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Abstract:

This paper enquires whether an industriglisation policy designed by the
wmight be successful in achieving industrialisation and developmeny ;
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third world. Three common approaches 1o industriglisation are nzn?um&
in

terms of their structural features and consequences: import subsy

capital

Associating these strategies to Brazil, India and South Kored, respecy,
detailed comparison of their characteristics and achievements i Carrig %
The paper concludes by ranking these country experiences, arguing thg,

relative

Introduction

It is a common observation that rich countries tend to be .:a&:.wm:%a
noted nearly half a century ago that as aggregate growth proceeds the share o
employment in agriculture falls while the share of output and employmey,
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(and in services) rises'. A quarter of a century later Simon Kuznetg ﬁw,sacm:w
in

observation

by detecting broad regularities in the sectoral composition of out ed thig

employment and the level of per capital incomé 2 Using data from ¢, Put g d

countries

to total output declined ina predictable way, while the contribution ofsery,

Kuznets claimed that as income per head rose, the contribution op aﬂﬁ._og d
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roughly constant and the contribution of manufacturing rose. Looked 5 Maasm.:&

employment, Kuznets® data indicated that as per capita income 1ose, the
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HMMMMWNMWW _Mmaum mnmpmMa w: _.wmnozxﬁa fell while the proportions engaged in services and
increased, a ise i i
man though the rise it manufacturing was not as pronounced as in
These generalisations about
patterns of development in rich countri i
WMM.M %M_EEMM memﬁs Nﬂ see if m&:&»q pattems were evident in poor Scamwww_ﬂwﬁwomrw
e data that gradually were becoming available i i :
nationa et eociate g available in the third world, Holli
s conducted numerous cross-countr i i id - f
nd . ) y studies which i
w%mmw wo mmw_ﬂmhww N__E %ﬂo mﬁnwmnq@:ooa:%om:_os mm the industrial sector was nommmmn_ﬂu M.Mm
i come . at being so,® discussion then
mxv_“w.hiﬂn for the appatent uniformity in the pattern of growth concentrated. on the
obvious explanation is that changes in the composi jon ¢
. s position of output
w”oﬁMmMo__”wMEoﬁ %m gﬂamwa. As average incomes rise, the demand mw— m%.w._w MMMWM__%H
rapidly than others and in the case of “inferior”
! , r’ goods,
Wm“:w%“:mgo_ﬁa? H.ﬁ is s_aﬂ established that the income elasticity omm %BE“_MHM.M“. Mo%mm.u\
Bn;:?c...:o_.”_o and it is highly plausible that the income elascitiy of demand fi _m
. re consumer goods is greater than one. It thus follows that when aver oc
Eon:nww HHP Ew Woaﬁ.a for food (and by extension, the demand for mman..,m:mnmh
Do uets of a %\ ole) 4.& grow less than proportionately while the demand for th
B e in mw ustry ,S: grow more than ptoportionatety. In a closed economy Eomw
e B it composition om demand normally would lead to corresponding changes i
oocnﬁmw_.uouu_os cmu production and if demand elasticities are broadly similar .m_hw“m
, the regularities noted by Clark, Kuznets and Ch
g s enery wou i
ﬂﬂﬂmwﬁww. .om course the correspondence between demand ..EW oc»cﬂm ﬂwﬂﬂw w«.
s m%“ M:E%awa MMM%B? %»Eo&ﬁ._q in small countries where foreign Eam
5 rtion of national income, but even so the
! N s eff
composition of moB.nw:o output of a gradual evolution in the pattern of d o nld be
expected to be considerable. emand could be
e h“.m mﬂmw_%whm” %Ma mw__.w <me< is ﬂﬁﬁ industrialisation occurs more or [ess automatically
. That is, industrialisation is 2 consequence of
> - - H.c
a nmcwmmﬁn.m MM%MM-M@QME& mﬁiw responds passively to incremental am:ﬁihw rather than
anation puts the emphasis on supply-side facto .
. - . - H \
“”MS.SES_ Eﬁzws.m E»: agriculture. Thus high savings gnmiﬁwhﬂmhm%m o .wn
moo““u”sm M:o m&mcﬁ w.nmno:w. of capital, will favour the expansion of the Enﬁmmomr ing
sector .ﬁ, wmmoﬁm”na industrial w.na&aam. Similarly, industry has a greater need for mwcmwnm
o M-”w wmm.ncxﬁn. If E&ro policy or private initiative results in an expansion om
noaomm nd € cowsomm_ m.QEmom. the increased supply of skilled labour will hel o
anwB».oE ustry. Again, some industrial processes, €£. chemicals, steel, cement P o
mn:<.ﬁ._ n, are osﬁm.u."m:w& by economies of scale. An En_.aumm in mE ut .%ﬂzﬁ
mwuo__, m__wm noE.n result in _ns_mn costs, lower prices and a larger quantity amaﬂnahm wmnmo.
geners ww.wmmwwwaﬁwmﬂdrﬂ_ _mm_cﬂmﬁ wmoucwnmom complementarities and oﬁmam_w:m.m M_MM
sum of its parts. For example, it may not pa i in
WMMMWMWM@ mMM. mo__mcaﬁ durables because cheap electric WOEE. mmwmﬁ%n ﬁummw%mﬁwm
, it may not pay to invest in a large electri i
che ge electric generatin lant i
::vﬂw %ﬂﬁwn ﬂw.nmcmm of a lack of demand. Both projects viewed in wmo_wﬁmun mvw““_ﬁm_ﬂm
uop a_. _mim@ together, however, they may be highly profitable becaw £ ¢
B»_._naMmoﬂv ementarity .co:_,éms them. Particularly in countries with small ”_aoqo_._ En
e , MMM@WMME Eo._woa frequently will be “lympy” and a combination of mooacwﬂwm
norance of investment plans in other industrie inhibi
from undertaking projects with high social rates of return.® s may inhibit BREPrENcLSs

o
k1
A
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Implicit in this second explanation of the observed patterns of prowth is the

3833?.5: that government policy —by acceleratin investment, increasing the supply

of skilled labour, exploiting cconomies of gcale where they exist and by designing

mmes that take ocBEoBaa»HEmm between projects int® account- ¢an

investment progr
increase the speed of industrialisation, mﬁaamsoﬁs_ raise the productivity of labour and

thereby raisé the rates of growh of aggregate output and incOMme. In other words, 2
coherent policy for industrialisation could constitute a strategy of overall economic
development. Governments acting directly and indjrectly by creating favourable

private sector can promote industrial expansion. Industry, far from

conditions for the
Boz&z responding passively to the evolution of demand, could be used by government as

the leading sector in sustained, rapid growth.
gupport for this approach can be found in the historical experience of the now

ed countries. Alexander Gerschenkron, in his studies of nineteenth century

industrialis
mcﬂovamn industrialisatiott, stressed the role of the banks and the state and argued that

the greater the relative economic packwardness of a country, the more centralised was the
development effort® The agents of industrialisation shifted from private entrepreneurs
during the first industrial sevolution in England, to investment banks in Germany and
then to the state in Tsatist Russia. The later the date at which a country began 1o
industrialise, the more modern and large-scale was the technology employed Gerschen-
kron’s analysis was greatly enriched by 2 detailed study of the continental Europeast
experience by Dieter wozmrm»m.q He shows that all the European countries, except of
course Great Britain, developed behind protective barriers of one sort of another. indeed,

the European countries went peyond mere tariff protection and selectively delinked from

the international economy . During a period of “dissociation” the internal economy Wwas
e production of primary commodities was integrated into processing

restructured: th
industries, a capital goods industry was started and mass production of basic conswmet

goods was developed. Only after major institutional and structural changes were well

underway did the countries allow themselves to become reintegrated into the competitive

world economy. Free trade was not followed until after the domestic market was
developed and conquered.

Warwick Armstrong, summarising the findings of a study of Germany, Japan, Sweden
and the United States, comes to “‘one inescapable conclusion™: successful implementation
in those four countries of a pational strategy of industrialisation depended upon “the
ability of the sovereign state, in collaboration with a powerful industrial class, 10 control
and promote the conditions of growth. Institutional support provided by investment
banks, a directed technical education systerm, labour control, selective protection policies,
and the porrowing and adaptation of new technology for further domestic innovation,
where all part of the larger project t@ achieve national industrial development” 2 fthisis
the way development was prought about in the past, it is reasonable for the third world

to enquire whether a similar approach might not be successful in future.

