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INTRODUCTION

To escape from national poverty is the principal goal of the
Developing Countries. A large number of current national state-
ments of development indicate a growing awareness of the need
to pursue plans that are increasingly sensitive to socio-
economic problems. The development of industrial activity is
most likely to supply the dynamics and momentum to mobilise

the necessary resources to start this escape from poverty.

My approach to and proposals for more effective industrial
planning, are based on an analysis of the relevant literature,
and the comparison and evaluation of a considerable number of
national and industrial plans.

Part I deals with the ever-increasing gap between the GNP

per capita of the Developed and the Developing Countries during
the last 100 years. I show that this gap has widened more
rapidly between the 1960's and the 1970's. The literature on
the industrialisation efforts since the late 1950's is sur-
veyed and the experience gained is assessed. 1In this way, the
major constraints shared by almost all Developing Countries,
although varying in background, starting-point and social
aspiration, are scrutinized.

Part II provides an outline of situations and decisions which
directly affect the process of industrialisation in the
majority of Developing Countries, while the planning process
is broken down into its main elements. Each element is then
discussed in accordance with its practical consequences, with
the emphasis on overcoming cbserved difficulties and avoiding

mistakes.



In attacKing the most common issues, I am guided by two prin-
ciples: firstly,that these situations and issues are indeed
the most important and, secondly, that by adequate planning,
better practical results can be obtained - provided that the
planning principles and their application are kept clear and
simple.

Planning is not only the design of a desired future, but it
means, in its proper sense, taking decisions - and following
them up - in order to bring this desired future about.

This thesis suggests, therefore, a pragmatic approach which
is reinforced by my practical experience over several years
in a variety of Developing Countries, where I prepared
industrial development plans and industrial studies.



PART I. THE DEVELOPING ECONOMY

"Il n'y a qu'un probléme philosophique

vraiment sérieux: c'est le suicide."

Albert Camus - Le Mythe de Sisyphe



SECTION 1. THE GREAT DIVISION




SECTION 1. THE GREAT DIVISION

The division of the world into "developed" (or "industrialised")
and "developing" (or "underdeveloped") countries is an unfortu-
nate fact.

When did this polarisation start among the individual countries,

what happened in the last decade and how are we to define a
Developing Country?

1.1 DEVELOPING VERSUS DEVELOPED COUNTRIES UP TO 1960

There is a standpoint according to which the division started
with the industrial revolution, since "in the early nineteenth
century there was not much difference between the living-
standards of the British and the Chinese peoples" (Dr. J. Bognar).

According to S.J. Patel in 'Economic Transition in Africa’

per capita national income in dollars in the industrial coun-
tries (Western Europe, North America, New Zealand, Australia
and the East European countries) and the developing countries

was as followspJ

(1)05waldo Sunkel in "Underdevelopment in Latin America: Towards the Year
2000" in Jagdish Bhagwati edt. Economics and World Order from the 1970s
to the 1990s, Macmillan Company, London, wrote: "the USA achieved a
per capita income of $200 around 1832, the U.K. in about 1837, France
in 1852, Germany around 1886 and Italy only in 1909, Around 1850 the
average per capita income of the countries now regarded as “"developed"
or "advanced" reached socme US$ 150, while the rest of the world
"enjoyed" incomes per capita of somewhere in the region of US$ 100."



1850 1960
Industrial countries 150 1100
Developing countries 100 120

Thus, the ratio between the Industrial and Developing countries
in the mid-nineteenth century was 1 :1.5 and in the 1960's it
was 1 :9.2.

According to other opinions, the now developed countries were
already much more developed in the nineteenth century than the
developing countries are now. Kuznets(l) made efforts to
approach the problem from other aspects and with different
methods.

According to his calculations, per capita income increased

in the Developing countries in the last 100 years at most by
50 per cent, while in the developed countrie$ it grew four-
fold. Since according to his assumption GNP per capita in

the poorest countries, around the middle of the twentieth
century, was approx. $75 and in the most advanced $1,400, thus
the ratio was 1 :19. Therefore, a hundred years ago the ratio
was 75/1.5 : 1400/4 i.e. 1 :7.

1850 1960 Growth

Industrial countries 350 1400 300%
Developing countries 50 75 50%
Ratio ’ 1:7 1:19

In this sense the present huge difference is also considered

(2)

by Kuznets to be relatively recent.

(l)simon Kuznets: "Modern Economic Growth: Ratio Structure and Spvead,"
Yale University Press 1966. See also "Economic Growth and Economic
Inequality," American Economic Review, Vol. 45/1955.

(2)

In "Reshaping the International Order" (RIO) coordinated by Prof.

Jan Tinbergen, Nov. 1976, is written that the ratio between average
incomes in countries accounting for the richest and poorest 10% of the
earth's population may be calculated at 13.1; in other words, in about
120 years the income gap between poor and rich nations widened more
than 8 times.



1.2 THE POLARISATION TO DATE

It appears almost certain that the gap between the industrial-
ised and the developing countries has come about during the
last 100 years. The question naturally arises: has the
polarisation intensified in the last decade?

To answer this question I have compared the 20 "richest" and
21 "poorest" countries over the period of 1960 to 1970 and
the results are given in Tables 1 and 2. These two tables
are based on Annex A. It is notable that during the 1960's
the population growth rate in the 21 "poorest" countries was
more than double the rate of the 20 "richest" countries

(2.3% versus l.l% respectively).

During the same period, GNP in the 20 "richest" countries
grew from $1,536.46 Bn to $2,578.24 Bn (68%) and in the 21
"poorest" countries from $74.80 Bn to $108.12 Bn (45%).

To illustrate this situation, one may compare the 21 "poorest"
countries with a total population of 1.077 Bn and total GNP

of only $108 Bn to the U.K. with a population of 57 million
and a GNP of $130 Bn.(l)

To demonstrate the increasing polarisation I calculated the
GNP per capita in the two groups of countries for 1960 and 1970:

(l)This dry factual example puts "burning issues", raised these days by
environmentalists, such as depletion of non-renewable natural resources
by new industries in poor countries or environmental pollution they
cause - in their right perspective,.



TABLE 1:

The 20 ("Richest") Developed Countries.

1960 1970 1960-1970
GROWTH RATES
No. Country GNP per Population GNP GNP per Population GNP GNP per Population
B Capita § *000 Bn $ Capita $ ‘000 Bn $ Capita % %
1. United States 3,470 192,926 669.45 4,760 217,386 1,034.76 3.2 1.2
2. Sweden 2,780 7,764 21,60 4,040 8,325 33.63 3.8 0.7
3. Canada 2,500 19,579 50.87 3,700 23,403 86.59 3.6 1.8
4. Switzerland 2,590 5,830 15.12 3,320 6,766 22,46 2.5 1.5
5. Denmark 2,220 4,752 10.54 3,190 5,095 16.25 3.7 0.7
6. France 1,980 48,311 95.51 3,100 53,365 165.43 4.6 1.0
7. Germany Fed. 2,080 58,572 121.65 2,930 64,700 189,57 3.5 1.0
8. Norway 1,910 3,728 7.14 2,860 4,037 11.55 4.1 0.8
9. Australia 2,080 11,368 23,62 2,820 13,858 39.08 3.1 2.0
10. Belgium 1,840 9,398 17.27 2,720 9,977 27.14 4.0 0.6
11. New Zealand 2,190 2,589 5.68 2,700 3,064 8.27 2.1 1.7
12, Germany (East) 1,650 17,250 28.46 2,490 17,250 42 .95 4.2 0.0
13. Netherlands 1,660 12,205 20,22 2,430 13,888 33.75 3.9 1.3
14. Finland 1,630 4,557 7.43 2,390 4,838 11.56 3.9 0.6
15. United Kingdom 1,830 54,088 98.76 2,270 57,422 130.35 2.2 0.6
16. Czechoslovakia 1,540 14,040 21.57 2,230 14,906 33.24 3.8 0.6
17. Austria 1,370 7,208 9.88 2,010 7,577 15.23 3.9 0.5
18, 1Israel 1,240 2,486 3.08 1,960 3,406 6,54 4.7 3.2
19. Japan 770 98,372 75.55 1,920 108,664 208.63 9.6 1.0
20. USSR 1,020 228,712 233.06 1,790 257,688 461.26 5.8 1,2
Total & Averages 1,910 803,735 1,536.46 2,880 895,615 2,578.24 4,2 1.1

2. The reason that 20 "richest" Developed Countries are compared with 21 "poorest" Developing Countries

1. This Table is based on Annex A.

is to have, as far as possible, comparable populations, i.e. 20 "richest" countries have a total
population of 896 million and the 21 "poorest" countries have 1077 million.

LT



TABIE 2: The 21 (“Poorest") Developing Countries.
1960 1970 1960-1970
GROWTH RATE
No. Country GNP per Population GNP GNP per Population GNP GNP per Population
) Capita § ' 000 Bn § Capita $ ' 000 Bn § Capita % %
1. Rwanda 70 3,102 0.22 60 4,169 0.25 -1.5 3.0
2. Burundi 55 3,210 0.18 60 3,913 0.23 0.8 2.0
3. Upper Volta 65 4,853 0.32 60 5,974 0.36 -0.6 2.1
4, Mali 45 4,522 0.20 70 5,567 0.39 4.4 2,1
5. Somalia 80 2,512 0.20 70 3,184 0.22 -1.1 2.4
6. Malawi 65 3,905 0.25 80 5,048 0.40 2.1 2.6
7. Afghanistan 75 12,952 0.97 80 15,788 1.26 0.5 2.0
8. Ethiopia 60 22,087 1.33 80 27,456 2,20 2.8 2.2
9. Indonesia 70 104,672 7.58 80 127,595 10.21 1.0 2.0
10. Yemen Arab Rep. 65 5,140 0.33 80 6,389 0.51 2.0 2.2
11, Burma 75 24,862 1.86 80 30,605 2.45 0.6 2,1
12, Nepal 75 10,116 0.76 80 12,092 0.97 0.5 1.8
13. Chad 75 3,330 0.25 80 3,980 0.32 0.4 1.8
14, Zaire 70 16,376 1.15 90 21,584 1.94 2.7 2.8
15. Dahomey 90 2,347 0.21 90 3,124 0.28 0.1 2.9
16. Niger 110 3,485 0.38 90 4,638 0.42 -2.0 2.9
17. Pakistan &
Bangladesh 80 113,932 8.99 100 148,713 14.87 2.4 2.7
18. Vietnam (North) 75 18,423 1.38 100 24,282 2.43 3.2 2.8
19. Tanzania 70 11,729 0.82 100 15,014 1,50 3.6 2.5
20. Haiti 120 4,409 0.53 110 5,374 0.59 -0.9 2.0
21, India 100 480,295 46 .89 110 602,927 66 .32 1.2 2.3
Totals & Averages 87 856,259 74.80 100 1,077,416 108.12 1.4 2.3

NOTE:

This Table is based on Annex A.

8T



GNP PER CAPITA

1960 1970 Growth
20 ("richest") Developed Countries $1910 $2880 51%
21 ("poorest") Developing Countries $ 87 $ 100 15%
Ratio 1:22 1:29

It took 100 years between 1850 and 1950 to increase the ratio
between the developed and the developing countries from 1 :7

to 1 :19, it needed only 10 years to increase the ratio from

1:22 to 1:29,

In spite of increased economic activity in the Developing
Countries, after the majority of them gained independence,
the polarisation intensified and accelerated between 1960
and 1970. Unfortunately there are no signs that this trend
will change. Y

1.3 WHAT IS A "DEVELOPING COUNTRY"

It is not easy to find a single index capable of determining
whether a given country or region is "developing" or "developed".
The difficulty is largely in that there are enormous differences
in political and social structure, cultural background and
natural resources. One may, for example, contrast the relative-
i1y abundant natural resources in various countries of Latin
America and Africa with their very low national income per
capita figures.

(l)According to David Morawetz: "Twenty-five years of Economic Development”

(1950-1975) Washington, 1977, the over-all growth rates of Developing
countries did not even begin to close the absolute gap in income per
capita during 1950-1975. He says in pp. 27-29: "In fact, during the
3rd quarter of a century, there was not a single region or country
(apart from oil-rich Libya) where the absolute income differential did
not at least double; even in fast-growing countries such as South Korea
and Taiwan."



Some developing countries have a major source of income in
foreign trade (Singapore or Malta), yet others - Ethiopia or
Somalia, for instance - do not. Furthermore, there are some
very important conditions ranging from areas of primitive
agriculture to areas of advanced industrialisation.

1.31 Other Points of View

A useful approach may be found in seeking some form of common
denominator among developing states.
Liebenstein(l) has classified common characteristics such as:

- economic: a large proportion c¢f the population is engaged
in agriculture; there is a low income per head and foreign
trade per head figure; a low rate of savings and capital
formation exists; a high proportion of income is expended
on food; there is a low standard of housing; credit
facilities are poor.

- demographic and health: there are dietary deficiences;
both fertility and mortality rates are high; health is
poor and there is inadequate sanitation.

- technological: this is at a crude level; 1labour productivity-
yield is low; there is a poor communication and transport
system.

- cultural and political: illiteracy is prevalent; there is
a high level of child-labour; there is no middle-class;
values are traditional; women have inferior status.

(2)

Bennett's non-monetary index was contrived to compare

consumption levels of various states and also the various stages

(I)Harvey Liebenstein: "Economic Backwardness, Economic Growth," Wiley (N.Y.)

1957, pp. 38-45.
(2)M.K. Bennett: "International Disparity in Consumption Levels," American
Economic Review, September 1951.



of development they undergo. He took the level of consumption
as the total of food, fuel and non-durables utilised, the
services of durable and semi-durable goods used, together with
personal services. His measurements were:

(a) Food: total number of calories per head per day at the
retail level, and the percentage of calories derived from
sources other than roots and flour.

(b) Medical Services and Health: the number of physicians and
of hospital beds per 1,000 of the population.

(c) Housing: the figure for the average of sawn-wood consump-
tion in cubic metres per 1,000 of the population.

(d) Clothing: metric pounds of cotton, wool and rayon
textiles consumed per head.

(e) Education: total school population enrolled at schools,
newsprint consumed per head of the population. (He also
measured leisure in terms of the number of cinemas per
1,000 of the population, but this is not universally
accepted as a sound idea, nor is it universally applicable.)

(f) Transport and Communication: passenger and commercial
vehicles per 1,000 of the population, kilometres of rail-
way track per 100 sg.km. of land, annual freight per head
(ton/mile), and the number of telephones and radios per
1,000 of the population.

