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Stage 2 Industrialisation: strategies and
performance

Pre-questions

Before you read the passage, read the following questions. Do you know
the answers already? Discuss them with other students to see if they know
the answers. The questions will help to give a purpose to your reading; it is
not necessary to write the answers.

I What is the main difference between import-substituting
industrialisation (ISI) and export-led industrialisation?

2 What are some of the criticisms that have been made of ISI policies?
3 How important are manufactured goods in LDC exports?

10

t A broad distinction may be drawn between strategies of industrialisation
based predominantly on the production for the domestic market of
manufactured goods previously imported (import-substituting industrialisa-

tion - ISI), and strategies based on the production of manufactured goods

5 for overseas markets (export-led industrialisation).
These are not mutually exclusive strategies, and elements of both may

well be present in specific industrialisation efforts. In addition, individual
industries and industrial activities have varying characteristics, and alterna-

tive classificatory systems can be adopted - for example, large-scale versus

small-scale, capital-intensive versus labour-intensive, urban-based versus

rural-based, a dependence on local capital versus foreign capital-

In practice, the individual industry-mix and its associated characteristics

tend io be determined by the overall strategy adopted. For example, the

strategy of ISI, widely adopted by the majority of LDCs in the post-Second

World-War period, typically involves the establishment of large-scale,

capital-intensiue, urban-based industries, catering largely to the needs of
middle- and upper-income groups (see Unit 4). These are not the inevitable

characteristicJ of lSl per se, but rather the outcome of a strategy of
industrialisation which takes as given existing economic, political and

institutional structures and the extensive penetration of the economy by

foreign capital and technology (both process and product - see Unit 8).

Miny eionomists, especially those of the neo-classical school (see Unit 3)

no* uig,r" that ISI has failed both as an industrialisation and as a
development strategy. Excessively high tariff barriers and other protective

devices.have encouraged the overdevelopment of import-substituting
industries, and the absence of foreign competition has permitted the

development of high-cost, inefficient, monopolistic and over-diversified

rnoustrindustrial sectors. Widespread government intervention in these econom-

ies, it is alleged, has led to distortions in both product and factor markets,

30 turning the domestic terms of trade against the agricultural sector and

encour-aging the use of capital-intensive technologies (see Unit 8). Over-

valued 
"*chung" 

rates have discriminated against exports and, combined
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withthegenerally.inward-looking'.natureoflsl,havecontributedtothe
continued tururr"'e oipuv**"ts pioblems of the LDCs (see- Unit'9)'

35 Structuralist, ;;-i";en!gnq1 theorisrs are also critical of the conse-

quences of the .*i.gy ttrsr. They argue th_at industrialisation' once seen

as the solution to itt"itrulems of undeidevelopment and poverty, has now

become part of the problem itself. ISI has created, inter alia' a 'dependent'

industrial structure, dominated uy foreign capital and technology and

40 i;.ki"g a capitai goods (that is' a machine-making) sector'

The neo-ct"r*f"l .;1i;ue of ISI has prod ,ced an influential set of policy

prescriptiorrr. rrJ" ,"sirictions shouti be lowered and rationalised, the

exchangeratedevaluedandgreaterfreedomshouldbegiventothemarket,
allowing i, ,o g*"rute the 'Iorrect' price signals which will ensure a more

45 efficient attocation ot-r"ro,rr."r- tt is'aiguedlhut dottt"ttic industries should

be promoted, rather than prote"t"ol That is, the government should

implementporicies*r,icheliminate-orotrsetthedisadvantagesfromwhich
domestic industries suffer, through, for example, training programmes

aimed at alteviffi ,t 
" 

,t o*ug. o-f ,kiu.d labour in the LDC' In general'

50 government policils should oe such as to provide equal incentives for

iioO.rction for both the domestic and foreign market'

The experi"r;;;i it " "*po*-led-industrialisers 
appears to provide strong

supportforttreneo."tu,*i"utc"se.Bet*een1960anal-gll'theaveragereal
growthrateofmanufacturedexportsfromLDCSwast2.3percentper

55 annttm,over twice that of their iotal merchandise exports (World Bank'

