industry, partly through monetary and fiscal policy
but mainly thiough the manipulation of external com-
mercial and exchange policy.

Tarifls, multiple exchange 1ates and import controls
have heen devices much used by governments to en-
courage domestic industrial investment. While these
measures have frequently served other purposes as
well, their effect has heen lo erect protective barriers
behind which home production could become profits
able. Thus, the widening of the domestic market
through the growth of domestic income and expendi-
ture has often not been as important a condition of
new industrial investment in under-developed coun-
tries as has the readiness of governments to extend
protection to new indusiries. Since a substantial pro-
portion of domestic demand for manufactures has been
customarily met threugh imports, proteclive measures

have created a widening market for domestic manu-
factures independently of the pace of expansion in
total demestic demand. Therefore, it is not surprising
to find that, as noled in chapter 1, the growth in
domestic output of manufactures in under-developed
countries has advanced more than prepertionately
with the trend in domestic demand for manufactares.

Given the willingness of governments to apply pro-
tective measures and the buoyancy of domestic demand
in most countries, there has generally been no lack
of incentives for industrial investment in recent years.
In most countries, it is the scaicity of resources avail-
able for the formation of new productive units in the
industrial field, and not the lack of private or public
initiative, thal currently restricts the rate of industrial
growth. Over relatively short periods, indusirial culput
can be expanded through fuller utilization of existing
produciive capacity, and, paradoxical though it may
seem, under-utilized capacity, at times, has reached
sizable progortions in many under-developed counliies.
But, though ways to exploit existing capacity to the
fullest possible extent deserve much more atiention
than they generally 1eceive, this does not alter the {act
that, over the longer run, continuous increases in
industrial oulput necessarily mean that more and more
new factories have to be established and brought into
operation. On occasion, the rale of formation of pro-
ductive units has been limited by the scarcity of lech-
nical skills o1 raw materials ot by the lack of the basic
facilities necessary to sustain manufacturing activity.
But, much mere commonly, it has been the volume of
1esources available for investmenl in industiy that
has been most persistently in short supply.

It is true that, in relation to aggiegale levels of in-
vestment, investment in industty, particularly when
industry is defined to include basic facilities as well
as manufacturing preduction proper, has been gen-
erally quite high in the undei-developed countries. As
noted in chapter 1, even in the early nineteen filties,
industrial investmenl commmonly accounled for one-
thitd or more of total investment, and this proportion
usually increased furthe; during the decade. However,
if the absolute level of industital investment, rather
thar its share in total investment, is considered, the
situation is much less reassuring; this is particulatly
so when it is borne in mind that in most countiies,
it has been basic facilities 1ather than the manufactu-
ing industiies which have geneially absorbed the
larger part of the scarce resources available o1 in-
dustrial investment.

The problem of raising the level of industrial in-
vestment obviously merges inlo the larger issue of
the level of total investment The experience and prob-
lems of under-developed countries concerning their
efforts to r1aise levels of aggregale investment and
saving have been analysed at some length in the two
preceding issues of the World Economic Survey; it
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need only be restated that if adequate levels of in-
vestment are o be reached in the years to come,
greater efforts will have to be made to set aside a
higher proportion of the annual increase in total out-
put for this purpose.

In under-developed countries, however, attempts to
zaise the rate of deomestic saving may not, in them-
selves, be sufficient to realize a higher rate of capital
formation. It cannot be taken for granted that, if
measures are applied to restrain the rate of increase
in domestic consumption in relation to the growth
in total productive capacity, it will be possible to
raise the rate of capital formation by the increased
margin of capacity over consumption. Only if the
increase in investment expenditure over consumption
expenditure evokes a corresponding change in the
composition of supplies from consumption to invest-
ment goods will this be true, But, in most under-
developed countries, since domestic capital goods in-
dustries are as yet of neglizible or, at best, modest
propertions, a substantial proportion of the goods
necessary for investment must be purchased from
abroad; in fact, imported supplies of capital equip-
ment curtently account for about 30 to 40 per cent
of total domestic inveslment in most countries. And
there can be no assurance that measures to restrain
domestic consumption in relation to the growth in
total productive capacity will be matched by cor-
responding increases in the supply of foreign exchange
available for financing imports of capital equipment.

For the under-developed countries as a group, the
1ate at which their total foreign exchange receipts in-
crease is almost entirely outside their own control,
since it depends on the trend in world demand for
their primary commodity exports. Total foreign ex-
change receipts of these countries have, of comse,
been supplemented increasingly during recent vears
by inflows of foreign capital, but by far the greater
part of these receipts continues to be derived from the
export earpings of primary commeodities, And it is
unfortunately the case that the rate of growth in
world demand for internationally traded primary
commodities has, for reasons analysed in the World
Economic Survey, 1958, generally been sluggish. Dur-
ing the nineteen fifties, for example, the export trade
of under-developed countries as a whole increased at
an annual rate of 3.6 per cent, or about one-half of
the rate at which expoits from industrial countries
advanced. QOwing, mozeaver, to the deterioration in
the terms of trade of under-developed countries, the
purchasing power of their exports rose at an annual
rate only slightly above 2 per cent.

It would be expected that, with the progress of in-
dustry in undes-developed countries, it should become
increasingly feasible to expand foreign exchange earn-
ings through the development of an export trade in
manufactures. During the past decade, however, the

contribution of industiy towards the expansion of
exports has generally been very small. While exports
of manufactures and semi-manufactures from the
under-developed countries did increase in volume at
an annual rate of about 4 per cent during the nineteen
fifties, their absolute value in relation to total export
proceeds was small The impact of industrialization
during the past decade on the export composition
of most under-developed countries was accordingly
negligible; crude and processed food and raw mate-
rials still dominate the trends in their total exports.
In the longer run, no doubt, industiial development
can be expected gradually to transform the export
structure of most under-developed countries; it is some
indication of this that, even at the present time, ex-
ports of fully manufactured articles play a larger part
in the total export trade of the more industrialized
of the under-developed countries than in that of the
less industrialized countries. And while exports of
manufactures are still dominated by textile products,
there is some evidence in recent years of the initia-
tion of trade in the simpler types of metal products
and of miscellaneous consumer goods.

H industrialization has as yet contributed little to
the expansion of total foreign exchange earnings, the
spread of demestic production in replacement of im-
ported manufactures has generally had appreciable
effects in conserving the supply of foreign exchange
available for imports of capital goods. Through the
growth of import-substituting industzies, the constraint
on the rate of growth in investment imposed by the
sluggishness in the trend of foreign exchange receipts
has been somewhat relaxed It is in partial reflection
of this that, while total imports into under-developed
countzies have commonly expanded at an annual rate
not exceeding 3 per cent, imports of capital goods
have generally advanced at a rather quicker pace.
The growth of industry in under-developed countries
has, of course, not been confined to import-substituting
activities, and the effect of industrial growth in per-
mitting substitution of imported manufactures has
generally been partially offset by increased require-
ments of imported supplies of industrial raw mate-
rials. Nevertheless, industrialization, at least among
the industrially less advanced of the under-developed
countries, has usually made an appreciable contribu-
tion to enlargement of the potential supply of capital
goods. It is estimated in chapter 1 that, in a number
of these countries, it gave rise during the nineteen
fifties to net savings in foreign exchange equivalent
to 50 per cent or more of the level of capital goods
imported in the eatly years of the decade. In the
industrially more advanced countries, however, the
role of import-substituting industries in the growth
of total manufacturing output was usually of much
less importance. In these countries, the establishment
and expansion of industries producing consumer goods
or intermediate goods in replacement of current im-
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porls had already taken place to a substantial degree
before the decade opened. This implies that, in contrast
to the industrially less advanced countries, the rate of
increase in imports of capilal goods could not be
much fusther accelerated by means of import sub-
stitution.

(Owing to the structural rigidities in the economies
of under-developed countiies, the extent to which in-
dustial growth has taken the form of import-substitut-
ing industries, expoil-prometing industries or domestic
capilal goods industries, has clearly been of crucial
importance to the pace at which they could raise their
levels of domestic investment. This obviously means
that it is from economic development policy as a whole
that the main contours ol indusirial development policy
ghould be derived. Since the ecurrent pattern of in-
dustrial growth affects the prospective level of aggre-
gale investment, nalional economic aims with regard
to the futuie level of investment and rate of giowth
provide the framework within which a consistent in-
dustrial development pelicy should be formulated.

Consistency with general economic aims is not, of
course, sullicient in ilsell to ensure that the 1escurces
available for industrial investment are employed to best
advantage. Though countries may have similar eco-
nomic objectives, the distribution of rescurces among
industries which is best calevlated to achieve these
aims will necessarily vary with the particular economic
circumstances prevailing in each country. Such factors
as the availability of domestic raw materials for indus-
try or of appropiiate technical skills, the scope for
economies of scale within the plant or for the cieation
of external economies within the industry, ail influence
the 1elative elhciency of resources in alternative proj-
ects. 'This does net mean, however, that the diversi-
fication eof industrial output, which is inherent in the
process of industiial growth has necessarily followed
a pattern lhal is wholly unique to each country. One
{actor making for uniformity is the evolution in the
composition of demand for manufactures which is as-
sociated with economic advancement. There is a
Tamiliar tendency for the composition of consumer de-
mand for manufactures to change in a broadly similar
way in all counlries as per capita incomes rise. Also, as
countiies advance from an economically under-devel-
oped state, the share of investment in total output in-
variably increases, thus generaling a relatively rapid
expansion in demand for investment goods. However,
in the early phases of industrialization through which
most under-developed countries have been passing, the
broad pattern of diversification in industrial output has
been influenced not only by the changing compesition
of final demand, but also by prevailing supply condi-
tions These eountries have begun to industrialize from
a posilion in which a large propoition of domestic
requirements for manufactures has been met through
foreign trade. Thus, as pointed out in chapter 1, in-

dustrial growth in its initial phases has consisted, in
part, of the spread of production to new indastries in
order to meet existing levels of domestic demand; the
sequence in which these industries, or broad types of
industry, have developed, has been conditioned as
much by circumstances on the side of supply as by the
composition of demand.

It may be seen in chapter 1 that, when the non-
durable consumer goods industries as a group are com-
pared with the producer and durable consumer goods
industries as a group, the lalter clearly assume greater
relative importance in the industrially more advanced
of the under-developed countries. In other words, as
countries have advanced industiially, the latier group
of industries has tended to expand at a moze rapid pace
than the former group. But it is not only in the pattern
of output that industrialization at earlier and later
stages of development differs. The types of industries
also tend to difler in the nature and extent of their
interdependence with each other. In the earlier phases
of industrialization, the types of plants which have
been established usually depend little on other plants
o1 industries either for the materials which they use in
production or as markels for their products; their
materials are derived largely from other sectors of pro-
duction, such as agriculture or mining, and their prod-
uets are sold directly to final consumers or to other
sectors of production. It is usually when the initial
phases of industrialization have been passed that the
continued diversification of industrial sutput has begun
to spread into industries where the interrelation among
plants is more complex. In other words, associated with
the growth and diversification of industrial output has
been a gradual change in industrial organization; the
character of industrial growth has shilted from the
establishment of congeries of relatively unrelated
plants or industries to the more organic development
of whole complexes of interdependent plants.

While industiialization in a few under-developed
countries has begun to assume a less atomistic char-
acter, in none of these countiies do industrial strue-
tures yet approach the complexity typical of developed
private enterprise economies. Indeed, as reviewed in
chapter 2, industry in the developed private enterprise
countries is such an integial part of the whole economy
that industrial and general economic growth merge al-
most inseparably inte one another. While industry is a
stralegic sector in the under-developed countries be-
cause of its leading role in the transformation of the
whole economic structure, it has largely lost such sep-
arate significance in the developed countries.

Manufacturing industry, however, is still the most
dynamic sector in the economies of these countries. In
almost all of the countries reviewed in chapter 2, the
share of manufacturing output in gross domestic
product rose during the nineteen fifties: the increase
was mole noficeable among the countiies recording
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relatively high rates of increase in output But the
change in the share of manufacturing industry was
generally not large, and, indeed, it may well be that,
at least among the most advanced countries, the mag-
nitude of future changes will tend progiessively to
diminish as the service industries rise in relative im-
portance.

While, dwing the nineteen fiftles, the rate of in-
crease in manufacturing output in the developed,
private enterprise economies as a group averaged
about 5 per cent per annum, the diversity in experi-
ence amoag individual countries was considerable.
Whatever the tempo of expansion in total manufac-
turing culput, however, the direction of change in the
broad structure of manufacturing production has heen
similar in practically all countries. Generally, the
whole constellation of Industries which fall unde:
the general heading of engineering and chemical
industries, has been the most dynamic group, while
such branches of production as the food, textiles,
clothing and leather industries have exhibited the
least growth, This no more than reflects the broad
similarity among countries in the pattern of change in
final demand as well as the fact that they share a com-
mon technology and benelit together from the same
technological advances. In almost all of these countries,
the demand for investment goods has risen in relation
to total final demand, and, with 1ising per capita in-
comes, private consumplion expenditure has generally
shifted in favour of durable goods. Further, since the
direction of change in final domestic demand has been
the same in most countries, the pattern of change in
external demand and, hence, in the exporl compasition
of each ¢ountry, has also heen similar.

This implies that it is not because of the poor per-
formance of selected industries that rates of indus-
trial growth as a whole have been much lower in some
countries than in others; it is because the rates of
expansion in all industries have been comparatively
low. Thus, in contrast to the undez-developed countries,
the policies of greatest significance for industrial
growth in the developed private enterprise econo-
mies have not been measures designed to alter the
structure of industrial production or to accelerate
growth in specific industries. Rather, they have been
those monetary and fiscal policies of a general nature
which have affected the rate of growth in aggregate
demand. In those countiies where the main preoccupa-
ton of policy in recent years has been to maintain
domestic price stability or to protect external halance,
industrial growth has been more frequently subject to
restzaints. When industry has come to expect that
periods of rising economic activity, as they enter theiz
most profitable phases, will be damped down by policy,
longer-run expectations and investment plans have been
adversely affected. On the other hand, where policy
has been more decidedly oriented towards the aim of

maintaining high levels of aggregate demand and
where the freedom of manceuvre has not been restricted
by the precariousness of the external balance, indus-
tiial growth has generally been buoyant.

Such policy, it should he noted, has not necessarily
been inconsistent with the maintenance of domeslic
price stability. On the contrary, policies favouring high
rates of growth in total output, through encouzaging
high rates of advance in productivity, have tended to
case the task of maintaining stability in domestic prices
and costs. On the other hand, where the domestic de-
mand has been held in check in order to restrain the
growth in money incomes, this has not necessarily
assured stability in domestic prices and costs; for, the
slower rise in money incomes has sometimes been off-
set by the damping effect of policy on advances in pro-
ductivity. Experience in fact indicates that, as pointed
oul in previous issues of the Forld Economic Survey,
domestic price stability and rapid economic growth
are not mutually exclusive alternatives but can, with
the apprapriate constellation of policies, be reconciled
with one another.

The developed private enterpiise economies have
nok, in fact, generally pursued deliberate policies of
industrial development similar to those found in many
under-developed countries or in the centzally planned
countries. The only policies of a comparable nature
which these countries can be said to have followed are
those relating to regional development, But even
regional development programmes have usually been
of a partial nature, consisting mainly in the creation
of an adequate supply of basic {facilities and social
services in the under-developed region. Indeed, it is
interesting to note that, even though there are vigorous
business communities in these countries, the provision
of such facilities has not always been sufficient to
generale industrial growth in the locality. More direct
incentives, such as outright financial aid or subsidies
of one kind or another, have also had to be offered to
overcome the locational advantages of established in-
dustrial centres.

Of cowrse, while governments of the developed
private enterprise economies have generaily not pur-
sued compiehensive policies of industrial development,
they have introduced numerous ad hoc measures de-
signed to deal with the problems arising in specific
industries or areas. Measures to assist depressed in-
dustries in reorganization or modernization, to re-
locate industries in depressed areas or to retrain work-
ers thrown out of employment by technological
advances are common. In addition to their significance
for the social welfare of the community, such devices
should be seen as easing the adaptation of the economy
to changing economic circumstances and thus strength.
ening its capacity for economic growth. But it is
important to remember that they cannot be effective in
achieving their social or economic ends if apgregate
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demand is not sustained at adequate levels; it is perti-
nent to note that depressed industries and technological
unemployment have been more pressing problems in
countries where over-all rates of economic growth have
been relatively low than in countries where general
econemic conditiens have heen more consistently buoy-
ant.

Recen! economic evenis in weslern Europe offer
striking testimony to the fact that problems of adjust-
ment lo changing circumstances can be overcome with
relative ease so long as they are encountered in condi-
tions of sustained economic growth. It is one of the
salient features of the experience of member countries
of the European Economic Community that the tariff
reductions made so far have engendered no major
problems of industrial adjustment; the most impertant
reason has undoubtedly heen the vigour of domestic
economic growth in most of the member countries. In
conditions of high and 1ising levels of domestic de-
mand, domeslic producers, faced with greater compe-
tition from foreign products, have been conlronted not
so much with an absolute reduction in the size ol their
domestic market as with a diminution in their share of
an expanding market. The danger of mounting excess
capacity in specific industries, in other words, has been
largely warded oft by the growth in total demand.
Indeed, the expectation of widening markets ensuing
from the creation of the Community has been an addi-
tional incentive to new investment and the further
expansion of productive capacity.

Though, in their levels and composition of output, a
number of the centrally planned econemies now re-
semble the developed private enterprise economies, the
conditions in which post-war industrial growth was
initiated were usually more comparable to those cur.
rently prevailing in under-developed countries; these
comparisens are evident from the study contained in
chapter 3. Most notabiy, the economies of most of the
centrally planned countties were still predominantly
agticultural, and levels of investment in relation to
total output were often comparatively low. Faced with
the problem of developing their economies as swiftly
as possible, these countries invariably made industrial-
ization the mainspring of their economic plans. It is
not merely that policies have been guided by the gen-
eral and long-range aim of creating diversified indus-
frial economies; more impottant, the cenlral objective
of initial plans has been the expansion of capacity in
the capital goods industries. It has been a cardinal
tenet of policy that, if resources can be concentrated
for a period of years on the enlargement of capacity in
these industiies, the transformation of the whole
economy will be more rapid and higher levels of living
can be allained sooner Though improvements in stand-
ards of consumption must be forgone for some time,
this brings closer the day when rapid economic growth
can eventually be sustained while incieasing emphasis

is concurrenily given to the production of consumer
goods.

Clearly, execution of this policy has been consider-
ably aided by ihe institutional characteristics of
planned cconornies. Comprehensive control over wages
and other income, on the one hand, and over the pro-
duction of manufactured consumer goods on the other,
have made it relatively easy to allecate a high propor-
tton of resources to investment, Fuarther, in the context
of central planning, no question arises as to whether
long-standing restraints on consumption would dampen
the incentive to invest; expectations regarding the
prospective demand for capital goods play no part in
determining the rate at which these indusliies are ex-
panded. But it should also be remembered that even
some of the less developed countiies in the group
entered the nineteen fifties with considerably more
industrial capacity than is possessed by many under-
developed countzies today, and the fullest possible use
was made of exisling capacity to establish o1 enlarge
the capital goods industries.

It is a mark of the high priotity accorded to indus-
trialization in the centrally planned economies that,
during the nineteen fifties, some 40 to 50 per cent of
total investment was generally allocated to industry.
In these countries, as noted in chapter 3, industry is
generally defined to include mining and power as well
as manufacturing indushry proper, but it is the latter
which has absorbed the greate: part of total industrial
investment. As an outcome of the high levels of invest
ment, when combined with the ample supplies of
labour available for industrial employment, industiial
output in the centrally planned economies as a group
increased during the nineteen fifties at the high annual
rate of 13 per cent.

Of necessity, the high level of investment—concen-
lzated as it was on the expansion of capacity in heavy
industry—entailed the imposition of rigorous restraints
on personal consumption. It was, to a considerable
extent, the converse of these facts that, by comparison
with the very 1apid stiides made in industrial develop-
ment, the performance of agriculture was generally
quite poor. The restrictions on incomes deprived the
peasants of incentives to inerease production and the
conceniration of investment in heavy industry limited
the supplies of equipment, fertilizers and other prad-
ucls available to raise agricultural productivity. It was
only in the later years ol the nineteen fifties, when
policy in most countries began to assign greater weight
to the aim of raising levels of personal consumption,
that the relatively low rates of growth in agricuilurai
output came to the fere as a major problem. So long
as personal consumption was held in check, it was pos-
sible to achieve very high rates of industrial growth
even though this meant some postponement of agricul-
tural development. In mote recent years, in the face
of the rising requirements fo: food and agricultural
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1aw materials, greater emphasis has had to be given
to rveducing the gap between levels of industrial and
agricultural production.

Of course, neither in industrial output nor in agri-
cultural production were rates of growth the same in
ali the centrally planned economies. Nor were relative-
ly high rates of increase in industiial outpul neces-
sarily accompanied by 1elatively greater advances in
total output. Though industry was invariably the main
propulsive force behind the high rates of increase in
totai output, the differences among countries in rates
of growth in agricultuzal output, as well as in the size
of the agricultural sector, were sufficient to weaken the
association between these rates.

Among most of the centrally planned economies, the
pace of advance in indust:ial output during the nine-
teen fifties, in fact, varied within the range of 9 to
14 per cent per annum. Some tendency was evident for
the less developed countiies in the group to record the
higher rates of increase. More striking, however, than
the differences among countries in their rates of ad-
vance in industrial output has been the similarity in
the main contours of their industrial growth, All the
centraily planned economies have exhibited a strong
tendency to move towards a broadly similar pattern
of industrial output, in which heavy industry, pai-
ticularly the machine building and metal working in-
dustries, assumes a dominant place. This tendency has
been clearly inspired by the adherence to a common
strategy for economic development. Since all countries
have had the same aim of raising the level of invest-
ment as quickly as possible, first priority has been
given to the expansion of capacity in the capital goods
induskries. Thus, the sequence of development of the
main hranches of industry has been almost directly
the opposite of that somelimes regarded as typical in
developing countries: instead of industrial diversifica-
tion 1adiating out from the consume: goods industries
and reaching the capital goods industries only in the
later stages, the creation of industrial complexes in
the capital goeds sector has been in the forefront of
industrial growth,

Generally, the output of producer goods industiies
has increased at considerably higher rates than cutput
of consumer goods industries. But it is more significant
that, in the less developed countries where the share
of producer goods in total industrial production at the
outset of the nineteen fifties was relatively small, the
disparity in rates of growth hetween the two broad
groups of industries has been appreciably greater than
in the more developed countries. And a still more pro-
nounced dispazity has been evident in the case of the
machine building and metal using industries. While
their rate of growth in all countries exceeded the rate
of expansion attained by industry as a whole, the rela-
tive rate of increase was cansiderably higher in the
less developed countries, Thus, by the end of the

decade, though the industrial stiuctures of the more
and the less developed economies were still markediy
different, the disparities were considerably less than
they had heen in the early nineteen fifties,

This tendency for all countries to move towards
broadly simila: patterns of industtial production does
not imply that there has been a trend towards greater
economic self-sufficiency, although this aim did exert
some influence on policy in the earlier yeais. Trade
among the centrally planned economies, in fact, in-
creased at an annual rate of 12 per cent during the
nineteen fifties and, indeed, the economies of these
counlries were, if anything, moze interdependent by the
end of the decade than they had been at the beginning.
Without the broadering of tade, industrial growth in
most countries would undoubtedly have been seriously
impeded. Most of the countries are not richly endowed
with natural resources, and accoidingly, as domestic
industry has grown, the demand for imported raw
materials has geneially zisen strongly. Further, par-
ticularly among the less developed countries, industrial
structures have not been so diversified as to be capable
of meeting the whole range of domestic needs for ma-
chinery and equipment; imported supplies have, in
fact, played a strategic role in initiating the growth of
newly established heavy industries.

No less striking than the growth in total trade of the
centrally planned economies has been the change in
the composition of their exports. In all of these coun-
tries, machinery and equipment accounted for a rising
share of total exports during the nineteen fifties. And
this, it should be stzessed, was as evident among most
of the less developed countries of the group as among
the more developed countries. The trends in export
composition have thus generally tended to reinforce
the shifts in industrial structures towards heavy in-
dustry brought about to meet domestic requirements.

This similarity in experience with regard to exports
has its roots in similar demand and supply conditions
affecting fozeign trade. Since all countries have em-
phasized the expansion of investment in their plans,
each country has been confronted with an export mar-
ket in which the most dynamic element has bheen the
demand for machinery and equipment; engineering
products have thus offered the best prospects for a
rapid growth in exports. But also, computed domestic
costs in 1elation to foreign prices have tended to favour
production of these goods for export. World prices
are utilized in the foreign trade transactions of these
countries and, in face of these prices, it has generally
proved to be a more efficient use of productive re-
sources to divert a rising proportion from primary
production to manufacturing induskry, especially the
engineering industries.

Particularly noteworthy is the success enjoyed by
the less developed countries of the group in enlarging
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their trade in manufactures. This eould obviously not
have heen achieved had the structure of industrial pro-
dugtion in these countries not been undergoing rapid
transformation. But the policy of economic co-opera-
tion within the group was also a necessary condition
of success. In agreeing to satisfy the preponderant part
of their import requirements through trade with each
other, these countries, in effect, established an inte-
grated trading area. Difliculties that might otherwise
have arisen because of inability to compete in the
quality or design of products were removed. Of course,
the fact that the economies of these countries are all
centrally planned also eased the task of expanding the
exchange of products; uncertainties regarding the
adequacy of foreign demand or the competitiveness of
prices were absent. But the existence of an integrated
trading area among a group of countries which had
embarked upon broadly similar programmes of in-
dustrial development has, in itself, strengthened and
accelerated induslrial growth. By virtue of these con-
ditions, the less developed countiies have come to rely
less on foreign aid, being able to finance their 1rising
import requirements mainly through exports.

It would be erroneous to conclude, however, that
the foreign trade peolicies pursued by the centrally
planned economies throughout the past decade have
been consistently directed towards exploitation of the
advantages of international specialization. In the ear-
lier post-war years, when industrial development plan-
ning was still new lo most of the centrally planned
economies, there was a general tendency to determine
the deployment of resources among industries almost
exclusively on the basis of national needs regarding
the composition of supplies, Certainly, in planning in-
dustrial development, each country had to take aceount
of its deficiencies in natural resource endowment or
in current industrial production and of the consequent
need for imports of materials and equipment. But the
fact that these deficiencies had to be made good
through foreign trade did not necessaiily mean that
the planning of the industrial structure was deliberate-
Iy modified to exploit the advantages of international
specialization. There was an apparent inclination to
cast planning in the autarkic mould, which had been
shaped in the Soviet Unien during its years of isolation
in the inter-war period, and not enough attention was
paid to the fact that the cireumstances of other coun-
tries, as regards their size and the diversily of their
natural resources, were quite different In the course
of the decade, however, much closer scrutiny has been
given to the advantages that may be gained through
international specialization; aided by the aceumula-
tion of experience in planning techniques, these ad-
vantages have come to be more systematically explored.

It is {ully recognized that eflorts to reproduce in
every detail the structures of industiial produetion
prevailing in the most advanced economies may result
in a less efficient use of resources than could be

achieved in a seiting of international co-operation and
co-ordination of plans. But it should be stressed that
it is among products within the main branches of in.
dustry that international specialization is seen in the
centrally planned economies to offer advantages. There
is no suggestion that there should be specialization by
such broad categories of industry as capital goods and
conswmer goods or by major sectors of production,
such as industry and agriculture. Adaptation in the
structure of industrial production to take fuller advan-
tage of international specialization is acceptable only
if it furthers national aims regarding the rate of eco-
nomic growth and the achievement of a balanced in-
dustrial economy. Given the low rates of growth in
external demand and the unfavourable terms of trade
facing the traditional consumer goods and primary
products, specialization by these broad categories in
foreign trade could not secure the expanding flow of
capital goods necessary to fulfil domestic investment
plans.

Clearly, the general aims and problems of the cen-
trally planned ecconomies have been similar in many
respects to those now prevailing in the under-developed
countries. Perhaps the most important lesson to be
learned by these countiies from the experience of the
centrally planned economies is that the pattern of in-
dustrial development should be consistent with the
ohjective of the community regarding the prospective
rate of investment. Of course, both the institutional
and the economic differences between the two groups
of counlries mean that the experience of the one can-
not be applied without qualification to the other. In
the private sectors of the under-developed countries,
the volume of investment is necessarily linked, through
the inducement to invest, to the expecled rales of
growth in final demand; varying with the size of the
private sector, this will modily the investment experi-
ence of these countries. The problem of 1estraining the
rate of increase in domestic consumption so as to en-
laige the margin of saving available for gieater capi-
tal formation also repiesents a more formidable task
for the under-developed private enterprise economies.
Mozeover, the industrial sectors of many unde:-
developed countries are at much earlier stages of de-
velopment than was true in most centrally planned
economies when they began to coencentrate 1esources
on the expansion of domestic capital goods industries.
And, in couniries on the threshold of industrializa-
tion, it is less certain that resowrces would not be better
deployed in the establishment of consumer goods in-
dustries which would 1eplace imported products. It
is at least clear that, because of the present structure
of their economies, the foreign trade sector in under-
developed countries is of crucial importance for their
early progress in industrialization. Because they lack
most of the more complex engineering industries, their
ability to import machinery and equipment is critical
to the pace at which these countries can hope to raise
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their domestic investment and diversify their industrial
structures. Even if domestic capital goods industries
must become the main source of supplies in the fulure,
imports of machinery and equipment are currently a
necessary condition of the rapid growth of these in-
dustries. By enlaiging thei: capacity to import, foreign
loans and grants make a substantial contribution
towards relieving the constraint on economic develop-
ment that arises from the imbalanced industrial struc-

tare of under-developed countries. But foreign aid can
never be more than a supplement to the foreign ex-
change which under-developed countries earn from
their own exports; if they are to be able to strengthen
their foreign exchange earnings through exports of
manufactures, this will requize not only conbinuing
efforts on their own part but also a greater willingness
on the part of developed countries to allow access to
their domestic markets.
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Chapter 1

INDUSTRIALIZATION FOR ECONOMIC DEVELOPMENT
IN THE UNDER-DEVELOPED COUNTRIES

The role of industrial development in economic growth

In the two centuries since the industiial revolution
first began to change the techniques of mannfacturing
production, country after country in the no:thern half
of the world has emerged from the status of a pre-
dominantly rural society to take its place 25 a modern
industrial economy; and through this transformation,
these countries have all won greatly improved standards
of living for their peoples. While a few under-developed
countries have histories of industrial development
stretching back several decades, many have only recent-
ty begun to establish industrial nuclei and none have
reached the advanced stage typical of many northern
countries. In face of the great henefits yielded by a high
degree of industzialization, it is small wonder that all
of the under-developed countries today are intent upon
advancing their economies along the path of industrial
growth.

That the countries with the highest per capita in-
comes are highly industrialized and that the poorest
countries have predomirantly rural societies are facts
of economic life which hardly demand extensive sta-
tistical demonstration. In the present day, primary pro-
ductien accounts, on the average, for about 47 per cent

of total domestic output in the lowestincome countries,
while industry contributes slightly less than 20 per cent
{see table 1-1). By contrast, in the high-income indus-
trial countries, these proportions are quite the reveise;
industrial production amounts, on the average, to about
49 per cent of total output, while agriculture and min-
ing together add only 13 per cent. This great disparity
between the two groups of countries is due primarily
to the difference in the role which manufacturing pro-
duction plays in total economic activity. It is true that
with the growth of factery production and the related
trend towards urbanization, the industiies providing
basic facilities, such as tramsport, power and water,
also contribute a rising proportion to total domestic
output. In the industrial countiies, for example, the
share of basic facilities in total output is about 11 pes
cent; whereas in the lowest-income under-developed
countliies, it is only about 5 per cent. But this doubling
in the relative impottance of basic facilities is to be
compared with a tiebling in the share of manufacturing
industry; fzom 11 per cent in the lowest-dncome coun-
tries, it rises to 32 per cent in the industrial countries.

There is no dispute that the great disparities which

Table 1.1. Industrial Distribution of Gross Domestic Product, Averages for Countries Grouped by Levels
of Per Capita Income, 1950-1959"

{Percentage)

Commodities and basic facilities

Par capita income Industey FPrimary
group Manufuc. Basiz Caratruce- pro- Services Total

Tatal luring Sugilities® tan ductiond

Under-developed countries:®

1. Less than 5125 19 11 5 4 47 a3 106
1. 8125 to $249 25 14 6 5 40 35 100
TIL. 5250 to 8374 . 26 16 6 G 30 45 100
IV. $375 and morze, . 28 17 6 5 27 46 100
High-income industrial countries® 49 32 11 6 13 37 100

Source: Division of General Economic Research and Pelicies of
the United Nations Secretariat, based on datz from Statistical
Office of the United Nations, Yearbook of Nationel Accounts
Statistics and Monthly Bulletin of Statistics; from United Nations,
Eeonomic Bulletin for Lotin America, vol V, Statistical Supple-
ment, November 1960 {Santiago); and from national sourees.

® Simple arithmetic mear of ratios for individua! eountries,
generally for 1950-1951 and 1938-1959 For differences in time
period, ses fontnote & to table 1.2,

17

b For list of countries in each per capitz income group, see
table 1.2.

¢ Transportation, storage and communication, electricity, gas
and water.

4 Agriculture and mising,

© Countrigs with per capita income of more than $800. This
group includes Belgium, Canada, Denmark, the Federal Republic
of Germany, France, the Netherlands, Norway, the United King-
d?[’{l:ll and the United States; Sweden is excluded because of lack
of data




18 Part I INDUSTRIALIZATION AND ECONOMIC DEVELOPMENT
Table 1-2. Industrial Distribution of Gross Domestic Product,® by Country, Average for 1950-1951 and
1958.-19590
{Percentage)

Commodity production and basic facilitics

A ta Industry ..
“ car{iiélcl:::f:;ﬂgn,up Manufre. Buasic LCon- f ;:;r;ar)‘ Toral Services
Total turing Sucilities striction duction
Group I
Ceylon 20 5 6 9 51 7l 29
Tanganyiks. . 19 7 7 ] Gl 84 16
Indonesia ... .. 9 . ‘ h9 .. .
Republic of Korea 17 O 4 4 42 59 41
Kenya . . . . .. 22 9 9 4 44 66 33
United Arab Repubiic 10 . 3 38 51 49
Pakistan . .. 10 3 , 57 70 30
Borma .. . . .. . 16 il 2 3 46 62 38
Congo (Leopoldvitle) 25 12 8 5 46 72 28
Thailand o 19 13 4 2 50 69 31
India 17 17 S a0 a7 33
Peru . . 26 16 7 3 36 62 38
China {Taiwan) 30 18 7 5 34 64 36
Gronp Il
Rhodesia and Nyasaland 26 10 g 8 46 72 28
Honduras 20 10 6 4 56 76 24,
Tunisia 25 il 9 5 36 61 39
Algeria o0 12 2 G 31 50 50
Turkey . . . 24 12 T 5 49 73 27
El Salvado: 22 13 2 7 40 62 a8
Philippines 20 13 & 3 39 60 40
Ecuado: 25 16 6 3 40 65 35
Moroceo 24 16 1 7 4] 65 35
Colombia 26 16 7 3 41 68 33
Buazil . 34 24 8 2 26 60 40
Group HI
Panama 20 11 4 4 25 45 59
Costa Rica 18 11 q4 3 42 60 39
Jamaiea 31 12 8 11 25 56 44l
Cyprus 24 13 7 4 a7 60 40
Lebanon 21 13 5 3 18 39 61
Greece 32 20 8 4 34 67 33
Mexico .. . 28 21 5 2 25 52 48
South Africa 32 24 8 27 59 41
Group IV
Venezuela = . 23 10 6 7 38 61 39
Trinidad and Tobago 23 14 6 3 47 70 30
Chile . 26 18 6 2 21 47 53
Puerto Rico 34 19 6 19 53 +7
Argentina 28 22 . 6 20 48 52
Israel 38 22 g 7 12 50 50
Ireland 27 a7 30 57 43

Source: See table 1-1.

® Definitions and coverage of items vary somewhat among
countries. For Chile, India, Indoresia, Israel, Pakistan, South
Africa and the United Arab Republic, data refer to net domestic
product; for Lebanon and the Philippines, they refer to net
national product.

Manufacturing industry includes electricity, gas and water in
Indonesia and Pakistan; mining, constraction, electricily, gas
and water in India and Ireland; mining in Costa Rica and Tsrael;
construction in South Africa; forestry in Argentina. For Congo
{Leopoldville), it excludes the building materials industry, which
is included with construction.

Basie Tacilities, unless otherwise stated, reler to electricity,
gas, water, transporiation, storage and communication

Mining includes the production of non-fersous metals [rom
ores in the Congo (Leopoldville) and petroleum refining in Mex-
ico, For Panama, mining is included with censtruction.

Services include transportation, storage and communication in
the United Arab Republic, India, Algeria and Morocco; elec-
tricity, gas and water in Peru, Honduras, Brazil, Panama, Costa
Rica, Mexico, South Africa and Chile; sanitary serviges in
Rhodesia and Nyasaland and Trinidad and Tobago

Estimates are derived from data in current prices, except for
Brazil, E Salvadar, Hondures, Mexico, Panama, Peru, Tunisia
and Venezuela, where the published data are available only in
consiant prices

b For the lollowing countries, the period differs from that
stated: Indis, Pakistan and Puerto Rico, 1930/531.1951/32 and
1958/59-1959/60; Algeria, Chile, Ecuador, Honduras, Lebanor,
Mexico, Panama, Perw and Tunisia, 1950.1951 and 1957-1958:
Burma, 1950/51-1951/52 and 1957/58-1958/59; China (Tai-
wan), Indonesia and Trinidad and Tobago, 1951-1952 and 1958-
1959; Ceylon, 1932.2953 and 1958-1959; Morocco, 1951-1952
and 1957.1958; the Republic of Korea, 1953-1954 and 1958.1659;
Riiodesia and Nyasaland, 1954-1955 and 1958-1959; Kenya and
Tanganyika, 1954-1955 and 1958-1959; the United Arab Republic,
19651 and 1955-1956; Isracl, 1955-1956 and 1958-1959.

¢ Countries have been grouped according to the annuzl average
of their per capita national incomes in 1957-1959: group [ less
than $125; group 1] $125 1o $249; group JH- $250 to $374; group
17+ 8375 or more, Within each group, countries are ranked in
ascending erder of the share of manulfacturing industry in gross
domestic product.
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exist between the industrial and the undex-developed
countries in levels of per capita income are related to
their wide differences in structures of production.
Nevertheless, the 1elation is a rather loose one. Among
the under-developed countries themselves, for example,
thete are numerous instances of countries which have
selatively high per capita incomes but relatively low
shares of industry in total output (see table 1-2). This
only demonstrates that the level of per capita income
is not solely determined by the degree of industzializa-
tion. It is a familiar fact, for example, that some coun-
tries have achieved relatively high per capita incomes
by virtue of their fortunate natural resource endow-
ment; through production and export of primary com-
modities, they have exploited the strong advantage
which they enjoy in internaticenal tiade as a means of
raising their levels of income. In recent history, the
clearest examples are the petioleum exporting coun-
tries. Thus, two of these countries, Trinidad and Vene-
zuela, fall into the highest-income group shown in
table 1-2; and in both instances it is petroleum extrac-
tion rather than manufacturing industry which is the
dominant sector.

It is only for a small minority of countries, however,
that specialization in primary production has offered a
principal way of substantially improving their material
welfaze. The primary commodities exported by most
under-developed countries have been much less fa-
voured by world demand than has petroleum. During
the last decade, for example, the volume of exports
from the under-developed countries expanded at a rate
of 3.6 per cent per annum, which was less than three-
fifths of the rate at which exports from the industrial
countries increased (see tabie 1-3). Moreover, since the
under-developed countries also experienced a deterio-
ration in their terms of trade, the purchasing power of
their exports advanced between 1950-1951 and 1959-
1960 at only 2.2 per cent per annum. The forces under-
lying the relatively slow expansion in world trade of

primary commodities have been analysed at length in
an eatlier World Economic Survey and need not be
restated here.! What is most relevant to note in the
present context is that, even apart from any other con-
siderations in favour of industrialization, the trends in
woild trade in primary commodities are such as to
make the expansion of production for the demestic
market an imperative for the attainment of higher
levels of living. For many countiies the 1ate of increase
in population alone has exceeded the rate of expansion
in import capacity.

Other considerations besides the trends in world de-
mand for exports are, however, of prime Importance in
accentuating the need for industrial development in the
under-developed countries. Even if countiies have
natural resources in strong world demand, the case for

1 See {United Nations, World Economic Survey, 1938 (Sales
No:591LC1}.

Table 1-3. Indices of Export Quantum of Devel-
oped and Under-developed Areas, and Terms of
Trade of Under-developed Areas, 1950-1951 to
1959-1960

Rate of change
ftem and area Tndez. 19591960 {percantage
{1050.1051 = 100} per arnam)
Ixport quantum
Worlde, 163 5.6
Developed areas® 171 6.2
Under-deveioped areas 138 3.6
Terms of trade-
Under-developed areas 88 —14

Source: Division of General Economic Research and Policies
of the United Nations Secretariat, based on data from the Statis-
tical Office of the Usnited Nations, Menthly Bulletin of Statistics.

v Excluding eastern Europe, mainland China, North Korea and
Nerth Viet-Nam.

b North America, western Europe, Australiz, New Zealand,
South Africa and Japan.

¢ Ratio of unit value of exports to unit value of imports.

Table 1-4. Distribution of Economically Active Population, Averages for Countries Grouped by Levels
of Per Capita Income, Recent Census Year®
(Percentage)

Commodities and basic fucilities

A N Industry ; tnal
Fer capitn - Primary . nallo- .
freome grus Tawt e L e T Tl fout
Under-developed countries:
1 Less than $125 . . 13 9 3 2 69 15 3 100
1. 8125 to $249 16 11 3 3 04 17 3 100
111, $250 10 8374 21 13 4 4 50 25 4 100
_IV‘. 8375 o1 more . 29 18 6 4 31 36 4 160
High-income industrial countries 44 29 7 7 19 35 2 100

Sourea; Division of General Economic Research and Policies of
the United Nations Secretariat, based on data [rom International
Labour Office, Yearbook af Labour Statistics (Geneva).

_* Simple arithmetic mean of ratios for individual countries,
For definition of sectors, see table 1.1,

b Including zetivities not adequalely described in the census
and, in some cases, unemployed persons and persons seeking
work for the first time.

© For list of countries in each per capita income group, see

table 1.2
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industrialization is seldom lessened. The great majority
of the under-developed countries today are faced with
widespread under-employment as well as with rapidly
expanding populations. Their peoples subsist in great
and growing numbers on the land, employing primilive
techniques and working within the confines of inefl-
cient forms of agricullural organization. To achieve
fuller utilization of the increasing labour force, a rising
proportion of the working pepulation has to find em-
ployment in non-agricultural pursuwits. This, it may be
noled, is again a familiar characteristic of economic
development. In the process of growth, a continuing
redistribution of the labour foree among the sectors of
production lakes place; the proportion of the labowr
force engaged in primary production decreases while
that absotbed by industiy increases (see table 1-4).

The importance aftached to industrial development
by no means implies, however, that the other sectors of
production can be neglected and that attention can be
wholly concentrated on industry. A tendency to single
out industrialization as the one road to economic bet-
terment was sometimes evident in the earlier post-war
years, bul today it is seen in clearer perspective as but
one element, though a principal one, in the broader
task of economic development. The larger aim is to
raise levels of productivity throughout all the com-
modity sectors of production. The accumulation of
capilal and the application of more eflicient productive
technigues are the means through which this is
achieved; in the long-run, these should be diffased
throughout the economy and not confined to single
sectors,

It is in this broader context that the shategic role of
industrial development is hest appzeciated Tor, if both
economic growth and industrial development are found-
ed on investment, it is also ftue that the rale and pattern
of industrialization is, in turn, strategic to the rate of
investment and, lhence, to economic growth. In
analysing recent rates and patterns of industrial devel-
opment in the following sections, it iz one of the
puiposes of this chapter to trace these interrelations in
more detail.

THE DIMENSIONS OF RECENT INDUSIRIAL EXPANSION

Manufacturing oulput has been expanding quite
1apidly in most under-developed countries in recent
years. Indeed, since 1950 the rate of expansion in these
countries as a group has exceeded the corresponding
rate in the industrially advanced countries. Consequent-
ly, as may be seen from the following table, the share
of the under-developed countries in total manufacturing
output outside the centrally planned economies in-

creased from 15 per cent in 1950 to 17 per cent in
1960.

Though the annual 1ate of giowth between 1950-
1931 and 1958-1959 1anged as low as one per cent in

Growth and distribution of manufacturing ouiput,

by area
Teem and aren 1650 1960
Index of growth:

Under-developed areas 160 180
Developed arease 160 163

Percentage distribution:
Under-developed areas 15 17
Developed areass 85 83
Torar 100 100

Source: Division of General Economic Research and Policies o
the United Nations Secretariat, based on data from Statistica
Office of the United Nations, Statistical Yearbook and Monthi:
Bulletin of Statistics

* Australia, Austria, Belgium, Canada, Denmark, the Feders
Republic of Germany, Finland, France, Italy, Japan, Luxem
bourg, the Netherlands, New Zealand, Norway, South Afriea
Sweden, Switzesland, the United Kingdom and the United States

Argentina, it is indicalive of the emphasis govein
ments have generally placed on the acceleration of in
dustrial growth that in more than two-thirds of th
countries for which information is available, the zat
amounted to 5 per cent or more; indeed in one-fifth o

these countries il equalled or exceeded 10 per cent {se
table 1-5}.

The important part played by government policie
in shaping the couise of post-war economic develop
ment has been pointed out at some length in previou
issues of the World Economic Survey. There is hardl
a country in the less developed parts of the world wher
covernments have not assigned prime impostance to
the expansion of the industrial sector in their efforts t
raise levels of living. Through national plans or pre
grammes of economic development, governments i
almost all under-developed countries have sought t
increase the rate of industiial growth. Not only ha
industrial activity been expanded in the public secto
of the economy, but an array of measures have als
been commonly employed in these countries to stimu
late the pace of industrial investment and outpul in th
private sector. These measures have included ta:zif
protection for new industries, liberal commercial polic
for the importation of machinery and essential ra
materials, tax incentives and long-term loans at cow
paratively low rates of interest.”

It is notable that the rates of industrial growth hav
not shown any significant association with the relativ
stages of industiial development already reached b
individual countries. Among the under-developed cour
tries, high 1ates of industrial expansion, for exampl
have been recorded by some of the industrially mor
advanced countiies as well as by a number of the indu:
trialiy less advanced countries. It is irue that the hig

*For 1 more detailed discussion of the role of governmer
policies, see United Nations, WForld Economic Survey, 193
{Sales No.: 6011.C.1), chapter 2, and World Ecenomic Surve:
1960 (Sules No: 61ILC1), chapter 2.
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Table 1-5. Relationship between Growth of Manufacturing Production and Growth
of Gross Domestic Product, 1950-1951 to 1958-1959*

Annual rate of growth
(percentaga)

Manufaciuring productien as percentage
of gross domeatic product

Country
i e s a1 Goae o5 tass
Republic of Korea 19 5 7 6
Chipna {Taiwan) 15 8 17 3
Venezuela 1z 7 8 9 2
Brazil. . . 13 - 6 20 9
Phillippines i1 6 il 5
Jamaica o 10 10 13 ——
Pakistan . ... ... .. 9 ) 3 7 5
Rhodesia and Nyasaland . 8 ' 7 3 3
Congo (Leopoldville) .. 8 6 12 3
Greece . . 7 6 19 1
1l Salvador 7 5 12 2
Honduras 7 ) 3 9 3
srael . 6 : 9 24 -3
Algeria 6 8 12 -2
Turkey . 6 -G 6 10 —
Colombia. 6 5 14 2
Peru . 6 4 16 2
Thailand 6 3 4 12 1
Mexico 5 P 5 21 —
Ecuador 5 5 14 e
" South Africa 5 ) 5 22 ]
Panama 5 B3 5 11 —
Portugal 5 ' 4 34 3
Tunisia . . 4 3 10 I3
Moroceo 4 2 15 2
India . .. 3 3 17 —
Chile . . 3 3 15 —
Cyprus .. 2 5 15 3
Indonesia 2 N 4 9 -1
Ireland . 2 1 27 2
Argentina . 1 2 23 -1

Source: See table 1-1.

* Rates of growth of manufacturing production
have heen caleulated generally from data for value
added in manufacturing in constant prices. For
China {Taiwan), Ireland, Rhodesin and Nyasaland
and South Africa, they have been computed from

rates in some of the industrially less advanced countries
reflect, to some extent, the small size of the industrial
base in the initial period. But this has by no means
been the sole reason for 1apid rates of advanee, for the
rates have been equally impressive in a number of the
industrially more advanced countries where the share
of manufacturing production in total output was al-
ready comparalively high. For instance, in the nineteen
fifties, the rate of industrial growth in Brazil, notwith-
standing its relatively large industrial base, was almost
as high as in Venezuela where the industrial base is
comparatively small, Similaly, in Mexico and in Portu-
gal, the 1ates of expansion in manufacturing were not
different from those in some of the industrially less

indices of gross value of manufzcturing output; for
these eountries, the share of manufacturing pre-
duction in gross domestic product has been calcu-
lated from ﬁam in gurrent prices. The time period
for Thailand begins in 1952.1953. For ather differ-
ences in time period and definitions, see footnotes
to table 1-1.

advanced countries, such as Ecuador and Panama.
Again, among the countries where the pace was mod-
erate or slow, there were both industrially more ad-
vanced countries, such as India and Argentina, and
industrially less advanced countries, such as Tunisia
and Indonesia.

It is, of course, true that the high rates of industrial
expansion in some of the under-developed countries,
both more and less advanced, have been the outcome
of special circumstances. For instance, in the Republic
of Korea—the country with the highest rate of increase
—the years 1950 and 1951 were a period of hostilities
when scareely any industrial activity was possible. It
was only after the restoration of peace and through
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substantial inflows of foreign funds that the industrial
sector made gains, In China (Taiwan}, the economy
benefited from the large inflows of both funds and
skilled workers. The rates of growth in Greece and in
the Philippines, too, appear comparatively high because
production in the early post-war years was adversely
affected not only by the damage sustained during the
Second World War, but also by subsequent demestic
disturbances.

Irrespective of whether the rate has been high or
Tow, industrial expansion has been one of the principal
Tactors contributing to the over-all economic growth in
most under-developed countries in recent years. Despite
considerable variations in the relative importance of the
manufacturing sector in the individual countries, the
inter-country differences in the rate of growth of gross
domestic product have, as is evident from table 1.5,
broadly tended to reffect those in the expansion of
manufacturing output. In fact, the countries in the
upper part of the table not only experienced relatively
higher rates of growth in total output between 1950
1951 and 1958-1959, but also achieved, in general,
substantially larger increases in the share of manufac-
turing production in total output. In contrast, countries
where the rates of growth of total output were relatively
modezate or low have generally been those where manu-
facturing output inereased sluggishly. In such instances,
the relative share of manufacturing production in total
oulput often 1emained unchanged or in a few cases even
declined.

Table 1-6.

It is evident from the relative magnitude of the
changes in manufacturing oulput and in total output
that the growth in the former has not simply repre-
sented a response lo increases in domestic income.
Actually, in most countries the rate of industrial
growth was higher than the rate of increase in
domestic income, the difference being quite large in
some cases. This disparity was made possible by the
fact that domestic output, income and demand are
linked with each other not only directly but also
through the channel of foreign trade; to a considera-
ble extent, the greater increase in manufacluring out-
putf than in domestic income ensued from the expan.
sion of Import-substituting activity. Indeed, as is
discussed in a later sectien of this chapter, the process
of import substitution has been a principal mechanism
through which the growth of industries in the under-
developed countries has taken place. Many import-
substituting industries have been fostered in these
countries as a matter of official policy in order to re-
lease foreign exchange for importation of capital
equipment and other essential poods.

The disparity between tiends in income and manu-
facturing output in the under-developed countiies is
of primary importance because it draws altention o
the important role played by supply corditions in
determining the pace of industrial development. It is a
familiar observation that the establishment or expan-
sion of industries is dependent, in part, upen the
adequacy of supplies from other producing sectors of

Change in Gross Fixed Investment and in the Relative Shares of Invest-

ment in Manufacturing Industry and Basic Facilities, 1950-1951 1o 1958-1959*

dannal rute

favestment in
muannfacturing
Tndustey and

Investment in
manufacturing
industry s

af growth basic ficilities percentage of
af gross ns pereentuge nf’ pross fixeld
Country Sfized grass fixed investment Lngestment
Intestment
{pereentage} 1250, Change fram 1950- Change from
1951 F1050-195] to 1051 1950.1951 to
1958-1957 1558.1959
Ecuade: 15 34 5 20 -2
India® . . 13 39 16 13 14
China {Taiwan) 12 42 i3 18 7
Grecce. 10 50 7 20 -9
Republic of Koien 3 35 16 14 5
Venezuela 8 23 2 7 4
Isiacl? 7 36 7 1l 9
Portugale . ‘ 7 49 1 22 -2
Rhodesia and Nyasala nd 5 32 9 9 4
Jamaicad 3 12 2 11 —
Philippines 3 30 12 21 5

Source: See table 1.1,

» Estimated {rom dala in constant prices. For Lhe
fellowing countries, the tme period differs from
that stated: India, 1951/52-1955/56 to 1956/57-
1960/61; China (Taitwan), 1951.1952 to 1958-1959;
the Republic of Korea, 1953-1054 to 1958-1959;
Rhodesia and Nyasaland, 1954-1955 to 1958-1959;
Istael, 1053.1956 to 19958.1959; Ecuado:, 1950-

1951 1o 1954-1955; Jamaica and the Philippines,
1956-1937 to 1958-1959

Hasic facilities reler to clectricity, pas, waler,
transporiation, sterage and communication

b Mining included with manulacturing indus try,

¢ Construction other than of dwellings inciu deg
with manufacluring industry.