Additional indices suggested include the total energy consumed
per head and the number of livestock units per head.

In the U.N. Report on International Definition and Measurement

of Standards anrd lLevels of Living (1954), the idea was to present
the indicators listed by Bennett in absolute and in relative
terms (i.e. showing each activity as a percentage of the indi-
cator, the highest value being expressed as 100). The total of
the relative figures would reveal the level of consumption in
relation to the other states examined.



These indices were further developed in an attempt to quantify
the Basic Needs of the poorest parts of the population. In
Part II under 5.12 I examine this concept in relation to the
identification of a long-term industrial strategy for a
Developing Country.

Other attempts were made in the U.N. Report on the World

Situation, N.Y. 1961, pp. 41 and 48, in which a different pre-
sentation was adopted as indicated in the following Table 3.

TABLE 3: Average Indicators of Economic Development and Standard

of Living in Some Countries.

(classified by Gross National Product per capita)

GNP per capita
in U.S. dollars

by Country Groups a b c d e £ g
I-1IV
I. Above 1,366 3,900 24.9 885 98 3,153 17
II. Between 575-1,000 760 2,710 41.9 944 94 2,944 21
III. " 350-575 431 1,861 56.8 1,724 81 2,920 35
1v. " 200-250 269 536 97.2 3,132 70 2,510 53
v. " 100-200 161 265 131.1 5,185 51 2,240 64
VI. Under 100 72 114 180.0 13,450 29 2,070 74
Key:

(a) Per Capita Gross National Product (G.N.P.) (Average of 1956-8).

(b) Per Capita energy consumption, in kilograms of hard coal equivalent
(average of 1956-8).

(¢) Infant mortality (average of 1956-8) per 1,000 live births.
(a) Inhabitants per physician,

(e) Ratio of those able to read and write from population aged above
15 years, estimate for 1950.

(£) Per Capita food consumption in calories (est.).

(g) Agricultural employment as percentage of total manpower
(males only, estimate for 1956).



Country Groups referred to in Table 3:(1)

Group I EURQPE, NORTH AMERICA, OCEANIA:
Australia, Canada, New Zealand, Sweden,

Switzerland, U.S.A.

Group IT : EUROPE, NORTH AMERICA, OCEANIA:
Belgium, Czechoslovakia, Denmark, Finland, France
West Germany, Netherlands, Norway, Soviet Union,
United Kingdom.
LATIN AMERICA: Venezuela.
ASIA: Israel.

Group III : EUROPE, NORTH AMERICA, OCEANIA:
Austria, East Germany, Hungary, Ireland, Italy, Poland.
LATIN AMERICA:
Argentina, Chile, Cuba, Puerto Rico, Trinidad &
Tobago, Uruguay.
AFRICA: Republic of South Africa.

Group IV : EUROPE, NORTH AMERICA, OCEANIA:
Bulgaria, Greece, Spain, Turkey, Yugoslavia.
LATIN AMERICA: Guyana, Costa Rica, Jamaica,
Mexico, Panama.
ASIA: Malaya, Japan.

EUROPE, NORTH AMERICA, OCEANIA:

Albania, Portugal, Romania.

LATIN AMERICA: Brazil, Columbia, Dominican Republic,
Ecuador, Honduras, Nicaragua, Paraguay, Peru.

AFRICA: Ghana.

ASIA: Ceylon, the Philippines.

Group v

Group VI : LATIN AMERICA: Bolivia.
AFRICA: Congo (Kinshasa).
ASIA: Burma, Cambodia, Taiwan, India, Indonesia,
Laos, Pakistan, Thailand.

(1)50urce: Report on the World Social Situation, U.N., New York, 1961,

pp. 41 and 48,



Evidently, from the above "key" (& Note) it is an almost
impossible task to collect fairly accurate and comparable data
for the same period for all developing countries. Consequently,
the usefulness of compiling all such out-dated information is
doubtful indeed.

1.32 GNP to Define State of Development

The most commonly used indicator of the level of development
is taken from national income data; e.g. measuring GNP per
capita. This convenient measure is widely used. Some of the
limitations are noted in Annex A, others it may be appropriate
to point out here:

(a) Economic Development should refer also to the quality of
life. National income statistics, however, cannot include
all the appropriate elements, particularly the "non-
economic" ones such as the extent and degree of well-
being of society within its political and social frame-
work. Moreover, these statistics tell nothing about
distribution of the output and income and little about
the adequacy of employment opportunities they have
generated.

It is also true that the national income can increase,
without the inhabitants of the country deriving much
direct benefit.(l)

(b) The statistics may not be uniformly accurate and may not
be comparable.

(¢) It is difficult to convert national income data into a
common monetary standard (usually the U.S. $) for comparison,
since exchange rates are themselves arbitrarily and
artificially fixed.

(1)R.s. MacNamara, President of the World Bank, criticised Mexico and Brazil
at the 1972 Santiago U.N. Trade and Development Conference, on the fact
that only a small proportion of the population benefited from high growth
rates.



1.4 PROPOSED DEFINITION

A more useful definition would divide the world into three
groups: the Developed, the Less Developed (LDC s) and the
Developing Countries.

There are some countries, e.g. Brazil, Mexico, South Korea,
Hong Kong, which are industrialising rapidly and therefore could
be classified as LDCs.

There are others, about 60, to include all the countries in
Africa south of the Sahara and the majority of countries in
Latin America and Asia, where the conditions for development
hardly exist at present. This last group could be classified
as "Developing Countries”,

For the purpose of this dissertation I have developed the
following definition by T & E tests based on Annexes A2 and A4,

The definition of a "Developing Country" is therefore a country
where at least 2 of the following 3 situations persist:

(i) the GNP per capita in 1970 U.S.$ is less than $400 per
annum.

(ii) the annual growth rate of GNP per capita is less than
2.0 per cent,

(iii) the population growth rate is more than 2.0 per cent

per annum.

It is the "Developing Countries" with which this dissertation

is concerned.

1.41 The 'Industrial Revolution' and the Developing Countries

The above definition implies that the polarisation between the
Developed and Developing Countries occurred because of the dif-
ference in growth rates per capita. It is also noted that the



phenomenon of the progress of North America, Western Europe and
Japan so far ahead of all other countries, occurred mainly during
the last 125 years (l.1 & 1.2). It is therefore generally
accepted that this phenomenon was, in fact, the 'Industrial

Revolution'.

At the end of the 18th century the 'Industrial Revolution'
manifested itself and it gained momentum in the 19th century.
Its most spectacular results became apparent during the first
half of the 20th century when it finally led to the post-war
economic boom period of the last 25 years.

The Developing Countries were not by-passed in the process of
the 'Industrial Revolution', they simply fulfilled their role
in this new "Imperial" system, namely primary activities.

The small number of 'Centre' countries has been engaged in
manufacturing activities and developed jointly, while the rest
of the world - the 'Periphery' ~ remained stagnant.




SECTION 2. AIMS, PLANS AND REALITY




SECTION 2. AIMS, PLANS AND REALITY

Nehru said: "Real progress must ultimately depend on indus-
trialisation." Indeed, industrialisation is more than an ef-
ficient method to manufacture goods - it is a comprehensive
system of thinking. This is why 'industrialisation' served as

a synonym for progress and development in many newly independent

(1)

Developing Countries.

The pre-occupation of many Developing Countries with industrial
expansion from the 1950s onwards, has led to modest results.

During the 1960s, for example, some of the 21 poorest Developing
Countries recorded on average an annual increase of about 7 per
cent in their manufacturing activity as against an average
increase(gf about 3.75 per cent in their total gross national

product. There was, however, a wide dispersion in the
experience of individual countries.

Some of the poorest countries, because of their extremely low
starting base, experienced an annual increase of 10 per cent
or more in their manufacturing activity, whereas others re-
corded an annual rate of 5 per cent or less.

To summarise the achievements and failures of the industrialisa-
tion effort in the last decades, it is essential to review the
various policies that led to the results obtained. Equally re-
levant is to discuss the development statements of various De-
veloping Countries and to perceive the reasons for the need to
industrialise.

(1)
(2)

For elaboration see 4.5

It can be seen from Table 2 that the change in GNP during the 1960s was
from $74.8 Bn to $108.12 Bn, i.e. an average growth rate of 3.75% p.a.



2.1 INDUSTRIALISATION - PAST EXPERIENCE

The current plans of many Developing Countries project a con-
tinuing industrialisation drive. For the first half of the
1970s these countries have set, on average, a target of an
annual increase of around 10 per cent in their manufacturing
output.

The actual record in this regard since 1970, although short
of this target, shows a significant acceleration over the
average growth rates of the 1960s. Up to the closing months
of 1975, manufacturing output was exceeding the indicative
target of 8 per cent annual increase included in the Inter-
national Development Strategy for the Second United Nations
Development Decade.

Some countries have projected an annual increase of 14 or 15
per cent in their manufacturing production; some others have
as a target an annual increase of only 4 or 5 per cent. By
the end of the 1970s a few Developing Countries expect manu-
facturing to account for a quarter or more of their gross
domestic product; but there are some others in which this
share is still envisaged to remain less than one tenth. Some
are manufacturing consumer goods for the home market as well
as for export; a number are manufacturing capital goods, in
rare cases for export.

According to United Nations estimates, the Developing Countries,
which accounted for less than 7 per cent of world manufacturing
output in 1960, have not increased their share since then.

From 1963 to 1972, the Desveloping Countries' sharc of world
exports of manufactured goods, apart from processed foods,

beverages and tobacco products, barely increased from just

under 6 per cent to just over that figure.



2.2 CONSIDERATION OF INDUSTRIALISATION AIMS

The Pearson Report(l) throws interesting light upon development
targets in relation to industrialisation. It suggests that the
two objectives of increase of GNP rate and decrease of un-
employment may well be incompatable:

"The failure to create meaningful employment is the
most tragic failure of development. All indications
are that underemployment and under-utilisation of
human resources have increased in the 1960s and that
the problem will grow even more serious."

This is true. The target concerned with maximising output
conflicts - in many cases - with that of maximising employment.
In fact, even more fortunate Developing Countries with around
6-8 per cent per year growth in GNP per capita, meet with
rising unemployment.

During the 1950s Venezuela and Jamaica were among those with

an 8 per cent growth rate, yet each in 1960 had a higher level
of unemployment than it had ten years before. Morse(z) has
suggested that 280 million persons will be added to the world's
labour force during the 1970s and that 173 million will be in
Asia, 32 million in Africa and 29 million in Latin America.

Authoritive estimates also state that the total of unemploy-
ment and underemployment in Developing Countries rose from 166
million to 248 million between 1960 and 1970, or from 24.7 per
cent to 29.5 per cent of the labour force (see footnote related
to 3.21).

(l)COmmittee on International Development (Chairman: Iester Pearson)

"partners in Development,” 1969, p.68.
(Z)D.A. Morse: "The World Employment Programme," International Labour Review
(Geneva) Vol. 97, June 1968. See also D. Turnham: "The Employment
Problem in Less Developed Countries," CECD 1970.



These facts must be taken into account in the establishment of
the industrialisation target in any development plan. Technolo-
gical progress will usually result in an increase in product-
ivity per man-hour and this, in turn, gives rise to possibilities
of economising in labour. The pattern of industrial development
shows itself in capital-intensive (and labour-saving) forms so
that the number of available jobs is reduced.

It is now being recognised that there is cohtinuous scope in
many Developing Countries for labour-intensive products to meet
the demands of both domestic and foreign consumers. It is
suggested for instance that necessities may be supplied in the
form of hand-pounded rice rather than machine-milled, or hand-
woven cloth instead of factory-produced, or wooden or brick
houses instead of re-inforced concrete buildings.(l)

However, the creation of such "Intermediate Technologies" or
"new" practices borrowed from the past, requireSmuch time,
scientific and technical sophistication and a good deal of

very expensive expertise which is difficult to organise. These
technologies, if implemented, may, more often than not, reverse
the process of seeking a higher degree of industrial efficiency
and competitiveness, in order to create additional emplcyment
in the short-run.

To emphasise the different approaches to industrialisation,
it is worthwhile taking some actual examples of planning in
Developing Countries and examining briefly the way in which
these efforts fit into the general context.

(1)The late E.F. Schumacher developed this theme during the last decades.

His work "Small is Beautiful," Blond & Briggs, 1973, sums up his efforts
very well,



2.21 India‘%)
The general objectives of Indian Planning are stated to be
strengthening the base of Indian society and rendering

it more resilient, to maximise the utilisation of her own
human and physical resources, remove want and misery and make
human life richer and fuller. In other words, the removal
(at least the reduction) of mass poverty.

The simple target for economic growth is 5.5 per cent per annum.
However, as the Planning Commission reports:

*... a growth-oriented strategy must have woven in
it a series of redistributive measures which in turn
requires planning not only for a high growth rate,
but also for a particular composition of growth
which favours the weaker sections of society."

Part of the strategy involved, therefore, includes creation of
employment opportunities, the development of a programme of
minimum needs, regional development, as well as the official
procurement and distribution of essential commodities. And,
since half of India's national income is generated by agricul-
ture, output from that sector is an important element in growth.

Individual industrial output targets include, specifically,
those for mild steel, and basic inputs such as fertilizers,
cement and electricity. Other priorities emerging from the
massive increase in capital investment also envisaged, are the
adequate production of such consumer goods as sugar, textiles
and drugs, together with basic services such as education,
drinking water, housing and so on.

The motivation of decreased reliance upon imports is also the
reason for the boosting of domestic production of much of the
machinery needed for industrial expansion.

(l)Indian Planning Commission, "Approach to the Fifth Plan," 1973.



2.22 Malaxsia

In Malaysia there is the official "New Economic Policy," the
vehicle of which was recently the Second Malaysia Plan (1971-
1975). The stated objectives here are: the eradication of

poverty in Malaysian society and the elimination of the iden-

tification of race with particular forms of economic activity.

However, the twin objectives are difficult to achieve (being
very much the core of the state's economic and political dis-
putes) and it appears that an overall slower growth rate has

to be accepted in order to raise the level of the rural popula-
tion by allocating to it more resources for communal and
industrial activity.

The actual growth rate established by the Plan was 6.5 per cent
per annum, but this was not achieved in 1971 or 1972. The
decision now is to aim at communal adjustment first and then

at a high growth rate. One often-quoted target is that by
1990, 30 per cent of Malaysia's wealth must be owned by the
Malay community, as compared with the 5 per cent they own at
present.