19g0, Table 3 A.4). As a result oi,tir tt"nd, there his been a significant

change in the .;;;;;il; or r-pc 
"*porrs, 

with the share of manufactured

goods in total merchandis" "*porir-iexctuoing 
mineral fuels and related

products) risin! Y^ ?1'1p"i tl"t'in 196ito 45'1 per cent in 1976

60 (uxlDo, 1979, Table v'1)'
Thefoureconomiesthataregenerallyregardedasthemostsuccessful

examples of export-led industrialisation - Hong Kong, singapore' Republic

of Korea and Taiwan - together u".o,rnt"o foiover 60 per cent of all LDc

manufactureO gooO, 
""po?,, 

in 1976t. Anumber of other countries (Brazil'

65 Mexico, arg"i i"", Mataysia) have also increasingly adopted 'oytwarf-

oriented,strategiesandhave,aiseotheirshareorl-ocmanufactured
exporrs on", 

-,lii, -period, 
ylelgas the share of the more 'traditional'

exporters, *u.f, u, t'ndia and put istun, has dropped significantly (although

inabsolutetermsthesetwo".ono'ni"',"*uinimportantexportersof
7o manufactured goods)'

Animportunt.hung"hasalsooccurredinthecompositiono|-11nufac-
tured goodr "-p""t 

t?om th-e Newly Industrialising Countries (NICs - as

the successtri'J.p*t-led industriutit"tt and the 'post-ISI' or'transitional'

economies such as Brazil and Mexico are sometimes referred to)' The share

75 of finished products (for example, 
"tottring) 

and more technically sophisti-

cated goods (il;;"-pl", rrr"ihin.ry undirunsport equipment, electronic

goods, etc.; iras increaied dramatica'lly and, cetert$ piribus,this is atrend

that is likelY to continue'
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The NICs are held up as models of development that other LDCs should

S0 foll,ow. They have undoubtedly experienced high rates of growth of output

and employment, but the export-led strategy of industrialisation is not

without^probl"*..Theircontinuedexportgrowth.is.highlydependenton
the economic performance of the advanced capitalist economies which

uur"ru uppro*i-utely two-thirds of their manufactured exports (world

;;;k, fgbb, fuUte l.ll and they are highly vulnerable. tothe increasingly

widespread 
.new protectionismj in those economies ('orderly' marketing

ur-ffi"*"nts, 'voiuntary' export restraints, support for domestic industries

iu."Oinitt high import penetration, etc')'

In addition, export-led industrialisation does not automatically solve the

go balance of puy*'"nis problem. (domestic industries are import-intensive;

"*po.r, 
are^t"unity suLsidised), nor does it eliminate poverty and unem-

plJy**n, (the cosis of labour must be kept low in order to maintain the

lo.p"titiul aouuntug.). !1may 
well induce-a dependence on foreign capital

and technotogy ve{similar to that exhibited by the I,SI 'model'.

gs The .structuruii*l poti"y prescriptions which follow from their critique of

ISI include, as a minimum, the reguration of rNCs, the development of a

domesticcapitalgoodssectorandtheencouragementofindigenous
technologicaf Oeueiopment, and the creation of mass markets for the output

of domestic industries, via income and asset redistribution (for example'

100 iand reform) and increased government expenditure'.

In an ia"uf *oriJr some lombination ol tt"o-"lassical and structuralist

poii.i". would p"rt,up, make the most sense, but that would presuppose a

degree of political harmony and commitment ,o tlt::d objectives that is

noT nf"ty io be found in many LDCs at the present trme'
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Comprehension Post-questions

Afteryouhavereadthepassagewritebrief^answerstothefol|owing
questions. Try to "*p,"* 

youians*ers in your own words if possible'

I What are the typical characteristics of import-substituting -
inaustriarisation as demonstrated by many LDCs aftet 1945?

2 Wh;i do the critics of tSt *tto are siructuralists and dependency
- ;;;;;irt, consider t uu" ueen the consequences of ISI policies?

