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INTRODUCTION

1. The Committes for Development Planning held its tenth session at Vienna, at
the invitation of the Fyecutive Director of the United Mations Industrial
fevelopment Orgenization (uwIDO), from 25 March to 3 April 19T7hk. The members of
ghe Committee who ettended the session are: Chedly Ayari, Ester Boserup,

Gapani Corea, Paul Kaya, v, 3. Hirichenko, Jenos Wornai, Julio A. Lacarte,
Johr P. Lewis, Ian Little, J. H. Mensah, Philip Ndegwa, Saburo Okita,
g, M. A, Onitiri, Jozef Pajestke, K. N. Raj, Jean Ripert, Leopoldo Solis and

Jan Tinbergen.

2. The Officers of the Committee, elected at the eighth session for a term
ending on 31 December 197k, are:

Chairman: Gemani Corea
Vice~Chailrman: Janos Kornal

Rapporteur: dJohn P. Lewis

3. The RExecutive Director of UNIDO welcomed the Committee to Vienna and expressed
sppreciation for its gscision to discuss, as the main substantive item of the agenda
for the session, principal aspects of industrialization in developing countries.

He expressed the belief that the deliberations of the Committee at the sessiocn

would be of great value for the second General Conference of UWIDO, scheduled to be
held in March 1975, end for 2 pumber of other important conferences and activities
of the United Nations.

b, gubstantive services at the session were provided by the Centre for Development
Planning, Projections and Policies of the Department of Fconomic Affairs of the
United Nations Secretariat. In addition, the Committee was assisted by
representatives of the secretariats of the Economic Commission for Furope, the
Feonomic Commission for Lgia and the Far East, the foonomic Commission for Latin
Americe, the Economic Commission for Africa, the United Nations Industrial
Development Organization, the Asian Institute for Teonomic Development and Pienning,
the International lLabour Organisation, the Food and Agriculture Organization of

the United Nations, the United Nations Educational, Seientific and Culbtural
Orgenization, the VWorld Health Organizetion, the International Bank for
Reconstruciion and Development, the Tnternaticnal Monetary Fund, the International
Atomic Energy Agency, the General Agreement on Tariffs and Trade, the Council for
wutual Feonomie Assistance, the European Teonomic Community and the Organisation for
Economic Co-operation and Development.

5. The Committee adopted the following agendz:
1. Opening of the session
2.  Adoption of the agenda

3. Principal aspects of industriaiization in developing countries

]




L, Current world economic situation and its implications for development

5. Matters referred to the Committee by the CGeneral Assembly and the
Economic and Social Council

6. Arrangements for future work
7. Adoption of the report of the Committee to the Economic and Social {ouncil
6. The Committee's deliberations on principal aspects of industrialization in

developing countries were greatly facilitated by a preliminary draft prepared by
its Working Croup on Industrializetion and Development that met under the
chairmenship of Germénico Salgado at United Nations Headguarters from

4 to 8 February 197h. The Committee wishes to put on record its appreciation to
the Chairman of the Working Group and its other members - Ister Boserup,

Janos Kornai and Saburo Okita - for their valuable contribution.

7. The Committee also wishes to put on record its gratitude to the Executive
Director of UNIDO for the invitation to hold its tenth session at Vienna and to
the staff of UNIDO whose courtesy and co-operation made it possible for the
Committee to complete its work smoothly and efficiently.

8. The views and recommendations of the Committee on the subjects discussed at
the session are set out in the chapters that follow. In putting forward, in
chapter I, its comments and suggestions with regard to major aspects of
industrialization, the Committee has borne in mind the fact that, in addition to
the Teonomic and Social Council at its fifty-seventh sessiom to which the present
report is primarily =addressed, the underlying issues will be discussed by the
Second General Conference of UNIDO, scheduled to be held in 1975, and a number of
other intergovernmental bodies that will underteske, also in 1975, the mid-term
review znd appraisal of progress in the implementation of the International
Development Strategy for the Second United lationg Development Decade. The views
expressed in chepter II on the current world economiec situation and its
implications for development are necessarily of a preliminary nature. Empirical
information about the effects of the events that began in the last gquarter of
1073 is as vet scenty but there is no doubt that the effects will be of a
far-reaching character. The Committes felt thet it would be failing in its duty
if it did not turn its attention to the possible repercussions of these avents and
the emerging policy nesds.

Q. For the discussion of the topics dealt with in chanter T, the Committees had
before it seven substantive papers: ‘Industrislization and development: Lrogress

and problems in developing countries” (m/AC,5L/L.61) and "Planning for industrial
progress: goals and policies of developing countries for the 1970s" (B/AC.54/L.67),
prepared by the Centre for Development Planning, Projections and Policies of the
Department of Economic and Social Afialrs 0f the United Nations Secretariat;
“Industrisl technology for developing countries: the policy perspective”
(E/AC.54/1.68) and “International co-operation for industrialization: tovards a

new international division of labour" (E/AC.5L4/L.63), prepared by the secretarist of
UNIDO; “Linkages in industrialization” (E/AC.S5L/L.66), prepared by K. K. Raj,

member of the Committee; 'The economic integration of developing countries and the
function of joint industrial planning” (5/AC.5L/L.6L), prepared by Germanico Salgado,
member of the Committee; and “"The planning of industry in the PFuropean socialist
countries: conclusions Tor dsveloping countries’ (B/AC.5L/1.65), prepared by
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V. M. Kirichenko, member of the Committee. Although the snalyses and conclusions
put forward in these papers do not necessarily yaflect the opinions of the
Committee, it helieves that the papers will be of value to development planners
and policy-mekers and that they could usefully be read in conjunction with

chapter I of the present report. Aceordingly, the Committee transmits these saven
papers to the Feonamic snd Social Oouncil to serve &2 hackground material wihen

the Council examines, at its fifty-seventh session, the present report of the
Committee.

T. INDUSTRIALIZATION OF DEVELOPING COUNTRIES

A, Lessonsg from experience

10. In the 1950s in the developing world, "industrialization' served almost a5 a
synonym for modernization and development. There was much to be said for this
view. Once it passes the barest subsistence levels, rising consumption requires
the products of manufacturing and of the ipfrastructure supporting manufacturing.
Moreover, in the experiences of slready industrialized countries, there is nothing
to suggest that these manufactured components of consumption are best suppiied
exclusively through international trade, that is, with some countries specializing
only in the production of rav materials and other primary products and cbhizining
511 their manufactured goods from abroad.

11. Tnstead, not only is the development of manufacturing most likely to supply
the modernizing dynamic ‘that enables traditional societies to start mobilizing
capital and otherwise begin their escape from national poverty; and not only

can such indigenous manufscturing provide valuable inputs and feedbacks into
primary-products production itself; the resulting division of labour can be mors
fyuitful for the international community as a whole. Tndustrialization breeds
trade across boundaries as well as within them. The greatest quantities as well as
giversity of trade are among industrialized and semi-industrielized States. When
developing countries industrialize, the alveady-industrialized economies typleally
gain more markets than they lose.

12. TFor these and other reasons, it was natural to see industrizlization as the
centrepiece of the development process. Yet in the past few years, in thinking
about development, industrialization has conme under a cloud. It is charged with
having led to neglect of agriculture. I% is charged with at least having failed
to solve, perhaps with having aggravebed, the problems of mass poverty and
under-employment of the poor countries. It is charged with having aggravated the
foreign-exchange constraints on development without generating adequate offsets to
those constraints through export expansion and /for import substitution and/or
sttraction of foreign transfers.

13. Industrialization is charged also with aggravating urban concentrations in the
poor countries, on the one hand widening the urban-rural, "aual-economy  gap in
many countries, on ‘the other hand, failing to sustain the gquality of 1ife for the
urban poor. Industrialization is charged with pollution, with wefouling the
environment. And lastly, now that people have become conscious that the world is
finite, some charge that the pattern of worli-wide industrialization which the

"

countries of the planet coliectively project is inconsistent with the sarth’s
scarcities of non-renewable resources.



14, The effect of this accumulating indictment has been to weaken the confidence
with which industrislizetion is being promoted in the developing countries. Those
interests in developed countries thal have always been suspicious of manufacturing
by developing countries and have been maintaining protective trade baryiers against
it have had their hand strengthened:; a numbey of vilateral aid donors are shying
away from industrial needs and projects. In the case of multilateral assistance,
for a long time the support of the World RBank Group for manufacturing has been
secondary to its support for infrastructure. In recent years, although there has
been some increased lending to manufaaturing, either directly or through
intermediaries, the dominant redeployment in the Group's portfolio has been that in
support of the Bank's laudably growing interest in such "people~oriented’
PrOgYammes as agriculture, education, urban development and population policy.
Certainly the total quantity of the United Nztions system's technical assistance
and of concrete technical information supplied to industries in the developing
countries is extremely modest. Governments of some of those countries themselves

have been voicing new uncertainties about thelr industrial strategies.

15. 'These are the circumstances under hich it has seemed appropriate for the
Committee For Development Flanning to readdress the subject of industrialization.
The Committee, it should be said at the outset, continues to see industrialization
as a centre-piece of the development process and regards tendancies to uaderplay
its importance as erroneous. The Committee believes, moreover, that it is
anrealistic to expect industrialization to accomplish - indeed, even 1o contribute
uniformly to - all of the cobhjectives of developmwent; that it is unfair to blame
industrialization for all of the woes of development; and that many currently
adverse appraisals of ipndustriaslimation are guilty of impatience. The formation
of nev industrial activities and linkagss takes tims. It must start in some
particular sectors and zeographical places before others. In countries where such
beginnings are recent it makes 1ittle sense to fault particular initiatives for
generating inequities or for fziling to generats spread effects before the
initiatives hsve had a feir chance to get going.

16. On these counts the Committee, in the discussion that follows, enters a
defence for industrialization. On the other hend, the Committee fully shares the
revised, 'people-criented” ordering of development priorities that has been
advocated. Indeed the Committee has trisd to contribute to the articulation of
those revised priorities, especially in its tvo most recent reports, that on its
eighth session 1/ focusing on the problems of mass poverty and unemployment, and
that on its ninth session, 2/ which sustainsd the seme theme in the context of the
first review and appraisal of the Second United HUations Development Decade.

17. Accordingly, the present report is an extension of its two predscessors. It
is an effort to re-sxamine the stetus of arnd needs for industrial development in
the low-income countries in the light of the revised priorities. Industrizlization
also, the Committee suggests, can and should be expliciltly ”peonlekoriented”.
Plainly, this does not mean that one pattzn of industrializetion can be prescribed
for all countries, regardless of their size, lceation, prefersnces or other

1/ Official Records of the Economic and Speial Council: Fifty-third Session,
Supplement Ho. 7.

2/ Ivid., Fifty-fifth Session, Supplement Ho. 5.
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characteristics, or that ons brand of industrial strategy is appropriate for all
developmental stages. But there are certain industrisl choicas that appear more
consisztent than others with pricrities that seek sarly and subsbantizl inrcads on
mass poverty and wnemployment, that recognize the importance of agriculture, that
aspire to a more eguitable and hmans vay of life for whole populations in a
context of global ss well as nationsl resource scarcities, and that, to these
ends, would pursue opbtimum economic sifici

F

18. Section B of this chapber tri identify zoals =nd patterns of
ipdustrialization that sye more responsive to such pricrities. The balence of ths
chapter examines some of the policy implications for the developing countries and
for the internationsl community. FiISu, by <ray of backdrop., it will be useful

to summarize certain lessons to be drawvn from the industrial experience of the
developing countries in the 1960s and early 1970s.

