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The Economic Bulletin for Latin America has been published by the secretariat of the 
Economic Commission for Latin America twice yearly since 1956. The essential purpose of 
this periodical is to provide a résumé of the economic situation of the region designed to 
supplement and bring up to date the information published in the Commission's annual 
economic surveys. Apart from this summary, which is to appear in every issue, special 
articles on different subjects related to the economy of Latin America are included, as well 
as informative and methodological notes. 

The ECLA secretariat assumes entire responsibility for the Bulletin. Its content— 
intended for the information both of public officials and of the general reader—^was not 
submitted to the Commission's member Governments before publication. 

Since October 1958 the Bulletin has regularly included a Statistical Supplement. This 
subsequently became large enough to warrant separate publication, one issue being 
published in 1960, another in 1961 and two in 1962, each being bilingual with the cor-
responding table of contents. Since 1964, a new publication, the Statistical Bulletin for 
Latin America, has been issued twice a year, to provide the public with a regular flow 
of statistical data on economic matters. 

EXPLANATION OF SYMBOLS 

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

A minus sign (—300) indicates a deficit or a decrease. 
A stroke ( / ) indicates a crop year or a fiscal year, e.g., 1954/55. 

An asterisk ( * ) is used to indicate partially or totally estimated figures. 
"Tons" and "dollars" are metric tons and United States dollars, respectively, unless other-

wise stated. 

Minor discrepancies in totals and percentages are due to rounding. 
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SELECTION OF TECHNIQUES; PROBLEMS AND POLICIES 
FOR LATIN AMERICA 

IGNACY SACHS* 

INTRODUCTORY REMARKS 

If we agree, as a first approximation, to 
define a technique by the amount of fixed 
capital necessary to produce a unit of output 
(or in other words the capital-output ratio, 
c ) and the labour input per unit of output 
(i.e., the reverse of labour productivity, p ) , the 
problem of the selection of a technique will 
arise whenever it is possible to produce the 
same output by alternative methods, which 
are efficient, i.e., compensate for higher fixed 
capital investment by lower labour inputs or 
vice versa. The problem is illustrated in figure 
I. Let Ti be a reference technique characterized 
by labour input OA and capital investment OB. 
All techniques inside the angle A Ti B will be 
better than Ti, as requiring at the same time 
less capital and less labour. The problem of 
selection does not arise: they should be pre-
ferred to Ti. All techniques situated inside 
B Ti A ' are worse than Ti because they 
require at the same time more capital and more 
labour; such techniques are therefore inefficient 
and should be disregarded. But all the tech-
niques inside A Ti B ' and B Ti A ' are efficient: 
those inside A Ti B ' require less capital but 
more labour than Ti, while those inside B Ti A ' 
require more capital and less labour inputs 
than Ti. 

To choose the best technique out of the set 
of all efficient ones according to the factor 
proportions prevailing in a given economy, we 
must know the marginal rate of substitution 
between capital and labour, i.e., how many 
units of additional fixed capital we are ready 
to sacrifice in order to save one unit of labour 
input on current costs of production. In other 
words, we must know the length of the prevail-

* The author holds at present a visiting professor-
ship at the Ecole Pratique des Hautes Etudes in 
Paris. 
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Figure I 

SELECTION OF TECHNIQUES 

1 g. 

A 
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ing or postulated recoupment period of the 
invested capital, which is just a convenient way 
of expressing the cost of capital. If the recoup-
ment period is n years, it will pay off to substi-
tute up to n units of capital for one unit of 
yearly labour costs.^ 

Let us imagine two techniques with the 
following features: 

Tech- Tech-
nique A nique B 

Fixed investment per unit of out-
put 

Labour input per unit of output 
per year 

100 

100 

200 

80 

1 Needless to say, the recoupment period is not 
tantamount to the actual life span of the equipment. 
All the complications we have been dealing with 
in this paragraph arise from the fact that we are in 
presence of a stock (capital) and a flow (labour). 

1 



Technique B is more capital-intensive, as it 
requires 100 units of additional investment, and 
allows in compensation for saving 20 units of 
labour per year. Technique B will be preferred 
whenever the recoupment period n is longer 
than 5 years. For « < 5 (i.e., in situations 
where capital is very expensive), the more 
labour-intensive technique A will be preferred. 

The choice will thus depend on the value of 
the parameter n. 

Now, in a free market economy n is given 
by the prevailing rate of interest on borrowed 
capital. The entrepreneur has no problems in 
reducing fixed investment and current costs to 
a common denominator and of choosing the 
technique which, given a price and a capital 
market structure, allows for minimum produc-
tion costs, so long as we do not take into 
account any possible difficulty of access to 
capital. In a centrally planned economy it 
should be theoretically possible to choose n 
in such a way as to optimize the utilization of 
the available factors of production. Thus, for aU 
practical purposes, the selection of techniques 
is automatic in an ideal free-market econ-
omy, while in a centrally planned one it could 
become an important area for decision-making 
and optimization, were it not for certain insti-
tutional shortcomings.^ 

Let us turn now to the case of a mixed econ-
omy with a dynamic thought not necessarily 
big public sector, a considerable amount of 
public investment (in both the public and the 
private sector) and some controls built into 
the economy. 

The agencies entrusted with public invest-
ment and lending of public funds to private 
investors should be able to apply methods of 
project evaluation similar to those of the cen-
trally planned economies. Such methods consist 
in using in one way or another criteria of 
macro-economic and macro-social benefit in-
stead of micro-economic entrepreneurial ones, 
based on profit expectation within the prevail-
ing market and price structure.^ Of course, we 
assume here implicitly that collective long-
term interests do not necessarñy coincide with 

2 Experience shows that project evaluation and 
comparison of alternative techniques should be sepa-
rated from investment decision-making and project 
implementation. If all three functions are concen-
trated in one hand (e.g., the planning commission), 
project evaluation may suffer biases and often be-
comes a justification ex post hoc of a choice made 
on some other ground. 

3 We are not concerned at this point with the 
different proposed techniques of social cost-benefit 
analysis. This aspect will be dealt with later on. 

those of individual profit-motivated enterprises, 
or, in other words, we recognize the need for 
State intervention into the realm of economic 
affairs, with both an economic and a social 
purpose. 

Is, however, intervention with respect to the 
selection of techniques at all possible within 
the private sector of the economy? 

Without ignoring the difficulties involved 
and the narrow limits manoeuvre, this 
paper will endeavour to reply in the 
affirmative to this question. On the one 
hand, it should be possible to influence private 
investors' choices (whenever alternatives exist, 
which is not always the case) out of the 
available stock of techniques through adequate 
price, credit, trade and fiscal measures. On the 
other, the supply of alternative techniques 
should be increased by means of vigorous and 
purposeful science and research policies. Final-
ly, some results could be obtained by influenc-
ing the output-mix of the economy by means 
of action of the demand pattern mainly through 
income policies and a judicious catalytic use 
of public investment. 

Policies with respect to selection of tech-
niques should thus become an integral part of 
development policies in spite of aU their limita-
tions, or rather because of those limitations. 
The lesser the scope for choosing techniques 
according to their capital-labour ratio, the more 
important it becomes not to miss the opportu-
nities of lowering that ratio in selected areas 
of activity where they really exist, as for exam-
ple in agriculture, building, certain public 
works, ancillary activities in industry, etc. At 
any rate, the process of industrialization is 
bound to include many projects with high 
capital-labour ratios, so that at best all we 
can hope for is to mitigate the unfavourable 
relationship between increases in industrial 
output and employment creation. We assume 
the selection of techniques to follow, in prin-
ciple, the choice of the output-mix, based on 
considerations of market, resource availabilities, 
and the requirements of the adopted strategy 
of growth. But feedbacks are possible, i.e., the 
pressure of employment goals may motivate 
biasing the proposed output-mix in favour of 
activities where labour-intensive techniques 
exist, to the extent to which some substitutions 
in the demand pattern may be feasible. 

The same observation applies to foreign 
trade: exports of goods produced by labour-
intensive techniques should be actively pro-
moted, and even subsidized to a reasonable 



extent, not because developing countries have 
necessarily a comparative advantage in such 
types of production, as is often argued,^ but 
because it is for them a more rational way of 
using the existing resources to overcome the 
foreign exchange bottleneck. 

Finally, it should be possible in certain 
countries to step up the rate of over-all growth 
above the level forecast or planned, by launch-
ing an additional popular housing programme, 
based on locally produced building materials, 
labour-intensive methods of construction, and 
even some self-help schemes. 

We should like to end these introductory 
remarks on a note of cautious optimism. 
Though the incorporation of the selection of 
techniques into the realm of development 
policies broadens the area for strategic decision-
making, there is bound to be very little elbow-
room for manoeuvring in the short and 
medium run, chiefly because of the iuexistence 
of modern techniques devised for the factor 
proportions prevailing in developing countries. 
Some improvements can be sought, however, 
by making the access to existing alternative 
techniques easier and by reducing the scope 
for wrong decisions prompted by inadequate 
policies of support for industriaUzation which 
boils down to an excessive lowering of the 
opportunity cost of equipment for the entre-
preneur. 

In the long run we see more reasons for 
optimism than for pessimism, provided it is 
realized that the key to a less disturbing future 
lies in a real breakthrough in the realm of 
science, technology and education. Autonomous 
scientific and technological development, which 
is by no means tantamount to a trend towards 
technical autarchy, should be given utmost 
priority by Latin American countries, and ways 
of organizing purposive and concrete co-opera-

tion among developing countries should be 
sought. Many developing countries which man-
aged in the last few years to establish important 
industries suffer today from a painful techno-
logical dependence. Modernization has too 
often been associated in these countries with a 
passive reception of patterns and techniques 
evolved in other contexts, and a certain mood 
of euphoria with respect to the possibility of 
producing up-to-date industrial goods goes hand 
in hand with an inferiority complex with respect 
to their scientific and technological potential. 
The field of science does not comprise only 
nuclear energy and space; many vital areas of 
fundamental and applied research could and 
should be developed in Latin America with a 
view to solving the specific problems of the 
continent. Nor do we accept the argument 
that poor countries cannot afiiord to spend 
more on science. They should do it precisely 
because they are poor, and they are looking 
for short cuts. 

Our argument should not be taken as an 
unqualified profession of faith in the so-
called scientific revolution, understood as a 
panacea and a substitute for social reforms. 
We believe that the "development potential" 
of a country rests on a reasonable industrial 
structure (varying from country to country and 
changing over time), an institutional set-up 
which allows for using a fair measure of 
"operational controls" (in Myrdal's sense of 
the term),® and taking autonomous decisions, 
as well as on an intellectual structure capable 
of continuously feeding the socio-economic 
system with new ideas and technologies. Thus, 
the scientific and technological breakthrough 
must come as part of an over-all strategy of 
attack on under-development, all the more so 
since, in order to develop, science and tech-
nology need a chmate of freedom of research 
and speech incompatible with acute social 
tensions. 

4 We should recall here Leontieff's paradox on 
the comparative advantage of the United States in 
labour-intensive products. 

s See Gunnar Myrdal, Asian Drama, vol. Ill , 
New York, 1968. 

I. A PEEP AT SOME THEORETICAL CONTROVERSIES 

Before beginning the analysis of the Latin 
American experience we shall very briefly 
refer, without any pretension of being exhaus-
tive, to some of the discussions which have 
been raging for quite a time and seem relevant 
to our subject. 

L A macro-economic conflict: income versus 
surplus maximization? 

Given a limited stock of capital and a 
postulated level of real wages, should we 
strive to maximize output by spreading capital 



over a large number of working posts or, on 
the contrary, should we make use of more 
capital-intensive techniques, which maximize 
investment surplus?® 

Figure II illustrates the controversy. 

Figure II 

Output Output 

wages 

Labour 

Income is maximum when we reach D, but 
surplus is maximum at the point A where the 
marginal productivity of labour equals the 
wage. The first alternative is advantageous in 
the short run, as consumption E F is higher 
than B C and employment O F exceeds O C. 
But the future rate of growth depends on 
investment and surplus A B is higher than 
D E. Thus, choosing the income maximization 
in the short run means compromising the pace 
of income increases over time. The longer the 
time-horizon considered, the more advanta-
geous the second alternative looks. W e thus 
reach the conclusion that even under-developed 
countries with scarce capital and plentiful 
labour resources should resort to capital-inten-
sive techniques of production. 

Sen's argument is unquestionable, so long as 
we accept the assumptions of his model: there 
are no exogenous inflows of capital apart from 
the initial stock; no technical progress takes 
place; and income distribution is perfectly 
even. 

Now, one may argue that such assumptions 
are not very realistic. Accumulation takes 
place not only in the modern sector, just 
started from scratch, but also in the traditional 
sector, so there is bound to be each year some 
inflow of exogenous capital, even if we disre-

6 A.K. Sen's Choice of Techniques: An aspect of 
the Theory of Planned Economic Development, 2nd 
ed. (Oxford, 1962), remains the standard reference 
on the subject. For an interesting critical analysis 
see Z. Dobrska, Wybor technik produkcji w Krajach 
gospodarczo zacofanych, Warsaw 1963 (in Polish). 

gard foreign loans. In these circumstances the 
opposition between the two maxima becomes 
less. The introduction of technical progress 
into the model would have the same effect. 
As for the income policies, either of two things 
may happen. On the one hand we may really 
operate a perfectly egalitarian economy and 
then the case for manipulating with a rate of 
increase of real wages in the context of a 
dynamic economy'' becomes quite strong: it 
might be conceivable to lower the postulated 
rate of increase of real wages, and to keep at 
the same time the employment role large 
enough as to enable total consumption F E ' to 
exceed B C, while surplus D E ' becomes equal 
to A B. On the other hand, the social distribu-
tion of income may be skewed, and then the 
whole problem becomes immaterial to the 
extent to which it would be possible to recon-
cile, by adequate income and fiscal policies, 
high levels of investment with reasonable levels 
of popular consumption: the stepping up of 
investment should take place on the basis of 
high marginal savings ratios imposed on higher 
income classes.® 

At this stage we should observe that Sen's 
findings are often misinterpreted by private 
industrialists in developing countries, who are 
eager to find social arguments in favour of 
profit-maximizing techniques at the level of the 
individual enterprise. Needless to say, their 
argument is invalidated by their failure to take 
the implications of the prevailing income distri-
bution into consideration. 

In a sense. Sen's model gives a useful insight 
into one more aspect of the fundamental prob-
lem of planning—the need to choose between 
present and future advantages and the lack of 
objective criteria for optimization of such 
choices. But he does not provide the planner 
with a clear-cut rule of conduct because of the 
complications already mentioned and, above 
all, of the limitations which arise, when, from 
the macro-economic and general level of argu-
ment, we get down to earth and try to work 
out actual technological choices. 

In his important paper on "Determination of the 
Rate of Growth of a Socialist Economy under con-
ditions of Unlimited Supply of Labour" in vol. 3 of 
Essays on Planning and Economic Development 
(Warsaw 1968), M. Kalecki advocates using labour-
intensive methods in order to draw on the reserves 
of labour, subject to the condition, however, that at 
no moment of the growth process should real unit 
wages fall. 

8 W e have dealt with this problem in a paper pre-
sented at the Third Inter-regional Seminar on Plan-
ning, held in Santiago in March 1968 ( S T / T A O / 
SER.C/110) . 



2. Intermediate technology: a panacea? 

The opposite case, stressing the scope for 
primitive labour-intensive techniques meant to 
become a major component of the development 
strategy, is not entirely convincing either. 

How far should we go in diluting the capital? 
Does it make sense to employ people at levels 
of productivity where value added is not enough 
to cover the minimum acceptable wage? How 
big is the real scope for labour-intensive invest-
ment activities of the "pick and shovel" variety, 
i.e., virtually unmechanized? What can we 
expect from the so-called "intermediate techni-
ques"?® The mere enumeration of these ques-
tions shows the vastness of the subject. We can 
at best try to sketch in some replies. We must 
start, however, by summarizing the arguments 
in favour of labour-intensive solutions. 

The reserves of idle or semi-idle labour, far 
from being a HabiUty, should be transformed 
into the major asset of a developing country. 
By drawing on this resource, it should be pos-
sible to carry out extensive investment pro-
grammes in the realm of infrastructure and 
social services and to expand output in agricul-
ture and cottage industries by making use of 
"L 1-technology instead of t 1,000-technol-
ogy" to borrow a symbolical expression from 
E. F. Schumacher. 

Such was the underlying assumption of the 
Chinese "big leap forward" and, to some ex-
tent, of the community development pro-
grammes and related schemes sponsored by 
various Governments in Asia and Africa and 
United Nations agencies, though the latter were 
never meant to constitute the main engine of 
growth of a wholesale strategy.^'-

In reality neither in China, which had at 
least the advantage of strong social discipline, 
nor in the non-socialist developing countries, 
did this kind of programme yield the expected 
results. The reasons are manifold: 

(a) The scope for employing techniques 
which in spite of low capital intensity are effi-
cient and meet the minimum productivity cri-

9 These techniques are being advocated by the 
Intermediate Technology Development Group Ltd., 
in London and the Volunteers for International As-
sistance in Schenectady, New York. 

10 E. F. Schumacher, Social and economic prob-
lems calling for the development of intermediate 
technology, July 1965 (mimeographed). 

Among University economists who in the West 
worked on the problem, Ragnar Nurske and Arthur 
Lewis should be mentioned above all. Among the 
French-speaking economists, Gabriel Ardant is the 
most active propagandist for the investissement hu-
main. 

terion is, at present, quite narrow, inter alia, 
because of lack of substantial research on such 
techniques; 

( 6 ) Even in public works straightforward 
substitution of capital by labour is often diffi-
cult, if not quite impossible, because of organi-
zational problems involved and of the extension 
of the gestation period of the projects under 
construction; 

( c ) Resorting to voluntary labour is only 
possible when population has a strong feeling 
of participation, usually arising out of radical 
land reforms; even though one should not ex-
pect that this capital of goodwill is inexhaus-
tible; 

{ d ) Whether paid or no, people m order to 
work must be adequately fed and there is little 
hope of mobilizing for this purpose the parcel 
of food which they would have eaten were they 
to remain semi-idle in their local village, to 
say nothing of the fact that their diet must be 
improved to sustain a reasonable labour pro-
ductivity; food availability thus sets the upper 
limit to growth of employment^^ even if we 
were to suppose that efficient labour-intensive 
techniques are available in areas of the economy 
that are worth developing. 

But rejection of labour-intensive investment 
as a wholesale strategy is not tantamount to 
ignoring the untapped opportunities of a fuller 
use of labour reserves in developing countries, 
and, even less, to closing the eye to wasteful 
uses of capital. 

In the same way, we believe, that the parti-
sans of intermediate techniques have a strong 
point, provided it is reduced to its real propor-
tions and stripped of the missionary zeal often 
present in discussions on the subject.^® We 
quite agree with E. F. Schumacher when he 
stresses the impossibility of the traditional sec-
tor being absorbed in the short and medium 
run by the modem one and the consequent 

12 See P. C. Sah: The choice of investment tech-
niques in under-developed economies, vol. 2 of Essays 
on Planning and Economic Development (Warsaw 
1968), and by the same author an unpublished Ph. D . 
thesis, defended in 1968. Dr. Sah shows that the 
limit of food availability can be exceeded if labour-
intensive techniques are employed to earn additional 
foreign exchange (or to save it through important 
substitution) in quantities higher than the import 
requirements of food for the workers employed in 
these foreign-trade oriented industries. 

13 Schumacher, op. cit. See also the interesting 
article by C. Bobrowski, "Algerian traditional agri-
culture" in Essays on Planning and Economic Devel-
opment, vol. 3, Warsaw, 1968, where the methodo-
logical consequences of the need to include the tradi-
tional sector in the plan are explored. 



need of helping the people of the traditional 
sector (see foot-note 13) . Such a view does not 
imply giving up the expansion of the modern 
sector but merely re-establishing the proportions 
hitherto biased almost exclusively in favour of 
the modern sector. W e also agree with Barbara 
Ward's contention that for 50 years and more 
practically all research has been concentrated 
on large-scale, labour-saving technologies, the 
least suitable for the developing world, and the 
following conclusion drawn by her: "This is a 
disproportion which the developed world never 
knew since it invented and pioneered and 
adapted its technology to its own needs as the 
process of development went on. But now the 
technology exists in its own right and can be 
purchased and introduced into societies in 
which in fact it is quite inappropriate. One can 
see the consequences of this maladjustment very 
clearly in some parts of Africa today. Inex-
perienced Governments, trying out their hand 
in economic decision-making, find it terribly 
tempting to buy the most up-to-date machinery 
which persuasive gentlemen from the North 
Atlantic area come to sell them''.^^ Finally we 
sympathize with D. R . Gadgil's plea for creat-
ing large-scale employment out of agriculture 
in rural areas.^® Under such circumstances it 
is very useful indeed to catalogue, diffuse and 
demonstrate labour-intensive techniques, suit-
able for small-scale application, whether these 
techniques are in use today, adapted from past 
practices, or developed anew for some par-
ticular task. More emphasis on studying such 
techniques is certainly called for, and develop-
ing countries should develop, side by side with 
modem research, a kind of "do-it-yourself 
research guerrilla" the example of war 
economy in North Viet-Nam is there to show 
the potentialities of such approach. But the 
condition of minimum productivity should never 
be neglected and, thus, the scope for the appli-
cation of "intermediate technology" remains 
narrow even though it should displace more 
obsolete and altogether inefficient techniques 
still existing in the traditional sector. Moreover 
the adjective "intermediate" leads to some con-
fusion; we are speaking in reality of efficient 
labour-intensive techniques which in a reason-

3 Barbara Ward, "The Decade of Development. 
A study in frustration?" In J. A . Pincus, ed., Reshap-
ing the world economy—rich and poor countries. 
(Englewood Cliffs, New Jersey, 1968), pp. 27-28. 

15 See D. R. Gadgil, "Notes on rural industrializa-
tion" in Artha Vijnana, vol. VI, No . 1 (March 
1964), pp. 9-15. 

1® Michel Leiris, Cinq études d'ethnologie (Paris, 
1969), p. 142. 

able development strategy should find some 
useful application side by side with most 
capital-intensive techniques in other areas of 
economy. Emphasis on "intermediate technol-
ogies" implies, therefore, the acceptance of 
technological dualism, rather than overcoming 
it; trying to avoid wide disparities in capital-
intensity per worker between one sector of the 
economy and another as a matter of policy 
sounds quite unrealistic.^^ 

3. Making virtue of necessity: 
technological dualism 

W e may now sum up the position. There 
are many arguments for and against capital-
intensive technology. An I L O study^® lists the 
following points: 

In favour of capital-intensive technology: 
(a) The building up of an industrial sector 

employing the most modern and advanced 
technology is the hallmark of an economically 
developed country; 

(Z>) It is necessary to invest with the future 
in mind; 

( c ) Advanced technology enables manage-
ments and workers to acquire the technical skill 
and knowledge that are indispensable to a 
modern economy; 

id) The industries with the greatest growth 
potential are those employing advanced tech-
nology; 

(e) A high degree of capital intensity per-
mits large profits to be made and a large pro-
portion of these profits to be ploughed back 
to promote faster growth. 

Against capital-intensive technology: 
(a) Advanced industrial technology has de-

veloped, in response to the needs of industrially 
advanced countries with large markets, a rela-
tive abundance of capital and entrepreneurial 
and managerial skills, and a shortage of labour; 

(b) Transplanting industrial technology to 
countries where it will operate under conditions 
for which it was not designed can be an ex-
pensive mistake; 

( c ) Countries should not seek to make a 
sudden break with their past; instead they 

I'i' This is our only but fundamental quarrel with 
the stimulating paper, "Progressive Technologies for 
Developing Countries" by Keith Marsden from the 
Small Industries Unit, ILO (mimeographed, 1967). 

See ILO, Human Resources for Industrial De-
velopment (Geneva, 1967), chapter 7, pp. 201-217, 
condensed in Development Digest. 



should develop and adapt their traditional 
skills, knowledge and techniques; 

id) Where capital is scarce, capital-inten-
sive technology means concentrating it in a 
few large plants whñe keeping the rest of the 
economy starved of capital, and this accen-
tuates the contrast in living standards between 
the modern and the traditional sectors while 
limiting at the same time the number of people 
that can be gainfully absorbed into the modern 
sector; 

(e ) If capital-intensive technology does 
enable a few large, modern plants to make 
big profits, this does not mean that the total 
profits, both public and private, for the econ-
omy as a whole are necessarily greater. Nor 
is it necessarily the case that more resources 
will be invested than if capital had been spread 
widely. 

The obvious conclusion is that a comprehen-
sive development strategy should try to make 
use of both capital-intensive and labour-inten-
sive technologies, or, in other words, that it 
should be two-pronged. 

From the operational point of view, this 
means under present circumstances that special 
attention should be given to reducing the 
present bias towards capital-intensive tech-
nological sectors. We shall briefly discuss both 
these points. 

(a ) Reducing the bias in favour of capital-
intensive technology 

As a matter of fact, efficient intermediate 
technology either does not exist or is hardly 
known, and the least one can say about ex-
periments with a labour-intensive investment 
is that they have not hitherto been encour-
aging, i® On the other hand, various reasons 
combine to expose developing countries to an 
excessive absorption of capital-intensive tech-
niques. Here are the main ones: 

( i ) Capital and foreign exchange are made 
available to investors at excessively low rates, 
while costs of labour are inflated by unsuitable 
fiscal pohcies;^® 

(ii) The imperfections of the markets are 
often strengthened by the irrational working 

of operational controls over foreign trade and 
finance, so that profits run very high,^^ en-
hancing the propensity of the entrepreneurs 
to use profit-maximizing techniques; 

(iii) Lack of appropriate research infra-
structure, of equipment-producing industries 
and of local engineering and designing firms 
in most cases puts foreign consultant firms and 
suppliers of equipment and know-how in a 
position of monopoly; 

( iv) This dependence on imitative transfers 
of capital-intensive technology is enhanced by 
the mechanisms of foreign direct investment 
and foreign aid, which, furthermore, frequently 
distort the investment pattern and give it an 
unnecessarily high import content.^^ 

( v ) A false concept of modernity,^® too 
often assimilated with foreign-made gadgets 
and symbols of scientific achievement that are 
not in harmony with the basic needs of the 
p o p u l a t i o n , o n the one hand gives tre-
mendous prestige to foreign trade marks of 
companies from developed industrial countries 
and, on the other, generates a mood of pessi-
mism and a complex of inferiority with re-
spect to all products of local science and 
industry. Paradoxically enough, unnecessary 
imports of sophisticated technology and its 
use by insufliciently trained workers add to 
the inefliciency of the industrial system. 

The ways of remedying this situation are by 
no means easy. We shall deal with this matter 
in the last chapter of the present study. Here 
we shall limit ourselves to indicating the 
broad approach: 

( i ) A revision of policies of support to 
industrialization is called for with a view to 

19 We should not forget, however, that the process 
of rapid industrialization undergone by the Soviet 
Union and such Eastern European countries as 
Poland was for quite a time based on "extensive" 
methods, i.e., large increases in employment and 
moderate gains in productivity. 

20 The same view is expressed, inter alia, in the 
ILO study already quoted. 

21 Cf. Gunnar Myrdal, op. cit., vol. Ill , pp. 2077-
2108 ( " A Note on Positive Operational Controls"). 

22 1. M. D. Little calls "an economic horror" an 
import bias of this kind, so frequently associated 
with projects financed from abroad, whether from 
private or from public funds. He goes on to say that 
the shortage of project-designing capacity accounts 
for neglecting small projects in favour of big ones 
(I. M. D. Little, "Aid: Project Programme and Pro-
curement Tying" in Towards a Strategy of Develop-
ment Co-operation with Special Reference to Asia 
(Rotterdam 1967), pp. 54-56. 

23 For an excellent analysis of the irreducible op-
position between "autonomous" and "imitative" 
(refleja) modernization, see Darcy Ribeiro, "Política 
de Desarrollo Autónomo de la Universidad Latino-
americana", Gaceta de la Universidad, Montevideo, 
April 1968, pp. 27-39. 

Exploration of outer space and the armaments 
race are two instances of scientific rationality put at 
the service of irrationality, so emphatically exposed 
by Herbert Marcuse (see, for example, his One-
Dimensional Man). 



increasing the opportunity cost of capital and 
decreasing the opportunity cost of labour, 
which is by no means tantamount to decreas-
ing wages; 

(ii) Imports of technology should be con-
tinuously scrutinized and made selective on 
the basis of a long range research and indus-
trial policy; 

(iii) At the same time financial and fiscal 
advantages (tax rebates, subsidies, govern-
ment contracts) should be given to indus-
trialists who develop and apply domestically 
designed technologies and purchase locally pro-
duced equipment, subject of course to some 
broad criterion of efficiency of such technol-
ogies and equipment;^® it is to be hoped that 
such technologies and equipment would be 
better adapted to the specific conditions and 
factor proportions of the country concerned 
(the latter will be better reflected by the price 
system thanks to fiscal and financial mea-
sures mentioned above); 

(iv) Such advantages would be meaning-
less without an elaborate policy of research 
oriented towards the basic problems of the 
country and carried out with active support 
from the State with a view to increasing and 
diversifying the supply of viable domestically 
designed techniques; 

( v ) Although the emphasis in the above 
policy guidelines has been put on indirect con-
trols, some direct controls, such as scrutiaizing 
and licensing of major industrial projects, seem 
advisable; the opportunity of entrusting a single 
government agency with all imports of tech-
nology should also be examined;^® such imports 
should be dissociated whenever possible from 
imports of capital; 

(vi) Finally, through concerted political, 
economic and cultural action it is necessary 
to create a climate of greater self-rehance, 
which should not be mistaken, however, for 
autarchy, xenophobia and ethnocentric exalta-
tion of real and imaginary national achieve-
ments. 

25 The UNESCO conference on Application of 
Science and Technology to Asian Development, which 
met in New Delhi in August 1968, adopted a resolu-
tion. to this effect (see UNESCO, Conference sur 
¡'Application de la science et de la technique au 
développement de lAsie , Partie I: Conclusions et 
Recommandations, Paris, 1969, pp. 20-21). 

26 Such a suggestion is contained in a paper by 
Y . Nayudanma, Director of the Central Leather 
Research Institute in Madras, published in Science 
and the Human Condition in India and Pakistan, 
W. Morehouse, ed. (New York, Rockefeller Uni-
versity Press, 1965). 

( b ) Co-existence of asynchronic technologies 

It has often been said that India is passing 
directly from the cow-dung to the nuclear 
e n e r ^ age. This is true, but so long as the 
transition lasts, Indians will continue to Uve 
in both ages; for quite a time it will still be 
possible to find Indians who work in most up-
to-date industrial plants but use cow-dung as 
fuel for their cooking at home. 

So long as such asynchronism opposes in-
dustrial economy to household practices, the 
conflict is not dangerous, at least economic-
ally. But the problem becomes quite different 
when an artisan-type workshop must face 
the competition of a modern plant. Free access 
of British manufactured goods to the Indian 
market in the past ruined local crafts that had 
been flourishing. It is true that history passed 
the same verdict on European crafts and cot-
tage industries in the nineteenth century, but if 
the destructive process was no less intense, the 
opportunities of getting jobs in the new in-
dustries were probably bigger, as production 
processes were still quite labour-intensive and 
the numbers of competing workers were not 
so frightfully big in relation to the plants which 
were being built; even so, Europe paid an 
excessively high price, in social terms, for 
industrialization and was unable to solve the 
employment problems until the middle of the 
twentieth century. At any rate, with the present 
galloping population growth in the developing 
countries and the prevailing capital-intensity 
in production processes, a repetition of the 
European path becomes altogether impossible. 
In these circumstances, protection must be 
offered to crafts and cottage industries, on 
social if not on economic grounds, as it would 
be unwise to add to the already existing pres-
sure of overt and disguised unemployment 
that displaced cottage industries workers. 

The best protection, of course, consists in 
keeping certain lines of production of consumer 
goods free from modern industrial compe-
tition by operating a selective system of invest-
ment and import controls. But such a policy 
is untenable in the long run, because of con-
certed pressures from consumers and indus-
trialists. The former do not want to be de-
prived of the advantages—some real, others 
imaginary but nevertheless strongly believed 
in—-of being catered to with modern industrial 
goods, mostly when they are cheaper than tra-
ditional goods (but this is not always the 
case). The latter use—and often misuse—^the 
argument of competitiveness to claim access 
to a market which offers the easiest oppor-



tunities (in terms of the amount of capital 
required and degree of complexity of technol-
ogy) of setting up modem industries; profits 
in such industries may run quite high if costs 
of production are considerably cheaper than 
in cottage industries, but prices are still gov-
erned by the costs of the latter. 

As to government intervention, while it 
could be reasonably effective with respect to 
import controls (although we are not too opti-
mistic about their ability to prevent contra-
band altogether), applying controls to all pri-
vate industrial investment, including small and 
medium plants, would require the setting-up 
of heavy and probably inefficient administra-
tive machinery. At any rate, what we are dis-
cussing here is a somewhat theoretical case, as 
in practically all the developing countries the 
introduction of modern industries has started 
in lines of production that were directly com-
petitive with the existing cottage industries. 

The next best solution would be to operate 
a system of subsidies for the cottage industries 
financed out of special additional taxes im-
posed on competitive products manufactured 
by modern industries. This is actually the 
Indian practice as far as certain cotton textiles 
are concerned. This solution has three weak-
nesses, however. First, it has a negative effect 
on the consumers, who pay an additional in-
direct duty imposed on an item of mass con-
sumption which should, on the contrary, be 
exempt from duties.̂ '̂  Secondly, paying sub-
sidies to altogether inefficient industries makes 
little sense; the minimum productivity criterion 
(value added equal at least to a minimum 
wage) evoked in the context of intermediate 
technologies comes once more to the fore. 
Thirdly, it is to be feared that owners of 
workshops and cottage industries will try to 
compensate for the economic inefficiency of 
their establishments by exploiting their work-
ers to the utmost limit; no amount of sound 
legislation is likely to be effective in condi-
tions of acute competition for jobs. 

Thus subsidizing of cottage industries should 
be made selective and, at the the same time, 
efforts should be made to rationalize them 

27 The textbook preference for direct taxes and 
horror of indirect faxes should be opposed, as it is 
based on two wrong assumptions: 

(a) Direct taxes are not equitable so long as 
the richer taxpayers can evade them while the poorer 
ones cannot; 

(b ) Indirect taxes may be equitable if they are 
not imposed on mass consumption goods but, in-
stead, made strongly progressive when we get into 
the range of "unessentials" and "luxuries". 

along intermediate technology lines. Data 
assembled for different Indian cottage indus-
tries point to an extraordinary diversity of 
economic performance, ranging from industries 
that are utterly uneconomic and undefendable, 
even on social grounds, to a few quite reason-
able and prosperous ones (see table 1) . 

An altogether different solution would con-
sist in integrating cottage industries into the 
industrial structure of the country through an 
elaborate pattern of collaboration with modem 
industries. The case of Japan and its articulated 
dualism is often quoted, though discussions on 
the subject lack some clarity, as cottage and 
small-scale modern industries^® are altogether 
different thmgs, especially when small-scale 
modem industries become so narrowly spe-
cialized that they can practically enjoy all the 
advantages of economies of scale while re-
maining a family business from the manager-
ial point of view, as well as that of the capital 
necessary to start them. It might be useful to 
examine, at this stage, whether the Japanese 
experience really offers useful lessons for 
present-day developing countries. 

( c ) Japan: a model for developing countries? 
We should start by pointing to four differ-

ences which sharply differentiate Japanese 
growth from that of the great majority of de-
veloping countries. 

First, for the last hundred years Japanese 
development has been oriented by effective 
government action, even though appearances 
may suggest an economy with relatively few 
controls. As early as 1884, a bulky official 
study of economic conditions in Japan, Kogyo 
I ken (industrial proposal), set out targets for 
a ten-year time span, matching them with sub-
stantial policy recommendations. Kogyo Iken 
should be considered as the world's first de-
velopment plan.^s 

28 See, for example, the important study of Dhar 
and Lydall, The Role of Small Enterprises in Indian 
Economic Development (Bombay 1961). See also 
Staley and Morse, Modern Small Industry for De-
veloping Countries (New York, 1965) and Shigeru 
Ishikawa (see notes to table 1, p. 11). 

29 See Ichiro Inukai and A.R. Tussing, "Kogyo 
Iken: Japan's Ten Year Plan, 1884", Economic De-
velopment and Cultural Change, vol. 16, No. 1 (Oc-
tober 1967), The authors of the article quoted sum-
marize the highlights of this document in the 
following way: 

" A few of Kogyo Iken's points of special in-
terest might be mentioned here. First, it reveals 
in remarkable clarity the impact of the first steps 
toward industrialization and westernization on the 
backward Japanese economy. Hie conflict between 

(Continued on page 11) 



Table 1 

SELECTED INDEXES B Y TECHNIQUES AFFECTING THE CHOICE OF 
TECHNIQUES IN C O T T A G E INDUSTRIES: INDIA'S CASE 

Number of 
persons 

employed 
per unit of 
production 

Number of 
working 
days per 
person 

employed 

Amount of 
fixed capital 
required per 

unit of 
production 
(rupees) 

Annual 
earnings 
of unit of 

production 
(rupees) 

Self-
employme^ 

(SB) or 
•wage 

employme^ 

Rice milling 
The Pestle-and-mortar 

method 2 150 10 131.4 SE 
The ordinary Dhenki method 2.5 150 40 183 SE 
The improved Assam Dhenki 

method 2 150 40 335.7 SE 
The Chakki-Dhenki method 5 150 355 432 W E 
Factory sector 53 195 57 552 16 802 W E 

Vegetable oil 
The ordinary Ghani method 1.5 300 500 302 SE 
The improved Ghani method 1.5 300 650 764 SE 
Factory sector (ordinary) . . 55 195 138 020 56 530 W E 
Factory sector (hydrogen-

erated) 312 303 2 040 667 1 554 599 W E 
Sugar 

The cottage Gur industry . . . 4 100 513 120 W E 
The cottage Khandsari in-

dustry 4 100 2 125 9 902 W E 
Factory sector 804 138 3 024 923 1 350 925 W E 

Cotton yarn spinning (20's) 
The ordinary Charka method 1 300 10 35.8 SE 
The Ambar Charka method 1 300 100 312.9 SE 
Factory sector 854 300 17 450 000 2 050 000 W E 

Cotton cloth weaving 
The Throw-Shuttle handloom 

method 1.25 300 5 381.5 SE 
The Fly-Shuttle handloom 

method 1.25 300 40 576 SE 
The Bañaras semi-automatic 

handloom method 1.5 300 200 1920 SE 
The Madanpura semi-auto-

matic pedal handloom 
method 1.5 300 250 2 880 SE 

Non-automatic power-loom 
in cottage sector 1.16 300 4 000 2 250 W E 

Non-automatic power-loom 
in a cottage mill 945 300 2 524 000 1 080 000 W E 

Tanning 
As shown by Aligarh Survey 2 295 675 240 SE 
A village tanning centre . . . 7 300 20 500 1050 W E 
A centre proposed by the 

Khadi Board 20 300 20 000 45 540 W E 
Factory sector 99 315 111 350 68 650 W E 

Leather footwear 
A cottage establishment . . . . 2.5 300 1 035 2 370 W E 
Factory sector (1960) 237 295 66 809 24 117 W E 

Paper 
A cottage unit operated by 

bullock power reported 
by the Khadi Board 4 160 3 500 —660 SE 

Cottage 
ratio 
Iter-
cent-
age) 

80 

80 

70 

30 

85 

90 

95 

10 

10 



Table 1 (continued) 

SELECTED INDEXES BY TECHNIQUES AFFECTING THE CHOICE OF 
TECHNIQUES IN C O T T A G E INDUSTRIES: INDIA'S CASE 

Number of 
persons 

employed 
per unit of 
production 

Number of 
working 
days per 
person 

employed 

Amount of 
fixed capital 
required per 

unit of 
production 
(rupees) 

Annual 
earnings 
of unit of 

production 
(rupees) 

Self-
employment 

(SE) or 
•wage 

employment 
(¡VE) 

Cottage 
ratio 
(per-
cent-
age) 

A cottage unit operated by a 
3 HP motor engine re-
ported by the Khadi Board 4 160 4 100 —628 SE 

Factory sector 689 299 5 707 680 2 044 790 W E 
Matches 65 

A Karkhana establishment as 
proposed by the Khadi 
Board 7.5 300 2 000 1 500 W E 

Factory sector 424 278 652 222 815 778 W E 
Soap 75 

Prasad's personal inquiry . . . 2 300 320 581 SE 
A Karkhana establishment 

as proposed by the Khadi 
Board 4 300 8 000 1 068.8 W E 

Factory sector 237 296 1 422 754 2 603 419 W E 

SOURCES: For the figures other than factory sector, 
Kodamath Prasad, "Technological Choice under De-
velopment Planning. A case study in the small scale 
Industries of India", Popular Prakashan, Bombay, 
1963, pp. 45, 88-147; for factory sector. Government 
of India, Census of Indian Manufactures, Fifth-Thir-
teenth (1958), Indian Textile Industry, Annual 
Statistical Digest, 1960, and K. Prasad, op. cit. Gov-
ernment of India, Annual Survey of Industries, 1960, 
vol. I -XV. 

Notes: Annual earnings of a unit of production 
calculated in the case of cottage establishments with-

out counting the cost of family labour. In calculating 
the cost, it is assumed that the fixed and working 
capital is borrowed at an interest of 16 per cent per 
annum, which is higher than the rate prevailing in 
the factory sector. In the case of the factory sector, 
annual earnings are arrived at residually by subtract-
ing wages and salaries from the gross value added; 
hence it corresponds to gross profit. 

[Reproduced from Shigeru Ishikawa, Economic De-
velopment in Asian Perspective (Tokyo, Kinokuniya 
Bookstore, 1967), pp. 432-433.] 

Secondly, it was largely autonomous in the 
sense that it depended only to a very small 
extent on inflows of foreign capital, while im-
ports of know-how were made selective by 
means of a long-term policy; one could almost 
say that policies with respect to science and 

(Continued from page 9) 

modernization and the traditional cultural-eco-
nomic legacy is a universal aspect of economic 
development; in the Kogyo Iken we get detailed 
insights into the manner in which these conflicts 
arose and into their social costs. Second, it was 
the Kogyo Iken which first defined the central role 
of the indigenous components of the national 
economy in modern economic growth in Japan 
and projected the growth of agricultural produc-
tivity within a traditional framework of small-
scale farming. The Kogyo Iken explicitly raised 
the now fashionable controversy over 'balanced 
or unbalanced' growth; after considering the out-
come of previous industrialization policies, it called 
for a shift in the emphasis o f development efforts 
in favour of agriculture and rural industries. 

technology were the backbone of government 
development strategy. Although Japan's per-
formance in foreign trade has always attracted 
a lot of attention, we should not forget that 
Japanese industrialization was strongly import-
substituting, partly because of military con-

Third, the development programme outlined was 
one of self-help. The fact that Japan could not 
rely on foreign aid in the modern sense directed 
her to the maximum utilization of her compara-
tive advantages, especially in the setting of export 
targets which would utilize the supply of the low-
cost labour. Last, the role of the government in 
economic development was closely examined. In 
the present under-developed countries, there is a 
tremendous gap between the 'policy-maker's world 
of economy' and the 'people's world of economy'. 
Calculations which are rational to the economic 
planners are not necessarily rational to the people 
whose participation is crucial to the achievement 
of the plan. The over-all approach of the Kogyo 
Iken was one of consciously attempting to bridge 
this gap, an issue often neglected in present-day 
growth plans." 
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venience, partiy because of acute shortage of 
foreign exchange.®" 

Thirdly, already at the beginning of the 
Meiji era Japan had developed an infrastruc-
ture and an educational system far more ad-
vanced than those existing at present in many 
developing countries. A modem public educa-
tional system was inaugurated in 1872 with an 
enrolment of 25 per cent of children of school 
age. Enrolment ratio increased to 95 per cent 
as early as 1905, and in 1907 six-year school 
attendance was made compulsory.®^ We believe 
Shigero Ishikawa, author of an important study 
on Economic Development in Asian Perspec-
tive,^^ is right when he insists on the contri-
bution of this infrastructure to the success of 
Japanese agricultural policies and, at the same 
time, warns against the hopes of easy trans-
plantation of Japanese labour-intensive methods 
of cultivation to other countries where such 
infrastructure (mostly in irrigation) and edu-
cational facilities may be lacking. We may add 
to this an efficient administrative machine—a 
rare phenomenon indeed, of invaluable impor-
tance to the development process.®® 

Fourthly, the war—and still more the post-
war—performance of the Japanese economy, is 
characterized by a very low standard of popular 
consumption as compared to the national per 
capita income. Not only do savings run very 
high,®'' but the social distribution of in-
come is uneven. Before the war Japanese peas-

30 Cf. the following remark by a leading Japaness 
economist: "In fact, it could even be said para-
doxically that if foreign exchange had been more 
abundantly available in those early Meiji years Japan 
might have depended longer upon foreign supplies 
for many of the capital goods required in the devel-
opment stage. As it was, the very fact of limitation 
in foreign exchange earnings, combined with the in-
flow of cheap consumer goods which could not be 
prevented under the circumstances, helped strengthen 
the psychological attitude of what is sometimes called 
reactive nationalism and could be said to have 
hastened the development of capital goods industries 
at home". Shigeto Tsum, "An Aspect of Japan's 
Economic Development. TTie Rise of Capitalism and 
the Role of Agriculture", in The Structure and Devel-
opment in Asian Economies, The Japan Economic 
Research Centre, December 1968, p.22. 

M. Hiratsouka, "L'enseignement au Japon", Le 
Courrier de ¡'UNESCO, (Sept-Oct. 1968), pp. 19-24. 

32 This book, issued under the auspices of the 
Institute of Economic Research, Hitotsubashi Uni-
versity, was published in Tokyo in 1967. 

See Kato Shuichi, "Le Japon: Pays de Con-
trastes", Les Temps Modernes (February 1969), 
pp. 1348-9 for some interesting remarks on "occiden-
talization" based on public institutions and the bu-
reaucratically minded Japanese élites. 

34 Gross savings in 1964 reached 37.4 per cent of 
the gross national product. 

ants had been subjected to heavy exactions by 
the fiscal system, although the amount of pub-
lic investment in agriculture should not be 
underestimated when describing the pattern of 
capital accumulation in that country 

The Japanese economy now combines mod-
em and efficient production with a consump-
tion which is still low and traditional.®® 

To our knowledge no other society would 
accept such a pattern of growth, whñe, with 
imposed authoritarian solutions, there is a risk 
of getting the worst of both worlds: the evils 
of dictatorship and lack of dynamic develop-
ment. We should not forget that the bulk of 
the Japanese population is now having substan-
tial increases in its standards of living thanks 
to a combination of two factors: a very low 
point of departure and extraordinarily high rate 
of economic growth. 

With these general remarks as a back-
ground, we may turn now to the more spe-
cific problem of industrial dualism. Its exis-
tence till a very recent date is attested by the 
data reproduced in table 2 pertaining to 1957. 

According to Okita, about half of Japanese 
exports still come from small and medium-size 
enterprises, mostly specializing in labour-
intensive products. Several small-scale indus-
tries work as subcontractors for large indus-
tries. From the managerial and technical point 
of view collaboration between small- and large-
scale industries in Japan provides an example 
of unequalled efficiency. But we should not 
forget the important negative features of the 
system: the big gap in working conditions 
and wages between workers in the two indus-
trial sectors, and the total dependence and 
subordination of many small-scale specialized 
industries to big companies which enjoy a 
monopoly position for their products. More-
over, commendable as it may seem at first 
sight, the Japanese pattern of industrial divi-
sion of labour between large- and small-scale 
industries may prove ill-suited to the needs of 
developing countries precisely because of its 
heavy dependence on a highly developed in-
frastructure and managerial skills.®^ 

35 See Ishikawa, op. cit., chapter 4, pp. 290-356. 
36 See for a general description of the Japanese 

economy Saburo Okita, "La Croissance Rapide du 
Japon d'apres-guerre". Analyse et Prévision, No . V , 
(1968) , pp. 1-28. 