4 Basic facilities exclude transpoilation, storage
and communication.
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the materials and sexvices utilized in current output. ©f
more fundamental importance than the matter of inter-
industry xelations, however, js the fact that industrial
development presupposes the availability of productive
Lesources for investment. Only i there is unutilized
capacity in the economy is it possible to expand indus-
trial output without additional investment. But, while
anatilized or under-utilized capacity in the industrial
sector of the undes-developed countries is by no means
unknown, the advances which can be achieved thraugh
greater exploitation of existing productive resources
me cleatly limited. In oxder to accelerate industrial
arowth, most countries have inevitably found it neces-
sary to increase investment not only to modernize and
enlarge existing capacity but also to expand the indus-
trial base of the sconomy.

The widespread emphasis placed on investment in
manufacturing and basic facilities in the under-
developed countries during the past decade may be
judged from table 1-6. Among the countries for which
the data on components of investment are available,
it is apparent that the proportion of total fixed invest-
ment absorbed in these two sectors was quite high.
Generally, the combined level amounted to one-third
or more of total investment in the eaxlier years of the
decade, and in most cases there were further substan-
tial increases over the period. In the majority of
countries, investment in manufacturing alone took
about 15 per cent or more of the total, Even where
the relative share of manufacturing investment de-
clined during the nineteen fifties, the increase in such
investment in absolute terms was still significant.

INDUSTRIAL INVESTMENT AND FOREIGN TRADE

The role of investment in promoting industrial
growth draws altention to the crucial importance of
foreign trade. Notwithstanding the increased pace of
industrial growth during the past decade, the under-
developed countries have still continued to rely heavily
upon imports of capital gooeds to carry out their in-
vestment programmes. Experience has shown that,
in these countries, the insufficient availability of im-
ported machinery and equipment has often acted as
a limiting factor to industrial expansion. It is per-
linent, therefore, to analyse the forces that have shaped
the supply of these stiategic goods.

The extent to which countries have been able to
meet theix increased requizements of imported capital
goods has depended upon the growth of their foreign
exchange 1eceipts as well as upon the changes in the
level and composition of demand for imporied con-
sumer goods and raw materials. While the experience
of individual countries has varied, the aggregate for-
eign exchange receipts of the under-developed coun-
tries have been predominantly affected by the trends
of demand in world markels rather than by domestic
forces. Indeed, in some instances the expansion of

domestic production of export goods has, in 1ecent
years, aggravated Lhe imbalance between demand and
supply in world markets, and has thus contributed to
a deterioration in the terms of trade of the primary
producing countries. Under these ciicumstances, gov-
ernments have endeavoured not only lo promete ex-
ports but also to change the structure of their im-
ports in order to be able to devote an increasing pro-
portion of available fereign exchange resources to
the purchase of imported capital goods so as to enable
them to establish their own industry. The degree to
which they have been successful has depended upon
the scope and effectiveness of import policy as well as
upon the trend in domestic comsumption and the
growth of import-substituting industries.

The heavy dependence of the undei-developed coun-
tries on imported capital goods for the execution of
domestic investment programmes is cleazly indicated
by the data shown in table 1-7. Impozted capital goods
have generally amounted to 30 to 40 per cent of total
investment, and in a few cases, the proportion has
been substantially larger. It is true that the output
of domestic capital goods industries in some under-
developed countries expanded rapidly during the pe-
riod under review. However, because of the relatively
small size of such industiies, domestic output was far
from sufficient to meet total requirements. Moreover,
in most countries the expansion was concentrated in
the output of building materials and of simple types
of equipment and accessories. Although steel produc-
tion has been developed in a growing number of coun-
tries, engineering industries capable of manufacturing
major items of machinery have emerged only in the
largest and industrially most advanced countries of
the group, and even in these countries, dependence
upon imports of most classes of specialized equipment
and machinery has not been appreciably reduced.

Whatever the growth in domestic production of
capital goods, the under-developed countries have gen-
erally not been able to reduce the import content of
their expanding domestic investment. On the con-
trary, the shift in the pattern of investment in favour
of manufacturing and basic facilities has increased
the reliance of many countries on imported capital
goods. As may be seen from table 1.7, in the majority
of countries imports of capital goods increased be-
tween 1950-1951 and 1958-1959 more rapidly than,
or at least at the same rate as, domestic investment.
Relatively large increases in the import content of
domestic investment occurred not only in the in-
dustrially less advanced countries, such as Ecuador
and the Philippines, but also in the industrially more
advanced countries, such as Ireland and Greece. Even
in India where domestic output of the metal and en-
gineering industries 1ose considerably, there was a
moderate increase in dependence upon imported capi-
tal goods; this was the consequence of an acceleration
of investment activity associated with a large shift in
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Table 1-7. Ratio of Imports of Capital Goods to
Gross Domestic Fixed Investment in 1950-1951
and Change in the Ratio from 1950-1951 to 1958-
19592

(Percenlage)
Change,
Countryt 1650.1951 10502951 1o
1958.1650
Ireland . . L 42 13
Greece o 31 10
Eecuador . o . 26 8
Philippines . . ) 35 5
Thailand. . . 34 5
Peru... . . oo 33 4
Brazil . . 26 4
Chile o 30 3
Israel . . . . 33 3
Cyprus . S 48 3
India .. .. ‘ 28 2
Venezuela L 31 2
Colombia . L a3 1
China {Taiwan) . 31 o
Honduras o 36 —
Panama . L 38 —1
Rhodesia and Nyasaland . 43 ]
Portugal. . : 53 —1
South Africa A 32 —3
Argentina . 22 —4
Mexico ‘ 41 -
Morogeo . 38 -
Jamaica . 49 —13
Turkey . 4 e 1B

Seurce: Division of General Economic Research and Policies of
the United Nations Secretariat, based on data Irom Statistical
Office of the United Nations, Yearbook of International Trade
Statistics, and frem national scurces.

* For the foliowing countries, the period differs from that
stated: Argenting, Cofombiu and Peru, 1951.1952 to 1938.1959;
Greece, Ireland, Panama, Philippines and Portugal, 1952-1953 to
1958-1959; Cyprus, 1953-1954 to 1958.1959; China {Taiwan) and
Rhodesia nnd Nyasaland, 1954-1955 1o 1958-1959; Isracl, 1055.
1956 Lo 1958-1959; Honduras, 1952-1953 to 1957-1958; Morocco,
1951-1952 1o 1957.1958; Turkey, 1951-1952 to 1959

® Countries are arranged in deseending order of the change in
the ratio of imports of capital goods o gross domestie fixed
investment.

the pattern of investment towards machinery and
equipment under the second five-year plan. Only a few
countries recorded significani reduction in the import
content of domestic investment. In some industrially
more advanced countries, such as Argentina, Mexico
and South Africa, the expansion in domestic oulput
of capital goods was apparently sufficient to displace
imports on a significant scale. In other cases, notably
Jamaica and Turkey, the dependence on imports was
reduced as a result of a shift of investment towards
construction and a sharp 1ise in the output of building
matetials.

However, it is clear that the realization of an in-
creasing volume of investment in the under-developed
countries has generally continued to be conditional

upon a corresponding expansion in imported supplies
of capital goods. In these circumstances, the progress
of industrialization has in large part depended on the
growth of import capacity, and the trend in receipts
from merchandise exports has, in tarn, very largely
determined that in total import capacity. As noted
carlier, the purchasing power of exports of the under-
developed countries as a group advanced at an average
annual rate of little more than 2 per cent. In fact, in

Table 1-8. Annual Rates of Growth of Import
Capacity and Total Real Imports, 1950-1951 to
1958-1959*

(Percentage)

Impert capactiy® derived from

Merchandise eaports,

Country net services, Merchandise  Totnleeal
dunations and cxporis imports
long-term capital
China (Taiwan) - 10 24 3
Jamaica . .. 10 8
Grecce . . 10 10 12
Venezuela 10 8 10
Panama 9 5 4
Portugal . 7 3 5
Peru. 6 2 3
Isiael 6 17 6
Argentina 5 5 1
Ecuado: 4. 7 7
Chile 4 2 3
India 3 s 3
Philippines. 3 5 3
SoutL Alrica 3 5 3
Turkey 2 — —2
Thailand . 1 4 3
Mexico . 1 1 3
Rhodesia and Nyasaland 1 w1 2
Colombia . . ] — e
Ireland 1 2 2
Brazil —1 -2 -1
Honduras —2 -1 3

Source: Division of General Economic Research and Folicies of
the United Nations Secretariat, based on data from Statistical
Office of the United Nations, Yearbook of fnternationa! Trade
Statistics; and [rom Internaticnyl Monetary Fund, Balance of
Payments Yearbook and International Financial Statistics (Wash-
ington, D.C},

* Tor differences in time period, sve footnole a lo lable 1.7

b Obtained by using import price index as deflator.

two-fifths of the countiies included in table 1-8, the
annual increases in the import capacity derived from
exports were even smailer. Although moie favourable
trends were experienced by some countiies, such as
Argentina, China (Taiwan), Greece and Israel, this
was mainly an adjustment to the abnermal conditions
which had adversely affected exports in the earlier
post-war years. It was only in the petroleum producing
countries or in countries with new export products
that foreign exchange receipts exhibited a vigorous
upward movement. For instance, in Jamaica, exports
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benefited from the recently initiated exploitation of
hauxite deposits; in Ecuador and Panama, from the
increased output of new banana producers, and in
South Alrica, to some extent from the development
of new mineral resources.

In a number of countries, import capacity derived
from merchandise exports has been augmented by in-
flows of foreign long-term funds in the form of either
private investment capital or official loans and grants.
This has reflected the growing importance of foreign
par ticipation in accelerating domestic Investment in
the under-developed countries during recent years.? In
India and Turkey, for example, foreign economic aid
and investments were virtually the only source of in-
crease in total import capacity; and similarly in Pana-
ma and Peru, foreign capital contributed significantly
to the growth of foreign exchange receipts. In contzast,
relative or absolute reductions in the inflows of foreign
capital or donations adversely aflected the growth in
the total import capacity of China (Taiwan), South
Afriea and Thailand. On the whole, however, the differ-

3 Tor a more detailed analysis, see United Nations, World
Fronomic Survey, 1960, chapter 2, and International Flow of
Long-term Capitel and Official Donations, 1951-1938 (Sales
No.: 6211D1}.

ences among countries in the trends in their impoit
capacity derived from merchandise exports have not
usually been greatly modified by their diverse expeii-
ence with regard to receipts of foreign long-term funds.

Rates of change in total import capacity have in
turn set limits to the changes in the level of total im-
ports of various countiies; this relationship hetween
import capacity and imports is indicated by the data
in table 1.8. Broadly speaking, countries which re-
corded relatively large increases in import capacity
expanded impoits more rapidly than did countries
whose import capacity rose more slowly. Notable ex-
ceptions were Argentina, China (Taiwar) and Turkey,
where reserves had been depleted in the early nineteen
fifties by large deficits on current and long-term capi-
tal account. The Governments of these countries sub-
sequently took steps to restrain the growth of imports
in order to bring their external iransactions into better
balance. In these countries, as in the under-developed
countries more generally, the burden of adjustment of
external imbalance has fallen on imports, since there
has been limited scope for influencing the course of
import capacity itself.

In most countries, total imports increased at an an-

Table 1-9. Annual Rates of Increases in Real Imports and Real Private Consumption,
1950-1951 to 1958-1959#

{Percentage)
fmports
Counsry Tatal (‘;:?:J;:}f “I NO,;::;;cﬂnM canﬁ;ﬁ;ﬁon
Gresce. . . 12 20 8 7
Venezuela 10 9 il 8
Jamaica 8 8 8 7
Ecuador i 11 5 5
Israel 6 9 5 10
Portugal & 5 5 o
Panama 4 7 2 4
Peru 3 1 5 4
Philippines 3 8 2 5
Indiz 3 6 1 3e
Chile 3 4 2 5
China (Taiwan) 3 4 3 6
Thailand 3 5 3 3
Mexico 3 3 3 5
South Africa 3 2 3 4
Honduras . . . 3 -7 5 5
Rhodesia and Nyasaland 2 3 2 5
Ireland . 2 3 2 1
Argentina 1 1 2 2
Colombia — -3 2 4
Brazil -1 -3 e 4
Turkey - it} 1 5

Source: See table 1.7,

a For differences in time period, see footnote @ to
table 1.7.

b Capital goods include the following SITC
groups and sub.-proups: 661, 68, 699, 7 (except

732.01) . In some cases, where the data are not
available in sufficient detail, the coverage varies
slightly.

¢ Private and government consumption.
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nual rate of 3 per cent or less, which was generally well
below the rate of expansion in demand for imported
capital goods, Many countries consequently endeav-
oured to eflect changes in the structure of their total
tmports in favor of capital goods. As shown in table
1.9, in the majority of countries, imports of capital
goods advanced more rapidly during the period under
review than imporits of other commodities. Govern-
ments have usuaily applied exchange and import con-
trols for this purpose, but the shifts in the composition
of imports which can be brought about by the exercise
of these controls have been circumscribed by the heavy
dependence of the under-developed countries on im-
ported supplies of essential consumer goods and 1aw
materials. Arbitrary changes in the composition of im-
ports to increase the supply of capital goods could ad-
versely affect domestic economic activity and consump-
tion levels. The scope for manipulation has thus been
closely related to the actual trends in domestic con-
sumption and in the production of import-substituting
consumer goods,

The trends in domestic private consumption are
shown in table 1-9. In the majority of countries, im-
ports of non-capital goods rose less rapidly than domes-

tic consumption and the import content of domestic
consumption consequently declined. In most of the re-
maining countries, the import content remained roughly
unchanged. Notable exceptions were Jamaica, Peru and
Venezuela, where it actually rose. Reduclions in the
import content of consumption may have taken place
because of the substitution of similar domestie products
for imports or because of shifts in the pattern of con-
sumption away {rem the kinds of commodities generally
obtained from foreign sources. Lack of data on the com-
ponents of demestic consumption makes it impossible to
assess the relative importance of these factors. However,
some rough impression may be obtained from an exam-
ination of changes in the relative shares of major items
of non-capital goods imports,

In table 1-10, changes in the relative shares of con-
sumer manufactures, raw materials, fuels and food in
total imports of non-capital goods from 1950-1951 to
1958-1959 are shown for individual countries grouped
according to changes in the import content of domestic
consumption. No systemalic pattern differentiating the
experience of these three groups seems to emerge. How-
ever, a common phenomenon was the 1eduction in the

Table 1-10. Change in Relative Shares of Major Components of Non-capital Goods
Imports, 1950-1951 to 1958-1959"

{Percentage)
Lunsumer Raw
Croup and country® manyfictures mirterials® Funls Food

Countries where import content

declined

Israel. 7 -5 1 —i

Turkey -12 —d 19 -3

Brazii . w1 2 -1

China (Taiwan) i} —4 & 4

Philippines . . : ~11 11 3 2

Chite. .. . .. .. .... el -11 —d 16

Rhodesia and Nyasaland o 12 8 3 1

Mexico e d] 4 1 -2

Panama - 1 4 -3

Colombia . - 14 12 2

South Afriee . il -1 -] -0

India.. . .. .. o iz -1 7
Countries where import content

remained stable

Ecuador -12 9 4 |

Portugal -3 4 -1 -1

Honduras —1 -2 1 b

Thailand -15 11 3 -1

Argenlina -0 14 by -2
Countries where import content rose

Treland . . 6 - -3

Greece . . ~11 13 -3 1

Peru . -12 d 1 6

Venezuela . ‘ 11 -1 -1 —~9

Source: See table 1.7,

¢ For differences in time period, sev footnote a lo
table 1.7.

b Countries in each group are arranged in de.
scending order of decline in import contest of
domestic consumption.

¢ Including chemicals.
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share of consumer manufactures in non—capi%al goods
imports, although the magnitude of change varied great-
ly among countries and there were a few notable excep-
tions to this trend. The operation of import controls,
which generally discriminated against manufactured
consumer goods, was no doubt partly responsible for re-
ductions in the share of such goods. However, in many
instances the rapid expansion in domestic output of
import-substituting consumer goods also contributed to
these declines. This seems to be supported by the evi-
dence that the declines have tended generally to be large
in the countries at the earlier stages of industrialization.
In the industrially more advanced countries, such as
Brazil, India, Portugal and Mexico, where imported
supplies of consumer manufactures are generally a mar-
ginal element in total consumption, the scope for further
recluctions has been small. Exceptions to the general de-
clines in the share of consumer manufactures have been
Israel, South Africa and Venezuela. In Israel and South
Africa, where domestic production of consumer manu-
factures increased substantially, the rise in the share of
imports ensued partly from shifts in the pattern of con-
sumption towards high-income goods, such as automo-
biles and some high-quality textiles.

Reductions in the share of consumer manufactures
generally have had their counterpart in increases in the
share of raw materials or fuels. The rising share of fuels
has reflected the substantial advances in consumption
that have taken place In virtually all the under-developed
countries. Since, in many cases, no domestic substitutes
are available, fuel imports have, in fact, become a grow-
ing burden on foreign exchange resources.

‘[hie decline in the share of food in non-capital goods
impoils in most countries appears to have been pre-
dominantly the outcome of import substitution. InAsia,
there have been widespread efforts by governments to
achieve self-sufficiency in food since the end of the
Second World Wa:. The agricultural development pro-
grammes in some of the industrially more advanced
countzies have also been designed to 1educe their de-
pendence upon food imports by increasing domestic
output of the staple foods, such as maize and wheat.
This largely expiains the decline in the share of foad im-
ports in Brazil, Is1ael, Mexice and South Africa. How-
evel, Chile presenis a notable exception to this general
phenomenon, since the gap between demestic food pro-

duction and consumption appears to have widened over
the years.

The preceding discussion shows that the experience of
the individual countries with respect to changes in the
import content of consumption does not 1eadily lend
itself to generalization. But the significance of these
changes in the present context lies in their contribution
to the capacity to import capital goods. As has already
been shawn, one-half of the countries included in table
1-0 were able to inciease their total imports at only
moderate rates varying between 2 and 4 per cent per
annum. Since these countiies generally experienced a
significant decline in the import content of consumption,
the margin available for imported capital goods was ex-
panded. However, in several countries, such as Brazil,
Colombia and Turkey, total impoxts remained stable or
even declined while domestic consumption showed an
upward trend; in these circumstances the contraction in
the import content of consumption, though substantial,
did not prove sufficient to prevent a decline in capital
goods imports. By contrast, in countries which recorded
the largest shift in the composition of imports towards
capital goods, the import content of consuraption did
not necessarily decline. Indeed, in Ecuador, Greece,
Jamaica and Venezuela, for example, imports of non-
capital goods actually rose more rapidly than domestic
censumption. Since these countries, however, were able
1o expand total imports rapidly, they were in a position
to shift the structure of totelimports in favour of capital
goods while maintaining the expansion in impoits of
consumer goods in line with the growth in domestic
consumption.

In summary, it may be said that, because of the
1elative absence of capital goods industries, the foreign
trade sector has assumed particular significance in the
growth of investment in the under-developed countries.
The 1ate of expansion in domestic investment, particu-
larly investment in manufacturing industry and basie
facilities, has been himited largely by the ability to im.
port capital goods, which has, in turn, been determined
by the 1ate of growth in total import capacity and total
imports. In many cases, however, imports of capital
goods rose more than total imports; this was generally
made possible by reductions in the import content of
domestic consumption. But, on the whele, the quantita.
tive importance of this factor has been less than that of
the growth in impert capacity.

Patterns of industrial development

While industrial development and general economic
growth are interrelated in several ways, one of the most
important links between the two is the level of invest-
ment; and in shaping the supply of capital goods avail-
able for investment, the foreign trade sector, as has just
heen discussed, plays a major role.

Within this general framework, the pattern of indus-

trial development has heen of considerable impartance,
and it is to this that attention is now directed. The pat-
tern of industrial development, as distinct from its rate,
has itself been a determinant of the supply of capital
goods; for this supply has depended, in part, on the ex-
tent to which the pattern has favoured the development
of domestic capital goods industiies o1, as alternatives,
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import-substituting or export-promoting industries,
Thus, the current allocation of resources ameng indus-
iries is a factor influencing the prospective volume of
resources for investment,

Interest in the pattern of industrial development is,
however, not confined to its general relation with the
level of investment and economic growth as a whole.
Within the framework of this relation, there is scope for
considerable variation among countries in the particular
types of industries which have been, or may be, devel-
oped. And itis well worth exploring the extent to which
the evolution in the types of industries established and
expanded at different stages of industrialization has
conformed to any pattern. For, an attempt to determine
the reasons fo1 the similarities or differences among
countries in the structures and trends of their industrial
output can suggest some of the considerations most
relevant to the choice of industries. To this end, the
present section compares the structures of manufactur-
ing production obtaining in diflerent countries during
a recent year; this comparison is then supplemented by
an analysis of trends in the composition of output over
the last decade.

STRUCTURES OF MANUFACTURING FRODUCTION

In examining the actual patterns of manufacturing
production prevailing in the under-developed countries,
the immediate question that arises is whether there are,
in fact, systemalic differences among countries at differ-
ent stages of industrialization. In attempting to answer
this question, the under-developed countries for which
recent data on the composition of manufacturing output
are available have been classified into the Lwo groups of
more and less industrially advanced countries {see table
1.11). The criterion employed for classification is pui-
marily the share of manufacturing output in gross de-
mestic product?

In addition, since there is also considerable interest
in whether the economic size of a country, by virtue of
the diversity of its natural resources or the size of its
market, may afect its structure of production, countries
have been 1oughly grouped into large and small, on the
basis of thelr national incomes. It need hardly be said
that the line of division in both classifications is some-
what arbitrary.

Certain {airly systematic differences do, in fact,

4 This is not the only criterion which could have been used;
others, such as the proportion of the economically active popu-
Iatien engaged In manufacture, the per capita value of manyu-
facturing output or the share of manufactures in tetzl com-
modity production, come to mind as possible alternatives. All
are, to some extent, interrelated and there is no final argument
in tavour of one or the other; but the share of manufacturing
output in gross domestic product or in total commodily pro-
duction comes closer than a distribution of the economieally
active population to what iz generally meant by the degree of
industrizlization and ollers fewer statistical difficulties in inter-
country comparisons than does the per capite value of manu-
facturing oulput.

emerge when the structures of manuofacturing production
in the industrially more advanced and the industrially
less advanced countries are compared. If the industries
producing non-durable consumer goods are taken to-
gether, their relative importance in total manufacturing
output tends to be smaller in the more industrialized
countries than in the less industrialized countries, and,
as a coroltary, the industries manufacturing final and
intermediate producer goods and durable consumer
goods tend to be of relatively greater importance in the
more industrialized countries.” In eight out of the ten
countries inciuded in the more industrialized group, the
share of the consumer goods industiies in total manu.
facturing output is less than 70 per cent, whereas in
the less industiinlized group, their share exceeds this
amount in thirteen of the sevenleen countries. This
broad difference between countries at more and less
advanced stages of industrialization does not, moreover,
appear to be significantly affected by the relative eco-
nomic size of countries. While the number of countries
included in each sub-group is rather small for firm
generalization, the zelative impertance of the two broad
groups of industries appears to vary more with the stage
of industrialization than with the size of the country.

In contrast to this evidence of some systematic differ-
ence among more and less industrialized countries, a
much less orderly picture emeiges when attention is
directed to the specific industries within the two broad
groups. Despite the fact that a substantial degree of ag-
gregation is still present in the industrial classes shown
in the table, there is no evidence of systematic differ-
ences among countries in the relative importance of
most of these classes of industry. For example, the share
of the foed industry in total manufacturing outputvaries
among lhe industrially more advanced countries from
13 per cent in South Africa to 30 per cent in Tzeland
and Puerto Rico. And a similar diversity is evidenl
ameng the less advanced countries; the industiy’s share
amounts to as little as 6 per cent in Rhodesia and Nyasa-
land and to as much as 33 per cent in Burma. It needs
no more than a glance at the table to see that this ex-
ample could be easily repeated with most other indus-
tries, and if the analysis wete cariied below the present
level of aggregation te more specific classes of industry,
the diversity in relative importance of most industries
might well appear to be even greater.

The sole, and notable, exception to this general
absence of any systematic relation among countries
between the relative size of individual industrial classes
and the stage of indushrialization is to be found in the
machinery and transport equipment industiies. In all

3 Tor convenience, the industries producing non-durable eon-
sumer goeds are heresller referred to as consumer goods in-
dustries, and the industries manufacturing mainly final and
intermediate producer goods and durable conswmer goods are
referred to as producer goods industries. It chould always be

remembered, however, that these are abbreviated and approxi
mate deseriptions
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Table 1-12. Composition of Final Demand for Output of Machinery and Transport
Equipment Industries

(Percentage)
Tetal private " Change )
Country Year c:‘:;f; ﬁll;lﬁzcn imi:‘dfr‘:f:n: Esports “;:k: Total
i 1950 357 66.4 0.1 —-22 100
frgenting 1058 57,70 34’4 79 b 100
Mexico 1950 43.5 50.3 21 4.1 100

Souree: See table 1-14. .
» Data reler to *all other uses™.
b Ineluded in consumption.

but two of the more industrialized countries, the share
of these industries accounts for 6 per cent or more of
total manufacturing output, whereas in only three of the
less industrialized countries is their share as much as,
or more than, 6 per cent. Particular significance attaches
to these industries since, in combination with the in-
dustries producing construction materials, they are the
main domestic source of capital goods. It should be
noted, however, that output of these industries may in-
clude durable consumer goods as well as capital goods.
These industries manufacture not only such capital
@oods as industrial machinery, electrical mators and
transformers, 1ailway equipment and commercial road
vehicles but also such consumer goods as sewing ma-
chines, radios, passenger cars and bicycles. Comprehen-
sive information on the relative importance of consumer
and capital goods output is not available, but the data
shown in table 1-12 for a few of the mote industiialized
countries are sufficient to suggest that, in the under-
developed countries, the growth of these industries may
have owed about as much to the development of con-
sumer goods output as to that of capital goods.

Two major facts emerge from this statistical com-
parison of industrial structures: first, at the very broad
level of aggregation in which industries are classified
into the two groups of consumer goods and producer
goods industiies, some systernatic difference between
more and less industrialized countries is appaient;
second, at a more detailed level of analysis in which
more specific industrial classes are considered, there
is an absence of any systematic relationship between
the relative importance of most industries and the stage
of industrialization.

As regards the diversity in relative importance of
specific industries, it is easy enough to restate a general
principle of economic theory which provides a satisfac-
tory explanation, at least in comparison of countries at
4 point in time. This is the concept of comparative cost
which recognizes that, since countries all differ in the
quality and quantity of the productive resources which
?hey possess, it is generally to their advantage to engage
ininternational trade, exchanging the goods which they
can produce with relatively greater efficiency for those
in whose production they are relatively less efficient.

The actual operation of comparative advantage in intro-
ducing diversity into structures of industrial production
is least difficult to trace in those hranches of manufac-
turing activity where natural resource endowment is an
important determinant of costs. The extreme instances
are to be found among those industries processing raw
materials which lose considerable weight or bulk in the
early stage of manufacture. Countries endowed with
such raw materials usually enjoy a strong comparative
advantage in production for export of the processed
commodity, Clear examples of such resource-oriented
export indusiries are those which smelt and refine some
of the major non-ferrous ores; it is these industries, for
instance, which account for the relatively high shaie of
base metals in the total manufacturing output of such
countries as Chile, Mexico, Peru and Rhodesia and
Nyasaland. While, in numerous other raw materials, the
difference in transport costs between the processed and
unprocessed commodity is not of significantproportions,
much of the diversity in industrial structures neverthe-
less still finds its origin in naturai resources. The paz-
tieular resouzce endowment of each country has usually
been an important factor influencing the pattern of in-
dustrial growth, at least in its initial stages, and it has
thereby contributed to the emergence of particular in-
dustries with some comparative advantage in interna-
tional krade. For example, the large share of the food
industry in the total manufacturing output of Burma
and Ireland reflects the presence of substantial indus-
tries processing food for export; or again, the high pro-
portion of output in Kenya and Venezuela accounted for
by the industries classified as other producer goods in-
dustries is explained by the processing for export of
chemical raw materials in the former country and pe-
troleum refining in the latter.

it has to be admitted, however, that the operation of
the principle of comparative cost in giving 1ise to diver-
sity in industrial structures can only be traced with rela-
tive ease in those instances where there are more or less
striking differences among countries in natural resource
endowment. Raw materials are only one element in pro-
duction costs, and when we move away from industries
in which they are a dominant determinant of compara-
tive cost, it becomes vastly more difficult to say why a
particular country has acquired a comparative advan-
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tage in a particular industry or range of industries. The
development, for example, of the cotton textile industry
in India as a major export industry is not just to be ex-
plained by the country’s natural resources. The actual
forces causing countries to specialize in particular in-
dustries as they move beyond the early stage of indus-
trialization are, in fact, as complex as the process of
industrial development itself, and neither natural re-
sources nor any other specific {actor of production can
be identified as the sole reason for the emergence of new
export industries.

Accepting, however, that some diversity among coun-
tries in the relative importance of specific industries is
hound to be present so long as they engage in interna-
tional trade, this still leaves unexplained the other major
fact that emerged from the stalistical comparisen of
industrial structures of the under-developed countries.
This is that, at the level of the twofold classification of
industries, some systematic difference between more and
less industrialized countries is apparent.

The tendency towards some uniformity ameng coun-
tries in the pattern of industrial development is quite in
line with general expectations. It is usually supposed
that, despite the innumerable economic, social and in-
stitutional differences among countries, there are forces
commen to all countries which are of sufficient strength
to induce some uniformity in the evolution of the pat-
tern of manufacturing output. These forces are seen to
lie both on the side of demand and on the side of sup-
ply. On the demand side, there is the evidence suggest-
ing that, as per capita income rises, the composition
of consumer demand {o1 final goods and services tends
to change in a fairly uniform way; in particular, it
tends to shift from relatively simply fabricated non-
durable goods to more highly fabricated durable and
non-durable goods. Associated also with rising incomes,
there is often a tendency for the share of investment in
total expenditure to increase, and this gencrates a rela-
tively 1apid expansion in demand [or durable producer
goods. On the supply side, there is the fact that, since
the technical relations between manufacturing industries
are given by the slate of technical knowledge, the growth
in demand for the semi-manufaclures thatl serve as in-
puts into the final goods industries also tends to unfold
accerding to a uniform pattern.

‘These forces, however, aze only partialiy relevant to
an explanation of the systematic differences among the
under-developed couniries at a point in time; no1, as
wilt be seen later, do they fuily explain the change in
output within these countiies over a relatively short
period, such as the last decade. It is true that, as ob-
served earlier, there is a broad relationship between the
changes in the structure of manufacturing production
and the growth of per capita income and investment
expenditure. But, as also noted earlier, the relationship
is certainly a very loose one; because of the existence of
foreign trade, the pattern of domestic demand and out-

put may deviate quite sharply from one another. In
other words, to account more fully for the systematic
structural differences ameng the under-deveioped coun-
tries at a point in time, or for the pattern of relatively
short-period changes in output, what has to be recog-
nized is the fact that these countries did not begin to
industrialize from a position of balance between domes-
tic demand for manufactures and domestic output of
manufactures. A considerable part of their industrial
development in its early phases, in fact, consists in the
expansion of output to meel existing domestic demand.
This is the familiar process of import substitution, and
it is largely this process which explains why the broad
difference between countries in the relative importance
of consumer and producer goods industries is related
more to the stage of industrial development than to the
level of per capita income.

This point is demonstrated by the estimates shown in
table 113, where, for several main groups of industries,
the relative shares of the gross value of domestic out-
put of manufactures and semi-manufactures in total do-
mestic supplies of the same products are compared. The
table reveals that, in the industrially more advanced
countties, there is a distinct tendency for the composi-
tion of demestic oulput to be aligned more closely to
the pattern of domestic requirements than in the indus-
trially less advanced countries. Within all the countries
of both groups, the relative shares of domestic eutput of
the several industries in total domestic supplies of the
products of these industries vary considerably; gener-
ally, domestic producer goods industiies account for a
smaller proportion of total domestic supplies of produce:
goods than do the consumer goods industries in supplies
of consumer goods. But, while the share of domestic out-
put in domestic supplies of producer goods is well below
the shate of domestic output in domestic supplies of all
manufactures and semi-manufactures in both groups of
countries, the disparity is less in the more industrinlized
countries. Thus, in the more industrialized countries,
the ratio of the proportion of producer goods supplies
met {rom domestic industry to the proportion of all
manufactured supplies met from domestic industry is
mostly above 70, wheieas in the less advanced counlries,
it usually fails below 60. It is only the corollary of this
fact that, in the less advanced countties, domestic out-
put tends to be most heavily concentrated in the con-
sumer goods industries; oulput of the consumer goods
industries, in other words, meets a much higher propaor-
tion of domestic requirements for the products of these
industries than does output of other industries.

It is of considerable interest that this tendency
towards closer balance among the more industiialized
countlries is evident in the smaller countries included in
table 1.13 as well as in the larger countties. Although
the smaller countries derive a higher proportion of theiz
available supplies of manufactumies and semi-manufac-
tures from foreign sources, there is no noticeable tend-
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34 Part 1. INDUSTRIALIZATION AND ECONOMIC DEVELOPMENT

ency for their dependence on imported supplies to be
move heavily concentrated on particular classes of manu-
factures, at least at the level of the broad groups shown
in the table. This suggests that the relatively small eco-
nomic size of the countries stadied here has not heen an
insuperable obstacle to the growth of a diversified in-
dustrial output; output has been expanded in most of
the major branches of production so that the imbalance
among classes of industrial products in their relalive
dependence on imported supplies has tended to dimin-
ish. What this does not exclude, however, is the possi-
bility that, within the major gioups of manulactaring
industry, there may be greater specialization in specific
industries among the smatler countries.

Industrial development in the under-developed coun-
tries, at least in its earlier stages, thus consists in part
of & movement away from a position of marked im-
balance between demand and output to a position of
closer balance. It is not solely a process of expanding
output to meet the rising demand created by growing
per capila incomes; it is also a process in which existing
demand for manufactures is met increasingly from do-
mestic production instead of from foreign sources. Inthe
course of development, industrial activity spreads out
from the production of the simple non-durable consumer
goods to embrace an ever-widening field of final dura-
ble goods industries and intermediate goods industries.

Of particular importance in the diversificalion ol in-
dustry associated with development appears to be the
expansion in the production of intermediate producer
goods. This point is illustrated, though admittedly only
for a few countries, by the data shown in table 1-1d.
A clear tendency is evidenl for manufacturing indus-
tries to sell a rising proportion of their gross culput Lo
each other as lotal manufacturing activity increases. The
correspondence between the degree of industrialization
and the proportion of total manufacturing ocutput
absorbed in intra-industry sales is not exact, ne doubt
owing partly to deficiencies in the data as well as to
inter-country dilfezences in the structure of manufactus-
ing production. But in such moze industrialized coun-
tries as Argentina, Israel and Spain, intra-industry sales
are clearly of substantially greater relalive importance
than in such less industrialized countries as Colombia,
Peru and Tunisia.

It is of interest Lo note thal this tendency for the
output of intermediate products to increase relatively to
total manufacturing eutput is even more cleariy apparent
whete sales nol only among manufacturing industiies
but alse to other scctors of production are considered.
In the three most industiialized countries shown in the
table, the output of intermediate goods accounts for 37
to 48 per cent of lotal manufacturing output, while in
the three least industrialized countiies, it amounis teo
about 18 to 27 per cent. In other weords, the demands
of other sectoss for intermediale products are more im-

portant in accounting for the growth of output of such
products than is the growth of interdependence within
manufacturing industry itself. It is, in fact, found in
the mext section that industries manufacturing such
intermediate products as fertilizers, insecticides, cement,
other building materials and petroleum products ab-
sorbed oulside the manufacturing sector have been
among the most dynamic in the recent experience of
numercus countries.

It would, of course, be of greater interest to identify
in more detail the types of industries that have been
associated with different stages of industrial develop-
ment, and some attempt is made to do this below. But
first, and partly to throw further light on this point, it
is useful to supplement the above comparison of struc-
tural differences with some 1eview of recent trends in
the composition of output.

RECENT TRENDS IN THE MAJOR SECTORS OF
MANUTFACTURING PROBUCTION

As has been discussed earlier, theze has been conside:-
able diversity among countries in the rates of growth in
total manufacturing output. Among the countries shown
in table 1.15, annual 1ates of increase in output have
varied from over 20 per cent to as little as one per cent,
and, as might be expected, high or low rates of growth
in total manufacturing output have generally been re-
flected in corresponding rates both in the consumer and
the producer goods industiies.

What is of interest in the present context is the relative
rates of growth of these two broad groups of industry
within each ecuntry. The inter-country comparison of
industrial structures at more and at less advanced stages
of industrialization revealed that, as countries advance
industrially, there is a systematic tendency for the pro-
ducer goods industries to increase in 1elalive impor-
tance; and this would imply that, within a country, the
rate of growlh of these industries will tend to exceed the
rate of expansion in total manufacturing oulput.

That this tendency has actually been present during
the past decade, in most of the countiies for which data
are availahle, can he seen clearly from table 1-15. Of
twenty-two couniries, output of the producer goods in-
dustries advanced more vapidly than total manufactur-
ing output in sixleen instances. And in at least some of
the six countries where the veverse was true, the expla-
nation lies in special difficulties affecting the expoit-
oriented base melal industries which have such a laige
share in the total output of producer goods industries.
Thus, in Algeria, the Congo (Leopoldville} and Rho-
desia and Nyasaland, special preblems in exports of
base metals have caused the rate of growth in total
oulput of these industiies to lag behind that for tetal
output. Of cousse, it is also Lrue that, in some of the
countries where the rates of growth of the proeduce:
goods indusiries were relatively high, these weie ap-
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Table 1-15. Growth of Manufacturing Output,® 1950-1951 to 1958-1959"

Anaual rate vf growth

{pereentage) Insrense in percentagre
Group and eounlry Final end _ﬂn“l:lfa ;:x?{:rt!fz:fd?{:e
Non-durable intermediaie produeer goods and dur-
Total consunmer producer goods nhle consumer gonds in
goords and durable toial manufecturing
coRsditmer g(}(?d-‘l [)LHINII
Industrially more advanced
countries
China (Taiwan) 156 14 16
Tsrael . 8 7 9 1
Greece 8 6 13 e
Brazil. .. 7 6 8 2
South Africa 3 4 7 5
Mexico . 5 5 6 1
India 5 3 ] 8
Chile . 3 2 5 4
Treland 2 i 3 1
Portugal 2 4 -1 —0
Argentina i -1 3 7
Industrially less advanced
countries
Republic of Korea . 22 22 21 -2
Venezuela . 15 14 15 3
Philippines . . .. 10 9 14 5
Rhodesia and Nyasaland 8 11 5 ~3
Congo {Leopoldville) 8 13 6
Colombia 8 7 13 6
Peru. 6 6 8 3
Algeria . : 6 7 5 -3
United Asab Republic . 6 6 5 -1
Guatemala 5 4 13 4
Moroceco 4 4 5 H

Source: Division of General Economic Research
and Policies of the United Nations Secretariat,
hased on data from the Statistical Office of the
United Nations and trom natienal sources.

a Tstimates are desived from the gross value of
manulacturing output; they differ in some cases
from those obtained [rom the value added referred
1o in earlier tables. Manufacturing output pertains
to groups 20 to 39 of the faternational Standard In-
dustrial Classification of All Economic Activities. Non-
durable ¢onsumer goods: 20 to 22, food, heverage
and tobacee manulactures; 23, textiie menulactures
(except jute textiles in India which are included
with producer goods), manufacture of footwear,
other wearing spparel and made-up lextile goods;
28, printing, puwéshing and allied industries; 29,
manufacture of lesther and leather and fur prod-
ucts, except lootwear and other wearing apparel;
30, rubber manufactures; 31, chemical manufne-
tures, if mainly for consumption {all countrics
listed except Argentina, China (Taiwan), India,
Israel, Ireland, South Africa, the Uaited Arab Re-

ublic and Venezuels); 39, miscellaneous manu-
scturing industries. Final and intermediate pro-
ducer goods and durable consumer goods: 25 and
26, wood and eork manufactures and [urniture and
fixtuves; 27, manufscture of paper and paper
produets; 31, chemical manufactures, il mainly
for producer gouds industries {Argentina, China
{Taiwan}, Indiz, Ireland, Israel, South Afriea, the
United Arab Republic and Venezuela); 32, manu-
factures of petroleum and coal; 33, manufacture of
non-metallic minesal products, except products of
petroleum and coal; 34, basic metal industries;
35.38, manufacture of metal preduets, including
machinery and transport equipment

However, owing to limitatjons of data, there are
differences in the coversge for u number of coun-
iries. Algerin: excluding groups 24-26, 29, 30, 32
and 39; drpentine: lootwear included in group 2%;
Brazil: echuding groups 31, 32 and 35-39; Chile:
excluding gioups 29 and 35.89; Chine (Taiwan):
excluding groups 24 and 28; Colombia: excluding
group 39; Conga (Leopoldvilley: excluding yroups
71, 24.28, 30, 32 and 35.39; Greece: exc uding
groups 24, 28, 32 and 39; Guatemala: excluding
groups 26-28, 30, 32 and 34-39; India: excluding
aroups 28, 32 and 39; group 24 refers te {ootweor
and groups 25 and 26 1o plywood manufuctures
only; Ireland: exchuding groups 30, 32, 34 and 39,
Israel: excluding groups 21 and 22; group 27 in-
cluded with group 28 us consumer goods, since
data are not available separately; Mexico: exciud-
ing groups 26, 29 and 39; Morocco:r excluding
groups 25, 26, 32 and 39; group 24 refers to foot.
wear only; Peruw: excluding growps 35 aad 39;
Philippines: excluding groups 32, 34 and 39; Portu-
7{1!: exclueding groups 24, 20-28, 32 and 35-39;
Republic of Korea: excluding groups 24 (except foot-
wear, which is included with group 233, 28, 29, 32
and 39; Rhodesie end Nyasaland: exeluding group
33; group 33 refers Lo brieks and cement and group
34 Lo ferzous metals only, footwear and leather in-
cluded in group 39; United Arab Republic: exciud.
ing groups 25, 26, 30 and 39; Venezuela: excluding
groulg 34

b For the [ollowing countries, the eriod differs
from that stated: Greece and the l:'Unih:d Arab
Republic, 1951-1952 to 1958-1959; Pery, 1951 Lo
1058; Philippines, 1952-1953 to 1958.1959; Guale-
mala, 1952-1953 1o 1957-1958; Israel and Rhodesia
nd Nyasaland, 1955.1956 o 1958.1959.
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preciably affected by the trends in output of export-
oriented industries. For example, the expansion of cop-
per output in Chile and, to a smaller extent, of a
number of base metals in Mexico, aflected the rate of
advance in the producer goods industries, and in Vene-
zucla the petroleum refining industry dominated the
upsurge in producer goods output. But, in general, even
when account is taken of the influence of these export-
oriented industiies, it is clear that the tendency for
producer goods industiies to expand relatively to total
manufacturing output has largely represented an at-
tempt to improve the balance between domestic demand
and demestic production.

In some countries, the increase in the share of the
producer goods industries in total manufacturing out-
put which took place between 1950-1951 and 1958-1959
was quite substantial. In India, it amounted to as much
as 8 per cent; in Colombia, it was 6 per cent and in the
Philippines and South Africa, 5 per cent. In Argentina,
the share of the producer goods industries rose by 7
per cent, but this was associated with a low rate of
increase in output of these industries as well as with an
absolute decline in output of consumer goods.

It is not to be supposed that these shifts in favour of

producer goods industries can be explained simply by
relatively high zates of expansion in output of capital
goods. As has been emphasized earlier, this group of
industries embraces not only the production of capital
goods but also a diverse range of industries manufac-
turing non-durable intezxmediate goods as well as dura-
bie consumer goods. And although it would obviously
be of great interest to measure the rate of growth in
output of capital goods alone, the data unfortunately do
not permit this. Of course, it is well known that in some
of the industrially more advanced countries, such as
Argentina, Brazil, India and Mexico, production of
capital goods, including electrical motors and genera-
tors, railway equipment, commercial road vehicles and
tractors, has been initiated or expanded in 1ecent years.
Governmental policy has sometimes also been designed
to favour the development of these industries. In the sec-
ond five-year plan of India, for instance, it was empha-
sized that “if industrialization is to be rapid enough,
the country must aim at developing basic industries and
industries which make machines to make the machines
needed for further development™.®

8India, Plunning Commission, Second Five Year Plan (New
Delhi, 1956) , page 25

Table 1-16.  Annual Rate of Growth of Industries Manufacturing Final and Intermediate Producer Goods
and Durable Consumer Goods, 1950-1951 to 1958-1959¢

{Percentape)
Meatal \ }
Group and Toral Base i:x?:‘.;:l::g')‘ Lhemicals f{:‘:&: I::::’ Otr:::u?l‘}:.l-‘ l;n?;: F:i?n; ﬁ;ﬁr
teuntty metaly and trant. manufac- minerai uets board
port equipment gures manufactures
Industrially more advanced
countries
China (Taiwan} 16 27 23 11 16 13 10 19
Grecce 13 7 15 ‘ 14 11 12
Israel 9 — G — T 10 7
Brazil . 3 8 .. .. 8 9 7
India 8 4 14 11 i1 11 11
South Africa 7 9 7 4 17 6 3 6
Mexico 6 5 6 11 7 -5 6
Chile 5 7 . 2 2 2 9
Arpentina 3 6 2 3 7 2 -2 6
Lietand . 3 . 3 5 2 -3 o
Portugal -1 8 7 w3
Industrially less advanced

couniries
Republic of Korea 21 50 24 .. 22 4 27
Venezuela 15 . i3 21 13 12 8 3
Philippines 14 18 9 17 il
Guatemala 13 .. O .. 18 15 .
Colombia 13 53 16 14 7 8 12
Peru . o g 14 7 3 8 — 12
Congo {Leopoldville) ] 5 . 7 ..
Rhodesia and Nyasaland 5 5 4 7 7 10
Algeria C e 5 — 4 e 8 8
United Arab Republic 5 15 2 6 5 6 12
Moroceo. . . S 5 3 5 3 9

Source: See tahle 1.15

* For definitions and differences in time period, see footnotes to table 1.15
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Though it is impossible to quantify the relative con-
tribution of the capital goods industries, it is probable
that their impertance in accounting for the rales of
growth in the producer goods industries as a whole
has generally been quite limited. Certainly, in some of
the industrially more advanced countries, the appie-
ciable rates of increase in output rccorded by the
hase metal, chemical, metal products, machinery and
transport equipment industries have marked the emer-
gence of a substaniial heavy industry. But in most of
the less industrialized countries, the expansion of such
heavy industries has been of guite minor importance;
and even in the industrially more advanced countries,
other industries besides the capital goods industries
have contributed substantially to the rates of growth
in output of producer goods as a whole. Thus, in most
countries, the establishment or expansion of such in-
dusiries as cement, fertilizers, petroleum refining and
paper has been of considerable significance in deter-
mining the rates of increase in oulput of producer
goods. It is, in fact, quite striking that, when the in-
dustrially more advanced countries are compared with
the industiially less advanced countiies shown in table
1-16, no distinct diflerence can be discerned in the pat-

tern of growth of the various producer goods industries.

Within the consumer goods industries, there has
similarly been no clear difference between the more
and the less industrialized countries in the relative
rates of growth of the major branches, Among a num-
ber of the less industrialized countries, however, the
main consumer goods industries have recorded much
higher rates of increase in oulput than among most of
the more industrialized countries. Among the counlries
shown in table 1.17 annual rates of increase exceeding
0 o1 10 per cent have been quite frequent in the various
consumer goods industiies of the industrially less ad-
vanced countries, but less so ameng the industrially
more advanced countries. In part, these relatively high
rates reflect the smaller base from which the less ad-
vanced countries have expanded their output. But, in
part also, they are indicative of the greater scope in
these countries for import substitution in consumer
goods industries. In the industrially more advanced
countries, the continuing expansion of the major con-
sumer goods industries, such as food and textiles, has
to a considerable extent reflected the further diversifica-
lion of output; in addition to the long-established ac-

Table 1-17. Annual Rate of Growth of Industries Manufacturing Non-durable Consumer Goods, 1950-1951

to 1958-1959"

{Percentage)
Fasd, Other indusiries
G:":)z‘:ff; ! Total m:vr:':::qts :{'f:s- Total rn:;t‘:t‘.}e o g ,:::.ing Leather Rubher Chemicals Miscal
tobaecn ciothing  publishing laneons
Industrilly more advanced
countries
China {Taiwan) . . 14 12 19 5 . 9 10 2
Israel 7 T 0 6 5 19 15 7 13
Grecce G 7 ! 9 o . 8 s L
Brazil 6 7 5 T 5 8 3 i0
Mexico 5 6 2 G — 7 6 8
South Alrica 4 3 9 4 B 5
Portugal 4 4 3 5 ] 7 5
India 3 4 2 9 5 3 10
Chile . 2 2 2 2 5 -2 . 5 3
Treland i 1 4 1 — 3 3 . .
Arpentina . -1 3 i -2 -1 1 -5 5 —4
Industrially less advanced

countries
Republic of Kotea 22 28 19 25 . . 19 30 L
Venczuela .. 14 10 16 20 21 17 16 22 30
Conge (Leapoldville) 13 11 . 17 ) . 20 15 .
Rhodesia and Nyasaland il 11 7 i2 9 11 . 13 13 16
Philippines 9 9 10 8 -5 3 33 14 10
Algeria . v 9 —6 7 . 5 o 9
Cotombia . .. 7 5 8 9 8 9 5 5 9
United Arab Republic 6 4 7 5 -3 7 1
Peru 5} 5 5 8 9 3 1 7 11
Guatemala 4 3 5 10 15 . e 7
Morocco q 3 5 24 15 2 9 e G

Source: See table 1.15

s Tor definitions and differences in lime period, se¢ footnotes to table 1-15.
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tivities—for example, wheat milling or zice polishing—
new industries producing such commodities as pre-
served foods or bottled drinks have been emerging.

This review of recent changes in the composition of
output, together with the inter-count:y comparison of
industzial structures, permits some tentative conclu-
sions to be drawn about the nature of the industries
established or expanded in different phases of indus-
trialization, This is not to say that any uniform se-
quence in the development of specific industzies ean be
traced. In fact, as has been noted above, there does not
appear to be much relation between the relative impor-
tance of specific classes of industry and the stage of
industrialization. Further, if, as has often been the case,
government engages actively in the development of new
industries, the particular sequence may be the outcome
of policy rather than of economic causation. However,
when industries are identified not only by the nature
of their products but also by their technical charactes-
istics, there does appear to have been some consistency
in the types of industry which have emerged at differ-
ent stages of industrial development; some generaliza-
tons on this score may be hazarded,

In the primary producing countries, processing of
raw materials for export, either by domestic or for-
eign-owned firms, has often emerged as a first major
branch of industry. With the development of produe-
tion for the domestic market, entreprenenzs have ini-
tially tended to concentrate their investments in the es-
tablishment on non-durable consumer goods industries,
Various reasons, such as the limited capital require:
ments or the size of the market, have been offered to
explain this early preference for these industries. But
in addition to the presence of a ready market, one of
the most persuasive reasons lies simply in the fact that
there has been long familiarity with the processes and
products of these industries. Food processing, cloth
spinning and weaving, shoe making and so forth are
manufacturing processes which are present in some
form even in the least developed countiies, and there
are always at least some entrepreneurs and workers
who are familiar with these processes and for whem,
therefore, the substitution of mere advanced methods
of production for traditional ores does not represent
a plunge into an entirely unknown world of new in-
dustiial techniques. Thus, industrialization at its very
early stages also becomes in part a process of substitu-
tion for traditional cottage industries of factory pro-
duction as well as a process of import substitution.

In most of the under-developed countries which have
been described above, the growth in manufacturing
ouiput during recent years has apparently passed be-
yond this early phase or has been more complex in
pattern. As we noted above, there has been a common
tendency to develop certain producer goods industiies,

such as cement, fertilizer, petroleum refining or pulp
and paper, as well as other consumer goods industries,
such as pharmaceuticals, toilet preparations oz rubber
goods. It was also observed that a notable character-
istic of most of these producer goods industries is that
in the main they sell their products not to other
branches of manufacturing industry but to other sec-
tors of production, such as agriculture or the constzuc-
tien and transport industries. In other words, they do
not presuppose the existence of other manufacturing
industries to provide outlets for their preduects. But
both such producer and consumer goods industries are
characterized by another fact. It is that the plants es.
tablished for the manufacture of their products are
relatively self-contained in the sense that they are not
dependent for their operation on supplies from a wide
range of complementary industries. Mineral and agri-
cultural raw materials, rather than other semi-manu-
factures, form the bulk of their inputs. Thus, neither
as regards markets nor as regards supplies are these
industries heavily dependent on other manufacturing
industries.

The expansion in production of manufactures in-
volving more complex forms of industrial organization
has largely been confined in recent years to the indus-
trially more advanced countries. This represents a
phase of development in which industrial growth may
take place concurrently in several directions. One line
of development begins with the establishment of plants
assembling and finishing certain engineering products,
such as transport vehicles, refrigerators, industrial en-
gines or electrical machinery. Plant output is dependent
on a varied supply of component parts from other
plants and industries, and though these parts may he
mostly imported at first, the creation of a demand for
them can lead to the growth of a wide range of ancillary
industries. Other lines of growth may emerge from the
establishment of the metallurgical and chemical indus-
tries prodocing semi-manufactares for the engineering
industiies. By-products of the metallurgical industries
are the raw materials for some branches of the chemical
industry, and by-products arising in some chemical
processes provide the basis for other processes. The
lires of interdependence between the engineering, metal-
luigical and chemical industiies aze, indeed, innumera-
ble. Industiial development in this phase thus begins to
take the form of the establishment of whole industrial
complexes rather than of individual, and comparatively
unrelated, plants.

It is not suggested that this sequence of development
ir types of industries is the sole possible line of growth
or that it cannot be very considerably altered by gov-
ernmental policy or specific economic eircumstances.
But actval industrial growth in the under-developed
countries to date does at least appear to have moved
roughly along these lines.
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THE ROLE OF IMPORT SUBSTITUTION

The preceding analysis has stressed the role of import
substitution in accounting for the growth and diversifi-
cation of manufacturing oulput, at least in the early
stages of industrial development. The extent to which
the growth in manufacturing activity has been concen-
trated in the importsubstituting industries, however,
also has a wider significance.