Three approaches 10 industrialisation

One can distinguish theee approaches t0 industrialisation in the third world. The first
and mMost commonly adopted approach 18 to concentrate on replacing imports of
manufactured consumer goods by domestic manufactures. This is the well-known strategy
of import substituting industrialisation. The strategy has peen implemented within the
contextofa mixed economy and although direct state investment in industrial enterprises

is not uncommon, most investment in manufacturing has been undertaken by the private
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sector. The role of the state has been to
o p e ha create a set of incentive i i
E&monasmﬁmﬂ:%.omwmﬂww mwao:o:m. In .v:_nmnm governments ?:..mm MMMMmﬂﬁw%m mwu.ﬂo
Momtity i tviancl s _manu .unm.s::m rather than to attempt to be m&mo:c@ P
Momify individual & n _mmsnaam .mo_. specific encouragement. Governme ﬁm n”. o
of ot o :M regar :& the entire manufacturing sector as an “infant” a_w rving
G hrotection 2 an%oo there was no need to be discriminating. The H.ﬁmsuw
e nmination In provid E% m”_uEuo: qo.mm not irply, however, that the vo.znmmm EMM b :
o mccﬂn_i.: o “mﬂ I mm.am...&o incentives created by policies designed to pro ote
PO S osiituting in rialisation ._._mqa introduced many biases into th oy
ed and unanticipated. 0 fhe economy,

The most frequently adopted measure
sometime : s have centred on trade policy. High tari
::anm_.m_mhuwmmﬁw%hma EM quotas and other non-tariff cminam%oww%mmm%%mwﬁr
“nom-traditional” ex mzué tiple exchange rates have been used both to on : —
it e ol i ) o e s 7
mono : ’ » eXport taxes a ici .
in EW:QWMM“MH”WM,MMW boards have been used to mﬂ:naﬂo mo«.m“ﬂﬁnm_wm.mww o_Earm. of
enterpriscs sed among other things to cover the losses of stat .mmms o
w_,oﬁmo.moz against import lly ha ¢ industrial
industriali orts usually has been accompanied b i
indvrits o e Gt s oot onsas sl o e 0
development uusw.m ow MMMM__E& negative 5. real terms, In other countries .M aww
purpose of providing capital opment corporations have been established for the et
pethaps all of the nom:B W__. anw new industries. And in yet other countries a large .MWMQ ..,M
the government has been abl anking system has been brought into public ossﬂm.. n
Whatever the Bnn:»am?m %Movmwm”mm mww% mmn.mn:w to those firms it wished ﬂmﬂwﬁ
nonm.m.ﬁwmnwaﬂwﬁmca M*, import substituting Ea:“%hﬂwﬂo%mxva:ﬁé credit has been a
number of gzmwsmmhﬂmwznmo_aau have altered the structure of the economy i
manufacturing S.n___,ﬁé =n_ most obviously, they have encouraged the mnosﬂ#_:w
expansion of other sector: and by implication have introduced disincentives t N
forms: a redirecting of %mmnowuc_w agriculture. The bias against agriculture takes ME, M
(irrigation, rural Qmo”:.vmnﬁm 5<m».wn=a=ﬁ away from activities which support a _.WQEE
support industry; a rise in t ~“o? ) arm-to-market roads) in favour of mna&awm r.ﬁ.n_m
farming _uo_uamzma relative ﬁn _uw_nm of manufactured consumer goods purchased vﬁ _m
material inputs used in agri :ﬂ the price of wm:ozxﬁa goods; and a rise in the n.v. t w.
the price of mmno__:Em_m C aﬁa. e.g., fertilizers and mechanical equipment a_v mno o
profitability of farmin pro ucts. Thus from the point of view of anmon» ive to
incentive to farmers 8m w__w reduced EE._.EQ the point of view of constm ﬁ.oP ihe
also s diminished crease output in exchange for manufactured oo_._msw_ ion, the
Second m.—dﬁﬁ.v—d substituti - v er mOO&m
inter sectoral noavom&ow_ wm_sm industrialisation has altered (deliberately) not onl
composition of output O:o output cE.m_..S (usuaily unintentionally) the intra-j :aw zﬁ
and hence some m_.arﬂ 1€ reasorn for this is that nominal tariff rates seldom are w .wﬁQ
protection than other. ries receive a much higher nominal or apparent aE: o
particular poitical s. Tariff rates proliferate through historical time in re egree of
structure of Eoﬂnnﬂhwéﬂw s or economic circumstances, but when one mxuwmosmo o
irrational without rhym at any given moment it often appears to be u_.Eﬂusmw the
manufactured mooa,w e or reason. A further complication arises from the fact &.B.w e
are used as inputs in the production of other nﬁ:a?oﬁﬁmw MMH_MW
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tion of consumer durables, cloth is used in the production of
clothing, ete. if both steel and consumer durables are given protection from imports, say,
with an identical nominal tariff rate, the real or effective rate of protection to value
added in the consumer durables industry will be much less than that in the steel industry
_ because the former will have to purchase high cost inputs from the latter 2 Indeed in
extreme cases some industries have negative effective protection, presumably contrary t0
what the policymakers intended when the tariffs were imposed.

Third, tariff protection provides only partial assistance to an industry. It protects
local industry from foreign competition in the domestic market but provides no

assistance in foreign markets. Unlike a general subsidy to production, tariffs introduce a

strong bias in the manufactusing sector in favour of sales in the domestic market and
jmport substituting

against sales in the international market! . In other words,
industrialisation is biased not only in favour of the manufacturing sector but also against
exports, including exports from the manufacturing sector. While one can adduce good
arguments for wishing to promote industrial output and 10 encourage industriak
expansion, it is not easy to think of good reasons why one should wish to discourage
industrial output from being sold abroad and encourage it instead to be sold at home. Yet
that is what tariffs do.
Fourth, the strategy has also affected factor proportions in manufacturing and
indeed throughout the economy. By lowering the relative cost of finance capital,
incentives have been created in industry to use more mechanised techniques of
production than would otherwise be profitable, to invest in plant with a larger capacity
than the domestic economy can support and to economise on the employment of labour.
These tendencies toward high capital-labour ratios, low capacity utilisation and low
erployment creation are reinforced if an overvalued exchange rate also is present, as is
often the case. That is, if there is an excess demand for foreign exchange at the ruling
e¢xchange rate, import licenses or permits will have to be used to allocate foreign exchange
among the competing users. Unless the licenses are sold by auction, those who obtain
the right to purchase foreign exchange at the official rate will be able to import capital
goods relatively cheaply and this will give them an incentive not only to adopt capital
intensive methods of production but also foreign exchange intensive methods of
production.
Fifth, import substituting industrialisation has altered the distribution of income
among the various factors of production. It has increased the share of industrial profits in
national income, lowered rents in export oriented agriculture and in mining and reduced

the share of wages. Often in fact protection has been excessive (ot partially redundant) in

the sense that it has been higher than necessary 1o encourage an industry to become
established. Particularly in countries where the domestic market is small and the number
of firms needed to satisfy demand for a particular commodity consequently is few,
competition has been absent and monopoly profits have been high. This has accentuated
the tendency for import substituting industrialisation to shift the distribution of income
towards profits. This change in factor shares sometimes is welcomed on the grounds that
ity to save out of profits is higher than the savings propensity out of rent and

the propens
wages. Thus there is thought to be an added bonus to the strategy in the form of higher

savings, investment and aggregate growth.!?

A sixth effect of the strategy has been to increase inequality in the distribution of
income and wealth among househotds. The poor in the rural ateas and in the informal
urban sector have lost ground relative to the upper income groups in the cities. Moreover,
where the initial distribution of income was unequal, the process of import substituting