19, The preocccupation of meny developing countries with industrigl expansion from
the 10505 onvards has lsd to reasonably impressive average results. In the 1960s,
for cAamplcg the developing countries recorded on the average an annual increases
of shout 7 per cent in their manufactUJing setivity as against an inerease of
sbout 5.5 per cent in their totsl gross domestic rroduct. Thers was, however, &
vide dispersion in ths experience of individusl countriszs. GSowme countries
experienced an snnual increzse of 10 per cent or more in thelr manufact iring
activity, wheress others recorded an annuasl rate of 5 per cent or less, In the
courses of their expansion of manufacturing =ctivity, the economies of developing
countries are becoming gradually diversified. In several developing countries, the
share of manufacturing activity rose significantly during the 1940s, Yet, despite
the expansion of the pest decade, this share remains small -~ less than one tenth
in many developing countries.

50. The current plans of developing countriss project a continuing
industrislization drive. For approximately the first half of the 1970s, on the
average, these countries have set a terget of an annual increase of around

10 per cent in their manufacturing output. The actual record in this regerd since
1970, although short of this target, shows e significant acceleration over the
averege growvth rates of the 19A0s. Ip te tha closing wonths of 1973 nanufacturing
output was exceeding the indicative ferget of 8 per cent annusl increase included
in the Internztional Development Strstegy Tor the Second United Hations Development
Decade.

21. However , the current national targ 1so, vary substentially. Some
countries have projected an annual iney of 1k or 15 per cent in their
manufacturing production; some othe2rs have as a target an annual increase of only

b or % per cent. By the middle of the 1G70s, a fevw developing countries expect
manufacturing tc account for a guasrter or more of the eir gross domestic product: but
there are some others in which this share is svill envisaged to remain less than
one tenth.

20, The very low rates of growth of some countries in me nufacturing, as in general
cconomic performance, remain disturbing. But it can te sa 1d that, as a group, the
developing countries have been and are achieving & conglderable 1ndustvz al advance.
iflost countries have at least made & beginping, The renge of articles manufactured
has widened substantislly. Many countries are menufacturing consumer goods for
export as well as the home marhket; a number are menufacturing capital goods, in
some cases for export.




23, But it would be a mistake to exaggerate the scope of those beginnings .
According to United Hations estimates, the developing countries, which accounted
for less than T per cent of world manufacturing output in 1950, have not
perceptibly increased their shere since then. From 1963 %o 1970, the developing
countries’ share of world exports of manufactured goods, apart from processed
foods, beverages, and tobacco products, barely increased Trom just under £ per cent
to just over that figure.

oh. Tor should one exaggerate the contributions that industrial expansion has

made to development needs thus far. As noted previously, some of the
disappointments expressed in this regard are premature. They ask toc much of the
industrialization effort too soon. Bub there have alsoc been gaps, shortfalls and
aistortions in the experiences to date that appear avoidable in retrospect, and are
worth avoiding in the future.

o5, TIn the first place, countries have not always been astute in their choices of
techniques for giving infant industries the stimulus they wdoubtedly need. For
several years meny countries, without mmch regerd for the potential gsize of thelr
internal markets and therefore theilr capacity for inward specialization, tended
not only to concentrate their efforts on import substituticn strabegies; they
chose forms of protection that were excessive to their needs. Barriers composed of
combinations of tariffs, exchange rates, exchange controls, and guantitative
import controls have afforded domestic industries either exceedingly high or, in
some cases, absolute protection. These bayriers have, by the same token, denied
domestic producers the stimulus of competition from imports, encouraged
inefficiency , raised costs and prices to Jomestic users unduly and yielded
excessive returns to the ovmers and managers of the protected enterprises. Both
foreign and domestic entrepreneurs have shared in these windfalls.

26, The same policies have iphibited the abilities of countries to expory
manufactures competitively. In many of the more advanced developing countries the
remaining feasible room for import substitution now is narrowly limited, Both
Governments and enterprises are looking more actively to exports, either to the
worid as a whole or within the Framework of co-operative effort at regional economic
integration.

27. Recently a fevw countries scored striking successes in exports of manufactured
goods. Some of these have been closely keyed to particularly rapid
developed-economy growth, especially that of Japan. gome of them have depended
heavily on the marketing networks. particularly . for manufactured components,
afforded by foreign companies that have not been either interested in or of interest
to other developing countries. HMany countries with less successful export records
have, as indicated earlier, been Lurdened with overly protected cast-price
structures. A number have been slow to develop effective merket research, selling,
and promotional skills.

a8, At the same time, all of these countries have faced a world market in which the
performance of developed countries to provide access for poor-countyy manufactures
has fallen far short of the need. The generalized scheme of preferences for
menufactured and semi-manufactured exports from developing countries has been much
heralded but insufficiently implemented. Some developed countries have not
activated it at all; some of them have riddled it with escape clauses; and the
scheme, in any event, does not extend to as brozd o range of commodities as 1t
shouléd.
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20, TFinally, as tc trade and industrial stimulus, the developing countries
themselves have not yet done as muck as might have been hoped about trade and
economic co-operation among themselves. The general volume of manufactured goods
that developing countries import Irom other developing countries remains

exceedinzly low. BSeveral regional economic intecration schemes have faltersd or
failed. Some - in particular, the co-called Andean Pact, to be cited in the
Committee's policy comments palow - have grest promise. But the lesson in general

is one of mueh unfinished business.

30. The second opportunity for improvement that the past industrialization

record reveals is that in the area of agricultural»industrial and rural-urban
linkages. Some countries have been slov to sccord priority to the manufacture of
the inputs needed for nodernizing agriculture. High-cost consumer manufactures
have remained bheyond the reach of the rural masses. Tandustrizl wage and salary
levels, although usually lowver in relation to property incomes than is the case in
advanced countries, probably have been allowed, in most cases, to pull too far
away from the incomes of the rural - and, indeed, the urban - poor. Educational
and training systems have not been well enough geared to the development of
relevant non-agricultural as well as agricultural skills in the rural labour force.

31. It is true that, in a newly industrializing system, some centres must come
before others, and investments in urban infrastructure and the development of
industrial services must be concentrated, Yet, in many countries, the building of
smaller, nationally decentralized, industrial and urban concentrations as the
centres of rural subregions probably has not been sufficiently promoted. It is
also true that, in part because of this excessively centraiized industrial
development, a number oOF opportunities have besn missed to build linkages bebween
organized industry and the so-called "informel' sector - opportunities, that is %o
say, to encourage smaller and/or more 1abour-intensive ancillary manufacturers and
processors as well as & variety of commercisl and service enterprises.

32. In the third place, industrialization in ths developing countries has been
disappointing to date on the employment front. In this regard, it is true, it is
easy to expect too much: when account is taken of the aize of the industrial base,
the size of the labour force, and the rate of labour-force growth in most
developing countries, it vpecomes guite clear that in most devesioping countries
manufacturing at best can directly provide only = modest fraction of the needed
gains in employment in the next fev years. At the same time, industrialization
strategies frequently have failed to realize thelr employment potentials Yy
neglecting, as just noted, to bulld adeguate linkeges to agriculture and the
informal sector. Horeover, along ilipes emphasized in both of the Committee's
preceding reports, industrialization strategies also have fallen short of their
employment potentials as a result of erroneous pricing of the factors of
production: +hanks to the practices both of developing countries themselves and of
agencies supplying foreign aid, capital typically has been under-priced and labour
over-priced in the selection of product lines and of production processes. The
capacity built, therefors, has often been tod capital-intensive and insuiticiently
labour--intensive to watch the comparative advantages af the host countries. The
manufacturing capacities built, morecver, h&ave Very commonly Deen under-used for

a complex ci reasons ipeluding the underpricing of capital just noted,
inadequacies in demand, errors in planning, ramifications of protective import
régimes, non-competitiveness of exports, and interferences that wage and/or
capital-price structures have interposed to the employment of second-ghift and
third-shift workers.
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33, The fourth deficiency in the industrialization experience of developing
countries concerns income distribution. In & sense, it underiies or enccompasses
the two preceding points concerning rural-urban linkages and employment, and 1t

muist be delineated with some care.

3L, Tt is misleading to s=ay that industrialization has "caused” worsened
inequalities in many developing countries. What has happened to inequalities is
a matter of countries® basic social and political choices, and industrialization is
more & reinforcer than an initiator of those choices. If régimes are determined
to promote social justice, and have the political will and muscle to do SO, then
they will take whatever measures -~ fiscal, land~reform, assets-nationalizing,
employment-creating or others - are necessary to promote effective redistribution.
Apd in that event industrial developments, producing, for example, a pattern of
consumer goods to match a more egalitarian income distribution, can effectively
veinforce the process, Such, in fact, is part of the thrust of section B of this
chapter.

35, To date, howvever, despite the importance they accord to income distribution in
their statement of development vriorities, many developing countries have not been
very persistent in promoting this objective. In conseGuence, quite naturally,
ipdustrial developments - by sequestering high returns to =zn urban and foreign
élite, skewing the production of consumer goods to that market, and widening the
zap betweern city and countryside -~ have accentuated the inegalitarian tendencies
already inherent in the social and political environment. But in most cases,

quite clearly, industrislization did not by itself create those tendencies.

36. Figh levels of saving and investment have been achieved in many developing
countries., There is a fear that this achievement wmay be threatened by a more
equal distribution of the benefits of economic growth., This is not necessarily
the case, for marginal savings rates awmong small agriculturists and in small
enterprises are sometines very high. The situation may e different for wage

apd salary earners vho lack direct investment opportunities, and for whom savings
in the form of paper assets can be very smatiractive, if interest rates are low

yelative to inflation. Too little, however, 18 ¥novn about savings habits in
developing countries to Dbe at all sure about whether greater equality will be
detrimental to savings. If it is, then the public sector will need to play 2
more powerful part in offsetting eny such tendency threough public sector profits

as well as through interest rate policies and the creation of nev savings media,

37, Tinally, in reflecting on what lesscns are to e drawn from the industrial
experience of the developing countries in the past decade or so, the Committes
notes the basic importance that any country's preferences as to the quality or way
of 1ife it seeks has for its industrial choices. While using the industrial
experience of developed countries, developing countries should implement thelr own
preferred iife styles, at the same time recognizing and accommodating the
spill-over effects on other countries. Ae a matber of self-intersst and global
interest, they should try to implement their preferences in the most sconomic,
gocially =fficient, resource-conserving vays possible.

38, With respect to industrialization, these broad principles become particularly
interesting in the case of technological choices. There are sound economic
grounds for preferring indigenous, self-relient technologies - at least
indigenously adapted technoiogies. Host of the world's ready-made technologies,




crested in the advanced economies, are parochially optimelly swited to the
factor proportions and factor prices of the advanced economies, not of the
developing economies.

39. Yet one has to be careful not to slip into romanticism on this score.
Appropriate technologies are not extruded from the pens of economists. Hor,
typically, can they be borrowed from the past. Rather, their creation, more often
than not, requires much tine, mich scientific and technical sophistication, and a
good deal of expensive activity toat ig difficult to organize. In the experience
of the developing countries to date, most manufacturing technologies have, in fact,
been drawn from the advanced-economy Baafeteria’; many, however, have been very
usefully adapted to local conditions; in the case of many it has been possible,

in particular, to make valuable labour~intensifying adjustments around the
peripheries of core machining or chemical DProcesses. The need, moreover, for more
genuine indigenous innovation has been clearly revealed. And in some cases,
especially in larger countries, to a lesser extent in certain regional country
groupings, the institutional capacities for such innovation have been partially
established.

