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The Industrial Development
Report 2022

= The report investigates the COVID-19
impact on global industry and the
prospects for post pandemic recovery in
view of ongoing megatrends likely to
affect future industrialization

= Building on this analysis, the report
provides policy recommendations and a INDUSTRIAL DEVELOPMENT
call for action to advocate for an inclusive REPORT 2022
and sustainable industrial recovery THE FUTURE OF INDUSTRIALIZATION




The Industrial Development
Report 2022

Five questions guide the narrative of the
report:

1. Why industrialization is important in a crisis
like COVID-19?

Who were the most affected by the crisis?
Why did some countries do better?

What can we expect for the future?

A

How can we build a better future?

INDUSTRIAL DEVELOPMENT
REPORT 2022

THE FUTURE OF INDUSTRIALIZATION
IN A POST-PANDEMIC WORLD
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Why industrialization is

important in a crisis like
COVID-19?



The COVID-19 crisis had profound socio-economic
impacts at the global level...

Figure 1

* During 2020 world GPP f?" by 3.3%, the Estimate of world output loss due to COVID-19 by
deepest global recession in 70 years. 2021

= The sudden stop in economic activity had a
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gllrect impact on employment, with 255 million E P ——
jObS lost only in 2020 = output loss by
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= More dramatically: 97 million more people are o billion PPF dollars
estimated to live in poverty due to the S 130,000 -
pandemic 5 ’
= Latest IMF estimates indicate that world GDP is < 125,000
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... but not all regions were affected equally

Figure 2
Estimated output losses due to COVID-19 by 2021, across economy groups

= The projected impact on economic West Asia [N= 5 economies]
activity—proxied by the output loss
by 2021—is highly heterogeneous
across economy groups

Northern and Western Europe? [N'= 4 economies]

European Union [N = 27 economies]

East and South-East Asia [N = 6 economies]

IEs Average [N =48]: 3.9

Industrialized economies

North America and Pacific [N = 4 economies]

= On average: Developing and
Emerging Industrial Economies
(DEIEs) were more impacted than
Industrialized Economies (IEs)
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= Within DEIEs: the most impacted are
Small Islands Development States
(SIDS) and India; the less impacted
are South & Central Asia (exc. India)

North Africa [N = 4 economies]
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Countries with stronger industrial sectors did better

Figure 3

Impact of COVID-19 on economic activity by 2021 and relative size of the manufacturing sector before the
pandemic, across economy groups
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Projected output loss by 2021 (%)
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L Average share of manufacturing in
: GDP before the pandemic (%): 14.2

Negative relation:
larger manufacturing
sector associated with
smaller output losses
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Why? Because manufacturing support key
d i m e n S i o n S Of reSi I ie n ce “the ability of a system exposed to hazards

to resist, absorb, accommodate, adapt to,
transform and recover from the effects of a
_ _ o hazard in a timely and efficient manner”
@ ® Manufacturing provides goods that are critical (UNDRR 2020)

A\ 4

for the sustenance of life

CRITICAL TO . . . o
APV * Manufacturing provides inputs to critical

NATIONAL . )
SECURITY national infrastructure

® Manufacturing provides strategically important products and assets in
combatting certain types of emergencies

ool ® A shortage of COVID-19-critical items hindered countries’ ability to respond to

TACKLING ici
EMERGENCIES the crisis

J ® Historically, manufacturing has been the engine of growth because of its
contribution to productivity, trade, jobs and innovation.

CRITICAL TO
NN ® Manufacturing industries have offered pockets of resilience supporting recovery

RECOVERY
AND GROWTH from COVID-19

a0 400 S ik



Manufacturing is also key driver of sustainable
development

Socio-Economic = Industrial production

Goals drives SDG9 and through
| that channel affects all
the other SDGs, directly
but also indirectly
through economic
growth

= The pandemic impacts
on the industrial sector
also have implications
B for the achievement of
Environmental broad-based sustainable
development

11 Secomes

Goals
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Who were the most affected by
the crisis?



Within the industrial sector, the impacts were also
highly heterogeneous across countries, industries,

firms and workers

Less impacted (resilient)

* Countries with strong manufacturing sectors and

Countries strong industrial capabilities
* Countries with large domestic markets

* Health-related industries

1T 5idl=5 * Information technology-related industries
* Industries producing essential goods (i.e., food, paper)

* Large firms
Firms * Digitally advanced firms
* Firms with high production capabilities

Workers « Male, formal workers

More impacted (vulnerable)

* Countries more reliant on service sectors
* Countries more reliant on foreign markets
* Countries with weak industrial capabilities

* Labour-intensive industries, producing non-essential

goods

* Small and Medium Enterprises and informal firms
* Digitally backward firms

* Firms integrated into global value chains (GVCs)

* Firms with low production capabilities

* Female workers
* Youth workers

* Temporary and informal workers

N A A i a0
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Why did some countries do
better?