Steel is used in the produc
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consumer goods has led to a compositi i
str s A5 a on of manufactu i
&Mmﬂwmwanwwm hﬂh_wﬂ M_nmﬂwcm.::om. The concentration of EMMMEOMH@M@ %w_ew Mﬂam ™
income elasticities of aa”M ﬁm..ow‘r"m_.mo aozsﬁ_. for luxury goods, i.e., for mo%a“.ﬂ.u.ﬁmﬂrm
protection are repfaced b NM o. ese goods ﬂ.mﬁﬁ:« were imported but thanks to t _.mmm
of industry and the noB<o .M.bmm:n production and in consequence the capital stru w:
income inequality 25 Ew sition of manufacturing output come increasingly to %Em
threatens the cornmercial <.mo%w8 of effective demand. Any reduction mw :..m:w M_.o ’
sector and sonsequently is ”.mmm._ ﬁsm of an.m mmnm of the manufacturing noamcnﬁms:ohmw
<oﬁaMm interests among an:oa_-.o.w w: .mmﬂd.._%“w _wwﬁ%.mu_w Mﬂwﬂ:ﬂmnm industrialisation oma.m_..m”
stly, the tr. it polici quality among ¢
&mnad:nWb " H:Maw %M—w_wﬂwﬁﬂ %m__ﬁom have affected settlement vmnmn_ﬁwnmm_ﬂ..—mg M_H.M. i
some cases an explosive n. They have encouraged rural to urban migration wvwn_.m_
urbanisation, in turn, has mmgwwwmwo__ﬂ_owww MMWM Bmﬂovo_ﬂm: agglomerations. m_%mm
inve Pos and force iversi
i fns ot s oot vt et
vorls, st st g, et i, v, e v of sl o
miny il f el in oo oo i
substituti A . iases have been present in all i ing i
has :.Mﬂﬁw_wm Mﬁ%waw”mow «Maﬁam_amnoz and of course the m:MMMﬂﬂMMMHMMH Mmﬁww :w.w ost
been sufficiently oonnso-_w\ M_ﬂmnmcwmmhmwu “WMV_\,_ EM present. Nonetheless, EM% WMM
supporte et g 10 create i
g sy i o i g oo vy T
industries, as in the notorio :n :wm a gross misallocation of resources in E.mn_um wo
inefficiency has been so so us Chilean automobile industry!*, and in woamm t oot
the value of material Sﬁcwaﬂmmﬁw ﬁWMMMMM_MM _mw_:m and outputs are valued at éo_.MMu vwm_omwm
M“_MM.MM”MNMM& by negative value added.!® ,—.wwmwmnww memwrmmmm%.a ey s amms.
As Ewm.g% seen, invest s, hoverer, ot
manufacturin ' stment in industry has been quite hi
average inco :.mw QMMWMM mﬂfwﬂm ~.:.m been .Bﬁ.a. It Snmma_m is not w%ﬂwﬂﬂ ﬂmﬂmmwﬂirrom
closen don s the fndin msoam% if manufacturing plants in the third éom_mnﬂ at
that import substitutin E%w . i smmmfé value added imply! A more serious criti .ES..@
actually makes them ,mcamcmmzmrwm:on far from easing balance of payments H%%E o
eliminated from the ::mon. Emna luxury or non-essential consumer goods :wsw %:5
consumer goods and capital and and replaced by domestic production, only esse mﬂ
consumer soods cannot b ted intermediate goods are imported, Havm:m of ess i 1
intermediats goods are likel M_ uced almost by definition and imports of ca .SMEE
In such circumstances, the % so to be essential to maintain production and WEW_ 1) o
is likely to be very a‘mr h m:mmﬁﬁmww %%ﬂw mﬂ”amm%_mmnw of payments constraint on mmw%iﬂw
:&Mﬂﬂmmowmwo% ﬂwwﬂw w“ﬁﬂwﬂmﬁm:m Hn&ﬁm:&wﬁnémmmwm.Eonm dependent on external
has em 1 nt mmg% however on an assumpti
Bmwzwmw”_m_”wm_ mﬁﬂsﬂﬁ substitution it is unable Ewmﬁ:o:%w_ww Wﬂw%ﬁ MM Mxo ot
[ndeed the masoral m . canmmmzmnv:o:, at _amﬁ for some countries, has proved to ¢W. o».m%:ﬁ
industrialisation by mcmmmﬂ —MM ot most capitalista economies is to start the proce se.
learning by doing, to produ :m imports and later, when costs have fallen as w re :ﬁ ot
to begin Encmﬁmmmmc.o woa o mo.nﬂm: markets, As Arthur Lewis has said “...i ; of
11 by exporting manufactures. Usually onie begins by mwmﬁwﬂwmwna
a

]
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familiar and protected home market and moves on to exporting only after one has learnt

tomake one’s costs competitive™! ®.
There is however & second approach to industrialisation in the third world that merits
mention. This approach was devised to enable a country to inustrialise under conditions
of stagnant or slowly growing ¢Xports. Under such conditions the foreign exchange
needed to import capital goods to sustain 2 high rate of investment is not available and
consequently the country must either reduce its growth ambitions to the rate permitted
by export earnings or it must develop its own capital goods sector. The Indian statistician
and planner, P.C. Mahalanobis, cleatly influenced by the Soviet experience, designed a
development strategy for India that was speatheaded by the development and expansion
of the capital goods industries.!?
Unlike import substituting industrialisation which proceeds by supplying already
established markets for consumer goods, a strategy based on promoting the capital goods
sector does not enjoy the advantage of 2 domestic market ready 1o absorb the output of
e built ahead of demand in the

the new industries. Consequently capacity has to b
expectation or hope that demand will materialise as growth oceurs. In a large country

such an expectation is perhaps reasonable, butina small country there will be a danger of
ity in the capital goods sector. This in turn will make it

widespread excess capac
mavom&w_oa exploit economies of scale; average costs will tend to be high and firms

might be forced to operate at 2 10ss for long periods of time.
Private industrialists are unlikely to be willing to beat the risks of building far in

advance of demand or of carrying large losses for long periods. The strategy therefore
implies that the state will have to play a leading role in establishing and running the
capital goods enterprises. Small scale, light manufacturing of consumer goods can be left
to the private sector, which can be granted protection as under an import substituting
strategy, but the main thrust of industrialisation under this strategy would come from
publicly financed investment in state enterprises. The country would of course still have a
mixed economy, but compared to a pure import substituting strategy, the mix would be

tilted toward the public sector.
The losses of state enterpr
revenue. If tax receipts were ins

ises would have to be covered out of general government
ufficient to do this, the public sector as a whole would be
in deficit. That is, the public sector’s contribution 1o national savings would be negative.
The danger would then arise that unless private sector savings were buoyant of 1axes
could readily be raised, an industrialisation strategy designed to increase the supply of
n inadeguate supply of savings. Tn a centrally

investment goods would falter because of a

planned economy where all resources are allocated in physical terms, this problem in

principle should not occur since material balances would ensure that consumption does
not absorb resources needed for planned investment. But in a mixed economy the

policymakers have to ensure not only that the physical resources necessary for investrnent

are in principle available (either from domestic production or imports) but also that
consumption does not reduce savings below the level needed to finance the desired
re is a danger that a strategy

investment. Unless policy is skilfully implemented the
designed to alleviate 2 foreign exchange constraint on development will end up by

creating a savings constraint.
The most direct way to alleviate a foreign exchange constraint is of course by
increasing exports. The third approach to industrialisation in the third world attempts to
do precisely that, namely, to design the strategy of development around exports of
manufactured goods. This is undoubtedly the hard way to industrialise, but in some Cases,
e.g., Hong Kong and Singapore, there was little choice. In other cases,&.2-, South Korea
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and Taiwan i ituti
policy so0n Mﬁnmﬂw% Jcmccmﬁﬁ_nm phase of industrialisation was relatively short and
succossful. Tt has been an ﬂ:aﬁsgmm_m on exporting. The results were mvmonmnamnw
success of the subsequ gue nrmﬂ. .:.5 :5?0:. m—__..-mﬁ:_kmﬁm mv._.mmmaw were vital f el
quent exporting phases, but this is di ital for the
conclusvely. is is difficult to demonstrate
Many of the biases inherent in a strate; i i
. ; ] gy of import substituti
MMWsMhM\=W M”sw ﬂﬂMM_Emw of industrial export _uHoMHo:on. \:“m Mwwmwww Mvmowh% s mﬂmu oot
will help to Eona»mmo%.mmw_ﬂ:..m%@qmammmm can more readily be mxw_o:oﬂ ,E_w”%. erm
incomes. Manufacturin qona sacency I the use of resources and to ._,&mo aver, e
intoncin becanee o] w m: ﬂwm:o: in an export oriented strategy is likely to be swwmn
competitive, As a result the N:s.mw will costs be low enough to be internation m:
than in an im - the growth of employment in manufacturing is likel s
k; mon substitution strategy. g is likely to be higher
age ¢ i _
ou Emrm E%WLWM_MW_WDMM Mm.ﬁe“ hw_%%wﬂ __.Mmmwmﬁ%”w%u w_.mam union activity or by their
reat. . ¢ ime) and the intensi
WE»RH_HW Mwamw_ﬂmm mww__mm are usual. Considerable reliance in some Em”.hwamw Moﬂw on
believe them to b alysts regard these practices as evidence of “wage r s pU on
0 be an integral part of the strategy. It is of cours e that o and

. t A _ . 8
H@mzmmmbﬁ— 1 A:ﬁ sense mﬂNn Ou@ﬂu:mﬂﬂ N_..VOE.H is not w——.ﬁﬁ to mu_.uwmu Oﬁ:”::.mm :_.co__. N—th@ ﬁ_wﬁ
Oﬁ@O—‘H;H—.—ﬁt cost Om. HN_UO.—.:.. Mﬂ 15 Numo true HH—WH in —NUOE &mﬁ—h»ﬂm 2.—0 WOcQHH-aG:ﬁ- —m. it
.