37 Compare the following observations of W. Paul 
Strassman {Technological Change and Economic 
Development, Ithaca, New York, Cornell University 
Press, 1965, p. 168): "As important as the choice 
of technique, however, is the modem setting in which 
small-scale Japanese industry moves. Electric power 
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Table 1 (continued) 

C A P I T A L - I N T E N S I T Y A N D W A G E L E V E L I N J A P A N E S E I N D U S T R Y , 1957 

Sise of 
enterprise 

(number of 
workers) 

Ratio of 
gross out-

put to 
fixed 

capital 

Fixed Labour 
capital produc-

Per tivity 
worker 

(thousands of yen) 
(2x3) 

Ratio of 
gross profit 

to fixed 
capital 

Gross profit Wage 
per per 

worker worker 
(thousands of yen) 

(3x5) (i-6) 

1 2 3 4 5 6 7 

1 3 0.139 93 13 0.043 4 9 
4 9 0.186 91 18 0.082 8 10 

10 19 0.256 90 23 0.133 12 11 
20 29 0.269 97 26 0.144 14 12 
30 49 0.284 102 29 0.167 17 12 
50 99 0.258 136 35 0.162 22 13 

100 199 0.221 186 41 0.145 27 14 
200 299 0.202 233 47 0.133 31 16 
300 499 0.168 345 58 0.119 41 17 
500 999 0.146 447 65 0.103 46 19 

1000 & + 0.100 769 77 0.068 52 25 
TOTAL 

& + 
0.133 324 43 0.083 27 16 

We should not like to end this digression 
on Japan's experience without insisting once 
more on the fundamental role which was 
ascribed in its strategy of growth to a deliber-
ate government policy of acquiring foreign 
science and technology in such a way as to 
avoid costly and unnecessary duplication of 
technological imports, to channel the flow of 
foreign technology to a few critical areas of 
the economy and to combine selective imports 
with domestic research aimed at assimilating, 
developing and frequently improving the im-
ported know-how.®® This experience of Japan 
has been recently contrasted by Indian scien-

is cheap; the transportation network is good ; and 
access to auxiliary services, such as sizing, dyeing, 
mercerizing, electroplating, and case hardening, is 
convenient. Efficient, above all, are the dependable 
interrelations among contracting, subcontracting, and 
sub-subcontracting firms and the meeting o f quality 
standards and of delivery schedules. Perhaps this 
disciplined coordination is a unique survival o f a 
pre-industrial hierarchical social pattern, the oyabun-
kibun, or 'boss-henchman' system with its deeply 
conditioned feelings of mutual obligation. It is worth 
nothing, too, that modern subcontracting and the 
great rise of Japanese small enterprises ( in contrast 
with dwarfs employing five or less) came after the 
mid-1920's. Perhaps that crucial dependability was 
in part a product of industrialization, o f what Veblen 
called the cultural incidence o f the machine process. 

"Premature copying o f labour-intensive, small-scale 
subcontracting may therefore not be as efficient 
around the Caribbean Sea and the Indian Ocean as 
in Japan. Backward economies lack managerial skill 
and reliability more than capital." 

3® See Okita, op.cit., and also the study on the 
transfer of technologies by C. H. G . Oldham, C. Free-
man and E. Turkcan (UNCTAD, document T D / 2 8 / 
Supp. 1, 1 November 1967) . 

tists with that of India. Criticism is being 
levelled at unnecessary foreign collaboration 
agreements which do not really add new ele-
ments to the know-how already existing in the 
country but are bound to aggravate the bal-
ance-of-payments problems; such collabora-
tion agreements would seem to be motivated 
either by the desire of Indian industrialists to 
produce under the cover of some attractive 
foreign trade mark or by the pressures of 
exporters of equipment and know-how made 
possible by means of the mechanism of doubly 
tied foreign assistance. On the other hand, the 
existing research and equipment-making ca-
pacities in such important fields as the fertilizer 
and machinery and equipment industries are 
at present severely underutilized, partly be-
cause of the pressure of foreign vested inter-
ests.39 

4. Three notes on the toolbox 

We do not intend to proceed in this section 
to a review of the various techniques recom-
mended for the selection of techniques. This 

39 See M . M . Suri, "Impact o f Foreign Col labo-
ration on Indian Research and Development" f ad -
dress delivered b y the then director of Central M e -
chanical Engineering Research Institute in Durgapur 
be fore the Association of Scientific Workers o f India 
on Apri l 13, 1968) and also the interview granted 
to the Hindustan Times Weekly on February 16, 
1969. See also K. R . Chakravorty "Scientists and 
National Deve lopment" (Lecture by the Manager, 
Planning and Development Division, The Fertilizer 
Corporation o f India Ltd . ) . W e reproduce in annex 1 
a substantial part o f M . M . Suri's address referred to 
above. 
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has become a subject for textbooks and, be-
sides, UNIDO has issued a number of useful 
papers on the subject.^" We shall confine our-
selves to a brief comment on the common 
substratum of such techniques, their appli-
cability and their limitations. The other two 
notes contain suggestions for further work, 
which might perhaps prove useful. 

(a ) Social cost-benefit analysis: advantages 
and limitations 

Social cost-benefit analysis is a tool by means 
of which project makers are expected to har-
monize their individual projects with the na-
tional objectives set forth in the national 
development plan, which in turn may be modi-
fied as a result of knowledge acquired in the 
process of project making. 

Thus social cost-benefit analysis differs from 
the traditional commercial profitability analysis 
in its aims and criteria of evaluation, as it 
takes into account the different goals of the 
plan and some external effects of the invest-
ment, including those operating outside the 
market, while commercial analysis is centred 
on profitability alone. 

A practical way of incorporating the evalua-
tion criteria used in social cost-benefit analysis 
of the macro-economic preferences consists in 
using shadow or accounting prices instead of 
market prices for capital, foreign exchange 
and occasionally labour^^ and social rates of 
discount of future costs and benefits. The 
different objectives incorporated in the na-
tional plans may be, furthermore, given dif-
ferent weights, as suggested by an influential 
school of thought led by Jan T i n b e r g e n . ^ ^ 

But the choice of shadow prices, discount 
rates and relative weights assigned to the dif-
ferent goals embodied in the plan involves the 
exercise of discretion and reflects necessarily 
political value judgments. Are policy makers 
really capable of making their choices in a 
rather abstract manner consisting in setting 
values for the parameters mentioned above, or 
should they be given an opportunity for a 
more explicit discussion of the alternatives, 
in particular of the fundamental choice be-
tween "more jam to-day and more jam to-

We refer in particular to papers by A . K. Sen, 
S. Marglin, F. Weisskopf and K. Laski. 

"ii As the planner is primarily interested in chang-
ing the substitution rate between capital and labour 
it is not necessary to manipulate both the prices at 
the same time to get the desired proportion. 

i^For a brief exposition of the logic of social 
cost-benefit analysis see annex II. 

morrow" to use Joan Robinson's words?^® We 
are not convinced by the argument that an 
explicit quantified hypothesis is better than 
none at all, unless one postulates the use of 
sophisticated simulation techniques with dif-
ferent alternative sets of prices. 

Is it at all possible to build a homogeneous 
goal function by means of attributing weights 
to different and frequently conflicting goals, 
or would it be a better, though less ambitious, 
alternative to choose maximization of con-
sumption in a given time horizon, subject to 
constraints with respect to the relative share 
of investment in, and social distribution of, 
income? In the latter approach, employment 
objectives could be taken care of by means 
of the adequate selection of techniques at the 
project level and other possible goals kept in 
mind during the long process of successive 
adjustment of the plan. 

As for the determination of shadow prices, 
it is often assumed that they should be "equi-
librium prices". But, even if we disregard the 
difliculty of computing such prices,^^ do equi-
librium prices really have normative signifi-
cance? Myrdal's criticism of Tinbergen on this 
point seems very well taken^® and the following 
conclusion of his argument, though written in 
the context of South Asia, has a wider appli-
cation: "It cannot be denied that speculation 
in terms of accounting prices or shadow prices 
relates to real and important problems raised 
by the attempts to plan for development in 
the underdeveloped countries in South Asia. 
Most certainly there is, for instance, a vast 
underutilization of the labor force in agricul-
ture and elsewhere in the economies of the 
region; similarly, in the organized sector there 
is a greater scarcity of capital, and particu-
larly foreign exchange, than is indicated by 
their prices.. . These facts and policy inferences 
should be taken into account when deciding 
on institutional reforms and prices policies and 
other operational controls. Planning should re-
flect the political choices of the planners and, 
behind them, the governments and it should 
be founded on as much factual knowledge as 
is attainable, including that pertaining to the 
responses of people to prices and price changes. 
The abstract and metaphysical concept of ac-
counting prices cannot help to solve the theo-

iS Joan Robinson, Economic Philosophy (London, 
1962). 

i"! Every change in the economic situation or 
in the plan goals requires a new round on the com-
puter. 

45 See Gunnar Myrdal, op.cit., vol. Il l , appendix 5, 
pp. 2031-2039. 
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retical and practical problems facing South 
Asian planners. It stands out as a typical 
example of the pseudo-knowledge, given a 
learned and occasionally mathematical form, 
that unfortunately has formed a major part of 
the contribution of Western economics to the 
important tasks of ascertaining the facts in 
under-developed countries and creating a 
framework for policies designed to engender 
and direct development" (p. 2039) . 

The doubts and criticisms raised above 
should not invahdate the social cost-benefit 
analysis but rather point to its limitations and 
indicate that it should not serve as the only 
basis for decision about the advisability of 
making an investment.^® Such a decision 
should be taken on other grounds in the course 
of the planning process. The social cost-bene-
fit analysis steps in as a tool for "variant 
thinking" and comparing alternative designs 
and technologies with a view to choosing at 
the project level solutions that are, in a first 
approximation, optional from the macro-eco-
nomic point of view. Reduced to this dimen-
sion, it does not differ, except for some tech-
nicalities, from the methods of analysis of the 
"effectiveness of investment" used in centrally 
planned economies. 

Even though we have played down the role 
of social cost-benefit analysis and its appli-
cability does not extend beyond public invest-
ment and, to some extent, private projects 
subject to screening and licensing by the State, 
we consider that its systematic application 
could bring about substantial improvements 
in the realm of the actual selection of tech-
niques. 

(b) Complicating the selection of techniques 

At this stage it might be useful to introduce 
two complications. 

One is relatively easy to handle once it is 
realized. In fact, a project often implies 
several independent choices of technologies 
and it may be opportune to have asynchronic 
technologies and equipment of different vin-
tages and capital-intensity inside the same 
factory (e.g. the selection of an up-to-date 
highly automated technology for the basic 
process does not, in itself, preclude the reten-
tion of traditional techniques for packing and 
internal transport, as well as for management 
and trading). 

46 Except perhaps for foreign-trade oriented proj-
ects, which are all directly comparable as foreign-
exchange yielding or saving. 

The other is a more fundamental one. We 
have hitherto assumed, for the sake of sim-
plicity, that a technology is a two-dimensional 
vector characterized by outlays of capital and 
labour. But neither of these two factors is 
homogeneous, and it might be tempting, there-
fore, to describe technologies as «-dimen-
sional vectors, introducing explicitly such fac-
tors as foreign exchange, skills, scarce raw 
materials and, with respect to agriculture, 
land. 

The set of efficient technologies described 
in this way will consist of all technologies 
which differ from a standard one at least by 
one lower and one higher input.̂ '̂  

How can a selection be made under these 
conditions? Two approaches are possible. 

One leads us back to the use of accounting 
prices. Subject to their adequacy, optimal solu-
tions can be found. 

The other is more pedestrian and does not 
lead to optimal solutions, but it has the ad-
vantage of retaining for further analysis pro-
jects which are for some reason outstanding. 
It consists in successively ranking all the tech-
nologies according to each criterion and pick-
ing up for further consideration those which 
either rank very high with respect to one 
criterion, or rank high with respect to several 
criteria. Such a procedure might eventually 
lead to redesigning of a syncretic solution. Of 
course such an approach makes sense only if 
several alternatives are possible. But in com-
pensation its applicability extends beyond the 
selection of techniques proper. When devel-
oped, it might become a subsidiary tool for 
investment decision-making, i.e., the area 
which escapes the social cost-benefit analysis. 

(c) A suggestion for the classification of agri-
cultural technologies 

A three-factor analysis on the lines sug-
gested above is attempted below with respect 
to agricultural techniques in order to over-
come the lack of precision attached to ex-
pressions like "intensive" and "extensive" agri-
culture. 

Let there be a standard technique T with 
average inputs of land, capital and labour per 
unit of output. We shall distinguish six types 
of techniques, all of them efficient, differing 
from T by factor proportions.^® (See table 3.) 

If they only differ by higher inputs, they are in-
efficient. If they only differ by lower inputs, this 
means that the standard technique is not efficient and 
should be discarded. 

The exercise could be usefully complicated by 
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T a b l e 3 

T Y P E S O F A G R I C U L T U R A L T E C H N I Q U E S 

Land Capital Labour Denomination 

1. 

2. 
3. 
4. 
5. 
6. 

> > > > — 
— > 

— > 

> > 
> — 

Land-extensive 
Labour-saving 
Capital-saving 
Labour-intensive 
Land-saving 
Capital-intensive 

Instances of each of the six techniques and 
of their applicability are summarized in 
table 4. 

No doubt actual choices become much more 
complicated, as agricultural production func-
tions require certain combinations of inputs 
and accurate time-scheduling of operations. 
In these circumstances comfenations of dif-
ferent techniques may be required. Thus, for 
instance, capital-intensive irrigation^^ and la-
bour-displacing mechanization of certain opera-

introducing the distinction between investment cap-
ital and working capital. 

« A s s u m i n g that it cannot be entirely done by 
labour-intensive methods. 

tions may be a precondition for passing from 
one low-yield to two high-yield labour absorb-
ing crops per year. Moreover, as can be seen 
from table 2, certain types of technology are 
only possible for given outputs, so that the 
real choice is between different output-mixes 
subject to the principle of substitutability.®° 

To the best of our knowledge, little syste-
matic work on these subjects has up to now 
been made available to planners in spite of 
their practical relevance to the developing 
countries. According to the case, expansion 
of agricultural output by means of land-
extensive, capital-saving or land-saving methods 
should provide a substantial number of addi-
tional jobs, while at the same time generating 
more demand for industrial inputs and con-
sumer goods and, therefore, more employment 
in the industrial sector. This presupposes how-
ever, that research work on capital-saving and 
labour-absorbing technologies and crops in 
agriculture should be given a high priority, a 
priority which, unfortunately, it has not been 
given, at least in Latin America. 

50 The range of substitutions becomes, of course, 
very broad when w e introduce foreign trade into the 
picture. 

Table 4 

A G R I C U L T U R A L T E C H N I Q U E S A N D T H E I R A P P L I C A B I L I T Y 

Denomination Examples 

1. Land-extensive Cattle breeding on natural 
pasture lands. 

2. Labour-saving Mechanized agriculture with 
relatively low yields per 
hectare (maximization of 
output per m a n ) . 

3. Capital saving Settlement o f virgin land 
with little equipment 

4. Labour-intensive . . . . Intensive agriculture with 
small inputs (maximiza-
tion o f active agricultural 
population per hectare) . 

. . . . Intensive agriculture with 
m o r e inputs (maximiza-
tion o f yield per hectare) . 

Applicability 

5. Land-savins 

6. Capital-intensive Industrialized agriculture 
(maximization o f both 
yield per hectare and pro-
ductivity per m a n ) . 

Very favourable land-man 
ratio. 

Favourable land-man ratio; 
shortage a n d / o r expen-
siveness o f labour. 

Favourable land-man ratio; 
strong demographic pres-
sure; shortage o f capital. 

Unfavourable land-man 
ratio; strong demographic 
pressure; shortage o f capi-
tal. 

Same natural and demo-
graphic conditions as in 
4; more availability of 
capital (higher stage of 
development than 4 ) . 

Unfavourable land-man 
ratio; shortage a n d / o r ex-
pensiveness o f labour. 



I I . THE LATIN AMERICAN SCENE 

1. Urbanization, industrialization and 
employment 

The magnitude of the employment problem 
faced by Latin America is summarized in the 
following estimate: in 1960 the equivalent of 
25.7 per cent of the active population, i.e., 
about seventy million persons, were unem-
ployed.®! The demographic explosion is of 
course responsible for aggravating the employ-
ment situation but deep reasons should be 
sought in the socio-economic structure and in 
the specific features of the recent industrializa-
tion processes. 

The former account for the severe underutili-
zation of land and natural resources and the 
consequent migratory push of rural population 
towards urban areas. The latter explain that 
there has been surprisingly little change in the 
employment structure as a result of the rapid 
growth of industries. A few data wiU illustrate 
these points. 

According to data produced by Z. Slawinski 
(table 5 ) , the relative share of manufacturing 
employment decreased from 13.7 to 13.4 per 
cent of the active population between 1925 and 
1960. These figures conceal, it is true, a sharp 
decrease of employment in cottage industries 
and artisan-type workshops—from 10.2 to 6.8 
per cent—and a strong increase in the share of 
organized modern industries from 3.5 to 7.5 
per cent. We should note, however, that the 
additional jobs in modern industries were not 
being generated quickly enough to offset the 
decrease of employment in cottage industries.®^ 

Moreover, in spite of the spectacular pro-
gress in industrial output which accounts by 
now for about one quarter of the continent's 
gross national product, only twenty-five out of 
every thousand Latin Americans were em-
ployed in industry in 1960. Hence the pessi-
mistic but reasonable assumption made by 
Z. Slawinski that, from 1965 to 1975, industry 
could not absorb more than 14 per cent of 
additional labour, as compared with about 
13 per cent for construction. 

Most recent data covering the period up to 

61ILPES "Elementos para la elaboración de una 
política de desarrollo con integración para América 
Latina" Santiago, 1968 (mimeographed), p. II . l . 

62 We are speaking of relative shares and not of 
absolute figures. The total number of employed peo-
ple did increase substantially during the thirty-five 
years under discussion. But the increase in employ-
ment was slovfer than the population growth rate and 
the active population decreased from 35 per cent to 
33.1 per cent of total population. 

1965 confirm the continuation of the trend so 
exhaustively analysed by Slawinski. Thus 
Mr. Felipe Herrera, president of Inter-American 
Development Bank, quoted the following figures 
in a speech: from 1950 to 1965 the urban 
share®® of the active population rose from 
44.8 to 53.3 per cent but at the same time the 
share of those employed in manufacturing in-
dustries decreased from 14.2 to 13.8 per cent. 
At the same time, employment in construction 
and utilities increased from 7.8 to 9.1 per cent, 
while the most considerable increase in em-
ployment took place in "other services", pub-
lic administration and non-specified activities 
(from 22.8 to 30.3 per cent).®'' Some people 
argue that such an increase in tertiary employ-
ment is a positive feature characteristic of 
modern industrial development and a kind of 
"employment multiplier effect" generated by 
industrialization. This seems to be, unfortun-
ately, a much too optimistic interpretation as 
far as Latin America is concerned. Mr. Herrera 
formulates the right diagnosis when he insists 
on the fact that the increase of employment in 
services has contributed to the gross national 
products, but only insignificantly, and links the 
migratory movements from countryside to town 
with the unsatisfactory social situation of the 
rural population. 

Hence the problem of marginal population 
which besets Latin American urban develop-
ment and reflects the incapacity of the indus-
trial sector to react more dynamically to the 
growing pressure for jobs. 

We might, at this point, observe that the 
appalling poverty of an important section of 
the rural population affects the situation in 
two ways. On the one hand, it sets people on 
the road to the towns, on the other, it reduces 
the outlets for industrial production. The 
ILPES study already quoted gives 40 per cent 
of Latin America's population, that is, roughly 
a hundred million people, as living below their 
vital minimum calculated at 90 dollars per year 
and spending about 89 dollars per family per 
month. These people practically do not purchase 
any industrial goods. The extreme inequality 
of social income distribution in Latin America 
is shown in table 6. In a sense, this problem 
of the maldistribution of national income is 

53 Population is increasing in Latin America by 
about 3 per cent per year but urban population is 
growing at 4 per cent per year, and in many towns 
at even 6 per cent per year. 

5Í Speech delivered at the tenth Assembly of Bank 
Governors. Guatemala City, April 22, 1969. 
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Table 5 

LATIN A M E R I C A : DISTRIBUTION OF ACTIVE POPULATION BY ECONOMIC SECTORS A N D 
AS PERCENTAGE OF TOTAL POPULATION, 1925 TO 1960 

Distribution of active 
population 

Active population as a percentage 
of total population 

1925 1950 1955 I960 1925 1950 1955 I960 

Total 100.0 100.0 100.0 100.0 35.0 34.0 33.6 33.1 

A. Agricultural sector 61.3 53.1 50.0 47.3 21.5 18.1 16.8 15.7 

B. Non-agricultural sector 38.7 46.9 50.0 52.7 13.5 15.9 16.8 17.4 

1. Production of goods and basic services 19.5 23.4 24.6 25.4 6.8 8.0 8.3 8.4 
(a) Mining 1.0 1.1 1.1 1.0 0.3 0.4 0.4 0.3 
(Z>) Manufacturing 13.7 14.4 14.3 13.4 4.8 4.9 4.8 4.8 

( i ) Industrial sector 3.5 6.9 7.1 7.5 1.2 2.3 2.4 2.5 
(ii) Cottage industries sector . . . . 10.2 7.5 7.2 6.8 3.6 2.6 2.4 2.3 

( c ) Construction 1.6 3.7 4.5 4.9 0.6 1.3 1.5 1.6 
(rf) Basic services 3.2 4.2 4.7 5.2 1.1 1.4 1.6 1.7 

2. Services 19.2 29.5 25.4 27.3 6.7 7.9 8.5 9.0 
(a ) Trade and finance 6.7 7.9 8.6 9.2 2.3 2.7 2.9 3.0 
(Z>) Public administration 2.2 3.3 3.5 3.7 0.8 1.1 1.2 1.2 
( c ) Miscellaneous 7.9 9.9 11.0 12.1 2.8 3.3 3.7 4.0 
{d) Not specified 2.4 2.4 2.3 2.3 0.8 0.8 0.8 0.8 

SOURCE: OCDE. La structure de la main-d'ceuvre en Amérique Latine, 
son évolution au cours des derniéres décennies et ses perspectives á long 
terme. Problemes de Planification des ressources humaines en Amérique 

Latine et dans le projet regional méditerranéen, Paris 1967. Travaux du 
séminaire tenu á Lima en mars 1965 et documents complémentaires, p. 182. 



Table 6 

L A T I N A M E R I C A : E S T I M A T E D I N C O M E D I S T R I B U T I O N , 1960 

Income 
bracket 

( deciles) 

Share of 
total 

personal 
income 

( percentage) 

Average of 
personal 
income 

as a 
percentage 

of the 
general 
average 

Annual per 
capita 

income 
(dollars) 

Monthly 
average 
income 

per family 

1st 
2nd 
3rd 
4th 
5th 
6th 
7th 
8th 
9th 

10th 

2.1 
2.8 
3.6 
4.3 
5.4 
6.5 
8 . 1 

10.7 
15.4 
41.1 

20 
28 
35 
43 
55 
65 
80 

108 
155 
410 

80 
110 
140 
170 
220 
260 
320 
430 
620 

1 640 

40 
50 
60 
80 

100 
120 
150 
200 
280 
750 

SOURCE: "Elementos para la elaboración de una política de desarrollo con integra-
ción para Amér ica Latina". Document prepared by ILPES and C E L A D E , Santiago, 
Chile, July 1968, chap. I l l , p. 11. 

SO pre-eminent as to make some Latin Amer-
ican economists (e.g., Celso Furtado) believe 
that it becomes immaterial to discuss such 
matters as selection of technologies, which are 
of minor importance as compared with the 
possible eifects on employment of reasonable 
income policies. While agreeing that income 
policies should be given priority in all discus-
sions on development strategy for Latin Amer-
ica, we consider, however, that the urgency 
of the employment problem, as illustrated 
above, makes it necessary to explore all the 
possible avenues including that of improving 
the selection of techniques. 

In saying this, we do not want to give the 
impression that much can be achieved, par-
ticularly with respect to industrial employment. 
The experience of other under-developed coun-
tries is not very encouraging. 

A study on West Bengal shows that substan-
tial industrial development in terms of capital 
outlay and additions to productive capacity 
may conceivably continue for several decades 
with little or no additional labour engaged in 
manufacture. Colin Clark's criterion—conceiv-
ing development statistically as a shift of the 
percentage distribution in the labour force from 
agriculture towards industry and services—is 
not a good indicator therefore for the develop-
ing countries.®® Data assembled by C. Hsieh®® 

55 "In point o f fact, India's current development 
is taking place in a manner quite different f r o m 
that which characterized the industrial growth o f 
Western Europe and North America , and in a quite 
different setting, India as a late-comer to the process 

point to the same phenomenon of employment 
growth rates lagging behind those of output, 
particularly in manufacturing industries. The 
situation seems much better in construction. As 
to agriculture, the range of expectations is ex-

of industrialization can take advantage o f the scien-
tific and technological progress of Europe. Produc-
tivity per worker in recently installed manufacturing 
units in India is, accordingly, very much greater 
than was possible one hundred and fifty years ago 
in the early stages o f the industrial revolution. 
There are also important differences o f scale. F o r 
example, the population o f India today exceeds by 
more than forty times that of England and Wales 
in 1800. 

"What we must realize is that the e conomic 
trends o f the nineteenth century in Western 
Europe and North America are n o longer ade-
quate guides to the path lying before India in 
the 1970's, 80's and 90's. Technological develop-
ments in production seem to render obsolete our 
standards f o r evaluating the significance of changes 
o f working force distribution. W e shall have to 
work out new criteria valid f o r the age o f automa-
tion. 

" A s the development in West Bengal has demon-
strated, India is well started along the road to 
becoming a strong industrial power, and shows 
many signs o f continuing in this direction. But 
f r o m 1961 onward, India's progress toward moderni-
zation is unlikely to be reflected in a sizeable in-
crease in the percentage of workers engaged in 
manufacture." 
Al ice and Daniel Thorner, "The twentieth century 

trend in employment in manufacture in India—as 
illustrated by the case o f West Bengal", in Essays on 
econometrics and planning presented to Prof. P. C. 
Mahalanobis (Oxford , 1964) , p. 305. 

"Les taux d'augmentation d'emploi dans les 
plans de développement". Revue Internationale du 
Travail. N o . 1. 1968. 
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tremely wide because some plans attach a 
great importance to labour-intensive methods 
of agricultural development while others, for 
good or bad reasons, insist on mechanization 
(see table 7 ) . 

Finally we might point to the big intersec-
torial disparities in labour productivity, which 
so dramatically emphasize the dualistic indus-
trial structure of Latin America. According to 
data produced by E C L A , in 1962, gross output 
per worker in Latin America (excluding Cuba) 
averaged 1,092 dollars. But this average con-
ceals sectoral differences ranging from 353 
dollars in artisan-type production and 511 dol-
lars in agriculture, to 3,001 dollars in modern 
industry, and as much as 5 , 4 4 3 in extractive 
industries.®''^ We should furthermore note that 
the range of productivity inside each sector is 
also very wide. The general trend for the 
productivity gaps is to increase with time. Thus 
modern capital-intensive industries continue to 
develop as enclaves; the "spill-over" effect of 
their high productivity is not very substantial. 
Slawinski summarized the situation by saying 
that while 11 per cent of the population belongs 
to the high productivity bracket which is com-
parable to the average for Western Europe, as 
much as 40 per cent of the population has not 
as yet gone much beyond the poorest South 
Asian standard.58 

One conclusion which clearly emerges from 
these data is the need for a concerted attack. 
While efforts should be made to avoid unneces-
sarily high capital-intensity in the modern 
industrial sector, the bulk of additional jobs 
WÜ1 have to be provided for quite a time by 
the low-productivity sectors, where minimum 
productivity standards should, however, be 
enforced through a process of rationalization. 

2. Inadequate supply of technologies 

A major reason for the abuse of highly 
capital-intensive techniques in the modern sec-
tor lies in the inadequate supply of alternative 
technologies.®® We cannot really blame entre-
preneurs for making wrong choices when they 
have no opportunity for choice at all. 

Such a situation is normal for quite a con-
siderable range of modern industries where the 
only technology available (at least for the 
basic manufacturing process, if not for all the 

ST The latter figure goes d o w n to 2,610 dollars if 
Venezuela is excluded. 

58 Op. c i t , p. 218 
59 The bias towards capital-intensive techniques 

resulting f r o m inadequate industrial policies will be 
examined in the next section. 

stages of production and commercialization) is 
highly capital-intensive. But in many other 
fields it should be possible to choose from a 
wide spectrum of efficient techniques of differ-
ent vintages; such techniques must, however, 
be made accessible, but the present organiza-
tion of the technological market in Latin 
America makes this exceedingly difficult. It is 
a highly imperfect seller's market dominated 
by dealers in equipment, and foreign con-
sultants, and subject to pressures from power-
ful vested interests which in their advertising 
and propaganda skilfully play up such argu-
ments as the need of catching up with the 
most up-to-date solutions abroad and becoming 
competitive. 

Moreover, a substantial part of the transfer 
of know-how in manufacturing industries takes 
the form of direct foreign investment or col-
laboration agreements between foreign and 
local private capitalists. Neither such transfers 
nor the organization and working of the tech-
nological market in Latin America have been 
sufficiently well studied. The scattered infor-
mation available is, however, enough to reach 
alarming conclusions."® 

The duplication and wasteful transfer of 
technologies that are well known and have 
long been mastered is a common practice. 
Unsuitable technologies are frequently sold at 
exorbitant prices, as the purchaser has no 
choice left. Second-hand equipment, which 
could be profitably absorbed, is being offered 
at prices which make it a bad bargain while 
inflating the value of the capital investment of 
foreign subsidiaries, which get it from their 
mother companies.®^ The continued pressure 
of foreign and local vested interests may be 
very strong indeed, strong enough to prevent 
even the adequate utilization of the capabilities 
already existing in the Latin American coun-
tries. The recent experience of the Indian fer-
tilizer industry described in annex III recalls 

60 W e are only dealing here with one particular 
aspect of direct foreign private investment. Its disas-
trous effects on the Latin Amer i can balance of pay-
ments are only t oo well known. It will be sufficient 
to recall here that the ratio o f expatriation of profits 
to new direct United States investment in Latin 
America , as computed by the First National Bank and 
quoted in Le Monde on March 4, 1969, are as 
fo l lows: 

1965 1966 1967 196S 
Latin America 4.0 4.3 7.0 5.0 
W o r l d 1.4 1.4 1.9 2.0 

61 P. Strassman, op.cit, denies that such practices 
take place on a large scale. But he produces scanty 
evidence to support his view. 
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Table 7 

P L A N N E D O R P R O J E C T E D A N N U A L C O M P O U N D R A T E S O F G R O W T H O F O U T P U T IN E M P L O Y M E N T B Y S E C T O R S 

Plan 
Total Agriculture Industries Construction Other sectors 

Plan 
Ro Rn Rn 

Ro Ro Rn Rn 
'Ro Ro Rn Rn 

Ro Ro Rn Rn Ro Rn Rn 
Ro 

Mai. II (1961-65) 4.1 2.83 0.70 2.83 2.11 0.75 6.34 3.19 0.50 12.35 11.84 0.96 3.40 2.50 0.74 
U .A .R . II (1960-65) 7.4 4.90 0.66 4.06 3.17 0.77 8.16 4.44 0.54 8.01 6.81 0.86 8.88 7.85 0.89 
Mai. 2 0 / 1 (1966-70) 4.9 2.80 0.57 4.00 2.30 0.58 4.10 2.90 0.71 8.50 3.70 0.43 4.90 3.60 0.72 
Pak. II (1960-65) 3.7 2.11 0.57 2.65 1.92 0.72 7.71 4.40 0.57 — 8.45 — 3.71 1.64 0.44 
Ven . (1963-66) 8.0 4.60 0.57 8.00 0.60 0.75 13.50 5.80 0.43 14.80 18.10 1.20 6.60 5.50 0.83 Ven . (1963-66) 

4.30 3.30 0.77 
Ceyl. (1959-68) 6.0 3.17 0.53 4.72 1.82 0.39 12.10 5.60 0.46 12.15 10.50 0.85 4.54 3.63 0.80 
Pak. I l l (1965-70) 6.5 3.45 0.53 5.06 2.47 0.49 9.99 5.22 0.52 — — 7.11 3.37 0.72 
Phil. (1963-67) 5.8 3.00 0.52 3.00 - 0 . 4 2 0.14 10.01 10.07 1.07 9.35 5.03 0.54 5.24 5.35 1.04 
U . A . R . (1960-65) 7.2 3.19 0.46 5.06 3.17 0.63 14.50 6.03 0.41 — 0.40 - 1 . 1 7 — 3.00 4.40 2.67 0.60 
Ghana (1963-70) 5.5 2.52 0.46 5.15 0.97 0.19 7.60 6.46 0.85 — .—. — 3.70 3.90 1.06 
Tur. I (1963-67) 7.0 3.10 0.45 4.20 1.36 0.32 12.60 6.03 0.50 — 10.67 — 7.27 8.88 1.22 
Tun. (1962-71) 6.4 2.58 0.40 3.66 1.84 0.50 8.79 4.61 0.52 10.40 0 — 6.79 5.70 0.84 
Tur. II (1968-72) 7.0 2.65 0.38 — 0.59 — — 4.04 — — 9.03 — .—. 7.57 — 

Tur. I l l (1973-77) 7.0 2.65 0.38 — 0.50 — — 3.71 — — 7.11 — — 6.81 — 

Gré. I (1960-64) 6.0 1.92 0.32 3.54 0 0 8.01 3.19 0.40 — — — 6.60 3.54 0.54 
Mar. (1960-64) 6.2 1.61 0.26 3.37 — — 8.74 — — 16.20 — — 5.55 — — 

Inde II (1956-61) 4.6 1.17 0.26 3.37 0.36 0.11 8.16 2.11 0.26 6.03 6.81 1.13 4.23 2.83 0.66 
Inde III (1961-66) 6.0 1.55 0.26 4.56 0,69 0.15 12.72 2.20 0.17 — 15.43 — 5.71 4.06 0.65 
It. (1955-64) 5.0 1.23 0.25 1.84 - 1 . 1 4 0.62 6.17 2.74 0.44 — 8.20 — 5.70 2.74 0.48 
Ore. II (1965-69) 5.5 1.36 0.25 3.89 0 0 7.11 2.47 0.35 — — — 5.50 2.29 0.42 
Jap. 5 (1958-62) 5.8 1.37 0.24 2.92 - 0 . 8 0 0.27 6.32 2.10 0.33 — — .—. 6.42 2.36 0.37 
Jap. 10 (1961-70) 7.8 1.24 0.16 2.80 - 2 . 0 4 0.71 9.00 3.50 0.39 — — — 8.40 2.90 0.35 

R o = Annual compound projected rates of increase o f the output. 
R n = Annual projected rates of the increase in employment. 
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the situation which prevailed in Brazil with 
respect to the oil industry in the early fifties, 
when Petrobras was in its early stages. 

The lack of a solid research and develop-
ment infrastructure works in the same direc-
tion. A UNESCO study on research and devel-
opment in twenty-five developing countries gives 
Argentina as having the highest expenditure 
per head: 2.8 dollars per year, as compared 
with an average of 0.45 dollars for the twenty-
five countries covered and about 60 dollars for 
the five most developed Western industrial 
powers.®^ 

The bulk of funds is allocated to basic re-
search, as is attested by the examples of 
Mexico®® and Venezuela, where in 1963 about 
74 per cent of research was basic, 21.5 per 
cent applied, and only 4.4 per cent went to 
development.®^ 

Foreign-owned industries cannot be expected 
to foster technological research in the Latin 
American countries, unless they are forced to 
it by adequate legislation or induced at some 
future time to shift part of their central re-
search laboratories because of the lower cost of 
research.®® 

The bulk of the effort should be national and 
probably government sponsored,®® but fiscal 
incentives and legal measures should be pro-
vided at the same time to compel private 

62 Data communicated to the participants of a 
UNESCO seminar in December 1968. This figure 
should be read in conjunction with the following data 
available for Pakistan: expenditure on foreign con-
sultants exceeds 1 per cent of the national income, 
while research gets less than 0.2 per cent. Nuclear 
energy is getting ten times as much money as re-
search on jute and fisheries—two basic industries 
for the country. M. U. Hag "Wasted Investment in 
Scientific Research", in Science and the Human Con-
dition in India and Pakistan (New York, 1965), pp. 
126-132. 

63 See V. L. Urquidi, A . L. Vargas, Educación supe-
rior, ciencia y tecnología en el desarrollo económico 
de México (Mexico, 1967). 

Data quoted by Marcel Roche at the Second 
Meeting of Directors of National Councils of Re-
search in Latin America, held under the auspices of 
UNESCO in Caracas on December 1968. 

65 Though this point may seem at present far-
fetched it should not be overlooked. In many fields 
research is essentially labour-intensive and, once 
skilled personnel becomes available, developing 
countries should have a comparative advantage over 
high-living-cost countries. 

66 See, for example, O. I. Maggiolo, "Política de 
Desarrollo Científico y Tecnológico de América 
Latina", in Gaceta de la Universidad (México ) , 
March/April 1968. See also J. Leite Lopes, "La 
science, le développement économique et le tiers 
monde". Le monde scientifiaue. No. 3, 1968. 

industrialists to support and utilize technologi-
cal research®^ to a much greater extent than 
hitherto.®® 

Four particularly negative consequences of 
the present situation with respect to research 
should be mentioned here. 

First, together with political instability, it 
accounts for the alarming proportions of the 
brain drain, both external and internal (from 
science and technology to administrative and 
commercial careers). 

Secondly, it leaves an unnecessarily large 
area of the economy for which at present no 
efficient technologies exist at all because the 
difference in national endowments, ecological 
and social conditions makes transfer of tech-
nology either impossible or unlikely, as no 
scientists abroad happen to be working on 
such problems, and the priorities for research 
in developed countries do not coincide at all 
with those of developing countries. Here once 
more we should recall the need of the low-
productivity sectors for efficient techniques in 
the low range of capital intensity. 

Thirdly, lack of reasonable research facilities 
and experience makes a rational, selective 
pohcy of imports of know-how practically im-
possible. 

Lastly, imports of technology which are not 
being absorbed into the stream of local re-
search and followed up by modernization and 
improvements lead to the creation of "sectoral 
and spatial enclaves",®® which, furthermore, 
after some years of technological standstill lose 
all the glamour of their "up-to-dateness". This 
technological immobilism accounts, perhaps to 
a still greater extent than the insufficiency of 
equipment-producing industries, for the Latin 
American economy's lack of capacity to repro-
duce itself, pointed out by S. Dell in his analy-
sis of its vulnerability with respect to foreign 
trade.''» 

3. A critique of industrial policies 
However narrow the range of choices may 

be, it is not being adequately utilized because 

67 See Leite Lopes, op. cit. 
68 Lack of interest in research on the part of 

powerful industries that are considered "progressive" 
is clearly evidenced by the series of lectures published 
in Sao Paulo in 1968 in a volume entitled Pesquisa 
tecnológica na universidade e na industria brasileiras. 

68 See Manuel Balboa's speech at 1965 CASTALA 
in Santiago. 

S. Dell, "The need for economic integration 
among underdeveloped countries (with special ref-
erence to Latin America)" in Reshaping the World 
Economy, op. cit., pp. 164-176. 
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of the capital-intensive bias inherent to pre-
sent industrial policies in Latin America. 

In matter of fact, in order to foster an in-
dustrialization chiefly hampered, as it was 
believed, by lack of capital, excessive fiscal, 
credit and foreign exchange advantages were 
granted to entrepreneurs. 

Their combined effect is to render the 
opportunity cost of investment capital 
extremely low. Examples of situations where it 
becomes practically nil are easy to quote. Thus, 
for example, the author of a study on CORFO 
reached the following conclusion: "Implicitly, 
but unmistakably, CORFO converted the hard 
foreign currency loans to enterprises or agen-
cies into domestic loans. This policy was mainly 
the consequence of two events: the rampant 
inflation and the fact that CORFO was lend-
ing without a dollar or other escalator clauses. 
As a result, only a fraction of the real value 
of these loans has ever been repaid by the 
recipient enterprises."^^ In general, the real 
rate of interest has often proved negative and 
conducive to inflation for those firms having 
access to bank credit in Chile^^ and, we 
believe, in other Latin American countries. 
Thus, what really counts is getting access to 
credit and government favours. For those who 
manage it—and it is a matter either of pub-
lic relations or of a solid financial position— 
capital is neither scarce nor expensive. The 
trouble is that the bulk of government support 
thus accrues to entrepreneurs, who really could 
manage without it, while small-scale industries 
and workshops are really starved for capital. 
W.P. Strassman is probably right when he says 
that the "error is in the direction of using 
capital and labour too little with one another. 
The sectors with too much of one factor can-
not get, or do not seek, enough of the other".'® 

As to fiscal incentives, the Brazilian legisla-
tion providing support for projects approved 
by SUDENE is an excellent case in point: 

M. Mamalakis, "An analysis of the Financial 
and Investment Activities of the Chilean Development 
Corporation: 1936-64", The Journal of Development 
Studies, January 1969, p. 122. 

L. J. Johnson, "Problems of Import Substitution: 
the Chilean automobile industry", Economic Devel-
opment and Cultural Change, January 1967, p. 213. 

'3 W. P. Strassman, Technological Change and Eco-
nomic Development. The Manufacturing Experience 
of México and Puerto Rico. (Ithaca, N.Y., Cornell 
University Press, 1968), p. 148. See also M. H. Simon-
sen, Brazil 2001 (Rio de Janeiro, 1969), p. 56: "Tlie 
gulf between the phases of our industries in output 
and employment arose simply from a development 
policy completely divorced from the principle of 
comparative advantage". 

up to 50 per cent of the income tax due from 
enterprises may be channelled into such invest-
ment and finance up to 50 per cent (and in 
exceptional cases up to 75 per cent) of the 
new project, while half of the balance is pro-
vided as a loan by SUDENE at a 12 per cent 
—that is to say, strongly negative—interest 
rate!''̂ * No wonder that in such circumstances 
the investment cost of a new job works out at 
about 6,000 dollars and the employment gen-
erated is negligible, as compared with the 
tremendous pressure of unemployed and under-
employed in the Nordeste. Hirschman tries to 
minimize, however, the distorting effects of 
this legislation, on the ground, it is true, that 
new enterprises would anyhow be using the 
most advanced technology without trying to 
make it more labour-absorptive. The least one 
can say is that government policies should not 
be designed in such a way as to reinforce 
undesirable features in private sector behav-
iour.'̂ ® 

Next, we should mention fiscal incentives to 
plough back profits, which once more favour 
over-capitalization so long as similar advant-
ages are not granted for an increase in the 
payroU as for an accumulation of capital.'̂ ® 
As Celso Furtado points out, subsidies in the 
form of low rates of exchange for imports and 
of preferential credits were being granted mainly 
for the purchase of equipment, less for con-
struction and practicaUy not at all for working 
capital. This created artificial conditions for 
automation and over-capitalization with respect 
to fixed capital.^' 

Inflation has been exerting a powerful pres-
sure in the same direction, at least among far-
sighted entrepreneurs who, distrustful of liqui-
dity, plough back their profits as quickly as 
they can into fixed investment and stocks of 
raw materials and also into construction. In 

See for a description of the theme A . O. Hirsch-
man, "Desenvolvimento Industrial no Nordeste bra-
sileiro e o mecanismo de crédito fiscal do Artigo 
34/18", Revista Brasileira de Economía, No. 4 
(December 1967), pp. 5-34. 

•<5 A full assessment of the working of the fiscal 
credit mechanism based on article 34/18 would re-
quire a discussion of alternative public investment 
forgone because of the reduction in revenue. On the 
other hand, it should be remembered that red tape 
makes investment under the scheme a lengthy affair; 
in the meantime money due as tax is deposited in a 
public bank and thus, for all practical purposes, it is 
transformed into a forced loan to the Government. 
Were these funds properly used, red tape should 
for once be recommended! 

See W. Paul Strassman, op. cit., pp. 127-128. 
Celso Furtado, Un Projeto para o Brasil (Rio de 

Janeiro, 1968), p. 43. 
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fact, the relatively low cost of construction as 
compared to that of equipment^® and the belief 
that the value of buildings at least keeps pace 
with the general increase in prices make many 
industrialists indulge in lavish prestige con-
struction, not at all warranted by the needs of 
production.'® Thus, we often get a dismaying 
situation: capital available in the form of sub-
sidized credit and fiscal rebates is wastefully 
spent on over-capitalized equipment, while the 
enterprise's own funds go into unnecessarily 
big investment in buildings. Intensive invest-
ment actually goes hand in hand with the acute 
shortage of working capital. 

While capital is made excessively cheap, 
labour costs exceed the wage bill by a very 
substantial margin on account of different 
"social charges" and taxes proportional to the 
wage bill, which to make things worse are 
often used inefficiently or altogether diverted 
to aims which have little to do with their 
original purpose. Both entrepreneurs and 
workers complain; the former because labour 
costs are high when compared with the pro-
ductivity level, the latter because they are 
underpaid, as far as wages are concerned, 
while the fringe benefits financed out of "social 
charges" are of very poor quality and add little 
to the worker's level of living. Of the two, the 
workers have more reason to complain, as the 
relative share of wages in value added is very 
low indeed and moreover keeps decreasing;®" 
the adoption of capital-intensive techniques in 
a highly imperfect market with administered 
prices explains such a trend, but by no means 
justifies it. Social unrest becomes in the eyes 
of many entrepreneurs an additional reason 
for prefering automatized equipment, so as to 
reduce labour problems to minimum, to say 
nothing of the fact that, paradoxically, it may 

According to W . P. Strassman construction costs 
in Mexico are about 25 per cent cheaper than in the 
United States, but, on the other hand, the price of 
equipment is about double. The ratio is therefore 
0.375 if we take that of the United States as 1. 

The trend in industrial design today is, on the 
contrary, to reduce the "shell", leaving equipment in 
the open air or under a light shelter, whenever pos-
sible, in order to save on investment outlays and 
reduce the capital-output ratio. 

8® In Brazil the relative share of wages in the 
value added by modern industries decreased from an 
average of 27 per cent in the decade 1941-50 to 
20 per cent in 1951-60. The corresponding figures 
for the traditional industries are 22 per cent and 20 
per cent (Celso Furtado, op. cit., p. 36). 

be easier to staff a highly automatized plant 
with a few not very skilled hands than a less 
mechanized factory where hundreds of special-
ized workers are needed. 

The conjunction of the factors described 
above, all working towards a capital-intensive 
bias, is so powerful that it would be imreason-
able to expect entrepreneurs to behave in a 
different way from the way they actually do. 
One might, at most, charge them with bad 
faith when they invoke the argument of "com-
petitiveness". 

While working in protected and imperfect 
internal markets with administered prices they 
reap all the benefits of technical progress 
through a higher margin of profits.®^ Why 
should they want to bring in more competition, 
at the double risk of reducing the scale of 
production for individual enterprises and being 
compelled to share the advantages of increased 
productivity with the consumers by means of 
a decrease in prices? As to external markets at 
the developing countries' end, the problems 
seem to lie much more with the institutional 
and organizational factors than with the cost-
price structure of the new industries®^ (which 
could always be corrected by means of a sub-
sidy scheme). In any event, the crux of the 
matter is to be found at the other end: what 
developing countries need above all to increase 
their industrial exports is access to the markets 
of Europe and United States. 

Our real quarrel is not with individual profit-
seeking capitalists but with the "collective 
capitalists"—^the States—for having confused 
development goals with maximization of the 
profits of a handful of entrepreneurs in their 
industrialization policies. The same instruments 
—fiscal, credit, foreign exchange policies— 
could have been used in a different way, along 
lines discussed above in chapter I, 3 (a ) , so 
as to reduce instead of augment the gap be-
tween growth of output from newly established 
plants and increase in industrial employment. 

81 See for this point Anibal Pinto S. C., "Concen-
tración del progreso técnico y de sus frutos en el 
desarrollo latinoamericano", Economía, Año XXII, 
fourth trimester 1964, pp. 29-84 and more particularly 
pp. 58 and 77. 

82 This is recognized now even by A . O. Hirschman 
in his article "The Political Economy of Import-
Substituting Industrialization in Latin America", The 
Quarterly Journal of Economics, February 1968. 
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I I I . SOME CONCLUSIONS AND SUGGESTIONS 

Throughout this paper we have been argumg 
that selection of techniques could meaningfully 
become an integral part of development policies 
even though, in the context of "mixed econo-
mies", practical difficulties may prove consider-
able. 

Designing of such policies requires, as a first 
step, collecting more empirical knowledge 
about the working of the technological market 
in its broadest sense: organizational and insti-
tutional aspects of supply of technologies from 
local and foreign sources, mechanisms of deci-
sion-making, channels of diffusion in low-
productivity sectors, actual proportions between 
imitative transfers, adaptation and creative in-
novation, degree of utilization of the actual 
opportunities of choice, etc. It is suggested 
that such a study should be given high priority. 

Effective government intervention in the 
realm of selection of techniques requires creat-
ing or strengthening, as the case may be, of 
project evaluation workshops. In order to work 
efficiently such units should be staffed with 
high-level specialists fully aware of the specific 
conditions of the country concerned. They 
should enjoy considerable autonomy and be 
independent of the government officials who 
take investment decisions in the public sector. 
It is suggested that evaluation work on behalf 
of Governments might be done by specially 
created government-financed institutes for the 
economics of technology. Such institutes could 
be, at the same time, entrusted with advisory 
functions in policy-making, research and post-
graduate training of personnel for planning and 
policy-making bodies. Emphasis should be on 
the quality of the personnel and on the work 
done rather than on the size of the institute. 
Evaluation of selected projects should be done 
in depth as much as possible, even at the price 
of reducing, during the initial period, the 
number of projects scrutinized. 

At the same time the utmost priority should 
be given to the creation or expansion, as the 
case may be, of project designing workshops. 
It would be advisable to have them, whenever 
possible, in the public sector, or to organize 
them in the form of co-operatives. Government-
owned project designing workshops should be 
prepared to accept contracts from the private 
sector. It is furthermore suggested that the 
possibility of international specialization and 
co-operation in the field of project designing 
be explored on a regional basis. For some 
Latin American countries project designing in 

certain fields (e.g., architecture and town plan-
ning) might even become an export item to 
other countries: project designing is a skiUed-
labour-intensive activity; it should give the 
advantage to low-cost-of-living countries with 
a relative abundance of professionals. 