4. Finally - a point critical to the Committee's subsequent argument - it has been
quite plain that choices of industrial products, inciuding their veriety and
finishes, can be considerably more plastic to local preference than are the cholces
among processes to produce specified products. But the whole burden of tThe
experience Suggests that industrial technology, let alone the applied sciences
underlying it, will remein a subject that will invite, and vhose vitality will need,
the livelisst continuing imternational exchange.

BE. (oals and patterns of industrislization: a second look

b1, The experience of the last two decades underlines above all the need for taking
a fresh look at the basic purposes of industrializetion and the methods adopted

to promote it. Industrizlizetion is not an end in itself, it is only 2 means of
achieving other more basic objectives; and, if the progress made so far has been
well below expectetions, part of the explanation may be that these objectives have
been lost sight of and, consequently, that policies and instruments zdopted have

not matched the objectives. The dangers of a purely technocratic approach are
greater in industrialization then in almost any other sphere of develcpment.

42. The Committee emphasizes that industrialization should be viewed primarily
as e means of improving the conditions of work and living standards of poverty-
stricken masses the world over, and pot merely as a means of producing a wider
variety of products by application of modern technology. If this is not kept in
mind, efforts to industrialize may leave the lives of the majority of the people
untouched.

43, If industrialization is to have a broad impact on living conditions in the less
developed countries it has to be closely interwoven with the development of all
other sectors of the sconcmy, more particulerly agriculture. In fact, without the
hermonious development of agriculture and industry, neither can proceed very far.
Many of the tensions that have emerged in the developing countries in recent times
are directly or indirectly a reflection of imbalances in the development of these
two sectors.




L4, Tt is not enough, however, for agriculture and industry to achieve high ratbes
of growth of output: such high rates can sometimes be realized by fostering a kind
of enclave development within each. It is essentbial that incomes generated in the
process of aconomic growth are distributed sufficiently widely to promote
perceptible improvements in 1iving standards all round. If there is such hroad-
based generation of incomes, it will also tend to become reflected in the
composition of the output corresponding more closely to the requirements of the
nasses of the people.

45, Another important objective of ipdustriaiization is that i% should promote a
greater sense of confidence and self-reliance among the developing countries which
nave hitherto suffered from ercessive dependence on others. Yet such self-reliance
does not imply autarky. One of the merits of industrialization is in fact that,
ghile it makes it possible for countries to satisfy their own requirements to a
greater degree; it also creates through the very complexity of the processes
jnvolved a web of interrelationshipe which over & period of time bring the countries
closer together «nd make them more dependent on one enother. The Committee helieves
that this kind of balanced interdependence promoted by jndustrialization can be an
important factor in building up the econcmic foundations [oy mere stable
co-operative relstionships among nations.

45, None of these objectives can however be realized unless special attention is
paid to the adequacy of the policies and instruments adopted for industrielization.
Ae in other spheres, the broader environment within which perticular Programises are
undertaken and the means used often have &an independent effect of their own on what
is actually szchieved. Failure to take this into account has been a mejor weakness
hitherto, and the Committee would therefore 1ike to dwell on it at greater length.

47. E8ince the industrial sector is, to begin with, a relatively small one in the
developing countries, whether its importance is measured in terms of its
contribution to total output or its share of the total labour force, the pattern

of its further development is apt to be infiuenced very considerably by the pulls
gnd pressures generated by the regt of the economy. Payticularly important in this
context are the distribution of wealth and income in the agricultural sector and
the biases introduced by trading and financial jnstitutions. Unless the
institutional framevork in this broad sense of the term is suitably oriented to the
promotion of pbroad~based development, the process of industrializetion will
inevitably become lop-sided. This has happened in many countries. To that extent
the remedy lies not so much in policies and Programmes relating to industry as guch
as in creating a social ond econcmic environment more conducive to development along
the desired lines.

L8, 8till another general environmental factor affecting industrialization in the
developing countries has been the policy of protection folloved by the more advanced
industrial countries. This has restricted the options available and forced many
developing countries to follow policies which they would not have had to follow
otherwise. In many instances these policies have taken the form of import
vestrictions which have led to oligopolistic profits and capital-intensive methods
of production with undesirable impacts on gxpoxrts, income distribution and the
standard of living of most of the people. TFor many developing countries, especially
thozse with a narrov economic base, the ppportunity to paerticipate in a more liberal
and open world econcmy and to plan thelr development in harmony with that of cther
countries, developed and developing, is indispensable if they are to meke full use

of their natural and humen resources Ior indusbrisiization.
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hg, It is the Committee's view that, if industrialization is to achieve the
goals set, there have to be stronger and more concerted efforts to come to grips
with these largew issues. If this is not forthcoming, progress in the future may
not be very much better than experience hitherto.

50. In order to ENCOUTEage future industrialization along sound lines, it is
necessary to provide an expanding market both internally and externally, and this
requires a series of co-ordinated measures. The basis for industrialization must
pe broadened geographically by giving mere attention to the expansion and
modernizaticn of agriculture and to the development of small and middle-sized
urban centres in the rural areas. This would create the conditions for the
development of a pattern of inpdustrialization that would include esmong its
objectives the processing of agricultural and other local materials. BSuch &
pattern of ipdustrialization would in turn help to raise incomes in rurel areas and
thus provide an expanding market for mass-produced industrizl consumer goods.
Moreover, there would be & need for increasing manufactured inputs for agriculture
and other rural activitvies.

51, Such efforts Lo ereate a larger market for the products of industry need %o

be promoted by 2 lovering of costs in these industries. One means to ihis end

is to improve labour productivity at all levels by training and technical assistance.
Ancther is a progressive reduction of the level of protection in the already well-
egtablished industries by more trade in industrial and other products among
aeveloping countries. Many developing countries have now reached a stage in thelr
industriel development where they could greatly penefit from more trade among
themselves.

5o, The impact of industrialization on employment will however depend mainly on
the over-all rate of investment and on the ailocation of investment =mong sectors
and subsectors. A sufficiently high rate of investment, together with & harmonious
allocation of investment among sectors and subsectors, can offer rapidly expanding
employment opportunities. Industrialization will fulfil its key role in the
development process when increased production of manufactured goods makes possible
substantial increases in other sectors such as agricultufe, construction, housing
services and infrastructure. Tt is in that wider sense that industrialization is
+o be regarded as the main instrument for expanding levels of employment.

33, Tpdustrialization entails of course not only a guantitative expansion of
ipdustrial output put also an improvement in the variety and quslity of goods .
Wew and better commodities must appear. This is necessary Loth for meeting &
widening range of domestic demand and for gaining competitiveness in external
markets. At the same time, developing countries have to avoid as far as possible
excessive differentiation within products, when such differentiation leads to
wasteful use of resources, including redundant advertising, and serves no puUrpose
other than helping producers 1o practise monopolistic pricing.

sk, Most developing countries are heavily dependent on the technologies for
industrialization available in the industrialized countries. Research efforts in
the developing countries to develop technologies more suited to their requirements
need to be strengthened. A primary aim of technological innovation in these
countries should be to make available at the lowest possivle cost the basic
necessities of life for the mass of the people utilizing to the fullest exient the
resources of manpower and materials aveilable in them. The Committee believes that
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there is considerable scOpe for such innovative work in which the industrially
sdvanced countries could also help. While, a8 to technological adaptation, the
dominent need now is for developing, by adaptation or innovation, appropriate
technologies that are less capital-intensive, it should also be noted that in

due course developing countries will tend to experience technological adjustments
of the opposite kind: as they accumulate capital and industrial experience and
proaden the range of their industrialization and scientific sophistication,

their technologies can be expected to converge more and more with those of the
most advanced eccnomies.

55. It is often argued that a transfer of technologies for industrialization can
best be accomplished by foreign investment +hat combines techmnology, management ,
marketing and capitel in a package form. This type of transfer, however, sometimes
cauges social and political friction in the host countries. Moreover, foreign
jnvestment sometimes enters into areas of low priority in terms of the national
objectives of development. To avoid such undesirable effects of foreign investment
it may sometimes be desirable for the Governments of developing countries to

import foreign investment selectively or to import technology separated from foreign
capital and managemen?t controls.

56, HNaturally industrialization requires not only the expansion of physical
capital, but aiso the expansion and development of human capital. The latter is
perhaps even more important than the former, since it will be the permanent basis
of self~reliance. Training of skilled workers, education at all levels, a good
selection and training of managerial staff, support for research -~ these are
sctivities indispensable for successful industrialization.

57. The choice between specialization and diversification is a dilemma for some
developing countries. Pushed to an exireme, neither emphasis is likely to be
satisfactory. Specialization offers the chance to exploit econcmies of scale and
+o acquire an increasing routine and a groving international reputation as &
producer of certain manufactured goods. At the same time, risk is ipvolved. If
an external market is lost, the troubles of a highly specialized industry may
affect the whole economy. High specialization brings with it an increased
dependence on the exbernal market, somebimes on & narrow set of foreign buyers.
"Defensive" diversification, on the other hand, may lead to & scattering of
resources, higher costs and a less established selling position. Each country must
make its own choice, not overilooking the possibility of a deliberate combination,
as is the case, for example, in those countries which have chosen to diversify
among industries but then to specialize - and to exchange products with trading
partners - within industries. Countries are likely to make different
speciaiization-diversification choices at different stages of development and also,
of course, to relate their choices to their size and geographical position. Akl
of these factors, together with the country's general. development goals and the
possibilities of integration with other developing countries, deserve to be taken
into acccount.

58. Industrialization, the Committee wishes To reiterate, is for people and has

to be accomplished by people. It will help them to live petter if it widens and
cheapens the range of goods they can CONSUmE, in the long term as well as the short.
There must also be concern for the welfare of people as participants in industrial
enterprises - for their job satisfaction, training, working conditions, freedom of
association, protection from sbuse - and likewise for their protection against the
health hazards that so often accombany ipdustrialization.
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59. The International Development Strategy for the Second United Nations
Development Decade envisages greater efforts at promoting the industrial
development of the developing countries as a principal means of enabling them to
produce for themselves the resources for modernization and for the sclution of the
problems of mass poverty, unemployment and general backwvardness. The Committee
believes that this is still a necessary part of an appropriate development strategy
for the years ahead. TFor several countries the task of industrislization has

of course to start from a very low base; they need to create first the appropriate
environment and the institutions for the promotion of industry, and this will take
time. Tor those countries, therefore, the case for an immediate start is a1l the
stronger.

¢, National policy implications

60. Industrial planning must achieve a proper integration of policies over a wide
field. The various instruments must operate harmoniously s0 as to encourage those
processes and products which contribute most to employment and the satisfaction

of the wants of the masses, whether directly or by permitting, through exports, a
large volume of imports. Too often planning has been seen as a technical or
metnematical exercise separate from policy, and is pursued with little regard for
possibilities of implementation. Planning is good only if it is a prelude to good
policies.

1. In order to reoriept industrial development aleng the lines indicated in the
preceding section, it is necessary to adapt and strengthen the process of planning.
Until now, in many developing countries, industrial planning has involved mainly
the specification of projects that are often weakly linked with one another and with
programnes of development elsewhere in the economy. Even when project analysis

has been made, it has frequently been done in an inconsequential way. HMoreover,
industriel planning has often been equated, erroneously, with buresucratic controls
over enterprises, private or publics; wherees, commonly, little has been done to
weave together taxation, licensing, credit and other policies in a manner conducive
to industrial development. At the same time it is true that technical assistance
from abroad, which could have led to a significant improvement in industrial
planning, has fallen far short of the need in many countries.