As has been observed earlier, the pattern of indus.
trial development is interlocked with the broader issues
of the level of investment and the rate of economic
growth as a whole. In so far as industrial development
has centred upon the expansion of domestic capital
goods industries, the link is obvious. But in most coun-
tries this has not been the principal way in which the
current pattern of industrial development has influ-
enced the prospective level of investment. Of more fre-
quent importance has been the extent to which the ex-
pansion of domestic manufacturing cutput has resulted
in the replacement of imported goods by domestic
products. To the extent that this has occurred, foreign
exchange has been released for the possible purchase
of additional supplies of capital goeds.

By no means all the industries established or ex-
panded in the under-developed countries have given
rise to import substitution. Seme part of the increase
in industrial activity has consisted in the expansion of
export-eriented industries, though, as discussed later,
this has been of quite minor proportions. Much more
important has been the growth in production under-
taken to satisfy the 1ising domestic demand for manu-
factures. With rising pepulations and increasing per
capita incomes, there has almost everywhere been some
increase in domestic demand for manufactures and
some part of the expansion in domestic output has
therefore gone towards the satisfaction of the enlarged
demand and not towards the replacement of imports.

It has generally heen an aim of governmental policy
in the under-developed countries 1o favour the estab-
Hshment and expansion of impert-substiteling indus-
tries. Faced with shortages of foreign exchange, govern-
ments have generally applied import conirols in order
to restrict imports of non-essential consumer goods and
thereby increase the supply of foreign exchange avail-
able for essential consumer goods, capital goods and
industrial raw materials. Encouragement of domestic
production of essential consumer and producer goods
has been an integral part ol this policy, since such
production has enlarged the supply of foieign exchange
which can be used to purchase capital goods. It has te
be recognized, however, that the actual contribution
which the expansion of domestic production has made
towards lessening the pressure on foreign exchange sup-
plies has often {allen short of expectations. This is not
only because some part of the expansion In outpul has
necessarily been absorbed by the growing zather than
the existing need for essential consumer goods. In addi-

tion, the creation of sheltered markets that has ensued
from the application of impert controls has sometimes
resulted in the growth of industries producing non-
essential goods; the expansion in domestic output of
these industries has not necessarily saved foreign ex-
change since licences would not, in any case, have been
issued for imports of comparable products. Further, as
discussed later, increased domestic production of essen-
tial as well as non-essential goods has generally raised
requirements for raw materials and semi-manufactures,
and, in so far of these have had to be imported, the net
saving in foreign exchange arising from greater domes-
tic production has been reduced.

While it is diffeult to disentangle these several fac-
tors, it is, however, true that the expansion of demestic
manufacturing preduction during the last decade has
frequently resulted in some import subslitution. Tor
manufactures, as can be seen from table 1-18, the rate

Table 1-18. Anpual Rates of Change in Output
and Trade of Manufactured Goods® 1950-1951
to 1958-19590

{Percentage)

Gronp and country Chutpue fmparzse Exporise

Industrially more advanced

countries

China {Taiwan} . 13 3 15
{srael 8 1 19
Brazil 7 -3 10
South Alrica 5 3 —1
Mexico 5 5 2
India 5 ] e
Chile . 2 2 3
Ireland 2 -2 4
Argentina 2 -2 —0
Portugal 1 1 7

Industrially less advanced

countries

Venezuels i5 9 i2
Philippines i0 1 3
Colombia 8 —1 7
Peru . o . . 6 2 i
United Arab Republic 6 2 8
Rhodesia and Nyasaland 8 ] —1
Guatemala 5 T -

Source: See table 1-13

« For differences in coverage, see footnole a to table 1.15

b For the following countries, the period differs [rom that
stated: China (Taiwan}, Colombia, Greece, Portugal and the
United Arab Republie, 1951.19532 to 1958.1959; Chile, 1950-1951
to 1958; Peru, 1951 10 1958; Philippines, 19521953 10 1958.
1959; Guatemala, 1952.1953 1o 1957.1958, and Israel and
Rhodesia and Nyasaland, 1955-1956 to 1958-1959

® Quantum; estimated by using unit values of selected groups
of internationally traded goods

of growth in domestic production has exceeded the rale
of increase in imports in a majority of countries. This
tendency, however, has been more evident among the
industrially less advanced countries than among the in-
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dustrially more advanced ones. Only in six of the ten
countries in the latter group did domestic production
advance at a faster rate than imports, whereas this oc-
curted in all but one of the seven countiies in the
former group.

Simple comparison of the rates of increase in domes-
tic production and impozits, however, does not provide
a measuze of the extent to which import substitution
has taken place. For one thing, as noted earlier, part of
the expansion in domestic output has been devoled to
the enlargement of the export trade. As for the products
of the engineering industries, which are usually of a
more recent origin in the under-developed countries,
increases in output have generally been sbsorbed by
the rising domestic demand without curtailing corre-
sponding imports of machinery and other capital squip-
ment. Moreover, in order to measure the degree of
import substitution in a given time period, the relative
proportion of imporis to total domestic supplies at the
beginning of the period must also be taken into ac-
count, for, obviously, the greater the dependence on
imports of manufactured goods, the greater the scope
for expansion of domestic output to replace imports.
Indeed, the proportion of imports to total domestic

Table 1-19. Rale of Import Substitution in the
Growth of Manufacturing Qutput for the Domes-
tic Market,® 1950-1951 to 1958-1959v

FPereentage share of

Imports as ingreade in outpul
Group and country perecntage af' atiributable o
domesticaupplys  Impors Domestic

1030.1951 wbstitution  demand

Industrially more advanced

couniries

South Africa 32 31 69
{reland. . ) 24, 73 27
China (Taiwan) 23 23 77
{srael . 21 38 62
Chile . 16 w3 103
India 14 -1 104
Mexico 8 4 96
Argentina ‘ 7 25 75
Brazit 4 5 95

Industrially less advanced

courtlries

Rhodesia and Nyasaland 53 60 44
Venezuela G 37 28 72
Peru . . 37 33 67
Guatemala . 36 e 14 114
Philippires 34 36 64
United Arab Republic 28 25 75
Colombia . = . . 15 18 82

Saurce; See table 1-15.

* Manufactured output, excluding metal products, machinery
and transpert equipment: ISIC groups 20-34 and 39 For differ-
ences in coverage, see footnote a to table 1.15 Data on gutput
are adjusted to exclude exports of manefactured goods.

b For diflerences in time period, see footnote & to table 1.18.

¢ Domestic supply refers to the sum of output and imports less
exports

supplies at the outset of the perjod under review varied
considerably among countries. A more direct measure,
therefore, of the degree of import substitution of manu-
factured goods other than engineering products” hag
been attempted in table 1-19. This table has been con-
structed on the assumption that, if the ratio of imports
to domestic supplies of these manufactured goods was
lower at the end of the period thar at the beginning,
this decline was due to the growth of import-substi-
tuting activities. To the extent that this has occurred,
an equivalent pairt of the increase in manufacturing
output for the home market has been aseribed to im-
port substitution and the remainder to the expansion in
domestic demand.8

Although the sample of countzies for which such data
are available is admittedly small, these calculations do
suggest that the expansion of import-substituting pro-
duction between 1950-1951 and 1958-1959 was gener-
ally substantial in the industrially less advanced coun-
tries but tended to be more mederate in the industrially
more advanced countries. In two countries of the latter
group, in fact, import substitution accounted for 5 per
cent ox less of the expansion in manufacturing output
for the domestic market, while two other countries even
experienced increases in the share of imports in domes.
tic supplies.

This difierence between the more and the less ad-
vanced countries only indicates that the scope for im-
pott substitution has been greater in the latter coun-
tries. The share of impozts in total domestic supplies
of manufactures at the outset of the period was gen-
erally much higher in these countries than in the more
advanced countiies, and the spread of import-substi-
tuting activities has therefore played a greater role in
their recent industrial development, Indeed, i all the
countries shown in table 1-19 are taken together, there
is some evidence of a rough relationship between the
relative importance of import-substituting activities
during the period and the shaze of imperts in total
domestic supplies at the beginning of the period. Thus,
it is not accidental that even in some of the industiially
more advanced countries, where the ratio of imports
to domestic supplies at the beginning of the period was
high, import substitution has been quile substantial,

These findings support the conclusion reached pre-
viously, namely, that the earlier stages of industrial
development consist, in large measure, of a spread of

7 Non-durable censumer goods and intermediate products
(ISIC groups 20-34 and 39); for a description of these groups,
see footnote a to tble 1-15.

8 It should be noted that even this method has certain short-
comings. In principle, the total amount of import substitution
should he caleulated by aggregating the extent of import-sub-
stitution of similar manufactured goods, taken individually,
bat data are not available in sufficient detail to permit this
procedure, Furthermore, changes in the share of imports in
domestic supplies of manufactured goods may have been af-
fected by, in addition te import substitution, shifts in the pat-
tern of demand. This factor, again because of lack of data, is
tgnored here.
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Table 1-20. Role of Import

Manufacturing Output®

Substitution in the Growth of Major Components of

for the Domestic Market, 1950-1951 and 1958-1959"

Graup and country

Intermedinte producer
govds: pereentage share
ef incroise in output
ateributable to

Non-durgble consumer govds:
peresntage shore of increase
in eutput atiributablo to

INDUSTRIALIZATION AND ECONOMIC DEVELOPMENT

cbiuttan gt subisugior gt
Industriglly more advanced

countries

Argentina 18 a2 23 77
Brazil 5 95 20 a0
Chile 326 126 67 33
Chinga {Taiwan) 25 75 22 78
India 7 93 —25 125
Lreland 99 1 46 54
Israel 27 73 23 77
Mexieo . — 100 HU 90
South Alrica 34 66 28 72

Industrially less advanced

countries

Colombia 20 80 dd 56
Guatemala —22 122 20 80
Pern . 31 69 34 60
Philippines . . 39 61 16 a4
Rhodesia and Nyasalaed 60 40 73 2
United Arab Republic 29 71 30 70
Venezuela 28 T2 15 85

Source: See table 1.15

a Manufacturing oulput, excinding metal prod-
usts, machinery and transport cquipment: 151G
groups 20-34 and 39, Tor differcnces in coverage,

import-subslituting activities. They also suggest, how-
ever, that the role of impert substitution tends to
diminish quite sharply as countries reach more ad-
vanced stages of industrial development. In such coun-
tries as Brazil and Mexico, for example, the effect of
the growth of domestic production in 1eplacing imports
has been relatively moderate in recent years. This, it
should be noted, does not mean that such import sub-
stitution as has taken place has failed to result in
significant foreign exchange saving, but it does suggest
that the scope which import substitution offers as a
means of rapidly augmenting the supply of foreign ex-
change available for impozts of capital goods contracls
markedly as countries reach more advanced stages of
industrialization. More advanced countries must there-
fore seek alternative ways of expanding the supply of
capital goods, either by developing domestic capital
goods industries or by enlarging their export trade.

Given the present stage of indusitialization in most
under-developed countries, there is no doubt that the
absolute amount of import substitution has been
greater in the consumer goods industiies. But this by
no means implies that the spread of import-substituting
activities has been confined to these industries alone.
Indeed, in several countries, domestic output of inter-
mediate producer goods has also increased substan-

we fpotnote a to table 1-15. Data on output are
adjusted to exciude exports of manufaciurad goods.
b For differences in time period, see footnote b to

tabie 1-18

tially. As between the two broad groups of industiies,
in {act, there has been no clear tendency for import
substitution to be relatively of greater importance in
either one (see table 1-20}.° Bat, as is to be expected
in the light of the earlier findings for manufacturing
industry as a whole, in the industrially less advanced
countries, the degree of import substitution has gen-
eraily tended to be larger in both groups of industries
than is the case in the industrially more advanced
countries.

Specific instances of the types of intermediate pro-
ducer goods industries in which domestic production
has substantially replaced imports are given in table
1-21. For example, the under-developed countries have
made considerable advances towards altaining self-
sufficiency in the products of the paper industry and

1 should be noted, however, that it is possible for some
impott substitulion to have taken place witkin both groups of
industries, but for the degree of dependence on imporls of
manufactures as a whele to have risen. This is because a
marked shilt in the composition of total demestic suppiies to-
wards producer goods may have occurred during the period,
and, since the average level of dependeace on imports gen-
erally tends to be much higher for capital goods than for con-
sumer zoods, lolal imports may have risen relatively 1o total
domestic supplies despite some expansion of import-subsiitut-
ing setivity within both the censumer goods and the producer
goods industries
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in cement and refined fuel oils, Originating mainly as
an activity for meeting consumer demand, the paper
industry has gone on to provide an increasing propor-
tion of the requirements for packaging materials, and
in several countries the manufacture of newsprint and
wood-pulp has expanded sharply. Again, there is now
hardly a country in the world which dees not produce
some cement: most of the more advanced countries, as
the data clearly indicate, have become self-sufficient in
this product, while the less advanced countries are
rapidly moving towards this goal. Despite the fact that
the deposits of crude petroleum are much less evenly
distribnted than the raw materials for cement manu-
facturing, and even though demand for petroleum
products has increased sharply as a result of rapid
industrialization and urbanization, there has been a
pronounced decline in the share of net irports in the
consumption of refined fuel oils in a majority of the
under-developed countries. In many countries, this
trend has been actively shaped by the policies of gov-
ernments aimed at saving foreign exchange through
domestic refining of petraleum. By contzast, only a few
under-developed countries have achieved large-scale
reduction in their dependence on imported heavy
chemicals and steel. Although a number of countries
have advanced towards greater production of steel, for
example, none has yet reached complete self-
sufficiency.

Similar trends towards greater self-sufficiency are
apparent in the case of individual consumer goods {see
table 1-22). For instance, in 1efined sugar, an industiy
whose location is closely Hnked with such factors as the
availability of zaw materials and the high costs of
transport, under-developed countries have increasingly
sotught to meet their needs through domestic produe-
tion. Two-fifths of the countries included in table 1-22,
in fact, became net exporters of refined sugar by the
latter part of the nineteen fifties. The high transpert
costs have also favoured increasing self-reliance in the
products of the beverage indushiies, such as aerated
drinks and beer.

Equally prominent has been the growing self-suffi-
ciency in supplies of textiles and, though data are not
included in the table, of such articles of everyday use
as footwear, soap and matches. Cotton splaning and
weaving, traditionally the pioneering industries, have
made 1apid gains in a large majority of the under-
developed countries. A number of countries, but most
dramatically in the case of Pakistan, changed their
position during the nineteen fifties from net importers
to net expotlers of cotton fabrics.l®

13 The rayon industry, toe, has made rapid strides in a few
under-developed countries, with India, Portugal and the United
Arab Republic even emerging as net exporters of zayon cloth.
On the other hand, the woollen industry, partly by virtue of
climatic reasons, has made little impact on imported supplies.

Import substitution has, thus, been a force of great
importance in the under-developed countries. It has not
only promoted the growth and diversification of manu-
facturing output but has also, concurrently, released
foreign exchange for the importation of additional
capital goods for a variety of investment projects. On
the other hand, the growth of industries has frequently
hinged upon enlarged imports of raw materials; to the
extent that such impoits have increased, savings of
foreign exchange from import substitution have been
diminished.

As a rule, incieases in the imports of raw materials
have been determined by the rate and pattern of in-
dustrial growth and by the resource endowment of
individual countries. In the industrially more advanced
countries, the establishment of a more diversified group
of industries has generally 1equired larger increases in
imports of raw materials, with the result that net sav-
ings of foreign exchange have tended to be smaller than
in the industrially less advanced countries (see table
1-23). In the latter group of couniries, expansion in
manufacturing output has largely consisted of in-
creased production in the Jood, textile and other in-
dustries which are based primarily on domestic raw
materials. It is significant, however, that, in the nine-
teen fifties, despite enlarged impoits of raw materials,
import substitution resulted in substantial savings of
foreign exchange in most of the countries included in
table 1-23.

Such savings of foreign exchange have played an
important part in financing the expanded imports of
capital goods. In all but one of the industrially less
advanced couniries, net savings amounted to more than
50 per cent of imports of capital goods and other engi-
neering products in 1950-1951; the ratio, in fact, ex-
ceeded 100 per cent in the Philippines and Venezuela.
This souree of foreign exchange alone, in other words,
may have financed increases in imports of capital goods
ranging from one-half to all of such imports in 1950-
1951, In the industrially more advanced countries,
however, the potential contribution of import substitu-
tion to net savings of foreign exchange has generally
been less important. In Brazil, Isiael and Mexico, for
example, where additional imports of raw materials
absorbed a substantial part of foreign exchange saved
through import substitution, net savings were small in
relation to imports of capital goods. Indeed, in such
countries as Chile and Portugal, where the expansion
in manufacturing output was not large enough to re-
duce dependence on corresponding imports, increases
in the imports of raw malerials constituted an addi-
tional burden on foreign exchange resources.

THE ALTERNATIVE OF EXPORT PROMOTION

As a means of expanding the supply of fozeign ex-
change available for capital goods and other essential
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Table 1-22.  Percentage Share of Net Imports in Domestic Supply of Consumer Goods®

Sager ’ Heer Cigarettes Colton eloth
Group and country 0311058 1555-1059 19507951 1956.1957 1655.1951 1950.1959 10311952 1058.1050

Industrially more advanced

countries

Azgentina . — 3 — — e — 2 -

Brazil . . e e . -1 -4

Chile . . . . — e — —

China (Taiwan) ~576 —540 13 — 1 - . ..

Greece . . i . _ 16 11

India . — o . -2 — —-18 -12

Treland . 11 4 —~72 - 126 . . 67 55

Istael . 160 86 2 1 1 .. o

Mexico . . e -9 — — e e -15 -2

Portugal 76 72 —G — 1 — ~-58 oo il

South Africa =T -3 -3 1 -2 e .

Spain . 5 18 —_ — 1 1 o -5
Industrially less advanced

countries

Buima . 50 45 54 1 S ..

Ceylon . .. o . 2 88 92

Colombia oo -18 9 —_— — 2 H

Congo (Leopoldville) 8 15 —d — 30 3

Cuba . -11 -9 — 1 3 d

Ecuador . e —35 — — 18 38

El Salvador .. —_— -19 - 4 1 5

Ethiopia 100 — .. .

Guatemala — e —320 2 — —

Honduras . 58 36 1 o

Indonesia e -1 o . 4 e 95 81

Jamaica -2 1 9 14 2 22

Nicaragua —45 ~53 10 4 - 2

Nigeria . .. 84 63 24 3 .

Pakistan 67 15 o 12 e 71 —4

Peru ., —12 ~8 — — .

Philippines — —2 -1 -2 17 —

Thailand .. .. 39 17 .. .. z o

Trinidad end Tobago . . 13 14 1 1

Turkey : -3 -5 — —— — — 41 e

United Arab Republic — -1 10 e . y 4 -8

Venezueln . - . -6 — —_ 45 35 76 69

Source: Divisior: of General Economic Researeh and Palicies of Trinidad and Tobago, 1952 for Guatemala and 1953-1954 for
the tUnited Nations Secretariad, based on data from Statistical Honduras; end period 1958 for Guatemala, 1957-1958 for Argen-
Oflice of the United Nalions, Statistical Yearbook and Yearbool: of tina, Chile, Congo (Leopoldville), Cuba, Ecuador, Greece, Hon-
International Trade Statistics, from Food and Agriculture Organ- duras, Peru and the United Arab Republic and 1956.1957 for
ization of the United Nations, Trade Yearbook (Rome); from Colombia. Cigareites: beginning period 19511952 for Brazil,
International Cotton Advisory Committee, Cotton-World Sta- Indonesia and Trinidad and Tobago, 1952 for Guatemala, 1952.
tistics (Washington, D C), and frem national trade publications 1953 for Turkey and 1953-1954 fo: Buima; end period 1958 for

Guatemala, 1957.1958 for Chile, Congo (Leopoldvilie), Cuba,
Ecuador, Indonesia, Portugal and Thailand and 1956-1957 for
Brazit and Colombiz, Cotton cloth: beginning peried 1952.1953

In some cases, the time period diflers from that stated Sugar. for Ceylon, 1953-1954 for Spain and 1954.1055 [or Yenezuela;
beginning period 1952.1953 for China {(Tuiwan) ; end period 1558 end period 1957.1958 for In onesia, Spain and the United Arab
for Venezuela Beer- heginning period 1951.1952 for Peru and Republic, 1957 for Grecce and 1956-1957 for Mexico,

"Minus sign indicates net exports. Domestic supply relers to
the sum of production and imperts less exports
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Table 1-23.

Contribution of Import Substitution® to Savings of Foreign Exchange,

1950-1951 to 1958-1959

Ratio of net 1avings
to impartl in

Savings Inerense 1930-1951 of
Greup aad count fmr ‘:umrz ino}}'r:ﬁ?ur “ :uuﬂ\i,:t sb Munuficures,

F 7 mhm’fruriau materfels * axcluding ' Capitnl
capital goods
gooda

(millions of dollars; in constant prices} {pereeniage}
Industrially more advenced

countries

Argentina 159 -25 184 26 61
Brazil. . 191 134 57 25 i)
Chile ... . —4 15 -19 12 -15
China (Taiwan) 76 29 47 58 235
India. . . . -39 — 34 oy -2 -2
Ireland 63 24 30 19 41
Istael . 56 40 17 11 15
Mexico . 58 24, 34 14 11
Portugal. -7 73 - 80 —~94 —101
South Africa 275 15 260 29 76

Industrially less advanced

countries

Colembia 144 14 130 65 78
Peru .. 53 2 51 38 57
Philippines .. .. .. .. 150 26 124 51 123
Rhodesia and Nyasaland 95 4 91 42 59
United Arab Republic 80 39 41 16 36
Venezuela . 330 14 316 94 128

Source: See table 1.15.

» Ymport substitution of manufactured output,
exclusive of chital goods. Capital goods in this
table refer to ISIC groups 35 to 38 (metal products,

machinery and transport equipmert}; these groups
include certain durable consumer goods.

b Savings from import substitution less increase
in imperts of rew materials.

Table 1-24. Annual Rates of Growth of Manufacturing Qutput and Exports, 1950-1951 to 1958-1959*

(Percentage)}
Polume of exporu®
Mannfac.
Group of sosntrics® turing Procassed Fully .
artpud or semi- manfie- Sub- Crudst Total
manufactured® fured! tatal
Industrially more advanced countries . 5 3 3 3 2 2
Industrially more advanced countries, exclud-
ing India . 5 3 5 3 2 3
Industrially less advanced countries 7 6 8 6 5 5
ToraL 6 4 3 4 3 3
Torar, excluding India 6 4 3 4 3 4
Source: Division of Geaeral Economie Research and Policies of Costa Rica, Ecuador, El Salvador, Guatemala, Pern, Philippines,
the United Nations Secretariat, based on data from national and Rhodesia and Nyasaland, Turkey, Venezuela and the United

international seurces.

» For the following couniries, the period differs from that
stated: Venezuela, 1950-1951 to 1959; Colombin, Costa Rica,
Greece, Portugal and the United Arab Republie, 1951-1952 to
1958-1959; Chile, 1950-195] to 1958; Guatemala and the Phil-
ifl:upincs, 1952-1953 to 1958-1959; Turkey, 1931 to 1957-1958;

eru, 1951 to 1958; Bl Salvador, 1953-1954 1o 1958.1959; Israel
and Rhodesia and Nyasaland, 1955-1956 to 1858-1959.

b Estimated by using selected nationnl and international in-
dices of unit values of exports.

¢ Industrially more advanced countries: Argentina, Brazil, Chile,
China (Taiwan), Greece, India, Ireland, Israel, Mexico, Portugal
and South Africa Industrielly less advanced countries: Colombia,

Arab Republic. .

4 Group averages are derived by using dollar equivalents of
value added in manufacturing in 1959 as weights.

@ SITC groups and sub-groups 013, 022, 023, 024, 029, 032,
046, 048, 053, 035, 061, 062, 07103, 073, 091, 099, 111, 112,
129, 251, 513, 314-02, 315, 4, 5, 611, 613, 621, 631, 632, 633,
651, 661, 662, 671, 672 and 68.

{'SITC groups and sob.groups 612, 629, 632, 641, 642, 652,
653, 654, 655, 657, 663, 664, 665, 666, 673, 69, 7 and 8.

2 SITC groups and sub-groups 0, 1 (excluding the sub-groups
mentioned in foctniote e), 2 (excluding 251), 311,312, and 314.01.

b Unrounded fgure, 3.4, Owing to smaller country coverage,
this figure differs stightly from that shown in table 1-3.
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imports, the promotion of export-oriented industries
offers an alternative to the development of imporl-
substituting industries. The growth of manufacturing
output in the under-developed countries, however, has,
as a general rule, been so heavily geared to meeting
domestic requirements that its quantitative significance
in expanding exports of manufactured goods has
proved to be small.

It is true that, expressed as annual rates, the in-
creases in exports of manufactured and semi-manufac-
tured goods during the nineteen fifties by no means
appear unimpressive. From the under-developed coun-
tries included in table 1-24, exports of these goods
expanded at 4 per cent per annum. Moreover, if the
industrially less advanced countiies are considered
separately, the rate amounted 1o as much as 6 per cent
or twice as high as in the case of the industrially more
advanced countries,

These figures, however, mask the fact that in abso-
lute terms the increases have been small. Thus, in 1958-
1959, even after the gains reflected in the percentage
1ates of increase, the average annual value of processed
or semi-manufactured goods exported from the under-
developed countries included in table 1.24 totalled only
$2.9 billion and that of fully manufactured goods only
$0.8 billion. Indeed, without base metals and refined
petroleum, the figure for the exports of semi-manufac.
tured goods would be much smaller. OF the exports of
fully manufactured articles, India alone provided more
than $0.4 billion; about $0.3 billion was contributed
by ten other industrially advanced countries, and ex-
ports of the eleven industzially less advanced countries,
taken together, did not even reach $0.1 billion.

Even in percentage terms, the increase in the exports
of both semi-manufactured and fully manulactured
goods was notably smaller than the increase in domestic

manufacturing output. This difference has largely been
the resull of heavy concentration, at the earljer stages
of industrialization, upon the expansion of output for
the domestic market. But, to a significant extent, it is
also indicative of the fact that the manufactured goods
which the under-developed countries are currently able
fo export are mostly those for which the world demand
has not been increasing rapidly. Indeed, the annual rate
of increase of 4 per cent in the exports of manufactured
goods from the under-developed countries under review
was just aboul two-thirds of the corresponding rate for
world exports of manufactured goods. Thus, far from
increasing, the share of these under-developed countijes
in the world trade of manufactures has been de-
chining,

It is normal to expect thal, as industrialization
gathers momentum, a 1ising proportion of domestic
output of raw materials would be absorbed by the
newly developing industiies; likewise, an increasing
part of food production would be required to meet the
expanding domestic demand. Under the combined in-
fluence of these forces, it might be expected that the
relative importance of crude foodstufls and raw ma-
terials in exports would progressively decline, while
that of manufactured goods would increase. But such
shifts were not significant in the nineteen filties even
though exports of manufactured goods from the under-
developed countries 1ose at a higher rate than did ex-
ports of crude foodstuffs and raw materials. Given their
relatively small share in the total, the increase in the
expotts of manufactured products was not large enough
to bring about a material change in the sti/ucture of
exports, Thus, in 1958-1959, for the group of countries
included in table 1.25, exports of crude foodstuffs and
raw materials still provided more than two-thirds of
total export earnings, as they had in 1950-1951. These

Tahle 1-25.  Composition of Exports, 1950-1951 to 1958-1959+

(Percentage of total in constant prices)

Processed or semi. Eully

Crude manufictured manuficlircd
Cranp of -
countrics 1958 1950 1950- 1950. 1950 21958-
051 1930 Change 5] 1959 Change 193] 1959 Chunge
Industrially more advanced
countries 62 61 -1 25 26 1 13 11 1
Industrielly more advanced
countries, excluding India G7 66 ~2 28 29 1 5 ¢ 1
Industrially less advanced
eountries 18 76 2 21 22 2 1 1 e
Torar 68 67 -1 23 24 1 9 8 e
‘Torar, excluding India 72 71 -1 25 26 1 3 4 —

Source; See table 1-24,

3 For definitions and differences in time period, sce footnoles Lo table 1.24.
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primaty commodities, furthermore, have continued to
predominate in the exports of both the industrially
more advanced and the industrially less advanced coun-
tries, although, because of the difference in the stage
of industrial development, they have been of signifi-
cantly less importance in the former group. The inter-
group differences appear much more sharply in
the case of fully manufactured goods. These goods
amounted to only one-hundredth of the total exports
of the industrially less advanced countries as against
neatly one-eighth for the industrially more advanced
countries. Within the latter group, a single country,
india, dominates the picture to such an extent that, if
it is excluded from the computation, the share of fully
manufactured goods in the exports of the industrially
more advanced countries appears as no more than 5
to 6 per cent.

The relatively unchanged structure of exports of the
under-developed countries as a group wust, however,
be viewed against the fact that a decade is not always
a sufficiently long period for firm generalizations.
Furthermore, while the share of manufactured goods
in total exports did increase in a number of individual
countries, for the group as a whole it was virtuaily
offset by the opposite pattern in other countries, where
special forces resulted in increased share of crude
foodstuffs and raw materials. In Argentina and China
(Taiwan), for example, exporis of crude foodstuffs and
raw materials, which were unusually low in the early
years of the nineteen fifties, 10se rapidly during the
decade. In South Africa, on the other hand, exporls of
ores and maize have made new gains in recent years.

It is also to be expected that the impact of indus-
trialization would be reflected not enly in changes in
the composition ol exports of countries but also in the
distribution of exports of individual commodities ac-
cording to the stage of fabrication. Date relating to
this point are presented in table 1-26 for seven prin-
cipal categories of exports from the under-developed
countries. It is evident that the most marked shift away
from exports of crude products has occurred in the
case of petroleum, largely because foreign investors
have been particularly active in establishing petroleum
refineries in many paits of the less developed world.
The only other notable shift, though of a smalle:
magnitude, has taken place in the case of wood, which
is a relatively minor commedity in the aggregate ex-
ports of the under-developed countries. The shifts to-
wards moze processed or manufactured forms in the
case of such important categories as food and vegetable
oils have been small, while the share of fibres in total
textile exports has remained unchanged. In one con-
spicuous case, namely vegetable oil-seeds and oils, even
the absolute volume of exports has shown little expan-
sion. This has been largely because of the increasing
domestic ahsorption of these products. Broadly spezk-

Table 1-26. Changes in Major Groups of Exports
from Under-developed Countries According to
Degree of Fabrication, 1950-1951 and 1958-1959¢

frem 1950.1951 1058.1950
Foed
Index of volume. . . ... 100 133
Percentage distribution:
Crude. . . . a8 85
Manufactured . L 12 15
Vegetable ail-seeds and oils
Index of volume., . o100 102
Percentage distributiva:
Oil-seeds . . o 46 44
Oils A 54 56
Textilest
Index of volume. o 100 125
Percentage distribution:
Fibres oo . o 79 79
Yarn . . 3 5
Fabrics . . ‘ ‘ 18 16
Leather
Index of volume. . . .. 100 164
Percentage distribution:
Hides and skins. . . ... 96 a7
Leather and leather products . 4 3
Wood
Index of volume.. .. ... .. 100 165
Percentage distribution:
Wood .. oo o 89 84
Wood manufactures S 11 16
Metals and ores
Index of volume. . . . . 100 136
Percentage distribution:
Ores and concentrates . . . 41 39
Metals . . 59 61
Petroleum
Index of volume. . .. 100 166
Percentage distribution:
Crude . . . . ‘ 83 72
Refined o 17 28

Source: See table 1-24,

s Estimated from data in comstant prices. With the exception
of metals and ores, data are for countries listed in {ootnote ¢ to
table 1.24. For metals and ores, data are {or all under-developed
countries.

b Excluding jute and jute manufactures.

¢ Data in the first column refer to 1955 and in the second
column to 1959,

ing, these commodity data confirm the conclusion
drawn earlier that, on the whole, industrialization in
the last decade has had a rather small impact in reduc-
ing the share of crude foodstuffs and raw materials in
the exports of the undei-developed countries.

Lven though {ully manufactured goods constitute
only a very small part of exports from the under-
developed countries under review—no more than 8 per
cent in 1958-1959~-it is pertinent to explore the pat-
tern of these exports further. For when industrial de-
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velopment reaches sulficiently large dimensions, these
are the types of goods to which the less developed coun-
tries must increasingly look if they are to achieve
greater carnings of foreign exchange.

For the under-developed countries as a group, the
exports of fully manufactured goods rose at some 3 per
Cent per annum in the nineteen fifties. But if India, with
its limited expansion of cotton and jute textile exports,
is excluded, the rate of incirease appears to have been
considerably larger (see table 1.27). Among the in-

Table 1-27. Annual Rates of Growth of Export
Volume of Fully Manufactured Articles from
Under-developed Countries, 1950-1951 to 1958-
1959«

(Percentage)
Group of Metal
countrics Toral Textiles  produces iher
Industrially more
advanced gountries 3 2 5 5

Industriaily more
advanced countries,

excluding India 3 5 5 4
Industrially less

advanced couniries 8 8 —5 11

Torar 3 3 4 6

Torar, excluding Indin 5 6 4 6

Source: See table 1-24
* For definitions and dificrences in time period, see [notnotes
to table 1.24.

dustrially more developed countries, some momentum
is beginning to be acquired by exports of metal prod-
ucts. They are not, as has been stated more than once
earlier, articles of heavy machinery. But they do cover
an array of goods, ranging from bicycles, sewing ma-
chines and electric fans in the case of India to simpler
varieties of electiical goods and metallic household
goods in the case of several other industrially advanced
countries. For the industrially less advanced countries,
in marked contiast, exporls of metal products, which
weze already rather small, recorded a decline, fargely
as a result of greater domestic absorption and competi-
tion from other countries. In these countries, products
of the textile industry, which is of a more 1ecent origin
than that in the industrially more advanced countries,
have shown a comparatively greater expansion.

Although quantitatively not particularly lazge, ex-
poits of other manufactured goods rose at a higher rate
than did the exports of textiles in both groups of the
under-developed countries. They included such items as
footwear, books and magazines, jewellery, glass and
pottery products, leather goods, pulp and paper and
rubber products. These goods are not the products of
a highly complex technology and it should be possible

for the under-developed countries to expand their sales
in foreign markets.

For the present, however, not only is the share of the
under-developed countries in the world trade of tully
manufactured goods rather minute—it amounted to a
mere 3 per cent in 1958-1959—but it is also heavily
dominated by textiles. In 1958-1950, roughly two-thirds
of the exports of the fully manufactured goods from
the under-developed countries consisted of textiles; this
can be contrasted with the fact that, in world exports
of manulactures, it was metal products—-largely ma-
chinery and transport equipment—which accounted for
about two-thirds of total trade (see table 1.28). These

Table 1-28. Exports of Manufactured Goods from
Under-developed Countries in Relation to World
Exports of Manufactured Goods, 1958-1956

; . Fereentage distribution of
ﬁif,_‘.}rgﬂf[ﬁ::uﬁ;{;: axpore of manufaciured goods
frem ud peraentnge of  Underdeveloped Fortd
world exporix counirics
Textiles 13 62 12
Metal products 1 15 66
Other 3 23 22
Torar 3 100 100

Source: See Lable 1.24.

* Data refer 10 exports of the underdeveloped countries
listed in {eotnote ¢ to table 1.24. “World exports” in the preseat
context denotes exports {rom these countries and [rom the in-
dustrial countries of western Europe and North America and
from Australia, Japan and New Zealand. "Special category™ ship-
ments {rom the United States are exeluded

striking facts provide one indication of the long dis-
tance the under-developed countries have yet to trav-
etse in developing and diversifying their export trade
in manufactures.

There is no doubt, however, that, for many under-
developed countries, higher rates of growth in exports
of manufactures will have to be achieved in the future
if the expansion in their supplies of foreign exchange
is to match their growing import requirements. Tlhis
may be particularly true of some of the industrialty
more advanced countries where, as noted above, the
scope for conservation of {foreign exchange through
further impo:t substitution has been diminishing. Nu-
merous difliculties, many of which are inherent in the
process of industrialization itself, confront these coun-
tries in the development of an export trade in manu-
factures. Not least among the factors affecting their
prospects is the commercial policies pursued by the de-
veloped countries. It is unfortunately true that the bulk
of the manufactures so far exported by the under-
developed countries has consisted of commodities
which compete with the least dynamic industiies in the
developed countries. In the latter countries, the burden
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of adjustment to a greater flow of imported manufac-
tures has thus fallen on the least viable industries, and
this has strengthened opposition to the adoption of
more liberal trade policies. There is a growing recogni-
tion, however, that a widening of trade opportunities
for the under-developed countries is a condition of
their economic development and that, in the long run,

a greater volume of trade is in the mutual interest of
both groups of countries.*

11 ¥or & more detniled discussion of trade policies, see United
Nations “Ways and means of promoting wider trade co-opera-
tion amongz States: Trade relations between under-developed
and industrially advanced economies, Report by the Becretary-
General” (mimeographed documen: E/3520).

Problems in the choice of industries

The foregoing analysis has revealed that there are
some systematic similarities among countries at more
or less comparable stages of industrialization in their
patterns of industrial production. This analysis has
been confirmed by the review of recent trends in out-
put, which indicated that there were also similarities
among countries at comparable stages of industrializa-
tion in the broad types of industries established or
expanded.

It can hardly be overlooked, however, that the diver-
sity in relative importance of specific industries in their
rates of growth has been considerable. This is scarcely
surprising, There are wide differences among countries
in the composition of the natural and other productive
resources which they possess. Also, the evolution in the
composition of demand has not been exactly the same
in all countries, not least because of differences in the
level of investment expenditure. Further, governmental
policies have differed in their influence on the choice
of specific industries selected for establishment or ex-
pansion, both through the effect of policies on the com-
position of demand and through the application of
more direct measures, such as the licensing of imported
capital goods and industrial materials.

The diversity among countries in economic condi-
tions is, in fact, of major practical importance for the
formulation of governmental policy with regard to in-
dustrial development. While the preceding analysis has
indicated that, in practice, certain broad groups or
types of industries have been most favoured at different
stages of industrial development, this dees not in itself
provide a basis for policy. Within the framework of
national aims with regard to the over-all allocation of
resources for investment and consumption, govern-
ments still have to decide, on the basis of conditions
in their own countzies, which specific industries would
represent the most efficient use of resources. Much has
heen written in the economie literature on this subject,
and several differing criteria have been proposed. These
criteria vaiy both in the particuiar considerations rele-
vant to the choice of industries which they emphasize,
and in the ease with which they can be translated into
operational guides. While it cannot be said that there
is as yet a consensus on the most suitable criteria, there

is at least widespread agreement that some new tools
of analysis have to be forged. While in a developed
private enterprise economy, the expected rate of return
on capital is usually taken as a guide to the relative
efficiency of productive resources in alternative uses,
there is general recognition that, in an under-developed
economy, this may not be an adequate standard. For
one thing, because of the rigidities and lack of integra-
tion in markets for factors of production, the pricing
system may be very far from reflecting the relative
scaxcities of productive resources. Again, current costs
in a newly established industry may decrease over time
as experience in production is gained and the initial
difficulties in organization and operation are over-
come; this, indeed, is the basis of the infant industry
argument which has long been recognized as valid
grounds for protection. Or, a further instance is the
fact that, by virtue of the scope for external economies,
an investrment which might prove unprofitable if undex-
taken in isolation, might represent an efficient use of
resources if it formed one of a group of related proj-
ects. In more general terms, it can be said that, since
an intermediate objective of economic development is
to change the quantity and quality of the available
productive resources, current cost conditions are them-
selves subject to change and may therefore not be suffi-
cient guides to resource alloeation in a dynamic setting.

It is not the present intention to discuss the various
criteria which have been proposed. But, in extension of
the general analysis of patteins of industrialization
given above, the present section briefly describes the
main factors on the side of costs affecting the growth
of industries. These are the considerations which, given
the expected or plarned growth in the composition of
demand, are most 1elevant to the choice of specific
industries.

These considerations fall into two groups. One set
of factors affecting cost conditions consists of those
which arise from the nature of the human or natural
resources available for production. The second derives
from the techniques and forms of productive organiza-
tion which can be utilized in the plant or indusiry;
these are usually described as economies of scale or
external economies.
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NATURAL RESOURCES AND MANPOWER

The influence of natural resource endowment on the
choice of industries is particularly evident in countries
at the very early stage of industrial development. Atten-
tion has already been drawn to its importance in
favouring the development of certain industries pro-
cessing raw materials for export. And the ease with
which access can be had to specific natural resources
similarly affects the types of industries established at
the early stages of development to meet the require-
ments of the domestic market.

The influence of natural resource endowment on the
industries chosen for establishment or expansion be-
comes less obvious as countries advance beyond the
earliest stages of industrialization. No doubt, there are
some industries whose establishment would hardly be
feasible in a country lacking certain natural resources.
Some industrizl processes, for example, require large
amounts of water as a cooling agent, and these might
be particulaily costly in countries where water re-
sources are scaree, o1, as yet, undeveloped. But, for the
great majority of industries, absence of local supplies
is not an insuperable obstacle to their establishment,
since most materials can be imported from abroad.

However, the use of foreign sources of supply as a

means of overcoming the deficiencies in domestic re-
sources entails the expenditure of scarce foreign ex-
change. And because of this restriction, the natural
resource endowment of a country may become an im-
portant determinant in the choice of industries. Gov-
ernmental policy in some under-developed countries
has, in fact, attached considerable importance to the
question whether new industries are likely to be de-
pendent on domestic or on imported supplies of raw
materials, and industries utilizing domestic resources
have often been deliberately favoued. This policy may
also have had the objective of stimulating the expan-
sion of activity in domestic agriculture or mining, but
usually its immediate aim has been to conserve foreign
exchange.

Of course, one industry cannot be preferred to an-
other solely on the grounds that it depends more
heavily on domestic resources. This could, in itself, he
inconsistent with the aim of conserving foreign ex-
change. For example, a new industry manufacturing
products which can be used as substitutes for imported
manufactures may often yield substantial foreign ex-
change savings even though it is dependent on im-
ported materials. In practice, the increase in expendi-
ture on imported materials must be weighed against
the saving in imported manufactures before the net

Table 1-29. Changes in Manunfacturing Output and Volume of Raw Material Imports,
1950-1951 to 1958.1959¢

Lhange in percentage

Annual rate share of majer cam-
af growth ponents ia fotad
{percentuge) row material inports
Growp aaid coantry
Mezrtu- Raw
Jacinrimy materinl Textile Crnde Uchar
aufputy impaorts Sibres petroleam
Increase in imports due mainly
te textile fibres or crude
petrolewm
China {Taiwan) o 13 19 1 —_ -2
Philippines ... . .. .. 10 16 29 33 —-62
Rhodesia and Nyasaland 8 5 2 - -2
Brazil . 7 16 -21 64 —43
Peru ‘ 6 17 7 e -7
United Arab Republic . ] 10 10 29 -39
Mexico 5 11 1 2 —2
Guatemala 5 3 4 b -9
Soeuth Africa 5 3 10 5 - 15
Treland 2 B 2 6 -8
Portugal 9 9 ; -12
Argentina -1 ~2 21 -19
Increase in imports due mainly

to other raw malerials '
Venezuela 12 11 -11 — 11
Colombia 8 7 -12 . 12
India o -2 - 27 9 18
Chile 2 3 -3 -1 3

Source: See table 1-24
» Raw materials exclude cereals For differences
in time period, see fostnote b to table 1-18.

b For differences in coverage, see [oolnote a to

table 3-15.
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saving in foreign exchange can be assessed. It is this
concept of the net foreign exchange saving which has
increasingly been taken as the guide in governmental
policy.

Tt is obvious that, however vigorously governments
encourage the use of domestic yaw materials in manu-
facturing industiy, some growth in imports is an in-
evitable concomitant of industrialization. The growth
of manufacturing output in the nineteen fifties did
indeed lead to increased imports of raw materials in
most of the countries included in table 1-29. The only
prominent example of a decline in such imports, de-
spite substantial industrial expansion, is provided by
India, but this was because special efforts were made
to increase domestic production of raw jute and cotton
in order to eliminate dependence on supplies from
Pakistan. Indian impo1ts of other raw materials, how-
ever, rose sharply. Altogether, in only one-dourth of
the countries did the rate of increase fall short of the
rate of growth in manufacturing production. But it is
very difficult to say to what extent, if any, this was an
outcome of governmental encouragement of industries
utilizing domestic raw materials. In a majority of coun-
tries, imports of textile fibres were a primary 1eason
for high rates of increase in total xaw material im-
ports; this was symptomatic of the expansion of the
textile industry which has been a common feature of
many under-developed countries in the last decade.
Even in the United Arab Republic, though it is a major
exporter of cotton textile fibres, imports advanced
strongly because of the rising demand for woollen
fibres. Besides textile fibres, imports of crude petroleum
for processing in domestic refineries have expanded
at high rates in a number of countries; since these have
partially 1eplaced imports of refined products, they
must generally have resulted in some saving of foreign
exchange. Only in a few countries, such as India,
Colombia and Venezuela, have impoits of raw mate-
rials other than textile fibres or crude petroleum ad-
vanced rapidly.

In contrast to supplies of natural resources, most
under-developed countries, though certainly not all,
suffer from no scarcity of labou:. Absorption into pro-
ductive activity of the large and growing numbers of
under-employed or unemployed persons is, indeed, an
intermediate objective of programmes for industiiali-
zation. Abundant manpower, however, coexists with
scarcities of particular skills necessary for industrial
activity. It would generally be agreed today that the
scarce skills are not those that the average factory
worker has to acquire. A labour force with no previous
industrial experience may certainly take some time to
acquire the skills and adapt to the routine of factory
life, and this may mean that costs of operation are high
in the initial phases. But, with appropriate training and
an appropriate system of incentives, this usually proves
to be a difficulty of comparatively short duration. Of
greater importance is the shortage of technical per-

sonnel and of people with experience in the manage-
ment and supervision of factory work. These are also
problems which are amenable to solution; young peo-
ple can be sent abroad to study at universities and
acquire direct experience in foreign factories. But this
may take some years, and, in the meantime, the lack of
particular skills, o1 the high cost of obtaining foreign
personnel with these skills, may tend to discourage
investment in specific industries.

It has often been suggested that, since labour is the
most abundant of all the facters of production in
under-developed countries, this should predispose these
countries to prefer industries in which relatively large
amounts of labour are combined with zelatively small
amounts of capital. The social costs of utilizing addi-
tional labour are deemed to be nil or negligible, since
people would otherwise remain unemployed or under-
employed, and the choice of labour-intensive industries
would therefore raise the efliciency of the very scarce
supply of capital.

This view, however, is subject to a number of im-
portant qualifications which rob it of much of its sim-
plicity and validity. One major 1estriction is the fact
that the choice of industries should be consistent with
national aims regarding the levels of investment and
consumption desired for the future® Within this
broader framework, there may nevertheless still be
scope for selection of alternative industries or tech-
niques. But {further qualifications have to be introduced
at this level. In particular, it can by no means be as-
sumed that capital is the only scarce productive re-
source to be conserved. As has just been noted, all
types of labour are not in over-plentiful supply and the
technical skills necessary for some industries may be
very scarce. Nor can the supply of natural rescurces
available for different industries be disregarded as a
regligible item in relative costs.

As a practical matter, the question of the best pro-
portions in which to combine capital and labour may
assume some importance only when there exists a
choice between techniques within a specific industry.
Unfortunately, the systematic collection of information
on industrial techniques is something which has been
begun only in the last few years and, so far, the
empirical evidence is very limited. General knowledge
alone, however, is sufficient to suggest that there are
at least a number of industries in which a range of
alternative techniques employing capital and labour in
substantially different proportions is not really avail-
able, at least within the manufacturing processes them-
selves; such industries as steel, petroleum refining or
synthetic fibres immediately come to mind as obvious

12 It has, in faect, been suggested that quite a different cri-
terion is relevant if, instead of the conservation of capital, the
aim is to maximize the rate of re-investment. In this event, the
preferred technique might be one which maximized the surplus
of current output over current consumption as measured, say,
by the excess of value added over the wage hill.
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examples. Of course, it may often be true that there
exists a choice between the most recently developed
techniques and older techniques, the latter utilizing
more labour per unit of output than the former. But
this is not necessarily relevant to the issue, for the
newer techniques may generally tend to be more eco-
nomical in the use of capital as well as of labour. In
other words, the question is pertinent only when there
is a choice between alternative techniques which are
equally efficient in the sense that output per unit of
labour is greater and output per unit of capital is
smaller with one technique as compared with the other.
When cast in these terms, it becomes elearer that ils
practical importance may be quite limited, at least
within manufacturing industry. 28

This is not to say that there is never any scope for
the conservation of capital within manufacturing indus.
try. For example, estimates made of the relative pro-
ductivity of capital and labour for different techniques
in the Indian cotton weaving industry indicate that,
while output per man was certainly much lower when
simpler techniques were employed, output per unit of
fixed capital was much higher (see table 1-30). Thus

Table 1-30. Estimates of Productivity of Capital
and Labow: in Indian Cotton Weaving Industry
Using Alternative Techniques®

(Rupess)

Velue aidded Falue
Tecknique ur uait of atdded jpror

Sixed enpital worker

Fly-shutile hand loom | 9.0 430
Semi-autematic hand loom 75 1,500
Coltage power loom . 15 2,250
Factory non-auntomatic powe: loom 15 6,000
Automatic power foom . 0.0 48,000

Source: Derived from dala published in A. K. Sen, Choice of
Techniques: dAn Aspect of the Theory of Planned Feonomic Derelop.
ment (Oxford, 1960), appendix C

» Estimates are bnscr.ron information ahout capital costs of the
different types of looms, their physical output and the number of
workers per Joom  Singleshift work was assumed in the case of
tottage enterprise techniques and double-shift in factery tech.
niques. The figures shown for value added de not refleet actual
costs and prices but only differences in output l’ml unit ol capital
and per worker under allernative techniques; they were assioned
the output data on the arbitrary assumption that value added was
the same per unit of physical dulput for all techniques In other
words, il was assumed for purposes of this talle t{mt ail money
costs, such as wages and salaries, 1aw material costs and deprecia.
tion charges, per unit of output, were the same lor ezch tech-
nique If all zetual costs per unil of output were known, the
results might be different from these shown in the table For
example, the eosts of raw materials, because of the cost of trans-

orting them to a widely scattered coltage induslry, might be
in her [or the sirn{)iex techniques. On the other hand, wages and
saﬁxries are probably higher in sutomatic power Joom ficlories
than in cottage industries

the cheice of techniques would depend upon the rela-
tive values placed upon labeur and capital. If the social

13 The scope for substilution is probably much greater in
agricultural and comstraction activities, which are nol con-

_sidered here.

costs of employing labour were counted as nil or negli-
gible, there would be a strong prima facie case for
preferring hand looms to automatic looms or power
machinery. While this example is subject to a number
of qualifications,!® it does iilustrate the possibility of
conserving capital through the use of labour-intensive
lechniques. But, within manufacturing industry as a
whole, this possibility may find its most general ap-
plication less in the manufacturing processes proper
than in related activities within the factory, notably in
materials handling; here it may frequently be true that
labour-intensive and capital-intensive techniques are
equally efficient in the sense defined above and that
there is therelore frequently considerable scope for the
conservation of capital in such uses in under-developed
counltries.

S1zE oF MARKETS AND ECONOMIES OF SCALL

The second set of factors influencing cost conditions
is related to the techniques and forms of productive
organization which can be utilized in the plant or in-
dustry. At the level of an individual plant, these aze
usually known as economies of seale and, at the level
of an industry, as external economies. While, in prac-
lice, the dislinction between plant and industry econ-
omies sometimes appears rather artificial, it facilitates
exposttion to discuss them separately.

As is well known, economies of scale within the plant
arise primarily because the most efficient techniques
can somelimes be embodied only in ielatively large
amounts of capital; in addition, larger-scale produe-
tion may occasionally permit more eflicient o1ganiza-
tion of labour on the factory floor and may also reduce
the burden of overhead costs. In certain lines of pro-
duction where these economies are important, costs per
unit of output may be significantly lower in large
plants than in small ones.

At first sight, it might seem that the relevance of
cconomies of scale for the choice of industries in under-
developed countries is a compazatively simple matter
to settle. It js templing to conclude, for example, that
if in the under-developed countries the size of the
market for specific products is below the minimum
optimum scale of output prevailing in industiial coun-
tries, then these countiies should not establish plants
for such products. This might seem a quite acceptable
view, particularly if the size of the domestic maiket is
interpreted in a dynamic sense to inelude its prospec-
tive size in the near future and if account is also taken
of any possibility for the development of export mar.
kets.

The experience of industrial countzies with regard to
the behaviour of costs at different scales of output is
not, however, necessarily a sure guide for the under-
developed countries. There are several yeasons for this.

14 See {ootnote a to table 1.30.
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For one thing, the relative prices of factors of produc-
tion are by no means the same in all countries; conse-
quently, as has just been discussed in the preceding
section, the optimum technique and hence the scele of
output may vary among countries.’? Secondly, prox-
imity to the market may often be a more important
determinant of the cost of the product at point of
delivery than is the scale of production; this may be
particularly true in industries where the costs of trans-
porting the product from factory to consumer are
heavy. Thus, in many industries in the industrial coun-
tries, there exist plants which, in terms of production
costs alone, operate at levels well below the minimum
optimum secale but which none the less have a competi-
tive advantage over larger plants hy virtue of their
proximity to the local market.!® Further, it has to be
remembered that some of the manufactures which are,
or may be, produced in under-developed countiies,
although similar in name to products manufactured in
industrial countries, may actually differ in specific
characteristics; for example, since consumer incomes
are low, foods may not be so highly processed, cloth
may be of poorer quality or products generally may be
more utilitarian in design and packaging. This may
again imply that somewhat different techniques and
scales of output are more appropriate in under-devel-
oped countries.