3 How important h*;';;;i;J"teo goodt b""n in exports from LDCs

after 1960?
C ii^* tfr" 

"iportled 
strategy of industrialisation been completely success-

ful in the Newly fni"tiiiu'fiting Countries (NICs)? If n9i'explain why'

5 what is the .structr."li.i;uppioach to some of the problems created by

ISI?
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Word study

Exercise lA
Alternative vocabularY

Below is a list of words (and line numbers) from the text (1-20)' Next to

them is a list of svno"il:H;;il;;il;;i' *i*o ordei (a-t)' Match the

",orJtt 
orn the t-ext with their synonyms'

ii ll"niii,li (r*l I : :ru:tdmaoe possibre

The following words are taken from the text (line numbers are given)' Can

you explain ttreir meariinfit itt"al" ttte texti Use a dictionary il

t broad (1) I a declared' claimed

2 oredominantly (2) I b compensate for' balance

; fi;;;iii';;Jii'i'! (o) 
I : An**il'J,*,' and rorrowed

iili:#Ji3l'o lllffii-";""'io"a
6 takes as given (1e) I i *l:::: 

anndunable to exist together
oraKsrdD6rvv,r\rzl 

lgdiicouraged7 oenetration (20)

i il'-ili"atzbl' I h totat

; fi;ili;;lin6o tzzt I i "uu'"' 
bring about

t6iii"'p'*J(zsl" lj general

ii X*:*3't?["r",".,,ra I | ff:',:gtrovision 
ror' supprving what is

i; ;i;;;ii.ed(+2) | requrreo

14 offset (47) I * go^od: 
- -,

15 alleviating (4e) I I il*.:L::"g' 
controlling

i; #.H#,iiJ"iisl Ioreducing
17 adopted(65) lpexte-l|:Tsoveralargearea
18 sophisticated (75) | q 

'"otguttiJed 
efficiently

te induce (93) I : :*".*rgranted' 
assumes

Exercise 1B
Explanation

Language use

Exercise I
Cause and effect

necessary-

tariff barriers (24)

monoPolistic (27)

3 terms of trade (30)

a'Liiunt" of PaYments (34)I
)

In economics writing, cause and effect occur quite frequeltly' *::'1 though

these two words tn"mJi"s rnuy n-ot be used"Cause may be equivalent to

reason or purpose, .^i'6i'1niy ne t11r:ly1o* with ionseque'nce ' result

or solution-Tn. "lut'ontt'ip 
between the two may be expressed in a

;il;;;;;;"v'' so-" e"umples are shown below'

effect (or consequence €tc')

Therefore,
As a result,
As a consequence'
ConsequentlY,
Because of this.
Thus,
For this reason'
AccordinglY'
So.

Demand has increased'
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An increase in demand
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higher
an lncrease ln ] on."r.

Note: The'effect' may come before the 'cause', as below:

In the Stage 2 text there are a number of examples of the cause/effect

relationshiP:
'Excessively high tariffbarriers and other protective devices ' ' ' the

*"iO"u"f o'pmJnt of import-substituting industries''

For the symbol'. . .', the words have encouraged ate used in the text' but

we could also use tt 
" 

t'oif"*ing *otds: have iaused or have resulted in or

have led to ot have Produced etc'

lsomesentenceshavebeentakenfromthetextandslightlyshortened.^ +il;;;;"furut"o inio irt"putts of 'cause'and'effect'' Find the

sentences in ttre texi anJ*ii" ao*n the appropriate verb or phrase

(connective) that links them'
a The absence of f";;;;;;mpetition -- the development of high

cost. inefficient, mon"opolistic and over-diversified industrial sectors.

(26) ^, ,:
u iliit"tpt"ad governrnent intervention in these economles _---

distortions in both product and factor markets' (28)

c Overvalued exchange rates ' ' the continued balance of
- 

oun*"ntt problemslof the LDCs' (31)

d 
P#;;-[5 ili"roiurisation a dependence on foreign capital

and technology' (84)

Now look carefulty at the following sentence: it is organised

differently t o* tntl"nil"""t 
"Uo"""' 

Find the connective' and say

ili;il;;, is the'cause' and which part is the'effect''

e As a result of this trend, there has been a significant change in the

comPosition of LDC exPorts'

2 Open exercise Complete thg 
f"ll9Yt-lltentences by first adding an

aDpropriate "or,,'Jii" 
and thcn the remainder of the sentence'

Jh ripid increase in urban population ' ' '
n i"tiJ"*O employment oppoltunities in LDCs ' ' '
c Low incomes - - .

effect connective sause

Prices will rise

because of
as a result of
on account of
owing to
through

an increase in demand.

because
since
as

there is

because the demand has increased-