.m_.-—.nﬂﬁ VENes &:&.—! QOmm SO On ﬂ_._.ﬂ m_..Qm om manageme n su rt m n_‘_
E] i
. . m ment —.Nﬁ—.—OH ,z.—m.n.— 1 ppo 0. 1]
.. Dn_nm—w D: n:m uznmu ._.um.H_Qu N. m—NWO :Nﬂmm.ﬁu countries @Ew—.ﬂ.ﬁm Qunvo—:ﬁsmﬂﬂ EQCMHHH.NHH.SI
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Brazil: from import substitution to exports of manufactures
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Brazi gest country in Latin America its hi
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of economic development, rather it was a more Ot less spontaneous reaction to a series of
external shocks that began with the disappearance of the market for Brazilian rubber in
the late nineteeth century and was followed in rapid succession by the disruption of
international trade in the First World War, the collapse of the country’s terms of trade
during the Great Depression of the 1930s and the disruption of international commerce
yet again during the Second World War. Each of these shocks provoked a wave of import
substituting industrialisation which led to 2 step-by-step rise in the share of manufactu-
ring in gross domestic product.

The Great Depression probably was the point of no return for Brazil. In just two
years, between 1929 and 1931, the country’s terms of trade declined by 464 per cent
and then fell again sharply in 1938, so that the terms of trade in 1938 were 57 per cent
lower than they had been at the time of the stock market crash on Wall Street.!® The
volure of imports fell precipitously. Indeed at the low point in 1932 they were 63 8 per
cent below the 1929 level}® It is hardly surprising that Brazilians {and other Latin
Americans) began to doubt the advantages of an open economy .

In fact there was a sharp break from the liberal international economic order and the
gold standard rules. Brazil devalued the currecy, imposed exchange controls, increased
tariff protection, suspended payments of interest and capital on the foreign debt in 1931
and then again in 1937 suspended all public debt payments for three years, “In the end,
the foreign debts were written down 0 less than a quarter of their nominal value 2% The
measures evidently worked. The fall in GDP between 1929 and 193} was limited to 5.3
per cent; thereafter output began to increase at a rapid rate and between 1931 and 1938
real GDP rose by 56.4 per cent.??

The decline in world coffee prices was partially offset by internal price supports and
this helped to maintain high incomes for the wealthy plantation owners in the state of
Sao Paulo. The plantation owners, then and later when coffee prices recovered, reinvested
their capital in manufacturing industries. As a result, to this day over half of Brazil’s
manufacturing output originates in %20 Paulo. In the 1930s the role of the central
government under Getulio Vargas was greatly strengthened relative to local power holders
and the traditional large landowner linked to the export sector. In some cases (as in
coffee) part of the landowning class was converted into an industrial class and in other
casses new industrial groups allied with the state emerged. In either event the final
outcome was impressive. Industrial output over the entire period 1929-1938 increased 6.1
per cent a year. Import substituting industrialisation had demonstrated what it could do.

The Second World War gave a fusther stimulus to industry, as in many other parts of
Latin America. In Brazil, by 1943, industrial production probably accounted for 20 per
cent of gross domestic product?? In response to greater international competition after
the war, Brazil in 1947 reintroduced exchange controls, imposed a system of muitiple
exchange rates and increased tariff protection, particularly favouring the domestic

production of consumer goods.

Again, in 1956-61, this time under Juscelino Kubitschek, there was a new surge of
industrialisation ?® There was massive state investment in electric power and transport
and in the capital and intermediate goods industries. The private sector was given: high
protection in the consumer goods industries but low or negative effective protection in
capital goods (which was partly compensated by direct government subsidies). Multiple
exchange rates were also used. Liberal policies toward foreign capital were adopted and in
response direct foreign investment in manufacturing rose very rapidly. Motor vehicles,

shipbuilding, steel, engineering and heavy clectrical equipment were especially favoured
by foreign investors.
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In 1969 the most recent sur i i
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known as the I :qwnu MMH HMMJ ,:mm “miracle”, however, is part of the Brazilian ENS_M
; : . rly be seen in Figure 1. The lo
° ng term t
f industrial output over nearly three and a half decades C%mo.uomhwﬂmwmwo%wm”o%_”

per annum. In contrast the average of
the i j
per antum. In g annual rates of growth in the major sub-periods

N:.v.:mormw expansion (1955-61)
Crisis of the 1960s (1962-68) By
Economic miracle (1969-76) >
Debt crisis (1977-34) 'y
07
FIGURE 1

BRAZIL: ANNUAL CHANGE IN INDUSTRIAL QUTPUT
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TABLE 1

THE COMPOSITION OF MANUFACTURING OUTPUT IN BRAZIL, 1967-1983
(percentage of value added)

1967 1975 1983

Basic consumer goods® 323 259 24,7
s tormodiate and capital goods® 557 609 620
< 120 13.2 133

Other manufactured goods

Notes: a.18IC31 (food and tobacco), 32 (textiles and clothing).
b. ISIC 35 {chemicals and plastics), 36 (non-metallic minerals),
nery and equipment).
¢) ISIC 33 (wood and wood products), 34 (paper and printing}, 39 {other).
Sources: UNIDO, Industry and Development Global Report 1986, Vienna, 1986; IBRD, World

Tables, Baltimore: Johns Hopkins University Press, 1983.

37 (basic metals), 38 {machi-

n in Brazil was very high by Asian standards and higher than in

The level of protectio
Cotombia and Mexico, although not as high as in Argentina. In 1967, for example,
=o§=&ﬁ3$omou of the manufacturing sector (including not only tariffs but also

exchange premia and port charges) was 48 per cent and effective protection was 73 per
cent2* This was excessive even from 2 protectionist point of view in that Brazilian costs
under competitive conditions were not 48-73 per cent higher than c.if. prices of
imported manufactured goods. The high tariffs, exchange premia and port charges
anabled Brazilian industrialists to establish uncompetitive enterprises and to reap large
monopoly rents —partly in the form of high incomes and partly in the form of an “easy

life”” and avoidable hig costs.
Joel Bergsman estimates that in 1967 the total cost or protection to Brazil was

“pethaps 8-10 per cent of G.N.P."*5 But he goes on to say,

Only a small part of this —less than 1 per cent of GNP.— was the result of

misallocation. The rest consists of monopoty profits plus avoidable higher costs. This
implies that moving to free trade in 1967 would have resulted in a saving amounting
to only something less than 1 per cent of GNP, through substitution of more
profitable export activities for less profitable import substituting activities.2®
Protection, then did not lead so much to a misalloation of resources and inefficiency

as to a concentration of income. Moreover the degree of inequality appears t0 have

increased over time. Regis de Castro Andrade reports that the percentage share in the

| distribution of income among the economically active population aged 10 to 63

persona
evolved as foliows:?”
1960 1970 1976
Lowest 50 per cent 17.7 149 it.8
Highest 5 per cent 277 349 390
0.50 0.36 0.60

Gini coefficient

The overall distribution of income as measured by the Gini coefficient was very
unequal in 1960 and became steadly worse over the next sixteen years. Indeed Brazil
must have about the most unequal distribution of income of any country in the world 2®
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pdondy partnership, the Brazilian industrial class is undoubtedly the

India: the state, capital goods and seif-reliance

The Indian experience of industrialisation differs from
the ilian i

M,MW_”_ a_‘.,.w.ﬂmca:ﬁ. _Mamvg%noa in 1947 the government Hoommwwwwﬂnwwcwmﬂuﬁwwn%m
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basic capital goods nor was it willing to accept foreign direct investment (except as a
means of obtaining foreign technology); it was, however, prepared to accept foreign aid,
although in practice external assistance seldom was more than 3.5 per cent of GNP and
usually was much less. Basically, India wished to be and was self-reliant.

While it would be misleading to claim that India’s policies for industrial development
have remained unchanged since Independence, and even more misleading to claim that
agricultural policy has cemained unchanged, the general thrust of industrial policies. was
remarkably consistent for thirty years, namely from 1955 to 1985. The Mahalanobis
legacy was indeed an enduring one and India remained faithful to his vision of capitat
goods as the leading sector and the state as the leading actor. Public investment has
consistently accounted for 40-55 per cent of the total, Private investment in industry has
been regulated (some would say restained) by a series of measures, of which industrial
lcenses and import licenses have been the most important. That, is until recently imports
were restricted by quotas (supplemented by tariffs) and allocated in physical term by
type of product and by type of user2? To prevent the degree of monopoly in the private
sector from being excessive, price controls also have been imposed on products reparded
as essential: fertilizer, cement, aluminium, sugar, pharmaceutical products, efc.