Industrialisation in the region is subordinated to the social
objectives - for example, any enterprise in Malaysia must have
a work force which reflects the structure of the population at
all levels, yet managers at middle level are hard to recruit
from the Malay community. Industrial location is mainly in
Kuala Lumpur, Penang and Johore, but the Government is seeking
to persuade entrepreneurs to site factories now in predomi-
nantly Malay areas.

Industrialisation began in the early 1960s and the emphasis
was then onimport substitution - mainly for consumer goods.
When opportunities for this form became fewer, the emphasis
changed to export industries (largely dependant upon the area's
cheaper labour). But, despite the fact that industry has grown
at twice the rate of the economy as a whole for some years past,



the industrial employment rate remains at only 8 per cent of
the total labour force and is a major problem. In 1972,
industrial exports accounted for about 10 per cent of total
exports.

2.23 Nigeria

In this country the primary objective of the second National
Development Plan 1970-74 was to achieve a growth rate of 6.6

per cent per annum, with additional aims of redressing the
balance of income distribution and reducing the foreign control
of strategic sectors (mainly industrial and mining). A specific
target figure was established for government investment in both
private and public sectors and several priorities were esta-
blished for agricultural development, transport and manpower
development.

Before the above plan expired, a new plan 1973-77 was launched.
The main features of this new Plan are:

(a) Import-Substitution

The policy of import-substitution pursued since Independence has
earned dividends. It was the main determinant of the high growth
rates recorded in the manufacturing sector.

For a few industrial products like cement, flour and beer, the
process is nearly complete. As the country's manufacturing
consists mostly of the supply of goods to final consumers,
import-substitution brought in its wake a rise in the importa-
tion of raw materials and intermediate and capital goods. The
manufacturing sector has thus became highly dependent on import.

(b) Recognising the Problems

The value added as percentage of gross output in most industries
remains remarkably low. The exceptions are food, beverages and
cement. Imported raw materials are also known to constitute
about 45% of the industrial costs in the country.'



The problem is worse in the metal production industry where value
added is as low as 7%. At present all the stages of metal produc-
tion are undertaken abroad except the final stage of metal fabri-
caticn.

Manufacturing in Nigeria has yet to achieve a high level of inter-
dependence between the different sectors. This low linkage has
serious implications for the structure of industry and employment
as well as for the level of income and foreign exchange earnings.

To achieve a high level of linkage, local production must be
upgraded to embrace intermediate and capital goods for sale
to other industries. Nigerian manufacturers still remain a
perpetual appendage of foreign industrial complexes.

Another problem facing industrial development in Nigeria is the
low level of indigenous ownership and control. This is an un-
satisfactory situation which may lead to future undesirable
economic and political complications, if not reversed now.

The Government believes that the efforts at attracting foreign
investment should proceed simultaneously with the drive for
greater Nigerian participation in production process on mutually
beneficial terms. While welcoming foreigners to invest in the
industrial sector, it is now Governments policy that Nigerians
must have an effective stake in the ownership and management.

(c) Industrial Policy and Objectives

The industrial policy of the Government in the present Development
Plan is intended to check the undesirable trends of previous plans
and lay a solid foundation for long-term steady growth and
development of the industrial sector.

The stated objectives of the new policy could be summed-up as
following:



(i) promote balanced development and fair distribution of
industries in all parts of the country;

(ii) ensure a rapid expansion and diversification of the
industrial sector of the economy;

(iii) increase the incomes realised from manufacturing activity;

(iv) create more employment opportunities;

( v ) promote the establishment of industries which cater for
overseas markets in order to earn foreign exchange;

(vi) continue the programme of import-substitution as well as
raise the level of intermediate and capital goods pro-
duction;

(vii) initiate schemes designed to promote indigenous manpower
development in the industrial sector; and

(vili) raise the proportion of indigenous ownership of industrial

investments.

In pursuance of these objectives, the government has the inten-
tion to lay down priorities from time to time and initiate
positive measures to achieve them. Apart from setting priori-
ties in respect of public-sector programmes, the government
will also endeavour in its investment promotion to give guide-
lines to private-sector investments in priority areas through
appropriate selective incentive measures.

It is clear from the new plan that the authorities recognise
only some of the problems facing the country, but failed to
establish a clear 'strategy' in respect of stimulating invest-
ments and regulating the Ownership complexity. Furthermore,
no clear policy was formulated towards solving the severe
problems of foreign exchange shortage (in spite of important
oil revenue) and no system was introduced to combat the low
added value of the industrial sector.
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SECTION 3. WHY INDUSTRIALISE?

In the majority of '5-year Plans' of a great number of Developing
Countries, the following reasons are given for the need of
Industrialisation:

(a) National Prestige (rarely mentioned as such).

(b) The provision of work for the growing population and/or
for under-employed rural inhabitants.

(c) The raising of the standard of living.

(d) The improvement of the balance of trade position and/or

decreased dependence upon foreign sources of goods and
services.

(e) The creation of a progressive (as opposed to a stationary
or "stagnant") environment through development of inven-

tiveness, technology and modernity of outlook which indus-
trialisation brings in its train.

what about the validity of these reasons:

3.1 NATIONAL PRESTIGE

Several countries are cited by Alan Mountjoy(l)- Yugoslavia,

The Argentine and Egypt. All these had such a reason in the

past. Murray Bryce(z) points out that industry is often wanted

"to show the world that manufacturing is not something that can

(l)Alan B. Mountjoy: "Industrialisation and Underdeveloped Countries,"

Hutchinson University Library, 1963, p.65.
(2)Murray D. Bryce: "Policies and Methods for Industrial Development,"
McGraw Hill series in International Development, 1965, pp. 58-60.



be done only by those who have become rich by doing it in the
past." In such cases, industry represents a "higher form of
economic activity" and so is regarded as "something more worthy
of pursuit by those who aspire to make progress."

However, the sad truth is that the development of 'prestige
projects' will strengthen the vested urban interests and give
rise to a distortion of the internal price structure, to result
in a waste of scarce capital resources (usually in foreign ex-
change as well).

3.2 PROVISION OF WORK

something has already been said about the failure of economic
growth to keep pace with rising unemployment. 1In fact, as

Bauer and Yamey in their standard work point out:(l%the statis-
tical relationship between real income and other indices of
development and the proportion of people engaged in manufacturing
industry, is not as straightforward as is often suggested."

They cite the USA as having a smaller proportion of the occupied
population engaged in manufacture and yet providing a higher
figure in real income per head than the U.K. Even up to 1341,
the level of employment in manufacture in the USA, was below
that of agriculture and yet she has been the richest state for
some decades.

Indeed, experience in the 1950s and 1960s has shown that modern-
isation of agricultural methods (new varieties and improved seeds,
machinery, fertilizers etc.) may well be an effective way of
expanding mass-employment of the rural population.

(l)Bauer and Yamey, "Economics of Underdeveloped Countries," Cambridge
Economic Handbooks, 1960.



3.21 Industrial Wages and Unemployment

Industrialisation, with its higher wages, particularly when
these increase fast, not only disturbsdelicate equilibrium
between labour and capital costs, but directly influences
other wage=-earning causing an overall-reduction in the labour
force and an increase of actual unemployment.

Careful examination of the connection between wage increases

and employment in Kenya and Tanzania has revealed some
interesting facts.(l) From 1958 to 1965 the real wages in
Kenya increased by 75% (as against 50% for the naticnal income),
while employment decreased by 6% during the same period. 1In
Tanzania, wages rose by 17% from 1961 to 1965 and employment

dropped by 6%.

From these facts a model was derived according to which employ-
ment falls by 6% per annum for every l1l5% increase in the
average wage; employment falls by 2.5% when increase in the
average wage is 10%; but emplcyment increases by 5% if the
increase in the average wage is kept to 5%.

The reason for such unfortunate situations is usually the
inability to determine and achieve development goals on one
hand, and the inadequacy of basic political, social and economic
choices on the other.

(1) "Employment in Africa, Part 1: Problems and Politics," International Laboux
Organisation, Geneva; see also O'Herlihy, C. St. J., "Capital/labour
substitution and the developing countries: a problem of measurement,"’
Bulletin of the Oxford Institute of Economics and Statistics, Aug. 1972,
pp. 219-280; King, J.R., "Wages, employment and productivity in Kenya:

a comment," in: Eastern Africa Economic Review, June 1972, pp. 71-74;
Senga, M.W., "Wages, market imperfections and labour absorption in Kenya
manufacturing industries," ibid., June 1973, pp. 55-72; House, W.J.,
"Wages, employment and productivity in Kenya; some further evidence,"
ibid., pp. 73-717.



3.3 RAISING THE STANDARD OF LIVING

The more highly developed countries usually have a significant
proportion of the employed population working in industry,
whereas less developed countries have a much lower one.

There is a link between the extent of industrialisation and
the level of incomes as may be noted from the following table
in respect of Ivory Coast, which is, of course, an extreme

example.

The average annual increase in CFA Francs between 1960 and

1974 was for the GDP - 1l1.6%, Agriculture - 8.0%, Manufacturing -
18.3%, Wholesale & Retail Trade, Hotels and Restaurants - 15.5%.
Tndustrial activity in the Ivory Coast is a trail blazer.

The increase in GDP is directly associated with a decreasing
proportion of Agricultural contribution and an increasing
contribution of Manufacturing. To illustrate this I calculated
a 'least squares' Linear Regression on basis of the figures of
Table 4.



TABLE 4: Ivory Coast, GDP by Kind of Economic Activity.
(in CFA Fr. billion)
Others:
Wholesale & Transport, (Finance,
Retail Trade Storage & Insurance Exchange
Electricity Con~ Hotels & Communi- Real Es- Rate CFA
GDP Agriculture Manufacturing Mining Gas & Water struction Restaurants cation tate, etc,) Fr=US$1l.
% %
1960 142.6 61.2 42 8.7 6 0.9 2.1 6.5 18.4 10.0 12.9 138.4
1965 214.0 83.3 38 24.0 11 1.7 3.9 12.8 27.5 21.0 27.7 165.8
1970 414.9 116.6 40 37.7 9 0.7 4.3 27.7 84.9 31.6 31.3 276.0
1971 439.8 121.1 27 43.5 9 1.3 4.7 33.2 76.9 37.3 37.1 261.20
1972 471.8 125.1 26 71.0 15 1.5 5.7 32.2 79.1 41.7 115.5%* 256.25
1973 566.2 159.2 28 77.9 13 1.8 6.3 34,1 96.0 52.5 138.5 235.40
1974 739.0 193.2 26 107.7 14 1.8 8.9 38.2 159.9 63.6 166.6 222,22
1975 800.0** n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 224,27

* Extra categories included from this year.

*%* Estimate

Source:

Yearbooks of National Accounts Statistics 1974 & 1975, Vol. 1, U.N.;

August 1976 monthly Bulletin of Statistics,

(=Y

UN.




TABLE 5: Ivory Coast - GDP Projections of Economic Actiwvity 1980-1985
(in CFA Fr. billions)

Year GDP Agriculture Manufacturing

Fr.Bn, Fr.Bn, 3 Fr.Bn. %
1974 739 193 26 108 14
1980 1200 250 21 190 le
1985 1600 290 18 *370 23

The conclusion is obvious: Manufacturing enjoys an increasing
share of the national GDP while the vast majority of the popula-
tion is engaged in agricultural activities.

3.31 Agro-Industrial Linkage

past industrialisation record reveals that, in the area of agro-
industrial linkage, the majority of Developing Countries have
peen very slow to accord priority to the manufacture of the
inputs needed for modernising agriculture. On the other hand,
they have put a great deal of efforts to produce high-cost
consumer goods which have remained beyond the reach of the rural

masses.

In the U.N. Monthly Bulletin of Statistics for August 1976 -
abidjan, with its nearly one million inhabitants, and Geneva
were cited as the two most expensive cities in the world.

Industrial wage and salary levels have been allowed to rise very
much beyond the incomes of the rural poor. The expectation of
earning a high industrial wage created a vast migration from the
rural areas to the towns. 2As a result two societies live in
close proximity on totally different standards of living - the

1gubsistence' masses and the salaried few.



3.4 IMPROVEMENT OF THE BALANCE OF TRADE

More often than not, industrialisation policy is put forward in
order to boost exports which are expandiné at a pace which is
less than adequate to sustain required imports of consumer
goods.

when Developing Countries cannot earn enough foreign exchange,
there is always a strong argument for building=-up manufacturing
industry for substitution of imports and stimulating exports on
improved terms, particularly when there is a wish for greater
economic independence.

Until recently the terms of trade for agricultural products
seemed, on the long-term, likely to be less favourable to a
Developing Country than industrial products would be. However,
as Bauer and Yamey b consider, the concept is meaningless as
nover any prolonged period ... the volume and composition of
world trade are likely to change so greatly that any particular

pase (for comparison) loses all significance."

True enough, the commodity boom of the last four years has made
a significant contribution to the Terms of Trade of some
Developing Countries. To what extent the present trend will
be maintained is difficult to predict.

3.41 Import Policies

pDeveloping Countries have been undecided and unclear in their
choices of techniques for giving infant industries the stimulus
they undoubtedly need. For several years many countries, with-
out much regard for the potential size of their internal markets
or capacity for specialisation, tended not only to concentrate
their efforts on import substitution strategies, but chose forms
of protection that were excessive for their needs.

(1 pauer and Yamey: "Economics of Underdeveloped Countries," Cambridge
Economic Handbooks, 1960, pp. 238-9.



Barriers composed of tariffs, administrative measures, exchange
rates and exchange controls have provided the domestic indus-
tries with either exceedingly high, or, in some cases, with
absolute protection.

These barriers have denied domestic producers the stimulus of
competition from imports, encouraged inefficiency, raised costs
and prices to domestic users and yielded unduly excessive
returns to the owners and managers of the protected enter-
prises.

3.42 Export Policies

The same set of policies have prevented other Developed Countries
from exporting manufactured goods competitively. In many of the
Less Developed Countries (LDCs) the remaining feasible room

for import substitution is now narrowly limited. Both Govern-
ments and enterprises are looking more'actively to exports,
either to the world as a whole, or within the frame-work of
cooperative effort at regional economic integration.