The advisability of creating public agencies 
for imports of technology should be also ex-
amined. Such agencies might be entrusted, in 
addition, with organizing imports of second-
hand equipment on a selective basis. The nega-
tive experience accumulated hitherto in this 
field is mostly due to the fact that such deals, 
which become a source of easy profits when 
left in private hands, were being done in a 
most undiscriminating way.®® 

The scope of action of institutions suggested 
in the second to the fifth paragraphs above 
need not be limited to the public sector alone. 
It could be easily extended to those private 
sector projects which are heavily financed out 
of public funds through development banks, 
development corporations, etc. With a certain 
number of direct controls, such as licensing of 
big private projects and of foreign collabora-
tion agreements, it might be possible to cover 
a still bigger part of private industrial invest-
ment. 

In a mixed economy indirect operational 
controls play a pre-eminent role. They are the 
only way of influencing those private investors 
who do not come within the scope of direct 
controls because of the size of their investment. 
Furthermore, when properly used, they should 
very much restrict the need for direct govern-
ment intervention with respect to big private 
sector projects. As private entrepreneurs can-
not be expected to use shadow prices instead 
of actual prices in their profitability analysis, 
policies of support for industrialization should 
be radically changed. Investment capital should 
be made more expensive, and labour costs 
lower, without impairing, however, the level 
of real w a g e s , a n d working capital should be 
easier to obtain. Facilities should be extended 

See in this connection the interesting point made 
by J. R. Meyer in "Transport Technologies for Devel-
oping Countries", The American Economic Review 
(May 1966, pp. 83-90): it would seem logical to 
transfer automobiles and trucks from high to low 
labour cost countries at some point in their life, 
when the labour required for maintenance becomes 
relatively substantial. 

Fiscal revenue collected from industries could 
be increased in such a way as to allow the Govern-
ment to finance all social services for workers out 
of its budget. 
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to those who purchase locally made equipment 
and technology, while redundant imports of 
foreign equipment and know-how should be 
banned. Investment should be discouraged 
whenever it is possible to increase output by 
introducing a second or third shift.®® It should 
be possible to arrive at these results by using, 
in a different and more imaginative way, the 
instruments which are now fcing misapplied; 
selective fiscal and credit policies, as well as 
subsidies.®® 

Up to now we have been dealing with ways 
of improving actual selection out of the range 
of available technologies. Long-term policies 
should concentrate, however, on enriching the 
spectrum of efficient technologies suited to the 
specific conditions of each country. Science, 
education and research policies should there-
fore be given, in fact, and not only in words, 
the same status in development strategy as 
industrial, agricultural, trade or financial po -
licies. 

Research should not only be expanded but 
made more purposive, which is not tantamount 
to giving a privileged status to be applied at 
the expense of the fundamental research. Prim-
ary government responsibility in the field of 
science and research should be recognized, but 
ways of associating the private with the public 
sector, at least financially, should be found. The 
argument that poor countries cannot afford to 
spend more on science should be opposed; be-
cause they are poor, they cannot afford not 
to take this chance of building a short-cut to 
development or, to be more precise, of provid-
ing one of the essential components to it, the 
other being social and institutional change. 

Nor should "big science" be mistaken for 
the whole scientific field. Latecomers from de-
veloping countries are perfectly capable of doing 
much more than "reinventing the wheel"; deny-
ing them this possibility means either persist-
ing in some kind of ethnocentric prejudice or 
playing with the ghost of "comparative advan-
tage" understood in the most static way.®'̂  But 
scarce resources must be, husbanded in a 

In other words, some kind of fiscal credit or 
even subsidy should be given to industrialists who 
fullv use their production capacity. 

Celso Furtado came out (op. cit., pp. 47-49) 
with an intepsting suggestion of differential taxes 
on remuneration of capital and the wage bill in con-
sumer goods industries, coupled with subsidies for 
industries producing equipment. 

8'^For the^ latter point, see F. Chesnais and 
C. Cooper "L'impact des progrés scientifiques et 
technologiques des pays avances sur les pays sous-
développés", Paris, March, 1968 (mimeographed). 

reasonable way, and this means concentration 
in the triple sense of avoiding wasteful dupli-
cation of efforts, guaranteeing scientific insti-
tutions the minimum efficient size, and setting 
out the right priorities for research. 

Avoiding duplication implies establishing ef-
fective international co-operation. When insist-
ing on the need to foster local research and 
to ban wasteful import of know-how, we are 
not taking up a position against the transfer 
of knowledge from abroad as such. We think, 
on the contrary, in terms of a comprehensive 
policy including adaptable transfers of know-
how, followed by local research and develop-
ment,®® and strong concentration on creative 
innovation in areas where the chances of 
getting an effective technology from abroad 
are slim. 

The import component of technological de-
velopment will depend on access to information 
and know-how. Hence the urgent need of radi-
cally improving the present highly inadequate 
technological information network and of find-
ing suitable forms of co-operation among coun-
tries. It is, in particular, suggested that the 
United Nations and its specialized agencies 
should look into the possibility of increasing 
the ñow of information among the developnig 
countries of Latin America, Asia and Africa 
and assist them in entering into effective work-
ing relations in the field of industrial, techno-
logical and scientific exchanges. The technolog-
ical and scientific potential of developing 
countries should be surveyed with a view to 
making their experience and experts available 
to other developing countries through the chan-
nels of technical assistance. W e submit that 
Latin American experience may prove very 
useful to South Asian countries, and vice versa, 
not only in such fields as tropical medicine 
and agriculture, but also in that of industrial 
know-how. 

Small countries cannot afford to create too 
many research institutions meeting the require-
ment of minimum efficient size.®'' But they can 
either pool their efforts in order to create inter-
national institutes with or without United 
Nations support, or work out specialization 

T o start from a high point and to go ahead— 
this is the only strategy which might give an ad-
vantage to the latecomer in certain cases; the Japa-
nese example is very instructive in this respect. 

89 The same applies to universities. Their creation 
for prestige reasons in too many places at the same 
time leads to a dispersion of scarce talents and re-
sources, which adversely affects their functioning. 
Unfortunately this happens to be the case in several 
Latin American countries (see O. Maesiolo, op. cit) . 



agreements with other countries of the region, 
implying mutual provision of services. The 
second formula seems less cumbersome, but 
they are not mutually exclusive. 

As for the priorities of research, they must 
be worked out in each country in conjunction 
with its long-term development strategy, based 
of course on a thorough assessment of the 
country's resources and potentialities. We shall 
limit ourselves to emphasizing the need to give 
a great deal more attention than hitherto to 
low-productivity sectors and the moderate 
capital-intensity range of efficient techniques.®® 

These are areas where there is little UkeU-
hood of learning anything very new from de-
veloped countries, as they do not happen to be 
working on such subjects (a great deal could 
be learned, on the other hand, from exchanges 
between developing countries on the lines sug-
gested above). 

Of course agriculture, cattle breeding, fishing, 
forestry, and "biological engineering" are of 
vital interest for several Latin American coun-
tries, the current prejudice among intellectual 
élites against this kind of research notwith-
standing. The more so that, according to an 
eminent British specialist in food problems, "we 
do not at present know what to grow; we may 
not even know how to farm. More advice, based 
on temperate zone experience, is of little value 
because you cannot teach what you do not 
know. A great deal of research on tropical 
agriculture has been, and is being done; it is 
concerned mainly with industrial crops (such 
as cotton, rubber and sisal) or with foods crops 
(such as coffee, pineapples, sugar and tea) 
that can be sold to industrialized countries. 
Much less attention is even now being given to 
good crops for local use".®i At this point we 
should recall the need of having a more elab-
orated typology of agricultural techniques (as 
suggested in chapter I, section 4 ( c ) . Another 
major difficulty is the need to see clearly the 
pattern of interrelationships between techno-
logical and institutional change in agriculture. 

Another privileged area should be construc-
tion tackled simultaneously at the levels of 
building materials, methods of construction and 
project designing. At all these levels, the pres-
ent practices bring about a considerable waste 
of resources and job opportunities. It is be-

lieved that construction might play an even 
more important role in employment creation 
than hitherto if low-cost housing schemes could 
be devised®^ and implemented on a large scale. 
Such programmes would probably bring about 
an increase of national income and of the 
share of labour-intensive investment in it while 
it was being implemented and a lasting shift 
in the consumption-mix after its completion 
(if we agree to include the real or imputed 
value of rent, as the case may be, in the con-
sumption bill of the family which rents or owns 
the house). 

This brings us to our last point, which does 
not relate, strictly speaking, to the selection of 
techniques. We mentioned the possibility of 
improving the over-all marginal capital-output 
ratio and increasing the number of jobs created 
through new investment by varying the output-
mix and loading it with labour-absorbing goods, 
subject to the limitation that the substitution 
of such goods for other more capital-absorbing 
goods and/or for exports of these goods is 
feasible. At the same time, it was felt that, 
as a rule, there was little elbow-room for such 
a manoeuvre (which in a planned economy 
would even be considered as the correction of 
a planning mistake). Now, in the long run it 
might be possible to influence more substan-
tially the output-mix and to load it more with 
labour-absorbing goods, both on account of the 
altogether new products which are incor-
porated into the consumption pattern, and 
eventually production, as a result of scientific 
progress®® and because of the changes in the 
demand induced by income poUcies. It is even 
reasonable to expect that the net result brought 
about in this way could far exceed the com-
bined yield of the measures suggested above 
to improve the selection of technologies proper. 
Thus, for example, increasing the relative share 
of wages in value added by industries would 
certainly bring a substantial increase of demand 
for labour-absorbing consumer goods of both 
industrial and agricultural origin. The effect 
of the increase on poor peasants' incomes could 
be still more spectacular, so much so as to 
make the experts of ILPES believe that indus-
tries considered at present "vegetative", and 
which happen to be characterized by moderate 

90 We take into consideration, however, a much 
wider spectrum of problems and technologies than 
the partisans of intermediate technologies. 

®i II. W. Pirie, Food Resources: Conventional and 
Novel (London, 1969), p. 111. 

Some views on the problem of construction 
are reproduced in annex IV. 

Quite obviously research does not aim only at 
new processes but also at new products. A new prod-
uct may, however, have the same impact as a tech-
nological innovation in an old line of production, 
when it replaces the goods produced in the old line. 
This happens frequently in agriculture. 
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capital-intensity, might again become dyna-
mic.®^ Such an increase in peasants' incomes 
could be most effectively achieved, were they 
given the opportunity of, and assisted in, satis-
fying the growing demand for food on the part 
of urban workers by efficient labour-absorbing 
methods of cultivation, animal husbandry and 
fishing and, at the same time, were their share 
in value added also substantially increased 

through appropriate institutional and organiza-
tional measures.®® We know that such a pro-
gramme of action would meet with formidable 
obstacles. But we also know that Latin Ameri-
ca's economic and social development is at 
stake. 

94ILPES, op. cit. 

The latter should above all rationalize commer-
cialization by guaranteeing minimum prices and, 
whenever possible, offering advance purchase con-
tracts to producers, while at the same time reducing 
the margin accruing to intermediaries. 

Annex I 

T R A N S F E R S O F T E C H N O L O G Y I N J A P A N A N D I N D I A : 
A C O N T R A S T I N G E X P E R I E N C E » 

There are two countries in the world which have 
borrowed technology heavily, Japan and India. A n 
analysis would show that Japan has set an example 
showing h o w technology should be borrowed to 
strengthen the e c o n o m y of a country. India during 
the same period has c o m e to exempli fy the hazards 
and pitfalls of indiscriminate borrowing. The lack o f 
planning f o r the assimilation and the proper utiliza-
tion o f borrowed technology are landmarks o f India's 
industrial history. 

In Japan, whilst technology has been freely im-
ported, the local expenditure o n research and develop-
ment has consistently been five to six times higher 

a Excerpts f r o m an address delivered b y M . M . Suri, 
then Director of the Central Mechanical Engineering 
Research Institute, Durgapur, to the Association o f 
Scientific Workers o f India on Apri l 13, 1968. 

than the payments made f o r transfer of technology. 
Furthermore, the total expenditure on research and 
development has been between 3 and 4 per cent of 
the gross domestic product o f the Japanese industry 
(see table A ) . It is an important deduction that to 
assimilate foreign technology we have to generate a 
proper base of local technological research and de-
velopment. 

Japanese products, till a f ew years ago, were con-
sidered second rate. By systematic borrowing of tech-
nology , b y its scientific assimilation through local 
research, Japan has c o m e to the fore as a producer o f 
quality goods, and in many fields has established a 
wor ld lead in technology. Each o f the borrowed tech-
nologies has been meticulously used as a spring-board 
f o r furtherance o f that technology adapting fully 
Japan's own materials and incorporating further inno-
vations. Productivity and quality have been given the 

Table A 

J A P A N E S E E X P E N D I T U R E O N T R A N S F E R OF T E C H N O L O G Y C O M P A R E D 
W I T H E X P E N D I T U R E O N I N D U S T R I A L R E S E A R C H A N D D E V E L O P M E N T 
A N D G R O S S D O M E S T I C P R O D U C T 

Year 

(1) 

Total 
expendi-

ture 
on R and D 
(thousands 
of millions 

of ven) 
(2) 

Of which 
by industry 
(thousands 
of millions 

of yen) 

(3) 

Payments for 
transfer of 
technology 

(thousands of 
millions 
of yen)® 

(i) 

(4) 
as a 

percentage 
of (2) 

(5) 

GDP 
Japanese 
industry 

(thousands 
of millions 

of yen) 
(6) 

1955 56 29.3 1.2 13 1 494 
1958 114 69.7 17.2 15 2 155 
1961 245 163.8 41.7 17 4 252 
1964 381 55.9 15 6 202 

SOURCE: Second session o f U N C T A D ( T D / 2 8 / S u p p l . 1) , 
a (47.8 yen = R e 1 ) . 
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highest priorities. Japanese electronic industry, tran-
sistors, optical instruments, cameras, automobile, ship 
building, all are standing examples of borrowed tech-
nology-cum-local research. 

Japan has never borrowed the same technology 
twice. The policies of the Government as well as 
industry reflect an enlightened approach. They have 
planned their borrowing in areas of greatest advan-
tage. 

Thus Japan has strengthened its technological base 
through borrowed technology backed by adequate 
local research, and has given to its industry the high-
est potential for world competitiveness, raising phe-
nomenally production at home and exports abroad. 
With the latter, the balance of payments has always 
been in favour of Japan. 

India is almost an antithesis of the Japanese exam-
ple. After twenty years of borrowing of technology, 
India's technical base is as yet most slender, though 
the industrial base is the largest amongst the develop-
ing nations and well diversiñed. 

The first striking default is India's neglect of indige-
nous research and development activities, especially 
in the crucial priority areas of engineering research. 
Normally when resources are meagre the need is all 
the greater to harness indigenous technical ingenuity 
through organized research and development. It is 
useful to note that besides Japan, the United States, 
the USSR and the United Kingdom spend approxi-
mately 3 per cent of their national income on research 
and development, whereas India now hardly spends 
0.32 per cent. Considering also the comparatively 
small size of the Indian national income, the total 
expenditure on research is insignificant. The research 
output is also therefore less than meagre. The disaster 
that it has spelt in the industrial economy of the 
country is only too obvious to the trained technical 
observer. 

It is not enough to invest crores and crores in the 
erection of plants. What makes these massive plants 
run profitably against altering product demand as 
time moves along is the day-to-day injection of local 
live technology, India's Rs 10,000 crore, over-bor-
rowed, over-capitalized engineering industry, espe-
cially heavy engineering industry, is lying idle to the 
extent of 70 per cent of its capacity, while the import 
of engineering equipment of the order of Rs 600 
crores a year continues. It could be proved by a rigid 
analysis that at least Rs 400 crores' worth could be 
manufactured utilizing only half the idle capacity in-
stalled in India, provided know-how in the shape of 
design drawings, etc., was made available to the manu-
facturing units. It is also noteworthy that this 400 
crore production would close the gap between our 
exports and imports. Such is the true nature of our 
dependence and the dire need to beg abroad. 

The negative impact of collaboration in India lies 
in that the foreign collaborator has succeeded subtly 

to create its feeling of continued dependence on him. 
W e are ourselves to blame for it. Somehow, a halo 
has been created around the words "research and 
development". Entrepreneurs in public and private 
sectors appear convinced that research is extremely 
expensive. T o a certain extent scientific advancement 
like the hydrogen bomb, guided missiles, satellites and 
other achievements of the West have helped reinforce 
the impression that research is expensive and under-
developed countries can ill afford it. But our need is 
not f or basic research, nor for ultimate sophistication 
in research. Our need is for plain sound engineering 
applications, high productivity under local environ-
ment, and good quality control. Adaptive and envi-
ronmental research on borrowed technology in order 
to use Indian materials, with Indian conditions of 
labour and available installed idle capacities, is what 
we need. This part of research, so vital to the success 
of our industrial ventures, cannot and will never be 
undertaken by anyone abroad. And the cost of such 
research, which we alone must conduct, is proved to 
be small in relation to its immediate and long-term 
returns. Without this type of local research we can 
never gain foreign markets, or hope to close the ad-
verse balance-of-payments gap. It is also significant 
that our first breakthrough on sales of engineering 
goods abroad was in sewing machines, fans, etc., 
which we had developed by totally indigenous efforts. 

Also in the negative balance have been the restric-
tive clauses in the past in collaboration agreements 
which forbid exports. This stipulation is adverse to 
foreign exchange balance of payments, and must be 
avoided. Here again, had we our own internal strength 
of research and development, the foreign collaborator 
would be inclined to be less rigid knowing we might 
copy and improvise and openly compete with him. 
Commercial expediency would then dictate that he 
rather join hands with us in joint ventures. Already 
those companies in India that have a somewhat 
stronger local technical base are able to obtain more 
favourable and profitable conditions of collaboration 
with a minimum of restrictions. 

But generally the malady today goes deeper. Each 
time a new product is required in India, instead of 
utilizing existing capacity, in the absence of their own 
development activities, both the public and the private 
sectors are forced to make up new projects with new 
collaborators, fresh borrowing of capital, and new 
technical know-how. Even the Government, which 
should be the most enlightened and motivated entre-
preneur in its short- and long-range policies, has not 
backed indigenous research, either by way of estab-
lishing the facilities, or by actual utilization of indige-
nous research. In fact, the Government today appears 
to be the greatest supporter of foreign collaboration 
and further borrowing, despite the idle capacities 
which are the largest in the public sector. Nor are 
any significant efforts being made towards new prod-
uct development within the vast industrial network of 
the public sector. 
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Annex II 

T H E R A T I O N A L E OF SOCIAL COST-BENEFIT A N A L Y S I S 

W e reproduce below the introduction of A . K . 
Sen's paper on "The role of policy-makers in project 
formulation and evaluation" ( U N I D O 1967), which 
gives an excellent insight into the logic of social cost-
benefit analysis, and also into the element of political 
decision inherent in it: 

"1. In many countries there seems to be a gap 
between national development planning (including 
over-all industrial planning), on the one hand, and 
programming at the project level. The national 
development plan is usually formulated in terms of 
objectives involving such considerations as the 
standard of living, the average rate of growth, the 
level of employment, the balance-of-payments 
position, self-reliance, and distribution of income. 
In other words, the national plan is formulated in 
terms of broad categories of over-all national ob-
jectives. Although individual projects are developed 
within the broad framework of the plan (and sec-
toral programmes), the gap between national plan-
ning and that at the project level is, in most cases, 
not bridged. This is so for a variety of reasons; one 
of them is that, typically, projects are formulated 
and evaluated primarily in terms of commercial 
returns on investment, and this process does not 
take into account the full range of national ob-
jectives. 

"2. A better alternative is to use the so-called 
"social cost-benefit analysis", which is essentially a 
tool to formulate and evaluate projects in terms of 
the explicit national objectives that underlie devel-
opment planning for the nation as a whole. The 
interdependence is mutual, and a perfect plan re-
quires feedbacks on either side. The social cost-
benefit analysis tackles tactical questions at a project 
level of the product mix, the size of the plant, its 
location, the choice of technological processes, the 
use of different raw materials, factor proportions, 
the degree of specialization, opportunities f or fu-
ture expansion, time phasing, etc., so that projects 
are formulated and evaluated in order to fulfil the 
objectives o f the over-all plan, including the sec-
toral programmes. 

"3. The contrast between social cost-benefit 
analysis and the traditional commerical profitabil-
ity analysis of the projects can be looked at f rom 
various points of view, which are separate but not 
independent of each other. 

" ( a ) The objective of the commercial profitabil-
ity analysis is to maximize the nominal profitability 
of investment, while that o f the social cost-benefit 
analysis is to maximize national economic profit-

ability as represented by the appropriately weighted 
sum of the net benefits accruing to different na-
tional objectives embodied in the national plan; 

"(b) Another way of looking at the contrast is 
that, while commercial profitability is calculated on 
the basis of market prices of inputs and outputs, 
national economic profitability is calculated on the 
basis of shadow or accounting prices of inputs and 
outputs reflecting their social scarcity and value in 
the context of the targets of national development 
plan; 

" ( c ) One consequence of the above is that while 
commercial profitability analysis ignores the so-
called "external effects" working outside the mar-
ket mechanism, the social cost-benefit analysis 
takes them into account explicitly; 

"(d) Finally, future benefits and costs may be 
reduced to their present value by the use of a given 
market rate of interest under the commercial profit-
ability analysis, while the present value or future 
benefits and costs under national economic profit-
ability analysis are calculated by the use of the 
social rates of discount, reflecting the community's 
preference between present consumption and future 
consumption. 

"4. The determination of national objectives 
and the relative weights to be attached to them 
(including the choice of the social rates of dis-
count) fundamentally reflect the value judgements 
o f the community made by the leadership. These 
are the functions of the policy-makers in a social 
cost-benefit analysis. However, under the present 
arrangements these functions are often performed 
by project technicians, quite unconsciously. This is 
especially the case under the commercial profitabil-
ity analysis. The objective of the present paper is 
to show the links between policy decisions at a 
general level and the formulation and evaluation of 
industrial projects, so that we may be able to pin-
point the decisions which have to be made by the 
policy-makers to help the work of project formula-
tion and evaluation within the framework of the 
national development plan. 

"5. The determination of national objectives, 
the relative weights attached to them and the social 
rate of discount fundamentally reflect the value 
judgements of the community made by its highest 
political and administrative leadership. These are 
essentially the functions of the policy-makers which 
are unconsciously and unintentionally performed 
by technicians under the commercial profitability 
analysis." 
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Annex 

OBSTACLES TO A U T O N O M O U S TECHNOLOGICAL DEVELOPMENT: 
THE CASE OF THE INDIAN FERTILIZER INDUSTRY 

We reproduce below the concluding remarks of a 
mimeographed study on criteria for planning for 
nitrogenous fertilizer industry in India, prepared in 
October 1967 by the Planning and Development Divi-
sion of the Fertilizer Corporation of India, Ltd. They 
highlight the tremendous obstacles to an adequate 
utilization of India's technological capability. The 
same factors are present in other developing coun-
tries; hence the interest of this concrete case: 

"In the preceding chapters, the various factors 
which determine correct perspective planning for 
fertilizer production have been discussed in detail 
with concrete examples. These make it clear that 
sweeping generalizations made on this or that par-
ticular aspect of fertilizer production can, under no 
circumstances, be taken as some kind of universal 
dogma on such vital issues as raw material em-
ployed, end product to be produced, capacity to be 
set up, technology to be adopted, etc. This is par-
ticularly true in the context of our country's pres-
ent state of development, requirements and re-
sources. It has thus been shown how, in deciding 
any rational plan, all the integrated factors have 
to be considered together, including those which, 
apparently or on a relative basis, seem to be of 
minor importance. In other words, no single factor 
can or should be considered apart and separate 
from the rest in coming to any rational and sound 
conclusion. 

"As a result of the study it has also been de-
scribed what approach should be adopted in cor-
rect perspective planning. It has been particularly 
stressed that there is no dearth of highly coloured 
propaganda literature from manufacturers or sup-
pliers or even much publicized catchwords like 'new 
technology'. It is essential that high pressure sales 
points on this are not taken at their face value but 
are closely and carefully adjudged and evaluated 
for their applicability in any particular case. It is 
to be clarified, in this connexion, that the paper 
does not attempt to make any rigid approach to 
the problems facing fertilizer planning; on the other 
hand, it has been explained how each scheme has 
to be judged on its merits, taking into account the 
various interrelated and interdependent factors. 

"In the introduction it was mentioned that the 
dimensions of the problem of fertilizer and food 
production have been realized by all concerned but 
many difficulties have stood in the way of correct 
and perspective appraisal and concrete action there-
upon for implementing the plans drawn up. It is 
only fitting that these diíRculties, which are due 
to situations that are not quite right, should be 
recognized for what they are. Because of these 
difficulties, a situation has been created in the 
country in which real scientific economic and 
technical planning has not been possible. The chief 

reason for the difficulties has been various external 
factors and influences which have definitely stood 
in the way of such rational and sound planning. 
In fact, some of them are even anti-national in 
spirit and action. 

"In order to pinpoint the actual conditions and 
climate necessary for correct perspective planning, 
it is proposed to detail out these factors which have 
stood in the way; such a description may be rather 
frank and outspoken but it has necessarily to be 
so if the aims and objectives of the presentation are 
to be clearly defined and achieved. 

"These various factors and influences are not 
quite unknown. It is described how their aims 
have been towards furthering their own interests 
and how their action and attempts have had very 
little to do with the interests of the country, 
particularly the imperative need for it to attain 
self-sufficiency through self-reliance. Some of them 
are mentioned below, with their objectives and 
modus operandi. 

" ( a ) Exporters of fertilizers in foreign countries 
and their agents and importers in the country: 
their objective mainly is to have continued op-
portunities for importing into the country more 
and more fertilizers from abroad, and for this they 
would like to see that there are delays in the 
establishment of production facilities within the 
country. It is to their interest that the later the 
establishment of fertihzer production in the country 
the greater their opportunities for making profits on 
imported fertilizers and for larger commissions 
for the agents. 

"(b) Vested monopoly interests for supply of 
commodities which are not available indigenously, 
such as sulphur of phosphoric acid: their objective 
is to command the Indian market so that they will 
have a ready customer for their supplies. The 
modus operandi is to claim that they are actually 
coming to the rescue of the country to help it out 
of its major problems; they also carry out propa-
ganda that certain end products, which necessarily 
require the importation of raw materials—^products 
they have to sell—are the best for the country, 
though proven facts and experience are to the 
contrary. If successful, the results of such en-
deavours would not be to the interest of the coun-
try, which will have to be tied for vital fertilizer 
production to foreign supplies from monopolist 
sources. 

" ( c ) International oil interests: the objective of 
these interests would be to see that any industry, 
including the fertilizer industry, in India develops 
along such lines that their market in India is as-
sured. While today 70 per cent of the crudes being 
refined in India is imported, these interests know 
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that, in the next five years or so, indigenous crude 
production may go up. But their interest is to en-
sure the market for their crudes. T o achieve their 
objectives, these interests carry on propaganda 
that only naphtha-based fertilizer plants will be the 
most economic and, as against this, they have put 
forward arguments against utilization of indigenous 
raw materials such as coal /coke oven gas, to the 
effect that plants based on these raw materials are 
based on obsolete technology and will lead to high 
cost of production. It is obvious that the country 
cannot tie up its vital fertilizer production to im-
ported raw materials in preference to indigenous 
raw materials. 

" { d ) Foreign manufacturers of particular types 
of machinery and equipment that can be used in 
the fertilizer industry and their agents: for example, 
certain single-source manufacturers of equipment 
such as centrifugal compressors would be interested 
to see that their machines are incorporated in 
fertilizer plants. Therefore, they are obviously in-
terested in propagating that economies can be 
achieved by incorporating their machines in the 
process. Such claims have to be carefully considered 
in the light of actual requirements and resources 
of the country. 

" ( / ) As if enough confusion is not created by 
the above, there are other institutions whose ap-
proach towards planning is to seize upon matters 
which have neither priority nor relevance in the 

country's predicament. They lay emphasis on non-
essentials such as new theories and techniques of 
planning or productivity; this approach is lopsided 
since they tend to detract the planners from paying 
all attention to "first things first". In the country's 
struggle towards self-sufficiency through self-
reliance, the approach of these institutions is 
secondary and unimportant and has no immediate 
relevance for application and, in fact, the country 
is forced to devote a lot of attention, effort and 
valuable finance to such lopsided approach, and 
energies are diverted from the main purpose of 
planning and establishing production in time. All 
such approaches do not contribute to real progress, 
development and advancement. A n apt comparison 
would be that the country is in the position of a 
man who does not have the smallest piece of loin 
cloth to wear and is advised to institute develop-
ment work for neckties. 

" ( ? ) Even in matters of financial assistance to 
the country on an international level, the associated 
conditions sometimes go against our motto of 
'self-sufficiency, self-reliance and self-respect'. 

"From the above it would be clear that, for cor-
rect and perspective planning, all the above outside 
factors and influences have to be very carefully 
judged and evaluated. For such planning to succeed, 
the only guiding and paramount factor is the long-
term interests of the country itself and nothing 
else." 

Annex IV 

A NOTE ON T H E CONSTRUCTION INDUSTRY AS SOURCE OF 
POSSIBLE E M P L O Y M E N T IN DEVELOPING COUNTRIES 

A break-through in construction techniques con-
tinues to be a most urgent task. In this proposal for 
action for the first Development Decade, U Thant 
estimated the need for dwellings in the developing 
countries at 19 to 24 million per year. At conventional 
cost, this would require investment of about 10 per 
cent of the gross national product. With intensified 
research into low-cost solutions with mass projects 
and maximum non-monetary resources in labour and 
materials, it was believed that monetary outlays could 
be brought down to 500 dollars for each urban 
dwelling unit and another 500 dollars for the ancillary 
services and facilities. The monetary outlay on dwell-
ing and ancillary services in rural areas should not 
exceed 200 dollars." 

In Latin America construction already plays, as we 
have seen, a significant role in labour absorption and 
we agree with Z. Slawinski when he writes that this 
role should become ever greater, provided unnecessary 
high mechanization is avoided and building materials 
become cheaper.*) 

"United Nations, The United Nations Develop-
ment Decade, Proposals for Action, Report of the 
Secretary-General, New York, 1962. 

b Z. Slawinski, op. cit., pp. 195-197 and 227. 

But little seems to have been done up to now in 
the direction pointed out by U Thant. The bulk of 
building activities is constituted by luxury dwellings, 
public prestige construction and private prestige con-
struction of banks, commercial and industrial build-
ings, motivated by the desire of avoiding liquidity in 
inflation-ridden economies and the relative cheap-
ness of construction, at least from the industrialists' 
point of view. In these circumstances we consider it 
useful to quote at length from a study by J. Gorinski, 
"Construction: its role in the development of back-
ward Economies".0 Although this study was based 
on the experience of Tunisia, its conclusions may be 
relevant for the Latin American case. 

"Windows serve as an excellent example of the 
erroneous practices in transferring Western architec-
tural novelties to the developing countries from 
warm or hot countries. The so-called modern 
architecture uses a great deal of glass in the place 
of the traditional brick walls. The traditional 
architecture in the countries under consideration is 
characterized by small windows and large spaces of 
brick walls which isolate the interior and prevent 

<= Essays on Planning and Economic Development, 
vol. Ill, Warsaw, 1968, pp. 63-80. 
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it from overheating in the summer and overcooling 
in the winter. Windows are small but let in enough 
light. When large windows do appear, they are 
usually glassless, often protected by grids, and they 
serve the purpose of airing the interior. They are 
situated in shaded places, so that in most cases they 
look out on the patio. Age-long experience has 
enabled the local population to perfect this system 
of natural ventilation and preservation of the in-
ternal microclimate, even if the houses themselves 
are far from luxurious. 

"The introduction of the Western-type 'glass-
boxes' immediately creates conditions of over-
exposure to sun and unbearable heat, if there is no 
air-conditioning. In such cases it is also necessary 
to build at considerable expense concrete 'light-
breakers'—the so-called brise-soleil. These are 
claimed to render the architecture monumental, 
but in actual fact they give it an air of pretentious-
ness which does not stand the comparison with 
the natural unforced dignity of traditional architec-
ture. So this type of construction is much more 
expensive than the traditional one; it also involves 
the necessity of high continual investment, and in 
spite of all this creates much less comfortable in-
ternal conditions, particularly if the air-conditioning 
system breaks down after a while, or has never 
been installed to begin with. But this does not ex-
haust the list of economic and social shortcomings 
of this type of construction. The introduction of 
Western designs necessitates the use of materials and 
technologies which are not available locally, such 
as concrete, non-ferrous metals, installations of all 
kinds, etc. This in turn forces the builder to employ 
foreign experts, import machines and equipment 
from abroad, and excludes the possibility of em-
ploying local experts, who know only the local, 
traditional technology. 

"So there rise numerous buildings designed by 
foreign architects, built by foreign contractors with 
the use of imported materials and machines. Some 
ornaments may be of local origin, but their cost 
is only a fraction of the total investment. Folk 
costumes of dubious authenticity worn by the at-
tendants, carpets and furniture are sometimes the 
only reminders that one finds oneself in an African 
country, and not in Chicago, United States of 
America, or in Goteborg, Sweden. 

"The prestige construction stands out in sharp 
contrast to mass slum construction in the towns 
and in the country. These houses, built by the 
dwellers themselves, are rarely built singly. They 
usually arise in clusters of appreciable size, and for 
all the poverty of the inhabitants, they bear certain 
traces of rational planning and order. The materials 
used (they are rarely the usual building materials, 
but rather all kinds of refuse and garbage) show 
great ingenuity and certain similarities to the tradi-
tional architecture. Of course, for the most part, 
these are simply one-room shacks, sometimes totally 
windowless, with only a door. These houses are 
overcrowded to extreme, unimaginable proportions. 
The various bidonvilles or gourbi of Africa, the 
favelas of Latin America, are usually considered 

the seats not only of extreme poverty but also of 
crime. They are, undoubtedly, the pathological 
symptoms of rapid but superficial urbanization. 
Nevertheless, as a substitute for construction for 
which there is social demand they are a better 
guide to practicable solutions, technically and eco-
nomically speaking, than prestige construction. Not 
infrequently, what is more, the inhabitants of slums, 
when moved to new residential districts and new 
seemingly incomparably better and certainly much 
more expensive houses, prefer to return to their 
old slums. This is so primarily because of the un-
pleasant climatic conditions in the new houses built 
on Western designs. The former slum-dwellers 
also seem to feel alienated in their surroundings, 
while the slums preserve the spirit of strong tribal 
solidarity to which they or their parents had been 
accustomed before they moved to town. 

" A n examination of these matters has led some 
experts to conclude that the best solution to the 
housing problem will be to provide aid, guidance 
and material assistance to unorganized, individual 
building, i.e., to organize a system of 'aided self-
help'. What several suggestions of this kind have in 
common is the correct tendency to cautiously de-
velop and modernize the traditional craft tech-
nology; and to put housing construction outside 
the sphere of economic exchange (the latter 
postulate being more debatable). 

"For if we push this reasoning to its logical con-
clusion, we might arrive at an economic model 
where the prestige construction would be excluded 
from the internal economic turnover (due to im-
portation of know-how and materials), and hous-
ing construction would become part of non-com-
modity economy. It is our aim, however, to lend 
support to the thesis that construction, when it 
participates fully in the internal commodity ex-
change, may constitute one of the most important 
levers of economic growth, due to its intrinsic 
features which were discussed in the previous 
chapter. 

Construction as a lever of growth 
in a developing economy 

"The initial situation in the process of economic 
development is characterized, among others by 
abundance of manpower, both in the form of out-
right unemployment and in that of hidden unem-
ployment in agriculture or the traditional services. 

"So, the central planners are faced with the 
well-known dilemma of choosing the right tech-
nology and labour intensity for the production in-
vestment undertaken. If, however, the advantages 
of labour-intensive technologies in the industry are 
at least arguable, in construction they seem quite 
obvious for reasons presented above. The same final 
product may be achieved with the use of various 
technologies. Moreover, while industrial production 
is of a continuous nature, the construction cycle 
ends with each building finished, so that one build-
ing may be built with the use of an entirely differ-
ent technology than the previous one. 
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"Thus in the early stages of the developmental 
process construction should be the branch of in-
dustry to apply the most labour-intensive tech-
nologies, as this will not in any way influence its 
future development. 

"One further remark: thanks to the wide choice 
of technologies at its disposal, construction can 
avoid importation of material and to some extent 
also of industrial products required in the erection 
of houses. This is a very important feature in the 
developing countries, for they can then focus the 
already insufficient reserves of foreign exchange 
on imports of industrial plant and equipment. 
Of course, the use of local material will influence 
the design and architectural solutions applied. This 
will be an advantage architecture-wise, since the 
use of local material will ensure, or at least facili-
tate, the achievement of organic harmony of new 
buildings with the landscape and buildings already 
existing. Some functional difficulties for the in-
dustry may appear in some cases, especially with 
construction for the industry. In such cases it may 
be sometimes necessary to give up multi-storey 
designs or designs which ensure maximum economy 
of space for less economic ones. 

"Lack of economy of space, however, will be 
quite profitable in such cases for it will mean 
much lower costs per unit of area.a Prestige hotel 
building projects provide a good example of this; 
it is believed for some obscure reason that a 
modern and luxurious hotel must have a tall multi-
storey structure. Such hotels are therefore being 
built, which necessitates sizable expenditure on 
various facilities and running costs. If bungalow-
type or one-floor hotels were built, however, the 
same number of places could be had without the 
necessity of , or importation of, materials, etc., and 
with the use of local materials and manpower. 
In some instances I could mention, also the land-
scape and aesthetic value of the buildings them-
selves would gain a lot. Moreover, a radical drop 
in the unit cost of surface would enable the 
builders to increase the space considerably. 

"There are also other reasons why, in the initial 
stage of development, construction should not be 
characterized by strict functionality and economy 
of space. As postulated here, construction based 

Of course this pertains only to those construc-
tions where the outer walls are at all necessary. The 
climatic conditions may enable the builders to do 
without them where in European conditions this 
would be impossible. 

on local materials and technology will be highly 
durable. It may be expected, then, that in the 
course of time the buildings will come to serve 
various purposes and that consequently their in-
terior will often be remodelled, adapted and 
modernized. This will be greatly facilitated if there 
is a certain reserve of area, which is all the more 
desirable that the cost of unequipped area in such 
buildings is very low. So, much can be said for 
creating a certain reserve of built-up surface, while 
construction is still labour-intensive cheap at the 
same time. 

"Of course, it would be useless and needless to 
apply the same postulate to housing construction. 
The demand for dwelling space is so great that 
there can be no question of creating an unused 
reserve, even temporarily. 

"We have already described our misgivings about 
the plans for institutionalization of housing con-
struction on the basis of 'aided self-help' of the 
dwellers themselves. The dwellers should contribute 
to the construction of their houses, but only in 
auxiliary works, such as installation and improve-
ment of fittings and appliances, or clearing up the 
rubble, landscaping of the residential district, etc. 

"Also the limitation of individual, spontaneous 
construction in the towns may slow down the drive 
towards cities of families without an economic 
base there—^which is quite desirable. Moreover, 
large-scale construction projects using traditional 
technologies create large possibilities of employ-
ment for the traditional craftsmen and contractors, 
and a gradual introduction of more modern forms 
of organization and method of work. 

"Admittedly, the rationality of postulating wide-
scale development of construction at an early stage 
of development may arouse doubts. It might be 
claimed that the great number of workers employed 
in construction may create an excessive and pre-
mature demand for food-stuffs and consumer goods. 
These doubts, however, might be answered by the 
suggestion that prestige construction projects be 
given up altogether and that part of the foreign 
exchange saved be earmarked for imports of food-
stuffs. 

"As the country industrializes, the traditional 
construction technologies may be modernized, thus 
gradually decreasing the share of construction in 
over-all employment to its usual proportions. 

"By then, construction will have performed its 
role of avant-garde of industrialization." (Pp. 
74-80.) 
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TRADE POLICY AND THE LATIN AMERICAN CONSENSUS OF 
VIÑA DEL MAR 

In the Declaration of Port-of-Spain the Inter-
American Economic and Social Council ( l A -
ECOSOC) recognizing the urgent need to 
define a new approach to inter-American co-
operation, resolved to establish a Special Com-
mittee for the purpose of preparing the bases 
and proposing suitable instruments of action 
of a new policy to strengthen such co-opera-
tion. It further laid down that, "based on the 
principles and objectives already defined within 
the inter-American system, this new policy shall 
be adapted to the Latin American proposals 
contained in the Consensus of Viña del Mar 
and to the proposals to be presented by the 
United States of America".^ 

At the request of the Chairman of the 
Special Committee on Latin American Co-
ordination (CECLA) , the secretariat of ECLA 
has prepared this document, which provides 
background and other data that may be useful 
for an examination of the various views and 
proposals relating to trade contained in the 
Latin American Consensus of Viña del Mar. 
The relevant paragraphs of the Consensus are 
therefore quoted in full, followed by back-
ground and other material regarding the point 
reached in the discussion of each subject and 
the international action taken thereon. 

"II 

"To insist on the fulfilment of the agree-
ments on the status quo (standstill com-
mitments), as regards raw materials as weU 
as manufactured and semi-manufactured 
goods. To reiterate the need for the con-
sultative machinery envisaged by U N C T A D 
and G A T T to be put in motion before the 
adoption of any measures which might 
signify a setback in the treatment of imports 
of Latin American products. To perfect this 
machinery at the inter-American level in 

accordance with the Declaration of the Presi-
dents of America. 
The standstill recommendation was adopted 

in the May 1963 Ministerial Declaration of 
the Contracting Parties of G A T T and was 
also incorporated in the recommendation con-
tained in Annex A.II. l of the Final Act of 
the first session of UNCTAD. In the inter-
American context this same recommendation 
was recalled in chapter III, paragraph 5, of 
the Declaration of the Presidents of America. 
The Action Plan of Viña del Mar, adopted by 
the Inter-American Economic and Social Coun-
cil in 1967, later stipulated: "At the request of 
the developing country or countries of the 
Inter-American System that feel affected by a 
presumed violation of the international stand-
still commitments, CIAP will serve as a forum 
for consultation, with a view to finding a 
satisfactory solution for the interested parties."® 
Nevertheless, the report entitled "Comentarios 
acerca de la ejecución del Plan de Acción de 
Viña del Mar" states that, as regards CIAP 
intervention in the case of countries that feel 
affected by presumed violations of the standstill 
commitments, not a single request had been 
made during the period under consideration.* 
There is no mention of any steps taken by 
Latin American countries in respect of viola-
tions of the standstill commitments in later 
reports on CIAP meetmgs either. 

Naturally, any hst of violations or presumed 
violations of the standstill recommendation 
would have to be based on information sup-
plied by the very coimtries that felt affected 
by measures that they deem contrary to it. 

1 Final Report of the Sixth Annual Meetings of 
the Inter-American Economic and Social Council at 
the Expert and Ministerial Levels (CIES/1470) , 
23 June 1969. 

2 Special Committee on Latin American Co-
ordination, Latin American Consensus of Viña del 
Mar (Santiago, Ministry of Foreign Affairs, 1969), 
para. 12. 

3 Organization of American States, Final Report 
of the Fifth Annual Meetings of the Inter-American 
Economic and Social Council at the Expert and 
Ministerial Levels (OEA/Ser .H/XII .14) (Washing-
ton, D.C., Pan American Union, 1967), para. 31, 
p. 20. 

i Sixteenth meeting of the Inter-American Com-
mittee on the Alliance for Progress ( C I A P / 2 7 0 ) , 
5 July 1968. 

35 



This was one of the reasons why the E C L A 
secretariat was instructed® to request Govern-
ments to inform it of specific cases of non-
fulfilment of the principles and recommenda-
tions adopted at the first session of UNCTAD. 
The response to the communication on the 
subject that was sent to Latin American Gov-
ernments was, however, disappointing, since 
only one country ( from the Caribbean area) 
reported that there had been no cases of non-
fulfihnent in its case. 

None the less, certain E C L A documents 
have referred to specific measures adopted by 
developed countries that can be deemed con-
trary to the standstill commitments. In the 
case of the United States, for example, the 
following can be cited: the law promulgated 
in August 1964, establishing import quotas 
for beef; the amendment of the 1965 Sugar 
Law which increased the share of domestic 
production in the total United States sugar con-
sumption, thereby reducing the share of foreign 
(chiefly Latin American) producers; restric-
tions on imports of milk products and, more 
recently on tomato imports from Mexico. 
Reference can also be made to the steps taken 
by the United States in respect of its cotton 
exports for the marketing year 1966 /67 , which 
caused the world market price of Latin Ameri-
can cotton to drop, and prompted the cotton-
producing countries to present an oSicial 
memorandum to the United States Government 
requesting a return to the price level of pre-
vious years. This last case shows how difficult 
it sometimes is to identify violations of the 
standstill commitments, since it was not new 
restrictions or the increase of existing tariff 
barriers which had a restrictive or depressive 
effect on Latin American exports, but other 
measures, such as those designed to give the 
United States a larger share of the market or 
to facilitate the disposal of surpluses. Hence 
the following suggestion from an E C L A secre-
tariat document: "It follows that the fulfilment 
of a recommendation such as the standstill 
recommendations needs to be posed in dif-
ferent terms. It is not merely a question of 
reopening discussion on the validity of the 
formula recommended (that no new tariff or 
non-tariff barriers should be created or existing 
barriers increased), but rather of negotiating 
multilateral agreements to ensure the effective 

5 See resolution 264 (XII ) , adopted by the Eco-
nomic Commission for Latin America at its twelfth 
session, paragraph 3 ( e ) (Official Records of the 
Economic and Social Council, Forty-third Session, 
Supplement No. 4 ( E / 4 3 5 9 ) ) , p. 86. 

fulfilment of the objectives implicit in the 
recommendation, i.e., that the share of the 
exports of developing countries in the markets 
of the importing developed countries, and thus 
in world commodity trade, should not be 
reduced."® 

With regard to the standstill commitments it 
should moreover be pointed out that in the 
past two years there have been increasing signs 
of the return of protectionism in the United 
States. Several bills were submitted to Congress 
during 1968 proposing an extension of the 
import quota system to meat not covered by 
the 1964 restrictions and the establishment of 
quotas on numerous other products, inter alia, 
lead and zinc, certain petroleum products, iron 
and steel products and textiles not coming 
under the Arrangement regarding International 
Trade in Cotton Textiles. While the United 
States Congress did not pass any of these bills, 
the beginning of 1969 witnessed an intensifica-
tion of the efforts of the protectionists to 
extend restrictive legislation. Out of slightly 
over 400 bills relating to trade and tariffs 
that were submitted to Congress between lan-
uary and July 1969, over a hundred concerned 
the introduction of import quotas on products 
which, besides those already mentioned, in-
cluded footwear, plate glass, iron and steel 
alloys, certain fresh fruit, electronic goods, 
woollen textiles and synthetic fibres. The ple-
thora of restrictive bills is due of course to 
the fact that several bills refer to the same 
commodity. But besides these there are others 
of a more general nature which, without expli-
citly mentioning any particular products, none 
the less authorize the imposition of quotas on 
any imported commodity in certain circum-
stances, and particularly when a large pro-
portion of the country's total consumption 
consists of imported goods. Other bills, finally, 
would require the United States Tariff Com-
mission to conduct investigations to establish 
whether the importation of certain commodi-
ties is, or could be, prejudicial to domestic 
producers of similar goods, thus providing a 
basis for the adoption of restrictive measures. 
There is no detailed information on the actual 
scope of the many restrictive bills currently 
before the United States Congress, but a list 
of them is given in an official publication of 
the United States Department of Commerce.'^ 

®See ECLA, "Latin America and International 
Trade Policy" ( E / C N . 12/773) , 30 March 1967, 
p. 66. 

International Commerce, issues of 10 February, 
10 March, 7 April, 5 May, 14 July and 11 August 
1969. 
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This fresh outbreak of protectionism in the 
United States undoubtedly represents a serious 
attempt to change the relatively liberal trend 
of the country's trade policy during recent 
years, and even threatens to cancel out the 
progress made towards reducing tariif barriers, 
especially the concessions negotiated in the 
Kennedy Round. Even though the tariff con-
cessions made to the developing countries 
during the Kennedy Round were very signi-
ficant, it seems clear that, if the attempts to 
reintroduce protectionism in the United States 
were to bear fruit, they would set off a suc-
cession of similar restrictions in other developed 
countries which would inevitably affect Latin 
American exports. Furthermore, even if most 
of these protectionist bills were to be defeated 
(which is far from certain in any case), the 
mere fact of their being submitted and the 
publicity they receive in trade circles are suf-
ficient to have an adverse effect on trade, 
because they create a climate of uncertainty 
about conditions of access to the United States 
market which impedes efforts to promote and 
expand exports from the developing countries. 