62. The nature and scope of industrial planning will inevitably be influenced by
the circumstances prevailling in individual countries - for instance, whether
countries rely entirely on the market mechanism or use the modalities of mixed
economies or of state-controlled economies; whether countries have large or small
economi es; whether countries have already reachad a certain advanced stage of
industrial development or are just at the threshold of industrializetion. In all
countries, however, Governments bear a major responsibility. The plans formulated
by them need to spell out clearly both the goals denominated and the policy measures
o achieve the goals. Governments also need to convince various sections of the
population, and in particular those that will have to take industrial initiatives,
that the goals and measures are both realistic and asppropriate.

62, TIn market-oriented and mixed cconomies, Governments need to fulfil certain
basic conditions. First of all, it is necessary to ensure a minimum continuity of
policies. A plan by itself is no protection against discontinuities, but to the
economic agents it does offer an indication of political will. In this respect,
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it can be useful for various interested parties outside the governmental apparatus
to be involved in the elaboration of the plan. Secondly, CGovermments need to

keep the general enviromment conduclve to industrial development. The preparation
of a national development plan offers an opportunity to re-examine all governmental
policies that have a bearing on industrializaetion ané@ other key aspects of
development. TFiscal, financial, trade and other related policies need to be
adapted to the development strategy chosen by the country. Measures aimed at the
development of power, transportation and other infrastructure need to be consonant
with industrial development. Similarly, programmes of education and training to
enlarge vocational and managerial skills as well as wage and other social pelicies
need to be harmonized with development requirements, especially in consultation
with interested groups in the country. Thirdly, even when taking short-term
decisions, such as those necessitated by unforeseen events, Jovermments need to
ensure that the long-term framework of development is not brushed aside. Sometimes
such events may compel revision of an ongoing plan. The process of adaptation

and revision in the light of changed circumstances is normal; but the revisions
should be explicitly stated so that planning does not lose eredibility. TFor
interventions by the Govermment, it is better, wherever possible, to operate
through general rules of legislation and public regulation rather than through
random measures, case by case.

6L, TIn development matters, the responsibility of Govermments goes well beyond

the maintenance of general conditions conducive to industrial and other aspects of
development. Industrial entrepreneurs need to be given adeguate access to
industrial finance and technical knowledge, through public institutions or through
the facilitation of contacts among privete enterprises. Since market signals are
often insufficient to indicate the requived stretegic changes, industrial planning
has to include a careful study of the industrial path. This does not mean that a
detailed study must be made of all industrial products or markets or that production
or investment programmes must be established for all industrial branches; but it

iy useful to delineate programmes for key industries which are sufficient to ensure
ipter-industrial and inter-sectoral consistency, including the adequacy of such
feetors ms Tinance and skills. For activities of strategic importance or where

the scale of investment involved is large, moreover, industrial planning may
require the specification of much greater detail,

65. As discussed at greater length in section D of the present report, it is
necessary for many developing countries to promote industrial developmnent through
schemes of regional economic integration or, at least, through inter-country
co-ordination. The process of integration or co-ordination entails

(a) harmonization of naticnal measures to give impetus to industrialization,

(b) hermonization of aggregative and sectoral projections to avoid conflicts among
national plans and unnecessary duplication of =fforts in such matters as market
research for exporis, and (¢) establishment in some cases of joint programmes for
industries of crucial importance.

66. Both for industrial planning at the national level and for industrial
co-ordination among countries, it is best to elaborate mediun-term plans in the
framework of a long-term perspective. OSome countries have already tried to fashion
perspective plans, but their number is few; the more common way has been to plan
ahead for periods of some five years or so. Such a period is not long enough for
any major policy reorientation to be contemplated, since the choices will have been
predetermined by earlier events or decisiong already taken.
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&7. If there are sufficient data to support it, deteiled quantitative planning

of industrial sectors can be very useful. At the same time, such planning should
not be inflexible and, especially in the absence of good knovledge of the project
possibilities, and of fheir socisl costs and benefits, obviously it should not be
allowed to inject unreasonable rigidity in the pattern of industrialization.

The use of sccial cost-benefit aznalysis in feasibility studies and project
formulation is en essential element in plenning. As knowledge of the countxy’s
possibilities and advantagas develops, SO planning can becomne more reglistic and
itself provide guidelines that will improve the assessment of the costs and benefits
fyrom particular investwments.

68. Tn meny developing countries, the bulk of incdustrial investment is in the
private sector, where, even if subject to negative comtrols, initiatives are taken
in response to market prices (nct of indirect taxes), and in the light of direct
taxes, subsidies, and other incentives or disincentives given by the Government ;
indeed the seme is largely due of the public sector. The influence of Goverrnments
on the pattern of industrial development is thus very powerful. Governments not
only provide direct incentives and disincentives, but they also usuelly exarcise

a dominant influence on internal prices through their trading, taeriff, exchange
rate, and import control policies. Governments also oiten influence wvages and
conditions of employment.

69, Particular industrislization schemes should be assessed as to their infliuvence
on income distribution as well as theiy contribution to gross netional product.

The more, directly or indirectly, they increase the demand for unskilled labour,
the more beneficial will be their income~distribution effect. Governments, through
incentives and their influence on prices, should avoid encouraging unnecessary
capital intensity, whether in the form of labour-saving choices of technology for
particular industries or encouragement of industries thet are unavoidably capital-
intensive. Attention should also be paid to the complementarity of industrial
development with agricultural and other rural eutput. Finally, Governments should
avoid encouragement of disproporticnately hizh wages and saleries in the modern
sector, as well as of private profits higher than are needed for incentive purposes.

70, As indicated in section A&, in many developing countries the instruments used
for encouraging industry have tended to bias the pattern of development in a
capital-intensive and inegalitarian menner. Very high protection tends towards
either excessive profits or inefificiency. It discourages exports, both industrial
and agricultural. Overvalued exchange rates also, of course, retard exports snd
make imports appesr cheap.

71. The aim should thus be to promote industrizlization in ways which do not
disoriminete against exports. The smaller and poorer the country, the more
important this is, The Govermnent should ensure that industry can obtain its
inputs at prices no greater than the social cost of providing them; end where basic
demestiec industries have been set up, they should be requirved (and, if necessary,
subsidized) to sell their oufputs at prices which do not put the users of their
products at a disadvantage in export markets. Firms cen and should also be
assisted with training, research and development, and in the acquisition of
technical and marketing knowledge.

72. Fiscal incentives to industry have almost invariably encouraged capital
intensity. Tax holidays, accelerated depreciation, tariff rebates on capital
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imports, and the financing of social security benefits out of employment taxes
rather than general revenues are all examples. The aim of tax policy should be to
provide sufficient incentives for sndustrialization without at the same time
increasing the amount of capital reguired to employ & worker. The same is true
of credit policy, where large capital-intensive riyms usually pay far lower
interest rates than do much more labour-intensive enterprises.

73. Lebour policy is the third main field that affects the smount of employment
offered by industry. The social effects of labour laws that inhibit employment by
making multishift working difficult, or that make it sO difficult to lay off
workers that they discourage employment, need careful consideration. In some
countries, relatively high industrial wages, which in turn may necessitate

higher salaries than would otherwise prevail, inhibit the total volume of industrial
employment both by encouraging capital substitution and by reducing savipngs. BSuch
countries need a comprehensive incomes policy, howevel difficult that may be to
contrive and sustain - one operating not only on wages and salaries but on property
incomes. The training of supervisory staff ig also of great importance, for the
lack of such stafi makes it difficult tov operate labour-intensive processes
efficiently, end also limits multisnift working.  There ig need also for training
in inpdustrial relations, and for the development of effective consultation and
participation procedures. In some semi-industrialized developing countries bad
industrial relations are beginning to be a serious problem.

Th, The kinds of policies already suggested require, first and emphatically, 2
realistic exchange rate. Given that condition, then they also point, secondly,

to a reduction in the level of protection so that agriculture and exports are not
seriously handicapped. General tarifi rates should not be so high as Lo encourage
inefficiency and/or excess profits, and they should@ be periodically re-exanined
for their consistency with this standard. In some countries where possibilities
of industriaslization are Very limited, but where nevertheless a certain minumum
level of industrialization is desired, additional measures may be necessary.

Tn most countries, certain industries are also desived for strategic reasons, oY
hecause it is felt that an industry has sonme special spin-offs. In =11 such cases
it is believed that the special encouragement required is best given in the form
of subsidies, otherwise the external effects are likely to be negative rather than
positive, as when high-cost steel discourages the development of engineering
industries or high-cost fertilizers discourage that of agriculture.

75. Subsidies raise the problem of taxation to pay for them. It should first be
noted that the domestic consumer in any case subsidizes protected industry Ty
paying high prices. In principle, then, the substitution of subsidies for
protection is only & matter of channelling more of the consumer money to industry
by way of taxation end subsidies, rather than directly. The problems are
administrative and political, no% economic - although this does not make them easier
to overcome. Secondly, and in practice, high protection tends to reduce the

revenue from tariffs as import substitution occurs; this is clearly seen in many
developing countries. Local taxation of luxury and quasi~luxury consumer goods

is often rather low, in order to maintain a protective differential between terifis
and national texes. Thirdly, as noted earlier, industry is already much subsidized,
by tax remissions, export subsidies, low interest rates, etc. Furthermore, imports
are often limited by controls rather than tariffs, which can be regarded as another
kind of subsidy to domestic industry. It has Dbeen suggested earlier that these
ways of subsidizing industry mostly encOurzge the use of capital. In many cases,
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they could be heneficially replaced by gubsidies that instead encourage employment .
The fiscal problems can be precigely discussed only in relation to particular
countries. But it is clear that in most countries there is a good deal of fiscal
room for manceuvre in the directions indicated.

76. Better linkages with agriculture need further consideration, although such
linkages should in any case be encouraged by general measures which favour more
labour-intensive industry and exports. Meny food and agricultural material
processing industries have an export component , and some are almost exclusively
export-oriented. Here, apart from general measures, attention must be paid above
all to an adequate rural infrastructure, not only so far as transportation is
concerned, but also in agricultural and industrial extension services and education
in general. Marketing organizations and govermment-supported studies of domestic
and foreign merkets are most cssential in this field and can seldom be left to
private institutions if meximum advantage is to be reached. Another important
element in the integration of industry and agriculture 1jes in the provision of
menufactured inputs to agriculture. Agriculbural exports will suffer if these
are supplied at much more than import prices. Basic chemicals apart, many
required agricultural inputs, such as ploughs, tools and spraying equipment, can
easily be produced by small-scale rural inpdustry, which can sometimes take
advantage of seasonal unemployment in agriculture.

77. With respect to industrial aispersion, industries can only operate efficiently
in arveas that are supplied with cconomic infrastructure, such as pover supply and
transport facilities. TFor obvious economic reasons, developing countries have
usually concentrated ipvestment in economic infrastructure in a few regions oY
centres. Accordingly the location of manufacturing industries in those centres

has been induced, and even subsidized. By the same token, investment in both
agro~-related and other types of industries in other parts of the country tends to
be prevented. But now, in some countries, a reorientation aiming at reducing
income inegualities by spreading the benefits of industrialization to a much larger
share of the population is possible. This will require & devotion of more
resources to investment in infrastructure outside the regions and centres whnere
such investment is now concentrated.

78, If government policy is designed to encourage the use of labour-intensive
methods for such an expansion of infrastructure investment, major employment
opportunities may be created outside the metropolitan areas. Roth the improved
opportunities for employment in agro-related and other industries and in
agriculture, as a result of the improvement of infrastructure and the employment
created by the investments, will help to reduce the present wide inequalities of
income between centres and other parts of the country .