Recently, several Less Developed Countries scored successes

in exports of manufactured goods. Some of these have been

closely keyed to particular rapid growing economies of Deve-

loped Countries, especially of Japan; e.g. Taiwan, South Korea
and The Philippines. Some of the LDC's depend on the marketing
networks of the Developed Countries, particularly for manufactured
components.

However, many Developing Countries have unsuccessful export
records, as they have been slow to develop effective market
research, selling and promotional skills,

Finally, the Developing Countries have done little about trade

and economic cooperation among themselves. The general volume

of manufactured goods that Developing Countries import from each
other remains exceedingly low. Several regional economic integra-
tion schemes have faltered or failed, e.g. the East Africa Common

Market.



3.5 CREATION OF A PROGRESSIVE ENVIRONMENT(l)

This sociological motive, although not regarded as a decisive
one, has been researched by various people who indicated that

a planned policy of industrialisation is worthwhile in this
context.(z) Even Australia and Denmark, which are still regarded
as predominantly agricultural, have large industrial sectors

and they are progressive and technologically advanced, so they

do not form exceptions to the general rule that the 'spin-off’
from industrialisation creates the sort of environment which

assists a state of progression.(3)

The American Bryce lists eleven elements of strategy found
to be most effective in mounting a successful national effort
for sound industrial development; in fact, a 'Western' plan-
ning effort. This approach is contested by Gunnar Myrdal's

(4) He regards many past development failures as the

Asian work.
products of planning in terms of Western-oriented solutions
which cannot apply to Asian situations. His point is that eco-
nomists and planners, bent on industrialisation projects and
nurtured in Western traditions, have done a disservice by con-
centrating unduly on economic conditions and by believing that
the necessary (and desirable) changes in structure will auto-

matically follow as per capita income rises.

(l)This type of environment has no relation to issues raised by Western
environmentalists, see footnote of 1.2.
1 ]

(Z)See also Jagdish Bhagwati: "The Economics of Underdeveloped Countries,"
Wworld University Library, 1966, p.l165.

(3)A good deal has been written on this subject but W.W. Rostow, "The Eco-
nomics of Take-off into Sustained Growth," Macmillan/St. Martin's Press
1963, has been the main advocate of this thesis.

-(4)Gunnar Myrdal: "Asian Drama: An Inquiry into the Poverty of Nations,”
vols. I, II & III, N.Y. Pantheon 1968.



3.6 REALITY AND DIVISION - SUMMING UP NOTE

Industrialisation in the Developing Countries has been unsuccess-
ful to date on the employment front. When account is taken of
the size of the industrial base, the size of the labour force

and the rate of labour force growth in most Developing Countries,
it becomes quite clear that in most Developing Countries manu-
facturing can directly provide only a modest fraction of the
needed gains in employment.

At the same time, industrialisation strategies frequently have
failed to realise their employment potentials by neglecting, as
noted in 3.31, to build adequate linkages to agriculture.

One may say that industrialisation has intensified inequalities
in many Developing Countries. In fact, inequalities are a matter
of countries' basic social and political choices. Despite the
importance they accord to re-distribution of income in their
statement of development priorities, many Developing Countries
have not been very persistent in promoting this objective.

In consequence, industrial developments - have provided high
returns to an urban and foreign population (directing the pro-
duction of consumer goods to that market and widening the gap
between city and countryside) - have accentuated the inegali-
tarian tendencies already inherent to the social and pelitical
environment. But in most cases, industrialisation did not by
itself create those tendencies.

Nonetheless, a good number of political leaders in the Third
wWorld developed an ambivalent attitude to the industrialisation
process and are often infatuated with conflicting strategies and
policies borrowed elsewhere. It is the purpose of this disserta-
tion to propose a fresh industrialisation approach, suitable to
overcome the constraints amplified in the foregoing.



PART II. PROPOSED INDUSTRIAL PLANNING APPROACH

"0 my soul, do not aspire to immortal
life, but exhaust the limit of the

posaible."

Pindar Pythian III
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SECTION 4. SETTING THE SCENE

In 1985 the population on this planet will surpass the 4% Bn
mark. Rather less than 1% Bn will live in the Industrialised
Countries. One billion will live in Less Developed Countries
(LDCs) which are now fast industrialising (see 1.4) and the
balance of the world population will live in the Developing
Countries, i.e. the "Poorest."

The appearance of the LDCs on the world market to compete on
the one hand for food, scarce raw materials and, in particular,
for energy and on the other hand offering cheaper manufactured
products, will most probably create world-wide pressures and
structural changes which could be envisaged as follows:

4.1 THE INDUSTRIAL COUNTRIES

The "Richest" countries will shift their manufacturing activities
towards much more sophisticated products aided by much higher
technology. The high added value of these activities will com-
pensate for the higher costs of enerqgy, food and raw materials.
In the vast majority of cases the GDP in real terms will be well

maintained or might even improve.(l)

(1)This view will probably be contested, in the long run, by Daniel Bell:

"Notes on the Post-Industrial Society," Winter & Spring 1967. But other
writers may well agree with my views; especially because no attempt has
been ‘made to speculate about the future beyond the end of the 1980s.



4,2 THE LESS DEVELOPED COUNTRIES

The LDCs will have started to create sufficient industrial
base to sustain a growing GDP and a fair possibility of paying

for the higher costs of food and energy.(l)

4.3 THE DEVELOPING COUNTRIES

In many cases the "Poorest" countries with their newly created
industries, will have to face the growing competition from the
LDCs like Brasil and China. The above trend, combined with a
much dearer import bill due to the increased costs of energy
and capital goods, will cause a continuous deterioration of

the Terms of Trade which consequently will create a foreign
exchange starvation which in turn will lead to a reduced volume
of investment and a stagnation of GDP growth.(z)

In spite of this gloomy scenario it must be stressed that the
success of the Industrialised Countries was mainly due to the
Industrial Revolution (1.41) and that there is nothing to sug-
gest that this process cannot be repeated and perpetuated in
the Third World. There is also no reason why this process can
not be established in Developing Countries in a more efficient
way, i.e. with a better relation between the costs and benefits
than has been achieved in the Industrialised Countries - in

a much shorter time-span.

There is sufficient empirical evidence to show that it was only
a matter of time before the backward areas would be moving for-

1 . . .
(')It is interesting to mention here "Things to Come" by Herman Kahn and

B. Bruce-Briggs, The Hudson Institute 1972, They state that high GNP
growthrate is expected, specially in Japan and other 'Sinic Culture’
areas, Eastern and Southern Europe, Mexico and Brazil - p.41l, and that
this will be caused by industrialisation, pp. 18-19 and 64-65.
(Z)All new investments in a Developing Country need foreign exchange; the
less industrialised the country is, the higher will be the cost - in for-
eign currency - for each venture. The lack of investment-capital is the
basic factor impeding growth in the Developing Countries. See also
"Development Ideas in Historic Perspective," International Economic
Association, Tckyo Congress, 1977.



ward. Once the movement began, it would turn out to be not such
a disadvantage to be a late starter, e.g. Japan.

The emphasis should therefore be on orderly and accelerated
industrialisation to enable the Developing Countries to stay
as close as possible to the countries which have just embarked
on the path of rapid industrialisation (the LDCs).

4.4 THE HONG-KONG AND SINGAPORE CASE

In retrospect one can find to-day many reasons why Hong Kong

or Singapore took off successfully and Burma and Sri Lanka still
struggle with a negative growth figure; thirty years ago one
would have given these last two countries more chance for rapid
development and industrialisation for a set of other valid rea-
sons.

In the view of T. Geiger,(l)

the four essential economic require-
ments for Industrialisation are: "Investment capital, entre-
preneurial and technical skills, trained labour and the ability
to sell in domestic or foreign markets." According to the

author these requirements have been met successfully in Hong

Kong and Singapore.
Without necessarily endorsing all of this opinion, it appears

that this study puts, correctly, a major emphasis on the
qualities and skills of the individual.

4.5 THE PHILOSOPHY OF INDUSTRIALISATION

Change in society starts with the change of the individual.
Industrial discipline, regular and fixed hours of work, as

(l)T. Geiger: "Tales of two City-States," Hong-Kong & Singapore,

National Planning Press, London 1960,



part of a complex system of machines, moving materials and
essential cooperation with fellow-workers, are an experience
which may be a main contributor to the development of the
individual who joins this process. This experience of regular
industrial employment will be effective, mainly, for the bene-
fit of the new generation. A

The children of parents who go to work in an orderly manner,
may have a better chance to become a productive element in the
developing society.

Moreover, the vast majority of the Developing Countries cannot
afford free elementary education. Therefore, regular employment
of one parent in industry (contrary to seasonal agricultural
employment) may help to assure such education.

Industry produces and sells to consumers with rising incomes.
while meeting this growing demand for more (and diversified)
products, industry expands and creates additional consumers
with rising demands.

At the same time, industrialisation allows for more efficient
exploitation of agricultural (and mining) rescurces and there-
fore creates additional income.

Furthermore, industry alone could absorb the rapidly growing
urban labour force. And, most important, industrialisation is
by itself a development system which perpetuates its own pro-
gress.

4.6 THE PHILOSOPHY OF INDUSTRIAL PLANNING

To attain these desiderata and to try to avoid the inability to
set and achieve industrialisation goals because inadequacy of
basic political, social and economic choices as discussed in
Part I, a systematic design should be initiated and maintained.
This design is in fact planning.



Russell L. Ackoff writes in his "A Concept of Corporate Plan-
ning, 1970": "Planning is the design of a desired future and

of effective ways of bringing it about." 1Indeed, the effective
ways of bringing it about are in fact choosing, deciding and
following-up the decisions.

This simulation of the future on paper (which is a relatively
inexpensive practice) may consolidate into an Industrial Deve-
lopment Plan if the following three integrated parts are iden-
tified and adopted:

- Long-Term Development Strategy
- Medium and Short-Term Policies
- Planning and Implementation-Organisation.
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SECTION 5. LONG-TERM STRATEGY

The crucial dilemma facing all Developing Countries is the
allocation of scarce resources as between the short-term
satisfaction of pressing individual needs, and the long-term
social goal of industrialisation as the only means of escape
from the vicious circle of self-perpetuating poverty.

The decisions which determine long-term strategy may be
influenced by all manner of political, economic and philoso-
phical considerations, but fundamentally they tend to fall
into two main categories,

5.1 THE TWO SCHOOLS OF THOUGHT

The extensive literature tends to confirm the assumption that
in fact there are two main schools of thought in respect of
development strategies,

The conventional one is the 'Growth and Industrialisation
Approach', the second one is the 'Basic Needs Approach'.

It may be considered that strategy based on the Marxist or
Soviet model deserves to be characterised as a third school

of thought. However, on examination of the current attempts

at practical application and a study of its theoretical assump-
tions and long-term goals, fundamental similarities with the
Growth and Industrialisation Approach are readily perceived.
Nevertheless, the means by which this method attempts to
achieve its goals, deserves careful study. The weaknesses of
the Soviet model in its applicability to Developing Countries
are:



The system and its philosophy have to be applied in their
entiredy, and many features cannot be considered desirable

to the circumstances in most Developing Countries.

The Soviet model is inward looking in nature, thus requiring
a degree of isolation and self-sufficiency from the outside
world. Except possibly for India (other considerations apart)
no other Developing Country has either the scale or range

of resources to make this feasible.

Since the system is based on total nationalisation of the
means of production, the lack of any industrial base would
appear to make this procedure impractical.

The application of comprehensive planning implies divorcing
the system from the normal market economy with its self
regulating forces, and the imposition of planned quotas,

with a consequent setback to whatever little activity already
exists.

To make this sophisticated system work would require highly
trained cadresof planners and administrators, who are not
available. Import of such experts from abroad might make
the system work, but at the cost of loss of independence.

(1)

5.11 Growth and Industrialisation Approach

GDP growth through capital accumulation has been considered for
a long time as the only objective of the development strategy.

Maximising of GDP implies industrialisation and integration of
the national economy into the world market.

The starting point of this strategy is that the problems of
the Developing Countries are basically the same as the Developed

In J. Thornton's "Economic Analysis of the Soviet Type System,"
Canbridge University Press 1976, one can observe the extreme complexity
and comprehensiveness of the Soviet system - c.f. pp. 100, 102, 106, 107.



Countries had to overcome in the past; the gap between them
is a matter of difference in time as to the starting dates of

(1)

their respective development process.

5.12 Basic Needs Approach

Although GDP per capita has roughly doubled in the Developing
Countries in the past 25 years, development in most countries
has not benefitted the majority of the population, while the

standard of living of the lowest 20 per cent has been reduced
in real terms. This fact, together with the limitations re-

viewed in the Part I, created at the ILO(2) and World Bank(3)
different and sometimes extreme ideas of how to improve the

present unsatisfactory situation.

The Basic Needs Approach may be defined as:

- Directing all available resources to the satisfaction of the
basic needs of the population starting with the poorest
strata.

- Bringing about changes in consumption patterns mainly by
adapting the Gandhian limitation of wants.

- A bias against capital intensive activity with preference
for concentration on small scale activity.

The main contribution of these new ideas is that they challenged
the conventional Growth and Industrialisation Strategy. The
constraints of the Basic Needs Approach are as following:

(l)See e.g. W.W. Rostow: "The Stages of Economic Growth," Cambridge

University Press, London 1960.

(2)I.L.o., Employment Growth and Basic Needs, A One-World Problem, Tripartite

World Conference on Employment, Income Distribution and Social Progress
and the International Division of Labour, Report of the Director General of
the International Labour Office, Geneva, 1976,

(3)Wor1d Bank, Basic Needs: an Issue Paper, Policy Planning and Program
Review Department, March 21, 1977 (internal document).



- 1Identification of these needs may vary widely in the same
country, the more so in a number of countries or regions.
Thus, they are not generally quantifiable and therefore no
targets can be set.

- Average growth rates of some of the poorest countries will
be dramatically further reduced.

- The efforts expended on the poorest strata of the population
will yield low monetary results and prevent a self-sustained
economic solution; consequently the need for outside
assistance will grow and the fragile political structure
of almost all Developing Countries will collapse under this
foreign strain.

Nonetheless, the Basic Needs Approach with its various slogans

n (1) n (2)

such as "Self-Reliance and "Rural Development Strategy

(3)

have shaken the conventional Rostowian "trickle-down" approach
and by this made a valuable contribution.

5.2 THE PRIME STRATEGY (%)

In my attempt to identify the suitable long-term strategy it
is imperative to make two basic observations:

(a) A relatively newly independent Developing Country as such
has no development strategy - it is the ruling elite of
the day who usually adopts a development strategy.