The paragraph from the Consensus of Viña 
del Mar quoted above reiterates the need for 
the consultative machinery envisaged by 
UNCTAD and GATT to be put in motion 
before the adoption of any measure which 
might signify a setback in the treatment of 
imports of Latin American products. This 
system of prehminary consultation was included 
by UNCTAD among the recommendations for 
action to be taken by developed market econ-
omy nations® adopted at its first session but 
has not been properly implemented. Moreover, 
with reference to the steps that should be taken 
by developed countries to ensure a rapid and 
sustained increase in the export income of 
developing countries that are incorporated in 
the new Part IV of the General Agreement on 
Tariffs and Trade, article X X X V I I provides 
for a system of consultation to permit con-
sideration of the reasons for not complying 
with the provisions in Part IV given by coun-
tries which have not done so. A decision of 
the Contracting Parties adopted on 5 April 
1966 provides that, where the consultations 
under article X X X V I I do not lead to a satis-
factory solution, the procedure laid down in 
article XXII I may be followed. This article, 
on the protection of negotiated concessions and 

advantages, empowers the Contracting Parties 
to authorize the contracting party affected to 
suspend the application of such concessions or 
obligations as they deem appropriate.® It is im-
portant that consultations should take place 
before the adoption of any measure that might 
be prejudicial to the export trade of developing 
countries as other solutions could be examined 
during these consultations. Furthermore, it is 
obviously much easier to reach an understand-
ing prior to the adoption of a restrictive mea-
sure than to reverse the steps once taken. 

The consultation procedures set up by 
UNCTAD and G A T T do not mean that con-
sultative machinery should not be estabUshed 
within the inter-American system. The Declara-
tion of the Presidents of America refers to 
the need to strengthen the system of inter-
governmental consultations and to carry them 
out sufficiently in advance where the placing 
and sale of surpluses and reserves are con-
c e r n e d , b u t this is not the only sphere where 
the system should be improved and made more 
effective. As pointed out in another document, 
the setting up of suitable consultation machi-
nery within the inter-American system would 
make it considerably easier to carry out com-
mitments entered into within the framework of 
co-operation in the hemisphere. 

"To continue to take steps to eliminate 
tariff and non-tariff obstacles as, for exam-
ple, quotas, safety and health regulations, 
etc., which affect the entry and marketing 
of primary commodities. To negotiate with 
the United States timetables for the elimina-
tion of these market restrictions of Latin 
American products of special interest, jointly 
identifying the obstacles in question. To 
press for another special round of negotia-
tions with G A T T for primary commodities 
not properly dealt with in the previous 
round." " 
In the Declaration of the Presidents of 

America, the Governments agreed "to act 
in co-ordination in multilateral negotiations to 
achieve, without the more highly developed 
countries' expecting reciprocity, the greatest 
possible reduction or the elimination of tariffs 
and other restrictions that impede the access 
of Latin American products to world markets. 

8 Proceedings of the United Nations Conference 
on Trade and Development: Final Act and Report, 
Geneva, 23 March to 16 June 1964 (United Nations 
publication, Sales No.: 64.II.B.11), Annex A.II. l . 

9 See G A T T , Basic Instruments and Selected Docu-
ments, Fourteenth Supplement (July 1966). 

10 Organization of American States, Meeting of 
American Chiefs of State ( O E A / S e r . C / I X . l ) (Wash-
ington, D.C., Pan American Union), chapter III, 
para. 4, p. 70. 

11 Latin American Consensus, op. cit., para. 13. 
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The Government of the United States intends 
to make efforts for the purpose of liberalizing 
the conditions affecting exports of basic pro-
ducts of special interest to Latin American 
countries, in accordance with the provisions 
of article 37 (a ) of the Protocol of Buenos 
Aires."^2 In article 37, the member States of 
the OAS undertook to make individual and 
united efforts to bring about the reduction or 
elimination, by importing countries, of tariff 
and non-tariff barriers, except when such bar-
riers were applied to diversify the economic 
structure, to speed up the development of the 
less developed member States or to intensify 
their process of economic integration, i® 

In addition to previous undertakings, the 
Action Plan of Viña del Mar of June 1967 
stipulated that "CIAP will suggest forms of 
co-ordinated action that the member countries 
can take in multilateral negotiations to achieve 
elimination, or as great a reduction as pos-
sible, of customs duties and other restrictions 
that affect Latin American products, and wül 
propose to the member Governments that, in 
due course, they conduct new multilateral 
negotiations at appropriate international gather-
ings" . " 

The attempts to open up world markets to 
Latin American products cited in the above 
documents are nothing more than a reaffirma-
tion, at the inter-American level, of the obhga-
tions assumed by all developed countries on 
a world-wide basis both in the Final Act of 
the first session of UNCTAD and in the new 
Part IV of the General Agreement on Tariffs 
and Trade. Little progress towards trade liberal-
ization for exports from developing countries 
has, however, been made in either case, and 
this is probably because the obligations are 
of a general nature and no definite procedure 
is laid down for carrying them out. The Pro-
gramme of Action adopted at the G A T T 
Ministerial Meeting in May 1963 therefore 
imposed more specific obligations concerning 
the steps to be taken to expand exports from 
developing countries by ñxing dead-lines for 
their implementation, though unfortunately the 
attitude of the European Economic Community 
and the reservations of other developed coun-
tries made these provisions virtually inef-
fective. 

12 Meeting of American Chiefs of State, op. cit., 
chapter III, para. 1, p. 69. 

la OAS, Protocol of Buenos Aires (OEA/Ser .A / 
2.Add.2) (Washington, D.C., Pan American Union, 
1967), p. 14. 

Action Plan of Viña del Mar, op. cit., p. 18. 

As regards the definition of general obliga-
tions on trade liberalization, the Consensus of 
Viña del Mar thus quite rightly points to the 
need to take another step towards the negotia-
tion of specific programmes of action by 
stressing the desire of Latin American countries 
to "negotiate with the United States timetables 
for the elimination of these market restric-
tions . . . , jointly identifying the obstacles in 
question".^® The joint identification of these 
obstacles and the negotiation of programmes 
to eliminate them are fundamental to the 
permanent dialogue which Latin America in-
tends to keep up with the United States and 
which must obviously entail the estabhshment 
of suitable institutional machinery for consulta-
tion and negotiation. According to the Declara-
tion of Port-of-Spain, one of the most important 
tasks before the Special Committee of l A -
ECOSOC is precisely that of proposing suitable 
instruments for the implementation of a new 
policy designed to strengthen inter-American 
co-operation. 

The last part of this paragraph from the 
Consensus of Viña del Mar stresses the desire 
of Latin American countries for another special 
round of negotiations in G A T T for primary 
commodities not properly dealt with in the 
Kennedy Round. It is well known that, at the 
conclusion of this Round, the developing coun-
tries taking part approved a joint statement 
to the effect that the most important trade 
problems taken up during the negotiation 
remained unsolved; they therefore requested 
that appropriate steps be taken to initiate a 
further round of negotiations in G A T T as soon 
as possible for the purpose of reaching agree-
ment on outstanding problems, particular atten-
tion being given to the conclusion reached at 
the G A T T Ministerial Meetings in 1963 and 
1964 and to the provisions of Part l Y of the 
General Agreement, i® 

As far as concessions in favour of export 
products of developing countries are concerned, 
an assessment of the Kennedy Round indicates 
that these chiefly benefit trade between the 
developed areas themselves. On this point, a 
study prepared by the UNCTAD secretariat 
states: "The product groups receiving the 
deepest tariff cuts were those characterized by 
advanced technology or capital intensity. These 
products are generally assumed to have higher 
price elasticities than primary products and 

15 Latin American Consensus, op. cit., para. 13. 
16 See G A T T , "Joint Statement by the developing 

participating countries in the Kennedy Round Nego-
tiations" ( G A r r / 9 9 4 ) , Press Release, 30 June 1967. 
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they have a relatively low component of 
imports from developed countries. The existing 
trend towards a more rapid increase in world 
trade in sophisticated industrial goods than 
in primary products is therefore likely to be 
strengthened. Moreover, the expanded trade 
opportunities in chemicals could be expected 
to accelerate present tendencies for substitu-
tion of primary products by synthetics. It would 
appear, therefore, that unless there are addi-
tional measures in the commercial policy field 
to correct these tendencies, the Kennedy 
Round will contribute to a further decline in 
the relative share of developing countries in 
world trade."" 

Thus far, however,the majority of the devel-
oped countries have not seemed to be in favour 
of further trade negotiations in the near future. 
In fact, at the close of the twenty-fourth 
session of G A T T in November 1967, the Con-
tracting Parties adopted the following declara-
tion: "The Contracting Parties reaffirmed that 
the liberalization of world trade by means of 
negotiations remains the primary objective of 
the General Agreement, but noted that, in the 
light of the recent conclusion of the Kermedy 
Round, no new major initiatives for a multi-
lateral and comprehensive move forward could 
reasonably be expected in the near future."^® 
Nevertheless, while stressing that no commit-
ment was involved on the part of Governments, 
the Contracting Parties recognized that it was 
important to proceed to prepare for further 
advances within the Programme for Expansion 
of International Trade. With that end in view, 
they agreed to undertake a co-ordinated pro-
gramme of work through the establishment of 
a Committee on Trade in Industrial Products 
to explore new opportunities for the liberaliza-
tion of trade in these products, and an Agricul-
ture Committee to examine the problems in 
the agricultural sector, and the reactivation of 
the Special Group on Trade in Tropical Pro-
ducts to continue examining problems affecting 
trade in tropical products and to suggest ways 
and means of overcoming those problems. 

The importance of the programme of work 
adopted by the Contracting Parties to the 
General Agreement should not be underrated or 
the real contribution it can make towards solv-
ing the developing countries' problems under-
estimated. It should nevertheless be recognized 
that there are sound reasons for the Latin 

American countries to be interested in arrang-
ing as soon as possible a new round of trade 
negotiations in which consideration can be 
given to the reduction or elimination not only 
of tariff barriers, but also and specially, of 
non-tariff barriers, as originally proposed but 
not accomplished in the Kennedy Round. T o 
that end, any support the United States can 
give to this move on the part of the Latin 
American countries could contribute decisively 
to its success, since, as happened in the case 
of the proposals to establish a system of 
general preferences, the United States' attitude 
greatly influences decisions adopted at the inter-
national level. Moreover, any progress made 
in liberalizing the conditions of access of Latin 
American products to the United States market 
would be a great help in achieving similar 
objectives in the markets of other developed 
countries. 

In the Latin American Consensus it was 
also decided "to point out the vital importance 
of observing the timetable fixed at the second 
session of UNCTAD on commodity agree-
ments, which include provisions to ensure 
fair and remunerative prices for Latin Ameri-
can exports, respect for the commitments estab-
lished by previous agreements, the conclusion 
of new agreements and the broadening of their 
sphere of action where necessary", 

The decisions adopted at the second session 
of UNCTAD in relation to agreements and 
other international arrangements on com-
modities are set forth in resolutions 16 ( I I ) 
on international action on commodities, and 
17 ( I I ) on general agreement on commodity 
arrangements.^® The present position with 
regard to the agreements and decisions em-
bodied in these resolutions is as follows: 

(a ) Resolution 16 (U) on international action 
on commodities 

( i ) "The United Nations Cocoa Confer-
ence should be reconvened immedi-
ately, or not later than June 1968." 

This decision has not been imple-
mented because little progress has 
been made in settling a number of 
points in the negotiation of the draft 
agreement. In mid-1968 a meeting of 
the Consultative Committee of produc-

See The Kennedy Round: estimated effects on 
tariff barriers (United Nations publication, Sales 
No.: E.68.II.D.12), p. 4. 

18 Document GATT/1013 , 7 December 1967, p.3. 

Latin American Consensus, op. cit., para. 14. 
Proceedings of the United Nations Conference 

on Trade and Development, Second Session, vol. I, 
Report and Annexes (United Nations publication. 
Sales No.: E.68.II.D.14). 
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ing and consuming countries was held, 
and although agreement was reached 
on certain points related to the quota 
system and price levels to be included 
in the agreement, others remained un-
settled pending further consultation. At 
another meeting, at the technical level, 
held in June 1969, discussions con-
tinued on export control problems, the 
distribution of votes of member coun-
tries, the position with regard to pro-
cessed cocoa and liberaUzation of trade 
in cocoa, but it was not decided when 
the Conference should be reconvened. 
The Secretary-General of UNCTAD 
was therefore authorized to conduct 
further bilateral consultations with the 
producing and consuming countries. 
Thus, a year and a half after the 
decision was adopted at the second 
session of UNCTAD, it is still un-
certain when the Cocoa Conference is 
to be reconvened. 

(ii) "Governments (are invited) to take 
all necessary steps to ensure the suc-
cess of the United Nations Sugar Con-
ference with the objective of bringing 
into operation an international agree-
ment by 1 January 1969." 

The Conference was held in Septem-
ber 1968 and concluded with the adop-
tion of a new International Sugar 
Agreement, which came into force on 
1 January 1969 and will remain in 
force for five years, subject to review 
before the end of the third year in 
order to determine whether any amend-
ments should be introduced, or to take 
steps to adopt a new agreement. 
Neither the European Economic Com-
munity (EEC) nor the United States 
is a party to the Sugar Agreement; 
it is therefore likely to run into dif-
ficulties which may prevent it from 
operating effectively. The fact that 
the EEC is not a contracting party 
means that the regulations governing 
export quotas do not apply to an 
important world market supplier whose 
exportable surpluses are increasing as 
a result of the incentives provided by 
the Community's common agricultural 
policy and the subsidies granted for 
sugar exports through the ECC Euro-
pean Agricultural Guidance and Guar-
antee Fund ( E A G G F ) . The fact that 
the United States—the major world 

sugar importer—is not a party to the 
Agreement is not very important from 
the standpoint of the regulations estab-
lished for exports from the signatory 
countries, since sales to that market 
are not included in their export quotas. 
It is important, however, as far as 
some of the general objectives of the 
Agreement are concerned, such as the 
co-ordination of sugar-marketing poli-
cies and the organization of markets, 
giving the developing countries an ade-
quate share of tiie market and better 
conditions of access for their exports 
and certain commitments to be assumed 
by importing countries in regard to 
purchase from exporting countries not 
parties to the Agreement. In any event, 
the attitude taken by the EEC and the 
United States in refusing to participate 
is quite incompatible with the commit-
ments to support the negotiation of 
commodity agreements which they have 
accepted without reservations at vari-
ous international meetings. 

(iii) "It is recommended that consideration 
be given to the setting up of an Inter-
Governmental Consultative Committee 
on Oilseeds, Oils and Fats." 

This recommendation was examined 
by the F A O Study Group on Oilseeds, 
Oils and Fats, at its meeting in Decem-
ber 1968, but neither the Study Group 
itself nor the F A O Committee on Com-
modity Problems, which considered the 
question at its forty-third session, was 
able to reach agreement on the subject. 

( iv) "Governments (are urged) . . . to give 
due consideration to the effort of pro-
ducers of sisal, henequen and abaca 
to improve market conditions,. . . par-
ticularly in defending the indicative 
price ranges, established in current 
informal arrangements." 

In this respect, a system of export 
quotas was subsequently introduced in 
the existing informal agreement on sisal 
and henequen (in force since the 
beginning of 1968). Moreover, mini-
mum prices were established for sisal 
in June 1968, and to back up this 
decision, the over-all export quotas for 
1969 were reduced 10 per cent com-
pared with 1968. Although indicative 
prices were established for abaca, it 
was not considered necessary to intro-
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duce a quota system, since the bulk 
of world exports of this commodity 
comes from one country. 

( v ) " ( I t is recommended) that the Study 
Group on Jute and Allied Fibres 
should . . . explore the possibility of 
setting up an international buffer 
stock." 

An Advisory Working Group was 
established by the Study Group to con-
sider this recommendation and after 
examining several possible courses of 
action, it recommended the negotiation 
of an international arrangement based 
on the operation of buffer stocks located 
in the producing countries. This recom-
mendation was subsequently supported 
by the Consultative Committee of the 
Study Group, which invited the three 
major producing countries to submit 
proposals on this point. 

A summary of recent international action in 
connexion with commodities may be found in 
the document entitled "Review of international 
trade and development".^^ More detailed infor-
mation on the evolution of the world com-
modity market and the national and inter-
national measures adopted is contained in the 
Commodity Survey 1968?^ 

( b ) Resolution 17 (11) on general agreement 
on commodity arrangements 

One of the provisions of the recommendation 
set forth in Annex A.II.l of the first session 
of UNCTAD relates to achieving general agree-
ment on commodity arrangements. At subse-
quent sessions of the Trade and Development 
Board no progress was made towards imple-
menting this recommendation; hence in reso-
lution 36 ( V ) the Board requested the Secre-
tary-General of UNCTAD to prepare a draft 
general agreement for consideration at the 
second session of UNCTAD; no agreement 
was reached at New Delhi either. Consequently, 
resolution 17 (II ) did nothing more than 
recommend that "the Secretary-General of 
UNCTAD (should) invite the Governments 
of member States of UNCTAD to make their 
comments on the secretariat's report,^^ con-
cerning the substance and the form of a general 
agreement on commodity arrangements". 

21 U N C T A D , T D / B / 2 5 7 / A d d . l , 25 June 1969. 
22 United Nations publication, Sales No.: £.69.11. 

D.5, April 1969. 
23 UNCTAD, " A general agreement on commodity 

arrangements" ( T D / 3 0 ) , 19 December 1967. 

From the fifty replies received, three main 
impressions emerged: ( 1 ) the majority, consist-
ing of socialist and developing countries, were 
in favour of the preparation and adoption 
of a general agreement, while the developed 
market economy countries which replied were 
either against it, or not in favour of adopting 
it immediately; ( 2 ) the great majority of coun-
tries were in favour of working out a set of 
principles and guidelines rather than a legal 
instrument of binding force; and (3 ) some of 
the Governments which were reluctant to pro-
ceed with the formulation of a general agree-
ment immediately were nevertheless prepared 
to collaborate in such a task, should the 
majority be in favour. The report embodying 
the Governments' replies was examined by the 
Committee on Commodities at its third session 
in November 1968; the outcome of the debate 
was merely a realfirmation of the views already 
expressed by the Governments. It became 
evident that all the developed market economy 
countries felt that the establishment of a work-
ing group to proceed with the preparation of 
a draft general agreement would be premature, 
and that the discussion should be deferred 
until agreement had been reached on important 
issues of principle which were still under discus-
sion. A few Latin American countries shared 
this view, favouring the commodity-by-com-
modity approach and doubting the utility of 
a general agreement. The Committee therefore 
decided to continue the discussion at its fourth 
session.2^ 

No decision was reached at the fourth session 
of the Committee on Commodities (May 1969), 
for the positions adopted at the previous session 
were merely stated again. 

The last part of paragraph 14 of the Latin 
American Consensus refers to the negotiation 
of new commodity agreements and the fcoaden-
ing of their sphere of action. In this connexion, 
it must be pointed out that the negotiation of 
new commcxiity agreements has run into serious 
difficulties, a fact which is borne out by the 
long and hitherto unsuccessful course of the 
cocoa negotiations. The agreements negotiated 
after the first session of UNCTAD have been 
renewals of previous agreements (on tin, wheat, 
coffee and, more recently, sugar), although 
some of them (particularly the coffee and 
sugar agreements) now include provisions 
which broaden their scope considerably, espe-

24 See U N C T A D , Report of the Committee on 
Commodities on its third session ( T D / B / 2 0 2 / R e v . l ) , 
paras. 66-13. 
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cially in relation to production control and, 
in the case of coffee, to the diversification of 
production. 

The moves to conduct negotiations which 
may eventually lead to the conclusion of com-
modity agreements have been spurred, in gen-
eral, by the interest of a major exporting 
country or group of countries. In line with 
the principle of unanimity and solidarity which 
governs the internal discussions of the regional 
groups, these moves are at first supported by 
other countries; but when the time comes to 
discuss the specific terms of the agreements, 
there is a serious division of opinion which 
jeopardizes their success. For instance, in 
UNCTAD resolution 16 ( I I ) , bananas and 
cotton were included among the commodities on 
which prompt intergovernmental consultations 
were considered necessary in order to identify 
the problems facing each commodity, deter-
mine the techniques appropriate for dealing 
with them and agree on appropriate measures. 
And yet the idea of negotiating an inter-
national cotton arrangement has repeatedly 
been rejected by the International Cotton 
Advisory Committee, of which most of the 
cotton producers and exporters are members. 
At the third session of the F A O Study Group 
on Bananas, held in April 1969, it was also 
evident that the producing countries did not 
agree on what international action should be 
taken in the market for this commodity. Thus 
it may be concluded that, although the negotia-
tion of international commodity agreements 
has been unanimously recommended at a num-
ber of meetings in the last few years, the idea 
does not yet find strong enough support to 
extend such negotiations to a broader range 
of commodities. 

Moreover, even after an agreement has been 
concluded, there is still the problem of ensuring 
that the signatory countries faithfully carry out 
its provisions. The reference to the "commit-
ments established by previous agreements" was 
inserted in the Latin American Consensus 
because of the problems encountered in the 
implementation of the International Wheat 
Agreement; in some of their transactions, cer-
tain exporting countries—mainly the United 
States and France—^have disregarded the mini-
mum prices laid down in the Agreement. In 
September 1968, representatives of the five 
major exporting coimtries parties to the Agree-
ment put forward a proposal to include other 
grades of wheat in the minimum and maximum 
price ranges and to improve the procedures 
for revising the freight rates used in calculating 

prices. According to authorized sources, how-
ever, the Governments of Canada and Argen-
tina have both registered complaints regarding 
the prices quoted by the United States in recent 
bids submitted to Colombia and Brazil, which 
they consider to have been lower than the 
prices established in the International Grains 
Arrangement. Aside from the question of the 
United States prices, Argentina has presented 
a formal protest because of the exclusion from 
the Arrangement of sales on a three-year 
credit basis, which the United States regards 
as a stimulus in areas such as Latin America, 
which is a traditional buyer of Argentine 
wheat.25 Subsequently, wheat export prices were 
slashed even further, which rendered the mini-
mum prices established in the Arrangement 
practically ineffective, particularly after the cuts 
made by the United States on 18 July and 26 
August 1969. Although the United States ap-
pealed to other wheat exporters to avoid a 
price war, there is some fear that the Arrange-
ment may collapse in view of the rapid increase 
in surpluses.28 

" T o revise and request the modification 
or abolition of policies which encourage 
uneconomic production of primary com-
modities and prejudice the sale of Latin 
American products in world markets, and 
a periodic review of these policies. 
Part II, paragraph 5, of recommendation 

A.II . l adopted at the first session of UNCTAD 
estabhshes that: "Developed countries, in for-
mulating and implementing their domestic 
policies affecting trade in primary products, 
should not take measures which stimulate in 
their countries uneconomic production in such 
a way as to deprive developing countries of 
the opportunity to obtain a fair and reasonable 
share of world markets and market growth. 
Where existing levels of protection have ad-
verse effects upon the trade and trade oppor-
tunities of developing countries, developed 
countries should aim to modify the form or 
reduce the aggregate of such protection." 

During the four years between the first and 
second sessions of UNCTAD no progress was 
made towards implementing this recommenda-
tion. According to their statements at the 
second session, the developed countries might 
even be said to have adopted a still more 

^^ Economic Survey, vol. X X V , No. 1173 (Buenos 
Aires, 25 February 1969), p. 8. 

26 See "U.S. makes cuts in wheat prices", Interna-
tional Review Service (Washington, D.C., 1 Sep-
tember 1969). 
11 Latin American Consensus, op. cit., para. 13. 
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intransigent attitude, since it was not even 
possible to agree on a draft resolution which 
simply reaffirmed the vaUdity of the principles 
approved at the first session. Experience of 
the successive tariff negotiations conducted by 
GATT, and particularly the Kennedy Round, 
has shown that the problems deriving from pro-
tectionist policies for agriculture are the most 
difficult to solve because of the complex of 
economic and social factors inñuencmg agri-
cultural policy in developed countries. 

The most important step hitherto taken 
towards initiating talks at the international 
level on the problems connected with trade 
in agricultural commodities and with pro-
tectionist policies is the decision adopted by 
G A T T at its twenty-fourth session (November 
1967) to set up an Agriculture Committee 
"to examine the problems in the agricultiu"al 
sector, and to explore the opportunities for 
making progress in the attairunent of the 
objectives of the General Agreement in the 
agricultural field. The examination would cover 
aU agricultural products important in inter-
national trade. This examination should prepare 
the way for subsequent consideration of posi-
tive solutions which could be mutually 
accepted by all contracting parties concerned. 
It would bear on all relevant elements of agri-
cultural trade and production pohcies".^® 

In compliance with these terms of reference, 
the G A T T Agriculture Committee adopted a 
programme of work consisting of three stages: 
( 1 ) preparation of all the basic information; 
( 2 ) identification of the principal problems; 
and ( 3 ) discussion of the means whereby 
mutually acceptable solutions could be achieved. 
It selected for examination a list of com-
modities which included grains, meat, dairy 
products, fruit and vegetables, oilseeds and 
vegetable oils, tobacco and wine. At a meeting 
in October 1968, the Committee agreed that 
the preparatory stage of its work had been 
completed and that it would proceed with 
the second stage in accordance with two main 
lines of action: first, to examine the structure 
of international markets for the commodities 
selected, in order to ascertain the trends in 
international prices, quantities traded and the 
relative importance of free and regulated 
markets and non-commercial transactions; and 
secondly, to examine the motivations and gen-
eral orientation of production policies. The 
Committee will continue with the second stage 

of its work at meetings scheduled for the end 
of 1969. 

It is clear, however, that the examination 
and discussion of the problems of agricultural 
protectionism within the GATT Agriculture 
Committee in no way prevent the United States 
from participating in similar studies and discus-
sions at the inter-American level referring to 
specific products of export interest to Latin 
American countries. 

" T o make joint efforts to eliminate, within 
the near future, discriminatory preferences 
militating against the sale of Latin American 
primary commodities in the markets of 
certain developed countries, and to suggest 
measures or actions which will enable and 
encourage developing countries favoured by 
those preferences to give them up."^» 
AU the States members of UNCTAD adopted 

without dissent the recommendation contained 
in Annex A.II . l of the Final Act of the 1964 
session of the Conference to the effect that 
the special preferential arrangements existing 
between certain developed countries and certain 
developing countries should be abolished pari 
passu. Between the first and the second sessions 
of UNCTAD, however, no progress was made 
towards aboUshing special preferences; quite 
the reverse—the EEC entered into new special 
arrangements with other developing countries. 

The Charter of Algiers expanded the prin-
ciple to include recognition of the fact that, 
in the case of certain commodities, the special 
preferences in force could be reduced or even 
abolished through international agreements. 
Nevertheless, owing to the attitude of the 
developed countries that maintain such prefer-
ences, it was not possible to reach agreement 
on the matter at the second session of 
UNCTAD, which did not even confirm the 
commitment accepted in recommendation 
A.II . l and in the Charter of Algiers. 

The EEC countries have argued that the 
special preferences they grant to certain de-
veloping countries and the reverse preferences 
they receive from these countries are com-
patible with the objectives and regulations of 
the General Agreement since they are based 
on the articles covering the establishment of 
free-trade areas. Other countries, however, 
have disputed this interpretation on the grounds 
that the Yaoundé Convention (which is the 
legal basis for some of these special arrange-
ments) does not establish a free-trade area 

28 GATT, C O M . A G / 2 , 12 January 1968. 29 Latin American Consensus, op. cit., para. 16. 
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since it does not cover trade among the 
eighteen developing signatory countries; the 
EEC countries have rejected this argument, 
saying that there are eighteen free-trade areas 
rather than just one, each comprising one 
developing country and the EEC countries. 
This and other points of disagreement have 
meant that discussions within G A T T have 
been inconclusive, and the topic has been kept 
on the agenda for GATT's annual meetings.®® 

The continued existence and the proliferation 
of such discriminatory preferential arrange-
ments have created conflicts of interest among 
various groups of countries. Within the de-
veloped group, the conflict arose out of dis-
crimination against the exports of certain devel-
oped countries in the markets of the developing 
countries enjoying special preferences, as a 
result of what are known as "reverse prefer-
ences". The scale of this conflict of interest 
is apparent from the fact that the United 
States has made its participation in the general-
ized system of preferences for the manufactures 
and semi-manufactures of developing countries 
conditional upon the abolition of reverse prefer-
ences. Among the developmg countries, too, 
conflicts of interest are becoming broader in 
scope as the beneficiaries of the present system 
graduaUy expand and consolidate it, even going 
so far as to propose increasing the margins of 
preference in their favour. The Conference of 
the Group of 77 (Algiers, October 1967) was 
unable to achieve a satisfactory solution to the 
problem, and merely adopted a compromise, 
requesting the Secretary-General of UNCTAD 
to undertake studies, commodity-by-commodity 
and country-by-country, on the effect of the 
abolition of the special preferences in force 
and the steps necessary to ensure that countries 
which at present enjoy such preferences receive 
advantages at least equivalent to the losses 
resulting from the abolition. The principle of 
equivalent advantage was noted in the recom-
mendation on this topic adopted at the first 
session of UNCTAD. In addition to this prin-
ciple, the Charter of Algiers recognized that, 
in the case of certain commodities, the special 
preferences in force could be reduced or even 
abolished by international agreement. However, 
owing to the attitude of the developed countries 
that maintain this kind of preference, no agree-
ment could be reached on the subject at the 
second session of UNCTAD, and it was not 
even possible to reafiirm the commitments 
accepted by the developed countries in 

30 See G A T T , Basic Instruments and Selected Do-
cuments, Fourteenth Supplement. 

U N C T A D recommendation A.II. 1 and recalled 
in the Charter of Algiers. 

The attitude of the African countries par-
ticipating in these special arrangements with 
the EEC has not been very consistent. On the 
one hand, they have maintained a conciliatory 
position within the Group of 77 and have 
continued to express their willingness to abolish 
special preferential arrangements gradually once 
they are granted equivalent advantages; on the 
other hand, however, in their relations with 
EEC they are not only maintaining that they 
need to continue to enjoy special preferences, 
but they are even calling for larger margins of 
preference and the introduction of quantitative 
restrictions on imports by the EEC from third 
countries. This attitude is tantamount to disre-
garding the agreement reached in the Charter 
of Algiers. The operation of the International 
Coffee Agreement, for example, has provided 
African coffee-exporting countries with certain 
equivalent advantages in the form of price 
levels higher than those prevailing before the 
Agreement, and also a greater share in world 
coffee exports through the system of export 
quotas. There was tacit recognition of these 
advantages when the signatories of the Inter-
national Coffee Agreement undertook, in line 
with article 47 of the Agreement, to take steps 
to eliminate obstacles to the sale and con-
sumption of coffee, with specific reference to 
the discriminatory tariffs existing in certain 
countries. In other words, coffee is a commodity 
in respect of which—in the terms of the 
Charter of Algiers—special preferences could 
be abolished. Similarly, the basic framework 
ahready agreed upon for an international agree-
ment on cocoa, i.e., a system of export quotas, 
a scale of floor and ceiling prices and the estab-
lishment of an international buffer stock, do 
supply an appropriate basis for agreement on 
the abolition of the preferences covering cocoa. 
This latter point, however, is one of the obsta-
cles that are still standing in the way of final 
negotiation of the agreement. 

In the case of other commodities, bananas, 
for instance, which are of key importance in 
the exports of several Latin American coim-
tries, a number of different solutions have 
been proposed, for example, the gradual reduc-
tion of the EEC common external tariff side by 
side with the reduction of the duty-free quota 
allowed by the Federal Repubhc of Germany, 
leading to the abolition of both after a certain 
time. 

The recently concluded negotiations on the 
renewal of the Yaoundé Convention did not 
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appreciably dimmish the magnitude of the 
problem of special preferences, despite the fact 
that—according to advance information—the 
common external tariff relating to coffee and 
cocoa, and consequently the margin of prefer-
ence, were reduced. 

The attitude of the United States towards 
these discriminatory preferential arrangements 
may be a decisive factor if it is expressed in 
terms other than those mentioned above, i.e., 
if it does not make its participation in the 
generalized system of preferences for manu-
factures and semi-manufactures conditional 
upon the abolition of special and reverse 
preferences. A more positive attitude would 
be for the United States and other developed 
countries that do not participate or no longer 
wish to participate in special preferential 
arrangements to agree to establish the general-
ized system of preferences in favour of aU 
the developing countries that do not discrimi-
nate against them, leaving the door open for 
the developing countries excluded to join at 
a later stage, once they abolished or agreed 
to abolish discriminatory preferences by a 
specified date. Also worth considering is the 
formula proposed by Denmark in the European 
Free Trade Association in 1965, under which 
the generalized system of preferences for manu-
factures would enter into force for aU the 
developing countries, with the proviso that 
preferences would be withdrawn after a given 
period, from any countries that were continuing 
to participate in discriminatory preferential 
arrangements. If the United States were to 
adopt either of these positions, it would cer-
tainly strengthen the position of the Latin 
American countries in this respect. 

"To demand the effective operation of 
consultative machinery with regard to the 
sale of surpluses and the disposal of reserves, 
which should respect the general principles 
already accepted in this field, and also 
prevent the distortion which takes place in 
Latin American trade flows as a result of 
AID-tied loans and the haphazard sale of 
surpluses."3i 
The Declaration of the Presidents of Amer-

ica referred to this point in the following words: 
"The Presidents of the Member States of the 
OAS agree . . . to strengthen the system of 
intergovernmental consultations and carry them 
out sufficiently in advance, so as to render them 
effective and ensure that programmes for 
placing and selling surpluses and reserves that 

11 Latin American Consensus, op. cit., para. 13. 

affect the exports of the developing countries 
take into account the interests of the Latin 
American countries".®^ This concern for im-
proving the operation of the system of consul-
tations on the disposal of surpluses and re-
serves stems from the shortcomings observed 
in countries' compliance with the Principles of 
Surplus Disposal recommended by F A O in 
1954 and the notification system laid down by 
G A T T in a resolution adopted in March 1955. 
As early as 1964, the Chairman of the G A T T 
Interim Co-ordinating Committee for Interna-
tional Commodity Agreements stated in his 
Report to the Contracting Parties that discus-
sions within the Committee had led to the con-
clusion that improvements to the existing ar-
rangements might be made in a number of 
ways, including: (a ) An extension of the time 
required for prior notice of intention to liqui-
date strategic stocks; (b) More definitive ar-
rangements for consultation with the inter-
governmental group or council concerned with 
the commodity; and ( c ) Development of some 
relationship between the time of disposal and 
market conditions.^® However, it has only been 
more recently that decisions have been taken 
to examine the nature of current problems. 
For example, at its forty-third session the F A O 
Committee on Commodity Problems agreed to 
set up a Working Group to examine the role 
and terms of reference of the Consultative 
Committee on Surplus Disposal to consider 
" . . . in the light of developments in the nature 
and extent of extra-commercial transactions 
having an impact on commercial trade, what 
action on the part of member countries sub-
scribing to the F A O Principles of Surplus Dis-
posal . . . should be regarded as meeting their 
consultative obligations".®^ Virtually simulta-
neously, the Contracting Parties of G A T T at 
their twenty-fifth session (November 1968), 
approved a proposal by the Director-General 
which noted that if future discussions by the 
Contracting Parties on the disposal of com-
modity surpluses were to be of more than a 
purely descriptive and historical nature, it 
would be useful and desirable that the notifica-
tion and consultation procedures under the 
Resolution of 4 March 1965 be fundamentally 
revised. The Contracting Parties in consequence 
requested the G A T T Agriculture Committee to 

32 OAS, Meeting of American Chiefs of State, 
op. cit., p. 70. 

33 See G A T T , "Report of the Chairman of 
ICCICA" (L /2812 ) . 

34 See FAO, Report of the Committee on Com-
modity Problems on its Forty-third Session ( C C P / 
68 /19) . 
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consider appropriate procedures for the noti-
fication, consultation, and discharge of re-
sponsibilities incumbent on Contracting Par-
ties with respect to the disposal of surpluses 
and to report to the Council on the means 
whereby the existing procedures could be im-
proved.®® 

Upon completion of the task assigned to it, 
the Working Group established by the F A O 
Committee on Commodity Problems submitted 
a report in which it " . . . recognized that im-
portant developments had occurred in the scope 
and nature of near-commercial and extra-
commercial transactions. According to the 
Group, "more commodities were affected by 
problems of surplus or over-abundant supplies, 
and a larger number of countries were involved. 
Stocks of some commodities were again very 
heavy following a temporary reduction in the 
mid-sixties, when there had been an excep-
tional rise in demand. For some commodities, 
part of the supplies entering extra-commercial 
transactions now came from current production 
rather than from stocks. Also, there were 
increasing shipments of agricultural commo-
dities in the 'grey area' between normal com-
mercial trade and food aid". The Working 
Group considered that a pragmatic approach 
should be made to the revision of procedures 
for notification and consultation and that the 
concept of surplus disposal should give way to 
an approach identifying the types of non-
commercial transaction to which the procedures 
should apply. The Group itself drew up a 
tentative list of the different types of transac-
tion.36 

As regards the Latin American countries, 
the problems raised by the disposal of United 
States surpluses and reserves are connected 
mainly with sales of wheat; some of the points 
made above in connexion with paragraph 14 
of the Latin American Consensus have to do 
with this topic. There are also, however, 
similar problems with other commodities: cot-
ton, milk products, and vegetable oils and fats. 

" T o review bilateral and multilateral food 
aid systems, with a view to considerably 
expanding multilateral programmes on the 
basis of the principles approved in CECLA 
resolution 9/68M."®^ 
The principles contained in the CECLA 

resolution are the following: (a) That food 

3SSee G A T T , "Disposal of Commodity Surpluses: 
Note by the Director-General" ( L / 3 1 0 9 / R e v . l ) . 

38 See F A O , Report of the CCP Working Group 
on CSD functions ( C C P / 6 9 / 1 3 / 1 ) . 

St Latin American Consensus, op. cit., para. 18. 

aid should be an interim measure and com-
plement other forms of aid; (ft) That it should 
be provided in such a way as not to affect the 
productive capacity of the recipient country or 
the trade flows of other developing countries; 
( c ) That it should not be used as a justifica-
tion for subsidizing inefficient production nor 
to encourage the building up of surpluses in 
the developed countries; {d) That it should 
include measures for the purchase of food-stuffs 
in exporting developing countries; and (e) That 
new methods of multilateral assistance should 
be introduced to promote the gradual estab-
lishment of trade flows among the developing 
countries. 

The problems caused by systems of food 
aid are closely linked with the question of the 
disposal of surpluses and reserves considered 
above. For most of the past fifteen years, food 
aid furnished in the main by the United States 
to various countries has basicafly been a 
means of disposing of a large volume of surplus 
production on the world market, the surplus 
being the result of policies to support United 
States domestic prices. Without underestimat-
ing the benefits that food aid can have for the 
recipient countries, it must be recognized that 
it has caused several problems, both in the 
recipient countries themselves (by making the 
need for reforms to increase the efficiency of 
agriculture less urgent or by removing incen-
tives to domestic production) and in other 
developing countries which export food-stuffs, 
whose exports have inevitably been affected by 
the rapid increase in the number of transactions 
under special food aid concessions. 

In recent years, with the gradual decrease 
in United States agricultural surpluses, some 
changes have occurred in the system of food 
aid that have made it correspond more specifi-
cally to the notion of "aid" and less to that 
of a mechanism for disposing of surpluses that 
are expensive to store. This is clear from the 
amendments to United States Public Law 480, 
under which over a period of five years (1967-
1971) the system of payment would be gradu-
ally changed from payments in local currency 
to payments in doUars or other convertible 
currencies, with extended repayment periods 
and low interest rates. While payments in local 
currency have not been completely abolished, 
they have been limited to very special cases 
and the funds accumulated may be used to 
promote trade among developing countries. 
Another innovation is that higher priority has 
been placed on aid furnished in the form of 
implements and other agricultural inputs 
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(chiefly fertilizers), as a means of helping to 
raise the productivity of the agricultural sector 
in developing countries. However, probably 
the most significant change in recent years 
has been the gradual multilateralization of food 
aid, exemplified by the Food Aid Convention, 
which was negotiated at the same time as the 
International Wheat Agreement of 1967. 
Although the initial target (a multilateral fund 
of 10 million tons per year) was eventually 
reduced to only 4.5 million tons of wheat 
or its equivalent, the Convention has certain 
features that distinguish it from the older 
arrangements for aid. First, it covers both 
exporting and importing countries, thus making 
food aid no longer exclusively dependent on 
the supphes of countries with surpluses; sec-
ondly, it also covers an exporting developing 
country, which thus is able to participate in 
providing aid to developing countries at a com-
paratively lower level of development; and 
thirdly, it provides that contributions to the 
aid fund may be in cash or in kind, thus 
making it possible for some purchases to be 
made from the most economical sources of 
supply, including other developing countries. 

The Declaration on the world food problem 
(Declaration 9 (II)),®® adopted at the second 
session of UNCTAD, defined the principles 
and objectives that should guide the actions of 
both developed and developing countries in 
regard to the world food problem. It urged the 
developing countries to pay special attention, 
in the formulation of their development plans, 
to the requirements of the agricultural sector, 
taking account of the food situation and of the 
important role of this sector in over-all devel-
opment; to remove impediments to increased 
agricultural production; to carry out, wherever 
appropriate, reforms in the systems of land 
tenure; to promote the establishment and ex-
pansion of co-operative organizations to 
improve the production and marketing of 
food-stuffs; and to promote adequate pricing 
poHcies designed to attain the maximum de-
gree of production as well as the appropriate 
level of efficiency. With regard to the action 
to be undertaken by the developed countries, 
the Declaration restates the principles con-
tained in CECLA resolution 9 /68M, inter 
alia: 

"To stress the urgent need to put into effect, 
within the specifed periods, and in accor-
dance with the timetable of scheduled meet-

ings, a general, non-reciprocal and non-dis-
criminatory system of preferences to facilitate 
the exportation of manufactures and semi-
manufactures from the developing countries. 
Within this framework, measures should be 
considered which will aUow the relatively 
less developed countries to make full use of 
the ensuing advantages."®® 
Resolution 21 ( I I ) of the second session of 

UNCTAD recognized that there was "unani-
mous agreement in favour of the early estab-
lishment of a mutually acceptable system of 
generalized non-reciprocal and non-discrimi-
natory preferences which would be beneficial 
to the developing countries".^" 

The objectives of the system, including spe-
cial measures in favour of the least advanced 
among the developing countries, are to be: (a ) 
to increase the export earnings of the devel-
oping countries; (b) to promote their indus-
trialization; and ( c ) to accelerate their rates 
of economic growth. To this end the Special 
Committee on Preferences was established as 
a subsidiary organ of the Trade and Develop-
ment Board, and requested to hold its first 
meeting in November 1968, and a second 
meeting in the first half of 1969 to draw up its 
final report to the Trade and Development 
Board. The aim was to settle the details of the 
arrangements in the course of 1969. The reso-
lution ended by noting the hope expressed by 
many countries that the arrangements should 
enter into effect in early 1970. 

The first session of the Special Committee 
on Preferences was held, as scheduled, towards 
the end of 1968; the Committee was unable, 
however, to fulfil its purpose of considering 
the progress made towards the implementation 
of UNCTAD resolution 21 ( I I ) , since, in fact, 
no progress had been made. The developed 
countries had stiU not made sufficient head-
way in their discussions to be able to define 
some of the points on which agreement had 
not been reached at the New Delhi Session of 
UNCTAD, particularly as regards the lists of 
products which in some cases would be in-
cluded in and in others excluded from the sys-
tem of preferences. Thus, the discussion in the 
Special Committee never went beyond general-
ities, and the only outcome was the confirma-
tion by the developed countries that they would 
respect the agreed timetable. It was also an-
nounced that the developed countries had 

38 Proceedings of the United Nations Conference 
on Trade and Development, Second Session, op. cit., 
vol. 1. 

39 Latin American Consensus, op. cit., para. 19. 
Proceedings of the United Nations Conference 

on Trade and Development, Second Session, op. cit., 
vol. 1. 
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agreed to submit their indicative lists of pro-
ducts by 1 March 1969 at the latest, but it was 
not yet known how long it would take OECD 
to consider those lists. It was also agreed to 
hold a short session of the Committee in April 
1969, essentially with a view to reaching agree-
ment on the procedure for handling detailed 
intensive consultations with the developing 
countries, which would begin at the third 
session in late June 1969.^^ 

The second session of the Special Committee 
was held between 28 April and 2 May 1969. 
It was announced that many developed coun-
tries had submitted indicative hsts of products 
and that some progress had been made in 
examining those lists; the countries which had 
not yet submitted lists would do so in the near 
future. The developing countries expressed 
unanimous concern at the delay in the sub-
mission and discussion of the lists as it affected 
fulfilment of the timetable for the work of the 
Special Committee. The representative of one 
developed country which had not yet submitted 
its indicative lists said that his Government 
was currently conducting a thorough review of 
its trade pohcy, including, but not limited to, 
the question of generalized preferences, but 
since that review had not yet been completed 
it was not possible to give a definitive state-
ment of his Government's position. He stated, 
however, that his Government was considering 
the problem and that he would inform the 
Committee as soon as a decision had been 
reached. The statements made by representa-
tives of other developed countries revealed that, 
although these countries intended to continue 
discussion of the problems connected with the 
system of general preferences, the stage of sub-
stantive debate on many of those problems had 
still not been reached. On the question of the 
procedure for consultations between developed 
and developing countries, the Special Com-
mittee agreed to set up a working group to 
initiate consultations on the technical aspects 
of the rules for the origin of goods, but post-
poned setting up working groups on other 
aspects of the system, owing to the absence 
of substantive documentation from the prospec-
tive preference-giving countries.^^ 

Delay in the submission of the indicative 
lists of products again restricted the scope of 

See U N C T A D , "Report of the Special Commit-
tee on Preferences on its third session" ( T D / B / 
218). 

42 See U N C T A D , "Report of the Special Com-
mittee on Preferences on its second session" ( T D / 
B / 2 4 3 / R e v . l ) , May 1969. 

the debate at the third session of the Special 
Committee (30 June to 3 July 1969), The 
spokesman for the developed countries said 
that, although OECD had received additional 
lists, that of the United States would not be 
submitted until some time in July; the devel-
oped countries would then embark on an ex-
change of views and on preparation of the 
substantive documentation to be examined by 
the OECD Trade Committee, scheduled to 
meet towards the end of October. The devel-
oped countries announced their intention of 
transmitting the documentation to the UNCTAD 
secretariat by 15 November 1969 at the latest. 
The spokesman for the developing countries, 
on the other hand, said that they would require 
approximately two months to study and evalu-
ate the offers made by the developed coun-
tries. Consequently, the Secretary-General of 
U N C T A D was authorized to fix the time of the 
fourth session of the Special Committee at a 
later date. Lastly, the Secretary-General was 
also authorized—^following prior consultations 
with the Bureau of the Committee, and as and 
when substantive documentation was received— 
to convene such working groups as might 
be necessary to study aspects connected with 
product coverage, extent of preferences, safe-
guard mechanisms, duration of the scheme, 
special measures for the least advanced coun-
tries, problems of existing special and reverse 
preferences, institutional arrangements and 
measures to be taken by the socialist coun-
tries.43 

As can be seen from this summary of the 
work done by the Special Committee on Pref-
erences during the three sessions that have so 
far been held, the substantive debate on the 
machinery and characteristics of the generahzed 
system of preferences has not yet b^egun, and 
it has not been possible to follow the timetable 
laid down in UNCTAD resolution 21 ( I I ) , i.e.: 

"In accordance with a timetable jointly drawn 
up, to eliminate restrictions on imports of 
manufactures and semi-manufactures of in-
terest to Latin America, in close connexion 
with the system of general preferences. To 
give particular attention in this matter to the 
problems of applying escape clauses, which 
requires the establishment of suitable criteria 
and consultative machinery. To avoid the 
appHcations of discriminatory practices of 
any kind in this respect 

43 See U N C T A D , "Report of the Special Commit-
tee on Preferences on its third session" ( T D / B / 
262). 

44 Latin American Consensus, op. cit., para. 20. 
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Because of the priority given to the negotia-
tions for the establishment of a generalized 
system of preferences, the more general prob-
lems connected with the elimination of restric-
tions on imports from those countries have 
been pushed into the background. Neverthe-
less, given the temporary nature of the pro-
posed system of preferences, it is obvious that 
efforts must be continued to liberalize exports 
of manufactures from the developing countries 
to the greatest extent possible, particularly in 
respect of those products which do not come 
under the system. International action in this 
field is being carried out principally through 
the GATT Committee on Trade in Industrial 
Products, based on a work programme calling 
for: (a) the preparation of an inventory of 
non-tariff barriers, based on information sup-
plied by Governments; and {b) an objective 
analysis of the tariff situation as it will be when 
all the Kennedy Round concessions have been 
fully implemented. According to the Commit-
tee's terms of reference the aim of these studies 
is to explore new opportunities of making pro-
gress towards trade liberalization. In this con-
nexion, it should be pointed out that the 
Contracting Parties of G A T T . . . "reaffirm 
their intention fully to implement the results of 
the Kennedy Round and to pursue rapidly the 
intensified Programme of Work initiated at the 
twenty-fourth session, designed to make prac-
tical progress towards increasingly liberal trade 
policies and practices including the necessary 
negotiations at the appropriate stages. More-
over, in view of the continuing decline in the 
developing countries' share of international 
trade and the urgent need for a substantial 
growth in their export earnings, the Contracting 
Parties note that there is need to give priority 
consideration to, and to take immediate steps 
towards solving, the trade problems of these 
countries".^® 

It is, however, obvious that, while the GATT 
Committee on Trade in Industrial Products is 
continuing its work, steps could be taken to-
wards agreeing, in conjunction with the United 
States, on a timetable to eliminate existing re-
strictions on imports of goods from Latin 
America. The estabhshment of machinery for 
consultation and negotiation at the inter-Amer-
ican level would facilitate the task of identifying 
existing restrictions and negotiating conditions 
for their immediate or gradual elimination. 
Such machinery could also solve the problems 

See "Review of the twenty-fifth session of Con-
tracting Parties to the General Agreement" ( G A T T / 
1038), p. 4. 

of the procedures, scope and characteristics 
of escape clauses, and regulate their applica-
tion. Although it is probable that the use of 
escape clauses will be properly regulated within 
the generalized system of preferences, it would 
be necessary in any event to define the criteria 
and rules for the application of such clauses 
within the specific context of inter-American 
trade. 