79. ILxperience has shown that, although the existence of economic infrastructure
is a necessary condition for industrialization of an ares, it is not sufficient.
Tavestment is also needed in ancillary services, such as credit institutions and
mechanical workshops, and in facilities designed to train the local population in
technical and management skills. It is widely agreed that agricultural development
has benefited from the creation of agricultural extension services; similarly,

the setting up of industrial extension services may be an important means of
promoting the spread of medium and small-scale industries to hitherto
unindustrialized surroundings. Tikevise co-operative services can supply materials

and equipment to medium and small-scale industries and help in thelx marketing.
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80, All countries probably want to limit the extent of control of domestic
industry by foreigners, and also to limit or prevent it in certain politically
sensitive or strategic areas. Many people in developing countries believe that
excessive economic or political influence is exercised by foreign corporations.
Recent events have however demonstrated & new confidence and realization of pover

on the part of Governments of the developing countries. A very significant
proportion of the older foreign assets has been naetionalized. A more relaxed
climate may now develop which will permit developing countries, on acceptable terms,
to benefit from the knowledge and expertise embodied in multinational corporations.
The international measures that might facilitate a better accord are Aiscussed in

Al

section B of the present chapter.

81. Co-operation with foreign companies has much %o offer by way of capital
transfers that help employment and produce taxable revenue, by the provision of
training in general management, merketing and industrial expertise: and by the
transfer of specific techniques and lknow~how to nationals, that they will
eventually be able to use without foreign participation. On one or all of these
grounds, foreign enterprise is accepted by many Governments of developing countries.

82. Countries may put differing weight on these verious kinds of henefit.

A country that has plenty of money, but lacks entrepreneurs, experience and know-
how, will be most interested in a high degree of loezl participation, beth of
people and capital. Others may fear tying up too much capital, or too nmuch
potential entrepreneurial ability, in joint ventures that spread foreign influence,
and may inhibit growth of fully indigenous enterprises. Again, other countries
may be attracted by the employment and training of an industrial labour force that
the new export-oriented component manufactures - Ones with few links to the
domestic economy except by employment - provide, without being concerned as to
whether any integrated industrial product potential is thereby transferved. They
may be content with, and their workers derive much benefit from, fully ovned
foreign subsidiaries that provide rather little capitel, but do bring know-how
and access to markets that are otherwise unapproachable. A country's attitude
tovards private foreign capital and co-operation with foreign firms will thus
necessarily vary according to its economic endovment and its own assessment of
the costs and benefits, both economic and political. It is clear that views will
continue to differ.

83. Despite the potential benefits, there is little doubt that a considerable part
of private foreign investment in industry hes done 1ittle good and that some has
peen damaging. One of the reasons has Dbeen excessive protection. Part of the
reason for high protection was presumably to stimalate & laggard local
entrepreneurship by offering the enticement of high prefits. But vhen it is a
foreign industry that is stimulated, and the high profits go to foreigners, the
theory misfires. No doubt some expertise and training results, but sometimes at

an altogether disproportiocnate cost to the economy. The r&gime of lower proitection
advocated here would help greatly to reduce this problem.

8k, Given the variety of developing countries - from those with virtually no
industry to guite highly industrialized countries like Argentina, including those
like India, which have a very large and heterogeneous industrial base with much
accumulated expertise, even if the proportion in manufacturing is low, and also
including some countries that are capital-hungry, some that are capital-rich, some
well placed, others remote and land-locked - it is hard to suggest any general
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guidelines concerning the instruments to be used vis-d-vis the foreign investor.
Hevertheless s fevw things of general applicability can be saild.

85. Alwmost a1l countries will wandt to ensure thet the maximum degree of training
znd transfer of skills takes place. Most 1f not &ll lay down conditions in this
respect, whether by insisting on particination or on the emplovment of local
people in high managerial positions. But 1f these conditions are felt to
endanger the profits of the forelgn corporation, the host country will surely nay
for this transfer, by securing less revenue. Developing countries, therefore,
1will wish to contznuc to re-examine the guestion of whether they are not naying
too much for such transfers. Bepecially when indigenous managerial and
entrepreneurial ability is in evidence, and when capital is not an important
consideration, the Government should alvays consider the possibility of buying the
missing know-how without accepting foreign investment. The Japanese sconony has
developed almost exclusively in this menner.

el

i

86. Cnly a fevw countries are, or should bhe, indifferent to the possibility of
immediate gains of employment and revenue. The labour intensity of prlvate foreign
investment is, like domestic invesiment, very much iniluenced by the instruments

of encouragenent offered, and by the whole részime of mansgins the country's trade.

87. Taxaiion is an importent source of beneiit. That it is Telt to be so is
obvious from the attention devoted to the provlem of transfer pricing, which is
essentially an svasion of locsl texes. It is to bLe noted, however, that although
the effect of transfer is a reduction of the local taxes paid, the mein reason for
it often is not tar evasion. Unless tawx-havens cen be used, the multinationsal
corporation more often than not increaeses its total tsx bill by an evasive transier
of profits from the account of the subsidiaryr to that of the parent corporation.

In part such evasions seek o Qvoid controls oh transfers: inp part they s

prompted by political fears es to the consequences of declaring high lOCal DI011ts.
B8. Probably it is to the esdventege of host countries to permit free legitimate
transfers. They are likely to gain revenue by so doing, because evaesion will be
reduced. Moreover, the private foreign investment that may be more or less forced
by contrels on transfers is unlikely to be a very good investment. Uhere transfer
pricing is nevertheless feszred to be a problem, host countries should consider tax
bases other than declared profits. This is, of course, common in the extractive
industries; and a fev countries have now introduced corporation taxes which do

pot depend on actual profits in the industriel field.

89. Whether = country should deal with private foreign investors on a global basis,
relying on general rules and general tax régimes so devised as to ensure thet
foreign investment is not excessive and also yislds good social returns on balance
to the host country, or whether a Goverament should bargazin on a case-by-case basis
with differing rules and taxes for different investors, is a difficult problem.
Again, and as always, much depends on the particular host country sand its
circumstances.

90. When the host countryis price mechanism is rather hesavily distorted. so that
private profits are a poor guide to social advantage, and when the tax régimes and
rules which may be devised cannot adequately rectify this, then there is a very
strong argument, pending removal of the price distortions therselves, in favour

of case-by-case anslysis and bargaining. If the bargsining, however, is to lead
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to greater advantage for the host country, it has to be very well aware of the
potential costs and benefits of the foreign investment, and of any alternatives
open., This may require intricate and difficult social cost-benefit analysis, which
is demanding of local expertise that may be in very short supply. This ig an
important field for international technical assistance.

9l. Where very large foreign investments are concerned; where a national monopoly
ig to be exploited as in the extractive industries; where a monopoly is to be
created because the country should have no more than one producer in the light of
market limitations - in these cases serious project analysis along cost-benefit
lines, as well as intricate negotiation end hard bargaining, seems essential. In

other cases, reliance may be placed on general rules, which should in any case
be enacted.

D. Joint action by developing countries

G2, Economic co-operation and integration arrangements are of great importance

to developing countries, especially to those with medium and small economies.

Such arrangements have attracted the attention of Governments in recent years.
Though the efforts made and the results achieved have fallen short of the orlglnal
aims and expectations, there is reason tc believe that, if vigorous action is taken,
past disappointments will give way to gratifying achievements. The results obtained
by several developed countries, both with market economies and centrally planned
economies, provide a useful illustration. These developed countries have
successfully deployed economic integration schemes not only to sustain high levels
of economic growth but alsc to diminish disparities among members of the schemes

to which they belong. The lessons from such experience are valuable; but naturally,
as already stressed, the arrangements devised by developing countries must be

suited to their specific needs.

93. It is important that developing countries should seek means of economic
co-operation among themselves to the fullest extent so as to overcome the
limitations of domestic markets and achieve efficiency of production through
industrial as well as other specialization. To ensure success, the formulas of
intezration should be designed in such a way that all participating countries will
achieve substantial benefits from them in their development efforts. This point
is fundamental to the practical Teasibility as well as equity of integration
schemes.

gy, Trade liberalization is a necessary but not a suffiecient condition for
successful industrial expansion under schemes of economic integration. For
enduring success, what is needed is to complement it with joint industrial
programming of investments in key industries with substantial economies of scale.
Such programming should be closely linked with the development objectives of the
countries members of the integration scheme and should establish appropriate
institutions for carrying out the programming tasks efficiently and by minimizing
uncertainty and tension. The necessary political will needs to be inculcated to
provmde these institutions with the requisite authority. Special responsibility
rests in this regard on the participating countries with larger and stronger
economies.

95, To ensure that they all have the opportuniiy to benefit from economic
integration, the countries members of the integration schemes should participate
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equitably in the development of key integration industries. Due regerd has to be
paid to some participation in certain indusiries -~ for instance, in some components
of engineering - that may be desired by all participating countries, since such
industries provide the wherewithal of further industrialization. For other
industries, the guestions of location depend more on decisions with regard to
complementarity and specialization.

96. To be successful, industrial co-operation within the framework of an
integration scheme often requires parallel efforts at co-operation in other fields,
in particular in the development of agriculture and physical infrastructure. This
once again attests to the fact that industrialization has to be viewed not in
isolation but as part and parcel of an over-all development strategy.

97. It is true that economic integration among countries of markedly different
dimensions is fraught with = number of difficulties, both political and economic
in nature; but worth-while formulas are availaeble, such as those leading to
integration of clearly-~defined economic amctivities, provided there is & will to
reach reciprocally beneficial arrangements. The problems of small countries or
ferritories that are in need of benefits from integration srransements but have
been preciuded from participating in the integration process because of thelr
size deserve speciazl consideration.

98. 1Inevitably, economic integration is a long and arduous ProOCess. It needs a
long time perspective in which the intended structursl chenges can be discerned

clearly. It also needs a framework in which the relative economic interests of

the participating countries are alloved to adjust to cone another to the benefit

of all.

99, Some recent developments indicate that past obstacles to integration may be
surmountable and, in this respect, the Cartagena Lgreement of the Andean Group of
countries can be cited as a promising exemple of joint forward-locking action
being taken by a group of developing countries. The Cartagena Agreement contains
principles and cbligations that are designed to ensure the harmonious and balanced
development of all the member countries. For this purpose, organic trade
1iberalization measures among members are intended to complement and stimulate a
jointly-planned industrialization process, which incorporates in a practical manner
the concept of mutually-agreed localization of industry as pert of the utilization
of the enlarged market. Special treatment for less developed members is very
specifically spelt out in the Agreement and in this way all participating countries
are ensured a fair share of the benefit to be attained through the joint effort.
Furthermore, the institutional aspect has been taken into account, and mechanisms
intended to provide a driving force for the vhole system have been established.

For example, the Board of the Certagena Agreement - made up of three independent
members - complements the activities of the Commission, on which Governments are
represented, and has the means of propesing action and teking initiativas.

100. Whether or not they can and do participate in regional integration schemes,
developing countries should explore possibilities of industrial co-operation with

other developing countries generally. There is very much at stake for the prosperity

of the developing countries, and they need to take vigorous steps to promote
industrial co-operation among themselves vherever opportunities exist, particularly
in relation to transfers of technology and foreign investment. Joint ventures
among developing countries should be encouraged. If the developing countries could
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co-ordinate their positions on issues of importance rationelly, they would gain
greatly in world forums where matters relating to international trade and finance
are discussed and international policy action devised.

101. A pumber of developing countries are now in an exceptionally favourable
position as a result of the extraordinary upsurge in theiv export earnings. “hey
have built up very large reserves of liguid capital. It would indeed be an
appropriate act of development co-operation on their part if they were %o curilize
part of their liquid assets to help in the finencing effort throusgh losnsg or grants;
establish joint industrial end other ventures with other developing countries.
support the strengthening of institutional arrangements for securing access to
scientific and technological resources; and consider financing regional payments
arvangenents.