(b) All the Developing Countries acquired, through "blood,
tears, toil and sweat" their "finest hour" - their poli-
tical independence.

(l)"The Arusha Declaration”" (by J. Nyerere), Dar Es Salaam, 1967.

(Z)See also Hauge, Wahidul; Mehta, Niranjan; Rahman, Anisur; Wignaraja, Ponna:
"Towards a Theory of Rural Development," United Nations Asian Development
Institute, December 1975.

(3)Main1y based on works menticned in previous footnotes under 3.5 & S5.1.
(4)The Prime 'Consensus' and Ownership Strategies discussed under 5.3, 5.4 &
5.5 ahead, appear on the lefthandside of Diagram No. 1 (related to 10.3)

to illustrate their integration in the planning process.
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5.21 The Prime Strategy and Political Independence

Only a relatively small number of hamlets in Africa south of the
Sahara have access to suitable drinking water, but all of them
quite certainly possess a national flag to be hoisted on
Independence Day. A hunger-stricken paddy-grower in Bangla-
desh may have consumed his seeds for next year's crop, but

he certainly possesses a colour print of the Officer (Ruler)

of the day.

Political independence is a national asset guarded by the ruling
elite. The mere fact that they fulfil this task, with wvarious
degrees of success, gives them the justification for their
hegemony. To preserve political independence and to maintain

a certain degree of internal stability, it is necessary to

pay for arms, trucks and fuel. This payment is usually made

in foreign exchange. Hence, to preserve their country's in-
dependence (and to keep the ruling elite in the driving-seat)

a steady flow of foreign exchange is needed.

As a result of the above, the prime strategy of any regime
is divided into two main objectives:

(a) to earn enough foreign exchange to maintain its supply
of oil and to purchase the necessary hardware to preserve
the country's external and internal security.

(b) to adopt a Development Strategy which may help them to
remain in power.

5.22 The Prime Strategy and the Ruling Party

oOne should not regard the above motivation as sheer Machiavellism
or Nihilism., If a political group wishes to have a Development
Plan, it needs firstly a Development Strateqgy, secondly a set of
Medium- and Short-Term Policies and thirdly a Planning and
Implementation Organisation.



As long ago as 1961, J.K. Galbraith wrote in "Economic Development
Perspective," U.S. Information Service, that "a Developing

Country without a plan was going nowhere." True enough, a

regime without a Development Plan will go nowhere and will

be toppled.

Hence, a reasonable Development Plan and, within it, an adequate

Industrialisation Plan, is beneficial to the country and, at the
same time, serves the regime as well.(l)

5.3 'CONSENSUS' STRATEGIES

Before discussing various Development Strategies which are
founded on different political and social aspirations, it is
possible to indicate several longer-term strategies which
are surprisingly similar in the wvast majority of Developing
Countries, although totally different in their political and
social philosophies. These five 'Consensus' Strategies are:

(a) Development of new industries, which are based on pro-
cessing of the farmer's output, forestry, fishing and
mining.

(b) Stimulation of indigenous industrial activity in the form

of Industrial Cooperatives and/or Small Scale Industries
(depending on the social philosophy of the regime).

(¢c) Import substitution of consumer goods and export expan-
sion of industrial products if both sets of strategies
save and earn foreign exchange.

(@) Manufacture of building materials in order to try to be
self-sufficient in low-cost housing activities,

(l)A National Plan, as a PR exercise, is even more common in Developed Coun-
tries, see e.g. B.R., Scott: "How practical is National Economic Planning,"
HBR March-April 1978.



(e) The laying of the foundations for the long-term develop-
ment of basic integrated industries.

5.31 Different Priorities and Planners' Task

Some Developing Countries differ slightly on the priorities
they set to above 'Consensus' Strategies.(l) It is, however,
extremely difficult to identify these differences from the
official industrial development statements.

only a few regimes stated their long-term aspirations and goals
(such as the Tanzanian "Arusha Declaration" or the Zambian
"Humanism") although, having done so, it is still very difficult
to distil from these statements guidelines on the general
development strategies, even more so on the Industrial Develop-

meht strategies.

However, the planner has to understand the view of the ruling
party on this complex subject, which is neatly phrased in the
west "redistribution of income and wealth."

In fact, the planner has to identify the regime's approach to
the subject of Sectoral Development, i.e. to what degree is the
Government involved in the process of industrialisation? Which
other sectors should play a part in the industrialisation efforts
and to what extent? Is there a role to play for the local pri-
vate and foreign sector?

(l.)Please see e.g. Industry, Development Plan 1970-1974 Republic of Kenya;
vprogramme for Israel's Industrial Development - Second Outlock 1965-1970,"
Ministry of Commerce and Industry, Jerusalem; Nigeria North-Western
Development Plan 1970-74; Government of Thailand, The Second National
Economic and Social Develcpment Plan 1967-1971, Bangkok; Uganda, Second
Five-Year Plan 1966-71 Work for Progress and many others.



5.4 GOVERNMENT'S ROLE AND OWNERSHIP - A PRAGMATIC APPROACH

The role of the Government in the Developing Countries has been
emphasized a great deal during the 1960s and the 1970s., It
inevitably means the Government is taking responsibility for
the creation of an economic infrastructure, such as water and
power supply, port installations etc. The Government has

also taken responsibility for the social infrastructure,
especially when industrialisation has meant rapid urbanisation.

These new tasks, in addition to the traditional (colonial) ones
of keeping law and order, have increased the importance of

the fact that within the public administration sufficient com-
petence should be available. Good administration is essential
to bring about the smooth acceptance of structural and sectoral
changes which(i?e industrialisation process demands and brings

in its train.

A major handicap for any development is of course political
instability. With the exception of India's elections of March
1977, the common plague of all Developing Countries is the
fact that an orderly change of the Chief Executive, according
a pre-arranged system, is non-existent. Thus periodical
break-down of law and order is one of the disasters which hit
hardest the countries that can least afford this "luxury".

who is to carry out the Industrialisation Programme? Naturally,

the "have-nots" are very much pre-occupied with the problem of
' (2)

“industrial ownership. The emphasis can be on promoting indige-

nous private ownership (Nigeria, Kenya) or parastatal ownership

(l)The lament of Rene Dumont in "L'Afrique Noire est Mal Partie," Edition du
Seuil, Paris, 1962, makes interesting reading on this subject.

(2)The background of many of the Chief Executives of the Developing Countries

was often simple as they were usually not part of the Colionial plutocracy.

sometimes however, in the process of ruling and organising accelerated

economic activity, considerable private financial benefits came their way.



(Tanzania, Burma) or a combination of both (Zambia, Swaziland).
The establishment of Cooperatives and Small Scale Industries
is also a pre-occupation of many politicianms.

The sectors that may play a part in the industrialisation pro-
cess are governmental, parastatal, public including cooperatives,
trade union enterprises, the governing party, local government
etc., and the private sector to include local and foreign
interests.

Thus, accordingly, industries can be roughly divided into four
categories of ownership and control. The balance of ownership
between the different sectors will provide a reliable "spectro-
gram" of the socio-political aspirations of the governing
elite.

5.41 'Wholly' Government Controlled Industries

A number of strategic industries in which the Government (or its
fully-owned parastatal organisation) may own 100 per cent of the
equity, e.g. armaments, electricity and water supply, civil
aviation etc. If, however, Government wholly controls also
banking, insurance, petroleum exploitation and the like, then,
of course, the regime is more orientated to the "left".

5.42 Government Controlled Industries

various important industries in which the Government (or its
appointed agent - a parastatal) may own (or acquires) more
than 50 per cent of the voting and participating shares. This
parastatal may acquire a majority in a number of ventures to
account for the major share of that industrial branch in order
to exercise effective policy contrcl over that industrial
branch.



In a great number of ‘'moderate' Developing Countries industrial
activities such as the production of cigarettes, cement, matches,
beer etc., fall under ownership of the Central Government,

mainly for fiscal reasons, although minority interest may ke
held by local private or foreign interests.

5.43 Partnerships - Joint Ventures

Under this group industries may be listed upon which a large
section of the population depends for its living, or which
provide essential components or materials for other industries.

In such industries Central or Local Government or the co-op
movement etc., may play an important role, although not necessarily
holding a controlling interest.

5.44 'Open' Industries

All other industries could be listed under this group. These
industries are open to all sectors including Government, as
well as local and foreign private investors.

The trend in many Developing Countries is to restrict foreign
ownership to larger ventures or to specific high=-technology
enterprises. Smaller scale industrial activity is usually and
rightly reserved for the indigenous population (see 5.5 below).

If foreign activity is nevertheless exercised on a small scale,
foreign investors may be forced to engage local partners. The
majority of Developing Countries introduced decrees, regulations
or guidelines to restrict foreign ownership on the one hand and
encourage foreign investment on the other.

As a result of these conflicting and improvised policies, the
first half of the 1970s has seen the gradual disappearance of
the private foreign investor-entrepreneur and the increasing
activity of institutional and multinational investors often



backed and fully guaranteed by the Governments of the Industrial-
ised and Developed Countries.

In the context of ownership and before one discusses the deve-
lopment of industrial cooperatives and small scale industries,
it is important to consider the size of plant suitable for a
developing economy.

5.5 SIZE OF PLANTS

Is a small plant preferable to a large one, or vice versa, in a
Developing Country? There is no simple answer to this question.
The advantages of a small plant lie in its flexibility and simple
organisational pattern.

A small plant can adapt itself with relative ease to changing
production conditions and different marketing and capitalisa-
tion procedures. On the other hand, larger plants have advant-
ages due to automated technological processes and to various
savings, per unit produced; in marketing, R&D overhead, quality
control etc.

The disadvantage of small enterprises lies in the fact that
they are not suited to, and incapable of, production in large
series and generate large investments in development of new
products.

Basic and capital goods industries generally require plants of

a minimum order of magnitude. Rational production sometimes de-
mands a certain minimum of equipment and size. In a relatively
small market with a limited purchasing power, smaller plants are
preferable. But, if a new plant is established for serving
mainly overseas markets, then a larger size should be considered.



5.51 Foreign Involvement and Indigenous Management

Two main considerations are often ignored when a decision is
taken on the size of a plant. The first one: is foreign exper-
tise and/or ownership involved? If indeed then one should

take into consideration the simple fact that a small unit
cannot support foreign expertise, high salaries, royalties

and other expected benefits, which accompany foreign involve-

ment.

The second consideration is the severe scarcity of indigenous
managerial talent and know-how. It may be extremely difficult
to find and train a captain of industry and one may have to

be satisfied with a "lieutenant" to take command over a smaller

industrial unit.

5.6 INDUSTRIAL COOPERATIVES

It is common belief among many politicians and leaders of the

(1)

Developing Countries that the establishing of cooperatives

is the ultimate and instant reply to poverty and backwardness.

Unfortunately, the development of a cooperative is a conti-

nuous effort of about 10 to 20 years. In the course of time
cooperatives in every stage of development will be present.

Every such stage has its specific difficulties: social, tech-
nical and financial. Some indications are given as to these
difficulties and the measures needed to assist in their solution.

(l)The setting~-up of Cooperatives in Developing Countries is often assisted
by aid and cooperation programmes from 'Western' countries like Israel,
sweden and Denmark., Paradoxically, the Socialist Countries do not regard
the cooperative ideas as a suitable 'article for export'.



5.61 Social Development

The first requirement for the viability of a cooperative is that
members come to know and to trust one another. Therefore, an
industrial cooperative should start on a small scale (10-15
members) .

The technology and organisational requirements should be uncom-
plicated so that each member can fully understand what his col-
leagues are doing and, as need may be, each member can accom-
plish the task of each other member when it is so decided. This
might even lead to a more or less planned job-rotation, which
in the first years of the cooperative is even desirable because
it fosters mutual confidence.

It is clear that in the course of time some of the members, by
their personality, their ability and understanding will gain an
informal leadership position.

once this informal leadership is tacitly established and the
enterprise has proved to be successful, there will be a
tendency to increase production at the same level of technology,
by accepting more members,

The larger number of members will require automatically a higher
degree of specialisation and the amorphous conglomerate will
crystalise into a simple hierarchy, where some members will
accomplish special tasks, which cannot be done by others.

Although the "specialists" have to be chosen by the members, it
is understood that practically the same persons have to be re-
elected, time and again, for specialised jobs.

when there is a large number of members with real (or imaginary)
leadership gqualifications, clashes will arise, which might in-
duce some to leave the cooperative, to the splitting-up of the
cooperative or, in the worst case, to its liquidation.



In order to avoid this situation, the cooperative should have

a "social consultant" who visits the cooperative frequently,
will be present at "general assemblies" and, as soon as he

sees that a critical situation arises by a "surplus of leader-
ship", will try to find alternative productive jobs, when
possible as initiators of new cooperatives or as re-enforcement
of existing ones which are lacking leadership.

When the "potential leader" is either imaginary or too forceful
for democratic subordination, a place will have to be found

for him in the non-cooperative sector. Once this crisis success-
fully overcome and provided there are further outlets and enough
initiative, a tendency to up-grade the technology will develop.

5.62 Technological Development

In many cases sufficient know-how will not be available within
the cooperative: this can be supplied by a know-how centre (5.7)
for the sub-branch of industry and/or by sending out one or more
members for specialisation. This development will further pola-
rise leadership and the members will have to adept themselves

to "non-egalitarian" democracy.

If this stage is successful, it will lead to a standard of
living of the members higher than the average in the economy
and foster a tendency to "close" the cooperative and to start
to engage hired labour.

Savings will have to be generated, in order to establish a
pasis for outside credit, leading to further expansion and
to a higher level of technology.

5.63 Managerial Development

Higher technology and more complex activity will lead to a stage
where the necessary professional manpower can no longer be found
among the limited number of members of the cooperative and pro-



fessional manpower may have to be engaged from the outside,
usually at a much higher wage level.

This will again lead to a crisis: on the one hand, members will
want to increase income by the extension of the enterprise in
width and depth; on the other hand, they will be reluctant to
hire outsiders at higher wages and be "bossed" by them.

This crisis overcome, the cooperative will start on its final
development stage: the cooperative will remain in name, but in
reality it will be an ordinary enterprise where some of the
workers happen to be 'shareholders'.

At this stage the State will have to decide whether to intervene.
If the venture does not have a monopolistic character, it will
pbe in the same position as any other enterprise. If the venture
has a monopolistic character, the State would have to nationalise
it or keep it under strict control.