The reference to the need to avoid discrimi-
natory practices relates to discrimination by 
the United States, where imports of crude 
petroleum from certain Latin American coun-
tries are subject to quotas, whereas imports 
from other sources are not. 

"In conjunction, to single out industrial 
sectors or branches wherein the adoption by 
the United States, within a suitable period, 
of measures to change some production 
structures, can help to improve and expand 
the United States market for manufactures 
and semi-manufactures of special interest to 
Latin America. The effects of these measures 
should be periodically assessed."^® 
Both the establishment of a generalized sys-

tem of preferences in respect of manufactures 
from developing countries and the measures 
which the United States could adopt to elimi-
nate existing restrictions on imports from Latin 
America would go only a short way towards 
facilitating the expansion of exports from the 
Latin American countries unless, at the same 
time, the developed countries, and particularly 
the United States, take steps to modify their 
production structure so as to alleviate the prob-
lems arising out of the growing volume of 
imports from developing countries. In pointing 
to the need to single out, in conjunction, in-
dustrial sectors or branches in which measures 
could be adopted to promote changes which 
might contribute to broadening the market for 
Latin American exports, an attempt is being 
made to prevent the possible subsequent intro-
duction of restrictions based on the concept of 
"market disruption", which has become so 
common in recent years. 

The application of restrictions based on the 
concept of market disruption by some member 
countries of G A T T and the difficulties caused 
to other countries thereby led the Contracting 
Parties, by a decision of 19 November 1959, 
to set up a Working Party on Avoidance of 
Market Disruption, which was given the task 
of studying these problems. However, the report 
drawn up by the Working Party did not provide 

11 Latin American Consensus, op. cit., para. 13. 
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solutions acceptable to the countries concerned, 
and the Working Party was dissolved. Sub-
sequently, the G A T T Committee on Trade and 
Development agreed to establish a "Group of 
Experts on Adjustment Assistance Measures", 
which was instructed, inter alia, "to report on 
the measures being applied, or proposed to be 
applied, by industrialized countries for assisting 
adjustments in the changing structure and 
pattern of production, so as to permit an ex-
pansion of international trade in products of 
interest to less developed countries and to pro-
vide larger opportunities for imports from 
these countries".^^ Thus, in the examination of 
these problems, the focus shifted from consi-
deration of measures to regulate the applica-
tion of restrictions based on "market disrup-
tion" to consideration of adjustment assistance 
measures to be taken by developed countries 
with a view to expanding the trade opportun-
ities of the developing countries. 

Perhaps the best illustration of the purpose 
of paragraph 21 of the Latin American Con-
sensus is to be found in the various restrictions 
which the developed countries, including the 
United States, continue to impose on imports 
of cotton textiles now coming under the quota 
system of the Long-Term Arrangement Re-
garding International Trade in Cotton Textiles. 
The maintenance of those restrictions and the 
steps taken by the United States to broaden 
their scope by extending them to cover wool 
and synthetic fibres, seem to indicate that that 
country is more inclined to impose restrictions 
than to adopt measures to facilitate the process 
of adjustment of industries affected by external 
competition. 

This may be due, at least in part, to the fact 
that the conditions laid down by the United 
States Trade Expansion Act of 1962 for pro-
viding rapid and substantial aid to firms and 
workers affected by increases in imports were 
too rigid, with the result that not one of the 
petitions for such assistance was approved. In 
fact, the Act required proof: (a) that tariff 
concessions are the major cause of the in-
creased imports, and (b) that such increased 
imports have been the major factor in causing 
the alleged damage or injury. Since it is im-
possible to prove a connexion between tariff 
concessions, increased imports and the damage 
occasioned, it was concluded that reforms to 
the existing legislation were required. In this 
connexion, the report "Future United States 
Foreign Trade Policy" proposes that the only 

criterion for adjustment assistance to workers 
should be that increased unports are the cause 
of economic difficulty or injury, thus eliminating 
the requirement of proof that tariff concessions 
are the major cause of increased imports. The 
report also suggests that not only should assis-
tance be provided to firms or workers already 
affected by increased imports, but that methods 
be devised to avert dislocation and unemploy-
ment before they occur.^® 

In contrast to the inapplicability of the ad-
justment assistance measures referred to in the 
Trade Expansion Act, mention may be made 
of the provisions of the 1965 Act on products 
of the motor vehicle industry, which laid down 
various forms of aid, over a period of three 
years, to firms or workers affected by the 
Agreement concluded with Canada in 1965, 
under which most petitions for assistance sub-
mitted by the sectors concerned were approved. 

"By means of greater technical and financial 
co-operation, to make national and regional 
machinery for promoting exports stronger, 
broader and more flexible, systematizing Latin 
American trade information and seeking the 
collaboration of official and private bodies in 
the United States in order to intensify and 
diversify Latin American exports, and also to 
facilitate the supply of regional markets from 
regional resources."^® In the Declaration of the 
Presidents of America, the Presidents of the 
member States of the OAS agreed " . . . to 
put in operation as soon as possible an inter-
American agency for export promotion that will 
help to identify and develop new export lines 
and to strengthen the placing of Latin Amer-
ican products in international markets, and to 
improve national and regional agencies designed 
for the same purpose".®" In pursuance of that 
recommendation and of the recommendation 
adopted in the Action Plan of Viña del Mar 
approved by lA-ECOSOC in June 1967, the 
Inter-American Centre for Export Promotion 
was set up a few months later, with financial 
support from the member countries of the in-
ter-American system. The report on the first 
year of work of the Centre was submitted to 
the Sixth Annual Meetings of lA-ECOSOC at 
the Expert and Ministerial Levels (Port-of-
Spain, June 1969), which lists the tasks 
carried out in the fields of technical assistance, 

Í ^ G A T T ( C O M . T D / H / 2 , 8 July 1965), p. 1. 

iSSee "Future United States Foreign Trade Pol-
icy", Report to the President submitted by the Special 
Representative for Trade Negotiation (Washington 
D.C., 1969), p. 43. 

''B Latin American Consensus, op. cit., para. 22. 
BO OAS, Meeting of American Chiefs of State, 

op. cit. 
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export promotion, market analysis and docu-
mentation.®! 

In recent years, increasing attention has been 
paid to the systematization of work connected 
with export promotion, because it was recog-
nized that exports are essential if advantage is 
to be taken of the new trade opportunities that 
may arise as a result of international action in 
favour of the developing countries. Progress at 
the international level has been achieved mainly 
through the initiatives and programme of work 
of the UNCTAD-GATT International Trade 
Centre, whose work in the Latin American 
sphere has been strengthened by the support 
of the above-mentioned Inter-American Centre. 
At the national level, the institutionalization of 
export promotion schemes has taken diverse 
forms in the Latin American countries, as re-
gards both the organization and the effectiveness 
of programmes. The secretariat of the Latin 
American Free Trade Association (ALALC) 
published a short report®^ giving basic infor-
mation on current export promotion pro-
grammes in several countries in the region. At 
the same time, the ECLA secretariat, in co-
operation with the UNCTAD-GATT Interna-
tional Trade Centre, has organized courses on 
export promotion in various Latin American 
countries, and others are planned for the near 
future. 

"To underline the importance of active 
support from the United States for Latin 
America's position vis-a-vis other areas, as 

51 See the Report of the Executive Director of the 
Inter-American Export Promotion Centre (CIES/ 
1370). 

52 ALALC, "Regímenes de fomento a las expor-
taciones en los países de América Latina" (CEP/ 
Repartido 1107). 

agreed upon in the Declaration of the Presi-
dents of America. The fulfilment by the 
United States of the agreements it has entered 
into will considerably strengthen the value 
of this support."®» 
Under chapter III of the Declaration of the 

Presidents of America, the member States of 
the OAS bound themselves to make individual 
and joint efforts to improve international trade 
conditions in Latin America and to act in co-
ordination in multilateral negotiations to 
achieve the objectives set forth in the agree-
ments and recommendations adopted by the 
developed countries in favour of the devel-
oping countries. 

The active support of the United States 
would undoubtedly strengthen Latin America's 
position vis-a-vis other regions in its efforts to 
negotiate a solution of the problems of its trade 
with them. The United States and Latin Amer-
ica are in full agreement in some areas, e.g., 
in their views on the effects of EEC's common 
agricultural policy on trade with third coun-
tries and in their desire to eliminate special 
and reverse preferences, both fields in which 
joint and co-ordinated action by the member 
States of the OAS would make an effective 
contribution towards achieving a solution that 
would prove satisfactory to all the interested 
countries. On the other hand, as is rightly 
pointed out in the Latin American Consensus, 
the fulfilment by the United States of its own 
commitments will not only considerably 
strengthen the value of that country's support, 
but in many cases will be the factor that will 
decide the action to be taken by the other 
developed countries. 

53 Latin American Consensus, op. cit., para. 23. 
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EXPORT PROMOTION IN JAPAN AND ITS APPLICATION 
TO LATIN AMERICA 

INTRODUCTION 

In 1968, the value of Japanese exports 
amounted to 12,780 million dollars, roughly 
equivalent to the Latin American figure for the 
same year. Fifteen years earlier, Japanese ex-
ports had amounted to barely 1,275 million 
dollars, that is, less than a third of the Latin 
American figure (5,990 million dollars). There-
fore, while Latin American exports doubled in 
value, the value of Japanese exports increased 
more than tenfold, the cumulative annual 
growth rate being 16 per cent. 

At the same time, the composition of Japa-
nese exports underwent rapid changes: the 
share of textiles and food-stuffs in total exports 
dropped from 46 to 20 per cent, while that 
of machinery rose from 15 to 42 per cent in 

the period 1953 to 1967. Thus, there was a 
fairly rapid shift towards heavy industrial pro-
ducts at the expense of light industry. 

The aim of the present report is to examine 
the factors and policy which were responsible 
for the remarkable growth of Japanese exports 
and the change in their composition, from the 
point of view of the interests of the developing 
countries, Latin America in particular. In the 
last part of the report the dynamic experience 
of Japan is used as a basis for a provisional 
examination of the practical possibilities of 
adopting similar policies and measures in the 
Latin American countries, with a view to facili-
tating the growth and diversification of their 
exports, particularly exports of manufactures. 

CHAPTER I 

THE MAIN REASONS F O R THE GROWTH OF EXPORTS 

A . DEVELOPMENT OF JAPANESE EXPORTS 

The cumulative annual growth rate of Japa-
nese exports—16.2 per cent over the fifteen 
years, 1953-1968—is very high, compared 
with both Japan's rate during the long period 
prior to the Second World War and the cor-
responding rates of other industrialized coun-
tries. For the same fifteen-year period, growth 
rates were recorded of 5.6 per cent in the 
United States, 5.1 per cent in the United 
Kingdom, 8.3 per cent in France, 13.6 per 
cent in Italy and 12.1 per cent in the Federal 
Republic of Germany. The Japanese increase 
was double the average for the developed 
countries and two and a half times the aver-
age for world exports during the period con-
sidered (see table 1) . On the other hand, the 
cumulative annual average growth rate of 
Japanese exports before the last war was 
approximately 6 per cent, and has always been 
greater than the growth rate of the other in-

dustrialized countries since the penultimate 
decade of the nineteenth century.'-

An analysis of the development of Japanese 
exports by commodities (see Annex, table A ) 
reveals the following salient features, which 
are closely related to the factors that contri-
buted to the rapid growth of exports: 

(a ) During the period 1957-1967 exports 
of machinery and transport equipment showed 
the greatest increase, with a cumulative annual 
growth rate of 21.9 per cent, followed by 
metals and manufactures of metal (19.0 per 

1 Though this report deals with exports of Japanese 
manufactures during the fifteen years from the mid-
1950s to the end of the 1960s, exports for the period 
prior to the Second World War and for the early 
post-war years (up to mid-1950s) are also of great 
interest. Information on these periods—presented with 
a different slant from the information in the present 
report—can be found in a document submitted to the 
first session of U N C T A D : "Export of Manufactures 
and Industrial Development of Japan", prepared by 
H. Kanamori fE /Conf .46 /P .12 ) , March 1964. 



T a b l e 1 

E X P O R T S O F T H E P R I N C I P A L D E V E L O P E D C O U N T R I E S 

Average 
1952-54 

Average 
1967-69 

(millions of dollars f.o.b.) 

- , Cumulative 
Index annual 

(1953 = 100) growth 
rate 

(percentages) 

Japan 1 392 13 152 944.8 16.2 
United States 15 234 34 295 225.1 5.6 
United Kingdom 7 250 15 195 209.6 5.1 
E E C 14 547 65 340 449.2 10.5 

France 3 930 12 931 329.0 8.3 
Italy 1 511 10 261b 679.1 13.6 
Federal Republic o f Ger -

many 4 546 25 210 554.6 12.1 
Developed countries" 53 333 170 367 319.4 8.1 

WORLD TOTAL 74 667 214 533 287.3 7.3 

SOURCE: United Nations, Monthly Bulletin of Statistics, March 1961 and April 1970. 
a Australia, Canada, Japan, N e w Zealand, South Afr ica , United States, countries o f 

Western Europe, 
b Estimated. 

cent) and chemicals (18.4 per cent). Exports 
of all these products grew even more rapidly 
during the second half of the period under 
review. The average annual increase for ma-
chinery and transport equipment rose from 
17.9 per cent in the first half of the period 
to 26.1 per cent in the second, while the cor-
responding figure for metals and manufactures 
of metal rose from 16.8 to 21.2 per cent, and 
for chemicals, from 14.4 to 22.6 per cent. 

(&) The greatest increases in exports were 
recorded for the following groups of products: 
( i ) capital goods showed the highest and most 
sustained increase throughout the period, in 
particular power-generating machinery, metal 
working machinery, textile machinery, con-
struction and mining machinery, and baU and 
roller bearings, electric generators, etc.; (ii) 
durable consumer goods, such as television sets 
and radios, tape recorders, motor cycles, cam-
eras and other optical instruments, also showed 
a rapid increase, but the absolute value of 
exports of most of these goods was very low 
at the beginning of the period; thus, although 
there was a rapid increase in exports during 
the first half of the period, the really massive 
increase came later. Motor vehicles followed a 
very similar trend; (iii) there was also a rapid 
increase in exports of some intermediate pro-
ducts and industrial materials such as iron and 
steel, plastics, synthetic fibres and nitrogenous 
fertilizers. 

( c ) On the other hand, the rate of increase 
for exports of the principal products of light 
industries was less rapid, less than 10 per cent 
(8.6 per cent for foodstuffs and 5.9 per cent 
for textiles). 

Since the exports of the different products 
did not grow at the same rate there was a 
radical change in the composition of exports, 
which may te summed up as a shift towards 
the products of the heavy and chemical indus-
tries, a shift that will be discussed later. 

At this point it would be well to mention 
the change that has taken place in the geo-
graphical distribution of exports. The trend of 
exports to the developed countries has always 
been more dynamic than exports to the devel-
oping countries, with cumulative annual growth 
rates for the period 1957-1967 of 18.2 and 
11.0 per cent, respectively. Consequently, the 
share in total Japanese exports of exports 
destined for the developed countries increased 
from 39.2 to 51.8 per cent; while the corre-
sponding share of exports to developing coun-
tries declined from 61.1 to 43.0 per cent. 
Exports to Latin America were less dynamic— 
the cumulative annual growth rate was 11.9 
per cent—whereas exports to Asian countries 
increased by 13.0 per cent. Exports to the 
socialist countries increased very rapidly (by 
22.7 per cent annually), although trade with 
those countries still represents only a small 
proportion of total Japanese exports (5 .2 per 
cent in 1967) (see table 2 ) . 
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Table 2 

J A P A N : G E O G R A P H I C A L D I S T R I B U T I O N OF E X P O R T S 

Exports f.o.b. 
(million of dollars) 

average 
1956-58 

average 
1966-68 

Cumulative 
annual 
average 
1966-68 
1956-58 

Distribution 
( percentages) 

average 
1956-58 

average 
' 1966-68 

Total 2 737 11 063 15.0 100.0 100.0 
T o developed countries. . 1 073 5 730 18.2 39.2 51.8 

North America 683 3 688 18.4 25.0 33.3 
Western Europe 295 1 470 17.4 10.8 13.3 

E E C 122 613 17.5 4.5 5.5 
European Free Trade 

Association 143 673 16.8 5.2 6.1 
Australia, N e w Zea-

land and South 
Afr i ca 93 573 19.9 3.4 5.2 

T o developing countries 1 673 4 757 11.0 61.1 43.0 
Asia 897 3 057 13.0 32.8 27.6 
Latin America 170 522 11.9 6.2 4.7 

T o socialist countries. . . 74 570 22.7 2.7 5.2 

SOURCE: United Nations, Monthly Bulletin of Statistics, March 1961 and 1970. 

B . T H E MAIN FACTORS IN THE GROWTH 

OF EXPORTS 

1. General comments 
As a general rule, the growth of exports 

can be attributed to two main factors:^ the 
composition of exports changing in line with 
movements in world demand; and products 
becoming more competitive in world markets. 

It would appear that over the past fifteen 
years Japan's exports have increased, as a re-
sult of both these factors, more than those of 
any other country. 

Although it is not easy to assess exactly how 
much influence each factor exerts, a tentative 
analysis may give a rough idea of the scale of 
their influence in Japan, as compared with the 
major industrialized countries, during the 
period 1962-1967. 

First, it must be noted that if Japanese 
exports of manufactures had grown at the same 
pace as total world exports of manufactures, 
the value of the export increment during the 
period would have been 2,870 million doUars 
(theoretical increment No. 1) , which is 
approximately half the increment actually 
achieved, namely 5,400 dollars. If different 
rates of growth are taken for different pro-

2 Other factors, which are not discussed explicitly 
here, also play a part, f o r example, the capacity to 
finance exports, channelling o f exports towards coun-
tries with the most rapidly growing economies, etc. 

ducts,® rather than a single rate for manu-
factures as a whole, the value of the increment 
is even lower: 2,070 million dollars (theore-
tical increment No. 2 ) . The difference between 
the two theoretical increments is due to the 
fact that any one country's most important 
exports may not necessarüy be the products 
for which the world demand is greatest. Only 
in Japan and the United States is the value of 
theoretical increment No. 1 higher than that 
of No. 2, although the difference is greater in 
the case of Japan. This would indicate that 
at the beginning of the period under study the 
composition of Japanese exports was not so 
favourable as that of other countries in terms 
of the movement of world demand for manu-
factures during the period. 

Secondly, it must be noted that, in order to 
appreciate the net effect of the changes in the 
composition of exports during the period, all 
that is needed is to work out the relationship 
between each country's most important exports 
and the products for which world demand in-
creased most rapidly. For this purpose, the 
rate of growth of world demand for each group 
of manufactures was applied to the average 
composition of exports during the period. 

The net effect of changes in the composition 
of exports was then obtained by calculating 
the difference between the above figure and 
theoretical increment No. 2. In absolute terms. 

3 The basis f or these calculations was thirty-eight 
S I T C groups of manufactures (sections 5 to 8 ) . 
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the figure for Japan is the highest after the 
United States; while its ratio to the total value 
of exports is considerably higher than for the 
United States. 

The difference between the actual increment 
of exports and theoretical increment No. 2, 
after subtracting the net effect of changes in 
composition, is equal to the net effect of the 
increase in the capacity to compete plus the 
combined effects of this increase and of changes 
in composition. In absolute terms, the amount 
•of this difference is greater for Japan than for 
other countries (see column ( 9 ) of table 3 ) . 
The figures for the United States, France and 
the United Kingdom are less than zero, which 
means that these countries have not been able 
to increase their capacity to compete. 

In other words, Japan changed the compo-
•sition of its exports and increased its capacity 
to compete more than other countries, despite 
the fact that at the beginning of the period 
the structure of its exports was less favourable 
in terms of the trends of world demand than 
that of the other countries. 

2. Increase in the capacity to compete 

Although the capacity to compete (or com-
petitiveness) is not a very clearly defined con-
cept, it is certain that any increase in the 
•capacity to compete is the result of improved 
quaUty and lower prices for export goods. 
Over the seven years, 1960-1067, the price of 
Japan's export goods fell by 5 per cent, at a 
•cumulative annual rate of —0.7 per cent, which 
is lower than in other countries."' Other coun-
tries, with the exception of Italy, increased 
their export prices over the period, especially 
Prance, whose export prices increased by as 
much as 2 per cent per year, i.e., an increase 
•of 15 per cent over seven years. There is a 
•clear-cut trend for exports to increase faster in 
countries in which export prices declined or 
increased comparatively more slowly, as in 
Japan, Italy and the Federal Republic of 
Germany. 

This decline in export prices is due in the 
main to the rapid and steady increase in the 

4 The index of export prices shows the trends of 
unit values which react to the effect of changes in the 
composition of exports. In Japan, the changes meant 
more emphasis on goods produced by the heavy and 
chemicals industries, whose prices may on average 
have been higher in absolute terms at the beginning 
of the period than in other countries. In this context, 
a continuous decline in the index of export prices, 
"while not implying that the absolute maximum ca-
pacity to compete has been achieved, does mean that 
the capacity to compete has improved. 

productivity of Japan's manufacturing sector, 
owing to Japan's extraordinarily fast rate of 
economic expansion, which was promoted by 
what may be termed a "virtuous circle". 

This fact comes out very clearly in table 4. 
Over the seven years, 1960-1967, real wages, 
industrial production and the number of per-
sons employed in manufacturing rose in Japan 
—and export prices declined—more rapidly 
than in other countries. This was not the result 
of holding wages down, but of increases in 
productivity that were appreciably higher than 
in other countries, even though wages also 
increased at a comparatively faster rate. Fur-
thermore, the increases in productivity were not 
due to a drop in employment, as was the case 
in certain countries;® on the contrary, they were 
achieved at a time when the number of persons 
employed was growing more rapidly than in 
any other country. 

There was a similar trend during the preced-
ing seven-year period, although the increase in 
the number of persons employed was com-
paratively much larger. Thus, over a period of 
fourteen years, Japan has recorded the highest 
rate of increase in industrial production, num-
ber of persons employed in manufacturing and 
labour productivity of any country in the world. 

It should be noted that this fact is an indica-
tion of the dynamism of Japan's economic 
growth. Increases in wages—larger than in 
other countries—helped to swell personal sav-
ings, which led to increases in industrial invest-
ment and a rise in consumption levels, this 
latter in turn stimulating domestic demand for 
certain goods. The increase in investment in 
highly advanced industrial equipment, added 
to the expanding scale of production, raised 
productivity in the manufacturing sector and 
reduced export prices, while at the same time 
making it possible to increase wages and the 
number of persons employed at a more rapid 
rate, this in turn helping to increase invest-
ment and, subsequently, productivity. This is 
the kind of dynamic process which has taken 
place in Japan over the past fifteen years, and 
which is still gathering momentum. It can be 
described as a "virtuous circle" that led to a 
steady fall in export prices for Japanese manu-
factures and a rapid rise in exports. 

5 In certain countries, f or example France and the 
Federal Republic of Germany, the actual number of 
persons employed fell in 1967, according to the em-
ployment index of the manufacturing sector published 
by the International Monetary Fund. This helped to 
raise the rate of growth of productivity. 
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Table 7 
D E V E L O P E D C O U N T R I E S : T E N T A T I V E ASSESSMENT O F T H E D E T E R M I N A N T S O F T H E I N C R E A S E 

IN E X P O R T S O F M A N U F A C T U R E S , a 1962-1967 

(1) (2) (3) (4) (5) (6)'> (7) (S)' (9) (10) 
Net 

increment 
Difference Net . Grojj resulting 

A , r ^ , Í u Actual Percent- T, , between increment increment from 
Actual eA^portsf.o.b ^^p^^ts aVe Theoretical Theoretical theoretical resulting resulting ^ changes ^ 
(millions of dollars) increment increment increment increment increments from . from in cpmposi-

TTT, 1962-1967 jyo j Nos.l changes increased tion of 
1962 1967 (3)^(2) (4) = Wr (5) = (l)Xy = and 2 in composi- capacity exports. 

L(i) ' ' ' (2) (7) = (6) Hon of as a per-
-(5) exports (9) = (3) —(6) centage 

— (o) of the 
value of 
exports 

Al l O E C D countries . . . . 62 942.0 104 291.0 41 349.0 7 = 65.7 
United States 13 841.0 20 768.7 6 927.7 9 093.5 9 427.9 334.4 185.2 - 2 685.4 1.338 
France 5 400.3 8 449.7 3 049.4 3 548.0 3 471.6 - 7 6 . 4 47.7 - 4 6 9 . 9 0.883 
Italy 3 514.4 6 980 .9 , 3 466.5 2 309.0 2 339.9 30.9 37.4 1 089.2 1.064 
Japan 4 368.9 9 758.2 5 389.3 2 870.4 2 705.0 —165.4 104.5 2 579.8 2.392 
Federal Republic of Ger -

many 11 738.2 19 479.6 7 741.4 7 712.0 7 959.7 247.7 31.7 —250.0 0.270 
United Kingdom 8 832.4 11 238.1 2 405.7 5 802.9 5 848.4 45.5 60.8 - 3 503.5 0.688 

SOURCE: E C L A , on the basis of statistics in Organization for Economic Co-operation and Development, Commodity Trade Series B, and United 
Nations, Commodity Trade Statistics. 

a S I T C sections 5 to 8. 

b 7, = percentage increment of exports of product i f r o m O E C D countries as a whole. 

X y = actual value of exports of product i f r o m country j in 1962. 

7 j = percentage increment o f exports o f all manufactures f r o m country /. 

7|. = percentage increment o f exports o f product i f r o m country /. 



United 
States France Italy Japan United 

Kingdom 

Federal 
Republic 

of 
Germany 

1953-60 
Wages and salaries 3.9 8.3 3.8 4.7 4.7 7.1 
Industrial production 2.6 7.1 9.0 14.0 3.3 8.8 
Number of persons employed in 

manufacturing 1.1" 0.9 2.0 8.7 0.9 5.3 
Labour productivity 1.4 6.1 6.9 4.9 2.4 3.3 
Export prices 1.0 4.1 —2.0 - 0 . 8 " 1.3 0.6<J 

—1.1= l.Oe 
1960-67 

Wages and salaries 3.3 5.9 7.5 9.9 4.2 8.0 
Industrial production 5.5 4.9 6.5 12.6 2.5 4.0 
Number of persons employed in 

manufacturing 2.8a 0.4 1.5 4.6 0.6 0.3 
Labour productivity 2.6 4.4 5.0 7.6 1.9 3.6 
Export prices 1.5 2.0 —0.5 —0.7' ' 1.9 0.3<i 

- 0 . 6 » l.Oe 
1955-68 

Wages and salaries 3.8 7.8 7.0 9.1 4.3 8.1 
Industrial production 4.2 6.2 8.2 15.0 2.8 5.8 
Labour productivity 2.9 6.0 5.4 11.3 2.6 4.2 
Unit cost of labour 0.7 1.7 1.2 - 2 . 0 1.6 3.8 
Unit value o f exports 2.1 0.7 — 1.3 - 0 . 2 1.5 1.2 
Vo lume of exports 4.6 8.2 18.1 16.3 3.5 10.7 

Table 4 

Italy Japan United 
Kingdom 

Federal 
Republic 

of 
Germany 

1953-60 

manufacturing 1.1" 0.9 
Labour productivity 1.4 6.1 
Export prices 1.0 4.1 

Wages and salaries 3.3 5.9 
Industrial production 5.5 4.9 
Number of persons employed in 

manufacturing Z.S î 0.4 
Labour productivity 2.6 4.4 
Export prices 1.5 2.0 

Wages and salaries 3.8 7.8 
Industrial production 4.2 6.2 
Labour productivity 2.9 6.0 
Unit cost of labour 0.7 1.7 
Unit value o f exports 2.1 0.7 
Vo lume of exports 4.6 8.2 

3.8 
9.0 

2.0 
6.9 

—2.0 

7.5 
6.5 

1.5 
5.0 

—0.5 

7.0 
8.2 
5.4 
1 .2 

— 1.3 
18.1 

1960-67 

1955-Í 

4.7 
14.0 

8.7 
4.9 

- 0 . 8 " 
—1.1= 

9.9 
1 2 . 6 

4.6 
7.6 

—0.7' ' 
- 0 . 6 » 

9.1 
15.0 
11.3 

- 2 . 0 
- 0 . 2 

16.3 

4.7 
3.3 

0.9 
2.4 
1.3 

4.2 
2.5 

0.6 
1.9 
1.9 

4.3 
2.8 
2.6 
1.6 
1.5 
3.5 

7.1 

5.3 
3.3 
0.6<J 
l.Oe 

8.0 
4.0 

0.3 
3.6 
0.3<i 
l.Oe 

8.1 
5.8 
4.2 
3.8 
1.2 

10.7 

SOURCE: 1953-1967: calculated directly f r o m data 
in International Monetary Fund, International Finan-
cial Statistics, Supplement to 1967-68, and February 
1969; 1955-68: G A T T , International Trade 1968. 
Figures f o r unit value and volume o f exports refer to 
manufactures. 

1 Number o f persons in the non-agricultural sector, 
b Unit value supplied by Ministry o f Finance. 
<= Unit value supplied by Bank o f Japan (Central 

B a n k ) . 
d Unit value. 
e Wholesale price index of export goods. 

It would therefore seem worth while to take 
a careful look at this process, in order to dis-
cover the main reason why Japanese goods 
became more competitive in world markets; 
this is the subject of chapter II. 

3. Changes in the composition of exports 

Japan changed the composition of its exports 
to suit the structure of world demand to a much 
greater extent than other countries, as noted 
above. The official Economic Survey of Japan 
1965-1966 shows that the composition of ex-
ports changed in the following way during the 
period 1955-1964: the goods for which world 
demand is growing most rapidly raised their 
share in Japan's total exports from 10 to 
26 per cent, while the goods for which world 
demand is growing comparatively rapidly raised 

their share from 9 to 15 per cent. In contrast, 
growing at a normal pace fell from 17 to 15 per 
the share of goods for which world demand is 
cent; the share of goods for which demand is 
growing slowly fell from 45 to 37 per cent; 
and the share of goods for which world demand 
is growing most slowly fell from 21 to 8 per 
cent. These changes in the composition of ex-
ports were very far-reaching, compared with 
those occurring in other industrialized coun-
tries (see table 5).® 

® Table 5 shows that the composition o f Japan's 
exports at the beginning o f the period under review 
was less favourable than that of the other industrial-
ized countries, since the bulk o f exports was made up 
o f goods f o r which world demand was growing slowly. 
This shortcoming, however, was rectified as Japan 
rapidly changed the composition o f exports to suit 
wor ld demand. A similar conclusion emerged f r o m 
the tentative analysis o f the period 1962-1967. 
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Table 5 

I N C R E A S E IN A N D C O M P O S I T I O N O F E X P O R T S O F M A N U F A C T U R E S 

Percentage Composition of exports of manufactures 
increase (percentage of total value of exports of manufactures) 

of exports —— 
of the Federal 

tMlZd Republic Kingdom Italy 
lountrt Gertany 
(1955-64) (1955-64) 

G o o d s for which world demand 
is growing most rapidly (in-
crease in exports over 170 
per cent) 210 16 23 10 26 21 24 17 21 18 31 

G o o d s for which world demand 
is growing comparatively 
rapidly (120-170 per c e n t ) . . 147 29 34 9 15 33 41 32 39 26 30 

G o o d s f o r which world demand 
is growing normally (87-120 
per cent) 94 14 13 17 15 16 13 15 14 22 15 

G o o d s for which world demand 
is growing slowly (50-87 per 
cent) 76 30 24 43 37 22 18 25 20 26 20 

G o o d s for which world demand 
is growing most slowly (less 
than 50 per cent) 21 10 6 21 8 7 4 12 6 8 4 

TOTAL 100 100 100 100 100 100 100 100 100 100 

SOURCE: Economic Planning Agency , Japan, Economic Survey of Japan, 1965-1966, page 84. 

United 
States 

(1955-64) 

17 

42 

13 

22 

7 

100 

25 

42 

12 

16 

5 

100 



Generally speaking, the manufactures for 
which world demand was highest were those 
produced by the heavy and chemicals industries, 
while those for which world demand declined 
came, with some exceptions, from light indus-
try. It can be seen that the composition of 
Japan's exports has kept precisely in step with 
the trends of world demand. As noted earlier, 
the share of textiles and food-stuffs in Japanese 
exports fell from 46 to 20 per cent, while that 

of machinery rose from 15 to 42 per cent over 
the period 1953-1967. 

This change in the structure of exports, 
which placed the emphasis on goods produced 
by heavy industry and the chemicals industry, 
is also closely associated with the process of 
rapid economic growth, since investment in 
these industries was comparatively greater and 
the structure of manufacturing changed radi-
cally, as noted below. 

Methodological note 

Let 
Xy be the value of exports of product i from country j in base year 
ry be the rate of increase of exports of product i from country / during the given 

period 
Xj be the total value of exports of country j in base year 
Tj be the rate of increase of total value of exports of country / 
Ti be the rate of increase of world exports of product i 
r be the rate of increase of world exports, 

in which case the export increment of country / during a given period may be expressed as 
follows: 

^ Tij X i j — ^ rij ' X ' i j 

= ^ (rj - r'y - rO (X„ - X'„ - Xy) 

where 1 r.j - 1 
X i j - = 1 r j 

2 X j j j r 'ij — 1 Tjj . , 
1 - r, • ' 

Tij 

I.e., 

RY X « = RXJ 

- X T i X y - r X j 

- ^ RJ ( X Y ' - X Y ) 

- I (r ' i j - r O X y 

(theoretical increment No. 1) 

(effect of the original compo-
sition of exports) 

(effect of the changes in struc-
ture of exports over the pe-
riod) 

(effect of increase in capacity 
to compete, assuming no 
change in original composi-
tion of exports) 
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- i ; (i-ií - rO ( X ' , Xij) (combined effect of increase in 
capacity to compete and 
changes in composition) 

^ Ti Xij is theoretical increment No. 2. The third term on the right side of the above equation 
can also be expressed as: 

V r .Xi j 
I 2 \1 

^ r , - n 

CHAPTER II 

J A P A N ' S R A P I D E C O N O M I C G R O W T H A N D S O A R I N G E X P O R T S 

A . A BRIEF SUMMARY OF JAPAN'S 
ECONOMIC GROWTH 

Chapter I dealt with the evolution of Japan's 
capacity to compete and the structural change 
in its exports, which are closely related to that 
country's rapid economic growth. 

Several factors have combined to accelerate 
growth, and this process has been called a 
"virtuous circle".'' It is not easy to determine 
which was the key factor, however, since they 
are all interrelated; but one cumulative factor 
stands out, i.e., intensive investment in the 
dynamic industries. Econometric studies would, 
of course, have to be undertaken in order to 
quantify the precise role played by this factor, 
but it may be considered a key factor in any 
economic development process and it is directly 
related to Japan's exceptional economic growth. 

In fact, gross investment (fixed capital for-
mation and amortization) has accounted for an 
average of approximately 35 per cent—and 
sometimes as much as 40 per cent—of the 
gross national product over the past twelve 
years, compared with an average of 20 to 
25 per cent in other countries and 17 per cent 
in the United States and the United Kingdom. 
There is a striking correlation between invest-
ment and the rate of economic growth in the 
different countries. While the cumulative annual 

J This term was used by Mr. Saburo Okita, former 
Director of Japan's Economic Planning Agency, in 
his study entitled Cause and Problems of Rapid Eco-
nomic Growth in Postwar Japan (Tokyo , Japan Eco -
nomic Research Centre, March 1967) , but not in 
exactly the same sense as it is used in the present 
study. 

growth rate of Japan's gross national product 
was 10 per cent, in the other industrialized 
countries it ranged between those recorded in 
Japan and the United Kingdom, in almost per-
fect correlation with average investment in the 
countries concerned. Therefore, Japan's high 
rate of investment is a key factor of its out-
standing economic growth (see table 6). 

How was the necessary capital obtained to 
make this investment possible? As stated below, 
foreign capital has not played a basic role in 
Japan and the main source of investment has 
always been saving at the different levels of 
its economy: by enterprises, by private persons 
and by the Government. At all these levels 
saving was very high in comparison with that 
of other industrialized countries. Saving of 
private persons and enterprises accounted for 
the largest share of gross national saving, i.e., 
30 and 50 per cent respectively, although the 
latter is not really so high since a large part 
of it comes under the head of amortization. In 
any case, the high investment rate of enter-
prises was financed by: (a) their own net 
saving; (ib) saving under the head of amortiza-
tion; (c) personal saving by means of com-
mercial bank loans; and (d) public financing. 

Consideration wñl be given first to the fac-
tors responsible for the huge volume of per-
sonal saving. In Japan saving constituted over 
20 per cent of disposable personal income, as 
against 10 per cent or even less in other coun-
tries. Since saving is the difference between 
income and consumption, any increase in saving 
is due either to the rapid growth of disposable 
income or the slow growth of consumption. 
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Table 6 

D E V E L O P E D C O U N T R I E S : I N V E S T M E N T A N D E C O N O M I C G R O W T H R A T E 

Gross national product (thousands ^tiv^mnuafgi^vM catital Composition of national saving 
of million of dollars rate of the gross formation (percentages of the gross 
at current pnces) national product as a per- national Pfoduct, 1956-1963) 

centage — 

Nominal Real %*ost Amortisa- Net Net 
1957 1966 19Ó8' increase, increase, national , ffowrji-

1957-1966 1957-1966 product, "f fi^/^ of enter- ment 
1956-1963 capital pnsei saving saving 

United States 447.9 756.5 836.4 6.0 4.3 17 10 2 5 2 

Japan 31.4 102.7 132.9 14.5 10.2 34 11 5 11 1 

Federal Republic o f Germany 51.5 119.6 125.7 10.4 6.2 25 9 2 9 7 

United Kingdom 62.3 105.1 120.0 6.1 3.4 17 8 5 3 2 

France 42.5 101.9 112.2 8.6 5.3 21 9 3 5 3 
' ^ ' 

Italy 27.3 61.5 72.0 10.0 5.8 23 9 11 3 

SouftCE: Data on the gross national product and its growth rate: p. 60; data on investment and saving: Economic Survey of Japan, 1965-
Japan's Economic Planning Agency , Economic Survey of Japan, 1967-1968, 1966, p. 55. 

a Estimates. 
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Both factors were present in Japan. As regards 
the slow increase in consumption, it must be 
made clear that, apart from non-economic 
reasons such as the traditional habit of saving 
influenced by Confucianism, the Japanese were 
accustomed to a very low and even frugal level 
of living, which declined even further during 
the Second World War and the post-war period. 
It was not until seven or eight years after the 
cessation of hostilities—about 1953—^that 
Japan regained its pre-war level of living. More-
over, over the last fourteen years of the period 
(1953-67) under consideration, there was a 
more rapid increase in wages and salaries in 
Japan than in other industrialized countries, 
except the Federal Republic of Germany. Other 
factors, such as the special system for the 
payment of wages and salaries and the inade-
quate social security system,® have also con-
tributed to the high percentage of personal sav-
ing, converted through the commercial banks 
into industrial investment. 

Saving by enterprises may be ascribed to the 
difference between the growth rates of producti-
vity and of wages, and to the resulting increase 
in the company's profits, which are ploughed 
back on an increasingly large scale. Suffice it 
to say that, while in 1967 tiie wage index, in 
real terms, was 173 per cent in relation to the 
base year 1955 (that is, a cumulative annual 
growth of 4.7 per cent) in enterprises employ-
ing more than thirty workers, the productivity 
index was 229 per cent (an annual growth of 
7.2 per cent).® Clearly, this difference enabled 

8 The Japanese Government and enterprises, almost 
without exception, use a system of bonuses equal to 
at least three months' salary or wages, which are paid 
in June and December. These bonuses vary according 
to the companies' yearly profits. A proportion of the 
wage and salary increases is made up of these bo -
nuses, which are usually saved, since wage-earners are 
accustomed to living on their monthly earnings; these 
savings constitute 60 per cent of total personal saving. 
In essence, however, the high level of saving is not 
necessarily attributable to this system. 

® The productivity index was calculated by divid-
ing the manufacturing output index (provided by the 
Ministry of International Trade and Industry) by the 
index for the number of workers of manufacturing 
enterprises employing more than thirty persons (pro-
vided by the Ministry of Labour) . Another produc-
tivity index can be calculated on the basis of surveys 
conducted by the Ministry of Labour, by using the 
number of man-hours required to obtain the same 
output in the principal manufacturing industries. The 
index thus calculated was 248 per cent in 1966 in 
relation to 1955. The wage index also refers to work-
ers in enterprises with more than thirty workers. The 
above productivity and wage indexes differ f rom those 
in tables 4 and 10, which relate to manufacturing as 
a whole. In Japan, as stated below, there are quite a 
number of enterprises with fewer than twenty-nine 

enterprises, particularly the larger ones, not 
only to reduce the prices of products they 
manufactured—particularly for export—^but 
also to obtain considerably higher profits, which 
made it possible for them to achieve high rates 
of amortization and net saving. This in turn, 
together with personal saving, constituted one 
of the principal sources of the rapidly increas-
ing investment to which the productivity in-
crease was largely due. Thus the circle is com-
pleted, since the high investment rate makes 
for an increase in productivity, which boosts 
saving of both enterprises and private persons 
owing to the slower rise in wages and the still 
more sluggish growth of consumption. These 
two types of saving constitute a source of 
additional investment which again raises pro-
ductivity. 

The difference between the growth rate of 
productivity and that of wages was unquestion-
ably due primarily to the plentiful supply of 
labour and the special employment system in 
force in Japan and, secondly, to the great 
technological progress made. 

At the end of the Second World War, Japan's 
population increased rapidly as a result of: 
(a) the repatriation of soldiers and of emigrants 
from former colonies and territories occupied 
by the Japanese armed forces; and (b), the 
high birth-rate recorded in the first five years 
after the war, a period known as the "baby 
boom".^^ Consequently, m the early post-war 
years the heavy pressure of labour kept wages 
down. Most important, however, is the fact 
that later on, when the great economic boom 
arrived, there was a young and efficient labour 
force of substantial size which was paid fairly 
low wages in relation to the level of produc-
tivity, because of Japan's special system of 
employment {shushinkoyosei) under which life 

workers, the proportion in 1966 being 33.6 per cent. 
In these small enterprises there was not much differ-
ence betwen the increase in wages and the increase in 
productivity. For further details, see chapter IV. The 
foregoing analysis relates mainly to enterprises with 
over thirty workers. Nevertheless, table 4 also shows 
a larger increase in productivity than in wages in the 
period 1955-1968. (Source: Bureau of Statistics, OfSce 
of the Prime Minister, Monthly Statistics of Japan: 
and Bank of Japan, Economic Statistics of Japan, 
several issues.) 

Today Japan is one of the countries with the 
slowest population growth in the world, the average 
annual rate being barely 1.1 per cent f rom 1955 to 
1967, in contrast to the high rates recorded in the 
early post-war years. From 3.4 per cent in 1947 it 
dropped steeply to 2.8 per cent in 1948, 1.9 per cent 
in 1950 and 1.7 per cent in 1952. This decline was 
due partly to Japan's family planning campaign, but 
this was soon replaced by independent economic rea-
sons arising from its economic and social progress. 
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contracts are extended, with wage scales based 
on age or seniority rather than efficiency. 

Another factor was also highly favourable 
to the industrial sector. During the economic 
boom much of Japan's agricultural manpower 
shifted to industry. In 1955, 16 million eco-
nomically active persons were engaged in agri-
culture; this is slightly higher than the pre-war 
figure, and it represented 41 per cent of the 
total economically active population, while the 
secondary sector absorbed 23 per cent, of 
which 19 per cent was employed in manufactur-
ing. The structure changed radically in the next 
twelve years. By 1967 the secondary sector was 
employing 34 per cent, manufacturing 26 per 
cent, and agriculture only 20 per cent. I^is 
change involved a large-scale shift of workers 
from agriculture to other sectors—particularly 
industry, which was able to keep wages at a 
relatively low level in relation to the increase 
in productivity. 

Moreover, the growth of Japan's labour 
productivity far outstripped that of average 
investment in industry per worker, thanks to 
the great technological progress achieved 
through the introduction of foreign techniques. 
In a country which has a lower level of tech-
nology than others, it is obviously cheaper to 
introduce foreign methods for increasing pro-
ductivity than to devise new ones. 

There was a wide technological gap between 
Japan and the United States and Europe at the 
end of the Second World War, in spite of 
Japan's highly skilled manpower resources. As 
stated later in this study, Japan's ability to 
absorb up-to-date techniques, adapt them to 
local conditions and improve them enabled it 

to boost its productivity very rapidly (see 
table 7) . 

The combined effect of all these factors was 
a slower increase in wages and salaries^^ than 
in productivity, and a considerable amount of 
savings in the hands of enterprises which could 
be converted into additional investment. Never-
theless, the annual rate at which the level of 
wages rose in manufacturing was faster in 
Japan than in any other industriahzed country 
except the Federal Republic of Germany (see 
table 4) . In other words, the increase in pro-
ductivity in Japan was such that it was possible 
to raise wages considerably while still leaving 
enterprises a sufficient margin for an appreci-
able increase in their profits and gross saving. 
The most important fact is that the effect of 
the increase in productivity on both wages and 
profits was to increase investment, which 
stepped up industrial productivity, thus consti-
tuting a cumulative process of investment and 
productivity. The high rate of investment and 
still faster growth of productivity are, in this 
sense, the key factors of Japan's accelerated 
economic development. 

For a long time, productivity mcreased more 
rapidly in Japan than in any other industrialized 
country, reaching a general level of 11.3 per 
cent in manufacturing between 1955 and 1968, 

11 In Japan, trade unions are organized at the 
enterprise level. This is a different system f r o m that 
f o l l owed in other industrialized countries, where trade 
unions are organized according to the profession or 
type o f work. This fact, coupled with its relatively 
plentiful manpower, may well have reduced the bar-
gaining power o f Japanese trade unions in comparison 
with those existing in other countries, although after 
the war three important laws were passed improving 
the workers' conditions. 

Table 7 

I N D U S T R I A L I Z E D C O U N T R I E S : C O N T R I B U T I O N O F T E C H N O L O G I C A L 
P R O G R E S S T O T H E I N C R E A S E I N P R O D U C T I V I T Y 

(Cumulative annual rates) 

. ^ United Untied 
Sftes Kingdom 

(1955-66) ri955-64i (1955-64) 

Federal 
Republic 
of Ger-
many 

(1955-64) 

Increase in labour productivity 9.4 3.5 2.9 5.6 
(a) Contribution o f increase in capital 

per worker 5.2 L6 L3 3.5 
(b) Contribution of technlogical pro -

gress 4.1 2.0 1.6 2.2 

SOURCE: Economic Planning Agency, Economic Survey of Japan, 1966-1967. 
Calculated on the basis o f the Cobb-Douglas production function. 



compared with 2.9 per cent in the United 
States, 2.6 per cent in the United Kingdom, 
4.2 per cent in the Federal Republic of Ger-
many and 5.4 per cent in Italy (see table 4 ) . 

It must be underlined that some of the fac-
tors mentioned above, such as Japan's plentiful 
labour supply, the rapid shift of manpower 
from other sectors to manufacturing and the 
high rate of personal saving, were not decisive 
but complementary factors. The crux of the 
matter is that there was heavy investment in 
those productive activities, particularly heavy 
industries and chemicals, which offered the best 
chance of raising productivity, and this resulted 
in a cumulative process of investment and in-
creasing productivity. 

Although the abundance of manpower did 
actually help prevent wages from rising as fast 
as productivity, it would not by itself have been 
a positive factor. Many countries have plenty 
of manpower or overt or disguised unemploy-
ment, but this is not a positive factor, for want 
of investment to step up productivity. 

Furthermore, although the shift of man-
power from agriculture to industry helped to 
make labour plentiful, this shift was possible 
only because manufacturing was able to ab-
sorb the influx of labour; otherwise, this shift 
either would not have taken place at all or 
would have been towards other sectors, such 
as services or public administration, as happens 
in some countries.^ It must be recalled that 
for the past fourteen years (1953-1967) the 
cumulative annual rate of increase in the num-
ber of industrial workers in Japan has always 
been higher (6.6 per cent) than in other indus-
trialized countries (see table 4) . 