If one assumes that the primary objective of economic policy was to develop a
capital goods sector so that India’s rate of accumulation could be independent of the
growth of export carnings, then industrialisation must be judged a success. (See Table 2).
The share of the capital goods sector rose steadily from less than 5 per cent of industrial

output at the beginning of the Second Five Year Plan to nearly 18 per cent in 1979/80.
The share of the so-called basic goods (fertilizer, cement, electric power, etc.) also
increased substantially over the twenty-three year period. Basic and capital goods,
combined zccounted for 48.5 per cent of total industrial output by the beginning of the

present decade.

TABLE 2
INDIA: CHANGES IN INDUSTRIAL STRUCTURE, 1956-1979/80
Rate of
Growth,
1959/60-
Percentage Share of Industrial Output 1979/80¢
1956 1960/1 1965/6 1970/1 1975/6 1979/80  (per cent
per annum}
Basic goods? 221 275 306 307 319 308 6.2
Intermediate goods 246 210 191 190 175 163 4.2
Capital goods 4.7 10.7 150 152 183 177 8.1
Consumergoods? 484 408 354 351 343 353 49

Notes:  a. Basic goods comprise salt, fertilizers, cement, basic metals, electricity and mining.
b. Consumer goods include both durables and non-durables.

¢. Net value added.
Isher Judge Ahluwalia, Industrial Growth in India: Stagnation Since the Mid-Sixties, Delhi:

Oxford University Press, 1985, Table 2.1, p. ¢ and Table 2.5, p. 19; Tsher Judge Ahluwalia,
“The Role of Policy in Industrial Development”, paper presented to 2 conference on
Economie Industrielle et Stratégies d'Industrialisation dans le Tiers Monde, ORSTROM,

Paris, 2627, Februery 1987, Table 1, p. 31.

Sources:
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TABLE 3
INDIA: GROWTH OF QUTPUT AND PRODUCTIVITY
IN
YD PRODL MANUFACTURING,
(per cent per annur)
Manufacturing Total factor ivi
productivity
value added in manufacturing

1950-80 5.1
195565 6.2 01
1965-75 33 Y
197580 45 ol
1980-83 5.8 v

. na.

Sourcen) Czu—wﬂw_#-&:ﬁg_.& Development Review Series: India, Vienn 9
il /! 2 i i 4

vy uwalla, * ) DENH i > vienng, 5 July 1985, Tabie 1, P 4;
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great as in Brazil, but between 1964 and 1967 the distribution of household income in
India as a whole apparently became much more unequal, the Gini coefficient rising from
0.35 to 0.46. But then it fell to 0.42 in 1975 and hence one can infer no trend in
inequality in either direction from this fragmentary evidence 28

The industrial reform programme that started in 1985 has three broad objectives:
(i) to reduce the emphasis on public sector investment and increase that of the private
sector, (i) to switch policy instruments from a reliance on physical controls to financial
incentives and (iif) to shift from import substituting industrialisation towards a more
open economy , Measures have been taken to release the energies of private entrepreneur-
ship and to promote more competition. The investment licensing system has been
simplified and 25 industries have been delicensed altogether. Corporate and personal
income taxes have been reduced as have the excise taxes on many manufactured
products. Some fiscal incentives have been introduced to encourage investment by small
and medium sized enterprises. These incentives presumably were introduced to help
comect the imbalance created by the investment licensing system which favoured
exceptionally large establishments. Indecd disregarding househotd manufacturing and
workshop enterprises, India is said to be “the country where very large enterprises (over
1 000 workers) dominate manufacturing factory employment 1o 2 greater extent than
any other country in the world —including the United States™$

The government has reduced subsidies to manufacturing enterprises and has also
reduced a nunber of price controls. Some export incentives have been introduced and
export dutics have been abolished on three-quarters of the items previously liable to duty.
Most important, the import licensing system has been simplified and the number of
quantitative trade restrictions has been greatly reduced. Lastly, policy has become slightly
mote encouraging to direct foreign investment.

India’s policies have been out of synchronisation with the world economy. When
international trade was expanding swiftly, India’s policies were very inward oriented.
Now that international trade has slowed down, India has decided to liberalise her trade
regimen and become more export oriented. India’s ratio of exports to GDP is about the
lowest in the world and although manufactures account for about 70 per cent of exports,
it should be possible to increase very substantially the country’s share of the world
market for selected manufactured goods. The change in trade policy is therefore to be
welcomed as better late than never. There certainty is no reason actively to discriminate
against exports. At the same time one must recognise that in current trading conditions a
strategy of export-led growth is unlikely to be as successful as it would have been for
India twenty vears ago or even as it could be today for a smaller country. Hence
expansion of domestic demand probably will continue to be important for the growth of
India’s industrial sector.

South Korea: planned exports of manufactures

South Korea’s experience is in marked contrast with that of India. At the end of the
Korean War (1950-53) the economy was in Tuins. Fixed investment was less than 6 per cent
of gross national product, manufacturing output was less than 9 per cent of GNP and
exports accounted for only 2 per cent of GNP. [mports were 2.3 times as large as exports.
There was of course a recovery when hostilities ceased and the mining and manufacturing
sectors quickly regained momentum. Growth as a whole, however, was relatively slow and
at the beginning of the 1960s the economy clearly was in crisis. In 1960, national savings
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m.nm:omm only 7.5 per cent of gross investiment, the rest coming from abroad as foreign
M”chm“wﬁmas oﬁazﬂ .: vﬁn 8:”” and income per head fell. In 1961, mining mma
ing output increased on . i ili
et e nwsﬂ.. y 4.4 per cent and in that same year a new military
The new government introduced a new economic strate i
Sa_.dwﬁm_:mmou. This was not a strategy of laissez faire, quite Emﬂmm%mmwmohw mﬂ“mn“%
? E%A.::Sn component of the strategy however was to align South Korean prices 35
international prices in order to exploit the country’s compararive advantage and maintain
the ooBmmm:dnomm of its exports. The won was devalued early in 196} and at fairl
m.oaﬁ.a:ﬂ intervals thereafter; in between devaluations export subsidies were used to B»rw
certain that the real exchange rate for exporters remained competitve. On the whole the
uowow worked reasonably well, although towards the end of the period 1974-80 (durin
im.or the :o:._wumu exchange rate was held constant) South Korea’s exports began Hm
”ﬂm_ﬁ. .MWMHMMNH“HW“ moc_un that the 1980 devaluation should have occurred at least
The financial regime was changed at the same time has the ex i
.52 the government took control of the five major banks mnan_mmwmmmmwmmmmwwﬁm.w
_B_u_maw:.* its investment and output plans. Capital was upplied to private entrepreneurs
at mc‘o.ma,._uon_ rates and other government policies (tariffs, price controls, profits tax
depreciation allowances, control of entry into an industry) were used "o.&mﬁﬁmnﬁm
between firms, favouring those which complied with the planners” wishes and penalisin
those «.s._o refused to conform.>® In 1965 nominal interest rates were more than n_ocgom
and this had two beneficial effects.®® First, by increasing the cost of borrowed capital it
m:oocamaa firms to adopt more labour intensive methods of production and :mcm to
increase employment. Second, it encouraged savers to switch their placements from the
curb market to the formal capital market, and this in turn made it easier for the
moéwama controlled banks to implement central plans.
overnment intervention in the capital market helped to cre i isti
structure of industry. The firms that benefitted from the mﬁﬂ«iiﬂﬂ%ﬂ h:%wmﬂwmm
from concessionary loans at low real rates of interest grew very rapidly while those firms
that were unable to obtain loans or have their loans renewed remained small and often
went bankrupt. As a result, the average size of enterprise in South Korea is large and the
M“.a.”w umeoww m_.nmm account wmﬂ half of manufacturing output* ®. This high concentration
industry has of course made it easier for th i i
e o otasion of it plan. ¢ government to become involved in the
The Economic Planning Board was established in 1961 and incl i
and Eﬁmﬁ functions. At the same time a Ministry of Commerce m=n=%MM=ww~wr WM”MM_MM
MITI in Fapan, was created to promote industrial exports. Indeed the Ministry :..E:BE&
anmﬁn” %89&8 on mnacm,m_.wu.;:_.o;m: monthly export promotion meetings monitored
d MHMH. _M_ o Wmom_.m President’”.*! Planning in South Korea, as John Enos explains, is
....:.m omnipresence on the economic scene. Through the agency of i i
civil servants, employed in the Economic EE,EEWM woﬁwm 5% <m:hwmﬁﬁwmmﬂmﬂwhm
w:&.mnnﬁmi bodies, the government has populated the industrial environment
EuSmm participated in planning, in negotiation with foreign suppliers, in amﬁv.:mEmm
or &Roahm. firms to employ the imported technology; and in m..oncaana of
finance, m@E@Bai and personnel; having been present during the construction of
m_u_:, during the start-up of equipment, and during its subsequent operation and
improvement; the functionaries of government have become quickly aware of
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dules and deficiencies in material and manpower. [t has been
and those oo.wﬁo_w have been more effective, when the
2,