Not all cooperatives will reach this final stage. Many of them
will remain stagnant in one of the development stages, depending
on the character and ambition of the members and general economic
and industrial conditions in the country. The more sophisticated
these conditions become, the more the development of a
cooperative to a higher stage will be a question of survival.

5.64 The Cooperative Centre

From the above it will be clear that many acute or semi-chronic
crises will crop up during the development of a cooperative.
Therefore, a "Cooperative Centre" should be set up, which, in
order to gain influence, will not only have to supply "social
services" but also technical, administrative, commercial and
financial services.

- Technical service should, in many cases, be supplied by an
"Industry Centre" (discussed in 5.13 (¢)), in other cases
by the "Cooperative Centre" itself or by engineers associated
with the centre.



- Administrative services should include accountancy and audit.

- Commercial services should include collective buying and
selling.

- Financial services should include the procurement of finance,
sometimes to be guaranteed by the Cooperative Centre.

The "Cooperative Centre" would also have to organise courses
for the education of the "specialists" in the cooperatives.

The "Cooperative Centre" would have the right to levy contri-
butions from the Cooperatives and by these contributions con-
stitute a fund; this fund would serve as a guarantor or pro-
vide collateral for funds provided by financial institutions

or the Government to finance specific projects of the individual
Cooperatives.

The "Cooperative Centre" (as well as the first industrial co-
operatives) would have to be started by the Government on sub-
economical conditions. If, in the course of time, it could be
run cooperatively by its member-cooperatives, is of course a
political question and depends on the general attitude of the
regime towards the cooperative movement.

5.7 SMALL SCALE INDUSTRIES

This type of industrial activity faces, in fact, many of the

same problems as Industrial Cooperatives. For the purpose of
this study, small Industry is defined by direct employment of
10-70 people per project.

5.71 Advantages

- No complicated organisational experience for management is
needed.

- Training ground for the development of managers for medium-
scale industrial units.



- Social assets - greater workers satisfaction.

- Location possibility in smaller population centres and thus
better potential for regionalisation and use of redundant
resources.

5.72 Disadvantages

- It is difficult to supply technical know-how =~ e.g. the pro-
jects are too small to justify employment of fully qualified
professionals.

- It is often difficult to achieve and maintain a high stan-
dard of design and quality.

- The supply of materials is difficult to handle efficiently
on a small scale.

- Small firms are at a disadvantage in marketing, particularly
in export markets.

- 1Initial financing is difficult because of lack of capital
and suitable collateral.

5.73 Industry Centres

The solution to be sought to these problems, particularly for
the first four points mentioned in 5.72 above, will be the
creation of Industry Centres. One should work towards a sit-
uation where specialised centres are in operation to support
various industrial branches, such as: food processing,
textiles and clothing, furniture and wood products, leather
goods, plastic goods, applied ceramics, metal products, electric
products, bicycle and bicycle parts and transport equipment.

These centres should be started with a very small team: a
manager responsible for implementation and a technical special-
ist, initially concentrating on one pilot plant, using that one

as a training-ground for those who will participate in additional

projects in the same branch.



After the first plant is running smoothly, the team should im-
plement the second project and the procedure can be repeated
for subsequent projects. At the same time the Centre may start
to fulfil further functions and to provide the services needed.
At this stage the manager and the technical specialist may be
assigned to set up the next Centre.

At the start, the expenses of such Centres should be paid for
out of public funds, but gradually they should be supported by
the members of the different industrial branches in a way
similar to that by which the cooperatives contribute to their
centre.

pefore we pass on to reviewing the main Medium- and Short-Term
Policies, it is necessary to establish a considered opinion on
the scope and pace of the development of basic and intermediate
industries and the role of the smaller scale industry in this
context.

5.8 THE DEVELOPMENT OF BASIC AND INTERMEDIATE INDUSTRIES

when the process of import substitution for simple manufactured
consumer goods is completed, the domestic growth in demand for
these goods is limited by the rate of growth of the overall eco-
nomy .

Many of the consumer goods industries, created at the first stage,
will produce only a small part of the final product with domestic
materials, using a high proportion of imported materials thus
creating a domestic market for new types of imﬁorts.

Export possibilities are limited because other developing coun-
tries have established similar industries; also, it is these in-
dustries which are most highly protected in the Industrialised
countries. Therefore, when the process of import substitution

of simple consumer and construction goods has been completed,



capital and intermediate goods, used as inputs by the new indus-
tries, will be limited in supply because they must be purchased
abroad and their availability will depend upon export potential.

If a high growth rate is to be sustained, the strategy of in-
dustrial planning should be gradually changed.

5.81 The Pros and Cons

The development of basic, intermediate and capital goods indus-.
tries should receive higher priorities. Against this, certain
counter-arguments are sometimes offered:

(a) the size of the national market is too small.

(b) the level of technology required is high and not yet
available in the country.

(c) capital intensity - especially in foreign exchange - of
these industries is high, which is a drawback in a coun-
try where capital is scarce.

Regarding (a); while there is some merit in the argument of the
size of the market, it must also be recognised that over the
long-term the available market will grow in two directions:

- internally and
- externally because of trade and other regional agreements.

Regarding (b); 1limits placed on industrial development by the
scarcity of technical know-how existed in most industrialised
countries when they began the process of industrialisation.

The reason industrial countries now have the techniques, is
that they acquired them in the process of industrialisation.
The early stages of industrialisation must aim to narrow the
technical gap. This task is not an easy one and will require
systematic effort, especially in technical- and science edu-
cation, over a good number of years.



Regarding (c); although the production of capital goods is it-
self capital intensive, the expansion of such activities will
increase the possibility of new investments in subsequent years,
thus contributing in the future to a solution to the problem

of capital scarcity.

5.82 Accelerated Industrialisation - Constraints and Remedies

The creation of more complex and larger industries will require
greater attention to the nature of inter-industry connections
which will in turn require more systematic long-term planning
than has so far been necessary in most Developing Countries. It
will also be necessary to sell a greater proportion of industrial
output in markets outside the country, to augment the foreign
exchange which will be increasingly allocated to the import of
capital goods and raw materials.

Accelerated industrialisation will usually necessitate the
adoption of increasingly austere policies towards the import
of consumer goods, particularly of the more expensive kind.
But, these austere policies should avoid curbing growth and
economic activity.

It is therefore of great importance to continue the development
of medium and smaller scale industries simultaneously with basic-
and capital goods industries.

tndustrial cooperatives could join forces with the small scale
industries to expand the clothing industry, furniture manufac-
ture, manufacture and repair of household ustensils and small-
scale production of raw materials for other industries.

Small-scale ventures should play an important role in meeting
crucial needs with the minimum use of scarce managerial and
capital resources.



This type of small-scale industries, usually very labour-
intensive, should continuously be developed to narrow the gap
between the desired standard of consumption and the limited
range of consumption goods available.

5.9 CONCLUSION NOTE - LONG-TERM STRATEGY

Almost all Developing Countries - because of poverty, instability
and limited political tradition - need to adopt the 'Prime' and
‘consensus' Strategies.

However, these countries differ a great deal in their long-term
objectives regarding Governments' role and ownership.

The Developing Countries' approach to the Ownership complexity
naturally reflects the political philosophy and allegiance of
the regime towards Communism, Marxism, Fascism or liberalism
(or any other political system).

usually it is more meaningful for the planner to reach a con-
gensus concerning the ownership of a proposed new cement mill,
or on whether a central bakery should be reorganised as a
cooperative, than to try to open a discussion on whether the
road to development is paved with the concepts of Karl Marx
or the ideas of Mao Tse-Tung.

It is of paramount significance that it will be as clear as
possible, to all concerned with the industrialisation efforts,
222_55 doing what; i.e. what are the Sectoral allocations of
the new industries and what are the ownership intentions in

respect of the existing industries.

A pragmatic attempt to translate the long-term political aspira-
tions of the present leadership of an African Developing Country
into a guideline for Sectoral Ownership, was carried out by me

(see Annex B).



Finally, when formulating the long-term industrial strategy

it is imperative not to lose sight of the two major constra;nts
faced by every new nation embarking on its stormy voyage of
industrialisation: the critical foreign exchange shortage

and the acute scarcity of competent and qualified human re-
sources.
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SECTION 6. MEDIUM AND SHORT TERM POLICIES

The longer-term objectives should assist in formulating the
shorter~-term Development Policies and, even more important,
the stating of clear Investment Criteria.

6.1 INDUSTRIAL DEVELOPMENT POLICIES ‘!

These policies are an attempt to translate the 'Prime' and
rconsensus' Strategies, as well as the Ownership objectives,
into various considerations and measures such as:

- 1Integration into the market economy of the West, barter with
the East, cooperation with China or avoidance of all or
some of these measures.,

- Nationalisation and expropriation.
- Taxation consideration for industrial ventures.
- Taxation of the finished industrial products.

- Government supervision and control over all or some industrial
activities.

- Application of industrial activity to combat shanty-towns
or poverty in the rural areas.

- Licensing of foreign investors.
- Acceptance of foreign management and know-how.

- Attitude to Multinationals.

(1) Industrial Development Policies and Investment Criteria (6.2 ahead) appear
on the left hand side of Diagram No. 1.



- Labour or capital intensiveness of new ventures.
- Small or large plants.
- Attitude towards small-scale industry and cooperatives.

- Credit facilities to various sectors and individuals.

6.2 INVESTMENT CRITERIA

These criteria are less subjective than the previously described
Development Policies and therefore less vulnerable to changes of
strategy. Investment criteria are formulated on more objective
data and quantifiable assumptions and therefore have a greater
impact on the industrialisation effort.

Finally, investment criteria deal more with projects than with

ideas.

The desirability of a project for the country has a number of

aspects:

- The impact on the foreign currency position.
- The impact on the national economy.
- Social considerations.

The profitability of a project to an entrepreneur does not
imply necessarily that it is desirable from the point of view
of the country.

Therefore, when a feasibility study has been completed, independently
of the results, further calculations should be made in order to
evaluate the project according to the following criteria before
deciding on its implementation.



6.21 Foreign Currency Position

Nearly all projects need an investment of foreign currency.

Part of their running cost may also include foreign currency
elements, such as materials (imported or exportable), electri-
city, fuel, transport, know-how, interest on foreign loans and
so on. All this has a negative influence on the balance of pay-
ments.

Oon the other hand, the project may reduce the import of desirable
products, or increase exports - these have of course a positive
impact. The project is only justified when the balance in
foreign exchange earning is positive,at least in the long run.

another criterion is the "pay back period" of the original
amount of foreign currency provided directly by the State or
with its guarantee.

The positive balance, earned by the difference between annual
income and expenditure in foreign currency, must cover the
original outlay within a certain period - the shorter the better.
In case of a shortage of foreign currency, this criterion will
pe overriding.

6.22 National Economy Consideration

The values of some outputs are not the same for the enterprise
and for the national economy. Raw materials used, which are paid
for at market prices by the enterprise, may be produced on idle
ljand or by idle manpower - the cost of these raw materials to

the national economy is much less,

The cost to the national economy of semi- or unskilled labour,
which lived before on subsistence level, is only the value of
goods consumed by them on their low level; wages earned over
this level are a net contribution to the economy.

The result can be expressed as a "pay back period" for the capital
invested by the national economy.



Factories with high investments and using imported or export-
able raw materials, will mostly have a long "pay back period";
those with low investments and using un-exportable raw materials,
will have a short "pay back period" and are therefore more
desirable for the national economy.

6.23 Social Considerations

Any government of a Developing Country attributes importance,

in various degrees of preference, to the raising of the per
capita income of the most underdeveloped and the poorest regions.
Since these regions are mainly dominated by the traditional sub-
sistence economy, therefore, by introducing industrial activity,
they will not only narrow the gap between these poor regions

and the more prosperous ones, but also introduce a money-based
economic activity (which does not necessarily imply a capital-
istic market economy) .

The contribution of a new enterprise towards these dual objectives
is by the wages it pays, the regional materials and services it
buys and, in case of local ownership, the profit it earns.

This important activity, of developing the poorest regions of
a Developing Country, deserves special attention before one
examines the application of investment criteria to new projects.
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SECTION 7. REGIONAL ALLOCATION OF INDUSTRIAL PROJECTS

It is, of course, any government's policy to avoid over-
concentration of industrial activity in one area. The need to
create additional 'centres', is often discussed in various
statements of development by many governments. The Second Five
Year Plan of Tanzania is no exception. 1In this section the
translation of the egalitarian concepts formulated in the
Tanzanian Arusha Declaration of February 1967 into a workable
method is described by the writer in the following pages.

The object was to identify new locations for industrial develop-

ment.(l)

7.1 INCOME PER INHABITANT (IPI) AS MAIN CONSIDERATION FOR
REGIONAL ALLOCATION OF PROJECTS

The following Table No. 6 provides the data for 1967; showing
inter alia:

- The Income Per Inhabitant (IPI) of various districts of the
country.

- The population of Town (column 3) and District (col. 4).

- The gap between IPI of the district and average IPI of
Tanzania, which was Shs. 478 per inhabitant (col. 6)

- The extra income needed in order to equalise the IPI of
Tanzania with the IPI of the district (col. 7).

(l)The United Republic of Tanzania - Second Five Year Plan 1969-1974 =
Programme for Industrial Development Part II, pp. 130-137, by M. Peled.



List of Towns and Districts in Tanzania Arranged According to Its IPI.