Moreover, personal saving would not have 
increased in absolute terms if income had not 
risen, and this, in turn, would not have been 
possible without the growth of productivity. 

The above process also brought about a 
radical change in the structure of manufacturing 
production, shifting emphasis to heavy industry 
and chemicals. 

12 It should be noted too, that in spite of the abso-
lute reduction from 16 million to 10 million in the 
economically active rural population, Japan's agricul-
tural production grew faster than its total population 
— b y 55 per cent compared with 17 per cent—be-
tween the periods 1950-52 and 1965-67 (agricultural 
output regained its pre-war level in the years 1950-52, 
that is, before manufacturing production). Although 
the evolution of agriculture was not so striking as 
that of manufacturing, had it not been f o r the in-
crease in agricultural output, f o o d imports might 
have caused balance-of-payments difficulties. 

Hie high rate of investment which has ranged 
from 30 to 40 per cent of the gross national 
product over the last fifteen years, already 
indicates the existence of a huge domestic 
demand for capital goods and intermediate in-
dustrial products, i.e., the products of heavy 
industry and the chemicals industry. Demand 
for durable consumer goods also soared as a 
result of the upswing in the level of personal 
income in the niid-1950s. External demand 
for these ¿cods, and particularly for certain 
items, was also considerable. 

In response to heavier demand, these indus-
tries took full advantage of the cumulative 
process of investment and productivity growth. 
Although productivity continued to increase 
faster than wages in Üie manufacturing sector 
as a whole over a considerable period, parti-
cularly in the 1950s, the cumulative process 
was particularly intense in the heavy and chemi-
cal industries, whose productivity increased 
enormously thanks to the use of new tech-
niques, their larger scale of production and the 
internal and external economies they were 
a:ble to achieve. This enabled them to make 
even larger investments, since the increase in 
wages was the same as in manufacturing in gen-
eral. In other words, the "virtuous circle" oper-
ated more intensively in these industries. 

This accounts for the marked differences in 
the productivity growth rates in the various 
sectors. Figure I shows that manpower produc-
tivity in the textile industry increased by less 
than 230 per cent from 1955 to 1965, com-
pared with 300 per cent in the heavy and 
chemical industries, in which investment also 
rose much more rapidly. The share of the 
machine-producing industry in total investment 
in manufacturing increased from 14.5 to 25.3 
per cent, and that of the chemical industry 
from 16.5 to 18.6 per cent between 1954 and 
1964, while that of the textile industry declined 
from 12 per cent to 6.8 per cent. The struc-
ture of industrial production changed radically 
as a result of these disparities (see table 8). 

To sum up, the Japanese economic devel-
opment process was such that it permitted in-
tensive investment on a cumulative basis and 
brought about a radical change in the structure 
of manufacturing production, shifting the em-
phasis to heavy industry and the chemical in-
dustry. Both government policy and the efforts 
of the private sector directed and intensified 
this general process, and encouraged invest-
ment in heavy industry and the chemical sector 
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Figure I 

JAPAN: INCREASE IN P R O D U C T I V I T Y , I N V E S T M E N T , P R O D U C T I O N A N D EXPORTS, 
B Y I N D U S T R Y , 1955-1965 

Percentoge increose (1955 = I 0 0 ) 

Product iv i ty 

Investment 

Prod uct ion 

100 5 0 0 700 

E X P L A N A T O R Y N O T E 

1100 1200 
Exports 

1 Pulp and paper 
2 Textiles 
3 Non-ferrous metals 
4 Food-stuifs 
5 Glass, ceramic products and 

porcelain. 

6 Made-up textile goods 
7 Chemical products 
8 Iron and steel 
9 Metal manufactures 

10 Industrial machinery 
11 Transport equipment 

SOURCE: Ministry of International Trade and Industry, Official report 
on foreign trade, 1967, Tokyo (printed in Japanese). 

in particular. In other words, full operation of 
the "virtuous circle" is not a simple natural 
process; it was due to the efforts of the public 
and private sectors, as will be seen from the 
following chapter. 

B. ECONOMIC DEVELOPMENT AND THE 
GROWTH OF EXPORTS 

The cumulative growth of investment and 
productivity made for an extraordinary in-
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Table 16 
J A P A N : C H A N G E S IN T H E S T R U C T U R E O F M A N U F A C T U R I N G 

P R O D U C T I O N 

(Percentage share of value added) 

1955 I960 1965 

Total 100.0 100.0 100.0 
Food-stuffs - 10.67 8.11 9.30 
Textiles (including made-up textile 

goods) 14.74 10.21 7.67 
Furniture and wood products 3.90 3.52 3.97 
Paper and printing . 10.08 7.69 8.23 
Leather and rubber 2.35 2.11 1.99 
Chemicals and petroleum products . . . . 16.01 12.79 14.19 
Glass, ceramic products and porcelain . . 5.50 4.68 4.67 
Simply-worked metals 11.99 11.97 9.62 
Metal manufactures and machinery in 

general 9.98 14.92 15.14 
Electrical machinery 5.47 10.63 9.63 
Transport equipment 5.93 9.45 9.53 
Other manufactures 3.38 3.92 6.06 

SOURCE: Ministry o f International Trade and Industry, Official report on foreign 
trade, 1967, Tokyo (printed in Japanese). 

crease in exports. The two factors mainly 
responsible for the growth of exports have 
already been dealt with in chapter I: the in-
crease in the capacity to compete and the shift 
in the structure of exports towards products 
for which there was a rapidly growing world 
demand. It is precisely these two factors which 
are the natural result of the above process. 

First, there is no doubt that the factor which 
was decisive in increasing competitiveness was 
the growth of productivity achieved through 
the "virtuous circle", although the steps taken 
to improve the products and ensure quality con-
trol, which are referred to later in this study, 
also helped. The low wage levels in absolute 
terms were not important in this context, 
although they did initially have some influence, 
particularly at the end of the Second World 
War, for the cost of labour is not enough, by 
itself, to explain the steady reduction in export 
prices. 

Secondly, it is understandable that the bias 
in the structure of production should have 
been increasingly towards products of the heavy 
industries, the chemical industry and those 
using a high level of technology, on account of 
the high rate of investment in those industries 
beginning in the mid-1950s which enabled 
them to step up their productivity. Needless to 
say, the more rapid growth of productivity in 
the heavy and chemical industries also helped 

to reduce the export prices of their products 
and to increase their capacity to compete much 
more than was the case for other manufac-
tures. 

Moreover, the important point is that these 
are precisely the products for which world 
demand has been heaviest over the past fifteen 
years. The Economic Survey of Japan, 1965-
1966, summarized ÍQ table 9, shows that the 
products for which world demand is growing 
most rapidly are manufactured by industries in 
which investment is highest (31 per cent an-
nually over the period 1955-1964). Investment 
in industries manufacturing products for which 
world demand is growing comparatively rapidly 
(but not at the maximum rate) rose 26 per 
cent annually, followed by investment in in-
dustries for whose products world demand is 
growing normally (25 per cent), slowly (18 
per cent) and most slowly (15 per cent). 
Therefore, these investments, which varied in 
intensity according to the trend of world de-
mand, resulted in the differences in the rates 
of growth of productivity, and consequently in 
the capacity to compete (see figure I). In 
short, investment stood at the highest level in 
those industries for whose products world 
demand was increasing most rapidly, which 
therefore achieved the highest level of produc-
tivity and were most competitive, with the result 
that they achieved the largest increase in ex-
ports (see table 10). 
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Table 9 

J A P A N : I N D U S T R I A L I N V E S T M E N T A N D I N C R E A S E I N P R O D U C T I V I T Y A N D E X P O R T S 

{Cumulative annual growth rates) 

Classification of industries 
by rate of growth of world 

demand in 1955-64'' 
Expofts 

Investment in industrial 
equipment 

1955-60 1960-64 1955-64 1955-60 1960-64 1955-64 

Produc-
tivity 

1955-64 

Industries manufacturing: 
Products f or which world demand is growing most 

slowly 5 - 8 1 17 12 15 8.0 
Products f or which world demand is growing 

slowly 12 5 9 27 8 18 8.6 
Products f or which world demand is growing 

normally 15 17 16 41 8 25 9.8. 
Products f or which world demand is growing 

comparatively rapidly 27 19 23 36 15 26 10.8 
Products f or which world demand is growing 

most rapidly 51 26 39 41 20 31 10.4 

SOURCE: Economic Planning Agency , Economic Survey of Japan, 1965-1966, pp. 84-86, with slight adaptations, 
a The definition of industries is the same as that used in table 5. 
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Table 16 

J A P A N : P R O D U C T I O N , P R O D U C T I V I T Y A N D C O S T , A N D Í E X P O R T S , B Y I N D U S T R Y , 1955-1968 

{Cumulative annual growth nates) 

Manufacturing 
as a whole Textiles Chemicals Iron and 

steel 

Machinery, 
excluding 
electrical 

machinery 

Electrical 
machinery 

Transport 
equipment 

Production 

1955 -61 17.5 9 .7 14.9 19.4 24 .6 40 .9 25.4 

1 9 6 1 - 6 5 9 .9 7 .6 12.0 9 . 5 7 . 4 8 .9 18.6 

1965 -68 17.1 8.3 15.3 19.0 2 4 . 8 30 .0 21 .0 
1955-68 i5.a 8.7 14J 16.2: 1.9.1 27.9 22.4 

Labour productivity 

1955 -61 11.8 
1 9 6 1 - 6 5 7 .8 7 .4 14.7 9.4: 8 .2 
1965-68A 15.6 9 .2 18.0 16.8 21 .9 
1955-68 11.3 

Wages and salaries 

1 9 5 5 - 6 1 6 .9 7 .8 7 .4 9 .3 5 .2 7.3 
1 9 6 1 - 6 5 9 .1 9 . 8 9.1 7.3 8 .7 8 .4 8 .0 
1 9 6 5 - 6 8 13.5 12:7 12.5 14.2 15.8 16.0 12.2 
1955-68 9.1 9.5 9.1 10.6 8.6 8.6 > 

Unit cost of manpower 

1 9 5 5 - 6 1 - 4 . 4 
1 9 6 1 - 6 5 1.2 2.2 — 4 . 3 — 3 . 0 0 .1 
1965-68A — 1 . 8 3 .2 — 4 . 7 — 2 . 3 — 5 . 8 
1955-68 -2.0 

Unit value of exports 

1 9 5 5 - 6 1 0.1 - 0 . 1 — 4 . 8 — 0 . 1 2 . 0 
1 9 6 1 - 6 5 - 1 . 6 — 0 . 4 - 2 . 4 — 2 . 8 — 5 . 2 
1965 -68 1.0 0 . 2 - 6 . 5 — 0 . 5 1.8 
1955-68 —0.2 —0.1 —4.5 —1.0 -0.3 

Volume of exports 

1955 -61 13.5 7 .6 17.4 3.8 2 5 . 6 
1 9 6 1 - 6 5 21 .7 8 .5 31 .4 4 0 . 4 3 1 . 6 
1965 -68 15.0 7 .5 21 .7 10.5 20 .8 
1955-68 16.3 7.8 22.5 15.6 26.2 

SOURCE: G A T T , International Trade 1968. 
" p r e l i m i n a r y data. 

In conclusion, the two factors mainly respon-
sible for the growth of exports—^the change in 
their structure and the increase in their capa-
city to compete—^were not two separate fac-
tors. The greatest increase in competitiveness 
was observable in the products of the heavy 
and chemical industries, in line with the trend 

in world demand; these exports therefore 
expanded most rapidly both in absolute 
terms and in relation to total exports, 
which meant a change in the structure of 
exports in accordance with world demand. 
This analysis is summarized in the following 
diagram. 
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CHAPTER I I I 

EXPORT EXPANSION POLICIES 

A . GENERAL REMARKS 

Now that the factors that were conducive to 
a high rate of investment have been examined 
and we have seen how the accelerating mecha-
nism worked, it is time to look at the policy 
of the Japanese Government which, together 
with the efforts of the private sector, was re-
sponsible for initiating and directing the 
process. 

The first point which should be emphasized 
is the fundamental importance of the basic 
criterion adopted by the Japanese Government 
in handling an economic system founded on 
the principle of free private enterprises in a 
domestic market protected from outside com-
petition and in guiding it gradually and steadily 
towards planned liberalization. Keen domestic 
competition, combined with a technological gap 
between Japan and Europe and the United 
States, encouraged Japanese firms to introduce 
technological innovations and increase pro-
ductivity, the process being accelerated by the 
planned and continuous introduction of foreign 
competition. 

A free and highly competitive market came 
into being with the disbanding of the zaibatsu^^ 
and the subsequent passing of anti-trust laws 
and the setting up of an anti-trust committee. 
Although the Government was repeatedly called 
upon to take steps to reduce excessive competi-
tion, by restricting production, stabilizing 
prices, etc., and new financial consortia called 
keiretsu grew up, the important factor was that 
the Government ensured fair and equal treat-
ment for individual enterprises and for large 
consortia, both as regards industrial policy as 
a whole and as regards financing, technological 
innovations, imports, etc., without allowing to 
stop competing with each other or permitting 
a single firm, or group of firms, to dominate an 
industry. Moreover, since the Government pro-
gressively introduced foreign competition into 
the domestic market as Japanese enterprises 
became more and more competitive, the latter 
found themselves obliged to continue making 
efforts to increase productivity by means of a 

higher rate of investment and the application 
of technological innovations. 

Technologically, Japan was very far behind 
Europe and the United States. In the years pre-
ceding the Second World War and throughout 
the war itself, Japan was largely cut off from 
the cultural and scientific influence of the 
western world and the Government even pro-
hibited the teaching of English and the use of 
words of western origin. In addition, a large 
proportion of the scientific and technical poten-
tial was mobilized for the production of raw 
materials and weapons. During this period, 
Japan naturally lagged behind the other indus-
trialized countries in terms of scientific pro-
gress. 

The absorption of foreign technology took 
place during the post-war years and resulted in 
the speedy elimination of the technological 
and scientific gap already referred to, thanks to 
the competition among enterprises which gave 
rise to a high rate of fixed capital investment. 

The process was speeded up still further by 
the appearance of new financial consortia 
known as keiretsu.^^ Competition between dif-
ferent enterprises gave way to competition 
between keiretsu, which was all the fiercer be-
cause each one possesses its own bank, capable 
of mobilizing a considerable volume of personal 
savings for financing investment by the enter-
prise in the group. 

Competition increased around the middle of 
the 1950s, when there was a boom in the 
Japanese economy which was connected with 
this same process; there were a number of 
reasons for this: (a) the end of the period of 
occupation by foreign armed forces, which en-
abled almost all sectors to develop more freely; 
(&) a return to levels of production and con-
sumption conducive to personal saving, which 
in turn made it possible to finance industrial 
investment; (c) the expansion of exports and, 
as a result, greater capacity to import materials 
and capital goods in much larger quantities 
than befnre. 

iSZalbatsu was the name given to large financial 
consortia founded during the period following the 
restoration of the Meiji and owned by a small group 
of families. Major industries usually belonged to one 
of the five great zaibatsu. 

Although the keiretsu stems f rom the zaibatsu, 
its present function is quite difi^erent. The enterprises 
belonging to a keiretsu work in co-ordination with 
each other but they have great freedom of action. See, 
f o r example, Yoshikazu Miyazaki, "Rapid Economic 
Growth in Post-war Japan", Developing Economies, 
Tokyo , June 1967. 
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It was then for the Government to take 
steps to guide the process, particularly the 
rate and range of investment, so as to develop 
the economy along optimum lines and to give 
it the broadest possible scope on a free enter-
prise basis. 

The channelling of investment was achieved 
through a comprehensive industrial policy which 
found its expression in indicative plans, laws 
and regulations, and in co-ordinated action be-
tween the State and the private sector, 
supported by adequate State financing, tax 
incentives, measures related to technological 
innovations, etc. Furthermore, the main aims 
of trade policy were the protection of national 
production against foreign competition, its 
gradual and selective liberalization, and the 
promotion of exports. 

B . INDUSTRIAL POLICY AND THE ORIENTATION 
OF INDUSTRIAL INVESTMENT 

In its industrial policy, the Japanese Gov-
ernment has given increasing importance to 
the heavy and chemical industries and, gen-
erally speaking, to all industries that require 
a high degree of technological development 
and seem most promising in terms of foreign 
and domestic demand for their products. This 
was not the case, however, for the five years 
following the Second World War, when the 
objective of industrial policy was to achieve an 
adequate supply of such basic requirements as 
electric power, coal, steel, maritime transport, 
etc. This policy was known as Top Priority 
Production Programme. 

At the end of this period, there was a change 
in industrial policy, which was then aimed at 
promoting the development of the heavy and 
chemical industries and the introduction of 
technological innovations, though this only ap-
plied to a limited number of industries, as the 
Government came up against several adverse 
factors, such as lack of capital and foreign 
currency. Without policy of this kind, however, 
it would have been impossible to provide the 
other industrial sectors, at low cost, with the 
principal inputs which were the starting point 
of the general industrial boom that was to take 
place some five years later (around 1955). 

In devoting its attention primarily to the 
industries needed to provide basic inputs for the 
heavy and chemical industries, the Government 
was aware that extensive investment in this field 
would indirectly affect allied industries. For 
example, investment in electric power supply 
not only lowered the cost of electricity for all 

industries but also generated a great demand 
for the materials required for power produc-
tion; similarly, investment in maritime transport 
increased the demand for steel. 

This policy was applied through five-year 
rationalization plans which covered the pro-
duction of steel, coal, electric power, am-
monium sulphate and synthetic fibres and was 
largely financed by the Development Bank of 
Japan; the result was that industries were able 
to introduce advanced high-productivity tech-
niques. During this period, rationalization was 
responsible for providing an almost complete 
solution to the problem of the high cost of sup-
plying steel and power which had previously 
made it difficult for Japanese manufactures to 
compete on foreign markets, despite an attempt 
to remedy the situation by means of a system 
of multiple exchange rates and subsidies. The 
success of these steps can be measured by the 
fact that, in 1955, at the end of the first five-
year plan for steel production, steel ousted 
cotton fabrics from their position as Japan's 
major export. Another industry that benefited 
greatly from cheap supply of basic inputs 
was shipbuilding, which, after rationalization, 
began to operate on a more competitive basis 
in the world market. 

Around 1955, the Government abandoned 
its policy of concentrating resources on a limited 
number of basic industries in favour of a more 
extensive industrial investment policy covering 
a wide range of heavy, chemical and other 
industries employing advanced technology 
whose products showed most promise in terms 
of domestic and foreign demand. This change 
in industrial policy was possible not only 
because the basic industries had already been 
rationalized but because they could now rely 
on more domestic and foreign resources owing 
to the availability of relatively abundant sup-
ply of foreign currency following the export 
expansion of the previous period; this meant 
that Japan could now import both highly ad-
vanced equipment and technology and the raw 
materials required by the wide range of devel-
oping industries. Furthermore, having reached 
a higher level of consumption in real terms 
than before the war, the Japanese were in a 
position to effect considerable personal savings, 
which they invested in the industries already 
mentioned. 

Under the five-year plan drawn up in 1955 
—the first to be adopted officially—^the moder-
nization of export industries was set as the 
chief goal of industrial policy; machinery, 
chemical products and synthetic textiles were 
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designated as "promising" industries; for which 
lon^-ternr, low-interest loans were; to be pro-
vided. Later,, the- Doubling: National Income 
Plan which became effective- from 1Í960 de-
clared the manufacturing industry to be tiie 
leading sector for development, whüe empha-
sizing the growth of heavy and chemical indus^ 
tries as a "strategic" sector. It waŝ  decided that, 
the Government could provide various induce-
ments for these industries ia the form of tax 
exemptionSj supplementary investment, throu^-
State institutioiEs and other legislative mea-
sures.. The platt also assumed a 10 per cent 
average annual increase in exports as; the 
minimum, required to offset the expected rise 
in importŝ  as a result of their libeTalization. 
An. official document explaining how the liber-
alization policy was to be applied was also' 
published in 1960. 

In order to carry out the industrial policy 
enshrined in the economic plans, a series of: 
legislative measures were adopted around 1955' 
to promote specially important industries and:̂  
a. bill was. passed in 1952 in support of the* 
rationahzation of the- manufacturings, industry 
as a whole. The 1956 Machine Industries De-
velopment Law and Electronic: Industry Devel^ 
opment Law provided for co-ordinated actiom 
under the auspices of the Ministry of later-
national Trade and Industry (MITI) so as to 
achieve the objectives set by the Government 
and authorized, the waiving of anti-trust laws 
wherever necessary. As regards the petro-
chemical industry, MITI laid down a series of 
measures for its development in 1955 and 
announced: further steps ta promote synthetic 
fibres and resins. Development laws were also» 
introduced for two new industries, synthetic 
rubber and aircraft,,̂ ® which required special 
measures. 

In addition, plans for rationahzmg the basic 
industries continued into a second five-year 
period (the second five-year plan for the; ration-
alization of steel industry and electric power 
production was introduced in 1956). 

In contrast with the positive measures taken 
on behalf of the priority industries, those with 
less promising prospects were left to one side; 
in certain cases steps were even taken to slow 
down or reduce output, as in the case of 
textiles, which came under a law passed in 

15 Aircraft production reached a very high level in 
Japan during the pre-war years, when maximum an-
nual output was 250,000 units, and the industry em-
ployed 800,000 workers. However, for seven years 
after the war the occupying forces prohibited the 
manufacture of aircraft. 

1956 immobilizing and eliminating a great 
deal of equipment. 

Export expansion laws were also introduced 
during this period, such as the law on exports 
and the exports inspection law while a light 
inachinery export promotion law was likewise 
adopted which favoured the products in which 
there were the best prospects for demand for 
export at the beginning of the period and 
which placed Japan: in a better position to 
compete; radios, television sets, motor cycles, 
sewing-machines, watches, photographic equipi-
ment, light precision instruments, optical ap-
paratus, etc. 

All these measures for the development 
and orientation of industrial investment—de-
scribed in greater detail below—were co-or-
dinated to fit in with the general lines of the 
above-mentioned industrial policy. A typical 
example of this policy of co-ordination was 
the official' approval of purchasing contracts for 
foreign patents coupled, inter alia, with a recom-
mendatioathat the development Bank of Japan 
should provide financial assistance, the con-
cession of import quotas for the necessary 
materials and machinery and,, in certain cases, 
protection, from foreign competition. Commer-
cial banks also gave preferential financial treat-
ment to the production and commercialization 
of products manufactured on- the basis of 
approved foreign patents. 

Thanks to this intensive use of all available 
measures, technology,, capital and imported 
materials and equipment were concentrated 
in the priority industries.. 

In practice, the direction industrialization 
took was determined not only by granting 
authorizations and permits along the lines 
already mentioned but also by means of count-
less suggestions, recommendations and pieces 
of advice proffered within the framework of 
the official plans and programmes. While these 
did not in any way place private enterprise 
under a legal obligation, they were accepted 
by it by virtue of its traditionally close co-
operation with the Government. The main 
channel for this collaboration was the com-
mittees and permanent boards—of which there 
were over three hundred—set up in various 
branches of industry to study the guidelines 
of the industrial policy sector by sector and 
to estabhsh a basis for the co-ordination of 
State and private action. These Government-
sponsored committees comprise representatives 
of the major enterprises along with various ex-
perts and Government officials and are capped 
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by a supreme body known as the Industrial 
Structure Council. The chief enterprises usually 
adopt important decisions only after prior con-
sultation with the Government.!® 

The importance of this system of co-ordina-
tion between the private sector and the State 
was reflected in a Government bill" for the 
development of specially important industries 
which was aimed at institutionalizing the system 
for reasons of maximum efficiency, supported 
by such additional measures as tax induce-
ments and special official financing, combined 
with the granting of priority loans by the 
commercial banks. 

The main direct measures adopted for the 
promotion and orientation of industrial invest-
ments in Japan in the post-war period were: 
(a) authorization of the rapid amortization 
of industrial equipment; (b) revaluation of 
business assets; (c) authorization of special 
expenditure or of tax-exempt reserves; (d) 
various tax exemptions; (e) financing by the 
Development Bank and the Bank of Japan. 

A new system was introduced in 1951, 
authorizing short-term amortization together 
with exemption from customs duties and a 
significant revaluation of business assets, and 
these measures were amplified by the law on 
the promotion of industrial rationalization 
(1952). The total amount of industrial machi-
nery acquired under the special system of 
amortization between 1951 and 1955 was 
valued at more than 1,000 million dollars. 

Several special types of amortization were 
authorized, but the two most important were: 
amortization over three years of 150 per cent 
of the value of the machinery, and amortiza-
tion of 50 per cent of the value in the first 
year. In addition, favourable terms were granted 
for the amortization of industrial equipment to 
be used in experiments and research. 

At the same time, there was a considerable 
revaluation of company assets in 1950, 1951-
1952 and 1954-1955, which was of great signi-

See, f or example, chapter 6 of The State and 
Economic Enterprises in Japan, W. W . Lockwood, ed. 
(Princeton University Press, 1965), which contains an 
analysis of the relationship between the State and the 
private industrial sector in Japan, describing its post-
war economy as a new kind of caphalism sponsored 
by the State. See also "Japan Special Survey", The 
Economist (London ) , issues o f 27 May and 3 June 
1967. 

Even though the bill was defeated in the Diet, 
the Council of Ministers approved a statement by the 
Minister o f International Trade and Industry to the 
effect that the principle o f co-ordination embodied in 
the bill would in future have to be adhered to in the 
implementation of industrial policy. 

ficance since industrial equipment was greatly 
tmdervalued as a result of tiie inflationary trends 
in the five years following the Second World 
War. This revaluation enabled industrial con-
cerns to establish greater reserves for the pur-
pose of amortization, since the amount of such 
reserves is dictated by the declared value of 
industrial equipment. Thus, important reserves 
of tax-free funds were established. 

The exemption from customs duties on in-
dustrial equipment and machinery imported 
for the rationalization of industry proved to be 
very effective. Total imports exempted under 
this system between 1951 and 1956 amounted 
to about 150 million dollars. 

In the implementation of these measures, 
all of which were favourable to investment 
in industrial equipment, priority was given to 
the basic industries, and to the heavy and 
chemical industries, in accordance with the 
general line of industrial pohcy already 
analysed. In the first five years of the 1950s, 
80 per cent of duty-free imports of machinery 
were for use in the industries producing steei, 
•electricity, coal and petroleum products. In 
addition, machinery subject to special types 
of amortization was purchased for the machine-
producing, steel, chemical and other industries. 
These industries accounted for 76 per cent of 
machinery subject to the special three-year 
amortization arrangements already mentioned. 

At the same time, government loans granted 
through the Development Bank of Japan were 
of great importance and were mainly con-
centrated in four basic sectors: electric energy, 
maritime transport, steel and coal, in line with 
the rationalization plans for each of these 
industries. Of such loans granted between 1951 
and 1954, 83 per cent went to these four 
sectors. The remaining Development Bank 
loans went to the machine-producing, shipbuild-
ing, motor-vehicle and electrical industries, and 
to chemical industries, especially those pro-
ducing ammonia, ammonium sulphate and syn-
thetic fibres. 

During the same period, 55 per cent of total 
investment in industrial equipment came from 
sources external to industry, one third being 
government funds. Although the proportion of 
government investment was not very great 
in absolute terms, it played an important role 
in the strategic industries already mentioned, 
not only because it was concentrated in those 
industries, but also because when the State 
decided to invest in specific enterprises, the 
commercial banks followed suit. 
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Thanks to this investment, production of 
capital and intermediate goods was 68 per cent 
greater in 1955 than before the Second World 
War, while production of consumer goods 
exceeded the pre-war level by only 28 per cent. 

From 1955 to 1965 there were changes in 
the structure of investment in industrial equip-
ment. In this period there was more investment 
in new industries than in basic industries, the 
six most important sectors being: electrical 
equipment, motor vehicles, electronics, the 
petrochemical industry, synthetic fibres and 
plastics. In only six years, investment in these 
industries increased twentyfold compared with 
the average for 1951-1955, and in 1961 they 
absorbed 21.6 per cent of the total investment 
in industrial equipment in Japan. This invest-
ment affected not only the industries to which 
it was directed but also related industries, and 
they had a snowballing effect on investment 
generally, as described in the official Economic 
Survey of Japan-

In the period under consideration, the exist-
ing system of fiscal incentives, the authoriza-
tion of tax-free reserve funds and the special 
system of rapid amortization of industrial 
equipment were maintained. In addition to 
established methods of amortization, as from 
1958, authorization was given for the amortiza-
tion of machinery and equipment necessary 
for the introduction of new technologies. Total 
amortization in 1960 was ten times greater 
than in 1954. At the same time, export income 
was largely exempt from income tax, which 
also encouraged the development of new in-
dustries. 

In line with the country's new industrial 
pohcy, the Development Bank of Japan started 
cutting down loans to the four major industries 
from around 1955 while stepping up these to 
such nascent industries as petrochemical and 
electronics and certain machine-producing in-
dustries. For example, the Baiik provided 
between 14 and 21 per cent of investment 
in the petrochemical industry when it first 
started up in Japan (1958 and 1959). It also 
put up 40 per cent of the funds used to estab-
lish the synthetic rubber industry. At the same 
time, the commercial banks provided financing 
for these new industries because they were 
protected by the special laws referred to above. 

Besides direct loans from the Development 
Bank, credit was also made available through 
the Central Bank of Japan by means of loans 
to the commercial banks which, because then-
own industrial loans generally exceeded the 

ceiling on loans established by their ratio to 
deposits by around 10 per cent, had to borrow 
from the Central Bank in order to make up 
the difference. 

This method of indirect financing by the 
Bank of Japan became increasingly important. 
Whüe resources provided directly by the Devel-
opment Bank and other State financing agencies 
served to channel investment into Japan's 
priority industries, the Bank of Japan played a 
highly effective part in controlUng the flow 
of industrial investment, which reacted imme-
diately to any increase or decrease in its 
volume of loans to the commercial banks. 
This function of the Bank of Japan did much 
to solve the balance-of-payments crises that 
occurred almost periodically, whenever invest-
ment rose too fast. 

Even though it was private initiative that 
governed financing by the commercial banks, 
the banks tended to give priority to investment 
projects supported by government measures 
and loans from the Development Bank. Moré-
over. Central Bank loans were always made 
on a fairly equitable basis so as to prevent 
specific keiretsu dominating the different in-
dustries.̂ ^ If these had happened, investment 
in these industries would have been lower 
because of lack of competition, and the rapid 
economic growth that was maintained by the 
development of the heavy and chemical in-
dustries would not have been possible. 

To sum up, the Government's industrial 
policy played a vital role in increasing Japan's 
export trade since it was behind the rapid 
and well directed operation of the "virtuous 
circle" described in the preceding chapter. 

C . TRADE POLICY 

Always giving top priority to export expan-
sion as an ultimate aim, the Government 
concentrated its trade policy efforts on: (a) 
stabilizing the balance of payments; (b) pro-
tecting domestic production from outside com-
petition and gradually liberalizing these pro-
tective measures; and (c) seeking favourable 

18 Consequently, every keiretsu (consortium) sought 
to cover the whole range o f dynamic industries, 
which meant that they had to compete against each 
other and invest as much capital as they could obtain 
f r om their respective trade banks, which accumulated 
personal savings and borrowed f rom the Central 
Bank. In making these investments, they duly took 
into account the general lines of industrial policy laid 
down by the Government especially by the Ministry 
of International Trade and Industry ( M I T I ) and the 
Ministry of Finance. 
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conditions in foreign markets through trade 
negotiations. 

Because Japan, with its 100 million inhabi-
tants and limited natural resources, has had 
to import food-stuffs and raw materials in order 
to maintain its level of industrial production 
and supply its people with vital necessities, 
stabilizing the balance of payments has always 
been one of the most difficult problems to 
solve. 

At the end of the war, and in view of the 
dire shortage of foreign currency, the only 
solution was for trade to remain under State 
control. Five years later, however, this system 
was replaced by the foreign exchange budget 
system which was introduced under the foreign 
currency and foreign trade control law. While 
foreign trade was transferred to the private 
sector, imports had to comply with the provi-
sions of the Government's foreign exchange 
budget, which imposed foreign exchange 
quotas for each product. 

The shortage of foreign currency, so serious 
in 1950 when the system was introduced, 
continued to be grave during the first years 
of its operation, when the two fundamental 
principles of its operation were the maximum 
utilization of domestic resources and the best 
possible use of the limited amount of exchange 
available. In the energy sector, for instance, 
investment during the initial stage was con-
centrated on coal production, later to be 
replaced by hydroelectric energy: in both cases 
use was made of national resources. It was 
only towards the middle of the 1950s that a 
beginning was made with the intensive construc-
tion of thermo-electric plants fired by petro-
leum, which could at last be imported in large 
quantities as a result of the increase in exports. 
At the same time, steel production ceased 
being dependent upon a domestic supply of 
scrap-iron as large quantities of iron ore 
began to be imported. 

Certain other industries followed similar 
paths. Calcium carbide, one of the main inputs 
of the synthetic fibres and resins industry, was 
produced from limestone, coal and electric 
energy, all of which were available in the 
country. This method was replaced later by 
the new petrochemical mdustry. 

From the middle of the 1950s, the rapid 
rise in exports gradually brought a larger 
supply of foreign currency into the country, 
with the result that a more liberal policy was 
introduced which, as has been pointed out 
above, permitted massive imports of various 

materials and equipment. This did not by any 
means signify the end of the balance-of-pay-
ments problems, however. As investment and 
economic activity increased, so did the volume 
of imports and the balance-of-payments deficit, 
which, given Japan's dependence on foreign 
sources of supply, was only natural. This phe-
nomenon has caused five serious crises since 
1950, forcing the Government to take steps 
to stabilize the balance of payments. Direct 
measures such as import restrictions were 
avoided as far as possible, however, and indirect 
action was preferred, increasing the discount 
rate for bills and the bank-rate, for instance, 
and other monetary measures designed to 
slow down domestic economic activity tem-
porarily. This brought about not only a slow 
decline in imports but also a fairly rapid boom 
in exports, since the lack of domestic demand 
provoked by these measures obliged Japanese 
firms to seek outlets for their products abroad.'® 

Attempts to reduce the input coefficient of 
raw materials and, above all, energy used in 
industrial production were highly successful, 
and this helped both to reduce the country's 
dependence on foreign resources and to cut 
down production costs. 

These efforts were concentrated especially on 
reducing energy consumption. A system of 
energy consumption control was introduced 
in 1948 under the auspices of the Ministry 
of International Trade and Industry and later 
strengthened (in 1951), following the passing 
of an energy control law which brought more 
than 2,000 large factories under the direct 
control of more than 10,000 State-appointed 
experts. As a result, by 1961 over 61 per cent 
of petroleum consumption was controlled in 
this way. These measures combined with a 
larger scale of production made it possible to 
lower the input coefficient fairly quickly. Energy 
requirements for steel production, for example, 
dropped by 43 per cent between 1953 and 
1959. In the same period, the volume of coke 
needed to produce a ton of steel fell by 23 per 
cent. A similar pattern was repeated in every 
industry. 

In a word, the action that was taken to 
stabilize the balance of payments comprised 

1® The best results were obtained during the period 
1962-1965. Faced with a substantial balance-of-pay-
ments deficit (982 million dollars in 1961), the above 
measures were taken to depress the domestic economy 
for a while, with the result that the growth rate of 
the gross domestic product dropped f rom 10.7 to 8.2 
per cent. During the same period, on the other hand, 
exports rose by 18 per cent annually. 

75 



not only direct measures such as customs tariffs 
or quantitative restrictions but also indirect 
measures of a different nature, designed to 
ensure the maximum utilization of domestic 
resources and to lower the ratio of raw 
material and energy inputs to output, thereby 
making the country less dependent on foreign 
resources. Although these indirect measures 
are really effective only as a long-term pro-
position, they are a very strong incentive to 
economic development, whereas direct mea-
sures hinder the normal working of the econ-
omy. 

Furthermore, the intensive introduction of 
new techniques combmed with certain measures 
to protect national production strongly affected 
imports, many of which were replaced by 
domestic .products. As early as 1960, accord-
ing to the 1964 Economic Survey of Japan, 
production of goods by processes using im-
ported techniques was equal in value to the 
country's total imports. 

The tariff structure tended to encourage 
industrialization and above all, by establishing 
different import duties for different categories 
of products, to promote the development of 
the heavy and chemical industries. Whereas, 
apart from certain food-stuffs, basic commodi-
ties were duty-free or subject only to low 
tariffs of around 5 per cent, the customs 
duty on manufactured products was between 
15 and 35 per cent during the early stages 
so as to protect domestic production. As has 
already been pointed out, however, machinery 
imported for certain industries and for pur-
poses of rationalizing production and introduc-
ing advanced techniques was exempt from all 
customs duties. Quantitative restrictions im-
posed under the foreign exchange budget system 
also did much to protect and develop the new 
industries. In the process of fixing import 
quotas, essential products for industrialization 
received preferential treatment, while products 
in respect of which Japanese industry was not 
yet sufficiently competitive were allocated small 
quotas. 

Although this process can, to a certain extent, 
be compared with the practice of import substi-
tution in Latin America, there are certain fun-
damental differences. In the first place, there 
was very little foreign investment involved in 
the case of Japan, and import substitution was 
possible thanks to the introduction of advanced 
technologies. Secondly, because internal com-
petition among Japanese enterprises was main-
tained throughout the post-war period and was 
accompanied by State quality control and by 

the gradual introduction of forei^ competition, 
Japan found itself in a sufficiently strong com-
petitive position within a -relatively short time. 

Thus, besides helping to relieve pressure 
on the balance of payments in a passive way 
simply by encouraging import substitution, the 
introduction of new techniques from abroad 
accompanied by the protection of domestic 
production contributed even further to solving 
the problem by boosting exports on a long-
term basis. 

In other words, what occurred in Japan while 
domestic production was protected was not 
merely import substitution; Japan was taking 
a step towards acquiring the capacity to com-
pete. Consequently, protection from foreign 
•competition was gradually and firmly dropped 
during the post-war period as national in-
dustries became more efficient, and this served 
as an incentive for Japanese enterprises to 
make their export products increasingly com-
petitive on foreign markets. 

Simultaneously with the entry into force 
of the foreign exchange budget system in 1950, 
a system of automatic autihorization (known 
as the A A system) was introduced in respect 
of nationally produced goods which were con-
sidered sufficiently competitive. Automatic 
authorization was gradually extended, first to 
48 products in 1950, then to 199 in 1952, 
and to 1,700 in 1960. By 1960 41 per cent of 
aU Japanese imports were covered by the AA 
system, or by the very similar AFA system 
introduced that year. In 1964, the figure rose 
to 93 per cent, representing virtually the same 
degree of liberalization as had been reached 
by European countries two years before. The 
fact that Japan was slightly behind Europe 
was due to the special problems that had to 
be solved^® and to the discriminatory treat-
ment of Japanese products by certain Euro-
pean countries. 

The removal of quantitative restrictions was 
speeded up between 1960 and 1965 since 
Japan was required to comply with the obliga-
tions imposed by article X I of the General 
Agreement on Taiiffs and Trade as a result 
of its acceptance of article VIII of the Articles 
of Agreement of the International Monetary 
Fund, which prohibits restrictions on current 

20 One is the problem of Japan's agricultural sector. 
A s the land cultivated by each rural family is some-
what less than in European countries, productivity is 
comsiderably lower tdespite the enormous strides that 
have been made—agrarian reform, transfer of labour 
to other production sectors, mechanization and inten-
sive use of fertflÍ2Ers and insecticides. 



international transactions for balance-of-pay-
ments reasons. Article XI of the General 
Agreement prohibits the application of quantita-
tive import restrictions without waiver for the 
same reason. 

Japan's approach to this process of liberaliza-
tion was planned step by step. Anticipating 
that quantitative restrictions would eventually 
have to be relaxed still further, the Govern-
ment drew up its liberalization programme as 
early as 1960, and this is put into effect over 
the ensuing years. It thus enabled Japanese 
enterprises to take steps to comply with the 
planned liberalization programme and to make 
greater efforts to increase productivity and 
their capacity to compete. 

The steady elimination of quantitative restric-
tions has moreover been accompanied by grad-
ual reductions in customs duties, following a 
series of tariff negotiations, which now affect 
over 80 per cent of all products included in 
the Brussels Tariff Nomenclature. 

Another important task at which the Japanese 
Government has worked unceasingly has been 
to improve the conditions of access of Japanese 
products to foreign markets. The loss of its 
former colonies and continental China as the 
traditional and tremendously important market 
for its goods^i obliged Japan to look for new 
markets after the war. The difficulties that it 
came up against in doing so were not only 
of a general nature, such as establishing trade 
outlets, but derived from the discriminatory 
treatment which its products received from 
many countries in Europe and other regions. 

Through GATT, the Government endeav-
oured to improve conditions of access for 
Japanese goods to new markets in general, 
and, above all, to put an end to this discri-
minatory treatment. The first step towards 
opening up new markets involved Japan's be-
coming a Contracting Party of GATT, for 
then it could, in theory, benefit from most-
favoured-nation treatment. A description of 
the difficulties the country encountered in 
seeking and maintaining membership of GATT 
will therefore give a better idea of the efforts 
that it was called upon to make. 

After the Second World War, Japan was 
governed for seven years by Allied troops, 
represented by the United States Armed Forces. 

21 Japanese exports to its two former colonies and 
to continental China represented, respectively, 25 and 
18 per cent of the total value of the country's exports 
between 1934 and 1936, whereas in 1965 its exports 
to the same areas only amounted to 8 per cent. 

The framing of economic policy and the con-
duct of foreign trade were naturally in the 
hands of the occupying forces, whose authoriza-
tion was required even for the establishment 
of customs duties. 

Because of the various difficulties encoun-
tered, it was over three years before agreement 
was reached between the Government of Japan 
and the occupying forces concerning tariff 
reform.22 Finally, in 1951, the occupying forces 
approved the fourth tariff reform proposal put 
forward by the Japanese Government, which 
provided for very low customs duties,̂ ® with 
exemptions for several products; this gave rise 
to serious problems a year later when negotia-
tions were initiated for Japan's accession to 
GATT, since there was no possibility of reduc-
ing the tariffs. 

In the autumn of 1951 many nations signed 
the peace treaty with Japan, which thus re-
covered its independence. Subsequently, Japan 
requested permission to send an observer to 
the next session of the Contracting Parties of 
GATT, which was granted after lengthy discus-
sion. Nine months later Japan made its first 
formal application for admission to GATT, 
having already been allowed to join the Inter-
national Monetary Fund, the World Bank, 
FAO, etc. For one reason or another, however, 
the member States asked for more time to 
deal with this question.̂ ^ The following year 

22 The customs duties applied before the Second 
World War continued in force only for Japanese im-
porters, while imports by foreigners were free of duty 
up to 1951, when a complete tariff reform was ap-
proved with the authorization of the occupying forces, 
which made this consent to the application of customs 
duties to imports by foreigners conditional upon the 
introduction of this reform. 

23 The fiscal revenue obtained f r om customs duties 
represented 1 to 3 per cent of the total value of im-
ports in the five years following the reform, compared 
with 6 to 9 per cent before the war. 

24 A t the initiative of the United States, most of 
the Contracting Parties of G A T T agreed to grant 
"most-favoured-nation" treatment to the Federal Re-
public of Germany, before its accession to G A T T in 
1951. The United States took the opportunity to urge 
other nations to cease the discrimination against 
Japan which had been carried on since the pre-war 
period, requesting the same treatment for Japan as 
for Germany. In 1949 the United States Government 
proposed that consideration be given to the extension 
of most-favoured-nation clause to Japan, a pro-
posal which met with a resounding defeat since it 
was rejected without discussion, in contrast to Ger-
many's case, where the clause was applied even be-
fore its accession to G A T T . A n attempt was made to 
justify this refusal on the grounds of unfair competi-
tion, dumping, exploitation of labour, etc. (See, for 
example, Gardner Patterson, Discrimination in Inter-
national Trade, The Policy Issues 1945-1965, Prince-
ton, 1966, pp. 272-299.) 
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a special working group was set up within 
GATT to make recommendations on the Japa-
nese application. 

Once it had been demonstrated that Japan 
was fully entitled to be a member of GATT, 
there still remained the question whether the 
General Agreement provided adequate safe-
guards to protect the Contracting Parties against 
the "flooding of markets" by lower priced 
products from Japan. 

Later, Japan was invited to participate in 
GATT, but without the right to vote, this was 
unprecedented and was not even envisaged 
in the General Agreement itself. At the same 
time a declaration, open for the signature of 
any country that wished to sign, stated that, 
pending formal accession by Japan and without 
prejudice to the countries' freedom of action 
on the question of full accession, their com-
mercial relations with Japan would be based 
on the General Agreement. Japan made con-
cessions in the case of 860 products, and 
twenty-four countries, including the United 
States, Germany and Italy, started to grant it 
most-favoured-nation treatment. Ten countries, 
however, including the United Kingdom, 
France, Belgium, Luxembourg, and some of 
the British Commonwealth nations, did not 
sign the declaration. 

Three years later—in 1955—Japan started 
negotiations with seventeen signatories of the 
General Agreement, finally attaining the status 
of Contracting Party. Nevertheless, the coun-
tries listed above and four other nations still 
refused to apply to Japan the most-favoured-
nation clause, invoking article X X X V of the 
General Agreement, under which this treat-
ment need not necessarily be applied to new 
Contracting Parties. 

In 1960 Japan requested that the whole 
situation be reviewed, which resulted in a 
report̂ ® indicating that the discrimination ap-
pUed to Japan by certain countries was con-
trary to the spirit of GATT. In order to solve 
the problem, Japan entered into a series of 
bilateral discussions which led to most of the 
major Western countrieŝ ® agreeing not to in-
voke article X X X V of the General Agreement. 

This did not mean, however, that the discri-
mination against Japan would disappear com-
pletely, since many of the bilateral agreements 
included safeguard clauses and lists of "sensi-
tive" goods subject to quantitative restrictions 
or to "voluntary" restrictions by Japan. 

In 1960 the discriminatory restrictions im-
posed on imports from Japan covered 233 
products entering the United Kingdom, 357 
entering France, 122 entering Italy, 34 entering 
the Federal Republic of Germany, and 40 
entering the Benelux countries. Even today, 
some important discriminatory restrictions on 
Japanese products are still in force, and about 
thirty countries, including Austria, Portugal, 
Spain and some African States, continue to 
apply article X X X V of the General Agreement 
to Japan. 

Moreover, as stated above, even for those 
products which were not subject to discrimi-
natory treatment, there were still barriers in 
the form of voluntary restrictions which Japan 
had to accept in exchange for the elimination 
of discriminatory treatment. In the case of the 
United Kingdom, for example, Japan exercises 
a voluntary control over sixty-four products. 
These voluntary restrictions have also been 
requested by other countries which did not 
impose discriminatory restrictions on imports 
from Japan. Voluntary restrictions were im-
posed on sixty-seven exports to the United 
States and ninety-two to Canada. 

Compared with the original situation, how-
ever, the conditions of access by Japanese pro-
ducts to foreign markets have improved signi-
ficantly as a result of the multilateral and 
bilateral negotiations in GATT. If no action 
had been taken in that respect, institutional 
barriers would have restricted the expansion 
of Japan's exports, in spite of its capacity to 
compete.̂ ^ It is worth noting that the Japanese 
Government was successful in its efforts be-
cause of its faith in the liberalization of inter-
national trade and in the importance of the 
basic principle of GATT. For this same reason 
it exercised no discrimination against any of 
the Contracting Parties of GATT and partici-
pated effectively in the multilateral negotiations 
carried on by GATT. 

25 G A T T , Basic Instruments and Selected Docu-
ments, Tenth Supplement (Geneva, 1962), pp. 69-74. 

26 The United Kingdom suspended the application 
of article X X X V in 1963, and France and Benelux 
did so in 1964. 

Thanks to the improved conditions of access, 
Japan's share in Western Europe's imports of manu-
factured products increased f rom 0.8 per cent in 1955 
to 2.3 per cent in 1968, although it remained a mar-
ginal supplier of that region. 
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CHAPTER I V 

TECHNOLOGICAL PROGRESS AND EXPORTS 

A . POLICIES GOVERNING FOREIGN INVEST-
MENT AND THE INTRODUCTION OF AD-
VANCED TECHNIQUES IN JAPAN 

In the first place, it should be borne in mind 
that direct foreign investment has not played 
a very important part in Japan's economic 
development process; even in recent years it 
has averaged less than 100 million dollars 
annually, or below the level of Japan's direct 
investment abroad. In 1966, the net balance 
of United States direct investment in Japan 
was only 756 million dollars,̂ ® compared with 
5,652 million invested in the United Kingdom, 
3,077 million in the Federal Republic of Ger-
many and 1,758 million in France. The small 
scale of United States investment in Japan 
—although the United States is the largest for-
eign investor—will be grasped more easily if 
this figure is compared with the 9,854 million 
dollars it has invested in Latin America. More-
over, there are very few companies in which 
direct foreign investment represents more than 
50 per cent of the total capital. 