This system of detailed intervention and of close supervision in furtherance of
carefully planned exports of manufactures was very successful. As can be seen in Table 4,
the share of manufacturing in GNP nearly doubled between 1960 and 1975 and by had
tisen further to just over 29 per cent of gross nationat product. During the same peried,
exports rose from 3.4 per cent of GNP in 1960 to 28.1 per cent in 1975 and then to 415
per cent in 1984. In three decades South Korea was transformed from virtually a closed

economy to a very open one.

departures from sche
easier to impose controls,
controllers have been always on the spo

TABLE 4
EXPORTS, MANUFACTURING PRODUCTION AND SAVINGS IN SOUTH KOREA,
1953-1984
National Savings
{per cent of gross
Exports Manufacturing domestic capital
(per cent of GNP) formation)
1953 20 89 573
1953 1.7 114 424
1960 34 13.7 73
1965 8.5 17.9 49.1
1970 142 20.8 64.7
1975 28.1 26.5 63.3
1980 377 288 63.2
1984 41.5 29.3 na.
Source: Bank of Korea, National Income in Korea 1982, Seoul, 1982; Economic Planning Board,

Major Statistics of Korean Economy 1985,8ecul, 1985,

Foreign capital has been an important source of investment finance throughout the
industrialisation drive. Three points however should be noticed. First, the dependen on
foreign capital did fali somewhat until about 1970, after which it remained stable. The
third column in Table 4 shows that in 1955 national savings financed only 42 4 per cent
of total gross investment and foreign savings the rest. By 1970 however national savings
were able to finance 64.7 per cent of investment, reducing the share of foreign savings t0
a tittle more than a third. Second, direct foreign investment has never played a significant
role in the country’s development, Most foreign capital imports have been either public or
commercial loans and in the period 1975 to 1984, for instance, foreign investment
accounted for only 4.6 per cent of the total of foreign loans and investments.*? Third,
when foreign direct investment was allowed into the country it was tightly controlled.
Usually joint ventures were established (with Koreans having a controlling interest) rather
than wholly owned foreign subsidiaries and occasionally the joint venture subsequently
became wholly Korean owned. Moreover, “foreign engineers, technicians and managers
have been replaced with Koreans, always deliberately and systematically”** Foreign
owned industry, in short, has been domesticated.

The performance in terms of rates of growth has been impressive. This is shown in
Table 5. The rate of growth of gross domestic product accelerated sharply after the new
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TABLE 5

RATES OF GROWTH IN SOUTH KOREA, 1953-1985
(per cent per annum)
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195362 196285 1953-85
Gross domestic product 4.7
Value added in manufacturing 1 H”q HMN ot
Total exports i5.0 um.m o
Exports of manufactured goods 2372 273 wwma
Notes:  a. 195762

b. 1957-85.

Sources: Bank of Korea, National Inc i
: ome in Korea 1982, Seoul, 1982; E i i
Stastical Yearbook 1986, Scoul, 1986, OECD Development Oma.:.o MHMHHM«WQ:EW Boud,

strategy came into effect. During the period 1953-62, GDP i
- bu -62, GDP in real terms gre
WMH MM”M waMaHnWwa srﬁaﬂwm =m ﬂww subsequent period 1962-85 the rate of Mﬂoﬁnﬂﬁ“m Mw
. The growth of value added in manufacturing al 1 .
of acceleration was not as dramatic as in the e the. trons e
. e case of GDP because the trend
growth in the manufacturing sector alread i i i
: y was high prior to the chan,
m:ro_._m: as previously noted manufacturing grew very slowly in 1961 .muaowmwohmwwﬂw MMM.
mvﬁﬂwwm«%xoﬂo:m omamﬂpmmoﬂﬂ:on goods increased very rapidly. There was an initial leap
exports when the new strategy was introduced h i
their rate of growth. Over the entire peri Y- gt ek
. period 1953-85 total exports (in constan
WWmmo_.m M”_“.,:%m wmmn manufactured export over the slightly m#onwm period ?MnMoH_wumman
.3 per cent a year. By the beginning of
mnoowﬁma for well over 90 per cent of total oxWo:m g of the 19805 manufactured goods
t is sometimes imagined that because of mﬁ.en i i
met N port orientation of South !
Hwacmmﬁc::m 5&_%:8._ m.c%_: must be concentrated on light industry and BEMNMMM
owum:Emn goods. This is not correct, however. The share of basic consumer goods i
MM:“: wﬂ:ﬁ.zm value added has fallen steadily and by 1983 accounted for only wm Hm o
nt of the total. (See Table 6). Conversely, the share of intermediate and capital wo%m.m

TABLE 6

COMPOSITION OF MANUF ACTURING
OUTPUT IN SOUTH K
(percentage of value added) OREA, 19671983

1967 1975 1983
Dasie consumer goods?
473
Intermediate and capital moo%.U 420 Mm.m i
Other manufactured goods® 10.7 m.m 0
Noteg: . =

. J81C 31 (food and tobacco), 32 (texti i
ood a , 32 tiles and clothing),
Wa_w“m 35 (chemicals and plastics), 36 (non-metallic minerals), 37 i
& ?-W_n.wﬂmﬂ und cquipmant. s (basic metals), 38
43 (wood and preducts), 34 (paper and printi
. N printing), 39 {other).
3 zugr aw.#ﬁns._ and Development Global Repors 1956, ﬁa_ﬂuﬂu 1986; IBRD
918 Johns Hopkins University Press, 1983, ’ ’ » Werld
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has risen steadily from 42 per cent of manufacturing value added in 1967 to nearly 56 per
cent in 1983. The structure of the manufacturing sector in South Korea thus is not
fundamentally different from that in Brazil or India, two countries with a much larger
domestic market**. [t certainly is not the case that South Korea’s stratcgy of planned
exports of manufactures has implied neglect of capital and intermediate goods. It shouid
be added, however, that some of the capital goods industries are not competitive, or not
yet competitive, on world markets and have required substantial protection to be
commercially viable.

Another misconception about South Korea's development strategy is that it has been
based on sweated labour, low wages and government regulation of the labour market. The
truth of the matter is that during the drive for industrialisation the labour market was
broadly competitive and restrictive practices and monopolistic pricing of labour were
avoided. Moreover, the supply price of labour in urban areas was relatively high, not low.
The main reason for this is that South Korea had two radical land reforms, the first in
1947 which reduced full-time tenancy from 70 to 33 per cent and the second in 1950
which virtually eliminated the remaining temancy arrangements and created a smatl
peasant farming system based on owner-operated holdings. The land reforms created a
very equal distribution of income in the rural areas and raised the opportunity cost of
peasant labour. As a result the manufacturing sector had no alternative to paying higher
real wages than would have been necessary in the absence of redistributive reforms in the
countryside.

In 1963 employment in the manufacturing sector accounted for only 8 per cent of
total employment. Unemployment among non-farm households at that time was 16.4 per
cent. During the following years however manufacturing employment rose rapidly and
unemployment declined as follows:*®

Manufacturing employment Unemployment of non-farm

househelds

(per cent of total) (per cent)
1963 8.0 16.4
1968 12.8 89
1973 159 6.8
1978 224 4.7
1983 226 54

The high unemployment kept wages low during the early period of export oriented
industrialisation and real wages in manufacturing actually declined 0.5 per cent a year
during 1960-65. However teal wages rose very quickly thereafter in response 1o lower
uneraployment and increased pressure of demand in the labour market. In 1965-70 real
wages increased 7.4 per cent a year and in 1970-83 they increased by 7.7 per cent 2
year* 7. These are much faster rates of increase than can be observed in most other third
world countries.