102, Developing countries should complement action carried out at the world level
through inbergovernmental organizations by egtablishing, within their respective
regions, institutions designed to promote the exchange of technological and
seientific information among themselves, as well as to obtain, for the beneflit

of the entire region, similar information from industrialized nations. In this
mznner, it would be possible to obtain the best possible use both of technologies
already at the disposal of developing countries or which they will themselves
generate in the future, or will collectively obtain from industrislized nations.
At the same time, higher levels of rationalization and collective information will
be resched than can be obiained individually by developing countries. A number of
developing countries have reached the stage where they can fruitfully pool their
efforts in this watter, including interregional Joint research and the exchange
of experience and information.

103. In short, partly because of events discussed in chapter II of this report

and partly due to increasing recognition of the beneficial effects of joint action ~
whether on the part of industrialized or developing countries - a very wide range

of prospects opens up for effective common action among the latter, far exceeding
wvhat they have undertaken up to now. VWhile recognizing that developing countries
have already set up a number of mechanisms both at the world and regional levels,

it appears as if the time is ripe for deeper and more permenent, institutionally
pased action, in the regiconal and in the intervegional spheres. Such subjiects

se world trade and tinancial negotiations, the exchange of technical and

seientific information, joint action in commerce, in raw waterials and in food-stuffs,
ihe promotion of interregional trade - including as necessary & modification of
existing international commitments - and the creation of multinational enterprises
among developing countries with their well-recognized capacity for creating trade
are some of the areas in which developing countries should press forwsrd with &
new emphasis on practical measures for joint co-operation.

E. International policy implications

10k, As emphasized in the Committee's preceding report under the theme of renewing
the development priority, 3/ the preoccupations of the developed countries in very
recent years have turned inward and, in the international field, awvay from the

3/ Ibid., chap. I, sect. A.




subject of development. The highly skewved distribution of wealth and productive
potential among countries, offering insufficient prospect for relative change unliess
come basic forces underlying it are changed first, creates groving political tension
and conflict. It calls for a reshaping of the patterns of international
co-operation so that there can be much faster advancement for the poorer part of

the world and, therefore, more peaceful and rational world development. [Hany of
the recent developments on the world scene, vhich give rise %o eritical challenges,
are but a demonstration of this growing need.

105. Attention is focusing on the wossibility of groving scarcities of non-renewable
resources - an issue that hes been dramstized by the energy crisis, triggered by
the rise in the price of petroleum and of other raw materials and food-stuffs. The
need, in the Committee's view, is to prevent this new situation from degenerating
into a2 confrontation between developed and developing countries. Rathey it
pointedly demonstrates the need for international policies that reslign economic
relationships between developed and developing countries, meost especially in the
shructure of world production and world income distribution

106, It is in this broader context that future policies in the industrial field
cen be constructively discussed. The present position seems to be that {a) the
share of developing countries in world industrial output will increase very little
in the foreseeable future if present trends continue; (b) lacking major changes in
present practices and arrvangements, the trangfer of industrial technology to
developing countries is unlikely to achieve the needed scale; and (¢) the sort of
worid-vide use of resources that, promoted by international co-operation in the
industrial field, would contribute to a slov-down of world inflation is noi
presently in the offing.

107. At the present time the developing countries, because their hopes of
"development partnership”, so widespread at the start of the current decade, have
been disappointed, have no choice but to make the best use they can of their most
infiuential rescurces, namely, rav meterials and fossil fuels. Such use is now
evident in the case of oil, It may be incipient in such other comnedities as
bauxite, copper and phosphates. The basic option now is to choose betwvesn greater
world-wide co-operation, based on the well understeod, long-run self-interest of
all nations, on the one hand, and the alternative of groving conflicts, This
option lies primarily in the hands of the developed countries, since they control a
vast share of the world's resources and of its technological potential.
Wevertheless the option will have to be jointly designed, and it will nave to be
designed within a new framework theat integrates the need for development in the
poor countries with the limitations imposed by the potential scarcity of
non-renewable natural resources. One of the characteristics of this framework will
he the necegsity to arvive abt a cautiocus population policy; the other will be an
accelerated increase in consumption by the pcor nasses, to be matched, as the need
arises, by s flattening of ney capita use of natural resources by the richer pard
of the world.

108, It is the belief of the Committes that the world will, though perhaps sloviy,
iearn to opt for the first and more co-operative of the alternatives it now faces.
Ag this happens, industrial co-operatlon will beccome a central theme of a more
gensible world economic order.

109. For the developed world the kind of co-operative effort envigzged can entail
more gains than losses: research can help sustain income end output growth while
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non-renewable resources are conseyved; access to natural resources, including more
space, where needed, for chemical industries, can be mads more reliable; vorld-wide
health hazards can be abated; pressured from migrant labour can diminish; and
immediately there should be an abatement of inflation zs a larger velume of
cheaper labour-intensive imports 1is experienced. In terms of total national
economies, the adjustments that these benefits from a further rationalization of
the division of labour between rich and poor countries will vequire of the 4 vreloped
countries are not massive, Employment has to shrink in some industries, bui 1t
will grow in those which produce goods demanded by the developing countriec, in
industries in which the developed countries have greater comparative advautage; and
in services. These gains, together with the normzl continuing reduction in the
nours of work, should readily offset the esmployment losses. And the iower price

of labour-intensive goods should, in the end, raige the welfare of both the
developing and the developed countries.

110. But there should be no mistake: attainment of a new international division

of labour will require adjustments that are exceedingly painful for particular
interests and groups. It therefore demands grest political resourcefulness and
ckill from the Governments of developed countries and it implies substantial
modification of traditional instruments of finencial aid, technical assistance and
trade, while newer areas of industrial co-operation are explored. Most particularly,
it requires new breakthroughs in the realm of adjustment assistance. Such policies
in developed countries have hitherto received scant attention from policy makers;
thev need to be agreed upon as & first priority. Some consistent and comprehensive
progranmes have already been developed that can serve as models concerning both
worker retraining and redeployment, and the phasing out of marginal industries.

But a clear distinction must be made between forvard-Llooking, proper adjustment
assistence policies, on the one hand and, on the other, those that, through tax-
exemption and subsidies to sub-optimal industries merely perpetuate situations
they allegedly seek to change (with the costs of the resource-misallocation to the
developed countries thereby also perpetuated),

111. The financing of their industrislization is a mejor concern for most
developing countries. It has suffered in recent years from the stagnation in the
flow of concessional finance from the developed countries, In particular, the
difficulty encountered in the replenishment of the finanecial resources disbursed
through the International Development Association is a matier of grave COnNCceri.
Mere is an acute need to provide preferential treatment in international aid
cefforts to the developing countries that are encountering svecial problems, elther
ccauze they have a weal industrial base ov infrastructure or because both long-
teym and recent developments in international trade have had especially serious
repercussions for them.

&

112, In addition to concessional transfers, some countries are desirous and capable
of securing additional funds from the international financial markets, Thers iz a
need to stimulate the activities of specialized financing institutions, multilateral
and bilateral, public and private, that are able to collect funds in the
economically advanced countries, as well as in developing countries with significent
gurpluses in their balance of payments, and to charmel those funds tovards the
industry of other developing countries. The development of industrial financing
also regquires a more flexible system in developing countries, The co—operation of
development banks among themselves and with the financing institutions in advanced
countries would be one way of financing industry in a more reasonable and stable
fashion.
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113. The expension of exports of manufactures is of vital importance to nearly all
developing countries. In many cases access of those countries to industrialized
country markets is limited or denied by tariff and other barriers. Therefore, the
organizational effect of the forthcoming multilateral trade negotiations must be
critically scrutinized. It is egsential that developing countries participate fully
in decision-making at these negotiations and that no final commitments on
]iberalization of commerce be made that basicelly ignore - as has happened in the
past - the interests of those countries. These negotistions are intended to set
important patterns in world trade for years to come and they must offer developing
countries new, stable and encouraging outlets for their exports if they are not to
bring frustration in thelr walke. Megnwhile, there should be no further delay in
implementing and expanding the generalized scheme of preferences, especlally as it

is pot being applied by important industrialized nations and is likely to he eroded
both by the trade negotiations and by the integraticn process in which some developed
countries are engaged., The scope of the scheme needs to be enlarged widely so that
it fully encompasses goods of particular interest to developing countries., Moreover,
the nen—tariff barriers presently maintained by the developed countries must be
eliminated in accordance with existing commitments, since their contilnued
application nullifies tariff treatment.

114, Developing countries at present have great difficulty in evaluating and
controlling the terms and conditions of technology-transier tyansactions. Countries
should be assisted in setting up efficient systems for the selection of foreign
investment and for contryolling the impact of technology. Arrangements need
strengthening both at the intergovernmental level, multilaterally and bilaterally,
and at the enterprise level.

115, What can be done at the governmental level is partly a matter of technical
gssistance of the more or less conventional type, and such efforts need to be enlarged,
especially for the benefit of the least developed countries. But Governments

of developing countries may also wish to enter intc industrial, scientific and
technical co-operation agreements with the Governments of individual industrialized
countries. A few examples of this already exist. BSuch agreements would be

eimilar to those which scme advanced countries, with both centrally planned and
market economies, have been concluding among themselves in increasing numbers.

They could include clauses concerning transfers of technologies, treaining, advisory
services and building up of research facilities, and also provide a framework
within which more detailed inter-enterprise agreements could be established.

116. At the enterprise level, the iessons of industrial co-operation between
developed countries with different socio-economic systems are also relevant to
co-operation between developed and developing countries. Lines of possible
co-operation range from the establishment of industrial plants to the supply of
equipment and raw materials, technological transfer, licences for the manufacture
of specific products, and subcontraciing.

117, In order to ensure that these enterprisemtc—enterprise agreements are peneficial
for the developing countries, it has to be recognized that industrial co-operation
phetween enterprises of developed and developing countries involves two partners,
wsually unequal in many aspects: technology, information, bargaining pPoOvVer,
administrative and commercial skills, etc. The legal framework conceived for
negotiation and agreements between equal partners may therefore need to be revised
where developing countries are concerned, Moreover, measures should be taken to
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strengbhen the wesker partner through domestic or international assistance. In
particular, attention should be given to providing better access to information

and to creating mechanisms for increasing competition in favour of developing
countries.

118. Tt is npatural for the world community to examine objectively the activities
of multinational compenies which have a large impact on the activities of wmanv
developing countries. These companies have played and are playing a part in
expanding and diversifving the cconomies of developinz countries; but, as noted
earlier in this chapter, the economic pover some of these cormpanies wield and the
influence they exercise on critical aspects of national develonment policy mive
many countries concern, even to the point of fearing for their sovereignty. There
is clearly 2 nzed to maintain a continuing and impartial scrutiny over the
artivities of multinational cormanies. The inquirv now in hand in the United
Mations, in accordance with Feonomic and Social Council resolution 1721 (LITI), is
an important step on the part of the international covmunity. It is to bes hoped
that the findings of the inguiry will provide a hasis feor fovmulating concrete
measures.,

119, Meanwhile it can be said that foreign companies should undertake ventuwres in
developing countries in 2 spirit of partnership, not only with specific local
partners, in the case of joint ventures, but with the host countrv as a whole.

Such undertskings should pursue =z princinle of equality, tvpicallv seeling

mavimun involvement of local human and natural resources. Tn a number of countries
the eupsctation should be that they will entail concrete participation By the host

Sovernment as well as other local interests.