This situation is due to the special nature 
of the Japanese Government's foreign invest-
ment poUcy. Traditionally, Japan has followed 
a fairly restrictive policy with respect to direct 
foreign investment in general, and particularly 
any investment that carries with it participa-
tion in the management of enterprises, inter 
alia, for fear of a lack of interest in exporting 
when the company's head office is already 
supplying the market in the country of origin.̂ ® 

This policy was based on two important laws 
which came into force in 1950: the foreign 
investment law and the foreign exchange and 
foreign trade control law. 

28 This figure, taken f rom the Survey of Current 
Business (September 1967, p. 42 ) published by the 
United States Department of Commerce, is higher 
than the net direct investment in Japan of all foreign 
countries, including the United States, in the period 
1951-1967, according to the figure published by 
Japan's Economic Planning Office in the Economic 
Survey of Japan, 1967-1968 (Tokyo , 1968) , pages 100 
and 290 of the Japanese version. 

29 The capital-exporting countries have raised ob -
jections to this restrictive policy, especially in recent 
years. In discussions within O E C D , fuller liberaliza-
tion has been requested f o r capital transactions, in-
cluding direct foreign investment and the introduction 
of new techniques. The Japanese Government is cur-
rently carrying out a programme to achieve such 
liberalization. 

The former established various conditions 
for foreign investment in Japan, giving prefer-
ence to investment calculated to improve the 
balance-of-payments position. Under the terms 
of this law, foreign firms wishing to make a 
direct investment or to purchase shares in 
Japanese companies which would give them 
a share in the company management, must 
obtain the Government's authorization to do so. 
The Japanese Government has approved vir-
tually no direct foreign investment amounting 
to more than 50 per cent of the total capital 
of a company. The only exceptions to this 
principle were those cases in which foreign 
enterprises renounced their right to repatriate 
the capital invested or to remit their profits 
to the country of origin, in which case the 
Government's authorization was not required. 

At the same time the foreign exchange 
and foreign trade control law estabUshed a 
highly restrictive system for forei^ exchange 
transactions based on the centralized control 
of its distribution. Under the terms of this 
law, foreign exchange obtained from exports 
had to be sold to special banks within a period 
of ten days. The centralized exchange was 
distributed according to the government 
foreign exchange budget, in which quotas were 
established for the different categories of im-
ports, priority being assigned to the payment 
of royalties on licences and other payments 
required for the introduction of foreign tech-
niques. 

These two laws effectively promoted the 
introduction of foreign techniques by means 
of contracts for the acquisition of Ucences and 
for the use of manufacturing know-how, since, 
in the first place, the measures restricting direct 
foreign investment did not encourage the in-
troduction of know-how by that means, and, 
secondly, the foreign exchange and foreign 
trade control law allocated preferential quotas 
for the payments of royalties under the above-
mentioned contracts. 

As the result of this policy, 8,500 technical 
agreements have been signed with foreign 
companies in the past fifteen years (1951-
1966). Annual payments abroad for the use 
of licences and know-how amounted to nearly 
200 million dollars in 1966. From 1949 to 
1967 these payments totalled 1,463 million 
dollars, of which 90 per cent was for technical 
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contracts lasting more than one year (see 
table 11). The total amount paid abroad for 
the use of licences has always been higher than 
direct foreign investment. 

The Government did not raise much opposi-
tion to the approval of these contracts, but 
it took care to see that the Japanese firms 
obtained the best possible conditions, particu-
larly as regards exports of products incorporat-
ing imported know-how, reserving for them at 
least the right to export those products to the 
countries of south-east Asia.®® 

The following points were also taken into 
account: 

(a) That an adequate percentage should be 
established for royalties; 

(b) That the period of the contract should 
be as short as possible; 

(c) That the contracts should not include 
provisions whereby the firms purchasing the 
know-how must make available to the firm 
providing the know-how all the improvements 
they may introduce in it; 

See, f o r example, "Japan; Special Survey", The 
Economist ( L o n d o n , 27 May and 3 June 1967) . 

{d) That there should be no prohibition on 
the production of articles similar to those 
manufactured with the patented know-how. 

The new techniques obtained through tech-
nical contracts were introduced mainly in the 
new dynamic industries; 58 per cent of these 
contracts covered machmery and equipment-
producing industries (33 per cent for elec-
tronic industries, 6 per cent for industries 
producing transport equipment, and the remain-
ing 61 per cent for other industries including 
those manufacturing industrial equipment), 21 
per cent covered chemicals, 9 per cent metal-
lurgy, and 3.9 per cent textiles. 

The number of direct foreign investment 
projects approved was much less than the 
number of contracts signed covering patents 
and the use of manufacturing processes (tech-
nical know-how). 

Between 1950 and 1967, 259 new enter-
prises were estabUshed with foreign share 
capital, bringing the total number of enter-
prises in which there is foreign investment 
to 380.®! Foreign share capital in 31 per cent 

This does not include foreign enterprises or 
mixed enterprises that have waived their right to 
repatriate invested capital and profits. There were 319 

Table 11 

J A P A N : I N T R O D U C T I O N O F F O R E I G N T E C H N I C A L K N O W - H O W 

Electrical equipment and electronics 
Transport equipment 
Other machinery 
Metals and metal manufactures 
Chemicals 
Textiles 
Petroleum 
Non-metall ic mineral products 
Pulp and paper 
Construction 
Other industries 

TOTAL 

TOTAL 

Contracts f or more than one year 
Contracts for less than one year . . 

1949-54 1955-59 < 1960-64 1949-67 1949-67 

Per-
Number of contracts cent-

age 
A . For more than one year 

105 131 443 922 19.3 
28 34 67 168 3.5 

113 115 740 1 580 35.0 
38 73 124 383 8.0 
83 107 407 981 20.5 
24 20 67 184 3.9 
15 49 42 103 2.1 
10 6 40 93 2.0 
6 4 28 52 1.1 
7 17 18 66 1.4 

17 21 63 241 5.0 
446 577 2 039 4 773 100.0 

TOTAL 

510 

38 
11 
49 

B. For less than one year 

793 2 085 5 083 

Payments under contracts 
(millions of dollars) 

184 549 1 3 4 0 
21 64 124 

206 613 1 463 

91.5 
8.5 

100.0 

SOURCE: Science and Technology Office, Report on the introduction o f foreign techniques, 1967. 
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of both old and new enterprises amounted 
to less than 25 per cent of the total capital, 
while only 13 per cent of these enterprises 
secured authorization for a proportion higher 
than 50 per cent, even though most of them 
were established after the Government began a 
phased programme to liberalize foreign invest-
ment in 1963. 

Foreign investment provides two important 
elements for development: advanced technology 
and a supply of foreign exchange for industriali-
zation. Because the volume of direct forei^ 
investment was small, it was necessary to build 
up the supply of foreign exchange by means 
of external loans, chiefly loans from oflicial 
financial institutions, while technological know-
how was obtained by the means described 
above. 

According to figures supplied by the Japa-
nese Economic Planning Agency , the total 
value of the gross inflow of foreign loans 
between 1955 and 1967 was 3,068 milhon 
dollars, whüe over the same period the total 
value of gross direct foreign investment was 
522 million. The proportions remain the same, 
however, even if the amortization payments are 
discounted: the net inflow of foreign loans falls 
to 1,706 million dollars, and net foreign mvest-
ment to 467 million. Thus, direct foreign invest-
ment represents only 17 per cent of total 
external financing (net inflow of foreign capi-
tal), including foreign bond issues and other 
indirect foreign investment apart from external 
loans and direct investment (average for the 
period 1955-67). 

Furthermore, external capital inflows only 
reached a high level in the first four years 
of the 1960s. Before 1960, net external financ-
ing fluctuated between 50 and 150 million 
doUars, while the value of outgoings of Japa-
nese capital in respect of oflicial and private 
loans and direct investment abroad was close 
to the same figure. 

Between 1961 and 1964, net annual external 
financing rose to some 500 million doUars, 
attributable, inter alia, to the extraordinary 
increase in foreign loans and bond issues, while 

such enterprises, known as yen-base enterprises, en-
gaged for the most part in commercial or services 
activities. Most of the 144 enterprises of this type 
which specialize in manufacturing are relatively small. 
Petroleum refining is one o f the few branches in 
which foreign capital has had a substantial share. 
(Ministry of Foreign Affairs, Foreign Investment in 
Japan, 1968.) 

32 Economic Planning Agency, Economic Survey of 
Japan 1967-1968 (Tokyo , 1968) , Statistical annex, 
tables 38, 39 and 40 (Japanese text pages 290-291). 

the net outflow of Japanese capital almost 
doubled, although it increased less rapidly than 
net external financing. Hence, during those 
three years, Japan was a net importer of capital. 
However, over the next three years (1965-
1967), owing to the huge rise in amortization 
payments, which amounted to some 450 million 
doUars annually and approximately equalled 
the value of new foreign loans, net external 
financing fell to below the level recorded in 
the years prior to 1960. Moreover, since capital 
exports (net outflow of Japanese capital) rose 
more rapidly in the period 1965-1967 com-
pared with 1961-1964, Japan became a net 
exporter of capital. 

Most of the foreigii loans granted to Japan 
came from oflicial institutions, chiefly the World 
Bank and the United States Export-Import 
Bank. From 1961 onwards, inflows of foreign 
capital were swelled by bond issues abroad, 
mainly in the United States, although capital 
from this source shrank rapidly from 1964 
onwards, owing to the measures taken by 
the United States to protect its balance of 
payments. 

Lastly, it should be noted that the major 
part of official foreign loans was used for 
infrastructure projects, and that the share of 
foreign capital in industrial investment was 
small, amounting to only 1.2 per cent of total 
industrial capital and not more than 2.5 per 
cent of total investment in industrial equip-
ment. 

B . ADAPTATION AND IMPROVEMENTS OF 
IMPORTED TECHNIQUES 

One of the most striking features of the in-
troduction of techniques in Japan is their im-
provement and adaptation to the particular 
conditions prevailing in the country. It often 
happens that, after a certain period, plants 
originally constructed on the basis of foreign 
models raise their production capacity by 
improving and adapting imported techniques 
without making much additional investment. 
At the level of the economy as a whole, 
this has brought down production costs con-
siderably in relation to techniques from 
other countries where the factors of production 
are available in different proportions, i.e., man-
power is scarcer and therefore more expensive. 

Since this has happened in nearly all Japan's 
industries, it is difficult to analyse it exhaustively 
in quantitative terms. Some examples can be 
given, however. 
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In the electronics industry, although there 
have been important inventions and discov-
eries, such as Ezaki's diode and the high-grade 
materials obtained for the manufacture of 
transistors and diodes, it was necessary to im-
port some foreign techniques for the mass pro-
duction of transistors, diodes, and various elec-
tronic articles based on the components. 

It should be noted, however, that more than 
70 per cent of the imported techniques were 
modified and improved in Japan.®® In the 1967 
official survey of Japan's foreign trade, it was 
stated that precisely this capacity for absorbing 
and improving techniques had enabled Japan's 
electronics industry to expand and turn to the 
export market. A case in point was the use of 
transistors and diodes, originally invented for 
industrial purposes, in household appliances. 

In the shipbuilding industry, although for-
eign technical improvements were introduced, 
there was also great internal technological pro-
gress, which led to a combination of methods 
tiiat proved more efficient than those used in 
other countries. Original techniques evolved in 
Japan include the rationalization of shipbuild-
ing by means of the block system, the improve-
ment of electric smelting processes, the adop-
tion of economic models for tankers, etc., 
which reduced both the costs and the time 
involved in shipbuilding. 

The importance of Japan's capacity to ab-
sorb techniques is clear if the contribution of 
technological progress to the increase in pro-
ductivity is compared with the scale on which 
foreign techniques were introduced. Although 
the contribution of technological progress to 
productivity was greater in Japan than in other 
industrialized countries (see table 7), Japan 
paid less for contracts covering the introduc-
tion of know-how than the Federal Republic 
of Germany, and practically the same as other 
European countries.®^ In some developing 
countries, too, the costs incurred in importing 
technical know-how are considerable in rela-
tion to the amount spent by Japan. In Brazil, 
for example, they amounted to 155 million dol-
lars between 1959 and 1964, while Japan's 

expenditure was 387 milHon dollars over the 
same period.®® 

The high capacity for absorbing and improv-
ing foreign techniques, and Japan's original 
contributions, are closely related to the high 
level of general education, the large numbers 
of university-trained engineers and technicians, 
and the plentiful supply of skilled manpower, 
quite apart from the government measures and 
private efforts to promote technological pro-
gress. 

Seventy per cent of all Japanese children 
receive education up to eighteen years of age, 
and 25 per cent of these graduate from univer-
sities or follow short university courses, most 
of those attending the latter being women. 

Statistics prepared by OECD®® show that 
Japan's expenditure on technological and 
scientific research in 1963 amounted to 1.4 
per cent of the gross national product, or the 
same proportion as that spent in the Federal 
Republic of Germany and Sweden, more than 
in Italy, Canada and Belgium, and less than 
in other industriahzed countries. Nevertheless, 
Japan ranks second in the western world as 
regards the number of its technological and 
scientific research workers: 187,000, compared 
with 697,000 in the United States and 160,000 
in the United Kingdom. 

The Science and Technology Council is the 
principal agency concerned with fostering tech-
nological progress in Japan. At the ministerial 
level, the Science and Technology Office adopts 
measures designed to promote internal tech-
nological progress in accordance with the lines 
laid down by the Council. In addition, the 
Industrial Technology Institute, which is 
sponsored by the Ministry of International 
Trade and Industry, is responsible for devel-
oping new techniques through experimental 
research, disseminating information about such 
techniques and providing technical assistance, 
and also for such activities as standardizing in-
dustrial norms, controlling the use of energy. 

S3 Ministry of International Trade and Industry 
( M I T I ) , Official report on foreign trade 1967 (in 
Japanese), Tokyo. 

Statistics supplied by Japan's Science and Tech-
nology Office show that in the seven years from 1960 
to 1966 the Federal Republic of Germany paid a 
total of 1,171 million dollars under this head com-
pared with 971 million dollars paid by Japan. (Sci-
ence and Technology Agency, Annual Report on the 
introduction of foreign technologies, 1967.) 

35 According to figures obtained from the Banco 
do Brasil and included in the study by Fernando 
Fajnzylber, Estudio de algunos aspectos básicos para 
la formulación de una estrategia de exportación de 
productos manufacturados en Brasil, 1969. The author 
of this study states that no significant diiferences are 
observable between the values (coefficients of the 
costs involved in the transfer of know-how in relation 
to the gross domestic product) for Brazil and Japan, 
that for every dollar spent in purchasing know-how 
Japan's industry spends four on developing its own 
technology, and that the situation in Brazil appears to 
be radically different in this respect. 

36 OECD Observer No. 30, October, 1967. 
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etc., all of which are closely related to internal 
technological progress. 

Private enterprises have also made tremen-
dous efforts to improve their technological ca-
pacity. Generally speaking, the sectors which 
have acquired most foreign know-how spent 
most on industrial technological research and 
development.®^ Large-scale enterprises estab-
lished central laboratories for basic and ap-
plied research and schools for training their 
workers. 

It is interesting to note the way in which 
advanced techniques were adapted to local 
conditions, and how the unemployment that 
might have been feared was avoided, while in 
fact both employment and productivity in-
creased. 

The reasons for this were the enormous ex-
pansion of industries requiring advanced tech-
niques as well as considerable labour, and the 
different methods of introducing advanced tech-
niques in large-scale enterprises on the one 
hand and in small- and medium-scale indus-
tries on the other. 

Examples of the first point are once again 
the electronics and shipbuilding industries, in 
which Japan enjoyed the comparative advan-
tage of being able to combine its relatively 
plentiful manpower with technological pro-
gress, thus placing this industry on a more 
competitive footing than others. A similar situ-
ation was observable in the manufacture of 
light machinery and precision equipment, the 
motor-vehicle industry, and other sectors. 

The second point is very important in view 
of the dual structure of manufacturing in 
Japan. 

In broad terms, major enterprises invested 
considerable sums and used advanced tech-
niques in those industries that were most cap-
able of producing on a large scale; hence Japan 
has a great many enterprises that are as large 
as or larger than European enterprises in terms 
of capital invested per worker. In contrast, in-
vestment in small and medium-sized enter-
prises was always smaller and they continue 
to absorb a very high proportion of labour, 
since they are industries in which substantial 
investment and larger-scale production have 
less effect. 

For example, while the major enterprises 
invested large amounts from the outset in mod-

s'̂  See C. H. G . Oldham, C. Freeman and E. 
Turkcan, "The transfer of technology to developing 
countries, with special reference to licensing and 
know-how agreements" ( T D / 2 8 / S u p p . l , November 
1967), prepared for the second session of U N C T A D . 

ernizing steel production by installing huge 
blast-furnaces, hot strip mills, etc., the small 
and medium-sized industries producing steel 
products continued to absorb a large propor-
tion of the labour force. 

The textile industry provides an even clearer 
example. Although the manufacture of syn-
thetic fibre, which requires substantial invest-
ment and very modern techniques, absorbs less 
manpower than the production of cotton fibre, 
millions of small and medium-sized dyeing 
plants and spinning mills now using the new 
material continued to employ large numbers 
of workers. 

In general, the sectors which were able to 
take full advantage of the new techniques were 
fully modernized, while those in which it was 
still advantageous to use considerable labour 
and less capital maintained the traditional sys-
tem of production. In the latter field, the large-
scale industries left the field open to the smaU-
and medium-scale industries and did not 
compete with them. 

Consequently, in the process of rapid eco-
nomic development and ensuing structural 
changes in the economy in favour of the heavy 
industries and chemicals, there was no ques-
tion of the large enterprises benefiting at the 
expense of the small- and medium-scale in-
dustries, and in both light industry and in the 
heavy and chemical industries, the two types 
of enterprises expanded together (see table 
12). 

Moreover, small- and medium-scale indus-
try was able to use ever cheaper and better 
materials and basic inputs (steel, electric 
power, petroleum products, etc.) produced by 
the large-scale industries, and they in turn 
supplied the components and materials re-
quired by the large industries, thus increasing 
their scale of production as the enterprises 
which absorbed their products expanded. 

At the same time, as the small- and medium-
scale enterprises became more efficient and 
labour scarcer, they were gradually compelled 
to introduce technological innovations and 
increase their investment. Although these en-
terprises were unable to invest as much as 
large-scale enterprises during the 1950s, in 
some of the ensuing years their investment 
grew more rapidly. For example, the amount 
invested by small- and medium-scale enter-
prises (with under 300 workers) in industrial 
equipment and machinery rose by 13 per cent 
between the three-year period 1961-1963 and 
1964-1966, which was faster than the rate re-
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Table 12 

J A P A N : M A N P O W E R E M P L O Y E D A N D V A L U E A D D E D I N M A N U F A C T U R I N G , 1956-1966 

1956 1961 1966 

Light 
industry 

Heavy 
industry 

and 
chemicals 

Total Light 
industry 

Heavy 
industry 

and 
chemicals 

Total Light 
industry 

Heavy 
industry 

and 
chemicals 

Total 

Plants with up to 299 workers . . . . 
Plants with 300 workers or more 

TOTAL 

Plants with up to 299 workers . . 
Plants with 300 workers or more 

TOTAL 

Plants with up to 299 workers . . 
Plants with 300 workers or more 

TOTAL 

3 066 
633 

3 699 

82.9 
17.1 

100.0 

65.6 
34.4 

100.0 

1 306 
1 043 
2 346 

55.6 
44.4 

100.0 

38.0 
62.0 

100.0 

Number of persons employed (thousands) 
4 372 
1 676 
6 048 

72.3 
27.7 

100.0 

51.1 
48.9 

100.0 

3 844 
892 

4 736 

81.2 
18.8 

100.0 

2 108 
1 907 
4 015 

Percentages 
52.5 
47.5 

100.0 

5 951 
2 800 
8 751 

68.0 
32.0 

100.0 

Net value added (percentages) 
67.5 35.1 47.9 
32.5 64.9 52.1 

100.0 100.0 100.0 

4 647 
1 006 
5 653 

82.2 
17.8 

100.0 

71.8 
2 8 . 2 

100.0 

2 530 
2 109 
4 639 

54.5 
45.5 

100.0 

39.4 
60.6 

100.0 

1 177 
3 115 

10 292 

69.7 
30.3 

100.0 

53.5 
46.5 

100.0 

SOURCE: Economic Planning Office, Economic Survey of Japan, 1968-69 (Tokyo , 1969) (estimates based on industrial censuses). 



corded by large-scale enterprises.®® Purchases 
of second-hand machinery by small- and 
raedium-scale enterprises declined in propor-
tion to their total investment in industrial 
equipment. 

At the same time, the transfer of know-how 
between the large-scale and the small- and 
medium-scale enterprises was intensified, and 
it involved a total payment of 1,700,000 dol-
lars over the two years 1966-1967. There has 
also been an increase in the transfer of know-
how from small- and medium-scale enterprises 
to large-scale enterprises, as a result of the tech-
nological progress made by the former, which 
received the equivalent of 660,000 dollars 
from the latter during the same period.̂ ® Since 
there is also a free exchange of know-how 
between the two categories of industries, it will 
be realized that there is a sizable volume of 
technological co-operation between enterprises 
with different production scales, favouring the 
smaller enterprises in particular. 

The accelerated growth of investment and 
the technological progress made in the smaller 
enterprises had very important results: there 
was a larger increase in productivity per worker 
in the small- and medium-scale industries than 
in the large-scale industries during the years 

38 Economic Planning Office, Economic Survey of 
Japan, 1967-68 (Tokyo, 1968), p. 207. 

89 Economic Planning Office, Economic Survey of 
Japan, 1969, p. 136 of the Japanese version. In this 
case, large-scale enterprises are considered to be those 
with a capital of over 500 million yen (approxi-
mately 140 million dollars), and small- and medium-
scale enterprises those with a capital of less than 
50 million yen (14 million dollars). 

1960-1965, while the opposite had been the 
case in the period 1955-1960 (see table 13). 

The technological progress and investment 
in small- and medium-scale enterprises was 
closely related to the development and increase 
in demand of the large-scale enterprises, which 
enabled them to specialize increasingly in a 
limited number of articles. 

Two highly important measures were the in-
troduction of quality control and production 
control. This had the effect of improving the 
quality of the products and rationalizmg the 
production system through the vertical inte-
gration of manufacturing, which, together with 
the introduction of advanced techniques, low-
ered production costs for a number of articles. 

The manufacture of the sewing-machine is 
a case m point. Most plants producing these 
machines were small- or medium-sized, but 
when official production standards were estab-
lished for its components, most enterprises spe-
cialized in the production of a small number 
of parts; this enabled them to slash then: pro-
duction costs, since the production process in 
each enterprise was simplified and specialized 
machines were introduced to replace multi-
purpose machine-tools. For example, to manu-
facture a single component of the sewing-
machine in Japan, a special machine was 
constructed which operates more than twenty 
drills simultaneously in three directions. With 
the sharp fall in production costs, the value of 
exports rose from 1 million dollars in 1949 to 
33 million dollars in 1951. 

The same process was observable in other 
industries, particularly those assembling a large 

Table 13 

PRODUCTIVITY INCREASE IN RELATION T O SIZE OF ENTERPRISE 

(Percentages) 

1957-61 1961-66 1957-66 

Heavy industry and chemicals: 
Large-scale enterprises (300 work-

ers or more) 155.9 161.4 251.6 
Small- and medium-scale enter-

prises 139.8 171.3 239.5 
Manufacturing industry as a whole". 

Large-scale enterprises (300 work-
ers or more) 149.3 159.9 238.7 

Small- and medium-scale enter-
prises 143.8 171.1 246.1 

All enterprises 151.9 161.6 245.1 

SOURCE: Ministry of International Trade and Industry ( M I T I ) , study on small-
and medium-scale enterprises, 1969 (based on industrial censuses). 
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number of components, such as the manufac-
ture of photographic apparatus, optical and 
precision instruments, electronic equipment, 
motor-scooters, motor vehicles, etc. 

An important feature of this process is that, 
in spite of substantially raising productivity, a 
relatively small investment is required, al-
though it is essential that all the enterprises 
concerned should pool their efforts. 

The Government launched a strong cam-
paign to secure such integration, the most im-
portant measure being to control and stand-
ardize the quality of manufactured products. 
Although official production standards had 
been established even before the Second World 
War, the government agency set up immediately 
after the end of the war was extremely active 
and in four years it established standards for 
over 2,100 articles, most of which were sub-
ject to the quality control system for exports. 
In 1949 the industrial standards law was ap-
proved with the purpose of expanding activi-
ties in this field, and 7,000 standards have been 
established to date.^" 

It is worth noting that the standardiza-
tion process in Japan has been carried out by 
the Government, while in the United States, 
the United Kingdom and other countries this 
task has been performed by private institutions. 
Another important point is that the standards 
are periodically modified (usually every three 
years) and the requirements are made increas-
ingly stringent. 

Furthermore, the Government, with the pri-
vate sector's co-operation, launched a long and 
continuing campaign to introduce quality con-
trols in plants on the basis of production stand-
ards, at the same time introducing a new sys-
tem for organizing production on the basis of 
intensive studies of each production process 
in line with the new methods developed in the 
United States. 

One of the results of the greater specializa-
tion and vertical integration thus achieved was 
the higher percentage of indirect exports of 
products manufactured by the smaller indus-
tries. According to an input-output study, 
moreover, transactions between large-scale en-
terprises and small- and medium-scale enter-
prises were intensified. 

Lastly, as a result of the very special process 
that has taken place in Japan, over the past 
fourteen years there has been a faster parallel 

40 There are at present 2,000 industrial production 
standards committees for the different groups of prod-
ucts, which comprise some 16,000 experts. 

increase in the manpower used by manufactur-
ing industry and in labour productivity than in 
any other country (see table 4) . 

Between 1953 and 1967 the number of em-
ployed persons rose at a cumulative annual rate 
of 6.6 per cent, the most rapid increase being 
in the first half of the period, when the rate 
was 8.7 per cent. From 1955 to 1960, in spite 
of the huge investment in such sectors as the 
electronics industry and metal-transforming, 
particularly the manufacture of precision ma-
chinery, there was even a drop in the capital-
labour coefficient on account of the mass ab-
sorption of workers. 

To sum up, Japan's large-scale enterprises 
made great technological progress, particularly 
in sectors involving the heaviest investment, the 
most advanced techniques and the largest scale 
of production, while its small- and medium-
scale enterprises made intensive use of man-
power while it was still relatively abundant, 
and then achieved steady technological progress 
together with greater vertical integration with 
large-scale enterprises. In short, Japan effi-
ciently adapted advanced techniques to its 
own particular conditions and improved them 
considerably. 

C . TECHNOLOGICAL PROGRESS AND THE 
EXPANSION OF EXPORTS 

It is difficult to assess the effect of techno-
logical progress on the expansion of exports 
in quantitative terms, but the importance of 
the new products in the growth of Japan's 
exports will give some idea. The products 
which were first launched on the world market 
after 1951 came to account for 13 per cent of 
Japan's total export within ten years. In addi-
tion, the entire share of such products, none of 
which amounted to as much as 5 per cent of 
total exports in 1955, rose from 5.6 to 28 per 
cent in ten years. 

Moreover, the goods produced through the 
direct apphcation of imported know-how 
reached 12 per cent of total export in 1960, 
despite the restrictions imposed on exports of 
these goods in the contracts covering the sale 
of patents. Notwithstanding the Government's 
efforts to eliminate this type of restriction, 53 
per cent of the contracts covering patents and 
the transfer of know-how signed before 1960 
contained provisions limiting exports of the 
goods concerned. The situation became even 
worse later, since 68 per cent of the contracts 
signed between 1962 and 1964 included restric-
tive clauses (in 21 per cent exports were pro-
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hibited, and in 69 per cent they were permitted 
only to Formosa and Korea). 

Nevertheless, the introduction of foreign 
techniques had impressive effects on some sec-
tors, such as the electronics industry; products 
of this industry based on imported techniques 
and their adaptation to local conditions ac-
counted for 50 per cent of total electronics 
exports in 1960. This was a higher percentage 
than in production for the domestic market, 
which was only 30 per cent in the same year. 
This gap had gradually widened since 1955. A 
similar situation was observable in the chem-
ical, steel and other industries. 

Technological progress, especially through 
the introduction of foreign techniques and their 
improvement and adaptation, has had incal-
culable effects, notably through increasing the 
productivity of Japanese industry in general 
(see table 7) and placing it on a more com-
petitive footing in the world market. The prod-
ucts which reflect the characteristics of Japan's 
technological progress fall into three groups: 

(a) Products of the heavy and chemical 
industries whose manufacture is highly capital-
intensive and required advanced techniques; 

{b) Products of the heavy and chemical 
industries whose manufacture requires consid-
erable manpower and the use of advanced tech-
niques; and 

(c) Products of light industry. 
The products in the first group—steel, fer-

tilizers, synthetic fibres and other products of 
the chemical and petrochemical industries, 
etc.—have always contributed to the rapid ex-
pansion of exports and they account for a 
large share of Japan's total exports. They are 
industries in which rationalization programmes 
(steel and fertilizers) and development pro-
grammes (petrochemical and other industries) 
involved heavy investment. The reduction in 
costs obtained through these programmes and 
as a result of technological improvements 
helped to step up exports. In some cases Ja-
pan's technological progress was a decisive 
factor in increasing its capacity to compete. 

The use of the LD converter for steel pro-
duction was decided upon after lengthy ex-
perimentation which proved it to be the most 
productive method yielding the best results. 
Japan is the country where this process^^ has 
come to be used most widely, and it accounts 

41 When the idea of the L D converter first emerged 
in Australia, Japan's steel producers started immedi-
ately to develop economic production methods. Sixty-
six converters have now been installed and their out-

for the Japanese steel industry's great competi-
tive capacity. Steel exports have risen at an 
annual rate of 14.1 per cent during the last 
fifteen years. 

The method of producing urea, the most 
important artificial fertilizer, is essentially Jap-
anese also. In the period 1957-1967 exports of 
urea rose at a cumulative annual rate of 23 per 
cent; at present this product represents 50 per 
cent of Japan's exports of nitrogenous ferti-
lizers. Licences for the use of Japanese patents 
for the production of urea have been sold to 
nineteen countries. Of the synthetic fibres, vinyl 
is the result of Japanese technology and its 
exports increased during the 1950s. 

Products in the second group require both 
advanced techniques and considerable man-
power. Typical examples are electronic house-
lold appliances, cameras, optical equipment 
and precision instruments, sewing-machines, 
motor cycles, some industrial machinery, etc. 
Transport equipment such as ships, passenger 
cars and railway coaches have similar char-
acteristics but require substantial investment. 
Nevertheless, their manufacture requires more 
manpower than the industries in the first group. 

Technological process, the larger produc-
tion scale of vertical integration played an im-
portant part in these industries. Japanese tech-
nology helped to enhance their competitive 
capacity, particularly in the case of industries 
producing electronical and optical equipment, 
sewing-machines, motor cycles, etc., while sig-
nificant improvements were introduced into the 
technical processes imported by some sectors, 
such as the electronics industry. 

Exports of these industries were growing 
more rapidly than those of products in the first 
group. Exports of radios, for example, rose 
from 18 million dollars to 344 milUon, or 35 
per cent annually, in the ten-year period 1957-
1967, and exports of cameras increased by 23 
per cent over the same period. Sewing-
machines, which had already reached a fairly 
high level in 1957 (45 million dollars) climbed 
to 101 million in 1967. Exports of motor cycles 
rose from one million to 176 million dollars 
in the same period.̂ ^ 

put amounts to 70 per cent of Japan's total steel 
production. The techniques developed in Japan vsiere 
exported to a number of countries. 

42 Exports of products o f the metal-transforming 
industry and allied products also grew rapidly (18.2 
per cent annually); with some exceptions, these arti-
cles are manufactured by the small- and medium-scale 
industries. The cheap supply of steel and non-ferrous 
metals and the relative abundance of labour con-
tributed to this expansion. 
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Japan's greater specialization in these in-
dustries is borne out by a comparison of the 
composition of its exports with that of other 
countries, according to the classification indi-
cated above and in table 14. Official s t a t i s t i c s ^ ^ 

show that products in group (b), excluding 
transport equipment, represented 30 per cent 
of Japan's total exports and 52 per cent of the 
total value of exports of the heavy and chem-
ical industries, while the corresponding pro-
portions for the Federal Republic of Germany, 
France and Italy were around 30 per cent. 
In contrast, products in group (a), including 
transport equipment, represented only 28 per 
cent of total exports from Japan, compared 
with over 45 per cent of those of the three 
European countries considered. 

This difference is even more pronounced if 
ships, whose characteristics are somewhat simi-
lar to those of the products classified in group 
(b), are excluded from group (a). Shipbuild-
ing is one of Japan's most important indus-
tries, accounting for half the world's output. 

Exports of vessels rise 11.9 per cent annually 
during the period 1957-1967, and in 1968 their 
value was as high as 1,080 million dollars. 

This comparative analysis indicated that 
Japan has specialized more than other coun-
tries in the relatively labour-intensive heavy 
and chemical industries and in light indus-
tries.̂ ^ 

In these industries, large-scale enterprises 
usually operate side by side with small- and 
medium-scale concerns, which are fairly flex-
ible as regards the replacing capital by labour 
or vice versa, depending on which is cheaper, 
and this, together with the progress made in 
original and adapted technical know-how, has 
given Japanese industries a great advantage. 

Ministry of International Trade and Industry 
( M I T I ) , Official report on foreign trade 1965, T o k y o . 

A n interesting feature is the split observable in 
the geographical distribution of Japanese exports: the 
largest proportion o f the products of the relatively 
labour-intensive industries, except steel, goes to de-
veloped countries, while articles produced by highly 
capital-intensive industries are exported mainly to de-
veloping countries. In recent years, exports o f prod-
ucts of the more capital-intensive industries have been 
increasing rapidly, but the above-mentioned trend 
persists (see G A T T , International Trade, 1968). 

Table 1 4 

E X P O R T S OF M A N U F A C T U R E S A C C O R D I N G T O T H E C H A R A C T E R I S T I C S 
O F I N D U S T R I E S I N S E L E C T E D C O U N T R I E S , 1964 

( Percentages) 

Japan 
Federal 
Republic 

Germany 
France Italy 

I. Products of the heavy and chemical industries 57.4 80.5 69.4 59.7 
( a ) Highly capital-intensive industries 27.6 56.5 44.6 43.5 

Heavy equipment and machinery® . . . 18.8 44.6 31.8 33.7 
Ships ( 7 . 4 ) (1 .4 ) (1 .2 ) (1 .0 ) 

Other products') 8.8 11.9 12.8 9.8 
(b) Fairly labour-intensive industries 29.9 24.1 25.4 16.2 

Light machinery» 12.7 10.2 6.1 6.9 
Other products^ 17.2 13.9 19.3 9.3 

(Products in group (b) as a percen-
tage o f the total f o r ( I ) ) ( 52 .1 ) (29 .1 ) ( 36 .6 ) (27 .1) 

II. Products of light industries^ 42.6 19.5 30.0 40.3 
TOTAL 100.0 100.0 100.0 100.0 

SOURCE: Ministry o f International Trade and In-
dustry ( M I T I ) , Official report on foreign trade 1965 
( in Japanese), T o k y o . 

a S I T C : 711, 712, 714-2,3, 715, 717-1,2, 718, 719-
1,2,3,5,8,9, 722-1, 724-9, 726, 731, 732, 734, 735. 

b S l T C : 231-2, 251-2,5,6,7,8,9, 266-2,3,4, 512, 513-
5,6, 521, 534, 551-2 561, 581, 629-1, 641-1-6,9, 661-2, 
664, 671, 672, 681, 682-1, 683-1, 684-1, 685-1, 686-1, 
687-1. 

« S I T C ; 714-1,9, 717-3, 719-4,6, 722-2, 724-1,2, 

725, 729-1-7, 733, 812, 861-3-6,8, 864, 891-1. 
d S I T C : 532-3, 533, 541, 551-1, 553, 554, 571, 

599-2, 673, 674, 675, 676, 677, 678, 679, 682-2, 
683-2, 684-2, 685-2, 686-2, 687-2, 689, 691, 692, 693, 
697-1, 698-2-4,6, 719-7, 723-1. 

e S I T C : 261-2, 267, 611, 612, 613, 621, 629-3,4,9, 
631, 632, 633, 641-3,8, 662, 663, 665, 666, 667-1, 
694, 695, 696, 697-2,9, 698-1,5,8,9, 732-2, 729-9, 831, 
841, 842, 851, 861-1,2,7,9, 862, 863, 891-2,4,8,9, 
892, 893, 894, 895, 896, 897, 899. 
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The composition of the export items produced together, the proportion is over 40 per cent, 
by small- and medium-scale enterprises, as In contrast, the proportion of steel, chemicals 
estimated by the Ministry of International and petroleum products exported by small-
Trade and Industry shows that the value of and medium-scale enterprises is relatively low. 
the products exported by these enterprises T • , , • , 
(employing under 300 workers), expressed as ^̂  i^^^^o worth notmg the trends m exports 
a percentage of their total exports, is highest products that are typical of the smaU and 
in the case of metal products (over 80 per medium-sized enterprise, such as toys, foot-
cent), foUowed by precision instruments and wear, simply-worked wood, miscellaneous 
equipment and industrial machinery (more goods and other articles which can be pro-
than 50 per cent in both cases), their share duced with considerable labour but without 
remaining relatively stable (see table 15) the complex techniques required for the prod-
Although the percentages for electronic ar- "^ts in group (ft). It is mterestmg to see that 
tides and machinery and transport equipment exports of these items soared when Japan had 
are somewhat low, indirect exports in the form P^^ t̂y labour during the 1950s, but lost 
of components of final products exported by momentum during the next decade. Exports 
major enterprises stand at relatively high fig- of other goods produced by faurly small 
ures (18 and 16 per cent, respectively), which enterprises—sport goods, musical instruments, 
testifies to the vertical integration existing in cutlery, etc.—maintained their upward trend, 
these industries (see table 16). If direct and however, probably because their production 
indirect exports of electronic articles are added was based on advanced techniques. 

TaMe 15 

J A P A N : E X P O R T O F I T E M S P R O D U C E D B Y S M A L L - A N D M E D I U M - S C A L E 
I N D U S T R I E S I N R E L A T I O N T O T O T A L E X P O R T S , 1962-1966 

(Percentages) 

Product 1962 1964 1966 

Heavy and chemical industries: 
Chemicals 35.9 29.8 26.8 
Petroleum and petroleum products 19.5 24.0 23.8 
Iron and steel 26.0 19.6 19.6 
Non-ferrous metals 30.1 31.4 34.1 
Metal products 87.0 78.9 88.0 
Industrial machinery 46.8 49.2 51.5 
Electrical equipment and machinery 25.3 24.3 25.5 
Transport equipment and machinery 13.3 11.6 12.1 
Precision instruments and machinery 57.3 57.8 56.8 

SUB-TOTAL 33.6 29.3 30.0 

Light industry; 
F o o d 69.0 78.2 78.7 
Textiles 81.4 80.3 79.5 
Made-up articles and other textile goods 93.0 94.0 93.8 
W o o d and w o o d manufactures 79.3 75.9 77.7 
Furniture and similar household articles 92.6 93.5 92.4 
Pulp, paper and paper manufactures 43.7 45.7 47.4 
Printed matter and books 73.1 73.1 73.9 
Rubber manufactures 39.6 26.4 27.8 
Leather manufactures 94.0 96.5 96.5 
Ceramic articles and porcelain 51.6 50.6 50.2 
Other products 88.5 84.8 82.9 

SUB-TOTAL 76.1 75.3 74.4 

TOTAL MANUFACTURES 53.8 47.2 44.4 

SOURCE: Ministry o f International Trade and Industry ( M I T I ) , study on small-
and medium-scale enterprises ( in Japanese), 1969. 

Note-. The percentages are calculated in the last stage o f processing o f export 
items, so that they are underestimated in the case o f industries producing machinery 
and over-estimated in the case of textile industries. 
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Table 16 

JAPAN: I N D I R E C T E X P O R T S O F S M A L L - A N D M E D I U M -
S C A L E ENTERPRISES, 1963-1966 

(Percentages of total value of exports) 

196S 1964 1965 1966 

Total, manufacturing industry 7.0 7.5 7.9 7.9 
F o o d 7.0 2.1 2.5 2.6 
Textiles 3.1 3.5 3.5 3.7 
Made-up articles — — — • — 

W o o d manufactures — — — — 

Pulp and paper 4.0 3.9 3.9 3.8 
Chemicals 5.6 5.7 5.9 6.0 
Rubber manufactures 8.3 8.7 8.7 8.3 
Leather manufactures — — — — 

Glass, articles o f ceramic materials, 
porcelain, etc 3.9 3.7 3.8 3.8 

Iron and steel 3.2 3.5 3.6 3.4 
Non-ferrous metals 8.0 7.8 7.4 7.5 
Metal manufactures 2.0 3.2 1.8 1.8 
General industry machinery 10.9 10.2 10.1 9.9 
Electrical and electronic machinery . . . 17.8 17.9 17.9 17.6 
Transport equipment 15.6 15.8 15.9 15.8 
Precision instruments 9.7 9.5 9.5 9.6 

SOURCE: Ministry of International Trade and Industry ( M I T I ) , study on small-
and medium-scale enterprises (in Japanese), 1969. 

In any case, it is clear that the proportion 
of the products of light industry and of indus-
tries which simply enjoy the advantage of cheap 
labour without needing advanced techniques 
has gradually declined. On the other hand, 
there has been a steady increase in the share 
of products of the heavy and chemical indus-
tries, not only in Japan's total exports but also 
in exports by small- and medium-scale enter-
prises, which have traditionally absorbed more 

manpower and have taken more advantage of 
its relatively low cost than other industries. 
According to statistics supplied by MITI, the 
share of products of the heavy and chemical 
industries in total exports by these enterprises 
has risen from 32.6 to 47.2 per cent in the 
last few years, which shows that, as mentioned 
above, technical innovations have been grad-
ually introduced in the small- and medium-
scale industries. 

CHAPTER V 

PROMOTION OF EXPORTS 

A . THE EXPORT PROMOTION POLICY 

1. General observations 

The Government took its first important 
step in this area in 1954 when it established 
the Supreme Conference on Exports, presided 
over by the Prime Minister assisted by all the 
other Ministers, the Manager of the Bank of 
Japan and representatives of every industry. 
This permanent Conference, with its twelve 
committees for different industries and 72 
working groups on commodities, became a 

legal entity in 1962, since when it has served 
as a forum for examining Japan's export strat-
egy and fixing export value targets for the prin-
cipal industries. 

The Ministry of International Trade and In-
dustry is responsible for formulating export 
promotion policy, taking into account espe-
cially the conclusions of the above-mentioned 
Supreme Conference, and for applying the pol-
icy in co-ordination with those general indus-
trial and commercial policies which are export-
oriented and implemented by MITI. The 
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annual report on external trade published by 
MITI analyses particularly problems related 
to exports, outlines the trade and export pro-
motion policy that should be followed to solve 
them, and suggests measures which could be 
adopted by the private sector. MITI organizes, 
moreover, commercial missions and meetings in 
foreign countries assisted by JETRO (Japan 
External Trade Organization), experts of trad-
ing companies and manufacturing firms in or-
der to formulate strategies for certain exports. 

There has always been a general agreement 
in Japan about the vital importance of exports 
for the country's economy, which is taught as 
early as primary school. As from 1959, Japan's 
Chamber of Commerce and JETRO conducted 
export promotion campaigns. In its report on 
foreign trade pubUshed in 1969, MITI points 
out that entrepreneurs became export-minded 
very rapidly, and especially around the middle 
or end of the 1950s, when export targets be-
gan to play an increasingly important role in 
their production programmes. This general 
agreement about and awareness of the impor-
tance of exports for Japan did much to make 
the efforts to increase them more effective. 

A variety of promotional measures were 
introduced, the most important being fiscal in-
centives and export financing. Of great im-
portance also were certain specific steps tak-
en by the Japanese Government, such as the 
establishment of a semi-governmental market 
research agency (JETRO), strict quality con-
trol, and measures to stabilize export prices 
and to promote exports of goods produced by 
small and medium-sized enterprises. 

From 1953, 50 per cent of net revenue 
from exports (or, optionally, 3 per cent of the 
total value of exports for producers in gen-
eral, 5 per cent for manufacturers of industrial 
equipment and 1 per cent for trading com-
panies) was exempted from taxation. In 1957, 
this was increased to 80 per cent, in addition to 
a 100 per cent tax exemption on revenue from 
exports exceeding those of the previous year by 
50 per cent. Despite its importance as an in-
centive, this system was dropped in 1964 for 
reasons connected with G A ' n , though with 
scarcely any negative effects—at least in terms 
of the value of exports. 

In 1964 some new measures were adopted: 
special amortization of fixed industrial capital 
applied in proportion to the percentage of ex-
ported products in total production, and tax 
exemptions on funds reserved for foreign mar-
ket research. Furthermore, from the same year, 
MITI began to select "export contributing com-

panies" each of which exported at least 70,000 
dollars worth of products and considerably in-
creased the value of its exports or the per-
centage of exported products in its total 
production compared with the preceding year. 
It was soon decided that the new measures 
adopted in 1964 should be applied in favour 
of such selected companies. Some 4,500 com-
panies were selected and commended by MITI 
in 1968. 

Furthermore, to finance exports, the Export-
Import Bank of Japan was set up in 1951 to 
provide long-term loans to cover exports of 
industrial plants, ships and heavy machinery. 
An important part of the financing was used 
for the export of ships (58 per cent average 
for 1960-1965), although loans for industrial 
plants have been increasing in recent years. 
Another important measure was the adoption 
of the favourable re-discount rate of the Bank 
of Japan for export bills discounted by com-
mercial banks and a low interest rate on loans 
for exports—two forms of short-term financing. 
The former corresponds to the financing for 
the period after shipment up to the time of 
payment by the importer, and the latter for 
the period before shipment (but after the sign-
ing of the contract) to finance the production 
and collection of commodities. The system was 
introduced by the Bank of Japan (Central 
Bank) in 1954 and had very important effects, 
because the interest rate (between 5 and 6.5 
per cent) was quite low for Japan. The financ-
ing of the Bank of Japan in this field increased 
rapidly and, in some years reached 50 per cent 
of all the loans by the Bank to private sector. 

Japan's tariff regulations provide for a draw-
back on export goods manufactured from im-
ported products liable to customs duties. This 
arrangement has not however had any great 
importance in increasing the country's exports 
as it only affects a very limited number of 
goods.̂ ® 

Moreover, the law on exports which came 
into force in 1950 introduced an export in-
surance system against risks which could not 
be covered by private insurance companies. 
This system has been gradually improved and 
now covers eight different types of insurance, 
aU of which are sponsored by the Government. 
The value covered by these forms of insurance 
reached some 3,000 million dollars (average 
for the period 1963-1967), which corresponds 
to 38 per cent of the total exports of Japan. 

«5 Food-stuffs made from sugar, on which customs 
duties are relatively high; recording tapes, ammonium 
sulphate, urea, etc. 
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Although these measureŝ ® acted as direct 
inducement to increase exports and although 
it is not easy to assess their impact, it can 
safely be said that their influence on the export 
trade was not decisive, as is conñrmed by the 
fact that the complete and sudden elimination 
of income tax exemptions, which had been 
granted to favour exports, did not cause them 
to decline. Long-term export ñnancing like-
wise failed to have as great an effect on Jap-
anese exports as on those of other industrial-
ized countries. Japan, which until recently, 
frequently suffered from a shortage of foreign 
currency, was never in a position to finance its 
exports adequately. Very often, this situation 
prevented it from bidding for contracts which 
would have enabled it to export industrial 
equipment. 

The ever-increasing competitiveness of Jap-
anese products as a result of the factors cited 
earlier was the main reason for the rise in ex-
ports, which could never have been achieved 
merely through direct promotional measures. 
Such measures as these played only a comple-
mentary role in improving, for example, the 
country's capacity to compete. As a report 
published by MITI points out, measures 
directly connected with promoting exports are 
not enough; they must be backed up by a 
whole complex of economic policy measures 
primarily designed to increase exports. 

2. Quality control 

Before the war it was sometimes said that, 
though cheap, Japanese products were in-
ferior in quality to those of countries whose 
prices were higher. After the war, however, 
Japan made enormous efforts to control and 
improve the quality of its products. Besides, 
the fact that Japanese products were cheaper 
would not greatly have swelled exports since 
even if the quality of the vast majority of 
goods sold abroad had been acceptable, the 
fact that others were slightly inferior in quality 

46 vve could cite also the system of preferential 
foreign exchange distribution in favour of manufac-
turers and exporters of certain products to enable 
them to import the necessary materials for their pro-
duction or other goods for sale on the local market. 
Nevertheless, this temporary system, which was ap-
plied in certain years prior to 1960, was not consid-
ered very satisfactory as an export promotion instru-
ment and was abolished in 1960. (See for example, 
H. Kanamoril, Exports of Manufactures and Indus-
trial Development in Japan ( E / C O N F . 4 6 / P / 1 2 ) , 
U N C T A D , 1964.) 

would have damaged the prestige of Japanese 
products as a whole. 