TABIE 6:

(1) (2) (3) (4) * (5) * - (6) (7)

District Data
Town District Town Population 1Income per Inhabi- IPI Gap Increase in District
Population t000 tant (IPI) Shs. . Shs. Income in order to close
-000 £5)-478 __gap (6)X(4) Mn. shs, __

1. Dar Es Salaam Dar 272.5 273 4,152 + 3,674 -
2. Tanga Tanga 60.9 -258 1,186 + 708 -
3. Arusha Arusha 32.3 208 934 + 456 -
4. Pangani Pangani 3.0 28 767 + 289 -
5. Moshi Kilimanjaro 27.0 501 746 + 268 -
6. Shinyanga Shinyanga 4.7 321 680 + 202 -
7. Mwanza Mwanza 34.9 271 673 + 195 -
8. Korogwe Korogwe 6.8 140 630 + 152 -
9. Tabora Tabora 21.0 193 613 + 135 -
10. Mtwara Mtwara 20.4 135 512 + 34 -
11l. Kigoma Kigoma 21.4 130 495 + 17 -
12. Morogoro Morogoro 25.3 316 482 + 4 -
13. Kilosa } Kilosa 4.5 193 428 - 50 9.7
14. Kimamba 1.9
15. Iringa Iringa 21.9 254 404 - 74 18.8
16. Bukoba Bukoba 8.2 383 403 - 75 28.7
17. Mbeya Mbeya 12.5 191 397 - 8l 15.5
18. Musoma Musoma 15.4 351 395 - 83 29.1
19. Dodoma Dodoma 23,6 321 350 - 128 41.1
20, Nansio Ukerewe 3.6 109 349 - 129 14.1
21, Bagamoyo Bagamoyo 5.1 116 338 - 140 16.2
22, Lindi Lindi 13.4 237 332 - 146 34.6
23. Chunya Chunya 2.4 54 317 - 16l 8.7
24. Lushoto Lushoto 1.8 220 300 - 178 39.2
25. Songea Songea 5.4 152 294 - 184 30.0
26. Tukuyu Rungwe 4.1 359 269 - 209 75.0
27. Singida Singida 9.5 192 254 - 224 43.0
28. Nachingwea Nachingwea 4.1 81 247 - 231 18.7
29. Mpwapwa Mpwapwa 2.4 175 237 - 241 42.2
30. Kahama Kahama 3.4 137 235 - 243 33.3
31l. Kondoa Kondoa 4,5 212 201 - 2717 58.7

TOTAL 677.9 6,511 556.6

*#Source: District Data 1967, Ministry of Economic Affairs and Development Planning, Dar Es Salaam, 11/68.
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7.11 Kilosa District Example

Kilosa has a population of 193,000 (col. 4). The income in
this District in 1967 was Shs. 82.6 Mn. The income per inhabi-
tant (IPI) was therefore Shs. 428.~- p.a., or Shs. 50.~ below
the average IPI of Tanzania, in that year Shs. 478.-.

The objective was to increase the IPI of Kilosa District in

order to reach at least the average IPI of the country as a

whole. This means, in fact, that an additional Shs. 50.- of
income per inhabitant, multiplied by the number of people in
the District was needed to bridge the gap. In Kilosa's case
it was Shs. 9.7 Mn. (col. 7).

From the above Table 6 it can be seen that in 12 districts out
of 30, covering Mn 2.8 population, the local IPI exceeds the
national average, but in 18 others, the local IPI is lower than
the national average.

Extra income needed to equalize the IPI in these districts

gsums up to Shs. 560 Mn. Since the contribution of industry to
Gross Domestic Product is about Shs. 4,000 per job, and because
every new industrial job creates in Tanzania 1.8 additional
jobs, it means in fact that about 50,000 additional industrial
jobs are needed to narrow the IPI gap in the country.

7.12 IPI and Town Population

The following graph gives the relation between the IPI in the
district and the population of the major town of the district.

It can be seen that the bigger the population of the major town -
the bigger is the IPI in its district or vice versa: the bigger
the IPL of the district, the bigger is the population of the

major town.



The relation between IPI and town population.
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It may also be true that there exists a mutual influence: the
town contributes to the trade and economic development of the
district and the district development encourages more urbanisa-
tion, resulting in an additional increase in the IPI of the
whole district.

It further appears that towns of more than 10,000 inhabitants
and low IPI as: Dodoma, Iringa, Musoma, Mbeya, Morogoro, Lindi,
Bukoba, should receive priority when industrial investments are

considered.

7.13 Industrial Centres

However, development has to be concentrated, because only by
concentrating the necessary infrastructure: industrial estate,
road transport, electricity, water supply, workers settlements,
repair shops - will be successful. To the above one need to

add the availability of professionals, such as doctors, engineers,



accountants, educational facilities and so on. Accordingly,
in the Tanzanian Plan, preference was given to towns with over
10,000 inhabitants and with an under-average IPI,

Finally, the development to take place in the District Towns
will also influence the outlying districts. In the second
round, the out-lying districts should be tackled, assisted by
the facilities already existing in the District Town. Addi-
tional reading on Tanzania's case can be found in Annex C.

7.2 ASSISTANCE TO RURAL INDUSTRY

To establish an industrial venture in a rural area is usually
an expensive exercise which often requires a great deal of
assistance. A "virtual subsidy" for the enterprise can be
calculated as a percentage of the increase in regional income.
The larger the gap in the IPI, the larger the subsidy should
be.

The following is an attempt to translate the "virtual subsidy"
into "real terms", fully or partially or not at all as the case
may be (a normal feasibility study should reveal whether the
regional location of a new plant gives a positive result, or
not, from the enterprise point of view).

These real subsidies can be divided into two categories:

- General subsidies
- Ad hoc subsidies (special).

7.21 General Subsidies

The cost of many industrial inputs is higher in remote regions
than in the central ones, owing to the high cost of transport.
The most important of these inputs are:



- Fuel

- Cement

- Building iron

- Transport of machinery equipment for investment purposes.

For the first three items transport equalisation funds should
be considered. These funds should get their income from a

levy on these products, which should be used to equalise trans-
port costs to the regions.

Equalisation of prices for fuel, cement and building-iron
should be regarded only as a general subsidy to promote in-
dustrial investments. Relatively lower prices in the regions
for the above inputs will provide assistance in building and
other economic activities to a population which could not af-
ford it before.

As far as the transport cost of machinery and equipment is
concerned, a fixed subsidy should be worked out on a percentage
pasis of the value of the machinery, varying from region to

region.

7.22 Ad hoc Subsidies

These special subsidies could be granted in different forms:

- A soft loan or grant, as a participation in investment or as
a Training and Running-in loan. For a detailed example of
how such an ad hoc subsidy was introduced by me in Tanzania,
and its subsequent mode of operation, see Annex D.

- Loans for investment and (or) working capital at reduced
interest, or repayable over extended periods.

- A subsidy on running expenses, calculated as a percentage
of the factory's annual real contribution to the regional
economy (wages, local materials, etc.) The annual basis of
such subsidy can usually be determined from the audited
annual report, used for income tax purposes.



The rules for regional subsidies, as well as for the effective
rates, should be revised from time to time, mainly in accord-
ance with the reduction in the Income Per Inhabitant (IPI) gap.
The same Rules Committee referred to below could be in charge
of this matter as well,

Finally, industrial development in the rural areas must be
zoned, because only by concentrating the necessary infra-
structure as roads, electricity, water supply, workers housing,
repair shops etc., has industrial development a chance to be
successful and competitive. Therefore, some new industrial
centres will be given priority over others.

One of the prime tasks of the planners is to consider and
decide upon the establishing of such centres, to select the
suitable industries, create for them the necessary conditions
and coordinate all the various activities that are related to
such a new centre and follow-up its implementation.
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SECTION 8. PROJECT EVALUATION

It will be clear from the foregoing that the project evaluation
will have to be based on a number of data. Naturally, the data
themselves will change from time to time in accordance with
economic changes in the country. The evaluations must there-
fore be made on the basis of the actual situation of the eco-
nomy and its expected evolution.

8.1 TASKS OF RULES COMMITTEE

To review the situation regularly, a high-level Rule Committee
should be appointed to establish the necessary data and to
draft rules for the evaluation of projects. Such a Committee
will have to consider e.gq.:

8.11 Prices

Exportable raw materials have to be adapted from time to time
to the real market prices or to prices foreseen in the future.
For an unexportable raw material, the cost of production to the
national economy should be fixed according to prevailing cir-
cumstances.

8.12 Subsistence Farmers

If an agricultural commodity produced by subsistence farmers is
to be used as raw material, without supplementary labour and by
use of idle land - the production cost to the national economy
is very small. If, on the other hand, in order to produce the
guantities needegd, extensive land-reclamation and irrigation
works are necessary, the cost of this commodity to the national

economy will be much higher.



8.13 Exportables

Commodities, which are today on the "exportable" 1list, may in
the future become "non-exportable" and vice-versa.

8.14 By-Products

By-products, being produced by another industry, unusable today
and having thus a very low cost to the national economy, may,
by increased consumption, become scarce and will have to be
produced intentionally.

8.15 Interest Rates

Rates of interest in foreign currency, payable by the State,
may change from time to time.

8.16 Transport and Utilities

some rates for services (e.g. rail-transport) include a great
deal of fixed costs. The cost to the national economy is the
marginal cost only (in the case of rail-transport about 20-25%
of the rate charged to the enterprise).

8.17 Manpower Costs

Labour cost should be based on the actual employment situation
in the country, e.g. Tanzania (1970L(l)

The following Table 7 illustrates the percentage of wages
"charged" to the National Economy and to the Foreign Currency
position of the country.

(1) Tanzania - Programme for Industrial Development 1969-1974, Part I, p.59.
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TABLE 7: Manpower Costs of Different Categories (Tanzania).

Percentage of Wage

Charged on Charged on

Category of Labour National Economy | Foreign Currency

Unskilled & semi-skilled 25% 10%
Skilled 100% 20%
Managerial 100% ' 40%
Expatriate 65% 35%

* Unskilled and semi-skilled.
Under-employed unskilled and semi-skilled manpower, when not
gainfully employed in industry, will work in "subsistence jobs"
where their contribution to the national income will be about
25% of the wage they may earn in industry. However, when
employed by industry, they will consume about 10% of their
wages on goods and services wholly or partly paid for in
foreign exchange.

* gkilled and Managerial.
There is usually an acute shortage of skilled and managerial
personnel; accordingly, when not employed in one industry, they
will find alternative employment in other industries or other
branches of the economy.

* Expatriates.
They will contribute to the economy their consumption of local
goods, services and taxes. The remainder will be spent on
imported goods and on take-home pay in foreign currency.



8;2 APPLICATION OF INVESTMENT CRITERIA

The starting point is, of course, the feasibility study from
the point of view of the enterprise. Investments, annual in-
come and expenditure have to be specified according to normal
practice.(l) From the feasibility study it will be possible to
derive the necessary data from the point of view of the national
economy and the foreign currency position.

The above data will enable the planner to calculate a number of
ratios for the national economy such as: Investment to annual
balance of income and expenditure and the same for the foreign
exchange position, total investment per job and investment in
foreign exchange per job.

other ratios and criteria may be developed from additional
social considerations and according the prevailing circumstances.
However, one should note that ratios by themselves are no
criteria; they become criteria when they are compared with

a standard, an average of the industrial plan, the branch or
sub-branch of industry or with other projects.

Accordingly, the importance attributed to a ratio at a certain
moment (or in a future period) and their comparison will result
in a ranking of the projects.

Having evaluated and ranked the projects, it will emerge that
they will be concentrated in a selected number of branches
(1f, of course, the evaluation has been conducted according
correct rules). These industrial branches will be the most
promising for the country and those in which it has, or will
have in the future, a relative advantage.

To illustrate the method by which the Investment Criteria are
applied to a specific project, I provide a summary of the
relevant chapter of a Feasibility Report on a Pharmaceut ical
Industry at Ibadan, Nigeria, conducted by me in 1972,

(l)Annex E, was prepared by me as a specific guideline for
Feasibility Studies for Developing Countries.



TABLE 8: Projected Data. Pharmaceutical Industxry - Nigeria
(Average Year 1976/77 in £N'000)
1, Employment Local: 70 Foreign: - Total: 70
2. Investment Foreign Local Total
currency currency
2.1 Assets:
Site - 4.5 4,5
Building & Civil
Engineering 18,9 48.6 67.5
Machinery &
Equipment 136.8 24.2 161.0
Start Up Costs 8.0 12.0 20.0
Techno-Economic
Management Services 13,0 176.7 3.0 92.3 16.0 269.0
2.2 Financed by:
Foreign Shareholders 54.0 - 54,0
Foreign loans 149.0 203.0 - 149.0
Local Shareholders - - 66.0 66.0 66.0 269,0
2.3 Working Capital - - 100.0 100.0 100.0
2.4 Total Capital
Employed 203.0 166.0 369.0
3. Turnover:
3.1 Sales 500.0
3,2 Import Substitution 400.0
Notes:
Site - 100% local currency.

Building and Civil

Engineering

Machinery & Equipment

Start-up costs and -
cash surplus

Techno-Economic and -
Management Services

Import substitution -

Total amount less professional fees and 25%
local currency.

Total amount less duties, clearing and part of
transport plus local labour, equal to about 15%
local currency.

Half of the contingencies in foreign currency,
plus 30% of training and trials.

80% of above services are provided against
foreign currency.

The average wholesale price for pharmaceutical
products in Nigeria is about 25% higher than in
the Netherlands. See App. 5: Market Sample Survey.



TABLIE 9: Projected Income and Expenditure, Pharmaceutical Industry - Nigeria
(Average Year 1976/77 in £N'000)
The Foreign National
Enterprise Exchange Economy
1. Staff & Labour Costs
Local 45.5
Foreign 45.5 9.9 24.7
2. Factory Expenses &
Utilities
Local 127.0
Foreign 207.0 334.0 207.0 272.0
3. Overheads
local 14.5
Foreign 4.0 18.5 5.5 13.8
4. Interest Working
Capital
Local 7.5 7.5 6.5
5. Loan repayment &
Interest
Foreign 21.2 21,2 21.2 21.2
6. Dividend to Share-
holders and other
Expenditure
Local 7.7
Foreign (after tax) 2.7 10.4 2.7 2.7
7. Total Expenditure 437.1 246.3 340.9
8. Total Income 500.0 400.0 400.0
9. Net Cash Flow
before tax 62.9 153.7 59.1




8.21 The Ratios and Criteria

(a)

(b)

(¢)

"Pay back periods":

Investment (without working capital) _
Balance of income & expenditure

(1) for foreign exchange %;%L; = 1.15
(2) for national economy Eg%;% = 4,55

Cost per job,Nigerian Pounds:

Capital Employed _
Jobs created

(3) Cost per job in foreign exchange 322%%29 = £N 2900.~
. . - 369,000 _
(4) Cost per job for the National "'%6“ = £N 5270.-

Economy

The annual saving of foreign exchange is impressive in the
Pharmaceutical Industry and therefore the ratio (l) is very
favourable. Although the project has a high degree of
sophistication,its "pay back period" for the national
economy (2) is relatively short. The cost per job in
foreign exchange is low (3), however, the need to utilize
premises of high standard increased the cost per job in
relation to the total amount of capital employed (4).

The Internal Rate of Return.

This criterion has been employed to evaluate the viability
of the proposed plant.