120, The kind of co-operative restructuringz of the world econcric order that hes
been sugzested earlier could he assisted by, indeed might recuire, some kind of
system of esconomic consultation among countries, and if so, industrial patterns
and prospects would be ons of the major fields sboub which such a consultation
process should be established. Apresd nerspectives on mrobably future patierns
prices and orders of magnitude of industrial production, for example, would be
needed for any meaningful study of raw meterials in relation to development. A
concerted approach is especially iuportant for those industries vhich have long
periods of zestation or lengthy wroduction processes, and which are conseguently
subject to evroneous investment decisions, particularlv dameging for the wealer
producers,

121, Common prospects for the industrial future, jointly vorked out v Government s
through = harmenizinm process, may provide a framevork that will prove useiul for
each Lo pian its oun policiss. The abilities of Oovermments to enmapme Iin such
consultations are mraduallv increesing and, no goulbt they would vish first to begin
such an exchange of studies and projections experimentally, focusing on onlv a few
ipndustrial lines of narticular importance to developing countriszs or o scarcities
in global resources. Dut soms sensibly evelved processes of international
consultation regerding industry olearly are needed and, most losically, thev will
develop vithin the framevork of the United Hations system.

122, HMeanvhile, as to the United Vations contribution to industrielization of the
developing countries, there is urgent need, as already statad, for reinTorcement of
appropriate technical assistance activities, including those of UNIDO and the
funding therefor. Thers iz need for a creatly irproved information exchange and
referral system, particularly as to alternstive technologies, wrocssses, and
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industrial products. And there would be zreat virtue in the progressive
establishment of confidence in developing countries, that, as would-be buyers of
technology, they can turn to expert organizations of the United Nations system for
hard-hitting dispassionate evalustions of the comparative costs and benefits of
competing elternatives, stripped of all proprietary advocacv.

123, The Committee is of the opinion that so far industrislization has not received
sufficient attention in the aid programmes of the developed countries and of the
international organizations. In addition, the Committee recommends increased and
more co-ordinated efforts by the whole United Wations system to encourage the
industrialization process as a major instrument of prosress, modernization and
social change in developing countries.
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II. THE CURRENT WORLD SITUATION

12k, Although the subject of industrialization has been the main theme of the
present session, the Committee believes that it is awpronriste to offer some hread
comments on recsnt developments in the world economic situation that can have
far-reaching implications not only for the goal of industrialization but for the
wider objective of development itself. The Committee has not had before it
gpecific documentation on the price, payments and related changes that have
dominated events wvery recently; the information on these matters is, in any event,
still incomplete; and the Committee will not attempt a detailed analysis. But

it does wish to drav attention to some of the problems and dangers that are
inherent in the situation and %o underline the very urgent need for remedial
measures,

125. The continuing instability of the international monetary system and the
persistent inflationary trend in the world econcmy have for some time now exerted
a disyuptive influence on the world economy as & whole., Mainly because of bad
harvests, the prices of foodgrains had already begun to rise alarmingly in 1972,
Tn recent months the rapid increase in the price of oil has added a massive new
eiement to the situation. As far as the developed countries are concerned, these
events have aggravated the problems of adjustment - problems caused by the
possibility of substantial imhalances in payments end of pressures on currencies
arising out of the rapid movements of short~term funds. These difficulties could,
in the absence of appropriate arrangements to deal vith them, give rise to such
phencmena as competitive currency depreciation, restrictions on trade and other
developments of = contractionary character. BSuch repercussions could have
pervasive effects throughout the world economy and damage developed and developing
countries alike. It is clearly important, therefore, that appropriate solutions
be found for these problems through new arrangements and facilities which would
assist the developed countries in the adjustment process,

126, Given such arrangements, there 1s every reason to expect that the developed
countries will successfully adjust to these difficulties, although it should be
noted that, because of their different degrees of dependence on imported oil, the
degrees of impact on those countries vary considerably. Despite its dramatic
character, the increase in outlays on oil imports by the developed countries
represents only a very small fraction of their gross national producis; and apart
from the short-term problems involved, there is no inherent reason to justify a
weakening of the role that these countries should pley in the field of trade end
aid policies for development. Indeed, it is very important that the present

rigse in oil and other raw meterial prices be seen in a broader perspective. Apart,
again, from its evident short-run dislocetion of balance-of-payments positions, it
has not altered the distribution of wealth in favour of the developing countries
in any fundamental or major way. It should therefore not be used as an argument
for relenting on international commitments to the flow of assistance to the
developing countries.

127. For the developing countries, on the other hand, the problem is of a more
basic character. The recent increase in the price of oil is for them but one of
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5 series of increases in the prices of their imports from which they have suffered
in recent times. AS a result of inflationary trends in the developed countries
and other factors, there have been sharp increases in the prices not only of
imported manufactured goods but alsc of such items as food and fertilizers. These
developments have resulted in a sherp rise in the import bill of the developing
countries and have, in many Cases, already brought about a highly critical
situation.

128, The incidence of these problems has, of course, varied smong developing
countries. Some countries have been able, in part at least, to offset the
inereases in the prices of their imports through improved earnings from exports.
The prices of many primary products other than oil have also increased notably in
the recent period, and this has nelped cushion the exporters of these products.

Put even this improvement should not give grounds for complzcency. There is little
to indicate that the buoyancy in primary product prices will become a continuing
feature of the world economic situation. To a large extent, the rise in prices
has been linked to such fsetors as higher rates of economic growth in the
developed countries, shortfalls in output due to climatic and other factors, and
increased demands for commodities for speculative PUrposes, as hedges against
inflation and currency depreciation. These factors may well prove to be Lenporary.
There are indeed already signs of slackening of the rate of economic growth in the
developed countries.

129, Moreover, it is important to remember that nob all commodities or all
countries have benefited to the same extent from the commodity boom. The prices
of such commoditiss as jute, citrus and tea, for example, have remained weak, with
very serious consequences for the countries that are heavily dependent on them.

Tn fact, some of the poorest countries and those with the largest populations have
not benefited markedly from the recent improvement in cormodity pricess; these are
precisely the countries which, even earlier, nad suffered from such problems as
the depletion of thelr external reserves, hcavy debt service burdens, scarcities
of food, and reductions in external resource flows. They have but little margin
left for adjustment and ave facing a very real threat, not only of a sharply
reduced flow of development imports, but also of food and the other tasic
necessities of life.

130. It is quite apparent that there is now an extremely urgent need for action
to avoid widespread dislocation and disruption. The action needed is both of an
immediate and of a long~term nature.

131. The immediate need is for measures aimed &b providing relief for the risging
jmport bill that the developing countries have to face on account of the rise in
the price of oil and other essential imports. Various solutions of a shori-term
evaracter are, of course, possible; bub it must be emphasized that, if these are
to be effective, they need to satisfy at least three conditions: they must, in
the first place, be of the right order of magnitude end ensure that the quantum of
relief provided measures Up to the size of the problem faced by the countries
concerned; they must, secondly, ensure that relief is not provided on terms that
store up future problems, suclh as a sharp increase in future debt service burdens;
thirdly, the solutions must be of a kind which provide guick, even immediate
relief. YVor many countries the problens are SO immediste that solutions vhich
involve delays in the tranefer of resources are of little avail.




132. In regerd to the nature of the solutions themselves, the Committee does not
wish to advocate specific proposels, but it hopes that some of the broad approaches
mentioned below may point to the variocus possibilities that exist. One set of
solutions could, for instance, take the form of bilateral arrangements related %O
the flow of trade in particular comnodities. These would include, for example, the
possibility of concessional pricing for such commodities as oil and certain

food -stuffs sold to developing countrizs. There is mlso @ pozsihility of
arrangements for deferred payments covering part of the cost of imports, or of soft

ioans or grants provided by exporting to importing countries.

133. There is also scope, as well as & need, for arrangements of 2 multilateral
character, The nev oil facility envisaged by ths Internatioral Monetary Tund is

one such arrangement. This is & welcome initistive; but if the facility is to

prove of value to the developing as well as to the developed countries, 1t will he
necessary to ensure that the terms of lendingz and the conditions governing the
eligibility for accormodation do not limit too narrowly the extent of relief that
could be provided to them. There is also scope for other facilities of &8
multilateral character. including an increase in the funds of existing international
institutions, such as the World Bank and the regionzl development baniks.

13k, There is also an opportunity in the present context to institute further
arrangements for the direct investment of funds of the oil-exporting countries in
the developing countries. Indeed, such & Drocess would satisfy the dusl objective
of providing sdditional vesources for development and of reducing the current
account deficits of the developsad countries through additional exporis to the
developing countries. One of the problems that might erise in this context is the
need to combine adequate returns to the investins countries with easy terms for the
receiving countries. This could be schieved through arrangements for the
subgidization of interest charges on the lipes of proposals that had been dlscussed
earlier in international forums. & further need is for arrangements for debt
relisf, The latter assumes o nNey importance in the present context. Together with
increases ip conventionni aid, this is p means of meeting the needs of those
countries most adversely affected by vegcent developments.

135, All such arrangements for helping the developing countries vould need to be
linked to criteria governing the eligibility for assistence. In thiz connexion, it
would be necessary to take into sccount not only the higher import »ill facing
jpdividual developing countries, but also their export earnings, the strength of
their reserves, etc. Similarly, the rinancial contributions to the new arrangements
would also need to be distributed equitably. These contributions should be made by
all countries in a position to do so, which would include not only the oil-exporiing
countries with high per capita increases in export earnings, but also the developed
countries with high levels of per capita income and vealth, taking such account as
necessary of their current payments situation.

135. The institution of short-term srrangements of the kinds indicated above would
constitute a new element in the mechanisms for assisting developing countries faced
with payments problems. #itherto such mechanisms have simed at cushioning
shortfalls in export earnings. The current situation has made it amply clear that
there is also an urgent need for facilities that compensate countries for sharp
inereases in import outlays as well.

137. The problems created by recent developments couwld not, however, be wholly met



by compensatory arrangements that provide finencial assistance for meeting higher
jmport costs. It is clear that part of the answer has ©0 pe found, in addition to
the industrial trade adjustments discussed elsewvhere in this report, in measures
that strengthen the commodity export earnings of the developing countries more
generally, that is, measures Lo ensure that improvements in the nrices of primary
products are not ephemeral and measures that encompass those products vhoss prices
have remained weak. Indeed, the present situetion wderiines the need Tor & nev
thrust in the field of commodity policy. The commodity problem remains, despite
recent price trends, a major weakness in the international economy, and the time is
opportune for new initiatives in this area.

138, It is outside the scope of the present discussion to elahorate upon the
possible elements of a new policy for commodities. Nevertheless, since the search
for commodity agreements has not 8O far proved to be particularly successful, save
for a very few products, the Copmittee wishes to emphasize the need for new
approaches. These may encompass groups of commodities, instead of commodities
treated singly: and they may inciude arrangements for buffer stocks as well as
mechanisms that link commodity prices to movements in the prices of other products.
There are new opportunities for finencing buffer stocks and sipilsy arrangements
through the investment of surplus short-term resources of oil-exporting countries
and others. There are 2lso opportunities, vhere adequate internztional acbion is
not forthcoming, for & greater co-ordination of policies on the part of the
producers of primary products, Moreover, the opportunity for a nev international
approach %o commodities is enhanced in the present situation by the grovwing
convergence of interests of developed and developing countries #1ike., Both are
interested in arrangements that combine an assurance of supplies for consumers with
azdequate earnings for producers,

139. As to its long-term implications, the present situation relates very closely
+o the subjects of chapter I of this report, especially section F on international
policies. The need for the conservation of scarce natursl rescurces points to new
patterns of investment and to new possivilities governing the world-wide
distribution of industry. It also points to new opportunities for co-operation
among the developing countries in the Tield of trade and investment. It is true
that the present situation is fraught with Qifficulties eand dangers that could
disrupt the world economy. But it is egually true that there sre opportunities in
the new situation for & new and conghructive phase in international co-operation
and in international economic relations., The need to grasp these coportunities is

s challenge that the international community must surely meet.
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IIT. TFUTURE HWORK

140, The Committee has taken note of the recent decisions of the General Assembly
and the Economic and Social Oouncil that have a bearing on the Committee's future
work. The relevant resolutions and documents before the Committee in this

connexion are listed in amnex I to the present report. The two decisions, one by
the General Assembly and the other by the Deonomic and Social Council, that call Tor
an explanatory comment by the Committee are referred to in the next two paragraphs.