IDR2022 explores different factors that amplified

or reduced the crisis imp

\

Pandemic
From the many factors
examined, two stand out:

The level of industrial Channels of impact

act

Containment measures
Implied behavioural changes that affect firms’ functioning and operations
due to social distancing requirements, movement and meeting restrictions,
blocking and closure of activities and movement

-
=

&

-
Supply
Disruptions of operations/delivery/supply
chain, shortages and higher cost of
inputs, shortage of cash flow and

Demand
Change in customers’ preferences,
peaks/falls of demand, uncertainty
for investments

capabilities of countries;

resources, halt of operations

o

Country features
Degree of integration with global markets, importance o
fiscal space to implement support polices; government and

and b g
* The level of digitalization ~ [Coustarievel] ___
of manufacturing firms \ V[
- - amplify
IDR ShOWS that both Sector-level EIeree(:fl::;
elements have been key in factors... 1 “ofthe
driving resilience during the | “ohannels
pan demic Firm-level -
factors. ..

\ A

Firm resilience

[
Sector features
Degree of essentiality, relevance in addressing emergency, labour intensity
||
Fi
Firm size, liquidity, GVC integration| level of digitalization] human capital and skills,
technological and production capabilities, informality

Readiness
Strategic changes (in products,

Robustness
Survival to closure, maintain
operating capacity, maintain

employment/sales/profits

processes, organization, skills),
green recovery

NN



Countries with stronger industrial capabilities were
more resilient to the economic impact

Proxied by UNIDQO’s

Figure 12 Competitiveness Industrial
Determinants of COVID-19 impact on economic activity by 2021: The role of industrial capabilities Performance (CIP) index

a. Pandemic-specific factors b. Structural factors | ‘

Severity of Stringency of Pre-pandemic Reliance on Importance of Level of Sam P e or 140

the pandemic containment income level vulnerable domestic industrial countries

measures industries markets capabilities
T = Factors below the
25 0.15 zero are associated
8 o T with lower impact
=)
S8 o = The level of
55 4 2" countries industrial
%, - | capabilities are the
= I most important
o

o factor softening the
impact of the crisis




Digitally advanced manufacturing firms were more
resilient than the rest during the COVID-19
pandemic

Fig_urf:M_ : _ ) : = 4,000 firmin 26
Digitalization

and flrms’ robustness: Drop in sales, profits and employment by digitally advanced and ) )
non-digitally advanced firm type, 2019-2021 DEIEs in Africa,
onthly saes N Asia and Latin
arly pro .
0 America
R
& 10 = In all three
S dimensions of
—20 . .
impact examined,
-30 digitally advanced

lower impacts
than the rest

gthltt tg f
dgt/t chnologies
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Supporting polices played a key role in buffering
impacts—but implementation also faced difficulties

Figure 2.15

= Data collected by
UNIDO in 44 developing

Most important problems faced by policymakers in selected DEIEs, by region, 2020-2021

g 10 economies in Africa,
15 B Africa M Asia Il Latin America Asia and Latin America
S
= = Main problem was lack
E of budgetary resources
2 59 across the three regions
£
g 47 m i
g 4 e - B But this problem tended
5 . 33 to be less severe in Asia
g 27 95 27
20 = QOther recurrent
problems included the
0 novelty of the situation
Lack of budgetary Lack of Difficulties Lack of Difficulties in Confusing Lack of human Lack of and difficulties WOI"kin g
resources to experience working online/  information inter-ministerial  information resources to international
support industry  coping with this  from remote on COVID-19 cooperation on COVID-19 craft new collaboration online
type of crisis effects effects programmes
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What can we expect for the
future?



The long-term impact of COVID-19 depends on its
interplay with on-going megatrends likely to shape
the future of industrialization

IDR 2022 identifies three important trends:

 Digitalisation and automation of industrial production, as technological innovation in these fields,
affects essentially all spheres of business development and deeply changes the competitive
advantages of firms and nations;

* Global economic power shifts, especially the emergence of Asia as a dominant hub of the world
industrial production, and China’s structural transformation towards a knowledge-driven high-
income economy, as these developments imply a major restructuring of trade flows and global value
chains;

* The greening of industrial production, as the need to reduce environmental footprints, and
particularly to decarbonise economies, calls for radically different business models and systemic
transformations with far-reaching effects on the positioning of DEIEs in the world economy.



These trends were operating already 10-20 years
before COVID-19

Figure 18

Th ree g|oba| indicato rs Three megatrend shaping the future of industrial development

illustrate these trends: a. World industrial b. Asia-Pacific DEIEs ¢. World industrial CO,
R : robot density share in world MVA emissions per unit of MVA
R(.)b(.)t dens.lty (robots per thousand workers) (%) (kilograms per 2015 §)
triplicated in the last
6.0 45 0.60
10 years;
* Asia-Pacific DEIEs 45 35 0.55
gained 30 pp in
world manufacturing o5 0.50
value added (MVA)
* Emissions per MVA 1.5 15 0.45

dropped 15 pp in

the last 10 years
2000 2005 2010 2015 2020 2000 2005 2010 2015 2020 2000 2005 2010 2015 2020