The degree of inequality in the distribution of income in South Korea is tow. The
land reforms created favourable initial conditions and the competitive labour market in a
context of rapid growth helped to ensure that industrialisation would be accompanied by
an expansion of employment and a rise in the share of wages in national income. The
oligopolistic structure of industry has of course pushed up the share of non-wage income
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in manufacturing value added and it is this

1 manuf : : probably that account

a.mqm_ﬂ.:_ow %m _H_smam in South Korea is not as equal as in, say HMMNMMM aﬁm fact that the

e official data suggest there is no clear trend Euﬁr@,&mﬁcc ior

. offi ta su tion of househ

ﬂ%oﬂsm :H_ either direction. (See Table 7.} The Gini coefficient increased wmmamwwsﬂu

vﬁﬂmﬂ_ﬂ ,w%m mz_wn _ﬂqm_ _V”H mw:ms fell between 1980 and 1982, so that at the end of 9M

s only a little higher than at the beginning. A E.Bmw i
share in total income of the richest quinti : o ot ot
quintile, The share of the top 20
households rose from 41.8 per cent of total i i ! B 80 st
1 . income in 1965 to 45.4 per cent in !
then declined to 43 per cent in 1982. The sh Dt ot mosshots
4 . are the poorest 40 per cent of h

was nearly the mirror image of this, fallin 4 050 s
: , g from a peak of 19.6 per cent i

trough of 16.1 per cent in 1980 but then rising sharply to 18.8 per owwﬁ maﬂﬁoﬁmmeqo o

TABLE 7
THE DISTRIBUTION GF HOUSEHOLD INCOME IN SOUTH KOREA, 1965-82
Gini Richest P
: 00
coefficient 20 per cent 40 wm“. Nﬁmn
1965 034
_ 4138

WWWM 033 416 wwm
1976 039 453 189
1980 039 454 16.1

036 430 18.8

Source: Jang-Ho Kim, Wages, Emplo; istri
! N 3 yyment and Inco fon Il :
B ae Tavte a1, vwx%u__.uau:@::ox in South Korea: 1960-83, New

The worst year from the point of view of the distribution of i
1980 and one might be tempted to argue that this points in the %mmﬁﬂmﬂhawwﬁﬂﬂmw M< WM
MMH%%. Such an arguments however is premature and possibly wrong. The reason H.v.wnx:
19 :immmmra .o:Q year since the new development strategy was introduced in 1961 in
c failed 6 rise substantially. In that year in fact real GNP fell sharply by 5.2
mnm.‘m.mu”%w%mmM”momumww_mmﬂ_zﬂ3 mﬂ.m per om.”:. The increase¢ in inequality in 1980 Eogiw
ownturn in the economy rather than a se i
means that South Korea is one of the very few n::w world nogﬁwm w«.ﬁhﬂhﬂ%% H.nwmnwom.o_h

to combine rapid industrialisation, profound i
{0 combine rapic Indu: » P nd structural change and a relatively egalitarian

Conclusions

We have seen that industrialisation
. : can be a successful strategy of economi
mmum_o%%m””u“: anw“w Emﬁ M.EHE. M.an distinct approaches have camamwg:m& EEom
acteristics and consequences. One approach is b i
substituting consumer goods, although there i o e
. ) ere is no reason in principle or in histori
experience why a country that embarks u; d e
. . pon such an approach cannot in a later pha
develop a substantial capital goods industry and also begin to export manufactured mﬂo%ma
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Let us cali this approach the Brazilian model. A second approach starts by concentrating
on establishing capital and intermedijate goods industries within a semi-closed economy.
Again, there is nothing in principle to prevent such a country in a later stage from
becoming more open and producing manufactured goods for export. This we shall call the
Indian model. The third approach _the South Korean model— is based on planned exports
of consumer foods within a policy environment that ensures that domestic and
international prices remain broadly aligned.

Each model has its strengths and weaknesses and one’s overall assessment inevitably
depends on the relative weight given to each. In what follows we shall use eight criteria of
evaluation and subjectively rank the three models by the eight criteria. The first criterion
is the long run rate of growth of industria! output. By this criterion the South Korean
model seems to be best and the Indian mode! the least successful. One’s judgement might
have been different however, if world trade had expanded less rapidly than it did in the
19505 and 1960s. Second, there is the question of the stability of growth. Here the Indian
model can claim to be the most successful and the Brazilian model the least, The South
Korean model, vulnerable to perturbations in international commerce, occupies an
intermediate position. When it comes, third, to the growth of industrial exports, the
South Korean model as one would expect is far superior to the others while the Indian
rnodel appears to be the least successful.

TABLE 8
AN EVALUATION OF THREE APPROACHES TO INDUSTRIALISATION

South Korean  Brazilian Indian

model model model
1. Growth of industrial output 1 2 3
2. Stability of growth 2 3 1
3. Growth of industrial exports 1 2 3
4. Development of the capital goods industries 3 =1 =1
5. Efficiency of industrial production 1 2 3
6. Creation of employment i 2 3
7. Degree of equality i 3 2
8. Growth of pet capita income 1 2 3

it sometimes is claimed that large countries such as India and Pakistan do not have
the option of basing their industrialisation on the export of manufactured goods, or more
penerally of following an export oriented strategy of development. This is a path, it is
claimed, that oniy small countries such as South Korea and Singapore can follow. This
view, however, clearly is imistaken. The striking fact is that South Korea and Singapore
export several times as much as India and Pakistan. The two small countries have of
course a higher ratio of exports to GNP and a higher value of exports per capita, but they
also have 2 much higher value of total exports. In 1985, for example, merchandise
exports from South Korea were $ 26.442 million and from Singapore, $ 21 500 million.
Pakistan in that year exported only §2.648 million worth of goods and India (in 1983)
only § 9 770 million. That is, Singapore exported more than twice as much as India and
South Korea exported nearly ten times more than Pakistan.



86
REVISTA DE ANALISIS ECONOMICO, VOL. 2, N© 2

Returning to the evaluation
of the three model i :
appear t . els, Em Indi ili
e aatsios and by this foat e ometing the development o the capul goots
e mm:_..:a M:m _wﬁroEE criterion the South Korean model ranks, last M_m%:m_mwoo%
; er two. However, fifth i ; st although it is
consid o b 0 > , the rankings i
mzcw”.u. Mmﬂwﬂ.wﬂsw in .Em allocation of resources, Here zm_o p,m_wcm“mmmaﬁ when one
anking holds Emgawm._:m.u and Indian models following some distance coﬂwwm aﬁoaa .
hardly surprising s e sixth criterion is considered, the growth of emplo e same
production ?Em M_MMm.M: %392: »w_oouno: of resources implies Eﬁwimwmﬂaw rﬂ,_,?u _w.
: : in the case of thi i ; actors o
E?:m”ﬁ methods of production. ird world countries, adopting relatively labour
ve i i
&mEgsmmrowwﬂmaamuwgzmn of the degree of equality. Much depends upon th
adopted. In third world o6 we th before a particular approach to Eaﬁﬁm:%m: "
and a large part obfain _H_.E:.am where a majority of the population lives in w__on is
issue. However giv nrm a livelihood from agriculture, land reform obvious} is the key
Koroan model of M_.H%M .Mm_cm_ conditions™ for good or ill, it does seem that M.,Bm E”.w
3 ¢ strialisation, because of i ; ¢ Sou
associate i y : its employment intensity, is li
wuwnEwun_ :ﬁ%% __.um_ﬁ:iz more equal distribution of income, M?M”m%ﬂmw%wmq tod
likely o lead o hwﬂpmmo %MMMM large subsidies it implies for private nnﬁawhmﬁwm%r.o
in between. inequality. The Indian model probably falis monﬁir,onw
Lastly, there is the i
, growth of per capita i i
of growth . pita income. This depen
of Bmﬁm otk %M mﬂww%”?ﬁﬁmmm output but 2lso on such 55% MM HH_MM onm_m onmn.o rate
the rest om the mnoho__“mw o,_, uﬁ_.émgma E.a the linkages between the industrial MM HSEE
this criterion the So 5_\. ing everything into consideration it seems probab. ciorand
r uth Korean model ranks first and the Indian thi probable that by
overall ranking? e Indian third. What, then, of an
The South ; \ ,
terms of wﬁmeMwnMw = Eoﬂmm_ _.E“_wm first on six out of the eight criteria; it ranks second i
pives extraordinarily %..nm: samwﬁ ﬁﬁ%_ﬂﬂw Mnﬂ__.az of Em%%:a goods sector. c=_m,a= o_“”
th . " a opment of th i
EM:MMMMM_%M Om_ fluctuations in output and income, ”Mwommwﬂmwrmom% Soctor and to
model. It Shwwﬁwwmaw deserves to be placed first. At the other mﬁ..oM”m; Hm_ﬁ c%_.%
oo, indme MEo: five out of the eight criteria, including the growth _wm ¢ Indian
terms of industrial mm%ﬂ.:. manufactured exports and employment. It also _.maw ;e i
model of maacuimmmmm&mm@. It is hard to avoid the conclusion En.ﬂomoa that cw :E.n_. .
ranked in the mozoinwuhwaﬁwa _mmmﬂw:mmmmu?m of the three. We thus end with EMH_”EM_JH_
N : I sou ore odels
with %ﬂw Indian model as the least successful 2 2 the most successiul, followed by Brazil
is ranking raises questions about ”
possible connection iti ;
M”Moﬁmm__.mwm%u‘ of development. It is sometimes o_e..B&” mow MMM%MQM ﬁwﬁmvﬂ“:o& coeme
so-called ZMQWHMMWWEBM in some of the newly industrialising wom::.mwm owwwomm% o
low and prices int epen ed upon the repression of labour in order to k o he
import mzﬂ tit #_.b ernationally competitive® ®. In Latin America it has b on st that
regime omuwzoc ﬁmﬁmﬂ%#ﬁﬁcg has required an authoritarian vo_wmnmw M\M”m:ma. o
. of maintaining order and sotri em, 18,2
Movin ) nd a very unequal d i i
Bca&m w%ﬂ«:w_mﬂu.ﬂww wﬁwrm& models to the country mwwmnmmmﬂ_wﬂmw%:rﬁ ns%ammo.
ﬁmao%. o &oﬁﬂﬁﬁm—m at India is 2 democratic country, that Brazil has %mao:Eu o
South Korean politics %M:wmmwﬂ_wa %ﬂr mwn.w: .vm:.on_w of gualified democracy Mﬂﬂ:ﬂﬂm
temptation 1o oritarian and undemocratic. i
suggest that there may be a trade-off between %Bonﬁ.dmwﬂwhmmmmzwnw