11, Tn its resolution 3177 (VITI) of 1T December 1973 on economic co-operation
among developing countries, the General Assembly requested the Committee "to give
high priority to the study and evaluation of economic co-operation among developing
countries, including in particular scientific and technical co-operation, and to
report to the Committee on Review and Appraisal for its consideration at the
aid-term yreview of the International Development Stretegy”. The problems of
economic co-operation, to which the Committee attsches great importance, are
discussed as an integral part of its ongoing work as is indicated in several of

its reports, including the present one. Tov convenient reference, the parts of

the reports of the Committee and the technical papers prepared for its uge on the
subject of economic co~opaeration among developing countries are listed in snnex II.
A4t its next (eleventh) session, the Committee will examine problems of sconomic
co-operation as part of its work relating to the mid-Decade review and appraisal

of progress. In accordance with the decision set out in General Assembly
resolution 3177 (¥XVITT) and also with a decision taken by the Feonomic and Social
Council at its 1877th meeting on 8 Aupgust 1973, that work +rill be transmitted to the

Committee on Review and Appraisal snd to the other bodies concerned with the subject.

142, The Committees has also been examining as a central part of its ongoling work,
questions relating to the mobilization of Tinancial resources. In line with a
decision of the Economic and Social Council at ite 1878th meeting on 9 August 1973,
the Commitbee will continus to give pointed attention to such questions in the
context of its work relating to the hiennial review and appraisal of progress in
the implementation of the Tnternational Develomment Btrategy.

ik3, The Committee has been informed by the Secretariat that a United Wations study
is in prepsration on the imprct of prospective enviromental issues and policies on
the Tnternational Development Strategy. T+ is also aware that other work on
velationships between environment and development is being carried out, both

within and outside the United Nations system. T+ has learnt with interest that
preparations &I€ being made by the United Hations fnvironment Programme to convene

e meeting in the latter part of 19Tk to follow up on the topics discussed by a
panel of experts which was convened by the Secrebary-General of the United Hations
Conference on the Human Environment and which was held at Founex, Switzerland,

from L-12 June 1971. ﬂ/ ilso relevant in the context of these subjects is the work
uder wey in a number of countries and international orgenizations on long-term
demand and supply prospects for major raw materials, The Committee believes that
all such work vill need tc be taken into account in connexion with the nid -Decade

4/ For the text of the renort, see AJCONF.LE/10, annex T.
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review and appraisal of DProgress. Accordingly, the Committee has decided to
convene a working Eroup in the latter part of 197k ko go over the key problems
involved {including the problem mentioned in paragraph 145 below) in the light of
the relevant information svailable at that time. I% vould be useful, as pointed
out in the Committee's report on its ninth session, to have two or three specialis.
from ocutside the Committes as co-opted members of such & working group- 5/ The
Committee has requested the {'entre for Development Planning, Projections“én&
Policies to make, in consultation with the bureau of the Committee, arrangements
for convening this working group.

14k, In line with the established procedure, the major part of the Comnittee's
eleventh session, to be held in 1975, will be devoted to aspects of the mid-Decade
review and appraisal of progress. A working group of the Committee will meet in
the early months of 1975 to go over the documenbation and pave the way for a
systematic discussion at the session. Tn connexion with its work on yeview and
appraisal, the Cormittee will do its best to drew upon the expertise of all
relevant bodies in the United Nations system and the documentation to be prepared
for the use of those hodies by the secretariats concerned. It exvresses the hope
that all aspects of the Internstional Development Strategy ywill receive full
attention on the occasion of the mid-Decede review and appraisal, especially those
which, for lack of information, could act De coverad adequatelv or at all in the
first over-all review and appraisal, Tor example, nutrition, nealth, science and
technology, and integration of women in tha development Process.

1h5s, The Committee has learnt with interest that the Statistical Comnigsion will
discuss at its fortvheoming session the question of supplementing the system of
naticnal =ccounts for purposes of velfare measurement. The Commitlee expresses the
hope that the technical documentation to be prepared on the subject will be made
ayvailable to its members. The documentation will be particularly useful in
conpexion with the tasks %0 be carried out for the mid-Decade review and appreisal,
including the responsibility entrusted to the working group mentioned in

paragraph 143, TIndeed it is hoped that the working group will consider such
documentation briefly in the cowse of its meetings and include any pertinent
comments in its report to the Committee.

146, The Committee hes given thought tc possible topics to be taken up by its
working groups that may be convened after its elsventh session. The topics
mentioned for consideration include {a) the concept of & dynamic internaticnal
division of labour, (b) aspects of food and nutrition, {c) aspects of multinational
companies, such as criteria for evaluating the impact of foreign private capltal
and methods of eontrolling miltinaticnal companies, and (d) exploitation of
resonrces of the sea. The topics for discussion by the worlring groups will be
decided in the light of the deliberations of the Economic and Social Council a%t 1ts
fifty-seventh session with regard bo, auong other things, preperations for the
mid-Decade review and appraisal of Progress in the implementaticn of the
Tnternational Development Strategy, preparations for the special session of the
General Assembly, to be canvened in 1975 in accordance with Assembly

resolution 3172 (¥XVIII), to discuss development and internaticnal economic
co-operation, and the impact of miltinational corporations on the development
process and on international relations.

5/ Qfficial Records of the Zconomic_and Social Council, Fifty-fifth Sessiocr,
&mﬁﬁmthD.S,pma.ll&
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ANWEX I

LIST OF DOCUMENTS BEFORE THE COMMITTEE AT THE TENTH SESSION

Symhol

A,
B/AC.

T/AC,

E/AC

E/AC,

E/AC

L/AC.

E/AC.

B/AC.

B/AC.

Title

Qpcuments of the Committee

54712
5h/L.61

5L /1. 62

5L /1,63

LSL /L. 6k

54/L.65

5h /L. 66

sh/L. 67

54 /T.. 68

Provisional agenda

Tndustriziization and development: Progress and problems in
developing countries - paper prepared by the Centre for
Development Planning, Projection and Policies (CCDPPP) of

the Department of Economle and Sceial Affairs of the United
Mations Secretariat

tiatters referred to the Committee for Development Planning by
the General Assembly and the feonomic and Social Council

Tnternational co~operation for industrislizetion: towards a
new international division of labour - Dpaper prepared by
the secretariat of UNIDO

The economic integration of developing countries and the
function of joint industrial planning -~ papeY prepared by
flerménico Salgado, member of the Committes

The planning of industry in the Buropean socialist countries:
conclusions for developing countries - papsy prepared by
V. M. Kirichenko, member of the Commithtes

Linkages 1in industrialization - paper prepared Dy K. ¥. Raj,
member of the Committee

Planning for indusbtrial progress: goals and policies of
developing countries for the 1970s - paper preparad
hy CCDPPP

Tndustrial tectnology for developing countries: the policy
perspective - paper prepared by the secretariat of UWIDO




Symbol

B. Other dccunments

General Assembly resolubion
3172 (XXVIII)

General Assembly resolution
3176 (OWVIIT)

General Assembly resolution
3177 (XXVIIT)

Geperal Assembly resolution
3178 (MEVIIL)

A/3003

ID/107

ID/B/140

ID/B/1kh2

Title

Holding of a speclal session of the General
Assembly deveoted to development and
internstional economic co-operation

First biennizl over-all review and appraisal
of progress in the implementation of the
Tnternational Development Strategy for the
Second Unijted Nations Development Decade

Teonomic co-operation among developing
countries

Preparations Tor the mid-term review and
appraisal of the International Development

strategy for the Second United Hations
Development Decade

Report of the Feonomic and Social Council on
the work of its Tifty-fourth and
Tifty-fifth Sessions (Official Records of
the General Assembly, Twenty -zighth Session,
Supplement Mo, 3)

Tndustrial Development Survey, vol. V (United
fations publication, Sales No. E.73.11.B.9)

Annual Report of the Byecutive Director, 1973
(Report of the Frecutive pirector of UNIDO
to the Industrial Developrnent Board)

Report and Conciusions of the Ad Hoc Committee
on lLong-Range Strategy for UNIDO
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AT TT

LIST OF REPORTS AND DOCUMENTS OF THE COMMITTEE ON THE SURJECT OF
FOONOMIC CO-OPERATION AMONG DEVELOPING COUNTRIES

Symbol Title

A. Reports of the Committee

L/h362 and Corr.l Report on ‘the Second Session {(Official Records of the
Peonomic and Social Council, Torty-third Session,
Supplenent Vo. 7), chap. I, sect. B - discussion in the
conbext of planning and plan implementaticon in Latin
fmerica

z/4515 Neport on the Third gegsion (ibid., Forty-fifth Session,
Supplement Wo. T), chap. I, sect. C on muitinational
sconomic co-operation and planning in Africa

B/L682 Report on the Fourth and Fifth Sessions (ibid.,
Torty-seventh Session), chap. II, sect. C on economic
integration in Asia

E/4T76 and Corr.l Report on the Sixth Session (ibid., Forty-ninth Session,
Supplement No. 7), chap. I, sect. C - discussion in the
context of preparation of guidelines and proposals for the
Second United NMations Development Decade

B/5126 Report on the Dighth Session (ibid., Fifty-third Session,
Suppienent Ho. 7), chap. I ~ discussion in the context of
aitack on mess poverty and unemployment in developing
countries

/5293 Report on the Minth Session {ibid., Pifty-fifth Session,
Supplement ilo. 5), chap. I, sect. C - discussion in the
context of the first over-all review snd appraisal of
progress in the implementation of the International
Develorment Strategy

/5478 Report on the Tenth gession (ibid., Fifty-seventh Session,
Supplement No. Y4), chap. I, sect. D on joint action by
developing countries for industrialization
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Symbol

B. Documents of the Committes

E/AC,5L/%.26

B/AC,SU/1.26/434.1
and Add,1l/Corr.1

E/AC.54/1,26/Ad44.2

E/AC.54/L.26/834.3

B/AC.SW/L. 2T

EB/AC.SH/L.35

B/aC.5U/L.5h

E/AC.5h/L. Gh

Title

Teonomic co~operaticn and integration in
Africa: note by the Centre for Develomment
Planning , Projections snd Policies (CCUPPP)
of the Department of Zconomic and Soctial
Affairs of the United Hations Secretarial

Teonomic co-operation in Bestern Africa:
paper prepared by CCDPPP

Tconomic co-operation in West Africa: paper
prepared by CCDPPP

Teoncmic co-operation and integration in
Central Africa: paper prepared by
Faul Borel, Consultant

Development plamiine and economic integration
in Africa: paper prepared by the
secretariat of the Eccnomic Commission
for Africa

Towards intesration in Asia: paper prepared
by the secretariat of the Iconomic
Commission for Asia and the Far Bast

Teonomic co-operation schemes in developing
regions: an appraisal of mechanisms,
policies and problems - paper prepared by
CCDPPP

The economic integration of developing
countries and the function of joint
ipdustrial planning: paper prepared by
Germénico Selgado, member of the Committee