Not a great deal of empirical content can, unfortu-
nately, be given to these general statements. Quantita-
tive evidence on economies of scale is fragmentary and,
in any case, is founded mainly on experience in highly
industrialized countries which may not always be en-
tirely relevant for under-developed countries. No ex-
tensive research, however, is required to affizm that
there are numerous indastries in which economies of
scale play no significant part in the determination of
costs. These are to be found particularly, though not
exclusively, among the industries producing final con-
sumer goods. More obvious examples are hakeries, pot-
teries, hrick making, sawmills, furniture making, spin-
ning and weaving, tanning and shoe making. It is more
often among certain intermediate and final producer
goods industries that scale factors may be found to be

15 Further, as was noted earlier in the text, market prices of
factors of production in under-developed countries do not ac-
curately reflect their relative scarcities; if faclors are valued at
prices reflecting relative scarcities, the pattern of relative costs
among industries may differ even more from that prevailing in
an industrially advanced country.

16 The petraleum refining industry offers one outstanding
example. Data suggest that, in the United States, a refinery
with & crude oil throughput of about 120,000 barrels a day
may be chout the optimum scale of plant. However, this is on
the assumption that the refinery can transport its produets to
the market by ship or that it is located in close proximity to a
very dense market so that transport by road or rail entails only
¢hort hauls. In the inland areas of the country, there are, in
fact, numerous refineries with much smaller capacities, fre-
quently with throughputs of 10,000 to 50,000 barrels. See Joe
8. Bain, Barriers to New Competition {Harvard University
Press, Cambridge, Massachusatts, 1956}, appendix B

of some significance in the choice of industries. Thus,
it is not too difficult to think of one or two industries
which could not be operated efliciently in countries
with very small matkets, whatever their relative factor
prices or other cost conditions might be. In the steel
industry, for example, the available techniques are such
that even the smallest feasible plant has a substantial
capacity. Accordingly, in a very small country, unless
an export market could be developed, the plant might
be able to operate only at levels well below capacity.
Moreover, the techniques employed in large plants ap-
pear to be inherently superior to those suitable for
smal! plants in the sense that both capital and labour
costs per unit of output are lower ;7 thus, inter-country
differences in relative factor prices cannot alter the
relative advantage of larger-scale production.

For many of the intermediate goods industries, how-
ever, it is somewhat unrealistic to discuss economies of
scale within the plant as a possible deterrent to invest-
ment, particularly in the earlier stages of industrial
development. Since these plants are geared to the sup-
plying of products to other plants, it is rather the scale
of output within the industry that is the relevant con-
sideration Economies of scale may, in fact, genezally
be more important at the level of whele industries than
at the level of individual plants.

The gains that can be reaped from large-scale pro-
duction in an industry as a whole are familiar. Gieatez
specialization of men and machinery throughout the
industry becomes possible. Batch production methods
can be replaced by the organization of work in line
with the concept of continuous flow; this permits the
introduction of specialized machinery in place of gen-
eral purpose equipment and the substitution of skilled
workers by a semi-skilled labour force. With a large
established industry, moreover, it becomes more fea-
sible to standardize component paits and thus facilitate
further specialization.

Great stress has been laid by some economists upon
the importance of these external economies in industrial
development; it has even been suggested that, in view
of the interdependence among industries, it becomes

17 For example, lebour and capital costs per ton of finished
steel at u particular location in the United States have been
estimated to decline as follows: in a plant with an annuzal ca-
pacity of 50,000 tons, wage costs per ton would have been
$37.80 and capital charges $17.76 in 1948 prices; in a plant
with a capacity of 500,000 tons, wage costs would have heen
$10.03 snd capital charges $13.04; at 1,000,000 tons, wage
costs would have been §7.07 and capital charges $1256 See
United Nations, A Study of the Iron and Steel Industry in
Latin America, vol. T (Sales No.: 54 H.G 3, vol I}, page 116

Even in the steel industry, however, larger-scale production
may not always he unequivocally superior Some types of steel,
other than those in the flat-rolled category, can be produced
quite efficiently in plants with capacities below 500,000 tons
per anmum; there are usually semi-integrated plants which use
purchased iron ingots or scrap, For example, in 1952, almest
one-fifth of the total number of steel mills owned by the eight
largest steel frms in the United States had capacities of 400,000
tons per annum or less. See Bain, Barriers to New Competition,
op. cit, appendix B
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ncessary for under-developed countries to underiake
the simultaneous establishment of whole ranges of
industrial plants. !

There is no question that the development of indus-
trial complexes in which costs are generally reduced
through the emergence of external economies con-
tributes significantly to the attainment of higher levels
of industrial productivity, and this is certainly a rele-
vant consideration for governmental policy in the
choice of industries. But, for practical purposes, it is
imporlant to appreciate the general nature of the proc-
ess whereby these economies are brought into being,

It would not be realistic to suppose that the condi-
tions of highly efficient large-scale production which
prevail in developed countries—particularly in their
engineering industries—can casily be reproduced in
under-developed countries by a single act of invest-
ment, however large. The economies enjoved hy the
industries of developed countries are inseparably
linked with the organization of production within these
industries and there are several reasons why, on the
initial establishment of the industry, it may be imprac-
tical for production in an under-developed country to
be organized along the lines obtaining in a developed
country.’® The most obvious is simply that the initial
size of the market is usually not sufficient to support a
wide range of highly specialized concerns; a lower
degree of specialization and a greater use of batch
production methods are, therelore, unaveoidable. And
even if the market is adequate, it may not be practicable
to concentrate sufficient resources in the industry. Fur-
ther, the organization of production along the lines of
the continuous-flow concept, which is typical of certain
industries in developed countries, is conditional upon
such things as a high degree of quality conlrol, the
standardization of components and the close scheduling
of work among plants, but these are things which he.
come characteristie of an industry only after it has
become Brmly established and experience has heen
gained in the organization of work.

In practice, among the industrially more advanced
of the under-developed countries which have set out to
encoutage the growth of those industries in which ex-
ternal economies are impottant, a gradual approach
appears lo have been general. A clea; example is pro-
vided by the approach towards development of the
motor vehicle industry. The policy has generally been
initially Lo foster the establishment of assembling plants
using imported components: Lhereafter governments
have required manufacturers to utilize a rising pro-
portion of domestically manulaclured components in
output, and in this way, a group of ancillary industries
has sprung up around the assembly plants. This appears
to have been an approach generally applied Lo new in-

18 For a detailed case sludy, see David Granick, “Economic
Development and Productivity Analysis: The Case of Soviet

Metalworking”, Quarterly Journal of Econemics {Cambridge,
Massachusetts), May 1957,

dustries. Following the eslablishment of the final goods
industries, policy has shifted towards encouragement
of the establishment of related intermediate goods in-
dustries 19

In one sense, the importance of the exploitation of
external economies for industrial growth complicates
the problem of choice among industries. All industries
in which these economies are important obviously
cannot be simultancously developed, so that the prob.
lem becomes one of choosing between alternative pat-
terns of investment, rather than between specific proj-
ects. In other words, in view of the limited supply of
resources, some concentration on particular industrial
complexes may become necessary if these economies
zre to be quickly exploited. But, in another sense, the
existence of scope for exploitalion of these economies
may simplify the matter of choice, at least after a
certain stage of industrial development has heen passed.
To the extent that the expansion of previously estab-
lished industries has created g rising demand for the
output of ancillary industries or for an increasing sup-
ply of products or by-products utilized as inputs in
related industries, the lines along which further devel-
opment should take place suggest themselves.

Large or small plants

Substantial economies may accrue to lavge-scale pro-
duction at the level of the industry or in plants manu-
Iaciuring cerfain products. This, however, does not
mean that rapid industrial growth consists solely of the
creation of large establishments,

It is, of course, quite true that, in the process of in-
dustrial development, there is a general tendency for
the average size of plant, when measured in terms ol
output, to increase. There may also he some tendency
fo1 the size of plant, even when measured in terms of
the number of persons engaged, to be somewhal greater
in more developed countries. But it would be wrong to
infer from this that what actually happens to the size
of industiial establishments in the process of industrial
development is simply a zradual substitutjon for small
plants employing comparatively few workers of large
establishments employing many

Analysis of the facts certainly does suggest that large
factories tend to become relatively more important at
more advanced stages of industiial development. How-
ever, this inctease in 1¢clative importance takes place at
the expense not of small factories but rather of the very
small manufacturing units which are usually deseribed
as coltage industiies or artisan workshops. There is no
noticeable tendency. in other words, for the small
factory to diminish in relative importance.

These conclusions are broadly suppotted by the data

1% See, for example, United Nations Economic Commission
for Latin America, “Almunas Carscteristicas del Desarrolle
Indusirial en el Periado 1950-60" (mimeographed document
E/CN 12/602), page 16.
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Table 1-31. Distribution of Employment in Manufacturing Industry, by Size of Establishment, Recent
Census Year®

{Percentage)
; Small establishments Large establishments

Country Census 1 5-49 50-250 Over 250
year Total persons persons Tutal persons periang Total

engaged engaged engaged engaged
Brazil . . .. 1950 46 13 27 60 23 37 100
China {Taiwan) 1954 68 27 41 32 17 15 100
Greece : . 1958 73 37 36 27 217 — 100
Trag 1954 62 39 23 38 15 23 160
Israel . - .. 1952 72 28 4. 28 17 11 100
: {Inited Arab Republic : 1950 35 8 27 65 17 48 100
{ Puettn Rico . . 1934 25 3 22 5 48 27 100
: Denmark 1948 62 30 32 38 | 100
Tintand . 1953 30 9 21 70 .. . 100
: Japan 1955 o1 10 41 49 22 27 106
Sweden. .. 1951 35 11 24 65 . ... C 100
United States 1954 18 2 15 82 25 58 100

Source: See table 1-11.
o For certain countries, the size-classes deviate somewhat from those stated in the table.

Table 1-32, Distribution of Employment and Value Added in Manufacturing
Industry, by Size of Establishment, Recent Census Year®

(Percentage)

Size of establishment accerding to number of peraons engaged

Country and item

5.9 50.250 Clver 250 Total

Brazil

Employment 31 26 43 100

Value added® 31 29 40 100
Kenya

Employment 26 T4 100

Value added® 24 76 100
Lebanon

Employment ST 13 100

Value added 41 9 160
Philippines

Employment 40 35 25 100

Value added 19 46 35 100
Puerto Rico

Employment 23 49 28 100

Value added 21 46 33 160
Republic of Korea

Employment 54 2 22 100

Value added 44 23 33 100
Finland

Employment ] 7T 100

Value added® 22 78 100
Japan

Employment 45 23 30 150

Value added . 26 26 48 100
Sueden

Employment 27 73 100

Value added® 24 76 100
United States

Lmployment 15 26 59 100

Value added 12 23 65 100

Source: See table 1-11. included in the computations For certain coun-

8 Because censuses af some countries do not tries, the size-classes deviate somewhat from those
cover very smail establishments, only establish- stated in the table,

ments engaging four or more persons have been b Gross value of production.
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" shown in table 1-31. Though the relevant information is
available only for comparatively few countries, the
table does show that among some of the under-devel-
oped countries, very small estahlishments engaging
fewer than five persons account for 20 to 40 per cent of
all persons engaged in manufacturing industry, where-
as in most of the more developed countiies they absorb
11 per cent or less. Small factories engaging more than
four hut less than fifty persons, hewever, account for 20
to 40 per cent of the total numbers engaged in manu-
facturing industry in most of the more developed coun-
tries as well as in all of the less developed countries
listed in the table.

Along with this similarity, however, there is some
evidence of an occasional difference in the 1ole of the
small factory between the more developed and the less
developed countries which may also be of considerable
importance. This is the fact that, in the less developed
countries, the small faclory has sometimes a substan-
tially lower output per man than the large factory,
whereas this is Iess true of more developed countries.
Among the latter countries, as can be seen from table
1-32, the efficiency of small factories does not differ
too much from that of large Iactories, though Japan

constitules an interesting exceplion. Among the less
developed countries, on the other hand, it is substan.
tially lower in three of the six countries listed. Thus, it
may well be that, in some under-developed countries,
instead of a decline in the relative importance of small
factories as they advance industrially, there occurs a
relative increase in the contribution of small factories
to the value of total manufacturing output.

The forces underlying the changes in average plant
size and in the relative eficiency of large and small
plants are certainly very complicated. They are hound
up with the long-1un transformation in the structure of
industrial production, with the integration of Iocalized
markels into national markets and with the spread of
modern techniques to all levels of industry. It is beyond
the scope of the piesent study to analyse these foxces,
but it is worth stressing here that, whatever the ideal
combination of large and small factories appropriate
to @ particular country and a particular structure of
industrial production, there is no general presumption
in favour of large factories at the expense of small, ox
smail factories at the expense of large. Industiial
growth in fact consists as much in the multiplication of
small factories as in the formation of large factories.

Conclusion

Many undei-developed countries have experienced
appreciable growth in industiial production during the
last decade. Among the countries for which informa-
tion is available, some two-thirds recorded annual rates
of increase in manufactuiing output amoeunling lo 5
per cent or more, and in about one-fifth of the coun-
tries, the rates equalled o1 exceeded 10 per cent. Since
industrialization is a principal element in econemic
development, the vigour manifested by these trends has
been quile encouwraging. In most under-developed
countiies, however, industry still constitutes only a
minor segment of the economy. The distances they have
yet to lraverse before their economies begin o re-
semble, in structure, those of the high-income countries
of the woild are certainly very great. Whereas in the
high-income industrial countries of North Ametica and
western Europe industry accounts, on the average, for
almost a hall of total production, the share which indus-
try claims in most of the under-developed countiies
tanges down from a quarter to a filth. This oflers some
measure of the transformation yet to be achieved.

In this chapter, some alterpt has heen made to
identify the main forces which have {ashioned the 1ale
and pattern of industrial development in the under-
developed counlaies during recent years. As a point of
departure, altenlion has been drawn to the interielation
between industrialization and general economic growth.
It is obvious that, while the pace of industrialization
contributes directly to the rate of growth in total in-
come and oulput, the growth of incame and oulput, in

turn, influences the pace of expansion in industry.
However, the actual spread of industiial activity in the
undez-developed countries has taken place not oaly in
tesponse to the growth of domestic demand; to a con-
siderable degiee it has also 1epresented the establish-
ment-—behind the protective barriers created by tarifis
or impoxt controls-—of industiies which preduce goods
in replacement of imported manufactures. In other
words, the 1ate of advance in industrial production has
genetally exceeded the pace of expansion in total in-
come and output.

Within the framework of prolective policies towards
domestic industry, a primary delerminant of the rate
of growth in ouiput has been the volume of productive
tesources available for manufacturing activity; ameng
these productive resources, a principal Hmiting {acter
has been the supply of investment goods. Rates of
growth in oulput have been quite closely related to
the volume of investment allocated to manufacturing
industry.

The petvasive role of supply condilions in industrial
development has been even moie evident in the prevail-
ing paltern of indushialization. While there has been
considerable diversity among countries in the relative
importance and rates of growth of specific industries, a
clear tendency has been apparent for the share of those
industries manufacturing duable producer and con-
sumer goods as well as intermediate goods to increase
in relative importance as countries advance industsjal.
ly. Not only do these industries account for a highe
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proportion of output in the industrially more advanced
countries as compared with the indusirially less ad-
vanced, but in both groups of countries, they have ex-
panded more rapidly than the consumer goods indus-
tries. During the last decade, for example, this was true
of sixteen out of the twenty-two countries for which
data are available. This systematic change in the strue-
ture of production has not been simply related to the
changes in the compesition of demand engendered by
rising per capita incomes. Industrial development, at
least in its early stages, has not been a process of bal-
anced growth in the sense that changes in the composi-
tion of output have conformed closely to changes in
the composition of demand; 1ather, it has been as much
a movement away from a position of extreme im-
balance between domestic demand and output o a posi-
tion of closer balance.

In accounting for the patterns of diversification in
manufacturing activity at Jdifferent stages of industrial
development, important reasons have been the techni-
cal and organizational characteristics of the various
industries. In the industrially less advanced countries,
the types of producer goods industeies most frequently
established o1 expanded have been those which ate not
heavily dependent on other manufactuzing industries
either for supplies of the requisite components or mate-
rials or for markets for their output. They have tended
to be industries, such as cement, fertilizers or petro-
leam refining, which use raw materials as their inputs
and sell their products to other sectors of production
besides manufacturing. [t is among countiies at maore
advanced stages of industrial development that the
production of manufactures involving more compli-
cated forms of industrial crganization has hegun to
take 1oot; here, industrial complexes rather than indi-
vidual, or relatively unzelated, plants become a more
dominant form of industrial growth.

Of cowrse, underlying these systematic differences
amang countries at more and at less advanced stages of
industiial development, there has been considerable
diversity in the particular indusiries established or
expanded. This only indicates that the specific eco-
nomic clicumstances which affect the choice of par-
ticular industries vary greatly among countries. The
factors affecting relative costs in alternative industzies,
such as natural resource endowment, the supply of
skills, cconomies of scale and external economies, not
only vary among countries at different stages of indus-
trial development but also among the countries at
similar stages, This only emphasizes that the pattern of
resources ailocation likely to 1epresent the most effi-
cient use of scarce 1esources has to be decided in the
light of the economic circumstances prevailing in each
country.

The pattern of industiial development, however,
also has a bzoader significance. If it is true that the
supply of capital equipment has been a major facter

limiting the 1ate of industrialization, it is also tiue
that the pattern of industiial development has itself
been among the determinants of the available supply of
capital equipment. For, in pazt, this supply hes de-
pended on the extent to which the pattern of indus-
trialization has been directed towaids the development
of domestic capital goods industries o1, as alternatives,
of import-substituting o1 export-promoting industries
which have increased the capacity to import capital
goods. Thus, the current allocation of 1esources among
industries has been a factor influencing the prospective
volume of resources for investment,

Save in some of the industiially more advanced
countries, the development of domestic capital goods
industries has played a very minor role in the indus-
trial growth of the under-developed countries. Numer-
ous countries have certainly established or expanded
industries producing building materials, such as
cement; but the engineering industries which produce
the machinery and equipment necessary for most in-
dustrial investment have assumed significant propor-
tions only in a few countiies. In most counatries, im-
poited capital equipment has, in fact, accounted for
30 to 40 pex cent of total investment expenditure, the
remainder consisting of salaries and wages as well as
the purchase of local matexials.

Thus, the main contribution of industrial develop-
ment towards expanding the supply of capital equip-
ment has been made through its effect on the amount
of foreign exchange available for purchases from
abroad. And the principal channel thiough which this
has taken place has been impoit substitution rathex
than export promotion. While exports of manufac-
tures and semi-manufactures from the under-developed
countries have increased at an annual rate of 4 per
cent duting the last decade, their absolute value in re-
lation to total export proceeds remains very small
Total merchandise exports have continued to consist
predominantly of crude food and 1aw materials.

Import substitution in the field of manufactured
consumer goods as well as intermediate producer
goods, however, has frequently been of some im-
portance in contributing to the expansion of foreign
exchange supplies available for the impoitation of
capital goods. But this process has been more evident
during the nineteen fifties among the industrially less
advanced countries than among the more industrial-
ized countries. In the latter group of countries, the
role of impott substitation has generally been more
moderate, since the scope for the establishment of
import-substituting consumer goods industries ox in-
termediate producer goods industries had already been
very largely exploited. It appears, in fact, that the
possibility for eohancing supplies of imported capital
equipment through the development of these import-
substituting industiies contracts markedly as countries
pass beyond the eatliest stages of industrialization.

These findings indicate that the pattern of indus-
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trial development, as well as its rate, is strategic to the
pace of general cconomic growth. And this has major
implieations for governmental policy with regard 1o
industrialization. Tndustrial development pelicy cannot
be considered in iselation from economic development
policy as a whole: on the contrary, the appropriate
pattern of industrial development has to he determined
within the broad frame of reference established by gen-
eral economie aims. Since the desired rate of economic
growth implies what futuie rates of consumption and
investment should he, this suggests the 1equisile rates of
increase in supplies of manufactured capital and con-
sumer goods. Within this Iramework, it will become
evident how much emphasis should he placed on the
development of domestic capital goods industries or,
alternatively, on impori»subslituting or export-pro-
moling industries. If, fo1 example, the overriding aim
of policy is to raise the level of investment as quickly
as possible, at the same fime holding back the growth
in consumption to the Jowest feasible 1ate, then policy
should seck to maximize the flow of resources going
into the domestic capital goods industries or into othe;
industties which increase the net supply of foreign ex-
change available for imports of capita] goods,

This, of course, leaves unanswered the question of
the extent to which policy should favour the develop-
ment of domestic capital goods industries as against
import-substiluting consymer goods industries o1 ex.
port-promoting industries. A final decision in this mat.
ter must obviously rest upon the particular economic
circumstances prevailing in each country. But it is at

least clear that, among most of the industrially mq
advanced countries, considerable emphasis has to
given to the growth of domestic capital goods ind:
tries. Generally, these countries have already exploil
the scope for import substitulion of consumer a
intermediate producer goods, and the continaed grow
of domestic industry cannot yleld increasing savings
foreign exchange through reductions in imports of su
goods; on the contrary, it is more likely to raise 3
quirements of imported industrial materials  Bei
faced with this situation on the one hand and with 1
sluggish growth in world demand for their exports .
primary commodities on the other, they cannot couw
on a rale ol expansion in the supply of foreign e
change available for imported capital equipment whic
is likely to be sufficient to meet their growing requin
ments for capital equipment. Indeed, in some of th
larger countries, the size of the foreign trade sector i
relation to the whole economy is in any case loo sma,
to serve as a substilute for a domestic capital good
industry.

These considerations may apply with less lorce in ;
number of the less industrialized countries where sony
scope for import substitution remains. But, so long a
the aim is to raise the level of investment and accel
erate the rate of economic growth, it is clear that, in
countries at both more and less advanced stages of
industrialization, a principal eriterion guiding policy
must be the net effect of new industries on the prospee-
tive supply of capital goods.



The close connexion between industrial development
snd economic growth is evident in historical perspec-
tive. Wherever per capita incomes have shown a long-
run upward trend, there has been a marked increase
in the share of industry in the national product. Typi-
cally, the share rose from less than ene-quarter in the
early periods of industrialization to 40 per cent or
more in recent times: the average proportion in the
period 1950-1960 is shown in table 2-1. This associa-
tion is not diffcult to explain. The basis of economic
growth is man’s increasing ability to transform
natural resources into useful products, and industrial-
jzation represents the highest stage of development of
this process. On the other hand, the development of
agriculture is no less impertant in the process of
growth. Indeed, agrarian revolution has usually paved

Chapter 2
INDUSTRIAL GROWTH IN THE DEVELOPED COUNTRIES

The role of industrial development in economic growth

the way for industrizl revolution, and it is the agri-
cultural sector that has had to generate the surplus of
rural output over rural consumption needed to sustain
those engaged in the building up of urban industry.

Inter-country comparisons also teflect a positive
associalion between the degree of industiialization and
the level of income. It has been shown in chapter 1
that, taking all countries together, the share of indus-
try in the national product increases steadily from less
than ope-fifth to almost one-half as one moves from
the low-income to the high-income counmies. Al-
though, within the narrower group of industrial coun-
tries, factors ather than the degree of industrialization
play a larger 1ole in explaining differences in incomes,
a mildly positive association is observable between the
share of manulacturing output in commodity produc-

Table 2-1. Industrial Distribution of Gross Domestic Product,® 1950-1960

(Percentage)
Indusiry

Country c:;‘.!ﬁ::c Total Mining f:crrr:;:‘ng :::::;itm hilitics :;:‘,::;:nn Servicer
United States 5.7 39.6 17 307 5.3 1o 65 482
Canada ] 106 40.2 41 274 2.9 2.8 88 40.4
New Zealandd . 228 31.2 10 213 6.9 20 g1 369
Sweaden® 80 50.0 20 38.0 70 30 42 Ot
Australias . . 208 20 4k 20 26.5 . 09 L .
United Kingdom 51 48 2 33 36.8 5.7 24 86 gl
Trance! 122 47.5 22 3g 0 59 14 5.7 34.6
Belgium 8.1 487 4.1 349 73 2.4 T6 356
Denmark 177 375 0.3 284 7.0 18 93 355
Norway. . o R i33 381 11 215 7.2 23 17 4 312
Germany {Federal Republic}? 97 49.4 5 4i 379 6.1 . 75 33.4
Netherlands® 12,5 40 4 22 208 6.5 19 a3 378
Finland 23.2 414 — 325 89 . 77 277
Austria 13.4 53.7 e 43 (e 7.1 36 49 28.0
Traly 22.9 41 .5 11 32.5 23 26 6.6 200
Tapan 210 33 .6m 25 26.3 4.8 87m 367

Source: Division of General Econemic Research and Policies of
the United Nations Secretariat, based on data from United
Mations, Yearbook of National Accounts Statistics, 1961 {(Sales
No : 62.XVIL3}: and national sources.

s Exeept for Japan and the United States, where net domestic
product was used; datn are al eurrent factor cost except for
Australia, Austriz and France, where they are at current market
prices.

b Aversge of 1950-1951 and 1959.1960.

¢ Countries are arranged in descending order of national
income per eapita in 1957.1959.

61

g'ws%ycar average of 1952/53 and 1954/55.

9

Including transportation

Average of 1950/53-1951 /52 and 1958/59-1959/60.
* Excluding construction

i Average of 1950-1951 and 1958-1959.

i Utilities included in mining.

& Averape of 1950.1951 and £957.1958,

! Utilities included in manufacturing.

w Uteilities included in transportation.

~ 5 &




62 Part I. INDUSTRIALIZATION AND ECONOMIC DEVELOPMENT

tion and per capita income, as may be seen in table
2-2.) The major exceptions appea: o be Austialia,

Table 2.2, The Share of Manufacturing Qutput in
Commodity Production,® 1950.1960?

(Percentage)

Country® Share
United Siates . 80.6
Canada. . . 65.1
New Zealand . 472
Sweden. 79.2
Australia. . 53.8
United Kingdom 814
Fiance . 725
Belgium . 741
Denmark Gl.2
Norway .. S : 65.6
Germany {Federal Republic) 715
Netherlands . . 67.0
Ttaly 57.5
Japan 528

Source: Sec table 2.1

* Included are agriculture, mining and manulacturing

b Average of 1950-1951 and 19591960,

¢ Countries are arranged in descending order of national in.
eome per capita in 1957-1959

Canada and New Zealand where sparsity of populalion
or smallness of size have enabled them Lo attain a high
level of income by relying heavily on the export of
primary products; even so, the share ol industry in
commodity output of these countries is much higher
than that of the under-developed countries.

The process of industiial development has invelved
significant shifts not only in the composition of output
as 2 whole but also in the structure of manufacturing
itself, The history of industrialization shows a progres-
sion from relalively simple types of marufacturing,
fargely of non-durable consumer products such as tex-
tiles, clothing and processed foods, to more compli-
cated types, particularty producer and consumer dur-
ables. The same pictuie emerges when comparison is
made among broad groups of countiies at different
stages of industrial development, the relative weight of
producer and consumer durables being higher in the
more developed countries. Table 2.3 shows that most
of the industrial countries have attained a relatively
high shaxe of producer and durable consumer products
in manufacturing output.? The same table shows the
share of engineering products, which exhibits a faiily

1 Manufacturing output is refated 1o commedily output rather
than to total output in order to eliminate the effect of inter-
couniry differences in the importance of services.

? Here again, as was to be expected, within the narrow group
of industriol counttics alone, the nssociation Letween the share
of manufucturing in commodity output and the share of pro-
ducer and consumer durables In manufacturing output is less
marked than among ell countries taken togethe:.

good association with the share of manufacturing.?®

Table 2-3. Composition of Manufacturing Qutput,
by Selected Economic Category, 1950-19607

{Percentage)}
Country® }:;(t:g:‘fflirrr;:d Engincering

sumer produess® prodacst
United Kingdom 7510 389
United States 75.1 32.2
Sweden 5.5 334
Belgium 71.2 272
Irance . L 715 34.9
Germany (Federal Republic) 75.6 34.3
Netherlands 61.1 289
Norway 62.3 210
Canada 2.3 259
Ttaly. .. 65.4. 237
Australia 71.1 36,9
Japan . 774 32.4
Finland 02 24.8

Source: Division of General Economic Research and Policies of
the United Nations Secretariat, based on data supplied by the
Statistical Office of the United Natiens

* Average of 1950 and 1960
_ » Countries are arrenged in descending order of share of manu-
facturing output in commedity production.

¢ Final and imermediate producer products and durable con-
sumer products represent sll manufaciuring except non-duruble
eonsumer products: food, beverages, tobaceo, textiles, clothing,
leather and rubber produects, or ISIC major groups 20, 21, 22, 23,
24, 29 and 30.

¢ Engineering products represent ISIC major groups 35, 36,
37 and 38.

¢ Including rubber products

THE DIMENSIONS OF RECENT INDUSTRIAL EXPANSION
The growth of manufacturing eutput

Granted that the development of industty, and espe-
cially of manufacturing industry, has been the main-
spring of economic growth during the past two cen-
turies, what has been its role in the nineteen fifties?
An examination of table 2.4 reveals that a high over-
all rate of growth during this period was invariably
accompanied by a high rate of growth of manufactur-
ing output. Moreover, manufacturing output has
grown faster than gross demestic product in practically
all the industrial countiies, the difference between the
two rates of growth generally ranging {from 30 to 50
per cent. The extreme case is Japan where manufac-
turing output has expanded almost twice as fast as
gross domestic product. Although the growth of manu-
facturing has been exceeded in most countries by that

3 One major difficulty in esiablishing this sssociation within
the group of industrial countries results from considerable dif-
ferences in the relative pricing of durables and other manu-
factures in the various countries. Another difficulty stems from
the fact that the categories of manufncturing shown are not
suficiently detailed to indicate the degree of fabrication in-
volved. For example, the similar shares of engineering prod-
ucts in manufacturing in Japan and the United States concesxl
the fact that the former courtry concentrates on rclatively
simpler types than the Intter; even within a traditional indus-
try, such os textiles, o1 within a highly complex product group,
sich as the electronics industry, Important differentintion in

the degree of fabrication undertalen in various countries is
discernible when a detailed examination is made.
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Table 2-4. Annual Rates of Growth of Gross Domestic Product and of Qutput in
Major Industrial Divisions, 1950 to 1960

{Percentage)
Gross
Coungry® damestic Agricultured Mining Manufucturing Litilities
product

Japan . o 9.5 4.7 4.6 181 9.9
Germany (Federal Republic) 1.6 22 38 101 92
Italy . . 59 3.5 01l 5.0 7.3
Austria 59 30 56 7.1 104
Netherlands 47 2.3 a1 61 T4
Finland 4.6 24 8.8 6.0 8.0
France . 4.3 20 6.6 6.5 109
Australia® 39 32 ) 5.7 7.44
Canada . ... 38 18 8.7 34 98
New Zealand 35 2.9 o 1.6 7.7
Norway . .. 35 — 6.4 51 59
Denmark 3.4 1.9 o 33 8.4
Tnited States 33 2.4 19 36 8.7
Sweden . 32 -10 47 33 .
Belgium . . o 29 2.1 —-1.4 4.1 o4
United Kingdom 2.7 1.7 -0.6 35 5.2

Spurce: Division of General Economic Research
and Policies of the United Nations Secretariat,
hased on date from Statistical Office of the United
Nations, Yearbook of National dAccounts Statistics,
Statistical Yearbook and Monthly Bullein of Sta-
tistics: Food and Agriculture Organization of the
United Nations, Production Yearbook (Rome);
Ormanisation for Ecoromic Co-operation and Devel-
opment, General Statistical Bulletin, No. 6, 1961

(Paris}, and on data supplied by the Statistical
Gffice of the Urited Nations and the Food and
Agriculture Organization.

» Countries are arranged in descending order of
annuzl rate of growth of gross domestic product.

b 1950/51 to 195%9/60.
o 1950/51 to 1960/61,
¢ Electricity only.

Table 2-5. Change in Industrial Distribution of Gross Domestic Product,* 1950 to 1966°

{Percentage)
Country® Agriculture Mining Manufacturing Utilities

Japan ... .. A o -8 2 —1.0

Germany (Federal Republic} . .. . -3.7 - 9.3 e
Ttaly ... .. S -~7.8 0.9 8.7 05
Austria ... . . . . . -3 — 25 12
Netherlands . . o -2 —05 2.8 05
Tinltand .. ‘ ‘ i1 e 5.6 o
France o ~23 01 2.4 05
Australia. -1.8 ] 2.7 0.3
Canada 29 21 -16 13
Norway, .. —~3.5 0.1 0.4 08
Denmark w2 G — 06 0.8
United States -0.6 —02 1.0 1.0
Sweden . «3,1 — ~06 e
Belgivm.. . .. -12 L7 31 0.5
United Kingdom 0.2 -10 3.0 0.6

Spurce: Divisien of Geaneral Economic Research
and Pelicies of the United Nations Secretariat,
based on data from United Nations, Yearbook of
Nationel Accounts Stetistics, 1961 (Sales No.:
$2.XVIL.3}; and data supplied by the Statistical
Office of the United Nations.

s Change in the percentage share of each sector
in gross domestic Smduct., Based on estimates of
gross domestic product by industrial erigin in con-
stant prices except for Australia, Canada, Japan,

the Netherlands and the United States. For these
countries, estimates are based op information
available from table 2.1 and the production indices
for major industrial groups.

b Exceptions are as follows: 1950 to 1959 for
Canada, ¥rance, Japan, the Netherlands, Sweden
and the United States; 1950/51 to 1958/59 for
Australia.

s Countries are arranged in descending order of
annual rate of growth of gross domestic product.
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Table 2-6. Share of Major Industrial Countries in
World® Mapufacturing Output,b 1938, 1950 and
1960 '

{Percentage)

Country® 1038 1950 1560

United States . . 357 012 43 8
United Kingdom . ... .. 111 B9 75
Germany (Federal Republic) 106 5.8 91
France . . 62 4.3 49
Canada 25 3.4 29
Ttaly . .. 28 2.0 29
Sweden 1.4 1.4 11
Japan. 4.2 1.3 4.3
Beﬁgium 16 1.3 1.1
Australia . 12 12 12
Netherlands 14 12 13
Denmark 0.3 07 Go
Austria . 08 07 0.8
Norway 05 05 0.5
Finland 0.3 03 03
New Zealand 02 0.2 0.2

Sixteen industrial countries

combined ‘ 81.3 84 4 825

Sonrce: Dvision of General Economic Research and Polieies of
the United Nations Secrelariat, based on Statistieal Office of the
United Nations, Statistica! Yearbook; United Nations, Patterns of
Industrial Growth, 1938-1958 (Sales No.: 59 XVI16), and data
supplied by the Statistical Office of the United Nations.

& Excluding the ceatrally planned economies

 Estimates based on value added of manulactured goods in
terms ol 1953 doliars.

¢ Countries are arranged in descending order ol the share in

1950

of utilities and in seme by that of mining, it has
played a far more important 10le in over-all growth
than either of the latter sectors, simply because its
share in total output is much larger. Indeed, as shown
in table 2.1, the share of utilities in gross domestic
product is less than 4 per cent in all the industrial
countries, and of mining less than 6 per cent, whereas
the share of manufacturing output exceeds 30 per cent
in most of these countries. Even in the case of Canada,
where mining and utilities output have each grown
more than twice as fast as manufacturing, the formes
two sectors contributed only 8.5 per ceal to the in-
crease in gross domestic product, whereas manufactur-
ing contributed over 23 per cent.

In contrast to manuofactwiing, the growth of agri-
cultural ontput has been slower than that of total
cutput in all countries. Anmual rates of growth in agri-
culture have ranged from 1.5 to 3.5 per cent in almost
all countries; as will be shown in a later section of this
chapter, there have been remarkable advances in agii-
cultural productivity.

Differential rates of growth in the various sectois
have been reflected in a shilt in the composition of
total output. As may be observed in table 2.5, the shaie
of manufacturing in gross domestic product has in-
creased in practically all the industrial countiies while
the share of agriculture has declined uniformly. The

increase in the share of manufacturing has heen par-
ticularly marked in such fast-growing countries as the
Federal Republic of Germany and Ttaly.

Industrial development has thus continued to play
a dynamic role in the economy of the developed coun-
tries. The rate of growth of manufactuiing output for
the sixteen industrial countries as a group averaged 5
per cent per annum during the nineteen fifties—a high
rate judged by historical standards even by compari-
son with the periods of most rapid industrialization
during the nineteenth century. Indeed, despite the
efforts of the under-developed countiies to promote
industrialization, the developed countries still ac-
counted for over 80 per cent of the manufacturing out-
put of the private enterprise world in 1960, which was
roughly the same as the pre-war share and was not
materially lower than in 1950, as may be seen from

table 2-6,

Table 2-7. Share of Major Indusirial Countries in
World* Manufacturing Exports,” 1938, 1950 and
1960

(Perceniage)

Coungrys 1038 a5 1560
United Kingdom 177 219 14.0
United States® 171 217 187
France .. . . 54 8.3 8.5
Germony (Federal Republic) 19.0¢ 6.1 169
Belgium and Luxembouig 51 55 51
Canada . 2.7 52 42
Switzerland 28 33 29
Japan 51 32 61
italy 30 32 46
Sweden = . 22 23 27
Netherlands . 1.9 36
Norway 1.4 0.9
Austrin 3 6f 09 14
Finland 0.8 08
Australiz . 0.3 0.4
Denmark 02 09
New Zealand e o
Twelve indusirial countries
combineds. 837 816 851
Eighteen industrial coun-
lries combined. . 862 91.7

Sowrce: Division of General Economic Rescarch and Policies of
the United Nations Secretariat, based on Statistical Office of the
United Nations, Yearbook af International Trede Statistics and
Montkly Bulletin of Statistics (various issues); United Nations,
Growth and Stagnation in the Ewropean Economy, by Ingvar
Svennilson {Sales No.: 5411 E3); B B Baldwin, "The Com-
maodity Compesition of Trade: Selected Industrial Countries,
1900-1954", Supplement to the Review of Economics and Statistics
(Cambridge, Massachusetts), February 1958

¢ Excluding centrally planned economiss

b Including SITC sections 5, 6, 7 and 8. Excluding processed
feods and mineral {uel.

¢ Countries are arranged in descending order ol the share in
1950.

4 Excluding United States special category exports.

¢ Estimale refers to the whole of Germany as it was in 1938,
not including Austria,

r1937.

& Twelve countries for which data are available in 1038,
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The relatively high rate of growth of manufactur-
ing in the sndustrial countries as a whole has, more-
over, been achieved despite the below average per-
formance of two of the most important courntries,
namely the United Kingdom and the United States,
which accounted for three-fifths of woild manufac-
turing output at the beginning of the nineteen fiities,
but for enly a little more than one-half by the end of
the decade.

The predominant position of the developed countiies
in manufacturing is even more marked in exports than
in output. Table 2.7 shaws that manufactured exports
of the developed countries accounted for about 90 per
cent of the total for the private enterprise world in
1960 and was somewhat higher than the share at the
beginning of the nineteen fifties ox pre-war. At the same
time significant shifts in the share of world exports of
manufactures have taken place among the industrial
countries. This has in part reflected differential rates
of growth of manufacturing output and the degree of
adaptation to the structure of market demand.

Shifts in shares of world exports of manufactures
during the past decade have also been influenced by
readjustments following the Second Woild War. Thus
the shares of the United States and the United King-
dom were exceptionally high at the beginning of the
nineteen ffties, when 1ecovery and reconversion in
these countries were farther along than in the others.
In contrast, the position of such countries as the Fed-
eral Republic of Germany and Japan was advezsely
affected by war devastation. When comparison is made
with pre-war shares, the shifts are less stz iking.

Table 2-8. Annual Rates of Growth of Outpul,
Employment and Output per Woiker in Manu-
facturing, 1950 to 1960

{Percentage)

Output per
Employment warker

12,

Cauntry®™ Dutpst

Japam .. . e 18.1
Germany (Federal Republic) 1
Traly .

France. .
Netherlands
Tinland
Australia
Norway

New Zealand
Belgium . .
United States
United Kingdom
Canada .
Deamark

Ln
L
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Source: Division of General Economie Research and Policies of
the United Nations Seeretariat, based or data from Statistical
Office of the United Nations, Statistical Yearboolk and Monthly
Bulletin of Statistics; Drganisation for Ecenomic Ce.operation
and Development, Ceneral Statistical Bulletin; and nasional
sources.

» Countries are arranged in descending order of annual rate of
growih of manufacturing output.

Trends in manufacturing employment

While manufacturing output has almost invariably
grown faster than total cutput, the growth of manu-
facturing employment in most countries has not been
significantly higher than that of total employment.
The trend of employreent in manufacturing has been
even less favourable in relation to other nan-agricul-
tural activities (employment in agriculture having
dectined or changed little).

The contrast between the growth of output and
that of employment in manufacturing reflects a gen-
erally low elasticity of employment with respect to out-
put. In most countries, a one per cent increase in
manufacturing output has been accompanied by less
than a onethird of one per cent increase in manu-
facturing employment, as may be seen in table 2-8*
Moreover, differences in employment elasticities in
various countries have in many cases conixibuted to
differences in the growth rates of manufacturing em-
ployment. Thus, the exceptionally high rates of in-
erease in manufacturing employment in the Federal
Republic of Germany and New Zealand have been
strongly affected by high elasticities and, conversely,
{he low rates in France and Sweden by low elasticities.
However, the elasticities of employment in Australia,
Finiand and Japan, on the one hand, and Denmark,
the United Kingdom and the United States, on the
other, have been broadly similar. The 1elatively high
rates of increase in manufacturing employment in the
former group have largely been due to correspondingly
high rates of growth of outpul. Mareover, in evaluat-
ing the total impact on employment of differences in
elasticities and output growth, it is essential to look
beyond the manufacturing sector. For, despite low
cates of increase in manufacturing employment in
cuch countries as France and Italy, where the elasticity
of employment has been low, the high rate of growth
of manufacturing output has had a favourable indirect
effiect on employment in the rest of the economy.
Furthermore, apart from the fact that outpul per
worker has been closely associated with the growth of
output as revealed in table 28, a low elasticity of

+ A rough indication of the elasticity of employment with
respect to output may be obtained by dividing the rate of

growth of employment by that of output, hotk: shown in table
2.3 Estimaies are:

Country® Pergentuge
Japan L .

Germany {Federsl Republic) 47
MNew Zealand 50
Finland 32
Australia 32
Ttaly 13
Netherlands 18
United Kingdom 31
Denmark 33
United Stales 28
Canada 26
Norway 14
France 11
Belgium 15

u Countries are arranged in descending order of
annual rate of growih of manuofactering employment.
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employment also implies, other things being equal,
a high rate of growth of output per worker. A low
elasticity should not, therefore, be considered a Hability
to the economy. This is especially so when the ate
of growth of the labour force is low, as in the Scan-
dinavian countries and the United Kingdom. Lven

in countries where labour is abundant, the crucial is-
sue in fact is not so much the responsiveness of em-
ployment to a given rise in manufacturing, but whether
the rate of growth of manufacturing is sufficiently
1apid to generate the desired rate of increase in the
demand for labour.

Patterns of industrial development

The foregoing analysis has demonstrated the close
link between the process of growth and changes in
industrial structure: in the process of economic growth,
the various industrial sectors have not expanded uni-
formly, some sectors performing better than the aver-
age while others have lagged behind. Despite the
advanced stage of industrializalion alteady reached
in most of the industrial countries, the manufacturing
sector has continued to grow at a faster 1ate than the
economy as a whele, and the agricaliural sector has
given further ground. It remains to be investigated
how far the growth process has involved changes in
structure within the manufacturing sector.

RECENT TRENDS 1N MATOR SECTORS OF
MANUFACTURING INDUSTRY

Structure and growth of output

‘Table 2-3 has already pointed to certain systematic
differences among countries in the structure of manu-
facturing output. Countries at a high level of indus-
trialization have tended to concentrate on the more
complex types of manufacture such as engineering
products. The various hranches of manufacluring out-
pul may now be examined in some detail in table 2-9.
The most striking phenomenon, in addition to the
generalization already made, is the sizable variation
in the relative importance of some of the individual
branches of industiy. For instance, the share of paper
in manufacturing output ranges from under 2 per
cent in ltaly to 14 per cent in Finland, and the share
ol basic metals {from less than 3 per cent in Finland
and the Netherlands to over 12 per cent in Belgium
and Japan. The reasons for particular inter-country
disparities are not always clear, but differences in the
stage of indastrialization do not appear to have been
important. In some cases, such as paper and wood
products in Canada, Finland and Sweden, the rela.
tively high share obviously reflects particular resource
endowments; in others, the explanation may have
to be sought in historical development or deliberate
choice, as with the high weight of basic metals in
Belgium and Japarn.

Recent changes in the structure of manufacturing
output have resulted from the differential rates of
growth from 1950 to 1960 in the major bianches of
industry shown in table 2-10. Table 2.i1 presents
the 1elative performance of each branch as compa:ed

with that of manufacturing oulput as a whole. Several
important {acts emerge from these tables. In the first
place, in practically all countries metal products and
chemicals have been the most dynamic industries,
while processed food, textiles, clothing and leather
produets have been among the slow-gtowing or even
stagnating groups. Because of the large shares and
high rates of growth of the metal products and chemical
industries, the contribution of these two industries
to the increase in total manufacturing output was con-
siderable. Table 2.12 indicates that, in most countries,
these two industries combined contributed more than
40 per cent to the incresse in manulacturing output
from 1950 to 1960; in Australia, the Federal Republic
of Germeny, France, Japan, the Nethetlands, the
United Kingdom and the United States, the contribu-
tion of these two industiies was as high as 60 per cent
or even higher.

Of greater importance from the point of view of
policy implications is the correlative movement of the
various industrial branches within each countyy. Coun-
tries with rapid rates of over-all growth have generally
achieved high 1ates of growih for all or most branches
of industry; conversely, low 1ates of over-all growth
have usually been reflected in all the various subsectors
of manufacturing. Indeed, even the refatively laggard
industries in the rapidly g1owing countries, such as the
Federal Republic of Germany, Italy and Japan, have
often registered impressive absolute 1ates of growth,
while the relatively dynamic industries in the slow-
growing countries have usually failed to achieve par-
ticularly high rates of growth.

The above strongly suggests that where manufactur-
ing has grown slowly, this has been due not so much
to any inherent loss of dynamism in Industry as to a
lag in over-all growth. Indeed, owing to the inter-
dependence of the economy even the dynamic indus-
tries may be seriously held back by generally slack
business conditions.

A further implication is that, despite the link he-
tween growth and structural change observed above,
the dimensions of industiial growth and stiuctural
change were not necessarily correlated closely during
the nineteen fifties. In other words, countries expreli-
encing fast rates of industrial growth have not neces-
sarily experienced a greater measure of structural
change, still less any major problem of structural ad-
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Table 2-12. Percentage Contribution of Increase in Output of Major Groups to Total
Increase in Manufacturing Qutput,® 1950 to 1960°

Couniry® Metal produgtst Chemicals Basic metals Other
Japan . . . . 47 4 129 9.5 302
Germany (Federal Republic) 438 146 97 319
Tialy ‘ 253 259 133 3585
Trance. . . : 448 252 6.2 238
Nethetlands . : 43.9 185 46 36.0
Finland 282 86 43 589
Australia ‘ 442 20.7 78 27.3
Notway . .. : 27.9 9.0 175 45.6
Belgiurm. . 30.3 19.0 18.7 32.0
United States 429 182 0.2 387
{United Kingdom 486 1533 82 279
Canada .. . . 19.4 212 106 48.8
Sweden . ‘ 302 13.0 159 40.9

Source: See tables 29 and 2-10.

» Obtained by dividing increase in output in ach
major geaup by increase n total manufacturing out-
pui; in terms of 1953 prices.

justment. It is true that a considerable spread de-
veloped between rates of growth in various industrial
branches in such rapidly growing countries as France,
Italy and Japan. On the other hand, little spread was
found in the Federal Republic of Germany where the
growth rate was high, and a large spread was evident
in a relatively slow-growing country, such as Sweden
(see table 2-10).

JMmPACT OF IECHNICAL PROGRESS

The striking similaxity in the relative rates of growth
of various branches of manufacturing in the developed
countries suggests the existence of common influences.
One such influence is technical progress: there is direct
evidence that the fast-growing industries, such as the
chemical and engineering industries, have been par-
ticularly affected by technological advances. It is com-
mon knowledge that many firms in-these industries
derive a high proportion of their sales from processes
and products that had not existed prior to the nine-
teen fifties. While technical progress has alse occurred
in other industries, its effects have been less far-reach-
ing.

The upsurge in technology in the fast-growing in-
dustries has generally been accompanied by a high rate
of expenditure on research and on new plant and
equipment. The chemical and engineering industries
have devoted a notably high proportion of their re-
sources to research, espeeially in fields where technical
leadership brings major competitive gains, In the less
advanced countries, original research has been far
less important since it has been possible to borrow
technologies already developed in other countries.

Whether technical progress has consisted of new
discoveries or the piopagation of known methods, it
has almost always involved new investment. The inti-
mate relationship between investment in new produc-

& 1050/51 ta 1960761 for Australia.

¢ Countries are artanged in descending order of
annual rate of growth of manufacturing output.

4 Machinery and transport equipment ineluded.

tive capacity and the embodiment of new techniques
at a time of rapid technological advance has been
emphasized elsewhere. There is also some evidence
of a positive zelationship between the 1ate of growth
of particular industries and their rate of investment.®

The effects of new investment and technical progress
are to be seen in advances in output per worker. Al-
though this is not a refined measure of productivity and
does not take into account differences in the intensity
of work, it does provide some indication of the sig-
nificant developments resulting from technical progress.
Table 2-18 shows the rate of growth of output per
worker by majoz industrial groups. Comparison with
table 2-10 indicates a significantly positive relationship
between rates of growth of output and of output per
worker in the various industrial groups. In a majority
of cases the rate of growth of output per worker in
the chemical industries has been faster than that for
most other branches. The picture for the engineering
industries is, however, more spotty. The rates of growth
of output per worker in these industries in a number
of countries, such as Belgium, Canada, Sweden and
the United Kingdom, have been comparatively low, the
1ates of growth of output of these industries being
relatively unimpiessive as well. Part of the reason is
to be found in the backwardness of certain sectors of
the engineering industry in some of these countries—
such as shipbuilding and the machine tool industry
in the United Kingdom.

Tt should not, of course, be surprising that tech-
nological advances do not give a full explanation of
the relative rates of growth of industries. The best
illustration of this point has already been provided
earlier by the impressive growth of output per worker

5 See United Nations, World Economic Survey, 1959 (Sales
No.: 60.11.C1), pages 32 to 34.

8 See United Nations, Economic Survey of Europe in 1961
{Sales No.: 62I1LE1D).
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CHAPTER 2.

INDUSTRIAL GROWTIH IN THE DEVELOPED GOUNTRIES 71

in agricultuze. Clearly, the relative rates of growth of
agriculture and industties must be governed by the
course of demand. An attempt will be made in the
following section o examine the role of demand on
differential rates of growth in the manufacturing in-
dustries.

IMPACT OF CHANGING STRUCTURES OF DEMAND

Growth rates of manufacturing industries have been
affected by the course of demand as well as by the 1ate
of investment and technical progress. In practically all
countries, exports and gross domestic fixed capital
formation have provided the greatest stimulus to manu-
facturing output. This is so partly because these two
components of demand have generally been growing at
a higher rate than other components, and partly because
they require, directly and indirectly through the de-
mand for intermediate products, a relatively high pro-
portion of manufactured goods.

Table 2-14 shows the 1ates of growth of major com-
ponents of final demand. It is noteworthy that in an
overwhelming majority of countiies the rates of growth
of exports and fixed domestic capital formation have
been substantially higher then those of private or
public consumption. The United States is a major ex-
ception where government expenditure has grown at
a relatively fast rate. Furthermore, it has been calcu-
lated” that for all the countries where data are avail-

7 The following generalizotions are based on caleulations of
the impact on manufacturing output of changing structures of
demand with the aid of input-output tables of seven western
Eurepean countries, Japan and the United States, For descrip-
tion of methods of caleulations and discussion of problems of

Table 2-14.

able, the manufactured content of exports and capital
formation is invariably higher than that of total de-
mand. For most countries an increase in export demand
of $100 at constant prices would tend to increase manu-
facturing output by $25 to $50; and an increase of
the same amount in gross domestic capital formation
would raise manufacturing output by $20 to $40. In
contrast, the corresponding figure for private con-
sumption would be about $20 while that for govern-
ment expenditure would be even lower, except in the
United States where the manufactured content of gov-
ernment expenditure is relatively high owing to the
importance of defence outlays.

The combined effect of the relatively high rates of
growth, and of the above-average manufactured con-
tent, of exports and capital formation has meant that
these components of demand have exerted a profound
influence on the course of manufacturing output dur-
ing the nineteen fifties. These two components of de-
mand alone have contributed, directly and indirectly,
over one-half of the total increase in manufacturing
output In a number of countries, such as the Federal
Republic of Germany, the Netherlands and Norway,
the contribution has amounted to seven-tenths or even
more. Here again, the United States is an exception
since the corresponding contribution by exports and
capital formation there has been substantially lower
than that of other countries.

interpretation, see United Nations, Economic Survey of Europe
in 1957 (Sales No.: 58.ILE.1)}, chapter I Similar calculations
have been made by the Secretariat of the Organisation for
Economic Co-operation and Development.