The quality control system of export prod-
ucts became law at the beginning of the cen-
tury and placed the responsibility for inspec-
tion and supervision in the hands of private 
institutions. This tradition was restored after 
the war with the passing of a new quality 
control law on export products in 1948, ex-
tensively revised in 1957 to make it more ef-
fective. When it first came into force, some 50 
per cent of exported products were subject to 
inspection. Currently, 30 per cent of Japan's 
total exports are covered by the system, and of 
these, 50 per cent are machinery and metal 
products, and 12 per cent are chemicals. Six 
government institutions (mostly official labora-
tories) and thirty-nine officially designated 
private export-inspection agencies are respon-
sible for enforcing the law through 2,600 
authorized inspectors.̂ ^ Apart from the inspec-
tions carried out by these officials, the Govern-
ment periodically conducts direct inspections 
of export products in the warehouses them-
selves or in the authorized export-inspection 
institutions. In 1965, for example, 31,000 of 
these inspections were carried out. This system 
was very successful and brought the number 
of refusals of export permits as a result of 
direct inspection down from 3.4 to 0.8 per 
cent between 1958 and 1965. 

The improvement in the quality of exported 
products was closely allied to the campaign 
introducing the system of quality controls dur-
ing the process of manufacture which has al-
ready been mentioned. 

According to an official publication on the 
state of Japan's industrial technology published 
in 1955,^^ one of the main reasons for launch-
ing the campaign in favour of quality control 
in factories and of production controls during 
processing was to promote exports. Most of 
the standards applied during the early years 
were for products which could not be exported 
without being subjected to inspection. 

Furthermore, as has already been pointed 
out, a highly important point is the periodical 

As regards the inspection methods for the 
products subjected to inspecting institutions, see, for 
example. The Japan Chamber of Commerce and In-
dustry, Standard Trade Index of Japan. This publi-
cation contains also information on the systems 
referred to below, such as design control, and lists 
of exporters' associations and other practical informa-
tion on export operations in Japan. 

MITI, Gijyutsu Hakusho (Report on the current 
state of technologies), 1955. 
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revision of these standardŝ ® so as to introduce 
increasingly severe requirements as to length of 
life, precision, resistance to temperature, 
weight, etc., as Japanese industries become 
more and more efíicient. The net result is that, 
as far as many products are concerned, Japan's 
standards actually exceed international re-
quirements. For example, a greater degree of 
precision is required of certain machine tools, 
optical instruments, sewing-machines and com-
ponents, condensers, ball-bearings, etc., and this 
has contributed to Japan's exports of these 
products.®" 

Brief reference should here be made to de-
sign control, in view of the pre-war accusations 
that certain Japanese products copied foreign 
designs. The exports inspection law that came 
into force in 1949 required producers to obtain 
official certificates stating that they were em-
ploying no foreign designs. In 1952, the 
import-export law was passed, strictly prohibit-
ing the export of products that violated the 
industrial property rights of other countries 
and establishing a new design control system 
likewise requiring a certificate to the effect that 
the relevant product did not involve the use of 
any foreign designs. Inspection is carried out 
by four design centres specializing in textiles, 
china, machinery and miscellaneous products. 
Together with MITI, these centres have made 
serious efforts to improve design, for instance 
by awarding the letter " G " (for "Good") to 
products of superior design. 

Even when they had no direct short-term 
effects, improvements in quahty and design 
control were tremendously important. Al-
though, as stated above, Japan's capacity to 
compete was achieved by reducing the price of 
its exports, this would not have been success-
ful without the simultaneous control and im-
provement of quaUty. In point of fact, Japan 
was able to increase its capacity to compete 
by means of a combination of both factors. 

3. Stabilization of export prices and exporters' 
associations 

It was considered highly important to stabi-
lize the export prices of certain products, es-
pecially those manufactured by small- and 

Japanese standards are known by the sign of 
JIS (Japan Industrial Standards); for more details 
on JIS, see, for example, appendix I of OAS, Polí-
ticas e Instituciones de Promoción de Exportaciones 
de Productos Manufacturados, Eludios de Casos: Ja-
pón, 1964, Washington, D.C. 

MITI, Gijyutsu Kakushinka no Kogyogijyutsuin 
(The Institute of Industrial Technology and techno-
logical progress), 1964. 

medium-sized enterprises whose negotiating 
power vis-a-vis the major foreign importers 
was slight. Price instability, especially sharp 
drops caused by excessive domestic competition 
or some other factor, could have damaging 
effects, such as laying Japan open to accusa-
tions of dumping by the importing country or 
preventing Japanese producers from maintain-
ing or improving the quality of their exports, 
thus giving rise to a vicious circle of low prices 
and poor quality and consequent loss of pres-
tige. 

Since light machinery was originally the 
main export item and was largely manufac-
tured by small and middle-sized enterprises, 
there was a pressing need to introduce some 
kind of price stabilizing mechanism. Faced with 
the major problems involved in exporting sew-
ing-machines and field-glasses, MITI adopted 
it from dropping too low. The light machinery 
a system of export price verification to keep 
export promotion law gave the system legal 
force. Nevertheless this system was not very 
effective, because of the difficulty of ascertain-
ing the real export price. 

With this in view and in order to improve 
quality and generally achieve a steady increase 
of exports through fair competition, the 1952 
import-export law authorized the setting up of 
associations of exporters, 103 of which were 
established with Government encouragement. 
Through these associations, exporters and 
producers agreed to fix price levels and ex-
port requirements that were binding on their 
members. According to the original law, the 
prior permission of MITI was necessary for 
such agreements, to be put into effect, but 
this clause was eliminated in 1955, when the 
law was extensively revised. The amended law 
included new clauses restricting the activities 
of outsiders and authorizing agreements among 
manufacturers and between exporters and 
manufacturers. Most of the voluntary restric-
tions relating to products for specific markets 
(referred to in chapter IV) are also for-
mulated by these associations (see table 17). 

Producers further sought to export their 
goods under their own trade marks rather than 
under those of the importer or distributor, and 
this proved to be one of the best ways of stab-
ilizing both the export price and the volume of 
exports and of promoting additional sales. 

4. Promotion of exports of the products of 
small and medium-sized enterprises 

As was pointed out in chapter IV, the small 
and medium-sized enterprises specialized in 
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Table 1 7 

J A P A N : E X P O R T A G R E E M E N T S A T T H E E N D O F T H E 1968 F I S C A L Y E A R 

Product 
Subject and number of agreements^ Products 

Price Quantity Quality Design Form of 
payment Bidding Importers Others Total 

Agri-
cultural 
commodi-

ties 

Tex. 
tiles 

of the 
heavy 
and 

chemical 
industries 

Others Total 

Agreements reached through 
export associations 32 49 15 16 21 1 28 42 204 16 31 31 22 100 

Agreements between exporters 8 19 9 0 19 5 0 17 77 0 88 12 0 100 
SUB-TOTAL 40 68 24 16 40 6 28 59 281 14 40 27 19 100 

Agreements between producers, etc. 37 29 6 2 0 1 23 42 140 8 27 59 6 100 
TOTAL 77 97 30 18 40 7 51 101 421 12 36 37 15 100 

SOURCE: M I T I , Official reports on foreign trade 1969, T o k y o , 
a Agreements authorized under the law on imports and exports. 



articles in the production of which Japan en-
joyed certain relative advantages, but they 
lacked resources to promote sales of their prod-
ucts abroad. Given the small scale of such en-
terprises, they had no direct access to foreign 
markets, no information on markets or knowl-
edge of the laws and trade regulations in force 
in the importing countries, or of ways of financ-
ing exports; for this reason, the Government 
decided to make a great effort to improve the 
situation. 

Apart from above mentioned quality con-
trol and export price stabilization, financial 
assistance was provided for the modernization 
of small and medium-sized enterprises,®^ and 
in 1962 a special long-term credit system was 
introduced; all these export promotion mea-
sures were adopted in conjunction and led to 
successes such as that achieved in the sewing-
machine industry. 

Various supplementary oSicial measures 
were also applied to improve the quality, de-
sign and marketing of the export products of 
such enterprises; JETRO provided assistance 
through twenty-two consulting centres by carry-
ing out market research and acquiring some 
of the best articles produced by such firms for 
display abroad. There is an annual exhibition 
of such articles. Articles produced by State 
institutions which are considered suitable for 
export production are also exhibited. 

In addition to government measures, the 
trading companies have done a great deal to 
promote the exports of small and medium-sized 
firms. 

5. Market research and other activities 
(function of JETRO) 

The body with the most important responsi-
bilities in the field of export promotion is the 
Japan External Trade Organization.®^ This is 
a semi-public institution under the auspices of 
the Ministry of International Trade and In-
dustry with an annual budget of more than 20 
million dollars and with 70 offices in the main 
trade centres in the world; fifteen of these of-
fices are Japanese Trade Centres which, apart 

See for example, Asian Productivity Organiza-
tion, Productivity in Small Industries, Some Lessons 
from Japan, 1969. 

52 There are specialized organizations for exports 
of certain products such as the Plant Association and 
the Machine Too l Association. The former was estab-
lished in 1955 to stimulate the exports of complete 
industrial plants through the sending of technical con-
sultants to collaborate in pre-investment surveys and 
the mechanization of factories. Up to 1968, 330 
technical missions had been sent by the Association. 

from carrying out the normal activities of 
JETRO, hold a permanent exhibition of Jap-
anese products on their premises. JETRO has 
a staff of about 1,500, 40 per cent of whom 
work abroad. 

The main functions of JETRO are foreign 
market research, advertising, holding exhibi-
tions, introducing Japanese firms and products 
to foreign customers, and fighting restrictive 
measures and campaigns against Japanese 
products in other countries. 

The most important activity is market re-
search. The data assembled by JETRO are 
stored in electronic computers®® used by the 
JETRO Information Centre, and information 
is distributed to trading companies and indus-
tries in a daily bulletin of about thirty pages. 
Apart from normal research activities, more 
detailed research is carried out into specific 
export products. Each year, about 250 articles 
are selected for this type of research on the 
basis of suggestions put forward by the various 
industrial associations and by MITI. 

The basic criteria used by JETRO in the 
selection of products for this type of more de-
tailed market research are as follows: 

1. They should be important Japanese ex-
port products and there should be reason to 
believe that it is possible to increase export 
of other complementary or related products; 

2. They should be new articles produced 
along modern technological lines, with the 
expectation that they will become competitive 
in a short time; 

3. They should be products meeting with 
stiff competition from other countries, partic-
ularly the developing countries, and a study 
should be made of the demand for similar 
products of superior quality; 

4. They should be articles produced on 
a large scale which need new foreign markets, 
particularly when sales have reached a peak 
in existing markets; 

5. They should be products in which there 
is little export activity because of a lack of 
proper organization of manufacture and sales; 
and improvement may therefore be hoped for 
through an analysis of the systems of produc-
tion, technology and marketing methods used 
by the chief competitors in foreign markets; 

BSThis is the JETAC system, specially developed 
for the purpose in the Industrial Technology Institute. 
In addition, foreign economic data are processed by 
the World Economic Information Service, a Japanese 
undertaking specializing in that field, which co -
operates closely with JETRO. 
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6. They should be goods showing wide fluc-
tuations in exports for various reasons. 

Research is not limited to a simple market 
study: an attempt is made to determine what 
measures should be taken to promote exports 
effectively. There is a systematic follow-up of 
the study of the products selected for such 
detailed research in subsequent years. 

There is close co-operation between JETRO 
and the private sector, and the large com-
mercial firms provide JETRO with information 
based on their long experience. Some of the 
directors of JETRO previously worked in large 
commercial undertakings. Experts on a variety 
of products, most of them lent by the export 
associations of the different industries, partici-
pate in JETRO's activities in foreign countries. 
JETRO organizes and co-ordinates exhibi-
tions under the auspices of foreign or Japa-
nese authorities; among displays of the second 
type is a floating exhibition on board a ship 
which docks at all the most important ports. 

B. THE ROLE OF THE LARGE TRADING 
COMPANIES 

There is no exact parallel in other countries 
for the large Japanese undertakings specializing 
exclusively in trade (called shosha), since they 
carry on both foreign and domestic trade in 
all kinds of articles and maintain commercial 
relations with all the countries of the world. 
Each of the nine largest enterprises has a turn-
over of more than 1,000 million dollars, and 
there are numerous small and medium-sized 
companies. In 1967, the four largest com-
panies accounted for 37 per cent of Japan's 
foreign trade, and 29 companies were responsi-
ble for 70 per cent of export and 80 per cent 
of imports. 

In fact, little is known outside the country 
of the important role played by the large 
trading companies in Japan. They started as 
intermediaries for the sale of textile products 
which, up to a short time ago, constituted 
an important share of their business. However, 
when Japanese exports were re-oriented towards 
the products of the heavy and chemical indus-
tries, these undertakings were overhauled and 
modernized to meet the new situation. Each 
of the large companies has more than 10,000 
employees, the majority being university gradu-
ates, and each has more than ñfty offices 
throughout the world. 

These firms have enormous advantages in 
the field of foreign trade: 

First, the huge scale of their operations 
reduces the cost of market research, corre-

spondence, representation, etc. One advantage 
is the accumulation of experience in selling 
thousands of different products in widely dif-
ferent countries (tastes of foreign consumers, 
trade regulations, etc.), apart from the ad-
vantage of having important contacts in other 
countries and having representatives based on 
the different world trade centres, able to supply 
information at a moment's notice. Because of 
these advantages, these companies have a more 
efficient foreign trade: they can select markets 
for specific products and are able, for example, 
to export surpluses resulting from an economic 
depression fairly speedily. 

On the other hand, because of the reduction 
of costs owing to the large scale of operation, 
they are able to keep their net profits at a 
low level and their export prices low. According 
to data supplied by MITI, the net profits of 
these companies have represented only 0.6 per 
cent, or even less, of the total value of sales 
in recent years. Even if marketing costs of 
imports and exports are added to these profits, 
the resulting figure is only between 3 and 5 
per cent.®^ As these firms encounter greater 
competition in the field of exports than in that 
of imports, over-all export profits are estimated 
to represent between 1 and 2 per cent of the 
price of exports. For this reason, exports 
through the large trading companies hardly in-
crease the export price. If account is taken of 
the enormous costs involved when the produc-
ing firms try to export their goods directly, the 
percentage profit is very small. Even large in-
dustrial concerns, which export their products 
directly, are accustomed to sell through the 
large trading companies when a small quantity 
is involved, or when they wish to export to 
countries where they do not have their own 
representatives. 

Another, and perhaps the most important, 
of the functions of the trading companies is 
the export of goods produced by small and 
medium-sized enterprises; this was particularly 
true in the last decade, when Japan had an 
advantage in such products because of its 
abundant labour supply. 

The large trading companies, with their vast 
experience, wealth of capital and store of reli-
able information on the external market, 
played an important role as exporters of the 
products of small and medium-sized enter-
prises, and in some cases, supplied them with 

MITI, Sengo Nihon no Boeki Nijyunenshi 
(Twenty years of post-war Japanese foreign trade), 
1 9 6 7 . 
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advice on questions of quality and contributed 
to their finances. Even though this function of 
the trading companies has been losing impor-
tance, it was very important when Japan began 
to increase its exports, and this experience 
could serve as a useful example to those devel-
oping countries which wish to set up similar 
bodies. 

They also play an important part in national 
trade, since 50 to 60 per cent of their total 
sales are on the domestic market, and they 
are thus able to organize the two types of trade 
in conjunction, where appropriate. An inter-
esting example of this combination of transac-
tions is the purchase of petroleum in the 
Middle East in exchange for boats. Simñarly, 
the trading companies sell automobiles and buy 
bananas in Ecuador. 

The large trading companies also act as 
brokers for Japanese investment in foreign 
countries. Industrial concerns prefer to invest 
abroad through the trading companies because 
of their experience in the countries concerned. 

There are two types of Japanese investment 
abroad. One is investment in the exploitation 
of natural resources. The large trading com-
panies currently participate in most projects of 
this type. Another type of investment abroad 
is the establishment of manufacturing indus-
tries, usually in the form of mixed enterprises, 
the country in which the investment is made 
having a share in the capital. In many cases 
the trading companies act in conjunction with 
Japanese industry to set up mixed enterprises; 
they are in a better position to evaluate the 
feasibility of such projects in the light of their 
experience in sales techniques in the countries 
where they operate and their knowledge of 
the laws and customs of those countries. 

It should be noted that both types of invest-
ment abroad help to increase exports of indus-
trial equipment, other capital goods and inter-
mediate products. 

Lastly, the large trading companies also help 
to increase exports through three-way transac-
tions. 

There is considerable scope for the devel-
opment of three-way trade, even though at 
present it accounts for only 3 per cent of the 
total transactions of the large trading com-

panies: this type of trade would help to solve 
the balance-of-payments problems faced by 
various developing and socialist countries, and 
at the same time would indirectly contribute 
to expanding Japanese exports. The large Jap-
anese trading companies have developed a 
project designed to offset the favourable trade 
balance of the socialist countries with respect 
to Japan against the favourable trade balance 
of the Latin American countries with respect 
to the socialist countries. Latin America im-
ports very little from the socialist countries 
and could use its surplus to import Japanese 
articles. 

Apart from possessing their ovwi capital, 
some trading companies are financed by large 
commercial banks belonging to the respective 
keiretsu. Although they tend to have closer 
relations with, and to market the products of 
industries of the same keiretsu, they are under 
no obligation to do so, and they often trade 
in articles produced by other firms. 

The trading companies are private, with no 
government participation, the Japanese Gov-
ernment's policy in this respect being as 
follows: 

(1) Equal treatment so as to stimulate com-
petition; 

(2) Help and guidance to the small and 
medium-sized trading companies, authorizing 
them to set up unions with functions similar 
to those of the large companies. (So far, eight 
unions of this type have been formed); 

(3) Authorization, from 1956, of foreign 
currency accounts, which are not subject to 
strict Central Bank control. Since the Japanese 
Government maintained the system of Central 
Bank control for a long time in the post-war 
period, the above authorization represented a 
considerable concession; 

(4) Training of the staff of the trading com-
panies: crash courses are offered in different 
parts of Japan. The Government has estab-
lished a training centre for such staff, who 
usually have university degrees and some basic 
knowledge of foreign trade. The chief activities 
of the centre will be the study of the eco-
nomies of other countries, sales techniques, 
foreign trade, foreign investment and languages. 
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CHAPTER V I 

A P P L I C A B I L I T Y O F J A P A N ' S E X P E R I E N C E 
T O L A T I N A M E R I C A 

A . GENERAL OBSERVATIONS 

In the light of the foregoing analysis, the 
mainspring of Japan's export boom over the 
past fifteen years may be summed up as 
follows: 

(1) The key factor was a highly dynamic 
economic development process which enabled 
productivity to rise steadily as a result of large-
scale investment and technological progress. 
This process helped to increase competitive 
capacity as a result of a reduction in export 
prices and a change in the composition of 
exports, the policy being to stimulate those 
for which there was likely to be most demand 
on the world market. 

(2) Government policy aimed at promoting 
and channelling investment and technological 
progress by various means. Industrial policy 
and trade policy were formulated on an inte-
grated basis and were geared to the expansion 
of exports. The principal measures were de-
signed to create and maintain a climate of 
strong competition among private enterprises, 
provide financial resources for industrial invest-
ment, particularly in certain sectors, and en-
courage both saving and investment by enter-
prises through the provision of fiscal incentives, 
and especially by allowing short-term amor-
tization. The same objectives were sought 
through trade policy by improving investment 
terms, obtaining imported industrial machinery 
and equipment, and providing facilities for the 
use of foreign techniques. 

(3) Direct export promotion measures were 
very effective and complemented the basic con-
ditions established by the Government. Quality 
control, under the inspection system, supple-
mented the general technological progress 
achieved in factories. The supplementary nature 
of this action was evident in the measures 
relating to small- and medium-scale enterprises 
and the stabilization of export prices. Direct 
measures covered nearly every facet and formed 
a complete set of export promotion instruments 
ranging from the Supreme Conference and the 
provision of fiscal incentives to the establish-
ment of a semi-public export promotion agency. 

(4) The activities of the large trading com-
panies also played an important part in the 
expansion of Japan's trade. 

All the above-mentioned factors are reñected 
in the legislation and regulations set out in 
in table B of the annex, which also indicates 
the agencies responsible for implementing the 
various provisions. The section of this table 
that deals with direct measures was prepared 
in line with the system used by the ALALC 
secretariat for the main Latin American coun-
tries, to facilitate comparison between the mea-
sures adopted by Japan and the provisions in 
force in Latin America.®® 

Each of the above-mentioned factors must 
be examined in order to determine whether 
Japan's experience is applicable in the efforts 
to expand Latin America's exports. The first, 
which is of fundamental importance, is bound 
up with Japan's economic structure; therefore, 
the possibility of applying Japan's experience 
in this respect cannot be evaluated without a 
study in depth of the economic structure of 
Latin America, which is obviously outside the 
scope of the present report. In view of the close 
relationship between the structure of the econ-
omy and the policies that should be adopted in 
order to increase exports, however, it is neces-
sary to examine certain elements that would 
help to determine how far Japan's experience 
could be applied to Latin America, and whether 
some of the direct measures to promote Japan's 
exports could be adopted in the region. 

Japan stands out among what are considered 
today as the industrialized countries that are 
exporters of manufactured goods, not only be-
cause it achieved a faster economic growth and 
a more rapid increase in exports than other 
countries in this category, but also because it 
reached its present stage of industrial develop-
ment more recently, and in doing so solved 
some of the very same basic problems which 
the developing countries will have to overcome. 
Originally, of course, there was considerable 
unemployment in Japan, and even now labour 
is relatively plentiful, at any rate in comparison 
with the situation in other developed countries, 
and it should not be forgotten that the tradi-
tional low-productivity sectors still exist there 

55 Table summarizing the legislation on export pro-
motion machinery in force in the A L A L C countries, 
updated at the fourth meeting of the Advisory Com-
mission on Trade Policy (9-17 September 1968), 
A L A L C / C A P C / I V / I n f o r m e , annex VI , pp. 51-66. 
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on a larger scale than in the other developed 
countries. 

The important point is that, in spite of aU 
these basic problems, Japan's economy has de-
veloped at an accelerated pace owing to the 
"virtuous circle" referred to earlier; it has over-
come difficulties similar to those existmg in 
developing countries, besides grappling with 
other adverse factors peculiar to Japan, such as 
the lack of natural and energy resources, the 
devastation caused by the Second World War, 
the shortage of arable land, the loss of its tra-
ditional markets, etc. 

Two important factors related to Japan's 
rapid economic growth and the expansion of its 
exports were its relatively plentiful manpower 
supply and the technological gap separating it 
from the other industrialized countries. 

These two factors, other things being equal, 
make for a greater difference between the in-
crease in labour productivity and the increase 
in wages and salaries, since abundant man-
power tends to slow down wage increases in 
relation to the growth of labour productivity. 
Moreover, the existence of a technological gap 
leaves plenty of room for stepping up produc-
tivity through the introduction of technical 
processes developed abroad, provided the im-
porting country has the capacity to absorb them. 
This, in fact, is what happened in Japan, and 
it is borne out by the concern expressed in 
certain circles lest the gradual decrease in the 
supply of manpower and the narrowing of the 
technological gap during the last few years 
should cause a loss of momentum in Japan's 
economic development and in the expansion 
of its exports.®® 

In the light of the above considerations, it 
would seem that Japan's experience is espe-
cially applicable to countries which have 
fairly abundant manpower and are far behind 
the developed countries in technical know-how. 
Thus a policy should be adopted to promote 
and channel industrial investment and absorb 
modern techniques in accordance with the fol-
lowing scheme: 

(fl) An analysis must be made to ascertain 
which factors are common to Latin America 
and Japan and which are not, and to what 
extent the common factors contribute to or 
impede economic development or export ex-

60 See, for example, G A T T , International Trade, 
1968 (Geneva, 1969), pp. 19-60, although there are 
also several very different analyses and projections, 
e.g., Japan Economic Research Centre, medium-term 
projections concerning the Japanese economy (in 
Japanese), 1969. 

pansion in the two economies, with a view to 
launching a dynamic process such as that 
which took place in Japan; 

{b) The industries in which heavy invest-
ment is required must be selected, according 
to the particular conditions prevailing in each 
country; 

(c) The techniques introduced, improved or 
adapted in Japan which are most likely to be 
applicable in Latin America must be studied, 
with particular reference to the availability of 
the factors of production and the existence of 
small and medium-sized enterprises and com-
pared with the techniques used in other in-
dustrialized countries in order to determine 
whether or not such investment is likely to 
yield good results; 

{d) An analysis must be made of the pos-
sibility of adapting to Latin America the 
policies and instruments used by the Japanese 
Government to stimulate the private sector— 
which, directly or indirectly, have resulted in 
a cumulative investment process, enhanced 
productivity, and export expansion—such as 
over-all industrial policy, and trade, financing, 
export promotion and other policies. 

B. SELECTION OF INDUSTRIES 
AND TECHNIQUES 

As regards the first point, if the funds avail-
able for investment and the supply of foreign 
exchange are insufficient, it would be advisable 
to adopt a pohcy along the fines of that fol-
lowed by Japan during the period when 
financing was short. Once the process has 
gained momentum, effective measures should 
be taken to encourage savings by individuals 
and by enterprises and appropriate machinery 
should be set up to channel a larger propor-
tion of capital into new investment in order 
to achieve a further increase in productivity. 
It would be advisable, for that purpose, to 
stimulate private enterprise by means of com-
petition at the national or the regional level, 
within the context of integration, but govern-
ment initiative must be given its proper place 
also. 

Japan's experience would be useful in select-
ing the industries in which heavier investment 
should be made, since Japan was most success-
ful in its own choice under virtually the same 
conditions as those prevailing in Latin Amer-
ica. Industries with the following characteristics 
might be considered eligible: 
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(i) Considerable manpower and little capi-
tal; 

(ii) Maximum value added through the use 
of modern technical know-how; 

(iii) Dynamic domestic and world demand 
prospects; 

(iv) A short training period. 
In making this choice, it would advisable to 

study the techniques used in Japan and their 
adaptation to the supply of the different factors 
of production. Because of the similarity be-
tween Latin America and Japan, it might be 
best to combine some of the techniques 
adopted and developed by Japan with appro-
priate techniques from other industrialized 
countries. 

Processes or techniques are understood here 
to mean not only those that have been 
patented, on which royalties must be paid, but 
also the whole complex or combination of 
techniques used in Japanese industry, which 
have been adapted to local requirements, and 
an extensive range of know-how and methods 
which have helped to raise productivity, par-
ticularly in the areas of research, purchase of 
machinery, production management, quality 
control, relations between enterprises, tech-
niques for marketing new products, etc. 

When international agencies put forward 
suggestions or provide technical assistance to 
Latin America, especially in the choice and 
introduction of advanced techniques, it might 
be useful to make a detailed study of the 
possibility of applying Japan's experience. The 
study could be carried out by a group of 
Japanese and Latin American experts, with 
the present study serving as the point of de-
parture or general frame of reference. 

The Japanese Government has been making 
serious efforts to transfer its technical know-
how to the developing countries through a sys-
tematic and continuing programme. So far, 
more than twenty-five Japanese technology 
centres have been established in various devel-
oping countries, with the purpose of intro-
ducing and disseminating Japanese methods 
and adapting them to local requirements. The 
Japanese Technology Centre for Small-Scale 
Industry, operating in India, has done excellent 
work in designing prototypes of machines based 
on Japanese models. Similar work has been 
done by centres in other countries, which in-
clude the Japanese technology centre for tele-
communications in Thailand and Mexico, the 
centres for small-scale industry in Iran, Kenya, 
Afghanistan, the Philippines and Singapore 

and the technology centres for the textile in-
dustry in Brazil and Ghana. Japan also pro-
vides various types of technical assistance, 
mainly through its Overseas Technical Co-
operation Office. 

It has been recommended that these activities 
be intensified, and that advantage be taken of 
Japan's valuable fund of technological experi-
ence, according to the particular conditions in 
the countries that are in a position to absorb 
it. Japan's successful technical assistance activi-
ties in the Asian countries would facilitate the 
preparation of a more comprehensive pro-
gramme for any Latin American countries that 
may desire one. 

Japan's experience in the acquisition of 
foreign techniques could also be most useful, 
above all in relation to the terms of the con-
tracts for the use of patents and know-how; 
enabling Governments to formulate a control 
policy in this area and at the same time obvi-
ating some of the problems encountered by 
Japan. This is a very important point, not only 
because it is imperative to control the intro-
duction of advanced technical processes in 
order to choose the most suitable techniques 
and methods, and the industries that are to be 
promoted, but also because in Latin America 
this control is essentially a formality carried 
out more with the short-term balance-of-pay-
ments position in mind than industrial policy 
requirements or the need to boost exports. 

Both the basic industries and their infra-
structure should be taken into account in the 
choice of industries. In the initial period in 
Japan, priority was given to such sectors as 
steel, energy and shipping, whose rationaliza-
tion solved the problem of the high costs of the 
major inputs. Similar action should be taken 
in Latin America, to pave the way for the 
development of other industries and place them 
on a competitive footing, for which purpose 
dilierent policies should be adopted for the 
basic industries and for export activities. In 
both types of industries, large-scale production 
as a result of regional integration would help 
to reduce production costs. Until such time as 
the basic industries could bring their costs down 
to a level comparable with those in industrial-
ized countries, the grantmg of subsidies to cover 
the difference in the costs of inputs, as was done 
in Japan,®'̂  would enable other industries to 
export their products. 

5T These subsidies were granted directly to indus-
tries producing basic inputs so that they could supply 
their products and services at prices comparable to 
world market prices, during the period when Japan 
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Another important step would be for the 
Latin American countries to modernize their 
many small and medium-sized enterprises and 
to promote exports of their products. Japan's 
experience has shown that technological inno-
vations can be effectively introduced in these 
enterprises, which despite their disadvantages, 
have become increasingly efficient with only a 
moderate volume of investment, as the result 
of a better organization of production, better 
administrative methods, and quality control 
systems and better utilization of manpower in 
general. These enterprises, in addition to opera-
tion side by side with and complementing the 
large-scale enterprises, have been extremely 
successful in exporting their own products. 

Therefore, a useful lesson could be learned 
from events in Japan, in particular the Gov-
ernment's policies to step up the production 
and exports of these enterprises and to provide 
financial and technical assistance in ration-
alizing their production, the methods used to 
establish official production standards on an 
extensive scale, the measures to amalgamate 
these enterprises, and the creation of industrial 
zones, all of which enabled them to specialize 
increasingly in a limited number of articles 
through vertical and horizontal integration, 
thereby achieving higher productivity and facili-
tating the introduction of more specialized 
machinery and more advanced techniques. 

C. FORMULATION OF POLICIES AND PRACTICAL 
MEASURES 

Lastly, with regard to government policy, 
three important features characteristic of the 
Japanese experience should be mentioned. 
First, the establishment of an over-all policy 
in the light of clearly identified objectives and 
the continuity of such policy through efficient 
planning and the adoption of long-term legisla-
tion. Secondly, compatibility of practical 
policies and the instruments used for their 
implementation, such as industrial, financing 
and trade policies and the policies governing 
export promotion, the introduction of foreign 
technology and the admission of foreign capital. 
Thirdly, co-ordinated action between the pri-
vate and the pubhc sector. 

was not yet a member either of G A T T or of the 
International Monetary Fund. At the present time, 
under the terms of the General Agreement on Tariffs 
and Trade, the Contracting Parties may not grant 
export subsidies, even though it has been stressed on 
several occasions that subsidies should be permitted 
it they are to compensate for the high cost of inputs 
in developing countries. 

The basic official attitude to the organization 
of the Japanese economy has undergone no 
important change in the two post-war decades, 
except in the period when the country was 
governed by foreign armed forces. As regards 
the vital importance of export expansion, there 
has been a supra-pohtical consensus, which the 
adoption of a variety of measures has contrib-
uted to reinforce. It could be said that this 
consensus exists not only between entrepreneurs 
and civil servants, but also among the great 
mass of the people. It is a basic and indis-
pensable pre-condition at all levels of national 
life, if the broad lines of official policy are to 
be upheld, regardless of changes in government. 
If there is a political will to carry forward 
dynamic industrial development and if there 
exists a national consensus on the importance 
of achieving such development, the continuity 
of long-term policy will be assured, as happened 
in Japan: the creation of an atmosphere of 
security greatly facilitates the efforts of private 
enterprise. 

As was pointed out in previous chapters, the 
industrial and trade policy of Japan was slanted 
very differently from that of Latin America. 
Latin America would have to remodel its in-
dustrial and trade policy to give more impor-
tance to exports of industrial products, since 
import substitution is currently not effective 
enough as a stimulus to industrial development 
or as a strategy to solve the balance-of-pay-
ments problems. 

The broad lines of post-war Japanese policy 
could to some extent serve as an example to 
Latin American policy-makers for the creation 
of an industrial capacity employing a certain 
amount of advanced technology and producing 
articles for which there is world demand. 

It should be remembered that the effective 
expansion of exports depends not only on world 
market demand, but also on the conditions of 
supply, particularly in the long term, as they 
affect each individual exporting country. In this 
respect, the adoption of measures aimed at 
creating conditions of supply favourable to ex-
ports taking account of demand prospects, is 
the most important aspect of export promotion. 

Of course, industrial policy should be for-
mulated and implemented in conjunction with 
trade policy, the introduction of advanced tech-
nology and methods of financing and direct 
measures aimed at promoting exports. This 
compatibility and consequent co-ordination of 
policies was achieved in Japan primarily be-
cause, at the administrative level, all activities 
relating to expansion of exports were carried 
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out by an integrated government agency: the 
Ministry of International Trade and Industry 
(MITI), which also exerts a strong influence 
on such bodies as the commission on foreign 
capital, which determines policy on investment 
and the introduction of foreign technological 
know-how, and also considerable influence on 
the Development Bank of Japan. In addition, 
most of the semi-public institutions dealing with 
exports, including JETRO, are under the aus-
pices of this Ministry. Through the Supreme 
Conference on Exports, presided over by the 
Prime Minister, the maximum degree of co-
ordination is achieved, and this is supplemented 
by co-ordination between the public and pri-
vate sectors in the field of industry and foreign 
trade. 

Once the basic conditions for export promo-
tion had been met, more direct measures were 
adopted with a view to finding new markets 
and opening up marketing channels for new 
manufactured products. Above aU, the Japanese 
experience in quality control and price stabili-
zation could serve as a basis for formulating a 
suitable Latin American policy, since the expan-
sion of Latin American exports to the devel-
oped countries would meet with problems that 
were resolved some time ago in Japan. The 
special measures aimed at promoting the ex-
ports of small and medium-sized enterprises 
are also of great importance. 

It should be borne in mind that direct mea-
sures are always of a complementary nature, 
and for this reason would not contribute much 
to export promotion if the basic conditions 
were not fulfilled. 

As regards quality control, it should be re-
membered that once foreign consumers had 
gained an unfavourable impression of Latin 
American goods, it would be very diflicult to 
make them change their minds, as was the case 
with Japanese products before the last war. 
This is an important point, since Latin Amer-
ican producers have not paid suflicient atten-
tion to the quality of their goods in the process 
of import substitution, the domestic market 
being well protected by high tariff and non-
tariff barriers. 

Another aspect of export promotion is price 
stabilization: it is important to achieve a proper 
balance in this respect, so as not to provoke 
complaints from the importing countries and 
to ensure remunerative prices for the exporting 

firms. Some of the measures adopted in Japan, 
such as the setting up of associations of ex-
porters could easily be applied in Latin 
America. 

The promotion of Latin American exports 
would also be facilitated by the creation of 
agencies specializing in foreign trade, along 
the lines of the large Japanese trading com-
panies, especially in view of the scant experi-
ence of Latin American firms in this field. 

It might also be feasible to set up institu-
tions to carry out some of the functions of the 
trading companies and of JETRO, and no 
great risk would be run if in the first instance 
their activities were restricted to exporting a 
limited number of manufactured goods to the 
larger trading centres of the world. Japanese 
experts could be employed to help the best 
formulae for setting up this type of institution, 
since the large trading companies are peculiar 
to Japan and JETRO is one of the most efli-
cient organizations in the world in the sphere 
of market research. The international agencies 
specializing in export promotion should pay 
due regard to the Japanese experience, and it 
would be appropriate to ask Japan to accord 
greater priority to Latin America within its 
programme of technical assistance in this 
sphere. The new institutions might co-operate 
with Japanese institutions that have experience 
of the different commercial centres of Latin 
America. 

Lastly, the interrelation between the different 
measures should not be forgotten, since the 
effect of any measure introduced in isolation 
would be diminished. If it were not possible to 
introduce a whole range of measures, it would 
be necessary to make special adjustments to 
the isolated measure or to create suitable con-
ditions to ensure its effectiveness. In some cases 
it would be advisable to take advantage of the 
favourable conditions created by the process 
of regional integration. 

This analysis is by no means exhaustive; 
other practical ways of applying measures 
would have to be considered, taking account 
of the special conditions prevailing in each of 
the Latin American countries. However, we 
hope that this preliminary attempt to apply 
the Japanese experience in export expansion 
to Latin America will stimulate ideas and con-
structive debate which will serve the interests 
of the region. 
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Annex 
Table A 

J A P A N : E X P O R T C H A R A C T E R I S T I C S 

Extorts Annual cumulative 
(million of dollars, f.o.b.) growth rate 

SITC Averages 1961-63 1966-68 1966-68 

1956-58 1961-63 1966-68 1956-58 1961-63 1956-58 

0-9 Total exports 2 745.1 4 868.0 11 063.2 12.1 17.9 15.0 
0-1 Food-stuffs 190.5 293.1 396.0 9.0 6.2 7.6 
26, 65, 84 Textiles 949.8 1 216.4 1 814.4 5.1 8.3 6.7 
261.3 R a w silk 35.4 49.8 7.1 7.1 — 3 2 . 7 — 1 4 . 8 

266.2 Synthetic fibres 0.1 8.6 72.8 143.7 53.3 93.3 
651.3-4 Cotton yarn 24.7 26.8 15.7 1.6 —10 .1 — 4 . 4 
651.6 Yarn o f synthetic fibres 4.1 29.0 141.7 47.9 37.3 42.5 
652 Cotton fabrics, woven 283.0 332.3 257.4 3.3 — 5 . 0 — 0 . 9 
653.1 Silk fabrics, woven 31.8 42.0 27.4 5.7 — 8 . 2 — 1 . 5 
653.2 Woo l l en fabrics, woven 36.2 48.0 88.7 5.8 13.1 9.4 
653.5 Fabrics, woven, o f synthetic fibres 4.5 70.9 326.2 73.6 35.3 53.5 
653.6 Fabrics, woven, o f artificial fibres 209.0 160.1 136.0 — 5 . 2 — 3 . 2 — 4 . 2 
84 Made-up articles, clothing 137.7 201.4 354.4 7.9 12.0 9.9 

5 Chemicals 132.6 259.4 719.6 14.4 22.6 18.4 
ex 512 .7 (2 ) Sodium glutamate 9.1 14.3 15.0 9.5 1.0 5.1 
513 .5 (5 ) Titanium oxides 6.0 7.8 12.0 5.4 9.0 7.2 
541 Medicinal and pharmaceutical products 12,3 23.6 37.0 13.9 9.4 11.6 
ex 512 .7 (4 ) 1 ̂  Urea 12.4 31.7 96.4 20.7 24.9 22.8 
ex 561.1 J ̂  Urea 

ex 561.1 A m m o n i u m sulphate 36.2 36.7 52.3 0.3 7.3 3.8 
581 Plastic materials 10.1 46.0 183.4 35.4 31.8 33.6 

66 Non-metallic mineral manufactures 120.0 190.0 303.6 9.6 9.8 9.7 
661.2 Cement 34.5 26.5 26.9 — 5 . 2 0.3 —2.5 
6 6 2 . 4 ( 4 ) - ( 5 ) Tiles 5.5 24.0 46.3 34.6 14.0 23.7 
666 Articles of ceramic materials, porcelain 49.6 64.5 100.0 5.4 9.2 7.3 
667.1 Pearls 16.0 41.6 55.5 21.0 5.9 13.2 



67-69 Metals'anS manufactures'of Tñ^íafT^^ 
67 Iron and steel 
68 Non-ferrous metals 
69 Manufactures of metal 
7,861,864,891.1 Machinery and transport equipment . . . 
711.5 Internal combustion engines 
715 Metalworking machinery 
717.1 Textile machinery 
717.3 Sewing-machines 

y Construction and mining machinery . 

719.7 Ball, roller or needle-roller bearings 
722.1 Electric power machinery 
724.1 Television broadcast receivers 
724.2 Radio broadcast receivers 
891.1 Tape recorders 
731 Railway vehicles 
732.1-8 Motor vehicles 
732.9 Motor cycles 
735 Ships and boats 
861.3(1) Binoculars and refracting telescopes , 
861.4 Photographic cameras 

Other products 
243 W o o d simply worked 
332 Petroleum products 
ex 411.1 Whale oil 
641 Paper and paper board 
631.2 Plywood and veneered panels 
629.1 Rubber tires and tubes 

S f } 
894 .2 (3 ) - (5 ) Toys 
894.4 Sporting goods 

SOURCES: Ministry o f International Trade and Industry (Japan), Histoi 
Official report on foreign trade 1969 (in Japanese), Tokyo, 1969. 

O 1-0 



227.6 537.1 1 426.0 18.8 21.5 20.2 
41.7 35.0 128.9 — 3 . 4 29.8 11.9 
76.0 176.2 414.0 18.3 18.6 18.5 

634.9 1 444.9 4 602.6 17.9 26.1 21.9 
6.4 19.7 61.8 25.2 25.7 25.5 
3.9 17.9 73.7 35.6 32.7 34.2 

34.3 61.8 108.3 12.5 11.9 12.2 
44.9 59.0 101.3 5.6 11.4 8.5 

9.2 26.5 75.1 23.6 23.2 23.4 

4.5 21.6 61.7 36.9 23.4 29.9 
7.9 30.9 86.8 31.4 23.0 27.0 
0.4 21.4 192.5 121.6 55.2 85.5 

16.7 175.4 344.4 60.1 14.4 35.4 
0.4 35.1 195.9 UA.l 41.0 85.8 

28.7 49.2 59.1 11.4 3.7 7.5 
23.1 134.0 541.1 42.1 32.2 37.0 

1.0 34.2 176.0 102.7 38.8 (n.i 
313.9 286.0 963.2 —1.8 27.4 11.9 

12.6 15.9 32.4 4.8 15.3 9.9 
11.1 30.7 88.3 22.6 23.5 23.0 

24.7 21.9 21.0 —2.4 —0.8 —1.6 
5.0 17.1 28.4 27.8 10.7 19.0 

17.5 20.6 7.8 3.3 —17.7 —7.8 
24.9 45.1 68.9 12.6 8.8 10.7 
51.1 64.2 78.6 4.7 4.1 4.4 
19.6 41.1 90.6 16.0 17.1 16.5 

16.9 72.1 107.2 33.7 8.3 20.3 
59.5 87.2 107.5 8.0 4.2 6.1 
6.9 21.0 46.4 24.9 17.2 21.0 

ry of Post-war Japanese Foreign Trade (in Japanese), Tokyo , 1967; MITI, 
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TABLI 

J A P A N : S U M M A R Y O F P R I N C I P A 

Objectives Measures 

Establishment and improve-
ment of basic conditions 
for industry 

Promotion of investment in 
industry in general 

Promotion of investment in 
selected industries 

Direct or complementary 
measures relating to basic 
conditions 

Special measures for selected 
industries and enterprises 

Encouragement of technologi-
cal progress and introduc-
tion of foreign technical 
processes 

Improving access to foreign 
markets 

Export promotion in general 

Export promotion through 
direct incentives 

Measures to improve condi-
tions for exporting 

Promotion of exports of ma-
rhinerv 

Special measures to assist 
trading companies 

Promotion of exports of small 
and medium-sized commer-
cial enterprises 

Encouragement of competition between enterprises 
Gradual and selective introduction of foreign competitio 

Financing of investment in industry 
Exemption from customs duties of imports of machinerj 

particularly for purposes of rationalization or the intr<-
duction of new technology 

Fiscal incentives; revaluation of capital of enterprises; shon 
term amortization, etc. 

Granting larger quotas of foreign exchange for the import q 
machinery 

Government financing 
Special measures for the promotion of basic industries 

Special measures for the promotion of new industries an 
strategic industries 

Restriction of direct foreign investment 
Guidance and administration of the introduction of foreig 

technology 
Preferential allotment of foreign currency for the payme: 

of royalties and other expenses related to the introductio 
of foreign technology 

Quantitative restrictions on imports of certain products pa: 
ticularly products manufactured by new technical processi 

Measures to promote Japanese technical progress 

General application of quality control and production contro 
Standardization: establishment and periodical review 

standards 
Negotiations to secure most-favoured-nation treatment .... 

prevent the application of article X X X V of the Generj 
Agreement on Tariifs and Trade 

Negotiations for the reduction of tariff and non-tariff barrieii 
Negotiations to eliminate discriminatory treatment of 

ports of Japanese products 
Formulation of goals, strategies and other general points coi 

nected with export promotion 
Goals, strategies etc. at different levels 
Publicity campaigns in export promotion 
Exemption from export duties 
Exemption from reimbursement of or compensation for d 

TOestic taxes 
Drawback 
Exemption from taxes on export income 
Short-term credit for exports 
Repayment of excessive costs of raw materials 
Price stabilization, etc. 
Quality inspections control 
Design control and guidance 

Export insurance 
Market research regarding foreign markets and informatioi 

services 

Exhibitions and publicity 

Technical assistance, training, etc. 
Research, information, exhibitions, etc. on machinery fojij 

export in general 
Measures to promote the export of light machinery 
Measures to promote the export of machine tools 
Measures to promote exports of heavy machinery and inuu» 

trial plant 
Preference given to long-term financing of exports of ma 

chinery 
Authority to maintain own accounts in foreign currency ; 
Establishment of unions of small and medium-sized comj 

mercial enterprises 
Credit for exporting, rationalization, and market research 
Technical assistance 

Direct purchases and special exhibitions 
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continued) 
B 

E X P O R T P R O M O T I O N M E A S U R E S 

Legislation Bodies responsible 

} 

Anti-monopoly law (1947-) 
. Programme for the relaxation of quantitative restrictions 

(I960-) 
Reduction of customs tariffs through negotiation 

^ Law encouraging the rationalization of enterprises (1952-) 

In accordance with foreign currency budgeting system au-
thorized by the foreign exchange and foreign trade 
control law (19S0-) 

Special budget for loans and investment 
Rationalization programmes for electric energy, coal, iron 

or steel, maritime transport and fertilizers 
(First five-year programme 1951-55 
Second five-year programme 1956-60) 
Laws on development of the machine-producing and elec-

tronics industries (195 6-) 
Programmes for the development of the petrochemical, syn-

thetic fibres and resins industries and other industries 
(19S5-) 

Law on foreign investment (1950-) 

Foreign exchange and foreign trade control law (1950-) 

Law on industrial standards (1949-), Law on the control 
of energy (1951), etc. 

Law on customs tariíTs, etc. 

Law organizing the Prime Minister's Office (provisions re-
lating to councils) 

Anti-monopoly commission 
Ministry of Finance and other industries 
Bank of Japan (Central Bank) and other 

Ministry of International Trade and Industry ( M I T I ) 

MITI 

Development Bank of Japan 

MITI 

^ MITI 

Council for the administration of foreign capital (MITI 
and other ministries) 

MITI and other ministries 
Council on Science and Technology 
Office of Science and Technology 
Industrial Technology Institute (MITI ) 
Industrial Technology Institute 
Japan productivity centre, etc. 

Industrial Technology Institute ( M I T I ) 

Ministry of Finance. MITI 
Ministry of Foreign Affairs 

Supreme Conference on Export (1954-) 
Meetings on individual industries, products and provinces: 

meetings abroad 
Chamber of Commerce and industry and JETRO 

(There are no export duties) 
(No domestic duties are levied on export products) 
Law on customs tariffs (1953-64) 

There have been practically no problems connected with 
high-cost inputs except immediately after the war, when 
subsidization was the remedy 

Law on import and export transactions (1952-) 
Export inspection law (1948-1957) (Amendment) (1957-) 
Law on import and export transactions (1952-) 
Export commodities design law 
Law on export insurance (1950-) 
Law organizing JETRO (1958-) 

Law organizing JETRO (1958-), etc. 

Law organizing JETRO (1958) 

Law on export of light machinery (1955) 

Ministry of Finance 
Ministry of Finance 
Bank of Japan (Central Bank) 
Export-Import Bank of Japan 

Associations of exporters (MITI ) , etc. 
MITI , government laboratories, etc. 
Design centres; JETRO 
Insurance companies underwritten by MITI 
JETRO, head office (1951-) and 69 branch offices abroad 
JETRO: JETRO trade centres in foreign countries (1954-) 

floating exhibition association 
M I T I ; training centre; JETRO, etc. 
Twenty-seven JETRO machinery centres in foreign coun-

tries 
MITI 
M I T I ; Japanese association for the export of machine 

tools 
Japan Plant Association 
Export-Import Bank of Japan 

MITI 

Funds for small and medium-sized enterprises 
Central and local government laboratories and institutes 
JETRO 
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