DRI



COVID-19 seems to have accelerated the trend
towards digitalization

Figure 19

Digitalization among manufacturing firms due to the pandemic in selected DEIEs, by region, 2021

a. Firms starting or increasing business b. Firms introducing new equipment to reduce = UNIDO survey on
activity online (e.g. online sales) workers on the shop floor (i.e. automation) 4,000 firms

around the world

=W  Change will .
= 629] @ A large number of
firms started
activity online or
Asia Change will Asia Change will @ automation due to
[N=1,452] remain (86) @ [N=1,452] remain (86)
= |n most cases, the
Latin : Latin : change came to
: Change will @ . Change will
America ; America : ‘ _Qco
40 ’

Africa Change will
[N=629] remain (88) @

COVID-19
20 30 40 10 20 30

%/////// /// /// ////////////////////////////////////////// %



COVID-19 might have also accelerated shifts in
global production towards Asia

Figure 21 = UNIDO survey on
anufacturing firms expecting to increase post-pandemic investments in selecte s, region, 4’000 firms

a. New equipment b. New software around the world

60 = Expected

[ All firms, average: 44 investment
45
I I = These differences

(%)

Share of firms

= Firms in Asia are
more likely to
increase
investments post-

15
pandemic

decisions
30 .
Latin Ame Latin Ame will affect the
[N 333] [N 771 [N= 407] N 152] [N 299] [N= 224] speed of recovery

7 /////////,//// /////// >




There are some signs that COVID-19 might also
trigger new green practices

= UNIDO survey on 4,000 firms around the Figure 22
world Adoption of environmentally friendly practices due
to COVID-19 in selected DEIEs, by region, 2021

= Most firms surveyed (from 78 to 83

p?rcent) eXpeCt that the pandemic will Africa Great extent Moderate extent Not at all
trigger to a great or moderate extent the [N=412] 37 46 17
adoption of new environmentally- .
. . Asia Great extent Moderate extent Not at all
frlendly practices. [N=1,110] Ry 53 16
* This is quite consistent across regions Latin America |MEER R C Moderate extent Not at all
[N = 565] 26 Y 22
0 20 40 60 80 100
Share of firms (%)
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How can we build a better
future?



Efforts should be coordinated at the local and
global levels to achieve a recovery that enables

a safer development path

Aligning industrial policies with the building back better narrative means putting them to work for the
achievement of the SDGs, taking into account the megatrends which are likely to shape the future of
industrialization and the tangible risk of global disasters like the COVID-19 pandemic.

These policies should promote a recovery that is:

* Green;
* Inclusive; and

* Resilient

And can only be achieved with the support of the international community



Industrial policies to promote a green, inclusive and
resilient recovery

Green industrial policy should simultaneously target demand and supply:

= Consumers: shift consumer behaviour through demand-side instruments
= Firms: provide incentives to improve firms’ resource and energy efficiency and promote green innovation

Inclusive industrial policy should support the actors which have been more vulnerable during the pandemic:

= SMEs: Facilitate the uptake of new technologies (especially ADPTs) and promote market diversification
= Female, youth and informal workers: Enhance safety net provision and support employability

Industrial policy should also strengthen the resilience of countries against future risks:

= Prevention: build awareness and foster knowledge creation and exchange about new and existing risks

= Preparedness: support firm’s integration of industry vulnerability data, monitoring and evaluation
mechanisms




How can we build a better future?

A call for action to the international community to support an
Inclusive, Sustainable and Resilient Industrial Recovery

Priorities for
the Short Term

Address vaccine rollout and
access, ensuring global
protection against
COVID-19

= Accelerate production and deployment of COVID-19 vaccines,
especially to developing countries.

» Eliminate export restrictions on ingredients essential
to COVID-19 vaccines and medicines.

» BExpand technology transfer commitments fo increase the global
manufacturing capacity of vaccines and treatments.

Expand the policy

space

= Promote
recapitalization of
development banks

= Facilitate developing
countries’ efforts to
expand fiscal space
needed for recovery
packages

means

Strengthen gov.
capabilities
= Assist governments in

design of SDG-oriented
industrial strategies

= Support revitalization
of synergistic
partnerships with the
private sector

= Support sustained,
long-term investments
in public institutions

Goals for the Medium
to Long Term

Coordinate global efforts to address future development challenges and
ensure that the world builds back better through inclusive and sustainable

Tackle digital
divides

= Support establishment
of an intemational
programme that creates
and shares knowledge of

advanced digital
production technologies

= Scale investment and
strengthen domestic
capacities in digital
infrastructure,
education, skills and
R&D

Foster a green
transition

= Scale investments in
industrial
decarbonization, energy
switching and circular
aconomy principles

» Facilitate global
access to green
technologies

» Foster partnerships
created to fight
COVID-19

Promote local
industrial
resilience

« Foster opportunities
for local production
capabilities in health-
related strategic goods
and devices

= Integrate crisis
resilience, risk
management and socio-
economic goals into
industrial policy
practices
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