Annual Rates of Growth in Final Demand, by Major Components, 1950

to 1960
{Percentage)
i General c a . . [ Total

iyt e gt Gt Eped  Tu

Contey cxpcndﬂ:.:rc i:;m :‘r:m: 'G{'oria:iﬁ; ! gscfviccsd cmnid
Japan . . e 8.2 69 17.2 127 95
Germany (Federal Republic) 73 57 9.9. 165 16
Ealy o 45 74 9.0 12.6 59
Austria 51 4,1 75 41 58
France . . 4.3 3.7 50 57 4.3
Netherlands 35 33 57 98 4.7
Finland - S . . 46
Australia 31 4.0 46 6.9 3.9
Norway .. .. 2.6 5.0 30 68 35
New Zealand 3.4 38 53 5.8 a5
Belgium . . 2.3 32 26 8.0 290
United States 32 6.1 2.0 5.3 33
United Kingdom. 2.4 19 5.3 2.3 27
Canada 4.4 5.4 3.7 3.7 38
Denmark 26 4.0 6.4 71 34
Sweden . 2.5 4.5 5.0 5.6 3.2

Sonree: Division of General Economic Research
and Policies of the United Nations Secretariat,
based on data from Statisticel Office of the United
Nations, Yearbook of National Accounts Statistics.

a 1950751 to 1960/61 for Australin and New
Zealand rel

5 Countries are arranged in descending order of
rate of growth of manufacturing output,
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Within the manulacturing sector the direct and in-
direct contribution of exports to the increase in output
in chemicals has generally been more important than
to the increase in manufacturing output as a whole;
similarly, the corresponding contribution of pross
capital formation te the increased outpul of metals
and metal products has been uniformly high. It is
evident, therefore, that the course of demand has been
an impertant factor in shaping the differential rates
of growth of manufacturing output in various indus-
tries. In the United States, however, governmenl ex-
penditure has also played a leading role in generating
demand.

Changes in the structure of major
components of demand

The structure of manufacturing output has been af-
fected not only by the majer components of demand
but also by shifts within these components. There is
some indication that the pattern of exports has changed
in favour of the fast.growing industries. This is sug-
gested by a relatively high 1ate of growth of manu-
factured exports as compared with exports in general
and an even more marked increase in exports of engl-
neering products. In countries such as Belgium, Den-
mark, Fiance, Italy, Tapan, the Netherlands and the
United Kingdom, the rate of increase ef exports of
engineering products was more than one and one-hall
limes as high as that of manufaciuring products as a
whole.

There is also a remarkable similarity in the pattern
of growth of manufactured expotts in diflerent coun-
tries reminiscent of the similarity in the pattern of
output discussed earlier. While the sluggish perform-
ance of manufacturing in certain countries has been
caused by a general lack of dynamism rather than by
the backwardness of individual industries, a simila
explanation holds true of the relative performance of
manufactured exports in various countries. Although
this is not the place to offer a comprehensive explana-
tion of the behaviour of exports, an examination of
data indicates that poor export performance has not
to any major extent been the result of an initially un-
favourable commodity composition of exports. Coun-
fries with above-average raies of increase in total ex-
potts have typically zecorded better than average pet-
formance in all the principal commodity groups and
not merely in the most dynamic ones; and the con-
verse has applied in countiies where exports have ex-
panded more slowly. Where initial commodity com-
position or geographic distribution of exposts has been
unfavourable for rapid growth, some countries have
shown much greater flexibility than others in shifting
to the moze dynamic commodities and markels.

The effect of changes in the structure of investment
on the growth of industrial output is more difficult to
ascertain. There is some evidence, however, that the

rise in the share of machinery and equipment in fixed
capital formation in the majority of the industrial
countries has contributed to expansion in the basic
metals and metal preduct sectors. More important have
been the shifts towards the purchase of durable con-
sumer goods that have accompanied the rise in con-
sumer incomes and stimulated the growth of engineer-
ing production.® Table 2-15 shows that in eleven out

Table 2-15. Share of Consumer Expenditure
Allocated to Darables, 1950 and 1960

(Percentage)

Lountry® 1850 1960
Austria 80 14 7%
Denmark 01 160
Netherlands 77 117
United Kingdom 6.5 9.3
Japan 39 6.30
France 4.9 71
Norway 1.8 9.6
Belgium 80 10.6
Swaeden 9.1 108
Finland 474 6.24
Ttaly . 32 40
Canada. 104 100
Australia G.lde HEU
United States 128 107

Source: Division of General Econiamic Research and Policies of
the United Nations Secretarizt, based on data from Statistical
Office of the United Nations, Yearbook of National Accounts
Statistics; Organisation for Economic Co-operation and Develop-
menl, General Statistical Bulletin, Nos. 4 and 5, 1961,

a Countries are arranged in descending order of change in
share of durables in consumer expenditure

b 1956,

¢ 1955.

¢ Furniture, furnishings and household equipment only

¢ 1650/51.

£ 1960/61.

of fourteen countries the share of durables in total
consumption rose from 1950 to 1960. Tabie 2-16 indi-
cates the remarkable increases that have taken place
in certain consumer durables in 1ecent years. The sela-
Live rise in consumer durables corresponds to a decline
in non-durables, such as food and clothing. This shift
has contributed to the relative changes in the various
branches of manufacturing along the lines discussed
earlier.

It is thus evident that there has been much in com-
meon between the industrial countries as regards theil
experience of technical progress and shifts in the struc-
ture of demand during the nineteen fifties, and these
factors have had a parallel influence in shaping the
pattern of growth of manufacturing industries. These

8 Trom 1953 to 1959, the share of major consumer durables
(mainly sewing machines, radio and television receivers, wash-
ing machines, vacuum cleaners, electric irons, dry shavers, floor
polishers, refrigerntors, bicycles, metor cycles and moter
vehicles} increased from about one-seventh to one-filth of the
total value of engincering production in_western European
countries. See Organisation for European Economic Co-opera-
sion, The Fngincering Industries in Furope, 1960 (Paris, 19613.
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Table 2-16. Anmnual Rates of Growth of Deliveries® of Selected Consumer Durables,
1954 to 1959

(Percentape)

Television Elzetrie Hausehold
Countryb Passenger receiving wasking rofriger-
curs July machines atars
Austria . 244 143 3¢ 443 11.0
Denmark .. 14.3 177,74 . 15.9¢
Netherlands . 11.0 o 8.4 .
{United Kirgdom 9.1 18.1 79 28.5
Tapan 402 146.7 35.0 100 4
France = .. - 19.9 351 14.8 243
Germany {Federal Republie) 218 66.7 15.0 314
Belgium 10.7
Sweden 173 . .
Italy 2r1 44.3 55.3¢

Source: Division of General Teonomic Research
and Policies of the United Nations Seeretariat,
based on data from Organisation for European
Economic Co-operation, The Engineering Industries
in Europe, 1960; and national sources.

= Based on data in terms of units

forces have, moreover, acted on each other and tended
to generate a cumulative impact. Thus, investment in
the development of new technologies has also con-
tributed in changing the pattern of demand. Improve-
ments in methods of production and development of
new products have reduced costs and stimulated de-
mand. Expanded demand has given further oppor-
tunities for cost reduction through better ulilization
of capacity. Declines in relative prices have added to

b Countries are arranged in descending order of
change in share of durables in consumer expendi-
ture.

¢ 1956 to 1959,

4 1954 to 1958,

s 1954 to 1957,

the attractiveness of the basic technical properties of
chemicals as compared with other raw materials.

The principal differences between countries are,
therefore, to be found largely in the extent to which
the tremendous opportunities available have heen seized
upon and exploited, and this, in turn, has depended
significantly upon the nature of government policies,
particularly those affecting the over-all rate of growth.

Problems and policies

THE STRATEGY OF INDUSTRIAL DEVELOPMENT

Despite the much greater participation of govern-
ments of the industrial countries in the economic life
of the commanity during the post-war period, there
has been relatively little in the way of deliberate
strategy for industrial development. The developed
countries do not, in noimal times, face the same sort
of problem as the under-developed countries in seeking
to change the whole structure of the economy, by rais-
ing considerably the share of industry in the total na-
tional product. The share of agriculture in total product
has certainly continued to decline. But this was not the
result of any deliberate government policy—nor was it
always accompanied by a rise in the share of manu-
facturing. In fact, in the most advanced countries, the
share of manufacturing industry in the total national
output may have reached a peak or plateau, and as
incomes go still higher there may be a shift to ser-
vices. It is noteworthy that services represent a higher
proportion of total national product in the United
States than in the other industrial countries. The share
of manufacturing employment in total employment has
in fact declined in a number of countries, such as

Belgium, Canada and the United Kingdom as well as
the United States. It should, however, be noted that
these declines have accompanied a levelling off in the
over-all rate of growth in the countries concerned—it
iz not clear that such declines would necessarily have
oceurred had the rate of growth been maintained. Cer-
tainly in countries such as the Federal Republic of
Germany, France and Italy the share of manufacturing
in both total output and total employment has con-
tinued to rise, although in these countries an important
factor has been the relative backwardness of the
agricultural sector which has been able to 1elease
labour and other resources to industry on a substantial
scale,

In any event, the developed countries have not been
concerned to influence to any major degree the share
of manufacturing in the total national product, but
rather to maintain 2 general level of demand and zate
of growth of the economy as a whole which would
permit full employment and 1ising standards of living.
Governments have therefore concerned themselves
much more with specific or ad hoc problems arising
in particular industrial sectors—such as problems of
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the decline of particular industries or of the develop-
ment of backward regions—ihan with any deliberate
stralegy for industrial development, Only in so far
as general encouragements to industry through tax o1
other concessions have formed part of an over-all pro-
gramme for maintaining economic stability and an
adequate rate of growth could governments, in general,
be said to have any particular policies with 1espect to
industry as such.

During the emly post-war period, of course, gov-
ernments did act to promote the reconstruction of
industry. At a time of over-all excess demand, gov-
ernments used various devices to direct investment
into those areas considered to be most important for
economic recovery. Access to the capital market was
controlled, permits to build were carefully regulated,
and 1aw materials and intermediate products in short
supply were allocated to priorily end-uses, especially
if they had to be imported. In I'rance, under the first
post-war plan for modernization and equipment, spe-
cial emphasis was placed on the development of cer-
tain basic industries such as coal, electzicity, road
transport, iron and steel, cement and agricultural
machinery. Although the indusiries selected and the
methods employed in fostering them varied to some
extent from country te couniry, most of the western
Eurepean countries devoted special attention to the
rehabilitation of the basic indusiries after the war.

In Japan, likewise, the Government plaved an im.
portant rele during this period in allocating scarce
resources {or reconstruction. A system of priorities
was established and a special Reconstruction Finance
Bank was created with a view to financing investment
in priority indusiries. In addition, the Government
exercised direct control over the allocation of scarce
malerials essential to the development of priozily in-
dustries; it is noteworthy that even when the dizect
gonlrols were subsequently relaxed government influ-
ence continued in an indirect way. A number of gov-
ernment development corporations were created and
in 1951 the Japan Development Bank was cstablished.
The industries 1anking high in the government priority
list were coal, steel, {ertilizers, electricity and ship-
building. In addition to credit facilities certain tax
incentives were provided for specific industries.

Once the period ol shortages and excess demand
came to an end, however, governments progressively
reduced the scope of their direct controls over the
economy and no lenger sought to influence the trend
of industrial development to the same extent. This is
not to say, of course, that government policies did not
in eflect exert considerable influence upan the de-
velopment of industry. Particularly significant was the
effect of defence expenditure, accounting for over 6 per
cent of the national preduct in France and the United
Kingdom, for example, and about 10 per cent in the
United States. In the United States the industries stim-

ulated most by defence expenditure have been those
producing lransport equipment-—especially aircraft—
instiuments and related produets, electrical machinery,
and primary and fabricated metals. In the United
Kingdom a similar concentration of defence purchases
on transport equipment, instruments and machinery
has also been evident.

One noteworthy feature of defence precurement has
been the emphasis placed on quality and precision. The
induslries most affected by defence expenditure have
therefore been heavily engaged in 1esearch and devel-
opment in the quest for rapid technical progress in a
continuously changing field. These industiies have, in
fact, absorbed a very high proportion of the entire
research and development expendituie of the countries
concerned. Rapid technological advance and far-reach-
ing changes in product and design have therefore been
particularly characteristic of the aireraft and electronic
industiies, as well as of other industries catering to
the needs of space exploration,

Defence procurement has also involved heavy pur-
chases for stockpiles. These purchases have largely in-
volved 1aw materjals, the impact on industry being
limited primarily to metals. In the United States, stock-
pile demands led to a considerable expansion of metal
producing capacity following the outhreak of hostilities
in Korea. Long-term contracts were granted to pro-
ducers for future delivery at guaranteed minimum
prices. These arrangements accelerated the rate of
growth of the industiies concerned, notably the alu-
minium indusiry. Subsequent changes in the composi-
tion of defence demand for particular materials, o1
a levelling off in requirements, have led in some cases
to the appearance of substantial excess capacity and
the accifmulation of excess inventories.

Apart from the impact of defence expenditure, gov-
ernments have influenced the course of industrial de-
velopment partly through activities in the public sectox
and paitly through action taken in relation to the pri-
vate sector,

In Italy, the existence of a substantial state interest
in industry-—an inheritance from the inter-war period
~-has made it possible for the Government to influ-
ence industrial growth to a greater degree than in
other developed countries. For example, the substantial
growth of the steel industry and of the use of natural
gas was mainly the result of state initialive. Public
enlerprises have also played an important role in
France, where government influence has been exerted
mainly through the control of their investment plans,
which have to be co-ordinated with the national mod-
ernization and equipment plan. Furthermore, as a
sizable proportion of funds {ov investment for these
enterprises has actuzlly been derived from govern-
ment sources, the influence of the Government has
thereby been strengthened. Although public enterpiises
have also played a very important role in industry in
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Austria end the Federal Republic of Germany, they
enjoy a considerable degree of autonomy and have
not implemented any specifically governmental policies.

It is through the private sector that most govern-
ments of the developed countries have exerted their
main influence on the course of industrial expansion.
Mention has already been made of the effect on in-
dustry of broad policles for giowth and stability. In
some countries, such as France, growth targets for
various industries embodied in the national develop-
ment plans appear to have had a significant impact
upon the planning horizon of the industries themselves.
This is not surprising since the setting of targets has
not depended exclusively on government decisions but
has come about after considerable consultation zand
discussion with private industry. Similaz considerations
apply to countries such as Finland, the Netherlands and
Norway which, although they have not hitherto had
comprehensive long-term development plans, have set
targets for particular industries.

Private industry has also been affected by govern-
ment policy with respect to taxes and subeidies. Most
industrial countries have liberalized depreciation al-
lowances, partly in recognition of the inadequacy of
such allowances if based simply on the physical lie
of capital goods rather than on their economic life,
and partly as a deliberate means of encouraging in-
vestment. These measures are often not applied uni-
formly to all industries. Thus, accelerated depreciation
facilities have been accorded in Belgium and Norway
to industiies regarded as “productive”, in the Federal
Republic of Germany to basic industries, and in the
United Kingdom to selected types of capital expendi-
ture. In the United States, the recent liberalization of
depreciation allowances has applied especially to the
textile industry, while the proposed tax credit on invest-
ment expenditure is not equally applicable to public
utilities.

Although direct subsidies to manufacturing industries
have been limited to a few cases such as shipbuild-
ing, various other kinds of financial aid to particular
industzies have been fairly common. In the Federal
Republic of Germany and France, capital transfers for
private investment have played an important role in
selected industries. And, as will be shown later, various
tax exemptions and low-interest loans have been granted
to industries in developing regions and to depressed
industiies.

In Japan, owing to the predominant role of bank
credit in financing industrial investment, government
regulation of credit has had & far-reaching impact on
individual industries, tending to favour those in priority
categories, especially at times when monetary policy has
been restrictive. Although monetary policy in most other
countries has been less obviously selective, it should not
he assumed that the impact has beern uniform for all
industries. Thus, in most countries governments have

sought to influence the direction of credit to essential
industries when the total volume of credit has been re-
stricted.

Of considerable indirect importance for industiy have
been the policies adopted by a number of developed
countries in recent years with a view to maintaining in-
ternal price stability and external balance. Some of these
countries have become concerned in recent years about
the tendency of money incomes to rise faster than pro-
ductivity, involving persistent upward pressure on costs
and prices. Governments have sought to reduce such
pressures, especially in those cases wheze they have ap-
peared to be the cause of adverse movements in the bal-
ance of payments. Tn so far as the upwaid trend in costs
and prices is more marked in some countries than in
others, there is a tendency for the balance of payments
to be affected thereby, countiies with high rates of in-
crease in costs and prices tending to xun deficits, and
those with low rates of increase, surpluses.

The policies adopted by governments in dealing with
this situation include direct attempts to influence the
rate of increase of money incomes and prices, particu-
larly by encouraging non-inflationary wage bargaining
and by representing what they consider to be the public
interest wherever questions affecting price stability may
arise. In addition, however, governments have also
sought to influence price developments indirectly by
helding down the level of demand. In the pursuit of this
objective, direct taxes have been increased only where
balance of payments difficulties have been acute. But
governments have often increased indizect taxes and
curtailed their own expenditure, have imposed restric-
tions on construction, and have raised discount rates
and limited bank advances and other forms of credit,
notably hire-purchase.

These various policies have had two types of effect
upon industry: a general impact upon industiy as a
whole, coupled with differential effects upon individual
industries, depending upon their sensitivity to the pa:-
ticular government measures introduced.?

One effect of the global measures has been to slow
down the rate of growth not only of total output but of
productivity as well. In some cases, in fact, whateve:
anti-inflationary 1esults have been gained by way of a
slower rise in money incomes have been offset or more
than offset by the damping effect on productivity, so
that wage costs per unit of output have continued to rise
almost as fast as hefore, and sometimes even faster.
Moreaver, the introduetion of slack into the economy
has tended to depress investment, thereby slowing down
the 1ate of innovation and incorporation of new techni-
cal advances into the productive process. A decling in
demand induced by government measures in a slowly
growing econemy means that industiies alieady oper-

9For a more extensive cxamination of these questions, see
World Fconomic Survey, 1957 (Sales No.: 5811.C 1), Introdue.
tion and part L.
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ating with surplus capacity even at the highest levels of
economic activity are bound to experience a drop in
demand along with industries where capacity is insufli-
cient. This may cause difficulties for both types of indus-
ry. As 1egards industries with surplus eapacity, these
are often the ones that have fallen behind in the techno-
logical race, and uncertainties resulting from restrictive
governmental measures may deter them from under-
taking the necessary research, development and new in-
vestment required for regaining their positien in world
markets. On the other hand, where capacity is inadequate
at full employment, it may even be desirable for some
increase in prices to take place so as to provide incen-
tives for adding capacity and eliminating bottlenecks.
If, however, industry is led, by recurrent government
polieies of restraint, to believe that wherever shorlages
arise o1 prices increase prompt action will be taken to
eliminate any bottlenecks thiough the damping down
of demand, inducements to enlarge capacity may be
weakened so that the imbalance in capacily at high
levels of employment tends to become chronie,

The impact of selective 1estraints on demand has, of
caurse, been much clearer. Such restraints have been
used particularly to discourage housing and the pu:-

Tahle 2-17.

chase of consumer durables. The industries producing
consumer durables have been among the most dynamic
groups during the post-war period, and selective action
affecting these industries in countries with low growth
rates naturally runs the risk of preventing them o1 de-
terring them from keeping pace with their competitors
in other countries in the eonslant search for improved
design and for new products, becouse of uncertainty re-
garding the future of home demand, which mustprovide
the bulk of thelr market.

In many respects, therelore, the difference hebween
the impact on indusiry of fiscal and monetary measures
on the one hand and of other types of control on the
other may be less significant in practice than would
appear on the surface. However much the government
seeks to avoid interference with the operation of market
{orces, any recurrent aclion it takes to cwbh demand,
whether global or selective, is apt Lo have a considerable
impact upon the long-term expectations and hence upon
the plans of business concerns. Such action is also likely
to discriminate between one industry and another, even
when there is no censcious intenlion to do so. Above ali,
the creation of a climate of expectations in which indus-
iry always expects the most profitable period of a boom

Indicators of Regional Disparities in Selected Countries

(Percentage)
Hegional Shure of
) share in Hor agricufiural
Cowntey . regron and yenr couniry's capita employment (o
toral intenrime ol population

populetion {evuntry averape = 100}

Belgiuni-Luxembourg (1959)
Luxembourg
Limbourg .
West Flandeis

Finland (1956)
Keski Polijanmaa
Pohjois Karjala

Italy (1959)
Southern

Japan (1958)
Northein

United Kingdom (1960)
Northern lieland
Wales
Scotland

United States (1960)2
Group I
Group 1If
Group III+

2 798

6 73

12 79

5 G

5 68
2 58 136
10 78 Tt
3 259
5 -
10 123
7 65 185
7 71 145
14 B2 121

Source: Division ol Gencral Economic Research
and Policies of the United Nations Secretarial,
hased on data {rom national sourees

= Data refer 1o gross domestic product

b Data refer 1o personal inceme.

= Data refer io the year 1955

4 [neome data refler to the year 1959

¢ Group 1 comprises the following states: Ken-
tucky, Tennessee, Alabama and Mississippl

! Group 11 comprises the [ollowing stales:
Arkansas, Louisiana, Oklahoma and Texas

% Group HI comprises the following states: West
Virginia, North Carolina, South {arpling and
Georgia
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—namely the peak—to he damped down and held back
even to the point at which full capacity operations are
never allowed to develop is likely to prove so discour-
aging as to prevent industry from undertaking many of
those forward-looking moves which are essential if it is
to remain up to date and abreast of the most dynamic
competition abroad. A one-sided search for price stabil-
ity and balance of payments equilibrium may lead to
neglect of the need for a more conscious evaluation of
the requirements of industry and a more clearly articu-
lated strategy for industrial growth.

PROBLEMS OF RECIONAL DEVELOPMENT

In the preceding sections problems of industrial de-
velopment have been examined at a global level. A
closer examination leads to a sectoral analysis. Prob-
lems of regional development are of particular interest
because of their resemblance to international problems.
Indeed the under-developed regions within an indus-
trial socisty often possess many characteristics typical
of under-developed countries. Table 2-17 demonstrates
the relatively low level of income and low degree of
industrialization in the poorer regions of a number of
countries. In Italy, for example, the level of per capita
income in the south amounted to less than six-tenths of
the national average in a recent year, while the share
of employment in agriculture in total employment was
over 40 per cent in the south as compared with about 30
per cent for the whole country.

Problems of regional development form an integral
part of the broader problem of national development;
a comprehensive national development programme may
include special provision for the requirements of par-
ticular regions. It is more common in practice, how-
ever, {or national policies to be framed without explicit
reference to regions, or alternatively, ad hoc plans for
various 1egions may exist without being integrated into
a national programme. The main course of industriali-
zation in the developed countries in the past has been
little affected by deliberate locational policies. As a
result, problems of congestion in the urban centres as
well as under-development in the outer regions have
become a by-product of industrial development, It is
true that, in contrast to the location of industries inler-
nationally, the fiee movement of resources within a
country enables industzies to be established where lo-
cational advantages are greatest, and labour can mi-
prate to regions where employment can be found.
The degree of disparity between regions within coun-
tries is, therefore, not nearly as great as that between
nations, and the problems of imbalance are not as in-
tractable. Yet the agglomeration of industries and the
concentration of population in urban areas have
tended to have a cumulative effect over the years.
Whatever the initial locational advantages-in the
proximity to coal mines or navigable rivers, for ex-
ample—the existence of an industrial complex, the

availability of an ample labour reserve and the various
institutions found in an urban envirenment have acted
as a powerful magnet to more industries and population.
The process has hardly been arrested or reversed despite
increasing diseconomies arising from over-crowding.
Nor have the opportunities for deconcentration and re-
location resulting from such factors as the development
of more efficient means of communications and the
spread of electric power been fully explored.

While the steady movement of population towards
urban centres has eased the pressure on resources in the
less developed regions, it has not led to the elimination
of income differentials, as indicated in table 2-17.
Evidently there are obstacles to the mass movement of
population frem one region to another on account of
differences in customs and mores, lack of information
on employment opportunities or high cost of change of
residence. It should be borne in mind, of couise, that
where migration is substantial, it tends to deprive the
region of the relatively young and enterprising people
and to render future development of the locality more
diflicult.

These considerations have prompted countries to
attempt to overcome problems of regional imbalance
through deliberate regional planning. An examination
of post-war trends points to a gradual emergence of re-
gional policies in 2 number of countries. Thus, in Ttaly,
although the under-development of the south has eccu-
pied the attention of policy makers for at least a cen-
tury, no concerted drive for the industrialization of that
region ocourred prior to the formulation of the national
development programme in the post-war years. In
France, as national development plans have progressed,
attention has been directed to particular 1egions, and
various regional plans have heen drawn up and co-
ordinated, In most other countries special efforts have
also been made to encourage regional development, al-
though the scope has generally been more modest than
in France or ltaly.

In the Netherlands, the creation in 1949 of an Ie-
dustrialization Commission which recommended to the
Government the promotion of a better population dis-
tribution, laid the foundations of a regional develop-
ment policy. A programme of regional industrialization
in the north-east was promptly enacted so as to reduce
structural unemployment there and relieve pressure on
the congested areas in the west. Further investigations in
other regions led to the selection of eight additional de-
velopment areas for industrialization and reduction of
structural unemployment The substantial elimination of
structural unemployment in more recent years has en-
abled the Government to pay less attention to depressed
areas, although regional industrial development has con-
tinued to be a parl of national policy.

In Norway, the regiona! plan drawn up in 1949 had
the express purpose of assisting in the rehabilitation of
war-devastated areas near the Arctic Circle; this was
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broadened by further legislalive action providing incen-
tives for industrialinvestment in the north.In the United
Kingdom, regional development policy kas concentrated
on depressed areas suffering from relatively high rates
of unemployment. Various inecentive measures have
sought to encourage the establishment of new industries
in these areas.

In Belgium, regional policy designed to combat the
economic and social dificulties of certain areas was
given legal effect by a special law, enacted in 1959.
Fifteen ateas were designated as development areas
under the act on the basis of cerlain criteria such as un-
employment, emigzation and declining industiies, and
two out of the fifteen areas were selected as “pilot” re-
gions for development.

In the countries with a federal structure, such as
Canada and the United States, the problem of regional
development has generally been dealt with at the state
or provincial level. Many states have recognized the
desirability of attracting industries and have provided
special inducements for establishing them within thei
boundaries. Despite the haphazard nature of these meas-
ures and the mutually offsetting eflects of competitive
inducements, the net impact on induslries has probably
been favourable.

The specific measures adopted in implementing re-
gional development programmes have been roughly sim-
ilar to those for the nation as a whole. They range from
the provision of infrastiucture to the supply of incen-
tives to industrial development.

The building of infrastructure has generally heen
considered a prerequisite {or the establishment of new
industries. Adequate transport and communication fa-
cilities and power supplies are obviously essential to the
operation of any modern industry. The lack of adequate
social amenities, such as schools, hospitals and eultural
and recreational centzes Is also a frequent obslacle to
industrial development because entrepreneuss and skilled
workers and their families tend to avoid backward areas
with limited social and cultural opportunities. In this
connexion, it is important to remember that industri-
alization of depressed ayeas, even those with surplus
labour, often requires the movement of certain key
personnel into the area from the outside. Government
investment in infrastructure also has the advantage of
being non-controversial because it is usually regarded
as being within the naditional functions of the govern-
ment and is not usually in competition with existing in-
dustries or capable of being replaced by imperls from
other regions. Consequently, investment decisions of this
type can olten be implemented quite quickly. It is equally
clear, however, that the building of in{rastructure per se
is not the same thing as the establishment of new indus-
try, and that it may not suflice Lo allract industry.

Special incentives for industiies in particular regions
have, therefore, been introduced even where primary

emphasis has been on infrastructure. More often, how-
ever, chief reliance has been placed on incentive meas-
ures, since basic facilities are usually available in areas
where the main problem is the decline of older indus-
tries. In some cases the very success of the incentive
meansures has, however, ereated new problems through
the over-burdening of basic facilities, and the question
may arise as to whether a co-ordinated programme from
the beginning might not have been more economical in
the long Tun.

Because of the interrelation of industiies, the estab-
lishment of industries controlled by the public sector in
a particular region may, apart from its direct effect,
also be regarded as creating incentives for other indus-
tries. This approach has been taken in Italy and to a
less extent in the United Kingdom. Seme governments
regulate the location of new industries; a stiiking ex-
ample is the effort to discourage the establishment of
new industrial plants in the Paris region which has al-
ready suflered from over-congestion. As a result, only
13 per cent of authorized industiial construction in 1961
was located in that region as compared with 35 per cent
in 1954. In most other countries, although industrial
construction is often regulated, it is largely for the pu:-
pose of business cycle control oz because of local zoning
restrictions.

The measutes most commonly employed for encour-
aging industries in particular regions consist of various
kinds of direct subsidy and tax incentive. In Italy, the
South Italy Fund has provided finance for industries in
the south, which have also benefited from numetrous tax
exermptions. In Norway, a separate development fund fo
the modernization and expansion of industiy in the
nozth has been set up Special grants have been extended
to industries established in the development areas in the
United Kingdom.

In assessing vaiious regional progiammes it is impor-
tant to note that the industrial development of hackward
regions by no means implies a disregard of locational
advantages. 1t implies rather an exploration and devel-
opment of the unrealized iocational advantages of such
regions. Furthermoze, it is consistent with a considerable
degree of cluster of industries within regions. Indeed,
a most important prineiple in regional development is
the establishment of centies or poles of development
so that lecational advantages aie crealed rather than
ignored. Detailed calculations have in fact shown that
in given circumstances the establishment of industrial
eomplexes can achieve gieater cost advantages than that
of single induslries, although there is a limit beyond
which further enlargement becomes less economical

It is true that since regional programmes have often
been concerned exclusively with the solution of a 1e-
gional problem, the national inlerest may sometimes
have been overlooked. In any case, decisions on regional
programues have not usaally been adopted on the basis
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of caleulations of all benefits and costs involved. Current
thinking is, therefore, moving in the dizection of a more
positive approach in the selection and preparation of
regions for development so as to go beyond a mere
amelioration of conditions in depiessed areas. This is
especially important in countiies where labour is scarce
and where pockets of unemployed labour need to bhe
carefully channelled for constructive purposes rathe:
than being treated merely as a claim upon relief,

Thus, regional development by no means implies in-
dustrialization of every region and locality; nor does
regional balance aim at identical conditions in all 1e-
gions. Nevertheless, a narrowing of regional disparities
remains an important objective in regional policies,

In general, although low-income regions recorded im-
portant absoclute advances during the nineteen fifties,
theie is no evidence of any marked change in the degree
of regional disparity in countries where data are avail-
able. In the United States, fo1 example, the dispersion of
state per capita incomes appears to have narrowed only
slightly duzing the nineteen fifties. In ltaly, per capita
income in the south appears if anything to have dropped
further helow the national average by the end of the
nineteen fifties than at the beginning of the period, being
59 per cent of the average in 1951 and 57 per cent in
1959, However, in so far as investment in the south has
gathered momentum in 1ecent years, increasing from
13 per cent of the national total in 1951 to about 16 per
cent in the mid-nineteen fifties and 20 per cent by 1964,
the {ull impact on intome may bhecome more favourable
to the south as these investments mature, provided, of
course, that the present establishment of infzastructuze
is followed by substantial industiial development.

More generally, United States experience during the
past century appears to suggest that conditions arelikely
to be most favourable for the narrowing of regional in-
come disparities when the level of demand is high and
labour is in short supply: it was in circumstances of this
kind that the greatest improvements in 1egional income
distribution in the United States seem to have occurred.

PropLEMS OF DEPRESSED INDUSTRIES

The foregoing examination of regional development
issues has already 1eferred to the problem of depressed
industries. The two types of problem are, of course,
closely related where depiessed industries are concen-
trated in particular regions.

In a broad sense, agriculture may be viewed as a
depressed industry on account of the low incomes and
1elatively slow rate of growth characteristic of this sec-
tor of the economy; the whole agricultural region may
in fact be regarded as a problem area. In ali the indus-
trial countries listed in table 2-4, the share of agricul-
ture in total cutput declined considerably from 1950 to
1960 while the absolute decline in agricultural employ-

ment amounted to about 20 per cent or more in most of
the industrial countries.*”

Ttis true thatin contrast to its often stagnant condition
in under-developed countries, agriculture has benefited
from rapid technological development in the industrial
countries. The rate of growth of productivity in agricul-
ture was in fact often faster than that in industry during
the nineteen fifties ** But it is equally true that agricul-
tural incomes are still 1elatively low and a substantial
portion of income is usually derived from direct govern-
ment payments o1 indirect protective measuxes.!?

Within the non-agricultural sector the problem of de-
pressed industries has been the exception rather than the
rule during the nineteen filties. In any case, resources
released by the less dynamic industries have generally
been quickly absorbed in other sectors where growth
has been rapid. The problem of depressed industries has
therefore assumed serious proportions only in those
relatively slow-growing economies where alternative em-
ployment opportunities were not easy to come by.

Among the zelatively depressed industries in the
nineteen ffties, coal and textiles stand out. For both of
these industries relative decline has been a falry
common phenomenon for a large number of industrial
counlries, and national and international policies in
dealing with the problems have had far-reaching im-
plications.

Tr: the case of coal, demand has been adversely affected
by a persistent shilt to other sources of energy, notably
tiquid fuel and natural gas, and by an extraordinary in-
erease in the output of energy per ton of coal. In western
Europe an additional factor has been the availability of
cheap coal from the United States. Table 218 illustrates
the declining importance of coal in the total supply of
energy. Diseriminatory taxation has zesulted in coal
supplying a much higher proportion of energy needs in
western Europe than in the United States; this in tarn
may mean, however, that the declining trend in coal has
a correspondingly greater distance to go in western
Europe. Investment targets for the coal industry, espe-
cially those of the European Coal and Steel Community
and the National Coal Board of the United Kingdom,
have proved to be excessively high and have had to be
revised downwards. On the other hand, problems of ad-
justment in the coal regions and by the coal miners have
certainly influenced the drawing up of these targets. In
the European Coal and Steel Community special provi-
sion has been made for the sharing among member
countzies of the burden of adjustment involved in shut-
ting down the less efficient mines, especially in Bel-
gium; but since alternative employment opportunities

10 Sz Tood and Agriculture Organization of the United Na-
tions, T'owards a Capital Intensive Agriculture, Fourth Report
on Cutput, Expenses and Income of Agriculture in Burepean
Conntries, part 1 {Sales No.: 6111 E/Mim 13), page 38.

11 [bid., page 44

12 Spe United Nations, Forld Economic Survey, 1959, pages
55 and 56.
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Table 2-18. Distribution of Energy Consumption, by Seurce
{Percentage of tolal)

Salid Fiquid Natural Hiydra-
Country and yrer focls Suels Lol clcetricity
Industrial countries®
1937 70 16 7 7
1950 53 25 13 9
196G 39 37 21 3
France
1937 83 8 — 9
1650 72 16 ] 11
1960 63 29 3 5
United Kingdont
1937 94, 6 e —_
1950 91 9 — -
1960 76 24 o e
United States
1937 57 25 14 4
1950 40 34 21 5
1960 25 41 33 1
Source: Statistical Office of the United Nations, ¢ Coal, lignite and peat.
IForld Energy Supplies, Statistical Papers, Series | b Sixteer industrial countries listed in table 2.1,
in Belgium were often limited, drastic measures were Table 2-19. Share of Indusirial Countries in
precluded. World Textile Qutput, 1938, 1950 and 1960*
o . . Percenlag
The textile industry is 2 Lypical example of the conse- (Porcontage)
quences of changing palterns of industrial development. Canentry 1926 1950 1960
Historically, the industry was a forerunner of industri- -
alization in the developed countries and it has also been United States 20.7 33.7 286
s d area of devel t for the latec United Kingdom . . 14.2 11.7 82
e':l avou‘re. a¥ezx ol development tor the latecomers to Germany (Federal Republic) 91 6 101
industrialization. As a result of the latter tendency, the France 8.4 6.7 60
share of the developed countries in world textile produc- Ttaly 3.8 31 33
tion has been declining. Table 2-19 shows that for fifteen Belgium 21 2.3 1.9
. o, P . _ ‘ } Japan .. 79 23 6.7
industrial countries combined the share of werld output Canada 13 77 14
fell from 74 per cent in 1950 to 71 per cent in 1960; if Netherlands L2 19 13
Japan is excluded the decline was from 72 per cent to Australia 0.9 10 1.1
G4-percent. The trend is less marked Irom 1938 to 1960. %weden.k 0.8 09 8—‘;
The relatively stable share for the fifteen countries as r;’;xg 3‘3‘ 83 G‘jlt
a whole over this period hides a significant decline in Noiway 09 0.3 03
the share for the group excluding Japan and the United New Zealand 01 01 01
States. The share of the latter country was still consid- . . i -
erably laiger in 1960 than in 1938 despite a substantial Fifteen countries combined 714 139 05
TR . s pot L . Above countries exeluding
decline in the nineteen fifties. This rise in the United Japan and the
States share was partly the result of the relatively severe United States 42 8 379 352

recession in 1938. The decline in the United Kingdom
share is striking, and was accompanied by an even more
marked drop in the shaze of exports: the share of many
other industrial countries was actually higher in 1960
than in 1950 o1 1938, as may be seen in table 2-20.

The textile case further illustrates the burden imposed
by a low over-all rale of growth on the depressed indus-
tries on the one hand, and the necessity for adjustment
of the industrial pattern in the process of development
on the other. The difficuities of the textile industry re-
sulting from excess capacity and obsolescence of equip-

Source: Division of General Economic Research and Policles of
the United Nalions Secretariat, based on data from United
Nations, Statistical Yearbook, 1960 (Sales No.: 61 XVIL1) and
Statistical Office of the United Nations, Monthly Bulletin of Stu-
tistics; and data supplied by the Statistical Offize of the United
Nations

* In terms of valuc added at 1953 prices.

b Countries are arranged in descending order of the share in

1950

ment in the United Kingdom were dealt with by the
Cotton Industty Act of 1959, Under the Aet, provision
was made for compensation to the industry according to
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Table 2-20, Share of Selected Industrial Countries
in World Textile Exports, 1938, 1950 and 1960*

{Petcentage)

Country¥ 1938 1950 1960
United Kingdom 26.6 2604 123
Trance . 6.3 12.8 09
United States 3.6 115 89
Japan 197 32 17.1
Ttaly . 69 71 9.0
Belgium 4.1 6.0 6.6
Netherlands .. .. . 19 2.6 5.1
Germany {Federal Republic) 8.3 22 6.0

Source: Division of General Economic Research and Policies of
the United Nations Secretariat, based on data from United
Netions, Yearbook of International Trade Statistics, 1950 (Sales
No.: 51 XV1I 2) and Commodity Trade Statistics, 1960, Statistical
Papers, Series D.

s World includes all countries shown in United Nations, Year-
book of International Trade Statistics, 1930. Textiles represent
SITC divisions 65 and 84

b Countries are arranged in descending order of the share in
1950

¢ Figure refers to the year 1936 and to the whole of pre-war
Germany.

the number of machines eliminated and for modernizing
the industry by making grants for re-equipment. As a
precondition for giving effect to the Act, certain minima
for the elimination of spindles and looms had to be
reached. These minima were quickly exceeded so that
total registrations for elimination of excess capacity
amounted to ahout 50 per cent of the installed capacity
of spindles, 36 per cent of doubling spindles and 40 per
cent of looms. Two-thirds of the value of the excess
capacily thus eliminated was compensated by payment
to the industry by government funds while the rest of
the compensation was met by the firms remaining in the
industry The Jabour displaced as a result of scrappiog
was compensated by the industry. The Act also provided
that one-fourth of the cost of modernizing existing ma-
chinery or buying new machinery during the first five
years of the operation of the Act should be met from
government funds.

Some 36,000 workers were displaced as a result of
these measures but a year later (April 1960) the total
textile labour force was smaller by 17,500 workers, ¥
while only 2,000 were registered as unemployed. This
gives further support to the conclusion that, even in a
relatively slow-growing country, the problem of adjust-
ment for labour will not assume serfous preportions so
long as general full employment is maintained.

There is, however, the problem of obsolescence of
skills for particular groups of workers even when they
are successfully reabsorbed into the production process.
Furthermore, the decline of certain industries, especially
when exposed to severe foreign competition, cannot al-
ways be reversed by modernization programmes alone.

13 The average annual decline of employment in the textile
industry in the nineteen fifties amounted to sbout 10,000

International action has also been taken to deal with the
problem of adjustment in the textile industry. The first
step taken by the chief importers—the United Kingdom
and the United States—was to persuade the exportess to
limit the quantity of exports of particular products. In
the United Kingdom, imperts of cotton textiles weie
equivalent to about 40 per cent of domestic production
and those fzom the Commonwealth alone, which enjoy
preferential treatment, amounted to over one-fousth of
production. The gravitation of shipments towards the
United Kingdom market was intensified by quota re-
strictions and high tarifis in maost other industrial coun-
tries and led to the United Kingdom itself requesting the
imposition of restrictions by Commeonwealth exporters.
In the United States, impotts of cotton textiles rose
rapidly during the nineteen fifties from a negligible pro-
portion of domestic production at the beginning of the
period to about 7 per cent in 1960.

The agreements providing for quantitalive restrictions
on exports of textiles to the United Kingdom and the
United States went counter to the general trend towards
liberalizing world trade and the burden fell heavily on
the under-developed countries, especially on the more
efficient producers whose potential capacity for export
was inadequately reflected in the past records of exports
which served as a base for the determination of quotas.

An international arrangement under the auspices of
GATT was reached early in 1962 so as to provide a
longer-term solution to the cotton textile industry’s
problems. The agreement provides for the gradual relax-
alion, with a view to complete elimination, of any re-
strictive measures that GATT member countries may
have imposed against cotton textile imports from othex
member countries and for some expansion of the mar-
kets for such products subject to certain limits. On the
other hand, the agreement also contains an escape clause
in the case of a contraction of domestic textile industry
resuiting {rom cotton textile imports, particularly from
under-developed countries and Japan, and it provides
for consultations between an importing and an export-
ing member country on restrictions of exports in the
event of a disruption or threat of disruption in the mar-
ket of the importing member country.

Thus, the new agreement has recognized in principle
the importance of expanding tiade in textiles and of
increasing export opportunities {or the under-developed
countries in the markets of the industsial countries. But
the approach to the objective is an extremely cautious
one and the explicit licensing of restraint of trade on
account of market disruption raises a Ifundamental
question of principle. Furthermore, the singling out of
under-developed suppliers to bear the major burden of
restraint raises serious issues regaiding the whole pat-
tern of industrial development in developed and under-
develaped countries alike, and adds to the uncertainties
that already exist regarding the outlook for export earn-
ings of under-developed countries.
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PROBLEMS OF TECHNOLOGICAY. UNEMPLOYMENT

The dispiacement of workers by machines has long
presented problems for the adaptation of society to the
process of industrial development. Before the long-run
ellects of machines in creating employment had heen
convincingly demonstraled, angry protests against their
use had dotted the pages of history. As technological
progress has become generally accepted as the backbone
of modern industrislsociety and indeed as the source of
greater well-being, the fear of mechanization has been
Targely overcome.

Yet the rapidity of technical progress, asided by im-
portant breakthroughs in scientific research, and the
spread of automation throughout the industiial stiue-
ture in recent years have created new concern about the
problems of technological unemployment. To be sure,
there is no question of relapsing into the state of {fear
characteristic of the early periods of industrialization,
nor has it been forgotten thal the hasis for higher pro-
ductivity and higher wages must lie in the greater use of
machines; but the argument that in the leng run more
employment will be created is hardly reassuring to those
directly affected.

In attempting to measure the extent of the problem,
the first difficulty is the lack of guantitalive informalion
on technological unemployment. There is, of course, no
shortage of information on the power of specific pro-
cesses through which man may be 1eplaced by machines.
Tt has been estimated, for example, that in the United
States the number of workers required for the produe-
tion of 100,000 tons of steel has been reduced from
540,000 in 1950 to 390,000 in 1960, a labour displace-
ment of about 28 per cent. As early as the mid-nineteen
fifties it was estimated that in the oil industry only
twelve workers would be required to run an average re-
finery which used to employ 800 workers in the days
before automation. In the automobile industry automa-
tion makes it possible for 200 workers to produce 4,000
assembled units per day while the same amount of out-
put would require 1,800 workers using conventional
methods. Such examples can easily be extended to many
industries and processes.

These caleulations do not indieate the degree of actual
displacement of workers from particular processes or
industries. For account has not been taken of the
employment-creating effect of greater productivity and
new products, not only on the sectors directly concerned
but alse on the rest of the economy. Moieover, even
where a technical advance in a particular secter results
in a net decline in employment in that sector, whether
or not the displaced workers are absorbed elsewhere de-
pends on the geneial level of demand for labour.

An assessment of the problem of technological un-
employment must, therefore, take into account the gen-
eral problem of unemployment. Despite difficulties in
" identifying various causes of unemployment, one basic

fact emerges cleaily from the experience of the indus.
trial countries, namely, that periods of rapid increase in
productivity have generally been accompanied by low
or declining rates of unemployment. This general rela.
tion holds true even at the level of individual indus-
tries; in other weords, those industiies with high rates
of increase in productivity have on the whole also pro-
vided for more opportunities for employment. If in-
creases in productivity are indicative of technical
progress, Lhe above strongly sugmests that technological
advances are likely to create more opportunities Jor
employment than they destroy and that technological
unemployment is Jikely to be serious only in countries
with general unemployment.

The apparent tendency for unemplcyment to rise in
the United Stales in recent years is a case in point. Itis
true that the 1ale of civilian unemployment inereased in
the successive peak years of the business cycle from 2.9
per cent in 1953 to 4.3 in 1957 and 5.3 in 1960. But the
main reason must surely rest with the inadequate rate of
over-all growth, since productivity advances in succes-
sive years tended to slow dewn rather than accelerate

Whatever the effects of technicel progress on the total
fevel of employment, the problem of special adjustment
for particular groups 1emains. It cannot be denied that
certain skills may be 1endered obsolete through the in-
troduction of new technologies. Moreover, to the extent
that unskilled workers are vulnerable to widespread use
of automated processes, the incidence of unemployment
may fall especially heavily on those who have in any
case experienced a higher rate of unemployment than
the average.1* These problems are by and large similar
to those created by depressed areas or industries. Here
again, there is a growing tendency to deal with the
problem of technological unemployment not simply as
a matter of social responsibility but as an aid in stimu-
lating growth. The emphasis has been placed on retrain-
ing and the creation of new skills. In the United States,
for example, a programme has been instituted that
would ultimately invelve the retraining of 200,000 work-
ers annually for skilled occupations. Furthermore, steps
should be taken to inerease mobility from one skil o1
one gecupation Lo another. Thus, it has been suggested
that opexatives displaced by a new technology may be
absorbed by clerical or other “white collar” employment,
and similar upgradings should be pessible in other fields
with a cextain amount of retraining. It must be repeated,
however, that no amount of 1etraining ot upgrading can
solve the problem of unemployment if there are inade-
quate genetal employment opportunities because of a
low level of aggrepate demand.

14 in the United Stales the unemployment rates {or various
occupational groups in 1960 were estimated as follows: un
ckilled labourers, 125 per cent; eraitsmen, 53 per cent; ser-
vice workers, 6 0 per cent; sales personnel, 3.7 per cent; clerical
workers, 38 per cent.
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IMPLICATIONS oF THE CoMMON MARKET FOR
INDUSTRIAL DEVELOPMENT

While problems of adjustment inevitably emerge in
the normal course of industrial development and techno-
logical change, those arising from the formation of the
European Economic Community stand out as a conse-
quence of a bold experiment. The ultimate elimination
of all bariiers to trade within the Community represents
a departure from traditional approaches to trade policy
based on puzely national considerations; in so far as
this results in the opening up of domestic markets to
foreign competition, even though that competition is
lavgely limited to the member countries, important ef-
fects on the pattern of industrial development aze to be
expected. Moreover, the need for adjustment and adap-
tation is not confined to the member countries alone,
since the industries of non-member countries may also
be put to a new test in being confronted with the com-
mon external tariff of the integrated Cormnmunity.

It is true that the European Economic Cornmunity,
which came into force in 1958, is as yet too young tfo
have exerted its full influence. The first 10 per cent re-
duction in industrial tariffs was made at the beginning of
1959 and was extended to member countries of GATT.
Subsequent reductions up to the beginning of 1962 have
brought the level of the internal tariff for industrial
goods down by a further 30 per cent as compared with
1957, prior to the establishment of the Common Market
The pace at which tariffs have been reduced has thus
exceeded that envisaged in the Rome Treaty.™®

In assessing the possible impact on the manufac-
turing sector within the Common Market it should be
remembered that there is 2 high degree of interde-
pendence within the Community as indicated by the
high proportion of imports to domestic output and the

15 For the Federal Republic of Germany, since its duties en
most industrial products were voluntarily reduced by 25 per
cent in 1957, in addilien to ¢ reduction of abeut 25 per cent in
1056, its tariffs weze not reduced in the first two rounds of
EEC reductions.

heavy reliance on intra-Community trade. For the
manufacturing sector, imports from the Community
1ange from about one-tenth of demestic output in the
larger member countries, to two-fifths or more in the
smaller countries, while table 2-21 reveals that over
one-half of total manufacturing imports of the Com-
munity originates from the Community itself. Further-
moze, the impact of the Community is likely to broaden
since more industrial countries have either applied for
full membezship, sought association oz taken steps for
drastic revision of their trade policies in face of the
challenge.

While the final impact of the Community must await
further development, certain broad contouis have al-
ready begun to emeige. Especially noteworthy is the
apparent lack of any great difficulties in industrial ad-
justment within the Community. One reason why the
problem of adjustment appears to be not nealy as
serious as some had feared is that the pattern of spe-
cialization of industries unaffected by trade barriers
does not necessarily follow a simplified model of com-
parative advantage in which each country concentrales
exclusively on the branch of industry most suited to it.
To begin with, there is always considerable uncertainty
as to the true locus of comparative advantage, since
this is greatly influenced by the interaction of market
Forces and historical aceidents. It is, therefore, neither
rigidly determined by endowment of natural resources
nor immutably fixed by technological relations. To the
extent that differential advantages do exist in a par-
ticular area at any given time, they often apply to indi-
vidual products yather than to broad categories of
industry. Thus, there is a place for the engineering
industry in all industrial countries, even though a par-
ticular type of machinery o1 transpoit equipment may
be the speciality of certain countries.

[t is, therefore, not surprising that the removal o1
reduction of trade barriers does not in general lead to
the wholesale destruction of industries. In fact there

Table 2-21. Share of Imports from European Economic Community in Total Imports*
of Manufactures? in 1960

{Percentage)
c . Fotal Chomicat Muchinery and o
ounts . mnml}il;:crurcn Aemies c‘;:?;ﬁz':fz mar:u}.-::arcs
Netherlands 67 57 62 74
Belgivm-Tuxembourg 59 65 66 52
France 53 43 45 60
Italy .. . A 48 45 52 47
Germany (Federal Republic) 43 33 41 45
EEC countries combined . 53 47 53 54

Source: Division of General Economie Research
and Policies of the United Nations Secretariat,
based on data from the Statistical Office of the
United Nutions, Monthly Bulletin of Stetistics and
Commodity Trade Statistics.

» Exeluding imports from centrally planned
econsinies.

» The headings correspond to SITC sections:
total manufactures, 5 to 8; chemicals, 5; machinery
and transpert equipmeat, 7; other manufactures,
6 and 8
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has as yet been scarcely any indusiry that has been
seriously distupted by the easing of trade restrictions.
Adjustment has, moreover, been facilitated by a num-
ber of factors. Most important has been the rapid over-
all rate of industrial growth. Except in the few cases
singled out for discussion earlier, every major branch
of industry has shared in the process of expansion; the
pertinent issue for particular industries has, therefore,
been how fast the pace of expansion should be rather
than whether to expand or to contract. The ability of
a fast-growing economy o ahsorb the shock of drastic
tariff reductions had in fact alieady been amply
demonstrated by the experience of the Federal Repub-
lic of Germany prior to the establishment of the Com-
munity. In the years 1956 and 1957 its duties on in-
dustrial products were lowered by about one-half,
Despite a marked increase in imports, the conlinued
tise in domestic and external demand was sufficient to
maintain the rising trend of industrial production 16
The compensatory eflect of exports would, of course,
have been even greater il simultaneous reductions in
tariffs had been made by the Federal Republic’s trade
partners as is now taking place within the Community.

Even where particular firms are seriously affected
by the veduction of trade barriers, the process of ad-
justment may be little different from that occasioned
by normal shifts in demand such as are taken for
granted within ecach country as the result of fuctua.
tions in business aclivity or changes in consumer
tastes. Moreover, many firms have adopted deliberate
policies of product diversification, so that one product
can frequenlly compensate for another. Thus, even
when the output ol certain items has to he severely
curtailed, the adjustment may merely involve a 1e-
vision of production schedules or the transfer of
resoutces from one department to another without
inflicting mortal damage on the firm. To the extent
that firms of small size form satellites of large firms
for the supply of particular semi-finished products &1
patts, the problem ol adjustment in their particular
case may also be eased under the acgis of the Iarger
fitms. The need for special measures to faciliiate social
adjustment has been recognized by the Cemmunity,
The creation of a Social Fund for the purpose of re-
settling and retraining workers is especially note-
worthy because it goes beyond the responsibilities of
the individual members, and shares the burden within
the Community. The same principle had been adopted
earlier by the European Coal and Steel Community in
ils programmes for adjustment.

While major shifts in the location of industry have
not taken place, and are not expecled, as a result of the
implementation of the Rome Trealy, important
changes are occurring in industrial organization. The
progressive development of a larger unified market has

3] Wemelslelder, “The Short-term Effcet of the Lowering

of Import Duties in Germany”, Economic Jonrnal {London),
vol LXX, March 1950, pages 94 to 104

prompted an intensive wave of industrial mergers and
agreements. Here again, it is Loo early Lo evaluate the
significance of these developments, especially since the
policy of the Community with respect to market domi-
nation and cartel agreements has yet to he applied in
practice. All that can be said at this stage is that the
role of the small family firm in the more backward sec»
tors of western European industry appears to be de.
clining under the pressure of the current strong trend
towards industrial concentration.

The degree of preference for trade within the Com-
munity will ultimately reach the level of the commoen
external tariff. Prio1 to the 20 per cent tariff reduc-
tions in a large number of items agreed to carly in
1962, it was estimated that the ave rage rate of duty—-
weighted by the value of imports into the Communily
in 1958—would amount lo 7.4 per cent, but that for
equipment and other industrial goods the average rate
of duty would be 13.6 and 17.2 per cent, respectively.’?
Although these 1ates, as subsequently reduced, are not
unduly high compared with those in other countries,
notably the United Kingdom and the Unijted States,
the exporls of non-member countries to the Commu-
nity will, of course, be faced with a new competitive
disadvanlage as compared with exports of members.