A N
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t+ would be hasty however (o draw such a conclusion

efficient industrial development. 1
are consisten with the facts.

since so many other interpretations
Authoritarianism in South Korea, for instance, probably has litile to do with the
approach to industrialisation that was adopted and 2 great deal more to do with the
political tensions created by the decision of external powers to divide the country in
two®!. Similarly, repression in Brazil almost certainly has more to do with the very
unequal distribution of income and wealth in the country than with import substituting
industrialisation. Conversely, it is unlikely that if India were to change its pattern of
industrialisation —as indeed it appears to be doing— it would for that reason run arisk of
becoming less democratic. Certainly politics and economiics ultimately are inseparable,
and there may be a link of the type postulated between the degree of democracy and the
strategy of industrialisation, but until more evidence is available the Scottish verdict of

not proven appears to be justified.

NOTES

1 See Clark (1940).
2 See Kuznets (1965, 1966).
3 See: Chenery (1960) Chenery and Taylor (1968);

Robinson and Syrquin (1986).
4 Some authors did challenge the proposition that there are uniform pattems of industrialisation.

See for example Sutctiffe (1971) Ch. 2. Also see Kirkpatrick, L. and Nixsn (1984).
§  Gee Sutcliffe (1971), op. cit., Ch. 6.
6 See Gerschenkron (1962).
7  See Senghaas (1985).
8 See Amsirong (1987) p. 12.

9 See Corden (1966).
10 This is a major theme of Little, Scitovsky and Scott (1970).

11  See Mahbub (1963). Also relevant is Sen (1968).
12 For 2 human and moving picture of life in an urban slum in Calcutta see Lapierre (1985).

13 gee: Littie, Scitovsky and Scott, op. cit.; Hirschman {1968); Power (1966, 1972).
14 See Johnson (1967).

15 See for example Scligo and Stetn (1965).

16 See Lewis (1978).

17  See Mahalanobis (1963). Also see Raj and Sen (1961).

18 See Maddison (1985) Table A-7, p. 87.

19 SeeMaddison (1985) Table A-6, p. 87.

20 See Maddison (1985) p. 27-

21 See Maddison {1985} Table A-1, p. 84-

22 See Bergsman (1970). .

23 See Regis de Castro Andrade {1982). Also see Bergsman {1970) op. cit. |

24 See Bergsman (1970), Table 1.3, p. 42. The estimate for the average rate o
excludes perfumes and soapswhere the ratewas 1670 per cent!

25  See Vergsman (1970), P 178.

26 See Bergsman (1970), p. 178-9.

27 4ee Regis de Castro Andrade (1982), op. cit,, Table 2, p. 172.
18 (ompare the data in Table 24, pp. 226-7 of the IBRD (1986). The distribution of land in Brazil

probably is also the most unequal in the world. At one extreme 342 big landowners OWn 41,5
million hectares, an-aréa considerably larger than Japan. Their average holding is 138 889 ha. At
the other extreme 2.5 million peasant farmers have an average two ha. each. (See The Economist
Development Repott, November 1985, pp. 1-2}-

29  See Regis de Castro Andrade (1982), op. cit., P- 180.
30 In 1984, Brazil's surplus on the trade palance was US$ 13.1 billion, equivalent to 48.5 per cent of

its merchandise exXports. In 1985, the trade balance sutplus was US$ 12.5 biliion.
31 See Jenkins (1987), Table 7, p. 31. Also see Evans (1979).

Chenery and Syrquin {1975); Chenery,

{ effective protection



88
REVISTA DE ANALISIS ECONOMICO, VOL. 2, N© 2

The best study of industri icy i
t al policy in India fi
i Manoﬁ_ {197 9.. Also see Bhagwati and m:.:?&“ﬁ%.ﬂmugngon t0 the fate 1960s is Bhagwati and
: Ahluwalia (1985). Table 5.1, p. 75 -
mw Mmm >”E€m=n (1985). R
ee Ahtuwalia (1985), T
36 See Little (1987), p. Jpote 1. 38
37 See Park (1986).
38 See Enos (1936).
39 See Michell (1982).
HA_. mnn Scitovsky (1986).
ee Michelt (1982), op. cit
, Op. cit., p. 196.
“w MMM msom (1986), op. cit., p. wamwm
conomic Planing Board
45 See Enos (1986), op. it 3aq 0 Tavle 1021, p. 246.
ol orea’s popuiation in 1 : illi
- m“ M“.E MM 3 population I 984 was 40.1 million or 30.2 per cent of the size of Brazil and 5.4
im (1986}, Table 2, p. § .
37 SeeKim (1936), abl 1.5, og. 1 Tavie 4 p. 38.
citovsky (1986), op. cit., p. 139, Sci
Seo Scitovsky ( , op. cit., p. 139, Scitovsky stresses the fact that fi
e e mo”m. Mwwn Mo:ﬂ- Korea and also that Taiwan mouoinmﬂmﬁﬁ:omﬁwm_ﬁﬁma ”..o e
49  See Kirkpatrick i .
oS _.:H.MW “ﬁ. m prwwwwvm“ﬁwﬂﬁ%ﬁ.ﬁﬁw can be found in Fields (1984) and Little (198
T s G ; ODonnell (1973); Foxley (1983), Ch. 2; Caxtosd and
n analogous explanation could apply to Taiwan
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UN INDICE DE LA ESCALA UNICA DE REMUNERACIONES
DEL SECTOR PUBLICO CHILENO: 1974-1986

JAIME GATICA, PILAR ROMAGUERA Yy LUIS RAUL ROMERO*
Programa Regional de Empleo para América Latina
y el Caribe, PREALC

Abstract:

This paper’s main goal is the development of a wage index for the Chilean
public sector for the period 1974-86. By using information from Santiago's
Treasury, the index is constructed based on wages paid to public employees
in different categorics. The behavior of the index contrasts significantly with
the only alternative, the index of wages in “oommmnal and social services”,
published by Instituto Nacional de Estadisticas.

A. Introduccién

El objetivo central de este trabajo es construir ut Indice de Remuneraciones para el
Sector Publico (IRSP) para el perjodo 1974-86. En Chile el indicador que mas se
aproxima a la evolucion de los sueldos y salarios en este sector &s ¢l indice de “servicios
comunales y sociales” que calcula el Instituto Nacional de Estadisticas (INE), el cual
utilizamos como referente para comparar nuestros resultados.

El [RSP tiene un mérito especial, ya que fue posible desagregar la informacion para
tres categorias de ocupados: directivos superiores ¥ profesionales, administrativos ¥
auxiliares, y directivos no profesionales.

Consideramos que el esfuerzo realizado en la construccion del IRSP permitité
despejar dudas respecto de lo que ha ocurrido en el sector pablico en materia de
remuneraciones durante un periodo en el cual se han producide transformaciones

*  Agradecemos 2 David Cooper sus comentarios en ¢} Encuentro Anual de Economistas de Chile
1986 y a Jorge Marshall por sus sugerencias ¥ comentarios a una version previa. También se
agradece a los colegas de PREALC, y en especial a Victor Tockman por sus valiosas sugerencias
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