The inflow and outflow have been discounted to present values
at a rate of 16%.

At that rate the stream of inflow equals the stream of out-
flow (a small positive value remains of EN 3,000).

This internal rate of return of 16% has been achieved after
taking into account the renewal of the equipment every 8
years (as per depreciation Table 3.71).



TABLE 10: Internal Rate of Return - Nigeria

(EN'000)
Year 1973/74 74775 75/76 76/77 17/78 78/79 79/80 80/81 81/82 82/83 83/84 84/85 85/86 86/87 87/88 88/89 89/90 90/91 91/92 92/93
J
tal
:gles 250.0 350.0 425.0 500.0 500.0 500.0 500.0 500.0 500.0 500.0 500.0 500.0 500.0 500.0 500.0 500.0 500.0 500.0 500.0 500.0
Investments:
Site 4.5
Building &
Civil Eng. 67.5
Machinery & |
Equipment 161.0 161.0 l61.0
Start-up 20.0
Techno-
Economic 16.0
Total
Annual 323.0 326.0 371.0 416.0 416.0 416.0 416.0 416.0 416.0 416.0 416.0 416.0 416.0 416.0 416.0 416.0 416.0 416.0 416.0 416.0

§§Egpditure 1
Balance(z) (342.0) 24.0 54.0 84.0 84.0 84.0 84.0 (77.0) 84.0 84.0 84.0 84.0 84.0 84.0 84.0 (77.0) 84.0 84.0 84.0 84.0

Discounted
Cash flow (294.8) 19.3 34.6 46.4 39.0 34.5 29,7 (23.5) 22.1 19.0 16.4 14.1 12.0 10.5 9.1 (7.2) 6.7 5.8 5.0 4.3

at l6%

(3)

Nett Worth 3.0

(1) Including interest, excluding depreciation, para. 6.2. plus £N 30,820.-

(2) Before taxes.
i
(3) Positive value of the balance of the DCF at 16%.

66




- 100 -

SECTION 9. PROTECTION POLICY
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SECTION 9. PROTECTION POLICY

After the project has been evaluated from the point of enter-
prise, the national economy and the foreign exchange position,
it happens often that it cannot be implemented because the
country has adopted, or inherited, an unsatisfactory protection
policy.

Moreover, it is a well recognised fact that industrial planning
can only be truly effective under two conditions:(l)

- Growing demand for manufactured goods
- Effective protection policies.

A larger scale implementation of industrial projects cannot
start before a coherent protection policy has been established.
protection and its various implications, as reviewed below, have
always an immediate bearing on the degree and effectiveness of
the industrialisation process.

protection policy is exercised in three ways:

- Protection by import duties.
- Protection by administrative measures.
- A combination of both.

(I)J.A. MacArthur & B.R. Scott: "Industrial Planning in France," Boston 1969,
state that these two conditions were the most important ones for organising
the industrial planning in France immediately after World War II.
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9.1 PROTECTION BY IMPORT DUTIES

9.11 Infant Industries

Developing Countries started late with their industrialisation,
Protection is therefore necessary to give local producers time
to root and establish themselves against foreign competition.
The assumption is that the factories will become progressively
more viable as time goes on and will gradually improve the
cost, quality and reputation of their products.

As efficiency improves, the burden placed on the consumer
through protection should be reduced as a further stimulus to
improve efficiency by both public and private industries. Of
course, the industrialist will himself always favour the high-
est possible level of protection, but the government has a
responsibility towards the consumers to ensure that an ever-
increasing level of industrial efficiency will benefit them
in the form of declining consumer prices.

9.12 Home Base for Export Industries

where tariffs on imports of manufactured goods are the rule
throughout the world, the viability of export may depend on
achieving higher than normal returns in the home market in

order to be able to price exports at a level where they can
slip under other countries' tariff barriers.

Moreover, export markets are often uncertain and may fluctuate
markedly in line with world economic conditions. The need for

a protected home base, in these circumstances, is especially
important for the more capital-intensive industries. Thus, there
is a limit to how far tariffs and other protective measures can
be reduced from the initial level.
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9.13 Strategic Industries

To create and maintain capacity to produce essential goods of
strategic importance is, in many countries, an important reason
for protection. The level of protection given . depends on the
balance struck between strategic safequards and the cost to
consumers (e.g. the food industry, farm produce).

9.14 Optimizing of Local Content

In some cases it may be possible to establish industries with-
out protection, only on condition that they obtain virtually
all their inputs from abroad. Local substitutes for these in-
puts may be available, but they may be more expensive, or in
other respects uncompetitive.

protection may therefore be given to the firm concerned in
order to enable it to purchase local goods which it would not
otherwise have been able to afford. In such cases steps have
to be taken to ensure that the firm in question, in fact, uti-
lises local sources of supply.

9.15 Raising Revenue

Import duties are not solely protective; they may be imposed
in order to raise revenue. The less developed the country is,
the greater role import duties play in contributing to the
government budget.

Ssometimes it may occur that the loss to the treasury of high
import duties on goods to be substituted by local production
(or export duties cn raw materials being consumed locally), is
not compensated for by the taxes levied on the wages earned in
the factory or other direct and indirect taxes. This situation
is not common.
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9.16 Other Issues

- Fixing the rate. This involves both technical problems and

issues of principle. As far as the latter are concerned, the
question is how far is one prepared to go in putting up the
costs to the consumers for the sake of additional output.

The actual rate of duty on the gross value of imports is
merely an indication of the costs of protection to the
customers. To get the real benefit to the economy, it is
necessary to weigh this rate against the resulting local
value added. The Government's increasing concern is always
to ensure that the protected goods contain a high propor-
tion of genuine local production.

- Flexibility. Where industrialisation is just starting, as is
the case in the vast majority of the Developing Countries,
tariffs, inherited from the colonial powers, quickly become

anomalous as far as protection is concerned. Priority must
be given to the creation of the efficient mechanism, through
customs refunds and tariff changes, to correct such anomalies.

- Transfer-tax system. This is another protective tool used
by many Developing Countries. The taxes are usually imposed
in two instances: (a) on sectors of foreign ownership and/or
(b) when other international agreements prohibit the levy of
normal duties.

- Government Purchasing Policy. Many government imports are
exempted from customs duties and transfer taxes. Thus, as
things stand in many Developing Countries, local producers
get no protection in the government market, unless special
ad hoc preference is given.

- Customs Refunds. These may apply to specific raw materials
used by particular firms, e.g. raw materials used to make
goods for export and/or local industrial products which are
being used as materials in export-industries. A simplified
method of obtaining such refunds is a prerequisite to stimu-
lating exports.
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9.2 PROTECTION BY ADMINISTRATIVE MEASURES

These measures are a result of shortage of foreign exchange.
The import licensing system provides manufacturers with a
virtually impregnable defence against competing imports and
also leaves it to them to decide how much of the market they
want to serve.

This is not a situation likely to encourage the fastest possi-
ble growth of industry. Nor is it likely to ensure that indus-
trialisation is as consistent as possible with the interest of
the consumers. This form of protection should be phased out as
soon as possible.

There are of course good grounds for the use of import restric-
tions in order to give protection policy a greater degree of
flexibility. One can e.g. impose them without consulting GATT.

The role of these administrative measures will be as follows:

(a) To give protection over and above the tariff to industries
in their infant stage, e.g. to help overcome brand pre-
ference.

(b) To protect local industry where tariff is quite clearly
inadequate and it is difficult to get agreement to raise it.

(c) To combat dumping.

(d) To provide temporary protection while bargaining on tariffs
is going on.

wherever import licensing is imposed, it should be done in terms
of an annual quota rather than by a total ban.

Quota restrictions should therefore be envisaged as a temporary
measure. For many items it should be possible to establish a
definite time-table to bring the quota-protected firms to the
point where they can rely on the tariff alone.
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Once a target date for a certain degree of liberalisation of
import is established, one can be flexible in determining, in
consultation with the firm concerned, whether liberalisation
should be gradual or total at the end of the agreed period.

The object of liberalisation of imports is not to bring about
substantial and sustained imports at the expense of local
producers. It is to throw more of the onus on the local indus-
try to maintain and improve its market share and force it to
defend its position by increasing its efficiency.
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SECTION 10. THE PLANNING PROCESS




- 108 -

SECTION 10. THE PLANNING PROCESS

In the process of planning, the long-term strategies and the
medium and short-term policies are broken down into their rele-
vant development policies and investment criteria.

Naturally, the two questions to be asked are: Could the above
policies and criteria guide the planner in formulating an
industrial development plan which is synchronized with the basic
desires and aspirations of a specific Developing Country? What
are the main characteristics of such an industrial development
plan?

10.1 THE PLAN OF ACTION

A National Industrial Plan is a plan of action for accelerated
and orderly industrialisation with defined and visible tar-
gets. Such plan of action should answer four basic questions
(the same questions which are answered by a well-prepared pro-
ject): what, where, by whom (how) and when to produce.

10.11 What?

The first requirement of the plan is to have an adequate number
of projects studied in sufficient detail. It is very likely that
the projects will represent products related to the five 'con-
sensus' strategies mentioned in 5.3. Furthermore, if the scope
of operation is not determined by physical or ownership con-
straints, it may well be that the protection considerations
indicated in Section 9 will play a decisive role.
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10.12 Where?

The location for each project in the plan must be selected.

A properly conducted feasibility study will provide enough
information to determine the suitable location(s). Since

this issue has always an internal political implication, it is
important that the social considerations (6.23) and the true
costs of allocation of projects are adequately discussed
(Section 7).

10.13 By Whom?

Each project in the plan should specify its ownership and
implementation body. This important consideration, which has
a direct bearing on various Development Policies with profound
national and international implications, should be handled in
the pragmatic manner discussed in 5.4.

10.14 Wwhen?

The individual projects of the plan, as well as the plan as a
whole, should be scheduled within time limits. "Planning"
without the element of time is meaningless. The ranking of
projects, from the country's viewpoint, as discussed in 8.2
will provide the degree of implementation priority for each
of them.

10.2 THE INDUSTRIAL PROGRAMME

A national industrial plan - as part of an overall national
development plan - is always based on some general assumptions
concerning consumption forecasts, financial resources, avail-
ability of skilled manpower and technological and economic pos-
sibilities and opportunities. These assumptions are never
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accurate and will change in the course of time. The industrial
plan should, therefore, never be a precise and rigid one which

calls for strict fulfilment. It must be a flexible plan which

can cope with ever-changing situations.

The plan is, in fact, an extensive list of projects selected
in accordance with the country's development policies and
evaluated by a clear set of specific industrial investment
criteria.

To arrive at such an extensive list, an Industrial Planning
Department should be organised to research and study a consider-
able stock of investment opportunities and projects which is
much larger than the country could possibly implement within

the plan period (say, within 5 years). This extended stock
will enable the planners to have a real choice and a continuous
supply of readily available alternatives.

A list of projects, ranked according to their desirability
to the country - whereby the most promising ones must be imple-
mented first - is the Industrial Programme.

Finally, a word of caution. A very serious handicap for intro-
ducing an effective industrial plan, is the difficulty and cost
of obtaining competent national data and reliable and objective
information on various techni??% and economic aspects of the

To

able project and plan implementation machinery is a pre-requisite. p

proposed industrial projects. overcome this handicap, a suit-

(l)“... the suppliers of equipment are providing all the above mentioned skills
and often together with market surveys and sales forecasts as well as ...
sources ... and prices of raw materials. They usually decide on the price
at which the new enterprise will sell its products and consequently mobi-
lize the local 'implementation body' ... to lobby for sky-rocketing tariff
protection ..." (from Eco. Com.of the Cabinet, Paper no. 4 of 1970 -
Tanzania.)
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10.3 PROJECT AND PROGRAMME IMPLEMENTATION

Without repeating what is clearly demonstrated in Diagram No. 1,

'From Policy to Production', it is important to amplify the
logical path of setting up a new factory and the integration
of this process in the overall industrial planning. Therefore,
not all aspects of project implementation are reviewed, but
only those which are unique to a Developing Country and which
have a direct bearing on the tasks and functions of the Indus-
trial Planning Department.

The implementation of an industrial project is divided into
five distinct stages:

- Pre-feasibility

- PFeasibility

- Pre-implementation, detailed planning and design

- Erection of the plant and mobilisation of personnel
- Start-up and production.

10.31 Pre-feasibility

The Pre-feasibility study is the birth-stage of the individual
project and an equally important task of the industrial planning
organisation.

In 10.52 the pre~feasibility unit and its specific function of
feeding the industrial programme with projects that will, primarily,
comply with the country's investment criteria, are described.

However, in many Developing Countries where a large enterprising
middle-class is active (e.g. Pakistan, Nigeria) many smaller
projects are implemented without any significant investment in
foreign exchange or central or local government assistance.

Such projects are realised because they are feasible from the
entrepreneur's point of view (and will usually show very favour-
able results when evaluated according to the country's investment
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criteria). Nonetheless, if a consistent planning procedure is
adopted, a system of reporting (or licensing) should be intro-
duced through which the Data-Unit (10.51) will be informed.
Such projects could then be repeated or extended.

A Pre-feasibility study will usually include:

- Quantities, prices and value of import substitution
- Quantities, prices and value of export markets (to specify)
- Quantities, prices and value for local market.

The above should be based on existing statistics and reason-
able forecasts to result in the production programme of the
project.

- Quantities, prices of raw materials to be used, divided into
non-exportable, exportable and imported.

- Estimates of capital investment in foreign and local currency,
divided into machinery and equipment, transport and erection,

building and civil engineering, running-in costs.
- Estimate of working capital (foreign and local currency).

- Estimates of manpower, divided into four categories: unskilled
and semi-skilled, skilled, managerial local, managerial foreign.

- Estimates of other running-costs.
- Provisional location and alternatives,
- Suggested sectoral ownership and implementation body.

- Provisional scheduling: Feasibility report, detailed design,
start of erection, training and acquisition of know-how, and
start-up.

10.32 Feasibility

The feasibility stage starts when the pre-feasibility report
has been completed and the evaluation has provided positive

results.
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In Annex E, specially designed guidelines for an industrial
feasibility study in Developing Countries are shown. They do
not describe, however, the following tasks:

When the project is in the feasibility study stage, one of the
first matters to be dealt with by the planners is to find an
appropriate 'implementor'. Even when the official 'implementor'
is an existing organisation, such as a parastatal or a coopera-
tive or a local or foreign group etc., an individual has to be
designated who will be the "father" of the plant.