The prospect of greater difficulty in exporling to the
Community has posed a challenge to the policy of other
industrial countries. For some this challenge is much
more important than o1 others,

The ratio of exports 1o output in manufactures
ranges from less than 10 per cent in the United States
to over 40 per cent in such countries as Norway; and
the share of exports to the Community ranges from 43
per cent of the total export market for Austria to only
2 per cent for Australia. If the application for EEC
membership by the United Kingdom and others should
be accepled, the effect on non-member countries would
be intensified as is evident from table 2.22.

The response to the challenge of the Community has
been chiefly along two lines. Those countries in a
position to do so have sought fuli membership o asso-
ciation; on the other hand, attempts have heen made
to negotiale mutual reductions of tarifls Both ap-
proaches often imply important breaks from tiadi.
tionat policy. Full membership ol the United Kingdom
in the Communily, for example, would aflect trad;-
tional Commonwealth relationships. At the same lime
the United States Government considers that worth-
while negolialions aimed at lowering the Community’s
common external Larilf would have to take the form
of across-the-board bargaining instead of the item-by-
item approach adopted in the past, which has become
less and less eflective for bringing about further zeduc-
tions in trade barriers.

T Secretarint of the Commission of the European Econemic
Community, Bulletin of the European Economic Community,
No. 4 (Brussels, 19607, pazes 33 10 34
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Table 2-22. Share of Exports to the European Economic Community and the United Kingdom in Total
Exports® of Manufactures® in Selected Countries in 1960

{Percentage)

T

Tatel manufactures ta

Chemicals to

Machinery and lranspest

equipment to Other manuficires o

Exporting country

Unéred United United United
EEC Kingdom EEC Kingdom EEC Kingdom EEC Kingdom
Austria 48 4 30 o 38 3 52 4
Gyitzerland 40 6 40 5 44 7 38 6
Norway . . 24 20 8 14 18 G 29 25
Sweden . .. 24 9 29 14 17 5 31 14
Denmatk . 23 5 20 5 22 5 24 6
United States® . 15 6 23 7 13 5 16 10
United Kingdom 14 — 18 — 13 — 15 —
New Zealand g 15 19 27 — 2 e 3
Canada 7 16 4 13 6 4 7 18
Japan 3 1 10 2 i 1 3 1
Australia 2 17 1 5 1 6 2 23

Souree: See table 2-21.
s Exc!udinf exports to centrally Elunned econamies.
b The headings correspond to t

e foliowing SITC sections:

total manufactures, 5 to 83 chemicals, 5; machinery and trans-

port equipment, 73 other manufactures, 6 and 8.
e Fxoluding special category exports

Conclusion

The nineteen fifties witnessed a generally rapid ex-
pansion of industrial output in the developed countiies.
The annual rate of growth of manufacturing produc-
tion averaged 5 per cent during the period for the
group as a whole. This yate compares favourably with
that reached in any previous peried of rapid indus-
irialization. Moreover, industrial expansion in 1ecent
years has been more widely diffused among the de-
veloped countries than in the past.

Expansion has also been more widely spread among
industries. It is true that rates of growth of various
industries differed, so that the structure of industry
continued to change. Yet what was striking was the
broad participation of most of the industrial groups.
Only a relatively few hranches suffered from stagna-
tfion o1 absolute decline. What was even Imore note-
worthy was the uniformity of the pattern of expansion
of various industries in couniries experiencing very
different rates of over-all growth. The Hst of the rela-
tively fast and slow-growing industries in different
countries is swiprisingly similar. This means that the
countzies with high rates of growth benefited from
generally fast expansion in all industzies rather than
from any unusual performance in particular indus-
tries: even in the relatively stagnant industries abso-
lute 1ates of growth were usually higher than those
prevailing in the countries with low rates of growth.

This suggests strongly that while the pattern of
industrial development generally conformed to the
growth of demand, the single most important limita-
tion on industrial growth in the slow-growing coun-
tries was the inadequacy of aggregate dernand. Among

the components of demand, investment and exports
stood out as the dynamic elements, and their contri-
bution to the growth of industrial output was far more
important than their share in total output. At the same
time the shift in patterns of consumption towards
durables, especially in the countries where the levels
of incomes were still relatively low hut were rising at a
rapid pace, provided added impetus to the growth of
industzies. All these should not, however, be regarded
as entirely independent factors. They were strongly
influenced by policies helping to promote over-all
growth and hence investment, as well as by measures
contributing to the competitiveness of exports (in-
cluding exchange rate policies) and to the changes in
consumption habits.

Conversely, where governments felt compelled for
one teason or another to damp down the rate of
growth, they tended to induce a certain softness in the
economy. Lhis was manifested in a tendency for the
margin between output and productive capacity to
rise beyond the point considered desirable by manu-
facturers. This in turn reacted upon the rate of invest-
ment and hence upon the 1ate of absorption of new
technology, both of which had an adverse effect upon
the growth and adaptability of industry and upon the
capacity to meet competition in export markets.

An important policy conclusion emerges from the
above consideration. While the strategy of industrial
development for the relatively under-developed coun-
tries, including these industrial countries at relatively
early stages of development, may very well concentrate
on a deliberate shift in the industrial structure, or in-
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dustrialization in the narrow sense of the word, the
major concern for the developed countries must be for
global expansion. The latter goal is in fact a relatively
straightforward one and is, of course, made pessible
by the plasticity of the industrial structure of an ad-
vanced industrial economy.

This does not mean that the play of market forces
will automatically solve all problems of adjustment
for the regions, industries or population groups which
have either been neglected in the general stream of
progress or injured by it. However, the ease with
which adjustments may be made is itself dependent on
the rate of growth. Difliculties of adjustment are apt
to be relatively minor when the various sectors are
moving upward, to a greater or less extent, and are
not suflering Irom marked absolute declines; and even
where such declines do occur, the piocess of adjust-
ment is facilitated by the expansion of other sectors.

The key to the problem of adjustment thus lies in
the fundamental dynamism of the econonty. Moreover,
policies for adjustment may be considered as an inte-
gral part of a general programme for fostering develop-
ment rather than as a palliative. New centres of 1egional
development may be regarded not simply as a relief
measure in depressed areas but as a positive contribu-
Hon to the industrial complex of the natien. Aid to
depressed industries may be most eflective when it
contributes to the process of modernization and 1a-
tionalization in these industries. Measures on behalf
of the unempleyed should not stop at compensation for
loss of income bul should aim to provide new skills
through retraining.

The growth of the Eviopean Economic Community
further illustrates the adaptability of industry in the
developed countries to change. Relatively little dis-
turbance has thus {ar been apparent in the economies
of the member countiies as a result of the mutual re-
ductions in trade barriers that have taken place. The
most important changes have been not so much in the
location of industry as in its organization. particular-
ly as reflected in the growing degree of industrial cen-

centration. In this connexion the EEC Commission has
pointed out in its Third Gereral Report on the Activi.
ties of the Community that it would be contrary to the
objectives of the Rome Treaty “if control of the ma.
ket in the main industrial sectors were in the hands of
cartels or of a very small number of enterprises. The
Commission will implement as soon as possible a
common policy on understandings and ‘dominant posi.
tions’, so that the difficultics which will inevitably
accompany the integration of the economy shall not
provide a pretext for abandoning healthy and effective
competition,’8

The readiness of the industrial countries to undey-
take the adjustments resulting from a mutual lowering
of trade barriers offers hope that the last word has
not yet been said on the problem of controls en im-
ports of manufactures from the under-developed coun-
tries. Progress towards industrialization in these coun-
tries remains slow, and their shares of world industrial
output and world trade in manufactures are still ex-
ceedingly small. Increases in their exports of manu-
factures to the industrial countries could scarcely in-
volve major difficulties for the latte:, especially since
the resulting export earnings would a'most eertainly
be spent on additional impotts of machinery o1 other
advanced manufactures from the industiial countries.
What is involved, therefore, is nof so much a net
increase in imports of manufactures by the industiial
countries as a willingness to exchange one type of
manufacture for another. It is difficull to exaggerate
the importance of this issue for the under-developed
countries—not merely in terms ol the potential expan-
sion of their export eamings but also in terms of
access to large markets, providing opportunities for
more efficient, lower cost operation. The experience of
the nineteen fifties suggests that the problems of ad-
justment involved in a more liberal altitude in the
industrial counbiies to Imports of manufactures from
under-developed countries are likely to be small, and
easily overcome in a geneial context of economic
growth.

18 Op. cit, page 23




Chapter 3

{NDUSTRIAL DEVELOPMENT IN THE CENTRALLY PLANNED ECONOMIES

Industrialization and structural changes in pational income

During the ninefeen Gfties all the centrally planned
£CONOTIIES, regardless of differences in the stage of
their industrial development, in their per capita income
jevel and their resource endowment, sought in their
drive to accelerate the rate of economic growth to
expand sndustrial production at rates considexably
exceeding that of national product. This objective
tound its expression aot only in high rates of invest-
ment but also in the concentration of investment In
industry, which absorbed from 4f to 50 per cent of
all fixed investment during the decade.!

Tts results are evident in the profound shift in the
composition of output in favour of industry in all the
sentrally planned economies, shown in table 3-1. These
shifts were more pronouncecl in the less developed
than in the more developed countxies, thus resulting in
a considerable reduction of the diversity of strocture
within the group.

Between 1950 and 1959 industrial production in the
centralty planned economies increased at an average

o

rate of 18 per cent per annur” While an exact com-
parison of this experience with that of other areas is
not possible because of difierences in methods of
calculation and of statistical coverage, there is little
doulit that the rafe of industrial development in the
centrally planned economies ranked among the highest
achieved anywhere.

In genetal, industrial production in the industrially
less advanced countries tended to expand at relatively
higher rates than in the mote advanced ones. As may
be seen from table 3-2, mainland China, Bulgaria and

e

1Tor a study of investment and economic growth in the
centrally planned cconomies, see 7 orld Economic Survey, 1959
(Sales No: 60.11.C.1), chapter 3; for a study of the soutces ¢
financing this investment, see World Economic Survey 1960
(Sales No.: §LIIC 1Y, chapter 3. A more detailed study of the
determinant of sconomic growth in the centrally planned econ-
ormies of Burope is to be found in United Nations, Economic
Suruey of Europe in 1961 {Sales No.: 6211 EL).

2 Bosed on the weighted aversge of net outpuls for all cen-
wually planned ceonomies analysed in this chopter. Unlike the
data on gross industrial output, the indices of net output used
in this section reflect only net vaiue added; they do not there-
fore invelve duplication through the inclusion of intermedinte
products. None the less, they may have heern influenced by
the incorporation during 1950 to 1059 of activities not pres
viously classified as industriel. The indices may also have been
affected by chunges in relative prices; since a number of the
series were cateulated by linking indices expressed in prices
of different years. Turthermore, inter-country difierences in the
sectoral price ratios in the base year might also affect compara-
tive rates of growth

Romania (and through most of the period, Yugoeslavia)
expanded industrial output at higher rates than such
countries as Czechoslovakia and Eastern Germany.

With the exception of the Soviet Union and Yugo-
siavia all of the countries attained the highest xate of
industrial expansion in the initial stage of their indus-
trialization drive, in the years 1950 to 1953. This was
followed by a marked deceleration in the period 1953
1957 and a somewhat quicker pace of development in
the last three years of the decade, The causes of this
sequence of events have heen analysed in @ previous
issue of the Forld Feonomic Survey.® In the context of
the present study it will suffice to point out that the high
investment 1atios in 1950-1953, together with the shift
of resources toward armaments, resulted in shortages
and imbalances. This made necessary & decrease in the
rate of investment in the subsequent period, and a shift
in the aliocation of investment in favour of agriculture,
housing and other non-industrial uses. Beginning with
1958, an intensification of industrialization pelicies was
once again in evidence in most countries. However,
except for mainland China and Bulgaria, the rates of
increase achieved during 1958-1960 were substantially
smaller than in 1950-1953.

Construction grew in most cases at rates similar to
that achieved by industry but the relative rates of
growth of transportation wWere much moIe diversified.
The rates of growth of all three sectors commonly ex-
ceeded the rate of growth of total output. Construction
and transportation differed from industry, however, in
that there was little systematic relationship between the
rates of expansion and the stage of industrial develop-
ment that had been reached by different counizies.

The rate of expansion of the trade sector tended to
be only slightly lower than that of total output. In
agriculture, however, the growth 1ate was considerably
below that of aggregate output and it tended to be
somewhat lower in the more developed than in the less
developed countries, although the celationship with the
stage of industrial development was Jess pronounced
than in the case of industry.

The high degree of inter-country yariability in the
rate of expansion of agricultural output inevitably had

R —
3 See World Economic Survey, 1959, chapter 3

+ Anothier exception Wos Yugeslavin, where, however, the rate
of expansion was considerably inhibited in 1950 to 1953 owing
to difficulties created by the severance of trade relations with
other centrally planned economies,
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Table 3-1. Distribution of National Income, by Sector, 1950 and 1959¢

{Percentage)
Tranaport and
Country® gnd year Industry Agrizidture Construction  comeunication  Trade and other

Czechoslovakia

1950 ‘ 55.8 217 5.4 19 93

1959, . 650 143 G 3.0 8.0
Fastern Germany

1950 8.7 20 4. 5.2 64 i23

1959 . 67,6 123 62 5.0 90
USSR

1959 443 34.1 86 29 109

1958 . 517 221 99 4.9 11.4
Hungary

1950 414 377 86 26 97

1959 337 24,7 100 39 77
Poland

1950 352 42.9 75 27 "y

1959 50.1 262 08 28 11.2
Yugosiaiia

1950 338 367 82 65 14.8

1959 44.5 272 62 54 167
Romania

1956 . 29.0 512 5.2 30 117

1959 . 425 351 82 46 10.
Bulgaria

1956 28 4 574 4.4, 13 835

1959 42.4 358 6.3 34 14,1
China {mainiand)

1950 141 05.7 1.7 38 147

1659 365 43.6 6.2 34 1

Source: Division of General Teonomic Research
and Policies of the United Nations Secretariat,
based on national sources.

Note: For Eastern Germany, national income in
constant prices for the years 1955 to 1060 hus
been estimated as follows: gross output data by
major sectors, in 1959 prices, have been extra.
polated by means of scetoral indices of output in
constant prices. The data thus oltained have been
canverled inte estimates in net value by the use
of sectoral ratios of net to gross aulput in current
prices which are available for each year. For
transportation and trade, the number of freight
ton-kilometres and the volume of retail trde
respectively have been used as extrapolators since
ro value indices are available for these sectars
For the years 1950-1955, data on netional income
in constent prices ate reported in Staristisches
Jehrbuch der Deatschen Demobratischen Republil,

a considerable influence on the @iflerences in the rates
of growth of nalional income experienced in various
periods and countries. The impact of this factor was of
course heavily dependent on the share of agtriculture in
national income. Iis influence was greatest in mainland
China but, except {or Eastern Germany or Czeche-
stovakia where the share of agriculture in national in-
come was helow 20 per cent, it was also significant in
all the other countries.

1955 (Berlin). These data have been linked with
the above estimates. In the case of Belgaria, for
which several indices caleulated with different
weights are available, the index expressed in 1957
prices has been used Data for 1950 have hoen
obtained by interpolating between the values of
this index for 1948 and 1952 with the help of the
index with 1939 weights available lor the inter.
mediate years.

® The figures refer to three-year averages cen-
tred at the given year. Daty are expressed in
prices of the most recent year: 1952 for mainland
China, 1958 for Bulgaria and Poland and 1959 for
ather countries These data were extrapolated by
sectoral indices of output in constant prices.

 Inn this table and in the following tubles in this
chepter, countries are arsanged in descending
order of the share of industry in national inceme

i 1950

Varialions in the rates of expansion of agriculture in
the centrally planned economies were due both to dif-
ferences in available arabte land and natural conditions
on the one hand, and in government policies on the
other. Thus, for instance, the expansion of agriculture
achieved by the Soviet Union was largely influenced by
the bringing of virgin and fallow land in the eastern
territories under cultivation, but no such possibility
existed in other European centrally planned economies.
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[n addition, the quality of soil, climate and weather
conditions had a consider able restraining eflect on the
growth of output in some other countries. Still another
important set of factors accounting for variations in
agricultural growth rates was the government policy
with respect to institutional changes, procurement and
purchase prices and, possibly to a less extent, the allo-
cation of investment and other inputs, such as fertilizer.
Apart from its variability, the most striking feature of
agricultural production in all centraily planned econ-
omies was the fact that the rates of growth achieved
during the decade were, accor ding to official statements,
{ar too low to meet the requirements for food and agri-
cultural raw materials. The extent of the gap hetween
requirements and output is not easily ascertained, and
it cannot be measured by the differences in the Tates of
growth of industry and agriculture. But the unusually
large discrepancies between 1ates of expansion in the
two sectors shown in the following table provide some
indication of the magnitude of the problem.

The importance attached to these discrepancies and
to the narrowing of the gap between agricultural out-
put and requirements is best iliustrated by the fact that
the current Soviet seven-year plan, for example, pro-
vides for almost equally high rates of increase in agri-
culture and industry, the planned rates amounting to
70 and 80 per cent, respectively, for the period 1959-
1965.

Indices of gross value of output
{prepar = 160)

Industry Agriculre

1950 1960 1050 1960

Czechoslovakia 143 404 87 104

USSR. 173 520 50 159

Poland . 231 718 98 124}

Hungary 158 420 89 115

Romantia 147 505 g1 124

Bulgaria . 309 1,228 84 150

Yugoslavia 172 450 83 146
Spurce: See table 3-1. All data are based on national sources
and represent gress output in constant prices, except for in-

dustrial production in Yugoslavia where net values are used.
a The pre-wer years for industry and agriculture, respectively,
were for Czechoslovakia, 1937 and 1936; USSR, 1940; ?olan_d,
te-war territory, 1937 and 1934-1938; Hungary, 1938; Romania,
EQSS; Bulgaria, 1939 Yugosiavia, 1939
The low rates of increase in agriculture and the
resulting rapid shift in the composition of output from
agriculture to industry did not reflect the expressed
aims of planning authorities. In fact, all the plans pro-
vided for much greater rates of expansion of agricul-
ture than were actually attained. But the decisions 1o
increase industrial investment and to expand heavy in-
dustry resulted in the imposition of severe restrictions
apon the growth of incomes of the population, especially
on the farms. The policy of keeping peasants’ incomes
at very low levels reduced their incentive to produce
while, at the same time, the policy of diveiting re-
sources Lo industry resulted in a reduced supply of fer-

Table 3-2. Annual Rates of Growth of National Income, by Sector, 1950 to 1959°

{Percentage)
- Transportand  Trade and
Couniry Total Industry Agricufiure  Construction commuaication ather
Czechaslovakia 7.5 94 -01 14.8 132 57
Eestern Germany 38 111 28 10.9 58 51
USSR 10.6 12.6 5.4 12.4 17.3 12.2
Hungary 6.2 93 1.3 80 11.2 3.4
Poland 8.0 12.3 22 112 83 73
Yugoslavia 6.3 95 28 30 4.1 77
Romania 10.3 14.0 4.9 15.3 12.6 26
Bulgaria . 8.7 133 2.5 13.1 207 150
China (mainland) 152 28.0 101 33.0 13.8 10.8
Source: See table 3.1 annuai rates of growth of agricultural output be-
Note: In several countries no sectoral indices of tween 1950 am{; 1959 based on data for single
net output are available for certain years In these terminal years: Czechoslavakia, 0 8; Hungary, 20;
cases the indices have been estimated on the basis Poland, 1.6; Yugoslavia, 7.1; Romanig, 5 8; Bul-
of indices of gross eutput. The errar involved in garia, 4 2. The corresponding rutes for national
such estimates s probably minor in those in- Sicome differ only for Bulgaria and Yugoslavia

stances where it has been
between
are avai

¥y

ossible to interpolate
Feurs for which both gross and net indices
able, The errer is prebably larger for
ears whese the net values have had'to be extro-
olnted on the basis of gross values (Bulgaria,
950.1960, mainland China, 19491851 and 1959,
Poland, 1949-1951 and the Soviet Union, 1950-
1954 It is doubtful, however, whether even in
these cases the error invelved is significant.

s Except [for the four cases specified below,
terminal years refer to a three.yeur average cen-
tred at 1050 or 1959 (for instance, the fgure for
1950 represents an average for 1949«195% This
method has been used in order to reduce the effect
of year-to-year fluctuations in agriculiural output.
The following pereentages represent the average

where they are 98 and 7.3 per cent, respectively.
Thera are rio sigeificant diflerences in the case of
sectars other than agriculture. The especiaily
large difference between the two agricultural
growth rates for Yugoslavia is to be explained by
“he fact that the harvest of 1930 was very bad
while that of 1659 was above average It is to be
noted, however, that between 1953 and 1959 agri-
gultural output rose in this country at an average
annual rate of 5.8 per cent irrespective of whether
single years or an average of terminal years is used.

Tor 1950 in Fasterr Germany, Homania and
the Soviet Union, and for 1939 in mainland China,
data were inadequate for the computation of three-
{‘ear averages [n these cases single terminal years

ave been used
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tilizer and agricultural implements. Despite government associated with significant increases in national incgpy, -
control over wages and prices, such a policy, resulting not only in ahsolyte terms, but also on a Per capity
in insufficient expansion of agricultural supplies, could basis (see table 3-3). In most countijes the vise in pep -
not continue indefinitely. Towards the end of the first capita income took place without any appreciable .
half of the decade, the problem of accelerating the crease in the proportion of the population engaged i, -
growth of agricultural production was in all countries productive activities.s It was thus achieved essentially
pushed into the foreground and considerable efforts through an increase jn output per man, made possipj,
were made to bridge the gap between agricultural re. largely by an increase in the amount of capital pey
quirements and the growth of agricultural output. worker, and a shift from Jess productive to more pro.
Despite the difficulties in agticullure, the rapid growth duetive sectors, mostly from agriculture to indust: y-
of industrial production achieved in all countries was Owing to the weakness or absence of any systemati,
Table 3-3.  Aunual Rates of Growth of Popula- relationship between stages .of industrial dev.efepment
tion, Labour Force and Per Capita Income, 1950 and rates of growth of agricultural p:odu‘ctwn, ton-
to 1959 struction and transport, it will he seen that inequalilies
(Percentage) between countries in levels of income were reduced to
a far less extent than were inequalities in the degiee of
X . Labour force _ industrialization. This is borne out by the newly avail.
Country Population LPer vapita

Total  Productive inoseis able data on the zelative levels of per capita output of
Czechoslovalkia 1 00 07 6.4 industry and agriculture in vaicus centially planned

1

Fastern Germany 0.7 il 1.0 95 economies.
gﬁgﬁdr : (1)? %? %g gg The well-known difficulties encountered in interna-
Polaﬁd Y 18 20 18 50 tional comparisons of levels of sutput are greater lhan
Yugoslavia 14 ) . 5.9 usual in the centrally planned economies because of the
. ugosia ‘ yp : .
omania 13 13 1.3 89 large inter-country differences in sectoral puice ratios
Bulgaria : 08 13 0.8 89 and the disparity between domestic and foreien put-
China (mainland) 27 12.] P >

chasing power of currencies, In recent times, however,
Source: See 1able 3.1, several estimates of relative levels of output in industry

- The rates of growth of per capita income arc derived from and agriculture were made in various eastern European
data lor the first and Jast rears of the period. In other tables in b

this chapter the termina points used in calculating rates of
growth are three-year averages

5 That is, lahour engaged in sectors contributing te rational
income as defined in the centzally planned economies.

Table 3-4  Indices of Por Capita Output, 1950 and 1958
(Average for the group = 160)

c Tndustry Agriculture Industry gnd ayriculture

e 1950 1838 19500951 19570938 1950 1958
Czechosiovakia 189 156 104 04 151 i35
Fastern Germany 1dG 156 101 99 122 136
USSR 116 120 165 111 111 117
Hungary 16 71 111 111 02 85
Poland . 90 90 116 114 102 99
Romania 53 6O 75 79 62 66
Bulgaria 36 47 a3 92 60 63

Source: The estimates for industry are from Tibor tive levels of econamin development in various

Kiss, A Swocialisty Orszdgok Gazdusdgi Egyiittmi- countries This is alse indicated by the close simi-
hiidése (Budapcst, 1961).” The data {or 1950 are ]arily of results of various caleulations, inciuding
identical with and those fur 1958 somewhat differ. the one made by the Scientific Institnte of Eeo!
ent from, Kiss' preliminary estimates, published nomic Research of the Slate Planning Commitree
carlier elsewhere, which are in agreement with of the USSR. The resulis of such calculations are
estimates published in Foprosy Ekonomiki, No. 1, also confirmed by a comparison with indicators
1960 (Moscow) The latter publication, in referring expressed in physical terms”

to the similarily of estimates of comparative levels
of vutput which have been made in various cen.
trally planned countries, points out thai “These
ealculations are usually based on volume dara fora

The estimates for agriculture are {rom Gospo.
darka Plenowa, No 5, 1961 (Warsaw} They are
derived from estimated grain equivalents of cuipnt

relatively wide range of identical products and for sixteen major agricultuzal products

uniform prie weights. In order 10 obtain refiable The index for industry and agricullure combined
estimates, it is necessary to include in the caleuls- is obtained ag 4 weighted average of the indices of
tins a Jarge number, say 100-150, of industrial these two sectors, using the Soviet strueture of
products and 20.3¢ agricultural products. In spile weights, The use of other natienal weights would
af the unavoidable limitations of such caleulations, not affect the tanking of countries a?lhuugh it

they none the Jess give an indieation of compara. would alter the magnitndes shown in the tabie.
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Table 3-5. Annual Rates of Growth of Employment, by Sector, 1950 to 1959"

(Pereentage)

Country Industry

Lonstruction Transport and

Total

Trode and Agrieultur nen-agricuftural

communicalion ather emplaymenth
Czechoslovakia . 3.0 a7 28 0.2 —24 2.6
Fastern Germany 21 27 18 4.2 -3.2 23
USSR a5 3.9 4.1 31 0.1 36
Hungary 53 1.9 50 3.7 0.9 3.4
Poland 4.3 5.4 4.3 23 02 4.4
Yugoslavia® 6.2 -10 22 32 -08 4.5
Romania 28 62 44 55 0.7 31
Bulgaria 7.3 70 T.6 52 —0.7 7.0

Source: See table 3.1

» Total labour force is defined to exclude mili-
tary personnel, domestics and other persons hired
by individuals, as well as other minor groups. As
methods of derivation of agricultural employment

countries and while the results so far achieved do not
pretend to reflect the exact relationships between levels
of output of different countries, they may be used as
indicating broad orders of magnitude.

The relative levels of output in industry and agricul-
ture among countries are shown in table 3-4. As indus-
try and agriculture together account for the major part
of national income, their weighted averages may be
considered as providing a broad indication of differ-
ences in order of magnitude of income levels among
countries. Though small diflerences may well be of no
significance, the spread among countries shown in the
table does sugzest a relationship between relative levels
of per capita income and the degree of industrializa-
tion. Agricultural output per capita, en the other hand,
shows less systematic relationship to the degree of in-
dustrialization; it was the lowest in the two least devel-
oped countries, followed by the two most developed,
and substantially higher in Poland, Hungary and the
Soviet Union.

The estimates reproduced in table 3-4 alse show a
marked nairowing of disparities in per capita output of
industry between 1950 and 1958 but little change in the
relative per capita levels of agzicultural production.®

The piocess of industrialization in the centrally
planned economies was associated, as might be expected,
with changes in the proportion of the labour force in
total population as well as with significant sectoral
shifts within the labour force. As shown in table 3-3,
the labour force grew more rapidly than population in
almost all countries, but the differential increases in the
labour force and in the proportion of active to total
population were not associated with the degree of in-
dustrial development.

Even though government policy emphasized the

6 Owing te differences in methods of estimation and in ter-
minal years, the changes in relative output levels shown in table
3.4 differ somewhat from those indicated in table 3-2. However,
the direction of change shown in both cases is similar. )

differ widely from country to country, the data
presented for this sector are less comparable than
those for other sectors.

b Including services.

© 1953.1959,

expansion of productive sectors, employment in these
sectors in most countries increased less than total em-
ployment. The ensuing fall in the share of productive
workers in the total labour force was somewhat more
pronounced in the more advanced than in the less ad-
vanced countries.

Variations in rates of increase in employment among
most of the productive sectors were in general not very
great. In agriculture, howevez, employment declined in
most countries, and in those where it did increase the
rise was quite insignificant (see table 3-5). A notable
feature of the inter-country variatiens in employment
was that the rates of growth of employment in industry
and in non-agricultural sectors generally tended to be
higher in the less advanced than in the more advanced
countries. The changes in the agricultural labour force
were less closely associated with the degree of indus-
trialization, although in the two most advanced coun-
tries, Eastern Germany and Czechoslovakia, the decline
in agricultural Iabour was much more pronounced than
in other countries of the group. As may be seen from
table 3-6, the differences in sectoral rates of growth of
employment resulted evexrywhere in a 1ising share of
industrial employment and a declining share of agri-
cultural employment in the total. This table reflects in
a patticularly striking way the wide differences in eco-
nomic structure among the centrally planned economies.
At one extreme, in Eastern Germany, the proportion of
the labour force engaged in industry amounted to about
40 per cent while in agriculture it was 22 per cent’
In Bulgaria, on the other hand, the proportions were
14 and 72 per cent, respectively. And while precise data
are not available for mainland China, there is no doubt
that in this country the share of industrial labour in
total employment was even smaller.

As may be seen from a comparison of the data in
tables 3-4 and 3-6, the sectoral distribution of employ-
ment differed considerably from the distribution of out-

7 Avez‘aé;e of 1850 and 1959




92 Parr I INDUSTRIALIZATION AND ECONOMIC DEVELOPMENT -

Tahle 3-6.

Disuibution of Labour Foree, by Sector, 1950 and 1959

(Percentage)

Productive sectors

oz ond year Tdueatey Agriculture Construction g;rr:::f:a‘:rxr:::rfr Tn:;f;;.‘cr:ﬂd riees

Crechoslovakia

1950 300 38.6 6.3 51 8.3 115

1959 36.0 285 81 61 7.8 135
Eastern Germany

1950 38.2 20.6 58 6.1 85 133

10589 119 181 6.1 6.5 11.3 162
USSR

1950 186 503 6.3 57 41 13.8

1959 295 422 7.5 7.0 46 16.3
Hungars

1950 187 52.5 33 4 4 5.3 129

1959 280 429 56 6.0 6.5 110
Polard

1950 174 60.1 4.8 38 5.0 89

1959 212 510 6.4 47 51 116
Yupaslavia

1950» 148 67.8 44 30 3.2 68

1059 201 610 39 32 37 31
Romanic

1950 121 38 23 1.3 3.2 7.3

1959 138 692 35 17 4.0 78
Bulzaria

1950 . g8 79.7 i9 14 25 18

1059 . 165 66.9 31 23 35 77

Source” See 1able 3-1 and fostnote « to table 3.5. * 1953

put. These differences reflect the extremely large varia-
tions in sectoral productivily in all cenlrally planned
economies, as may be seen from table 3.7. They appear
particularly striking when output per man in varieus
sectors js 1elated to outpul per man in agriculture.
Thus, in comparison with agricultuzral product per
worker, oulpul per man in industry was two to five
times as greak, consiruclion one and = quarter fo four
times, and trade one and a half to more than ten times
as great. In most countzies oulput per man in transpor-
tation also exceeded that in agriculture, and in several
cases it was considerably highe;.

It is noteworthy that inter-sectoral differences in
output per man were laiger in the less developed than
in the more advanced countries Indeed, the inequali-
tes in sectoral oulput per man tended to nariow pLO-
gressively at higher levels of development. This is indi-
cated by the measuie of relative inequality in the dis-
tribution of oulput and employment shown in the last
column of tahle 3-7. It should be stressed however that
the wide inter-sectoral variations in output per man re-
flect to some extent the peculiarities of price {ormation
prevailing in the centrally planned cconomies which
tend to exaggerate the shares of industry and trade in
relation fo agriculture ¥

The available estimates of relative productivity of

8 The effect of price policies on the shares of the remaining
sectors is less clear It is certain, however, that even allowing
for these distortions, very substantial differences did exist in
seetoral productivities in all countries

industrial and agricultural labour shown in table 3-8
indicate that labour productivity in both sectors was
generally much lower in countries at earlier stages of
development. The spread between countries was, how-
ever, less pronounced in industry than in agriculture.
It is probable that this was largely due to the fact that
in less developed countries modernization was intro-
duced to a relatively greater extent in industry than in
agriculture. An important infuence tending to equalize
the productivity of industrial labour in different coun-
tries was the fact that newly created industries were
provided with 1elatively modern equipment ?

These data together with the information on sectoral
altocation of labour and on differences in sectoral pro-
ductivity (see tables 3-6 and 3-7) suggest that the dif-
ferences in per capita income were strongly influenced
by the vaiiations in outpat per man in industzy. They
indicate that a significant nar rowing of the gap in per
capita income among the centrally planned economies
would require the economically less advanced countries
not only to increase substantially the share of industrial
workers in their total labour force but also to raise
oulput per man in industry at a much higher rate than
that prevailing in the more industrialized countries.

¥ Owing to the many statistical dilicultics involved, the con-
clusions derived [rom the estimates in table 3.8 should he
viewed with great caution. The qualifications suggested in the
footnote 10 the tahle, however, do not render meaningless the
differences in hroad order of magnitude which ie all that js
relevant in the text
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Table 3-7. Product per Worker, by Sector, as Percentage of the
Country-wide Average®
{ Average of 1950 and 1959)

Measure of
Transport und Yrade and inequatity of
Counmtry Industry Agriculture Construction communication othar arateral pro-
duct per workert

Czechoslovakia 161 Sél a0 52 92 46
Eastern Germany 130 61 84 77 95 31
USSR 194 51 115 52 208 56
Hungaty 177 57 150 54 131 50
Poland : 197 54 139 59 203 a7
Yugoslavia 219 4, 157 164 450 78
Romania 951 56 212 217 285 86
Bulgaria . 255 58 203 112 349 64
Source: See tables 3-1 and 3.6 b Caienlated as the sum of differences between
a Derived by dividing the sectoral shares of out- the perceniege distribution of output and of em-
put by corresponding secteral shares of emplay- ployment, regardless of sign
raent.
Table 3-8. Output per Man in Industry and In most countries, the increase in jabout produetivity
Agriculture, Average of 1950 and 1959 in industry and related sectors—construction and trans-
{ Average for the group = 100) portation—during the decade of the nineteen fifties by
far exceeded the increase of productivity in agriceliure
Cauntry Indusiry Agricuiture {seetable 3-9) In only one of the countries, Yugaslavia,
Caechoslovakia | _ 129 127 ar.xd on%y dm.ing 1953«195‘9, was the 1ate of grewth
Lastern Germany 124 200 higher in agriculture than in industry. The lag in out-
USSR . 123 99 put per man in agziculture occurred in spite of the de-
Hungary 75 104 cline in the agricultural labour force in most cases. In
I;;Zﬁiﬂia ' lg? EE? non-agricultural sectors, there was some slight tendency
Bulgaria ' 56 43 for growth 1ates of productivity to be relatively highex
in the more advanced than in the less advanced coun-
Source: Data on output per man in industry in 1957 as given tries, but in agliculmm no Sysiem&tic relationship
in Planovane Hospodarsti, No. 11, 1959 (Prague), extrapolated between productivity changes and the stage of develop-

through the use of indices of output and employment. Dutput

per man in agriculture was derived from the date in table 3-4 and ment was 1n evidence. However, since the weight of

the available information on the fxgljiculz,ural_iahnur force agriculture in the economy is inversely related to the
_ Note: Data on output per man in industry in some eases differ level of development, the contribution of agriculture to
significantly from those which might be derived on the basis of . . oductivi b hich
the output data given in table 3-4 and employment data reported the over-all increase in productivity was mucs nighes
i ihe mational statistical yearbooks. As the coverage of industry in the less developed than in the more developed coun-

in the Kiss estimates undetlying table 3.4 may differ {rom the
soverage of employment in the nrational sources, it was preferable
to use in this table the estimates of output per mas given in the
publication quoted above

tries.X®

As might be expected from the increases in production,

Data on output per man in agriculture are undoubtedly much rates of expansion of capital stock were high during the
less reliable than those on outpul per man in industry, owing o eriod both in absolute terms and on a per capita hasis
the well-known difficulty of estimating egricultural employment B

in most of the centrally planned economies (see table 3-10).

10 This is shown by the following data on the percentage contribution of the various sectors 10 the
growih of average produetivity during the 1950-1959 period.

Transport and Trade and

Industiry Agricalture Contruction communicution other
Czechoslovakia . . . 66 11 13 & 6
Lastern Germany 72 19 T & -1
USSR ... 56 19 9 5 11
Hungary . 51 27 19 6 — 4
Poland . 66 17 g 2 6
Yugoslavie® 43 42 G 9 13
Romania . . 33 60 5 2 1
Bulgaria . . 25 52 4 4 11

Sourc;:: See tobles 3-6 and 3.9.
a 1953-1959.




04 Part I. INDUSTRIALIZATION AND ECONOMIC DEVELOPMENT

Table 3-9. Annual Rates of Growth of Labour Productivity, 1950 to 1959
{Percentaze)
Transport and Teade and
Country Total Induastry Agriculturs Construction comimunication wther
Czechoslovakia 68 63 25 107 102 55
Eastern Germany 7.8 88 6.2 8.0 1.0 ~09
USSR 9.0 87 53 81 126 8.8
Hungary 45 3.7 2.2 59 58 -0.3
Poland. . 6.0 76 19 55 38 4.9
Yugoslaviav 8.3 6.1 6.6 6.3 85 63
Romania 8.8 10.8 4.2 8.6 79 -27
Bulgaria 7.7 5.7 31 5.8 12.2 94

Source: See table 3-2 and 3-5.

A notable aspect of the pattern of sectoral changes
was the relatively small spread between the rates of
growth of capital in agriculture and in industry. In
general, however, the variation in sectoral rates of in-
crease in capital was large, and was greater than the
variation in the sectoral rates of growth of employment
(see table 3-5). The smallest 1ates of increase in capital
stock occurred in transpoitation. In this case, as in
other productive sectors, no systematic relationship be-
tween the rates of expansion and the level of develop-
ment could be discerned.

The structural changes resulting from these develop-
ments are indicated in table 3.11. They show that in
Czechoslovakia and the Seviet Union the proportion of
assets in productive sectors in relation to total fixed
capital stock was higher than that in Hungary and Bul-
garia, but that these differences were substantially re-
duced between 1950 and 1959, While data on changes
in the siructure of capital assels are not available for
other countries, data on the distribution of investment

» 1953-1959

show that in mainland China and Romania, as well as
in Bulgaria, a much greater share of investment was
directed to productive sectors than in the more devel-
oped centrally planned economies.!!

Among the productive sectors, the share of industry
at the beginning of the period was generally higher and
that of transportation lower in the industrially more
advanced than in the less advanced countries. By the
end of the period, however, the inter-country differences
in these shares had laigely disappeared. Thus, for
example, the share of industry in productive assets in
Romania and Bulgaria in 1959 was higher than that
in the Soviet Union. In the case of agiiculture, how-
ever, the share in productive assets had little refation to
degree of industrial development even in 1950.12

1 Tor more details, see World Economic Survey, 1959

12Tt should he pointed out, hewever, that the inter-country
variability in the shure of apricultural fxed assete was influ-
enced, perhups more than in the case of any other sector, hy
differences in coverage, valuation and other statistical limita-
11ons

Table 3-10.  Annual Rates of Growth of Capital Stock, by Sector, 1950 1o 1959¢
{Percentage)
AN sectors
Country p— [ Pr;:;i::;':ix-c Industry Agrieulture Construction 5:;7:;‘:::::::::: T'r::‘r!{':—rr:n:i
Czechioslovakia 4.1 30 53 6] 5.3 81 2.8 47
USSR B8 71 9.4 10.6 8.1 iy 7.5
Hungary . 53 46 a2 11.2 100 45 24 15.3
Romania &, al 3.8 a7 8.6 45 . 07
Bulgaria 69 6.0 10.5 14.0 81 9.4 6.5 7.5

Source: See table 3-1.

® In Czechoslovakia, the Soviet Union and, probably, Romania
the basic data refer to values expressed in constani prices. In
Bulgariz and Hungary they refer to book values, but, with the
exception of the 1959 price rélorm in Hungary, changes in
prices of investment goods were not very si%nihcamt. In deriving
the data for Hungary an adjustment has been made for price

changes in 1959, Data [or this covntey, however, 2ro not quite
comparable 1o those of other countries as they refer 1o values net
of depreciution but including ecapitel repairs. The data for the
other countries are gross ol (?eprcciutian and do aot include the
value of capital repairs. Data for Romania and Bulgaria are also
partly estimated.

b 1055.1959.
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Table 3-11. Distribution of Fixed Assets,
by Sector, 1950 and 1959

Country and item 1830 1956
{ pereentage)

C-echoslovalia
Distributioa of productive asscis:

{ndustry . 557 600
Construction .. 20 2.4
Agriculture 17.8 178
Transport and communication 201 158
Trade and other . . 4.4 4.0
Assets in productive sectors in relation
to total fixed assets. . 450 50.0
USSR
Distribution of productive asseis:
Industry 43.8 {416.0
Construction : e 3.1
Agriculture . 273 241
Transport and communication 266 223
Trade and other. . . . . 23 45
Assets in productive sectors in relation
to total fixed assets 530 590
Hungary
Distribution of productive assels:
Industry. . .. 35.7 45.2
Construction 26 2.0
Agiculture . . Lo 725 265
Transport and communicalion . . 374 233
Trade and other . ... .. o2 o 17 3.1
Assets in productive sectors in relation
to total fixed assets 380 490
Romania
Distribution of productive assets:
Industry . . 52,6
Construction 37
Agriculture . . iy 257
Transport and communication 14.3
Trade and othe: 3.6
Buigaria
Distribution of productive assets:
Industry. 376 524
Construction. 2.2 2.0
Agricuiture . 22.5 184
Transport and communication 32.1 22.8
Trade and other o 56 44
Assets in productive sectors in relation
to total fixed assets .. S 30.0 44.G

Source: See table 3-10, and footnotes thereto.

A comparisen of data on the structure of output
and sectoral allocation of capital and labour ({see
tables 3-1, 3-6 and 8-11) makes it possible to shed some
light on the sectoral variability in capital productivity
on the one hand, and on capital intensity on the other.*?

13 The data on productivity of capitad are ohtained by divid-
ing the shares of output in cuch sector by the shares of Axed
assels; capital intensity data are derived by dividing the sec-
1ovsl shares of fixed nssets by the corresponding shares of em-
ployment.

It appears from these data that industrial output per
unit of capital was in most countries relatively close to
the average productivity of capital in all sectors.
However, in Romania and Bulgaria, the least developed
countries for which data aze available, it was lower
than the average, while in other countries it was higher.
On the other hand, the productivity of capital in agri-
culture was in most countries higher than the country-
wide average productivity of capital; this was particu-
larly true of the less developed countries. In {ransport
and communication, output per unit of capital was far
lower than in other sectors. There was little evidence of
any systematic relationship hetween capital productivity
in this sector and a country’s level of industrial develop-
ment.

Between 1950 and 1959 capital productivity fell in
agriculture but increased in construction and transport
and communication in all countries for which data
were available. As these divergent changes tended to
offset each other, the variation In aggregate productivity
of capital was largely influenced by changes accurring
in industry. Thus, both industrial and aggregate pro-
ductivity of capital increased in Czechoslovakia and the
Goviet Union and fell in the two less developed coun-
tries, Hungary and Bulgaria. In Romania, for which
data are available only for the period 1955 to 1959,
aggregate capital pr oductivity increased slightly.

The data on capital per worker in various sectors
during 1950-1959, expressed as a percentage of country-
wide averages is shown below:

Transport

dgric Construg. and cgasmi. Trade and
Indusiry  cultwre tion nication ather
Czechoslovakia . 155 45 25 280 45
uss . . 160 45 40 a25 .
Hungary 150 4% 39 520 35
Romania® : 340 35 95 870 75
Bulgaria . . 320 25 80 1,350 155

Source: See tables 3-6 and 3.11.
& Average of 1956 and 1959.

In all countries the highest capital intensity was in
transportation and the second highest in industry.
Among the five countries foz which data are available,
capital intensity in industry was much higher in rela-
tion to agriculture in the two least developed countries
than in the other centrally planned goonomies.
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Between 1950 and 1959, in all countries except
Romania capital per worker in agriculture increased at
a higher rate than in industry; the difference was pat-
ticularly great in Czecheslovakia and Hunga: y. Capital
per worker in transport and communication actually
declined in Bulgaria and Hungary. It rose in the Soviet

Union and Romania but at a lower rate than in other :
sectors and it remained almost unchanged in Czeche.
stovakia. These differences are indicated by the annua]
average rates of growth of capital per worker betweey
1950 and 1959 shown in the text table below {in per.
cenlage) :

Transport and Trade and
Tutal Indusiry Agriculture Construction  communication other
Czechoslovakia 4.6 3.0 7.9 4.2 0.0 4.5
USSR i8 69 8.1 . a3 .
Hungary 66 50 11.0 26 —~2.5 111
Romaniar 5.7 7.8 4.4 : 1.3 o
Bulgaria 04 62 89 22 - 1.0 22

Source: Tables 3-3, 3-5 and 3-10
» 1955.1959.

These data, together with other indirect evidence, in-
dicate that the growth of capital intensity was generally
not higher in the less developed than in the more de-
veloped countries. Since capital intensity and labour
productivily are closely 1elated, it may be concluded
that the inability to nazrow the gap between output per

man in the less developed and that in the more devel.
oped countries was largely due lo the absence of any
significant reduction in inter-country differences in
capital intensily between the Iess and the more devel-
oped countries.

Changes in the pattern of industrial production

The process of industrializalion was accompanied hy
considerable shilts within the industiial sector. The di-
rection of these shifts was determined by government
policy which tended to emphasize expansion of capital
goods industries as the necessary condition of economic
progress. A rise of investment in relation to national in-
come naturally increases the demand for capital goods
in relation to that {for consumer goods. But industriali-
zation policies in the centrally planned economies en-
deavoured to adapt the structure of domestie output to
this pattern of demand. Consequently, all countries, re-
gardless of the degree of their industrial development
or of differences in their natural endowment, increased
their oulput of pioducer goods faster than that of
consumer goods ** {See table 3-12.) This tendency was
somewhal more pronounced, however, in counties at
lower levels of industrialization which, as already noted,
achieved generallly higher rates of industrial growth
than did the industrially more advanced countiies.!?

L4 In the classification adopled Ly the centrally planned eco-
nomies producer goods include gross value of oulpul of capilal
goods as well as all primary and intermediate industrial goods
irrespective of whether they are used for production of final
capital goods or of consumer goods. Consumer goods include
only final produects.

15 Except for Yugoslavia, the data on industrial production
in this section are expressed in terms of gross value of output
They may therefore diflev from the national sccounts daty
employed in the preceding section, which represent net value
of industrial production As the extent of duplication involved
in gross value data js nol the same in all branches of industry
and may difier from country to country, it js necessary to
emphasize that the inter-secloral and inter-country comparisons
of gress value data may yield results substantially different

At the beginning of the period, considerable difler-
ences existed in the shate of producer goods in total
output of various countries; in general, the share of
producer goods in gross value of output was higher in
the more developed than in the less developed coun-
tries (see table 3-13). The comparatively higher rates
of growth of cutput of producer goeds in 1elation to
that of consumer goods in the less developed countries
resuited in a significant narrowing of the spread in
shares of producer goods in total output of industry in
countries at different levels of development. In fact,
the producer goods’ share in countries such as main.
land China end Romania at the end of the period ex-
ceeded that of more industrialized countries such as
Hungary and Poland.1¢

The pattern common to all countries of greater ex.
pansion of produce:r than of consumer goods, as well
as of heavy industry as compared with light industry,
was due to the general policy laid down in the fong-

from these which would be obizined i value added slatistics
were used. The lalter, however, are available foz onfy a few
countries and for isolaied years.

18 The datu on cuiput of producer and consumer goods do
not yield any direct informalion on the relationship between
final and intermediate goods in countries at different levels of
development. The selatively higher share of produce: goods in
the gross value of industrial production ia the more developed
countries reflects, however, not only a higher share of capital
goods but also a wider range of intermediate slages of pro-
cessing It should also be borue in mind that the variations in
the share of consumer goods in grass value of oulpwt ure in-
fluenced by the fact that, in the course of industrialization, an
increasing proportion of ugriculiural output is processed by
industrial enterprises belore it reaches the consumer
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Table 3-12. Annual Rates of Growth of Output and Employment in Industry, 1950 to 1960

(Percentnge)
ISR
Machine Textiles, i
Tatg! Producer  Consumer Ferrous buitding Chemicala Building footwear
Country and item industry goods goods Fuels metallurgy and metal (including mn:crl’n?s and Faod
products rubber) clathing
Czechaslaualsia
Qutput 10.9 126 89 83 123 164 15.5 16.0 7.2 6.1
Employment 2.9 38 18 25 4.5 517 4.5 32 07 -01
Fustern Germany
Output 11.4 12.2 10.1 5.6% 13.6¢ 14.5 111 111 92 116
Ermployment 21 1.2 4.3 3.l 3.2 15 16 22
[/SSR
COutput 116 126 104 9.2 10 4 15.7 149 18.6 96 87
Employment? 4.0 3.2e 37 4.3 55 72 37 20
Hungary
Qutput 10.4 121 88 7.5% 107+ 128 16.3 115 87 81
LEmpleyment 55 68 . 46 57 5.9 3.9 87 57
Poland
OCutput 12.9 14.4 112 58 106 222 16.9 41 111 85
Employment 39 . 33 24 7.5 4.5 52 12 5.0
Yugoslania
Qutput! 93 . .00 16.6 14.5 158 53 59 6.4
Romania
Cutput . 131 14.8 10.8 9.9 14.2 19.3 208 151 85 91
EFmployment 53 ‘ 3.9 6.1 6.1 10.5 52 . 1% 34
Bulgaria
Output 14.8 i1.8 12.3 11.9 413 237 23 .4 21.8 13.8 10.2
Employment 99 : 58 27.0 98 12 7.5 6.9 8.5
Ching {mairland) ®
Output 24.0 38.6 190 252 500 43.0 49.3 374 1.2 218
Source: Division of General Fcanomic Research andt Policies due to variations in coverage; data in table 3-5 include, apart
of the United Nations Secretariat, based on national sources from wage snd salary earners, members af co-operatives and
s Gross value of output, Industrial output includes the follow- self-employed persons engaged in industrial production.
ing: in Hungary, state industry only; in mainland China, total b Total mining
industry excluding handicrafts; in remainin countries, total ¢ Includin% non-ferrous metaliuzgy.
industrial output. Employment ingindes the fo&%awi::g: in Czecho- d Derived from data on outpit and ocutput per man.
clovakis and Romania, workers in total industry; in Eastern o Coal and oil industry only
Gesmany, the Soviet Union and Poland, workers and employees ¢ Net value of industrial output in 1056 prices, including de-
in tota! industry; in Hungary and Bulgaria, workers in stale preciatien‘
industry. The diferences between the rates of increase in indus- ¢ Excluding clothing industry.
trial employment indicated in this table and those in tahle 3.5 are b 1949 to 1957,
term plans of economic growth. The aim of this policy According to this formula, economic growth recquires
was to alter the structure of the economiss so as to raise that gross value of output of producer goods should
the output of producer zoods to the point where it exceed the value of producer goods used in all sectors
would not only provide the 1aw materials and equip- of the economy during a given period.r
ment needed to maintain the existing level of output In more explicit terms, this means that in a closed

and the capital stock, but it would also permit the de- T Mar e value of  nrod ‘
. : ; : n Marg's notation tag Ve ue of output ol producer £00ds
sired rate Of_ expansion Of_ total output. Although tmn is presented as & = Vo -+ M and that of consumer poods as
mest countries a suhstantial proportion of domestic s 4 va 4 ma; ¢ referring to the value of raw materials, inter-
yequirements had to be met by imports, this fact had mediate goods and capital used up in the process of production

. R . . during 2 given period, v to the wage bill and m to profits. The
relatively little influence on the planned changes in the subscripts 1 and 2 rofer to the preducer goods and consumer

domestic distribution of output between consumer and aoods sectors, respectively.
producer goods. The condition of “enlarged reproduction” is stated as
o 4o m > e This formula wos frequently pre-
This policy was said to be based on the well-known sented in the form of: vi 4 mu > ¢

] , . @ ‘ e Tt is evident that this formula deals with levels of outpul and
formula by Marx of enlaiged Tepl oduction origmaﬁy consumption of producer goods only and not with the relative

related to gross value of output in a ciosed economy. rates of increase in output of producer and consumer goods.
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Table 3-13. Distribution of Gross Value of Output of Industry, 1950 and 1960
(Percentape)
Henuy industry o
P . Producer Cnnsu;ncr A 4}!:::;-*;1’11:: ci . Buita P Light Industey
vuntry and year govrds goods errous huilding Chomicaly wilidfn, '-:zlf' s, i .
Fuels metallurgy t;::-ré{;zzi:l fl::{:;:;?é materinls Qther . ﬁr::;;:}n:; " Food Othe
Crechoslovalin
950 al.s 485 8.4 6.9 20.8 4.1 2.7 4.3 17.2 25.8 9.8
1960 998 40.2 6.6 7.8 337 6.1 4.2 4.3 12.3 16.4 8.6
Lastern Germany»
1850 58.7 41.3 6.6 52 257 i5.8 3.4 20 18.8 143 g2
1960 62.9 371 3.7v 6.3 331 150 3.3 15 157 14.5 69
USSRe
1950 68.8 31.2 9.7 6.6 153 3.3 12 12 34 252 224
1960 72.5 275 7.7 59 219 44 21 19 54 21.3 172
Hungarys
1956, 440 560 6.1b 73 195 5.0 28 33 193 328 3.9
1960 51.2 48.8 4.60 7.5 242 83 32 3.4 16.5 26.7 5.6
Poland
1050 47 4 526 109 69 92 4.7 21 42 187 38.3 57
1960 ad 4 436 5.8 62 223 7.2 25 43 174 28.1 6.2
Yugoslavige
1950 10.0 33 4.8 3.8 25 12.7 227 131 171
1859 88 64 23 4 6.0 17 i4.3 i67 161 11.7
Romania
1950 530 47.0 113 5.4 13.3 3.1 24 4.1 226 24.6 132
1960 60.0 +0.0 91 63 240 6.1 3.2 54 16.3 193 101
Bulgaria
1950 382 618 3.7 0.1 83 27 19 4.4 214 41.2 15.
1960 49 6 501 26 190 16.8 55 3.5 78 196 27.7 i52
Chine (mainlund)
1949 20.6 0.4 38 1.8 6.8 15 i1 14.6 36.9 236 9.9
1957 573 4270 4 1 3.0 16.2 6.6 25 199 191 20,4 32

Source: See lable 3.1,

In most cases data are compuied on the hasis of constant prices,
The data eover total industrial output except in Hungary, ‘where
and private industry,
China, where they exclude handieraits. n ¢
industries the followin definitions of industries are used ualess

F‘icls include extraction
is included in ferrons metallurgy; chemicals e
include products of the rubbey industry
ical raw materials; foods include tohaeco preducts;
dustey ineludes electria sunergy production and non-ferroys metal-
includes wood-working, paper and cellulose,
printing For the Soviat
and metal products

they exclude co-operaiive

otherwise indicated.
extraction of iren ore

lurgy; light industry
glass and china an
machinery

Zverey,

the corresponding

estimates of value of nutpul of the goal industry and data on {1s

and chemicals are 1aken from
N. 5, Khfushehev's speeches at the Twenty.second Congress of
the Communist Party of the Soviet Union, as reported in Pragde,
18 and 19 Oclober 1961 (Moscow), The
the food industry is taken from T. K. Sivolap and A,
FPishchevaia Promyshiennost SSSR
for coal, ferrons melaliurgy, build
wear and clothing are estimated o
tion allowances and profits for these industries s givenin A. G
oprosy Nutsionalnove Dolhody Finansop SSSR {Mos.
cow, 1958), page 94, and on 1he basis of data on cost structure in
industries. Dala an

share in total fuel out ut
1961 {Moscow), page 13, ?
were not available, estimat
and in mainland
e classification of
and light industry, respect]
and processing; ® Total mining

and extraction of chen.

tribution of gross value of
heavy in.

Soviet Union is based on a
it may therefore be subject
particular, the share of the
nion, the data for

be understated . It is

derived from (e foliowin
{Pravde, 19 Oerober 1961)
industry in prices of 1 Tuly
ol machine uilding and
rot certain whether this Jas

gross value of output of
5 Shatkhan,
(Mosecow, 1957y, page 18. Datg
ing materials, and lextiles, foot-

1 the basis of dats on amortiza.

dustry.
r 4 Including unspecified b
Tuels are derived from

growth of gross value of oulput o the availal
Data in the first and second columns refer 1o }

As indicated in the source to this table,

metal working, 34 bil}

value of output of the machine building

iven in Planopoe Khoziaistvo, No. 10,

n cases where data for 1950 o 196G

es were made by arpl ing indices of
e dala

heavy industry

vely

the estimated dis.
output by industrinl branches in the
combinalion of various scts of data;
t0 a considerable margin of error In
machine building and Jaetal products

1adustries and 19 a less extent that of the chemieal industry may
pessible that part of the
“other” pertains in faet to the machine
ing industrics. The estimated share of ou

output elassified a5
building and metal worl.
tput of this branch was
g data given by N. § Khrushchey

for 1900: gross value of ouiput of
1955, 155 billion roubles; production
ion roubles. It is
Lligure covers the whole of the Bross
and metal working in-

ranches of heavy and light industry,

* Value added in 1056 prices
! 1958,
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economy no economic growth is possible unless output
of capital goods exceeds depreciation and output of
raw materials and interrnediate goods is greater than
their consumption.

This formula was however frequently zeinterpreted as
relating to industry alone and to an open economy and,
even more impoitant, the assertion about the relative
levels of output and consumption of producer goods
necessary for economic growth was interpreted in
terms of relative 1ates of growth in the producer and
consumer goods sectors. According to this version, the
condition for econormic growth was that gross value of
output of producer goods should increase at a higher
rate than that of consumer goods.18

Although this interpretation has in recent years
been frequently criticized in the centrally planned
economies on theoretical grounds, there can be little
doubt that the policy of incieasing the output of pro-
ducer goods at a higher rate than that of consumer
goods imposed itself especially in the less developed
countries in view of the need to raise the share of in-
vestment in national income. It was also in many in-
stances justified by the fact that reliance on exports of
consumer goods as 2 means of securing necessary capi-
tal goods was hardly an effective way of solving the
problem of increasing capital formation during the
period under 1eview.

As may be seen from table 3-18, the share of pro-
ducer goods in total output at the beginning of the pex-
iod was higher in the Soviet Union than in Czeche-
slovakia and Eastern Germany, the two most industri-
ally developed countries of the group.*® The very high
share of producer goods in the output of the Soviet
Unionin 1950 was the 1esult of a long peried of planred
industrialization during which the share of producer
goods in total output increased by more than one and a
half times. Tt also reflected the changes which oceurred
duting the Second World War when the output of
producer goods increased at an exceptionally high rate
while consumer goods output declined.

18 This statemens implies that economic growth can take
pluce only if the share of cutput of producer goods in tetal
production increases, that is, if the share of investmeat in the
national economy rises. While, however, an identity in the rates
of increase in output of producer and consumer goods is in
fact congistent with a constant rate of growth of total output,
it should be noted that am acccleration of growth would ob-
viously require a higher than average rate of growth of output
of producer goods. The required diffexence between the relative
rates of growth of thess two sectors may be quite large in the
process of transition from a stationary state to one of economic
expansion.

It shouid also be noted that even a constant rate of incresse
of total production could sot be maintained without a higher
than average rate of output of producer goods if input-cutput
coefficients were increasing as a result, for instance, of 2 more
capital-intensive form of technical progress or of disecenomies
in the use of raw materinls and intermediate goods.

Tor a more detailed discussion of these problems, see Forld
Economic Survey, 1959, page 102,

18 The high share of producer goods in Romania was largely
due to the fact that petreleum extraction and relining ac-
counted, even before the war, for a substantial part of total
industrial output.

Although the classification of output into producer
and consumer goods is useful for some purposes, it is
subject to the Hmitation that it cuts across the classifi-
cation by industrial branches, In the following discus-
sion, therefore, industiies are analysed on the basis of
two groups, heavy industry and light industry. In spite
of the differences hetween the two classifications, the
variation hetween the shares and rates of growth in
output of heavy industry on one hand and the light in-
dustries on the other shows the same tendency as in the
case of producer and consumer goods described above.
The generally greater decline in the share of light in-
dustries than of consumer goods in total production re-
flects in part at least the shift towards durable consumer
goods in the process of economic growth,*

Although heavy industiy expanded everywhere at a
much higher zate than light industry, within heavy in-
dustry the variation in the 1ates of expansion of various
branches differed significantly from country to country.
These differences were largely influenced by the struec-
ture of industry in the initial period, by natural re-
source endowment and by the degree of dependence on
foreign trade. During the period under review, only the
Soviet Union could formulate plans with 1espect to the
expansion of various branches of heavy industry with
little regard to foreign trade. Mainland China, despite
its size and natural resource endowment, continued to
have much less freedom of choice because, in the
present stage of its development, the utilization of its
natural resources is still largely dependent on imports
of machinery and equipment. In the remaining coun-
tries the growth of heavy industries was largely depend-
ent on imports of raw malterials at various stages of
processing.

The effect on industrial structures of inter-country
differences in resource endowment cannob easily be
ascertained on the basis of available statistics because
the output of extracting industries is not presented
separately in most countries. Thus, the data on output
of fuels generally include both extracton and process-
ing of coal, oil and natural gases; similarly, data on
ferrous metallurgy include extraction of iron ore. As a
result, the shazes of these two industries in the total
production of different countries were in varying de-
gree influenced by resource endowment. This influence
was undoubtedly greater in the fuel industry, where
processing accounted for a much smaller proportion of
gross value of output, than in ferrous metallurgy. As a
consequence, inter-country variations in the share of
the fuel industry were largely determined by differences
in resource endowment rather than by the level of de-
velopment reached by different countries. It is for this
reason that the shares of fuel in total value of output
at the beginning of the decade were much higher in

. 20 Dyrabie consumer goods are classified as produced hy
heavy industzy.
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Poland and Romania than in other countries of the
group.”!

In order to meet the growing requirements for fuel
associated with the expansion of heavy industries, all
countries made special efforts to enlarge domestic {uel
supplies through increased utilization of low-quality re-
sources such as lignite and brown coal. In spite of this,
the increase in output of fuels generally did not keep
pace with the increasing requirements of other branches
of industry; the result was evident in fucl shorlages and
increased dependence on imporls. A common {eature of
the experience of these counlries was a reduction in the
share of the fuel industry in total output between the
beginning and the end of the period. Only in mainland
China, the least developed country of the group, did
the shate of the fuel industry show a tendency to rise.
Apart from other reasons, such as the low level of out-
put of the fuel industry at the beginning of the period,
this increase was associated with the extremely high
rates of growth which took place in ferrous metallurgy
and other fuel consuming industries.

The share of ferrous metallurgy in gross value of
industrial production in most countiies averaged about
6 to 7 per cent during the decade. The changes over
time in the moie developed countries were relatively
small and neither their magnilude nor their direction
was directly related to the degree of development, o1 to
the 1elative availability of domestic raw materials. But
in the three least advanced countries, the patlern was
considerably diflerent. At the begining of the period
the share of ferrous metailurgy amounted to no mote
than one-tenth of one per cent in Bulgaria, to 3 petl cent
in Yugoslavia and to about 2 per cent in mainland
China. In the last two countries the share of these in-
dustries rase during the coutse of the period to & and 8
per cent, respeclively, bringing it to the level of the
maost advanced countries.

No systematic 1elationship was apparent between Lhe
shares of chemical industiies and the degree of indus-
trialization of most of the planned economies. As in the
case of ferrous metallurgy the share of this industry in
the three least developed countries was, at the begin-
ning of the decade, substantially below that of the more
advanced countries. It is significant, however, that in
the process of economic expansion the share of chemi-
cals increased in all countries but one, and the tendency
was especially pronounced in the less developed coun-
tries. As a result, by the end of the period the share of
the chemical industry in total industry in Yugoslavia,
Bulgaria and mainland China exceeded that of the
Soviet Union and approached that of other more devel-
oped countries. The only country where expansion of
the chemical industry was less rapid than total produec-
tion was Eastern Germany where this industry in 1960
nevertheless represented as much as 15 per cent of total
value of output, o1 moie than two and a half times as

21In Poland hecause of coal production end in Romania
because of woil.

much as in Czechoslovakia. The striking diflerence he.
tween the proporlion of the chemical industry in East.
ern Germany and that in other countries is only slightly
related to differences in levels of development; for the
most part it refiects the economic structure which had
evolved during the period when the counltry was inte.
graled with the Federal Republic of Germany.

An oulstanding characteristic of the structure of in.
dustrial production and its changes over time in the
centrally planned economies was the role played by
the machine building and metal working industiy; in
all countries this industry accounted for the major
proportion of the output of heavy industry.?* The share
of the industry in total industrial output was generally
related to the level of development achieved by various
countries, although this relationship did not hold in
all cases. Thus, for instance, in 1950 the shaie of this
industry in total production was twice as high in Hun-
gary as in Poland although both countries were at
about the same level of industrialization.

Between 1950 and 1960 the 1ate of expansion of
machine building industries exceeded the average rates
of growth of industiy in all centrally planned econe-
mies. This difference was much greater in the less than
in the more developed countries and, as a result, the
inter-counlry variations in the share of this industry
were considerably reduced. Thus, in 1960 the share
of machine building industiies ranged from about 33
per cent in the two most industrialized countries,
Eastern Germany and Czechoslovakia, to about 22 to
24 per cent in Poland, Hungary and Romania, and
even in Bulgaria and mainland China the share of this
industry had zisen to about 16 to 17 per cent.

Between 1950 and 1960 the share of light industry
in tolal production declined in all couniries. This
tendency was accompanied by a significant shift from
food to semi-durables in most countries. In Romania,
Yugoslavia and mainland China, however, an opposite
trend was apparent. This lalter tendency at first glance
scems to contradict the common view that a 1ise in in-
come levels associated with the process of industrializa-
tion leads to a shift in demand and output from food
to semi-duzrables. However, the tendency is less difficult
to understand when it is recognized that an important
aspect of industrialization consists of increasing the
proportion of food which has to be processed in the
manufacturing industry before it reaches the con-
sumer.*® In countries at very low levels of development
the effect of increased food processing on the structure

21t should be noted that the value of output of this indus-
trial branch also includes the vafue of output of repair shops.

*3 Apart from such products as sugar, spirits and beer, the
eutput of food processing industries was at the beginning of
the period very insignificant in the least developed countries.
Their importance increased with the process of industrializa.
tion and this tendency was closely associated with the shifts of
population from ruzal to urban areas and with the tendency
of governments te increuse the share of azricultural produetion
distributed through the state-owned network of retail trade,
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of industrial output may be greater than the influence
of the more rapid increase in requizements for textiles,
<hoes and other semi-durable consumer goods.

One of the noteworthy consequences of these diver-
gent changes was a considerable narrowing of the dif-
ferences in the 1elative shares of these two hranches of
Jight industry in each country irrespective of their
levels of development. Nevertheless, the considerable
inter-country differences in the shares of these indus-
iries present in 1950 still remain evident at the close
of the period.

During the first part of the decade the rise in the
chare of investment in national income and the xe-
straints upon the growth of consumption were reflected
in the severe limitations placed on the channelling of
resources into the expansion of consumer goods in-
dustries. Another factor influencing theit rate of
growth was the slow expansion of agricultural pro-
duction and therefore of the supply of raw materials
to the food industry and other light industries. From
the point of view of government policy, the industrial
branches most essential for economic growth were the
machine building and metal working industries, fol-
lowed by the industries supplying the raw materials
and fuels required for their expansion. But recently
the earlier policy of almost parailel expansion of out-
put of sdentical products of heavy industry in all
countries has come under active debate and the ques-
tion has been raised as to whether the desired stiucture
of supply could nof be more efficiently achieved
through a greater reliance on foreign trade. The 1e-
appraisal of past policies has brought out the fact that,
at the inception of the long-term plans of economic
development, little attention had been paid fto differ-
ences in nataral endowment and to the advantages
which could be derived from greater specialization and
international co-operation. The Governments of the
countries that introduced central planning after the
Second World War were naturally inclined to follow
the example of the Soviet Union, which had had two
decades of experience in planning. As a result of this
reappraisal, however, it has been recognized that in
following these policies the fact had been averlooked
that the pattern of growth developed in the Soviet
Union had been influenced not only by the country’s
size and natural endowment, but also by its iselation
from the rest of the world, a set of conditions which
differed considerably from the situation of the other
centrally planned economies after the Second Woild
War. The policy of these countries was particulatly ex-
emplified by the tendency to develop certain basic
producer goods industries even in the absence of con-
ditions necessary for their gr owth. Thus, for example,
the expansion of highly capital-intensive ferrous metal-
lurgy in some countries which lack domestic supplies
of coal as well as iron ore, Was largely influenced by
the autarkic tendencies prevailing at the beginning of

the decade.

It should be added, however, that several of the
céntrally planned economies felt obliged to develop
certain lines of production because at the time they
were not able to secure the necessaly products from
abroad. Since all the centrally planned economies un-
dertook to raise investment and to expand the produc-
tion of capital goods, the resulting shortages of iron
and steel, combined with the greater opportunity for
securing iton ore and fuel from abroad, induced these
countries to develop ferrous metatlurgy. In addition, it
should be stressed that an important factor operating
in the same direction in the early nineteen fifties was
the Korean crisis, which resulted in a general 1evision
of plans of economic development and led in all coun-
tries to an increase in the output of materials necessary
for armaments. The pattern of investment adopted in
these circumstances had a considerable influence on the
structure of output in the following years. In recent
years, however, in connexion with the reappiaisal of
eatlier policies it has been frequently stated that, for
example, the expansion of ferrous metallurgy in coun-
tries lacking fuel as well as iron ore was not justified.
It has also been stated that the tendeney to develop
parallel lines of production within a given industiial
branch in different countries ceduced efficiency, and
that efficiency could be jmproved through specializa-
tion and the ensuing economies of scale But the need
to develop machine building and metal working as well
as other manufacturing industries has never been ques-
tioned It was strongly emphasized that an internation-
al division of labour involving a concentration on the
expansion of output of primary products or of the con-
sumer goods industry in some countries would slow
down the process of industrialization in the countries
concerned.

The expansion of machine building and metal work-
ing industries in all countries regardiess of their levels
of development was motivated by several factors. The
rapid rates of industrialization resulted, in all coun-
tries, in grealer increases in demand for products of
these industries than fox others. Moreover, the capital-
output ratio as well as the capital-labour ratio in ma-
chine building and metal working was considerably
cmaller than in many other branches. And, although
wages in machine building and metal working indus-
tries were generally higher than in many other sectols,
the existing terms of trade made it more advantageous
to reduce impoils of to increase exports of products of
these industries than to exchange goods produced in
other branches for imported machinery and equipment.
The obstacles encountered by the less advanced coun-
tries in the initial period of development of machine
building and metal working industries were less diffi-
cult to overcore than had generally been expected, and
an important factor in the success of this effort was
the technical assistance provided by the more advanced
centrally planned £CONOMies.

The process of industrial expansion in all countries
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was associaled with increasing diversification within
each branch of industry and with the creation of en-
tirely new lines of production. This tendency was
especially pronounced in the less developed countries.
Thus, for instance, within machine building and metal
working industries, several countries during the period
began production of motor-cars, tractors, electric gen-
erators and electronic and other equipment not previ-
ously produced.

Similar important changes took place within the
chemical and fuel industries. In all countries, with the
exceplion of Eastern Germany, the chemical industry
at the beginning of the decade produced a limited
number of basic products such as acids, alkalis and
mineral fertilizers. By the end of the period steps had
been taken in all countries to expand the range of
produets, in particular organic chemicals, plastics and
artificial fibres. This increase in the variety of prod-
ucts took place in all countries regardless of their levels
of development, and it was largely motivated by the

advantages derived from the replacement of non-fer-
rous metals by plastics and of natural by artificial

fibres.

In the case of [uels, significant changes within the
industrial structure also took place in all countries,
either through grealer expansion it producing coun-
tries of oil and natural gas 1elative to coal or through
the expansion in other countries of oil refineries,2!

The shifts in the allocation of labour were much less

*+ The above analysis of changes in the structure of industry
is necessarily based on data on gross value of output because,
as pointed out earlier, stalistics on value added by industrial
hranches are available cnly for scattered years. In the case of
Czechoslovakia, Hungary and Poland, it is possible to compare
the structure of industrial production based on data on both
gross and net value. Although the differences between the two
sets of data are substantial, they are not so great as to invalidate
the general conclusions based on gross value statistics. It is
of interest to note that data on allocation of labour by industrial
branches show a pattern similar to that of the structure of out-
put expressed in terms of net value. They provide, therefore,
some information on the siructure of industiy that is not af
fested by the duplications invelved in gross value dala.

Table 3-14.  Distribution of Industrial Employment, hy Branch, 1950 and 1960

(Percentase)

Heury industry
s Light industry

Country und yuar Furrans ’;;{jll?f;:::;‘ Clemicals Buildiesy Faxtiles,
Tatal Tuels metad- and bailding  (including matarials Other Total Seotwear Foald Other
lurmy preducts rubber) asd clothing

Crechoslovakia

1950 30.5 92 6.1 248 3.5 1.5 2.4 495 24 4 111 14.0

1960 59.4 88 72 32 4 3.1 4.6 23 406 197 8.3 126
Egstern Germany

1950 60 7 7.4 3.0 33. 89 37 4.4 39.3 205 5 11.3

1960 627 638 3.7 36.4 97 3.4 27 37.3 186 7.6 11
USSR

1950 T 5.3 28.7 34 6.1 23.7 13.9 112

1960 63 4.8 304 41 71 198 18 9.4
Hungar)

1850 650 13 4 g2 28.5 4.3 81 2.5 350 198 9.0 6.2

1960 65 5 14.8 73 283 51 68 32 34.5 128 90 6.7
Poland

1950, . 508 128 5.0 178 56 53 13 14 2 26.1 111 120

1960 538 121 1.3 249 51 59 35 L2 201 123 118
Yugoslavia

1652 128 4.3 187 27 51 15.1 1.5

1960 8 4.4 234 38 48 167 9.7
Romania

1950 509 73 37 20.5 2.4 57 113 461 188 106 19.7

1966 569 6 4 4.6 222 4.0 5.6 14.7 431 168 88 175
Bulgaria

1950 35.2 9.1 03 49 27 51 31 64.8 209 185 25.4:

1960 . 392 G8 14 169 32 5.1 58 608 202 180 22.6

Source: See table 3-1. wage earners in total industry; for Eastern Germany, Poland and
Yugoslavia, wage and salary carners in total industry; for Bul-

Note: Tor Czechoslovakis, the Seviet Union and Romania, gariz and Hungary wage earners in state industry only.
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Table 3-15. Output per Man: Annual Rates of Growth and Percentage Contribution to Increase
in Industrial Qutput, 1950 to 1960°
{Percentage)
Machine
1i Futal Fueh mﬂfﬂs- I:ff:f’:ﬁz ?k:ﬂc'uh’ B":‘ldf"rg }%::m“' Food
Country end itam big urgry Bpradui:rs ﬂmbb::g materials amc{u;;gfc;jx‘;g ‘oo
Czechoslovakia
R 7.8 56 7.5 102 05 11.0 66 6.1
C 82 75 75 79 81 39 93 i
Fastern Germany
. 91 4.3 8.9 111 7.6 9.5 7.9 9.3
C. .. 88 82 80 a8 80 91 a8 88
USSR
R . 74 376 6.5 110 89 10.5 57 65
C 76 62 74 84 6 78 71 83
Hungary
R . 4.0 0.2 54 59 30 7.1 27 18
C 56 11 68 68 73 77 et 36
Poland
R . 87 23 81 137 128 85 9.7 3.4
C 80 49 85 84 86 76 93 50
Romania
82 58 7.4 130 08 92 5.2 53
C 72 71 71 a3 69 79 67 72
Bulgaria
6.6 59 11.4 138 il3 8.4 5.3 27
C 63 63 74 a2 76 74 62 41

Source: See table 3-1. .
» R refers to average annual rates of increase of outpul per
man; C refers to percentage contribution of output per man to the

pronounced than were the changes in the structure of
industrial production {see table 3-14). These differ-
ences in trends were due to the fact that the allocation
of labour by industrial branches was influenced by the
degree of priority attached by the planning authorities
not only to the expansion of specific industries but also
to the planned increases in productivity of labour in
various industries. Frequently, planned increases in
output per man were not realized in practice and the
targels set for industrial production could mot be
achieved without a greater than anticipated increase
in employment.

The relationship between the expansion of capital
assets and employment in various industiies was far
from uniform Apart from expanding cutput through
construction of new plants which, in the beginning of
the period, absorbed a relatively small proportion of
the increment in employment™ in several countries, a
considerable fraction of the new workers was directed
to existing plants, the output of which could be in-
creased in many instances by the introduction of second

25 This was due in part to the fact that a large proportion
of the new plants was put into operation in highly capitak
intensive industries, such as electric power, chemicals and
ferrous metaflurey.

growth of industrial production; the latter is calculated from the
formula I —AFE/AQ, where AE represents the percentage increase
in employment and AO the percentage increase in output.

or third shifts with little additions to capital stock.

The fows of labour from one industry to another
were generally quite pronounced between the beginning
and end of the period. Most of the countries in 1950
already had a substantial industrial labour force. The
rapidly expanding demand for labour in industries
such as machine building and metal working was fre-
quently met by the transfer of workers from light in-
dustries who were in turn replaced by workers pre-
viously engaged in handicrafts and agriculture. The
change in the distribution of labour was in all countyies
characterized by a substantial rise in the share of the
machine building and chemical industries and a reduc-
tion of the proportion of labour employed in food
industries. In other sectors, however, the changes over
time were much less uniform.

Output in all centrally planned economies increased
at a higher rate than employment. As may be seen from
table 3-15, in most countries the rise in productivity of
labour ranged from about 7 to 9 per cent per annum,
but in Hungary and Bulgaria it amounted to only 4
and 6 per cent, respectively. The highest rates of in-
crease in labour productivity were generally achieved
in the machine building industries, the most rapidly
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expanding branch in all centrally planned economies.
Outpul per man in the building materials industry also
increased al relalively high rates, and in Czechoslovakia
and Hungary these rates were higher than those
achieved in machine building. In several countries, in
fact, the increase in oulput per man in the former
industry exceeded the very considerable increases
achieved in chemicals and ferrous metailurgy. The in-
crease in productivity in fuels was by far the smallest
of any sector in neaily all countries, despite consider-
able efforts in several countries to raise labour produe-
tivity in this sector.

The role played by increases in output per man in
the growth of industrial production can be seen from
table 3-15 which shows the percentage contribution of
increases in labour productivity to the growth of out-
put. This contribution amounted to over 70 per cent in
all countries except Bulgaria and Hungary; in the case
of Bulgaria the major 1ole played by increases in
labour input is explained in part by the countiy’s
ample reserves of manpower.

The contribution of increased labour productivity to
the rise in oulput was uniformly high in machine
building and also in building materials; however,
in other branches, and especially in semi-durable goods
industries and the foed industry, there were substan-
tial inter-country variations. In the food industry the
contribution of increases in productivity to the growth
of oulput amounted, in the two most developed coun-
tries, Eastern Germany and Czechoslovakia, to 80 and
100 pex cent, respectively, whereas in Poland, Hungary
and Bulgatia it did nol exceed 50 per cent.

Changes in labour productivity weie associaled with
increases in capital per employed person although the
relationship between these lwo factors was not very
close. As already staled, a more eflicient ulilization of
existing capacities resuited, in many instances, in in-

creases in output and productivity with little additions
of capital, while in other cases capital requiremenis
increased both in relation to output and to employ-
ment. An increase in the amount of capital per worker
was generally the result of progressive mechanization
of industrial processes, and in some co intries it was
due, perhaps to an even greater extent, to shifts in the
structure of industry towards such branches as fer.
rous metallurgy, machine building and chemicals,
which require more capital per worker than do light
industries. The effect of such shifts was reinforced by
the tendency to emphasize technical improvements and
modeinization in heavy rather than in light industries.

These developments cannot be adequately iHustiated
by quantitative data because statistics of capital assets
by industrial branches are available for only three
countries. The changes in the distribution of fixed
assets by industzial branches in these countries and
the annual average rates of increase in capital per
worker are indicated in table 3-16.

The information given zbove may be supplemented
by more complete data on inter-hranch differences in
incremental capital-labour ratios implied in the figures
on the distribution of investment and of addilions to
employment, by branches of industry, which are shown
in table 3-17.*° These dala show that the lowest in-
cremenlal capital-labour ratios were generally achieved
in machine building and in light industries and the
highest in {aels and ferrous metallurgy. In countries
other than the Soviet Union these were [ollowed, in
descending ordet, by chemicals and building materials.
In the Soviet Union, the incremental capital-labour
ratio in chemicals was much Jower in relation to the

0 The relationship between incremental capital-Jabour ratios
in various industries is obtained by dividing the percentage
shares of investment by the percentage shares of the increment
in employment. Relalive ineremental capitsl-output ralios are
obtained by dividing the percenmiage shares of investment by
the percentuage shares of the increment in output

Table 3-16. Distribution of Fixed Assets and Average Rates ol Growth of Capital per Worker, 1950 to 1960

(Percentage)
{7557 Ceechuslosahue Dulygariak
. 1’::rc::nmgc i Avernge races Puercentage dis- Average retes Purcentage dis Average ratos
Industrial hranch tribution of of grawtl af tribution of of growth of ritmtion af af geowth of
Srxed assets capital per Sixed assers anjeital por Jixed assets capital per
T worker warker e sworker

1950 oty 1956 10 TGS i930 1057 1950 o 1957 1957 1959 19332 to 1959
Elecliic eneigy 93 119 107 139 7 195 210 54
Fuels 157 170 8.3 134 138 35 51 g2 129
Fertous metallurgy 35 9.6 5.4 103 12.1 10 03 3.5 219
Machine building 275 26.3 19 183 18.8 01 108 1i.4 13
Chemicals . 5.4 .9 37 03 165 57 68 69
Building materials 41 5.3 6 4.2 51 57 31 4G 60
Textiles, Tootweat, clething 7 45 21 16.1 11.3 0.4 141 93 —-38
Food 91 91 72 16.6 125 23 28 139 -21

(hher 153 175 67 6.2 16 6 203

Source: See table 3-1; Planovane Hospodarstié, No. 3, 1959 and
No. 2, 1961, and Statisticky Obzor, No 1, 1950 {Prague) .

* 1050 end of \he year; 1960—beginning of Lhe yeal
¥ State industry only,
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national average than in any of the less developed
gountries,

The data reproduced in table 3-17 also provide some
snformation on inter-branch variations in incremental
capital-output ratios which have been analysed in more
detail for a somewhat different petiod in other United
Nations studies? It will suffice therefore, in the con-
text of the present chapter, to review briefly these
variations on the basis of the data on inter-branch dis-
tribution of investment and of incxements in the gross
value of output which are presented in table 3-17.

As might be expected, the incremental capital-output
ratio was generally the smallest in light industries and,
in all countries but one, somewhat higher in machine
building. These xatios wete in all cases below the na-
tional averages. The highest incremental capital-output
ratios were recorded in fuel industies, except in the

27 [Forld Fconomic Survey, 1959; FEconomic Survey of Eu-
rope in 1961

Table 3-17.

case of Bulgaria, where the ratio in ferrous metallurgy
exceeded that of fuels.

The deviations from the national averages in other
branches wexe less uniform. Differences appear to have
been especially large between Bulgaria and other coun-
iries in the case of ferrous metallurgy, and between
the Soviet Union and the other planned economies in
that of building materials.

These differences are probably attributable to special
factors. Thus, ferrous metallurgy, an almost entirely
new industry in Buigaria, required a much higher
initial investment in relation to output than did other
industries in that country. The very high investment-
output ratio in the building materials sector in the
Sovier Union seems to have been the result of a shift
of resources within the sector to the production of ce-
ment which is moie capital-intensive than is the pro-
duction of bricks.

As stated in the preceding section, inter-country dif-

Distribation of Investment and of the Inciements of Output and Employment,

by Industrial Branch, 1950 to 1960

{Percentage)
Textiles,
Country end item Electric Fuels Ferroua Maching GChemicals Building Sootwear Food Lither
energy mataliurgy building materials and elothing
Czechoslovakia
Gross volue of cutput 2.8 5.0 7.7 10 1 6.6 4.9 93 121 115
Industrial employment 14 1.7 103 558 59 50 52 —-02 8.6
Eastern Germany
Gross value of output 12 240 9v 78 150 33 13.4 148 52
Industrial employment 26 4.3 6.8v 50.0 139 4.3 10.2 7.8
USSR =
Gross value of output 34 53 229 4.8 22 201 35.8 5.5
Industrial employment 74 4.6 33.5 58 81 327 weemm
Investment in industsy 288 89 143 4.3 13 4 e BT ——
Poland
Gross value of gutput 2.1 3.9 59 27.8 7.2 27 168 23.8 97
Tndustrial employment 8.9 53 34.3 6.0 6.1 13.4 147 113
Investment in industry 189 140 155 128 75 54 80 17.9
Hungary 4
Gross value of output 35 3.7 7.7e 272 10.3 3.4 149 231 652
Industrial employment 36 15.0v 6 2h 303 6.1 47 151 85 105
Investment in industry 166 18 2= 123 185 107 55 et VA B 6.1
Romania
Gross value of output 2.7 79 62 254 7.0 3.0 131 14.1 205
Tndustrial employment . 5.0 4.4 24 9 63 56 138 62 33.7
Tnvestment in industry 111 331 a3 7.2 94 4.0 27 59 17.3
Bulgaria 8
Gross value of output 36 30 15 202 10 31 179 236 20.1
Industrial employment 13 51 2.5 18.5 35 5.2 196 176 26.7
Investment in industry 234 13.9 78 8.4 6.7 4.5 48 80 19.9

Source: See table 3.1
= Total mining.
b Including non-ferrous metallurgy.

¢ 1950 to 1958 Sec [votnote ¢ to tsble 3.13.

4 Sate industry only.
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Fable 3-18.

Indices of Per Capita Output for Industry and for Selected Industrial Products

(Czechostovakin = 100}

Quiput of machine

Industrial output buitding industry Steeel Cement
Couricy 1g50 1058 14460 1950 1960 1050 1066 1950 1940
Fastern Germany . 73 95 97 93 89 22 38 40 » 78
USSR. . 60 77 73 7l 65 60 60 35 57
Hungary 40 45 45 39 29 45 a8 40 s 43
Poland : 47 58 55 22 34 40 45 Qe 60
Romania 27 a8 38 18 24, 14 20 48 46
Buigaria . 19 30 33 5 10 4 ] 5l 54

Source: Industrial output per vapita for the years 1950 and
1958 derived [rom the source quoted in table 3-4 and from popu-
lation statistics; for 1960, derived from 1958 data by applying
indices of growth of cutput and population. Output per capita
in the macgfline building industry for 1960 as given in Kiss, A

ferences in induslzial preduction per capita as well
as in output per worker were related to variations in
the degree of industrialization of individual countries.
This is indicated by data on comparative levels of per
capita production in industry, in machine building and
in selected commodities, reproduced in table 3-18.

It appears from these data that differences in per
capita output of the machine building industry in coun-
tries at different levels of development were much
greater than those in total industrial preduction. Vari-
ations in output of cement were less systematically re-
lated to the levels of industiialization, but per capita
steel production was substantially higher in the more
developed countries, with the exception of Lastern
Germany, than in the less advanced countries. Inter-
country differences in per capita industrial production
appear to have been reduced between 1950 and 1960,
though in the case of machine building these changes
were less uniform.

The narrowing of the dillerences in per capita out-
put was not always associated with similar changes in
output per man, as reflected in the data on comparative
levels of productivity of lahour shown in the text table
helow.

Differences in industrial labour productivity be-
tween the three most advanced countries on the one
hand and Poland and Romania on the other were 1e-
dueed between 1950 and 1960, hut in Hungary and

Szocialiste Orszdgeli Gazdasdgi Fgyiittmikédése, page 394; lov
1930, derived from 1960 datz by upplying indices of growth of
output and population. Per capita cutpul of steel and cement
dertved from national statistics.

& 1049,

Total industry Mackine builiding

1050 1960 1950 1960

Czechoslovakia 100 100 160 100
Fastern Germany 93 99 72 48
USSR.. . 97 94, 109 9l
Hungary 68 48 74 43
Poland 76 83 53 60
Romania 69 73 62 68
Bulgaria 46 41 25 52

Source: Indices of output per man in irdusiry for 1950 and
1960 were derived from 1957 index 2s given in Plangvane Hos-
podarstui, No. 11, 1959, and national indices of gross value of
output end employment. The 1957 index pub]ishefhy Planovane
Hospodarstei was: Czechoslavakis, 100; Eastern Germany, 95;
Spviet I'.;nion, 97: Hungary, 49; Poland, 80; Romania, 71; Bul-
garia, 47.

Indices of outpul per man in machine building for 1960 given
by Kiss in the publication quoted in the source lo table 3-4; for
1950, extrapolated from 1960 data by aational indices of outpul
and employment.

Bulgaria output per man in industry {ell in relation to

the levels attained by other countries.

In the machine building industry, as in total indus-
try, output per man in the more developed economies
exceeded substantially the levels attained by the re-
maining countries, although the relationship was less
clear than for industry as a whole. The changes which
tool place between 1950 and 1960 resulted in a con-
siderable marrowing of the spread belween various
countries, the only exception being Hungary where
output per man in machine building declined very
sharply in relation to that of other countries.

Industrialization and foreign trade

The process of economic growth was associated in
all centrally planned economies with a considerable
expansion of foreign trade. The total trade of these
countiies increased during the decade al an average
annual rate of 12 per cent, about three times as fast
as the trade of the under-developed countiies and one-
third faster than that of the developed economies in the
1est of the world.

Although the existence of certain autarkic policies

at the beginning of the period, and the 1esulling ex-
pansion of similar lines of production in many coun-
tries, tended to slow down the growth of foreign trade,
the eflect of this faclor was largely oflset by the impact
of rapid industiialization en import 1equirements and
the corresponding rise in exports

The rates of expansion of foreign trade wete not
clearly related to the levels of industrialization reached
by the various countries, although the least developed
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countries generally achieved higher rales of growth
than the more advanced countries, with the exception
of Eastern Germany (see table 3-19). The very high
rates of increase achieved by the latter country largely
reflected special circumstances which had resulted in
a very low level of trade at the beginning of the
period®® and in exceptionally rapid increases during
the early yeais of the decade.

Rates of expansion of trade do not appear to have
been very closely related to growth rates of national
income. As table 3-20 shows, income elasticities of
trade were generally large but they varied substan-
tially from country to country, and there is no indica-
tion of a systematic 1elationship between these elastici-
ties and levels of industrialization. It seems, however,
that there was some degree of correspondence between
rates of increase of imports and of industrial produe-
tion. Inter-country differences between the zelative
rates of expansion of trade and industry were none
the less also quite significant, owing chiefly to differ-

28 Post-war reconstruction had not been completed by 1950;
mereover, exports associated with reparastions pzyments were
not included in foreign trade statistics.

ences in the structure of industry and in the depend-
ence of various sectors on imported 1aw materials.

In abeut half of the countiies listed in table 3.20
income elasticities for imports and exports increased
from the first to the second half of the period under
review, while growth rates of total output declined.
This suggests that the expansion of trade was enhanced
by the increased diversification of output in individual
countries, and by the growing international division
of labour.

Some indication of the degree of dependence upon
foreign trade is provided by the data on per capita
foreign trade® shown in table 3-21. There appears to
have been some relationship between per capita im-
ports and exports and levels of industrialization. Per
capita trade has tended to be higher in industrially
more advanced countries than in the less advanced
countries, although the Soviet Union and Bulgaria
were two major exceptions to this pattern. In the So-
viet Union, the relatively low level of per capita trade
was mainly due to the exceptionally laige size of the
country and to the extent of its nalural resouzce en-
dowment. An additional factor was the high degree of

29 Tmports and exports per head of total population.

Table 3-19. Trade of the Centrally Planned Economies, 1950 to 1960

Value of trade sAnnzal rates of graich

1950 1960 Imports Ezports

Country 1950 to 1950 to

Imports Exports Imparts Exports 1960 1660

{mil{ions roubles)s (percentage}

Czechoslovakia 575 701 1,634 1,737 11.0 95
Fastern Germany 423 365 1,953 1,972 16.6 18.4
USSR 1,310 1,615 5,067 5,006 14.5 12.0
Hungary . 284 296 879 787 12.0 10.3
Poland 601 571 1,345 1,193 84 7.7
Yugoslavia 208 139 Tebdh 510 13.6 13.9
Romania : 219 191 583 645 10.3 13.0
Bulgaria . 127 112 570 old 16.1 16 6
China {mainland) 496 475 1,165% 1,280v 13,0¢ 15.2¢

Source: See table 3.1.

& Foreign trade data reproduced in this table as
well as in the Iotlowing tables in this chapter have
been converted into “new roubles” which were
introduced a3 of 1 January 1961 at the rate of ene

new rouble to 444 old roubles. The new rate of
exchange is one dellar equals G 9 rouble.

b 1057,
¢ Average for 1950.1957.

Table 3-20. Export and Import Elasticities, 1950-1960

Annuel rates of growth

Country Uf?;:r‘:::if;;:)amc Elusticity af imparts Elaaticity of exports
1950 ta 1955 1055 to 1960 1950 10 1955 1955 to 1960 1950 10 1955 1955 to 1960

Czechoslovakia 82 7.0 128 1.66 1.05 1.49
Eastern Germany 102 68 1.97 1.93 2.53 1.69
USSR... . .. 114 93 1.40 1.40 121 111
Hungary 6.3 6.6 1.90 1.82 205 120
Poland 86 6.3 081 157 091 1.21
Yugoslavia 52 91 2.05 1.46 2.06 1.89
Romania . 139 6.9 0.99 1.01 1.06 1.62
Bulgaria . 9.3 97 130 209 1.47 1.98
China (mainland). 131 179 1.79 — 147 —

Source: See table 3-1.
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Table 3-21. Imports and Exports per Capita, 1950 and 1960

(Roubles)
- 1950 1060 r}rgif ;:J{;'
fmports Exports Imports Exports ﬁ;j:;‘l;u‘mi?gg}
Czechoslevakia 0.4 56.6 119.7 1272 240
Eastern Germany 23.0 198 1133 1144 532
USSR 7.2 89 236 233 201
Hungary 304 317 87.9 8.7 263
Poland 24 2 23 0 453 40.2 181
Yugoslavia 127 85 399 74 317
Romania 13.4 117 317 35.0 266
Balgaria 175 154 72.5 653 419
China (mainland) 0.9 9 1.8v 2. 0b CARE

Source: Sec table 3-1
# [mporis plus exports.

self-sulficiency with respect to the supply of industrial
goods owing to the existence of a highly diversified
industry.

The changes in the intet-country diflerences in pex
capita trade which occurred belween 1950 and 1960
cannot, in all cases, be considered as characteristic for
the process of industrialization in the centially planned
economies As already mentioned, they reflected in
some instances lemporary condilions of trade prevail
ing in the beginning of the period.

An allernative and more meaningful measure of de-
pendence on foreign lrade is provided by the 1atios of
impots and exports to national income. Bul the al-
most complete dissoziation el domestic and foreign
trade prices in most of the centially planned economies
and the 1esulling difkculties in finding appropriate
conversion coefficients, does not permit anything more
than a very rough evaluation of these ratios. In conse-
quence, the data presented in table 3-22 for the year
1960 should be taken only as an approximate indica-
tion of the inter-country differences in the ratios of
trade lo income, and nol as exact measurements [or
each country.

A comparison of the ratios of trade 10 national in-
come in the vailous couniries, unlike that of their pex
capita trade, does not suggest a systematic telationship
between the degiee of dependence on trade and levels
of industrialization. Counlry size, wealth of natural
resources and composition of industrial output appear
to have been important factors in determining the de-
gree of dependence on imports and exports, while the
share of industry in national income was a significant
determinant only in a few cases.

The most significant change in the commodity com-
position of trade associated with industrialization was
the considerable increase of brade in machinery and
equipment {see lable 3-23). The share of these items
in irports increased during the decade in all but one

b 1957,

couniry. While this share was generally greater in the
less developed than in the mare developed countiies, it
increased more in the latter than in the former. More
significant than these changes in imports was the spec-
tacular increase in the shaie of machinery in exports,
and the fact that this increase was much more pro-
nounced in the less advanced countries, some of which
had hardly any exports of this commodity gioup at

Tahle 3-22. Ratios of Exports and Imports to
National Income in 19607

(Percentage)

Conntry Imporis Exparts
Czechoslovakia . 14 15
Fastern Germany 12 12
USSR 1 4
Hungary 17 15
Poland 10 o
Yugoslavia 14 10
Romania b 9
Bulgaria 17 ia
China (mainland) v 2 3

Source: Division of Genersl Beonomic Research and Policies of
the United Nations Sccretarial.

# The lack of adequate information on the relationship be-
tween foreign trade and domestic prices made il necessary to
convert lhe foreign trade dala by the use ol the exchange rates
for nen-commercial transactions, thal is, by so-called tourist
rates which presumably correspond roughly to the purchasing
power of foreign currencies [or consumer goods. Therefore, the
ratios shown in the table represent a kind of consumer equiva.
lent of foreign trade in relation to national income. As the eross
rates of natienal currencies in relation to the rouble and the del-
lar diflered substantially, it was found expedient to convert data
ol each country into {J}{')llurs at the prevailing tourist rate and
then to convert it into roubles at the official rate of exchange.
The trade dafa of the Soviet Union were used withouot any con-
version because, according to official statements, the recent
changes in demestic prices and in foreign exchange rates elimi-
nated the differences between domestic and foreign purchasing
power of the new rouble.

b 1937.

——
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the beginning of the period. Thus, for instance, the
share of machinery in the exports of Romania and
Bulgaria rose from less than one per cent in the be-
ginning of the period to 17 and 13 per cent, respec-
tively, in 1960,

The increasing share of machinery in imports re-
flected the growing demand for capital equipment as-
sociated with the process of economic growth, while its
rise in exports, especially in the less advanced countries
reflected structural changes in output brought about
by industrialization.

Raw materials and fuels generally accounted for the
Iaigest proportion of imports. Next in importance were
machinery and equipment, except in the case of the
two most developed countries, Czechoslovakia and
Eastern Germany, where the import share of food ex-
ceeded that of machinery. Except in the Soviet Union,
the share of imports of non-edible consumer goods was

b

relatively small, ranging from 3 to 8 per cent of total
imports.

The r1ise in the share of machinery in imports be-
tween 1950 and 1960 was accompanied in most coun-
tries by a reduction in the share of raw materials and
fuels. In mote developed countries the share of food
in imports also fell, but in the less advanced countries
it increased. The changes in the proportion of non-
edible consumer goods were much less uniform. Since
neither the direction nor the magnitude of changes in
the proportions of raw materials, food and non-edible
consumer goods in total trade was apparently related
to inter-country differences in levels or 1ates of indus-
trial development, it seems that the only variation in
the composition of imports which clearly reflects the
degree of industiialization was the rise in the shaze of
machinery and equipment,

A similar conclusion applies even more strongly to

Table 3-23. Commodity Composition of Imports and Exports, 1950 and 1960

{Percentaze)
Imports Exports
Country and year Raw moterials Non-edible Raw matetials Non-edible
Machinery and fucls Food conszmer gaods Machinery and fuels Foad consumer goody

Crechoslorakia

1956 11 6l 25 3 26 36 13 25

1960 22 53 22 3 45 9 5 21
Lastern Germany »

1950 5 57 34 4 28 3 7 12

1960 12 59 24 ) 48 33 4 15
USSRy

1950 22 53 18 T 12 39 21 5

1960 30 41 12 v 21 55 13 3
Hungary

1950 2] 72 4 3 23 18 39 20

1960 27 60 8 6] ag 23 21 18
Poland

1950 32 52 11 5 12 53 24 11

1960 27 32 16 5 28 4 18 10
Yugoslauia

1953 32 36 29 3 2 5 19 4

1960 37 45 10 8 15 45 20 11
Romania

1948 25 62 5 7 | 50 49 —

1058 26 60 9 5 12 68 15 5
Bulgaria

1950 36 86 3 5 e 51 45 4

1960 43 45 5 T i3 30 39 18

Souree: Source to table 3-1, supplemented by the follewing:
Bulgaria, Fneshnyaya Torgovlya, No 12, 1961 {Mascow); Eastern
Germany, Der Aussenhandel und der Innerdentsche Handel, No.
4/5, 1662 (Berlin); Romania, for 1948, Mezhdunarodnaya Sots-
yalisticheskaya Sistema Khozyaistva (Moscow, 1988), for 1958,
I. V. Dudinsky, Mirevaya Sistema Sotsyalisma (Moscow, 1961);
data for the Sovict Union in 1950 were derived from Dudinsky’s

book quoted abave; Yugoslavia, estimate derived {rom United
Nations, Yeurbook of International Trade Statistics.

» Data on trade in machinery include consumer durables

produced by the machine building industry.

b Sum of exports shares do not add to total; the difference

represents items not elassified.
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Table 3-24. Trade Balances by Commodity Group,” 1950 and 1960

{Millions of roubles)

Ruaw materials

Non-cidibls

Country und year Total Machinery and fucls Foud consumer goods

Czechoslovakia

1950 126 121 —102 —56 163

1960 . 163 429 —359 —267 300
Lastern Germany

1950 -8 79 —483 ~119 30

1960 i9 714 ~ 401 —394 180
Hungary

1950 12 8 ~151 166 49

1960 -03 64 --343 89 98
Poland

1950 =30 —126 i 71l 29

196G . —~152 -30 -170 1 47
Romania®

1948 -28 -73 S e .

1958 -12 —G0 25 24 -1

1960 62 - 13
Bulgaria

1950 - 15 ot — 14 47 -2

1960 —-56 -178 -103 173 h2
Total above countrics

{exeluding Romania)

1950 35 36 ~319 49 269

1960 -178 969 -- 1,466 -398 687
USSRe

1950 305 ~901 - 08 104 -18

1960 —61 w83} 681 43 —732

Source; See table 3-23 For Romanis, 1960,
United Nations, Economic Bulletin for Europe,
vol 13, No 2, 1961 (Geneva).

* Minus sign stands for net imports,

" Balanze in trade of machinery in 1960 derived
from data on total trade and from information on

exports, where, as already stated, increases in the shaxe
of machinery were greater in the less developed than
in the more advanced countries. The share of raw ma-
terials in exports fell in the two most advanced coun-
tries as well as in much less developed countries, such
as Bulgaria and Poland. It did increase appreciably in
the Soviet Union and Romania, and to a much less ex-
tent in Hungary. The share of food in exports fell sub-
staptially in all countries other than Yugoslavia.

These changes in commodity trade significantly af-
fected the pattern of trade balances for the various
classes of commodities (see table 3-24). The resulting
shifts in trade balances clearly reflected the expected
consequences of industrialization. Net imports of 1aw
materjals increased substantially in all countiies ex-
cept the Soviet Union, in consequence of much greater
tncreases in imporls than in exports. The rise in de-
mand for imports was largely met by supplies from
the Soviet Union, which was able to convert a small
import balance in 1950 into a large export balance in
1960, despite rapidiy rising domestic demand during
the intervening period.

The changes in the balance of machinery and equip-
ment were no less significant. Between 1950 and 1960,

the share ol machinery in exports and in imports
given in the source indiczted shove

¢ Balances by groups of commoditics do not ad €
to totals, the difference representing items not
classified .

most of the centrally planned economies either in.
creased substantially their net expotts, or reduced their
net imports of machinery and equipment. Net imporls
of machinery and equipment incieased only in Bul-
garia, the least developed among the countries listed
in the table, and in the Soviet Union, the third most
industrialized countiy of the group, which became the
la:gest net importer of machinery and equipment in
the course of the decade.

Changes in net triade in {ood were also very indica-
tive of the process of industiialization in the centrally
planned economies. In all countries except Bulgaria,
nel imporis of food increased or net exports declined
during the decade. In the case of Bulgaria, where the
rate of industrial growth was equal to or higher than
that of the other countries included in table 3-24,
agriculture accounts for a relatively large shae of the
national product. In the absence of adequate exportable
supplies of other commadities, net exports of food
were increased in order to finance the necessary im-
ports of machinery and equipment and industrial ma-
terfals. In this country as, in fact, in all other centrally
planned economies except the Soviet Union, net ex-

ports of non-edible consumer goods also incieased
between 1950 and 1960,
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The preceding review of changes in the commodity
trade of the centrally planned economies shows thal, in
general, these countries were able to adjust the struc-
ture of their foreign trade to the domestic requirements
arising from their industrialization plans.

The expansion of industiial capacity enabled most
countries to reduce net impoils or to increase net ex-
ports of manufactured goods and to achieve consid-
erable increases in imports of the raw materials re-
quired by their expanding indust ies. Increases in met
imports of food or teductions in net exports which
accurred during the period under review were also as-
sociated with industrialization, but in this case cansal
relationships were of a more complex character.
Changes in net balances of trade in food were obvi-
ously influenced by incieasing domestic demand asso-
ciated with rising income levels. But they also reflected
the zelatively slow increases in agricultural produc-
tion and in the supply of food, which was in a sense a
side effect of the specific pattern of industrialization
adopted by the centrally planned economies. As al-
ready stated, the rates of growth of agricultural pro-
duction were strongly influenced by the relative
scarcity of capital goods and fertilizers available to
this sector, as well as by restrictions on the growth of
incomes paid to agricultural producess, restrictions
which were motivated by the felt need to maximize
the mobilization of available resources for industrial-
ization.

The expansion of foreign trade which played so im-
portant a 1ole in the process of industrialization of the
centrally planned economies was largely determined by
the growing domestic demand for imports of machin-
ery and equipment and 1aw materials. In fact, export
promotion was initially induced not by the need to
ensuze foreign outlets for the growing domestic pro-
duction but 1ather by the need to increase exporl rev-
enue in order to finance imports required for indus-
trialization.

The crucial 1ole played by imports of machinery and
equipment in the process of industrialization, eflected
in part in the high share of these goods in total im-
ports, cannot be directly assessed fox lack of com-
parable data on output and trade. But the limited evi-
dence shows that especially in the less developed
countries, the impact of imports of capital goods was,
as might be expected, very significant. Thus, for ir-
stance, in Bulgaria, machinery imported from the Sa-
viet Union alone accounted, according to official
sources, for 36 per cent of 2ll investment in machinery
and equipment between 1949 and 1957, and, together
with imports from other centrally planned economies,
it most likely exceeded 50 per cent of the total. In
Hungary in 1959, and in Poland in 1957, imports

30 Before deduction of exports, as indicated in input-output

statistics. In Yugoslavia, the share of imports in total supply
was estimated as amounting to 29 per cent in 1955.

amounted to shout 29 and 21 per cent of the total
supply of machinery and equipment.®

The contribution of impotts of machinery and equip-
ment to the process of industrialization was enhanced,
especially in the less developed countries, by the fact
that these countries were able to secure, mainly from
the Soviet Union, complete plants for basic industiies.
The complexity of modern installations in sectors such
as machine building, ferrous metallurgy and the chem-
ical industry, and in power generation made it prac-
tically impossible for the less industrialized countries
to create or expand these industries from domestic re-
sources enly.

In the beginning of the period most of the imported
machinery and equipment was supplied by the Soviet
Union, but imports from Czechoslovakia and Eastern
Germany played an increasingly important role during
the decade.

Another equally significant impact of foreign trade
on industrialization was the considerable increase in
imports of raw materials. The expansion of industrial
production at average annual tates, ranging from 10
to 15 per cent in various countries, resulted in a rising
demand for raw materials which most countries were
unable to meet from domestic production. Apart from
the Soviet Union and mainland China, the countiies
were highly dependent on imports of essential raw ma-
terials.?! The exploitation of relatively small deposits
of low-quality raw materials would require consider-
able capital outlays per unit of output. The possibility
of securing imports of raw materials enabled these
countries to limit outlays on the expansion of low-
efficiency projects which would, in any case, have been
inadequate to sustain the high rates of economic
growth actually achieved during this period. The re-
suiting savings became available for use in more pro-
ductive sectors.

Some indication of the role played by imports in the
apparent consumption of raw materials in several cen-
trally planned economies is furnished by the data
reproduced in table 3-25. It appears from these data
that, for instance, imports of iren ore amounted to
between 70 and 90 per cent of apparent constumption
in the countries listed in the table and that the share
of imports of petroleum was even higher, except in the
case of Hungary. The bulk of imports of 1aw materials
was supplied by the Soviet Union which, together with
other centrally planned economies, accounted for a
predominant part of the raw materials imports of this
group of countries.

Large increases in impotts of raw materials, as well
as of capital goods, presented most countries with
serious payments problems. A distinctive feature of
the development of trade in most centrally planned

31 Only Poland and Romania, for example, possess large de-
posits of coal and oil, respectively.
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Table 3-25. Imports of Selected Raw Materials: Annual Rates of Growth, 1950 to
1960, and Shares of Net Imports in Apparent Consumption in 1960

{Percentage)

Annual rate of growth

Country and commadity of imports

2098 1o 1966

Shure of other
centrally planned

economies in
importsin 1960

Share of U558 in

Share af ret Imports
i imports in 1960

m Dppﬂrl'.'lﬂ con-
sumpiion in 1966

Czechoslovakia
Petroleum and products
Tron ore . .
Wheat .
Lustern Germany
Coal. .
Coke,
Petroleum .
ron ore
. Wheat
Tungary
C(ng;ll
Coke, .
Petrolevm and products
Iron ore L
Polund
Petroleum and produets
Lion ore
Wheat
Bulgaria
Coke.

Petroleum and products
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a5 100 .
80 0 3
40 97 2
75 63 35¢
44, 40 520
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economies was the growing importance of exports of
machinery and equipment as a source of foreign ex-
change receipts. A large part of such exports was di-
rected towards the Soviet Union; in 1960 machiner v
and equipment accounted for about 60 per cent of
Soviet imports from Fastern Germany and Hungary,
45 and 30 per cent respectively of those from Czecko-
slovakia and Poland, and 16 pe: cent of imports {from
Bulgaria.

The impact of these developments in hade on the
over-all balances is revealed by the data shown in

Table 3-26. Exports of Machinery: Share of Ma-
chinery in the Increment of Total Exports, 1950
to 1960

Tnirement in cxports

Shure of mackinery
{miliions af roubles)

in increment of

Exporting courntey fotal exports

Tetal Machinery {percentoge)
Czechoslovakia 1,036 598 58
Eastern Germany 1,607 852 53
USSR : 3,301 835 25
Hungary . 491 231 A7
Poland. . 622 268 43
Romania - 454 102 23
Bulgaria 402 o7 17

Source: Scr: table 3-1

¢ Estimate based on incomplete data of partaers’
trade.

4 Average 1956 to 1960

® Average 1953 to 1960

table 3-24. But the crucial importance of the growth
of exports of machinery emerges even more clearly if
one censiders its contribution to the increment in total
export revenue from 1950 to 1960 (see table 3-26).

While this contribution was the highest in more in-
dustrialized countries such as Czechoslovakia and
Eastern Germany, it is significant that it amounted to
over 40 per cent in two much less developed countries,
Hungary and Poland, and to 22 and 17 per cent re-
spectively in Romania and Bulgaiia, which are among
the least industrialized countries of the group. As

Table 3-27. Annual Rates of Growth of Output
and Trade of Machinery, and of Fixed Invest.
ment, 1950 Lo 1960

(Pereenlage)

Country Lxpars liport Duiput Intesiment
Czechoslovalkia 16 19 16 12
Eastern Germany 25 26 15 i8
USSR 13 18 16 13
Hungary 16 15 13 8
Poland . 18 7 22 10
Romania 30 5 19 14
Bulgaria n 18 24 15

Source: See table 3.1

* Since exports of machinery at the beginning of the period
were ncgiigiblle, the annual rate’of growth is meaningless and was
therefore omitted
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shown in table 3-27, in the four less developed coun-
iries exports of machinery and eguipment increased
faster than imporis, and except in Poland faster also
than domestic production.

1t may be supposed that the impact of the expansion
of machinery output on the balance of payments was
not confined to its contribution towards the expansion
of exports, but that import substitution had also taken
place. However, aggregated data for investment and
for imports of machinery indicate import substitution
clearly only in the case of Poland and Romania, where
the growth of imports lagged significantly hehind that
of investment (table 3-27).

As noted eatlier, the policy of expanding output and
expoits of machinery and equipment resulted from
various considerations, including the fact that terms of
trade as well as domestic cost relationships favoured
the exchange of machinery for other kinds of com-
modities. Governments were no doubt also influenced
in the formulation of policies by the buoyant current

Table 3-28. FExports in Relation 1o OQutpnut of
Selected Commodities

Ineremental Share of Index af
Country and product “pu:::’ilt:tpu‘ c:u“:;:f: :r’: li“il;'&:q
1950-1960 60 (1950 = 100)

Czechoslovakia

Mator cyeles 103 7o 246

Trucks . 0.70 59 207

Tractors . . 055 56 310

Metal working machinery 043 45 234

Passenger cars .35 54 220
Eastern Germany ®

Typewriters, portable 112 76 122

Cameras . b 52 58

Calculating machines 0.94 79 143

Trucks . b 43 9l

Wrist watches 071 40 150

Railway passenger cars 0.56 66 245
Poland

Ships 0,70 69 3,200

Railway passenger cars 0.52 35 418
Hungary

Flectric bulbs 0.62 60 258

Buses 0.60 63 433

Radios 0.55 30 216
Romania . . ‘

Railway freight and tank

cars 0,78 ¢ 75 246

Caustic soda 059 41 493
Bulgaria

Tlectro-motors 0.44 41 1,662

Source: As in table 3.1

3 Ratio for the period 1955-1960 and index of output in 1960
o the bage 1955=100.

b Ratio irrelevant because of the fall in outpat; exports in-
creased in the peried 1955-1960 as follows: cameras by 30 per
cent; trucks by 2 per cent.

¢ Ratie for the period 1958.1960

and prospective demand for machinery in the centrally
planned economies.

In consequence of this policy, rates of growth in
several lines of production were increasingly influenced
by exports. The available information on the share of
exports in the output of spesific commodities which
is shown in table 3-28, indicates that expanding exports
stimulated the growth of output of manufacturing in-
dustries not only in the more developed but also in the
less industrialized centrally plarned economies. In
some cases, especially in Lastern Germany, increments
in exports exceeded those of output, implying a decline
in domestic consumption. Such changes could be due
to the saturation of the domestic market with specific
goods, but they could also reflect restrictions on do-
mestie consumption imposed for the purpose of rais-
ing exports. In other cases exports increased less than
domestic production, but they none the less absorbed
a substantial share of the increments in output.

In many instances the expansion ol expoits made
possible economies of large-scale production which
could not have been achieved within the limits of the
domestic markets of the majority of the centrally
planned economies.

Although export revenues 10se considerably in all
centrally planned economies during the decade of
1950-1960, increases were not sufficient to meet the
growing demand for imports induced by the high rates
of industrialization in several Jess developed countries.
Nevertheless, the imports of these countries increased
more than exports owing to foreign credits extended
chiefly by the Soviet Union.

The changes in the balance of payments on curient
account and the role played by net capital flows in the
process of industrialization cannot be readily assessed
owing to the lack of data on balance of paymenlts. The
following review is therefore confined to changes in
t1ade balances, which are not necessarily identical with
changes in total current account halances, However,
differences do net appear to have been such as to in-
validate general conclusions derived from tiade data.3®

As indicated in table 3-29, the mere industiialized

32 Both imporis and exports of centrally planned econemies
are, g5 a ruke, valued Lo.h. Ralances of trade generally aceount
for the major purt of total current account batances. The balk
of service payments consists of transportation charges which
tend to move in line with imports. It may therefore he assutmed
that, over an extended period, inler-country differences in trade
balances reflect approximately the variations in surpluses or
deficits on current account. It chouid be peinted out, however,
that lactors such as geographic position, dizection of trade
flows and prevailing practices with respect to the settiement of
transportation costs would tend to produce net surpluses on
service transactiens in the case of Poland and net deficits in
the service balances of Czechosiovakia and, especiatly, of Fast-
ern Germany. 1n Poland, according to data published in
Finanse, No. 5, 1960 (Warsaw), the surplus on service account
was equivalent to approximately onehalf and onethird of the
trade deficit in 1958 and 1959, respectively. It should be added
that changes in foreign currency reserves were probably in-
significant in all countries except, perhaps, the Soviet Union.
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Tahle 3.29,

Trade Balances of Centrally Planned Economies,t 1951-1960

fatio of trade

Imports balunce to imports
Country 19511855 1956-1960 19511960 19511960 19511960
{millions of roubles) (pescentage)
Czechoslovakia 233 511 744 10,785 6.9
Eastern Germany 310 565 875 12,083 72
USSR 1,049 620 1.669 32,501 5.1
Hungary 22 —236 —214 5,394 40
Poland "~ —217 —833 —1,050 9,731 ~10.8
Yugoslavia —631 1,018 -~ 1,649 4,629 —35.6
ormania —032 84 —-8 3,779 —0.2
Bulgaria . 33 -~72 -39 2,797 !
China {mainland) —1,077 1780 - 849 7,618¢ ~11.8=
Source: As in table 3.1, b 1956-1957.

* A minus sign indieates import surplus

countries, Czechoslovakia, Easte
Seviet Unjon, consistently recorded refatively high
trade surpluses. In the other countries, zapidly growing
import 1equirements resulted in tiade deficits. For the
period as a whole, the export surpfus of the Soviet
Union accounted for more than half of the combined
surplus of all net exporting countries. Among the less
industrialized countries, the largest cumulative deficils
were incurred by mainiand China, Yugoslavia and Po-
land. The export surplus of the Soviet Union tended 1o
decline from the first to the second haif of the period
under review, while deficits of the net importing coun-

tries tended to rise, except in Romania and mainland
China 38

It should be added that th
during the period as a wl

mn Genmnany and the

e trade deficits incurred
role and their changes over
time were not always a direct consequence of rising
imports of machinery and 1aw materials; they were
{requently due to substantial food impo1ts in cerlain
yvears. This was notably the case in Hungary, Poland
and Yugoslavia.

If one considers these daia on trade balances as
roughly indicative of net flows of foreign ciedits, it
appears that, except in Yugoslavia, the propoition of
imports financed by credits was relatively small. Tt did
not exceed one per cent in Romania, one and onc-half
per cent in Bulgaria and about 4 per cent in Hungary.
In Poland the deficit in the balance of trade amounted
to some 10 per cent of imporls, but in view of 1elatively
lazge net receipts from services, the actual dependence
of this country on foreign loans was presumably much
smaller than indicaled by this 1atio. In Yugoslavia

% Within the periods indicated in table 3.29, the pattern of
changes was less uniform, In Bulgaria 2 small deficit at the
heginning of the period was converted into a surplus in 1954
1957, which was subsequently replaced by a substantial deficir.
In Romania, a high initial deficiL was gradually eliminated, and
an expott surplus emerged by the end of the decude. Hungary
recorded small surpliuses in most years, the shift from surplus
in the first period lo deficit in the second resulting primarily
froma large import balznce in 1957,

¢ 1951-1957.

about one-third of imports was financed by foreign

loans throughout the period.

The role played by capital fows in the accumulation
of resources for economic expansion may be illustrated
by the estimates of the ratios of trade balances to do-
mestic fixed investment valued in comparable prices.
Such rough estimates covering the period between 1950
and 1959% seem to indicate that among net importing
countries, this ratio amounted to less than one per cent
in Bulgaria and Hungary, 5 per cent in mainland
China and 7 per cent in Poland.® Buyt it should be
mentioned that in mainjand China, the ratio of net
imports to fixed investment was much higher in the
beginning of the period, amounting to about 13 per
cent of fixed investment in 1950.1053.

In the Soviet Union, which ran the largest export
surplus, the ratio of net exports to fixed investment
was only slightly above one per cent during the period
taken as a whole and about two ber cent in 1950-1653.

The pattern of capital flows suggested by data on
foreign trade balances differs substantially from the
available information on ciedits granted and received
by various countries shown in table 3-30. Apait from
the fact that the latter data are gross credils and do not
allow for repayments of loans, they cover only the
amounts which could be accounted for on the basis of
information relaling to individual countries % Their
total is substantially lower than the aggregate of credits
announced by some of the lending countiies.

Thus, for instance, credits granted by the Soviet
Union to other centrally planned economies amounted,
according to Soviet sources, to 7.8 billion roubles be-
tween the end of the Second World War and 1960,
while less complete data on eredits relating to indi-
vidual countiies hased on the same sources and indi-

H See World Economic Surpey, 1064, page 122,

W In the latter country, the inclusion of revenne from ser-
vices would certainly reduce this ratio substantially,

3¢ For more details, see Forld Economie Survey, 1960, page
119,
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Table 3-30. Credits Granted and Received by
Centrally Planned Economies in 1950-1960°

(Millions of roubles}
J—
Nt crc(l;ls Credi Credi
Counsty or rg::‘(l::fi (=) gr':n;::f rc::ir.rl:‘:f
Czechosiovakia 406 418 12
fastern Germany -97 314 411
USSR 3,103 3,103 e
Hungary —496 3 501
Poland . —853 21 874
Romania . —133 20 153
Bulgariz —464 5 469
Albaniz . } ~277 — 277
China (mainfand} . .. . 288 675 387
North Kerea, North Viet-
Nam and Mongolia —-1,477 e 1,477

Source: Division of Generzal Economic Research and Policies of
the United Nations Secretariat. For [uli list of sources, see United
Nations, World Economic Survey, 1960, table 3-1G, page 120.

a Value based on incomplete information. They represent anly
the amounts of credits accounted for by specific announcements
relating to individual countries which are substantially below the
Lotal eredits extended and received by the centraily planned econ-

omies. Credits 1eceived from private enterprise economies are
ot included. Poland had received from the United States loans
amounting to about 383 million roubles in the years from 1957
to 1060 Credits received by Yugoslavia from the private enter-
prise economies during 1950 to 1960 amounted to about 1,453
million roubles met of repaymenis.

cated in table 3-30 totalled only about 3 billion roubles
during the years 1950 to 1960.57

Differences between the credit position of mainland
China as zeflected in the data given in table 3-30 and
the information derived from the budget statistics of
that country appear to be even greater. According to
Soviet sources, credits granted to mainland China be-
rween 1950 and 1950 amounted to about 387 billion
roubles, whereas Chinese budgetary data show Soviet
credits of more than three times that magnitude.

The budgetary statistics of mainland China, unlike
the available sources of information for other coun-
tries, include data on loans received and granted as
well as on repayments of credits expressed in domestic
prices. These data indicate that loans received between
1950 and 1957 amounted to some 5.3 billion yuans,
and loans granted by mainland China, meostly to other
Asian centrally planned economies, totalled 3.9 billion
yuans; net horrowing therefore amounted to only 1.4

37 Similarly, occording to Bulgarian sources, credits ex-
tended to that counmtry between 1948 and 1957 exceeded one
billior roubles, while the amounts included in published credit
;gg%ements totalled only 468 millien roubles between 1650 and

billion vuans. After allowing for zepayment of loans,
there was a net outflow of some 200 million yuans in
1950.1957. For 1950 to 1952, net foreign borrowing
of mainland China amounted to some 15 per cent of
fised investment, but its position subsequently shifted
to that of net capital exporter, and for the period 1950-
1959 as a whole a net outflow equivalent to about one
per cent of fixed investment was recorded.®

The available data on credits and especiaily those
on trade balances suggest that in the aggregate the
contribution of foreign credits to the process of in-
dustiialization of the centrally planned economies over
the decade as a whole was rather small. The actual
impact of the inflow of foreign capital on development
in the borrowing countries was, however, al times con-
siderably greater than would appear from these data.
In the initial stages of industrialization, loans, fre-
quently granted in the form of machinery and equip-
mment or of raw materials for strategically essential in-
dustries, played a considerable part in enhancing its
progress. In the later stages loans were occasionally
extended in the form of food necessary fo eliminate
shortages that threatened to impede stability and fur-
ther economic growth.

An important featuze of capital flows from the point
of view of the debtor countries was the very low inter-
est rate which they carried, amounting in most cases
to about 2 per cent per year. This level was far below
the potential yield of the investment connected with any
given amount of loan, so that the credit operations
between the planned economies involved, as a rule, a
certain element of aid granted by the creditor to the
debtor. It is significant, nevertheless, that during the
period under review, the high rates of industrial devel-
opment in the centrally planned economies were
achieved by the utmost mobilization of domestic re-
sources and only to a relatively small extent by the
use of foreign credits,

38 The available statistics for other countries do net permit
similarly detailed estimates, The only relationship that can he
estzblished is that of credils granted or received to gross in-
vestment. Inevitably the rutios based on credit data differ sig-
nificantly from those based on net trade statistics, The credits
received by Bulgaria were equivalent to about 95 per cent of
domestic Axed investment, while those received by Hungary and
Poland amounted to some 7.4 per cent and 6.3 per cent of fixed
investment, respectively. The value of eredits granted by the
Soviet Union in 1950-1959 was equivalent to approximately 2.6
per cent of its fixed investment. Although Eastern Germany
granted credits equivalent to some 3.3 per cent of fixed invest-
ment, net foreign lending was negligible in view of the fact
<hat credits extended to that country werc almost as large as
receipts.
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Problems

At the beginning of the nineteen fifties, the centrally
planned economies were at matkedly different stages
of industrialization. At one end were Czechoslovakia
and Lastern Germany, which even before the Second
World War had reached a relatively high level of de.
velopment, and at the other extreme were Buigaria,
mainland China and Romania, which had all the chaz-.
acteristics of economically under-developed countiies.
Perhaps with the exception of Bulgaria and mainland
China, however, all these countries were, even al the
starting point of their planned expansion, at 2 more
advanced stage of development than most under.
developed countries in the rest of the woild.

The Soviet Union in the nineteen twenlies, and most
other centrally planned countries at the end of the
Second World War, possessed a sizable industrial sec.
tor; a relatively developed transport system and a sig-
nificant nucleus of skilled workers and technicians.
Thus, these countries had far more of the prerequisites
for industrial growth than do most under-developed
countries. In spite of these advantages, however, the
problems faced by the centrally planned economies at
the inception of their industrialization plans were, in
many respects, similar to those currently faced by the
under-developed countries. Indeed, a seifes of “intes-
locked vicious circles” had 1o be broken in order to
open the way for rapid economic growth. As in the
uifder-developed countries, the problem was to break
the “under-development equilibrium™ of income, sav-
ing, investment and output at low levels.

The solution of this problem in the cenlr ally planned
economies differed, however, from that frequently sug-
gested in relation to the less developed counlries, large-
Iy owing to the institutional differences prevailing be-
tween private and state enterprise economies. In the
under-developed countries, where a substantial part of
economic activity takes place in the private sector, the
approaches to problems of economic growth, known as
the “big push™, “balanced growth® o1 the critical mini-
mum eflort necessary to overcome the inertia of undes-
development and bring about a change from a station-
ary or slow-moving economy lo a continuously
developing one, have largely heen geared 1o creating
inducements for private investment and {o1 increasing
absoiptive capacity. Policies in these countries, in
other woids, have been formulated to create conditions
for a largely sell-sustained process of economic growth
through the market mechanism But in the centrally
planned ecoromies, in contrast, the introduction of
central planning and direct allscation of 1esources
pushed aside the problem of incentive to save and
invest. The predominant patt of investment was, in
fact, achieved by the government sector within which
saving and investment were for all practical purposes a
single operation. These institutional features, there-

MENY

and policies

fore, eliminated the problem of the market for oulpyt
of the growing industries.

Removed from such considerations as proﬁtabiiiiy
and demand, the problem of “developmental start”
the centrally planned economies was sought to he
solved by expanding the output of capital goods largely
for further expansion of industries producing capital
goods, rather than for investment in consunier goods
industries. Rapid expansion of capital goods industrieg
to produce capital goods was, in fact, considered cry.
cial {or economic development.

Such a process, which has as jts counterpart a con.
Linuous rise in the rate of investment, can clearly g0
on for a considerable period of time without creating
any problem of outlets for the output of expanding
industries. Rather, the problem created by this paltern
of growth has often been the excess consumer demand
which, in spite of restriclions imposed upon the growth
of disposable income, has, in many instances, resulted
in inflationary price increases. The strong emphasis on
the development of heavy indusliies served the puipose
of raising their output levels, which would ensure con.
Linaous expansion, ultimately eliminating further need
for restrictions on consumption. Only after a certain
stage of industrialization had heen reached was the
emphasis on the development of heavy industries 1e-
duced and a much greater proportion of resources de-
voted to the expansion of agriculture, consumer goods
industries and housing.

Industrial development in the cenirally planned
cconomies thus followed a sequence whick was the 1e-
verse of that frequently recommended to less developed
countries on the basis of the historical experience of
North America and western Lurope. According to this
view, the most efficient policy would be Lo start with
industiies processing agricultural 1aw materials, then
to expand industries producing non-agricullural con-
sumer goods and only in the last stage of industrializa-
tion to proceed with the expansion of capital goods
industries. Al carly stages of development, when capital
is scarce in relation to labour, it is argued thal the
least capital-intensive techniques of production should
be selected and that capital intensity should be per-
mitted to rise only gradually when labour becomes
mote scarce and when the 1ise in income generates
incieasing amounts of saving. It is reeognized, of
coutse, that the possible combinations of capital and
labour are not the same in all industries; they we
geneially more numerous in agriculture and in con-
sumer goods industries than in heavy indusiry, where
the ratio of eapital to labour is more rigidly determined
by technological requirements, But the desire to
achieve the most efficient utilization of resouices in the
short run would suggest a policy strongly emphasizing
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the gxpansion of industries with a low ratio of capital
yo labour.

Although initially this policy may bring about larger
jncreases 1n employment and total output in some
instances, it was rejected outright in the centrally
planned cconomies on the basis of long-term require-
ments for acceleration of economic growth. In these
countties the considerations about relative scarcity of
capital and labour have had no influence on the choice
of the over-all pattern of industrial development. The
emphasis placed on heavy industry has led to a capital-
intensive form of gr owth in spite of the fact that in the
initial period capital was scarce and labour abundant.

Within branches of industzy, however, the choice of
techniques has been more closely related to the relative
scarcities of capital and labour. While the repeatedly
stated policy was to increase output per man through
modernization and substitution of labour by machinery
and equipment in all productive processes, the scarcity
of capital imposed in all centrally planned economies
2 more diversified approach. The main factor influ-
encing the choice of technigues within an industry was
the place occupied by that industry in the priority
scale established by the authorities In industries con-
sidered most important from the point of view of eca-
nomie growth, the general tendency was to choose the
most advanced techniques, while in industries of sec-
ondary importance more labour-intensive techniques
prevailed. Even in the high priority industries, how-
ever, the policy of raising the capital intensity was not
applied uniformly. Within these industiies, high
capital-labour ratios were generally applied only to
those productive processes where the ratio was miore
or less technologically fixed; that is, where the stand-
ards of quality and uniformity of products could not
be maintained with another combination of factors. In
processes where the quality of product was not de-
pendent on fixed factor coefficients, the capital-labour
ratios were kept low. In some countries, for instance,
in such 2 high-priority industry as machine building,
handling of materials, intra-factory tiansportation,
quality control and several other operations wete al-
most entirely manual Similarly, construction worlk at
the early stages of development was characterized by a
very low capital intensity, especially in operations not
requiring skilled labour.

The scarcity of skilled labour was, in fact, another
factor which, apart from technological 1equizements,
prompted the use of capital-intensive methods in high
priority sectors. Kven where more labour-intensive
methods could be applied, the maintenance of quality
standards would have required a much greater supply
of highly skilled workers than was availahle at the
earlier stages of development. Although certain pro-
ducts of machine building industries, could be, and in
fact in some cases were produced manually, the aceui-
sition of the necessary skills required years of training.

1f, therefore, the problem of scarcily of capital and
labour is reformulated in terms of capital veisus
skilled labous, the relative scarcities of these two fac-
tors of production may appear quite different. This
aspect of the problem did indeed also influence the
choice of techniques in the centrally planned econ-
omies.

Thus, while no single principle was applied uniform-
ly to all industries in determining the choice of tech-
niques, the two criteria that figured rather pr ominently
were the existing scarcity of factors of production and
the limitations imposed by technological possibilities.
The scarcity of factors of production, however, was
infiuential only in a very broad semse. Recent discus-
sions on the eficiency of investment indicate that the
tendency to use inadequate criteria and to seek tech-
nical perfection frequently led to economically un-
sound mechanization and thus resulted in waste of
capital.®

The pattern of industrialization in the centrally
planned economies was determined by the system of
priorities established by the central authorities in ac-
cordance with the prevailing views about the relative
importance of various industries for economic growth.

It has often been stated that economic development
in the centrally planned countries was gover ned by the
“Jaw of proportional development” and that the task of
planning authorities was to act in accordance with this
law, though the exact meaning of this law was never
made explicit. In vertically complementary industzies,
undoubtedly, the relative size and the rate of growth of
output at various stages of production are determined
by technical coefficients. But the impact of these tech-
nical restraints is the smaller the less closely related are
the industries.

Even in the case of complementary industries, the
principle of proportional growth was not applied dur-
ing a large phase of industrialization. This resulted in
the {requent emergence of bottlenecks in various sec-
tors which had to be eliminated in order to create con-
ditions for further expansion. In some cases, inade-
quate planning was responsible for the imbalance; in
others, it was due to under-fulfilment or over-fulfilment
of plans in diflerent industries. But frequently it was
also a pait of deliberate policy aimed at accelerating
the growth of certain industries even if complementary
industries could not be expanded because of scarce re-
sources. Although such a policy was not in conformity
with any principle of proportional development, it
could be justified in view of the drive for acceleration
of the 1ate of economic growth. On technical and eco-
nomic grounds, it may be perfectly rational to expand
a given industry heyond the limits set by the existing
supply of 1aw matetials or intermediate goods oF by
the existing demand for its product in anticipation of

39 For further details, see Warld Econamie Survey, 1959,

chapter 3.
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future growth of supply and demand. The economies of
scale and the indivisibility of investment mojects in
some industries had in most cases made it worth while
to expard capacity te a greater degree than was sug-
gested by the availability of materials or by the demand
for manufzctured goods. Some bottlenecks did in-
evitably result, but they subsequently were eliminated
by the expansion of other industries. By and large, any
losses caused by these imbalances were considered less
harmful than those frequently incurred by the im-
mobilization of capital in unfinished construction. This
was frequently the case where a large number of in-
vestment projects undertaken simultaneously could not
be completed on schedule owing to shortages of mate-
rials and qualified labour. The declared aim of this
policy was to expand the production of capital goods
irrespective of cost in order to reduce, within a rela-
tively short period, the scarcity of capital.

The alternative of balanced growth, avoiding recur-
rent bottlenecks, was rejected by the centrally planned
economies on the grounds that it would reduce drasti-
cally their rate of economic expansion and thus prolong
the backwaidness of their economies. The effect on the
rate of industrialization of losses caused by these
disequilibria is likely to have been more than oflset by
the benefits derived from Lhe expansion of strategically
important industiies. In a slate enterprise economy
such losses were not a factor discouraging investment,
but they were liable to lead to further restrictions on
the growth of consumption.

The policies pursued during the initial phase of in-
dastrial development underwent significant changes
during the second half of the nineteen filties. These
changes were molivated, in most cases, by the need to
devise new methods appropriate to the more advanced
stage of economic devélopment. While their timing
was inevitably influenced by political [actors, the major
impetus for them arose from the transformation of the
economy following several years of rapid growth. The
substlantial expansion of basic industries, by preparing
the ground for a more balanced growth, led to a
change in the scale of priotities. Policies which could
meet the needs of a less integrated economy were
hardly suited to the 1equirements of a more complex
and divessified economy. With the increasing complex-
ity of interrelations between industiies, sectoral im-
balances often became an obstacle to economic growth.
Furthermore, the fulle: utilization of resources and the
giowing need lo satisfy the demand for consumer
goods were important faclors stimulating the 1eap-
praisal of previous policies.

Several pelicy changes were inlroduced in the later
pait of the nineteen filties. In all centrally planned
economies, for instance, there appeared a lendency to
decentialize management and to enlarge responsihili-
ties at lower levels of personnel, although only in Yugo-
slavia, which had introduced far-reaching reforms at

an earlier date, was the extent of change substantig] 1o -
Far more important was the increased allocation of
resources for the expansion of agriculture, Consumer
goods industries and housing. Further, most COuBlrie
introduced more efficient methods of choice amone
alternative investment projects within a given indas[r;
These were based on a stricter evaluation of the eflects
of various combinations of capital and labour on unit
cosls of output. While in most countries the investment
criteria were differentiated-—for example, capilal ip.
tensive projects were favoured in high priority sectors
~—in some cases it was sugoested that at the given level
of development a unified measure of effectiveness of
investment should be applied for all industries. More.
over, there was a lendency to apply efficiency criteria
not only to the choice between alternative inveshment
projects producing identical output but also to the
allocation of resources between various industrial and
economic sectors.*! In practice, however, the scope for
such decisions has been limited to the choice between
industries producing substitutable goods; hroader ap-
plications of the ciiteria have nol generally been ac-
cepted. But the fact that the problem was raised is by
itself an indication of the new strategies of economic
growth. This new tendency is indicative of the realiza-
tion that high levels of output attained by key indus-
tries reduce the need to concentrate on these seclois,
and make it possible 1o plan for eptimum 1ather than
maximum levels of output and investment.

The preference for the optimum approach has, in
part, stemmed from the awareness thal, in an increas-
ingly complex economy, the maximizalion of targets
for a given industiy may not be desirable for the econ-
omy as a whole il it absorbs resources needed for the

01t may be recalled that the central plan in Yugoslavia con.
tains only general targets relating to output and allocation of
investment during a given period The implementalion of the
plan is brought about largely by fiscal and financial policies
with littie interlerence by the Government in the aclivities of
individual enterprises The management ol enterprises is re-
spansible to the elected council of workers but is generally free
to determine its own outpul, sales and prices Afler tie fulfil-
ment of oblizations to the State and the payment of hasic wages
to workers, the enterprises are free to determine the allocation
of profits for honuses or reinvestment. According 1o official
statements, such a system could not he eflective at the initial
stages of industrialization which required rapid znd drastic
changes in the allocation of income and in the strocture of the
economy.

11 Efficiency criteria were never eonsidered a sufficient basis
to determine Tully the aliocation of investment among seclors
It has been argued that even in the economies where price
levels adequately indicale relative scarcities, such criteria eould
not be considered a sufficient basis for long-term planning of
investimzent, because prices mirror present conditions, while in-
vestment planning must take inte account jongrum considera-
tions. For a detailed discussion of these problems, sec World
Economic Survey, 1959
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expansion of complementary industries Furthermore,
as future increases in national product are closely de-

endent on increases in labour productivity, the need
1o raise incentives, including such inducements as high-
er consumption, has now sharpened the quest for
pptimum expansion in investment, consumption and,
consequently, national income. Although some of the
new approaches are still in the stage of discussion, they
do mark an important change in the industrial policies
of the centrally planned economies, indicating a grad-
ual transition to a more balanced growth than in the
earlier stages of development.

While the broad app1 oach to economic problems in
the nineteen fifties was similar in ali centrally planned
countrics, the formulation of specific policies was in-
evitably influenced by the economic characteristics of
individual countries. Nowhere was this more evident
than in mainland China, where the per capita national
income and the relative share of industry or agricul-
ture in national output differed sharply for those in,
say, Czechoslovakia or Lastern Germany. Mainland
China is of special interest, not only because of its
endeavour to transform a highly agrarian economy
into a well-developed industrial society but also be-
cause of certain departures from the pattern gstab-
lished in other centrally planned economies.

In the face of a very pronounced scarcity of capital
relative to labour, differences in the allocation of
capital and labour to var ying sectors wete greater in
mainland China than in other centrally planned econ-
omies. Unlike countries where substantial provisions
were made for the supply of machinery and equipment
for agriculture, despite a low priotity rating of this
sector, mainland China decided to postpone any sig-
nificant mechanization of agriculture; reliance was
placed instead on the availability of abundant man-
power. In the construction of power stations, roads,
irrigation works and drainage facilities, millions of
workers were equipped with no more than shovels,
wheelbarzows or baskets for carrying earth and mate-
rials. Labour-intensive methods were applied to an
incomparably greater extent than in any other central-
ly planned economy in sectors providing large oppor-
tunities for factor substitution; at the same time, mod-
ern techniques were used in high priority branches of
manufacturing industries.

In 1958, however, the massive use of manual labour
and home-made equipment was extended and reached
unprecedented heights. The only way to overcome
backwardness in a short period, it was officially stated,
was to mobilize every possible resource and to employ
“indigenous” methods of production alongside modern
techniques over a wide range of industrial products.
Thus, small iron and steel furnaces were established
throughout the country, in towns as well as in villages,
and miliions of peasants were mobilized for expanding

the output of capital goods.*® However, when it
rurned out that the materials produced by “indigenous”
methods were of inferior quality and could not be
used by modern metal working and machine building
industries, this policy was abandoned in certain fields
of production. But, in general, the establishment of low
capital-intensive industries in rural areas*? was con-
sidered a promising way of expanding industrial output
without incurting the overhead expenses that would be
required if labour were to he transferred to the cities.

The extensive use of manpower was closely con
nected with the establishment of rural communes which
integrated the existing collective farms into broader
units combining industiial and agricuitural activities.
The system of communes was considered vital for
rapid econemic growth in mainland China. Its goals
included increases in agricultural production through
better organization of work, release of manpower for
industries, expansion in reanufacturing production in
the Tural areas with little addition to capital stocl, im-
proved food supply for cities and, what is perhaps
more important, inciease in exports of foodstufls in
order to import strategic investment goods for further
industrial expansion. Indeed, industrial expansion in
mainland China has been contingent upon agricultural
growth,

Many of the expected results of the commune system,
however, failed to be achieved. Apart from the {fact
that a number of industrial goods produced by “in-
digenous” methods were not usable for further indus-
trial processing, the system of work and of remunera-
tion of labour originally introduced in the communes
acted as a disincentive for agricultural producers
While, formally, the commune system was retained, in
fact mainland China has reverted to the system of col-
lective farms which have once again become inde-
pendent economic units.!?

52 This was facilitated hy the wide dispersion throughout the
cousntry of iron and coal deposits, though these were not aiways
of high quality.

43 [t should e noted that these industries in rural areas are
not what are often called cottage industries in the under-
developed countries.

4t As originaily conceived, the authorities of the communes
were entitied to aflocate labour te srgicultural work, construe-
tion or local industry in various parts of their territory. Fur-
thermore, tie remuneration of labour was to he largely based
on equalitarian distribution of 2 large part of subsistence in
the form of meals served in communzl establishments and in
kind. If it had worked, this policy would have resulted in a
greater mobility of labour and greater government control over
the supply of argicultural commodilies than had been achieved
in other centrally planned economies at the corresponding pet-
iod of their development.

15 In order to stimulate incentive to work, members of the
collective farms were to receive a large proportion of their pay
in money, according to work performed, and were to be per-
mitted to retain small plots of land for mnising {oed. Tree sale
of agricultursl produce on iocal markets was allowed, provided
that the ecompulsory deliveries were fulfilled. The cemmune
was deprived of the right to impose any decisions upon the
collective farms and to shift its iabour te other sectors. The
sndustrial ectivity of the communes was at the same time
sharply reduced.
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Viewed against the background of the country’s
special problems, it is not surprising that the develop-
ment of agriculture has now been stated to be the
cornerstone of future economic growth. The develop-
ment of heavy industry is still given a high priority
raling among the long-term goals, but for the immedi-
ate future, achievement of a greater balance in the
expansion of various sectors has come to be considered
as the main task. Agricultmre has cutrently been ac-
corded lop place in the priority scale of development,
{ollowed by light industry, while heavy industry came
last. It is likely that some of these changes were influ-
enced by the disastrous efect of successive bad harvests
during the past two years and are of a temporary
character. The emphasis which had developed alter
the “big leap forward”, on consolidation and elimina-
tion of bottlenecks rather than on rapid growth, may
give way after some time to further rapid expansion.
But the reappraisal of the recent experience indicates
clearly that the general tendency is in favour of a more
uniform and balanced pattern than had obtained in
the past.

Government policy in the centrally planned econ-
omies played a decisive role in industrialization not
only directly through its impact on the domestic econ-
omy, but also through the channel of foreign trade.
The interrelations between industrialization and for-
eign tiade were greatly influenced by the existence of
state monopolies of foreign trade and state control of
domestic markets, without which the centrally planned
economies would not have been able to bring about
changes of such magnitude in their foreign trade as
did actually occur in the nineleen fifties. New links
were forged between foreign trade and domestic output
as a result of concerted actions aimed at the mobiliza-
lion of all available resources for economic growth,
These actions frequently involved restraints on con-
sumption in order to release goods for export o1 to re-
duce non-essential imports, and thus lo secure larger
imports of capital goods, fuels and raw materials
which were of strategic importance for further indus-
trialization Indeed, without increases in such essential
categoties of imports, it would not have been possible
to achieve high rates of economic growth. This was
particularly true of countries with little, if any, capac-
ity in the capital goods industries. Bul even where such
indusiries did exist, they were al the beginning of the
nineteen fifties confined mostly to the production of a
Limited variety of equipment, suited Lo satisfy the pat-
tern of domestic demand prevailing before the war.

The impottance of exports in the centraliy planned
cconemies lay largely in their ability to pay for addi-
tional imports. Since deficiency of domestie demand is
not a problem in these countries, there was hardly a
question of looking upon expotts as a means of filling
any void in domestic effective demand 48 In subsequent

H It is only in the short run that the capacity of a given

industry may outstrip domestic demand and thus ercate 1 need
for foreign outlets for its products

stages of industrialization, however, export expansion
was increasingly favoured by the desire to improve
efficiency of production thiough greate: specializatioy
and by securing economies of scale in lines of produe.
tion where the size of the domestic market was below
the optimum level.

The rates of expansion of foreign trade and the
considerable changes in its composition could not have
been achieved if the centrally planned economies haq
not functioned within an integrated trade area, com.
prised of economies at different levels of development
and endowed with a large variety of natural resources,
The development of new industries, especially in e
less advanced countries, which could hardly find out
lets for their new products elsewhere in the world, was
greatly facilitated by the existence of a relatively
closed international market of the cenlially planned
economies. A decisive part was played in this respect
by the Soviet Union which, by virtue of its large indus-
tiial capacity and rich natural resource endowment,
supplied heavy equipment and raw materials to other
centrally planned countries in exchange for the prod.
ucts of their industries. The increasing Soviet demand
for imports of machinery, equipment and other many-
factures was due to the fact that industrialization in the
Soviet Union itself was at the same time proceeding
rapidly along a diversified fronl.

Trade relations between centrally planned economies
were based on commercial principles. The bilateral
trade agreements were generally the result of bargain-
ing in which each country stiove to obtain the most
advantageous terms with respect to the choice of goods,
delivery dates and prices *7 None the less, the tiade of
the centially planned economies was also influenced by
considerations 1elating to the interests and the eco-
nomic strength of the group as a whole. These con-
siderations exerted some influence on trade flows,
despite inadequate co-ordination of national economic
plans especially during the first half of the decade.
Commercial policies were at fist strongly influenced
by the Soviet Union, but in more 1ecent years an in-
creasingly important part has been played by the
Couneil for Mutual Economic Assistance. Although
only an advisory body, the Council has helped to
achieve better co-ordination of national economic plans
and policies fo: enlarging the scope of international
division of labour and, thus, for seeking greater ad-
vantages [rom foreign trade among the countries of the
group.

The role played by considerations relating to the
economic and political interests of the zrea as a whole

17 Allhough forcign trade prices in the centally planned
cconomies are as a rule based on these prevailing in world
markets, prices arrived at in bilateral agreemenls could devinte
from world prices in either direction This is especially the
case with respect to manufactured goods, where differences in
specifications and quality standards make it more dilficult 10
take world prices as the exciusive basis for determining prices
in trade among the centrally planned economies,
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cannot 1eadily be ascer tained. Cases have been known
of countries exporting specific commodities to other
centrally planned economies although oceasionally
more advantageous terms would have been obtained
in third markets.!® But the existence of an integrated
trade area of the centrally planned economies facili-
tated the development of a pattern of foreign trade most
suitable fo1 the fulfilment of plans of industrial growth.
New industries, especially in the less advanced coun-
tries, could hardly expect to find outlets for theix new
products in the rest of the world.

The preference given to intra-trade, as well as the
fact that the standards of requirements of various
centrally planned economies did not greatly differ,
made it possible for less developed countries to export
machinery, equipment and other manufactured goods
to other members of the group. The resulling econ-
omies of scale and the previously mentioned advan-
tages derived from such a pattern of trade, were
jmportant factors in accelerating the process of indus-
trialization of these counixies.

The principle of comparative advantage in its tradi-
tional sense did not play a prominent part in altering
the pattern of production and foreign trade in the
centrally planned economies. It was given greater con-
sideration in the development of primary production
and of the fist stages of processing of raw materials
than in that of manufacturing industzies. Initially high
production costs in some industries in the less advanced
couniries were considered transitory and therefore of
little significance in the formulation of production and
foreign trade plans.

The attention devoted to increasing the economic
strength of the group as a whole may have contributed
to the fact that throughout the nineteen fiities the
Soviet Union was a net importer of machinery, ob-
tained in exchange for exports of raw materials. The
increasing diversification of output may, of course,
have given rise to the need fox certain types of equip-
ment not produced domestically; but in a country with
advanced technology, and abundant supply of raw

18 Such temperary disadvantages were, however, largely com-
pensated by the advantages derived from the fact that intra-

aroup trade was not subjeet to eyclical fuctuations of prices
and of quantities of goods traded

materials and a large domestic market, this could have
been only a short-run phenomenon.*?

The continued importation of machinery and equip-
ment provided for in the long-term plans may have
been motivated in part at least by the desite to promote
the economic growth of the area as a whole. The ces-
sation of such imports would depiive other centrally
planned economies of the means for financing theix
imports of raw materials and equipment. In oxder te
assute their continued growth, the Soviet Union may
have felt obliged to furnish assistance in the form of
long-term loans or grants, to supply raw materials on
less favourable terms, or to accept imports of less es-
sential goods.

Problems of international co-operation, such as
these, have figured prominently in the deliberations of
the Council for Mutual Economic Assistance. The
Council has actively participated in promoling special-
ization in such industiies as machine building and
chemical manufacturing. ts basic policy is to promeote
international division of labour among branches of a
given industry 1ather than among various industries.
In extractive industries development must of course
be tied to the availability of natural resources. Since
not all countries are equally well endowed with such
resources, the Council has often recommended expan-
sion of output of extractive industiies to meet the
requirements not only of the producing country but
also those of other centrally planned economies; and
in order to lessen the financial burden, it has suggested
that the prospective importing countries should par-
ticipate in the additional investment required for the
expansion of capacity. In consequence, in several in-
stances the intra-country co-operation took the new
form of direct investment of some centrally planned
economies in the projects developed in other countries.
The wotk of the Council’s commissions dealing with
specialization in production of specific items in various
countries has prepared the ground for several inter-
national agreements aflecting both the foreign trade of
the countries concerned and thelr production targets.
In this way the national plans for econemic growth of
the centraily planned economies have become increas-
ingly interrelated.

40 Especially if ene takes into account the fact that the capi-

tal-output ratio and constrzetion time are much smalier in
engineering industries than in mining.
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Chapter 4
RECENT TRENDS IN THE DEVELOPED COUNTRIES

Economic recovery in North America

The decline in economic activity in North America
which started in the middle of 1960 came to an end in
the first quarter of 1961. In the United States the
seasonally adjusted index of industrial pioduction,
which had fallen by about 7 per cent hetween May 1960
and February 1961, zecovered rapidly aiter the lattex
month and by December 1961 it was about 4 per cent
higher than the previous peak attained early in 1960.
In Canada also, where industrial production had stag-
nated for about a year at a level slightly lower than
the peak of the first quarter of 1960, economic activity
recovered after March 1961; industrial preduction
continued to grow until the end of the year though at a
somewhat slower pace than in the United States.

As in the case of the previous three post-war reces-
sions, the 1960/61 1ecession in the United States was
caused by a slackeming in aggregate demand, pai-
ticularly in certain key components of final demand?
mentioned below. The pace of expansion in demand
had slowed down considerably in the period immedi-
ately preceding the recession. An important factor in
this development was the contractionist influence of
the federal programme o1 the fiscal year 1960.% Fed-

eral expenditure on goods and services, having risen

1 ¥or convenience, the term “final demand™ is used through-
out this chepter 1o signify gross national expenditure less
changes in inventories.

2 United States fiscal years end on 30 June of the specified
calendar years,

Table 4-1. United States: Gross National Product and its Components

{Billicns of dollars at 19534 prices; seasonally adjusted annual rates}

Chrnge compared with preceding quartar

f;gé Revession Recovery
Jem second 1960 1961
fuarter Third Fourth First Sevond Third Fourth
quurter quesricr quarter qunrter quarier quarier
Final demand 438 5 w7 16 3.0 6.3 5.1 121
Personal consumption. . . 2995 —-09 1.0 —26 4.6 3.4 5.8
Durable goods . . 42.5 w17 0.8 4.0 232 01 32
Non-durable goods 1429 ~{}.9 —-0.7 03 10 19 14
Serviees : 1142 1.6 0.8 1z 14 1.4 13
Gross private fixed investment a7.4 -1.1 ~0.3 -3.2 1.7 20 2.3
Residential construction 18.1 -2 (.4 ~1.0 11 11 0.8
Other construction 159 —-02 07 e 02 -2 -0 2
Froducers' duzabie equipment .. 23.4 -0.7 ~0.6 22 04 1.1 17
Covernment purchases of goods and

services . o 80.6 07 ~1.0 30 1.4 10 26
Federal .. 127 2 -13 1.5 16 0.3 18
State and local. 378 0.6 0.3 15 -0.2 08 0.6

Net exports of goods and services . 1.0 0.6 19 -02 ~1.4 «1.3 1.4
Exports . 254 — 0.7 0.4 —-12 0.7 1.5
Imports 244 -0.7 -1.1 -02 02 19 0.2
Changes in inventories 4.9 -2.6 —3.4 -2 6.1 1.0 0.8
on-farm 4.7 2.7 ~3.3 3.2 5.9 11 1.0
Farm | 0.2 0.1 -0.1 01 0.1 — -2
Gross national product 443.4 -3.2 -18 -5.2 123 2.3 128

Source: United States Department of Commerce, Survey of Current Business {Washington, D.C.).
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sharply during the fiscal year 1959, levelled off in the
following vyear; computed on the national accounls
basis, the federal government budget deficit of about
$5 billion in the fiscal year 1959 was replaced by a
surplus of over $2 billion in the following fiscal year.

Talle 4-1 gives a general indication of the changes
in the major components of demand during the reces-
sion and in the first phase of recovery. It can be seen
that there was a decline in final demand in the third
quarter of 1960 despite an improvement in the foreign
balance and a moderate rise in public consumption.
The primary reasons for this slackening in final de-
mand were a decrease in durable consumption and a
fall in fixed investment activity; the former was 1e-
flected in a rise in the share of personal disposable
income devoted to savings. The fall in fixed investment
demand resulted largely from a reduetion of business
outlays on new plant and equipment reflecting a steady
increamse in the volume of idle equipment and a worsen-
ing of business expectations. The 1ise in the level of
excess capacity during the year preceding the recession
restlted from a failure of industrial production Lo keep
pace with the enlargement of productive capacity. In-
dustzial preduction in the menths preceding the reces-
sion was no higher than it had been a vear earlier,
although growing business expenditure en plant and
equipment had incieased the productive capacity of
industry during that period.

As indicated by table 4-1, aggtegate demand and
production were more severely affected by a change in
business inventory pelicies due to a shift in business
expectations than by the decline in final demand. The
declines in consumer expenditure on durables and in
fixed investment activity after the middle of 1960 were
largely responsible for a change in the optimistic busi-
ness expectations enlertained earlier in the year and
for the inventory movements during the recession
shown in the table.

As in the case of the preceding recession in 1957/58,
the public sector played a dominant part in halting the
recessien in the first quarter of 1961.% The public sector
has alse provided the major diiving force behind the
expansion of produetion since the end of the recession.
A large number of administrative and legislative meas-
ures taken by the Fedeiral Government were aimed
direcly at stimulating economic activity; others,
though not related to economic condilions, neverthe-
less had a significant expansive impact on the economy.

With the slackening in economic activity in the
middle of 1960, the “builtin stabilizers” in the econ-
omy came into operation; a sharp rise in payments of
unemployment insuzance bensfits in the second half of
the year helped in sustaining personal incomes. In ad-
dition, the Government took a number of measures to

3For & detailed anelysis of the role of the public sector in
the 1957/58 recession and the subsequent recovery, see United
Nations, World Economic Survey, 1958 (Sales No.: 350.1LC.1),
puges 184 1o 189,

stimulate demand. Credit conditions, which had beey
eased earlier in the year, were relaxed further
through successive reductions in Federal Reserve Bap
discount rates and in 1eserve requirements against de.
mand deposits for central reserve city banks. A number
of measures were also laken to aid residential cop.
struction, which had declined steadily since the middis
of 1959,

Early in 1961 the Government teok additional meqs.
utes to halt the recessfon and promote economic re.
covery. [ederal procurement and comsiraction pro-
grammes, including construction of federal-aid high-
ways, schools and post offices, were accelerated and tax
1efunds were expedited. The payment of veterans’ life
insurance dividends was advanced; the total dividend
of $258 million payable over the entire calendar year
was made in the first quarter. In addition, a special
dividend payment of $218 million was made in June
and July. Price supports were raised for most price-
supported commodities for the 1961 crop yeai, and
payments to farmers for storage of crops under price
support loans were expedited. Legislalion was enacted
providing for a temporary extension of the period dur-
ing which unemployment insurance benefits might be
paid; social security henefits were increased and aid
was extended to childien dependent on unemployed
persons.*

Other federal expendiliies were stepped up in 1961,
notably in the areas of defence and space explovation.
There were also increases in lederal granls to states
and localities for urban renewal, area 1edevelopment,
highways and public assistance, and in payments to
farmers as a result of participation in the feed grains
programme.

It can be seen from table 4-1 that goveinment ex-
penditure on goods and services rose shmply in the
frst quarter of 1961; this increase was almost suffi-
cient io oflset the decline in fixed investment during
that quarter. Public consumption continued to provide
a powerful stimulus to the expansion of demand and
production during the fust phase of recovery covering
the remaining thiee quarters of the year. Aggregate
demand was also sustained thiough the measures de-
signed to inciease ransfer payments to individuals
These payments had the eflect of sustaining personal
incomes and expenditure during the recession and of
stimulating the growth of this compenent of demand
in the first phase of recovery.

It is possible to obtain a broad indication of the
expansive role of the public sector from table 4-2 which
sets forth the government budget position in 1960 and
1961. It can be seen that the halance on the total gov-

4 Tor details of these and other exceutlive and administrative
measures and of legislative recommendations and sctions in
1961, see “Annual Report of the Council of fconomic Advisers”
in Economic Report of the President (Washington, D.C, Fanu-
ary 19623 .
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Table 4-2. United States: Government Receipts and Expenditures in the
National Income Accounts, 1960 and 1961

{Bilions of doliars; seasonally adjusted annual rates)

E——
Total governnent Federal gavernament Stats and local government
Surplus ot Surplus or Surplus ar
eriod® deficit (=} deficit (—) defisit {—)
Perted Receipts Expenditures mal:}'i;{?dn;‘ Receipta Expenditures n?::l %}:ﬂeﬂ Regeipts Expenditures ;:di;r;g;:f“
aceoetnt aecount actount
1960
Firsthalf .. 1807 1847 50 97.0 91.% 5.5 48.9 494  —05
Second hall . 1386 1398 -12 95.1 94.2 0.9 495 516 -21
1961
pusthelt . 1394 1466 =72 946 995 49 516 540  -24
Spoond half. . 151.1 156 .6 -5.5 1012 103.8 -2.6 53.0 56.0 -3.0

Source: Feonomic Report of the President, January 1962, and
other official sources. |

Note: Federat grants-in-aid to state and local governments are
reflected in federal expenditures and state and focal receipts and

ernment budget in texms of the national income ac-
counts, at 2 seasonally adjusted annual rate, shifted
from a surplus of $5 billien in the fizst half of 1960,
to a deficit of $1.2 billion in the second half of that
year, and o 8 deficit exceeding §7 billion in the first
half of 1961. Although government expenditure con-
tinued to grow rapidly untl the end of 1061, the budget
deficit was reduced by about §2 billion in the second
half of the year, owing to a substantial rise in tax
sevenue which accompanied the recovery in economic
activity.

As indicated by table 4-2, particularly significant
was the steep rise in federal expenditure. The growth
in these outlays in the second half of 1960 reflected the
increase in transier payments lo persons and the
expansion in non-defence expenditure. In 1961, how-
ever, about half of the rise in total federal expenditure
was accounted for by the growth in defence expendi-
ture.

Monetary and credit policies followed by the Fed-
eral Reserve and the Treasury during the recession
and in the first phase of recovery were also designed
to promote the expansion of cconomic activity. As
noted eazlier, monetary policy, which had been re-
strictive early in 1960, was gradually reversed in the
coutse of that year. During 1961 Federal Reserve and
Treasury debt operations provided the basic Hquidity
for economic expansion; the Federal Reserve increased
member bank reserves by about one billion dollars
through substantial net purchases of United States
Government secarities. The monetary and debt man-
