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Foreword

The International Symposium on Industrial Development. convened by
UNIDO in Athens in 1967, was the first major international meeting
devoted exclusively to the problems of industrialization of the developing
countrics. [t followed a series of regional symposia on problems of
industrialization held in Cairo. Mamla and Santiago m 1965 1968
under the sponsorship of UNIDO aud the Umted Nations regional
economic commissions, and a similar symposium held in Kuwait in 1966
under the sponsorship of UNIDO wnd the Government of Kuwait,

The Athens Symposium was attended by some 600 delegates from
78 countries and by representatives of varioas United Nations bodies,
international organizations and other interested institutions m the pubhc
and private sectors. 1t provided a forum for discussion and exchange of
views on the problems and prospects of the developing conntries which
are engaged in promoting accelerated industrial development.

The Symposium devoted special attention to possibilities for wter-
national action and for co-operative efforts among the develor.u.z coun-
tries themse'ves, and explored the scope. means and channels for such
efforts.

Studies and papers on a wide range of prclems relating to indus-
trialization were presented to the Symposium by the UNIDO secre-
tariat and b, participating Governments. international organizations
and obsery s An official report. adopted at the Symposium, has been
published by T"NTDO ' Based on this doenmentation and the discussions
in the mecting, ti ¢ present series of monographs is devoted to the 21 main
issues whict, conrprised the agenda of the Symposinm. Kach Monograp.
includes a ctaptor on the issues presented. the discussion of the issues,

1 Report of the Internaitonal Symposium on Indusirial Developmeni, Athena (967
(ID/11) (United Nations publication, Salee No.: 69.11.B.7).




and the recommendations approved by the Symposium. SBome of the
monographa deal with specific industrial sectors, some with matters of
general industrinl poliey  and others with various aapecta of international
sconomic co operation  An effort has been made to make the monographa
comprehensive and selt ontamed  while the vanious coonomie techno.
logieal and mstitutional aspects of the subject matter are treatsd within
the context ol the o nditinns generally presathng in the eh'»wlnping
oountries

Since economie technological and matitutional aspects are described
with particular reference to the needs of the developing countries 1 s
felt that the moncgraphs will make a distinet contnibution i thewr
respective arcas  Fhey are itended as a source of general information
and referesice for persons and mstitutions i developmg countnes con
cerned with problems of industrinhzation and particulariy with protlems
and issnes of mternational ¢o operation i the teld of industriaization
With this 10 view 1t was considered that an an luly detailed technical
presentation should be avorded while at the same ime enough substantive
material should be offered to be of value to the prospective reader For
& more claborate treatment of the subject, the reader i referred to the
selected hist of docame ts and publications annesed to cach monograph.

The annexes also contam information on the areas in which UNTDO
can provide technical nssitance to the developiag countries on request |
s selected hist of major UNIDO projectsin the respective fiolds, and a Lst
of meetings recentlv organized Ly the United Nations

It s hoped that the monographs will be particularly useful to
Governments m connexion with the technical assistance notivities of
UNIDO and other Umited Nations bodies in the field of industrial
development

This monograph has been prepared by Mr Viadimir Dragomanovig,
senior research economist, the lmstitute of International Pohtis and
Economies, Belgrade, Yugoslavia, sa consultant to UNIDO, in 0V -opera-
tion with the secretariat.
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REGIONAL CO-OPERATION IN INDUSTRY

the identification of the features they have m common may contribute
immensely to tinding the most suitable and most effective strategy of
industrial development. Global integration schemes may possesas potential
advantages but their conversionmto real advantages presupposes system-
atic efforts to elimmate obstacles to co operation in specifie cases,

The prineipal task of thas monograph will therefore be to identify
appropriate opportunities tor fostermg regional co operation among
developing countrnies as an esential step towards achieving rational
mdustnial promotion and expansion. Its mam attention is devoted to the
isues of ccononne mtegration and mdustrial growth (chapter 1), the
cotreept of creating regronal aindustries (chapter 2) and the establishment
of a regronal pohey for mdustrial cooperation (chapter 3). Chapter 4
reviews the issues discussed at the International Symposium and  the

recommendations approved  Chapter 5 sets forth the aress of regional
co-operation i andustry m which the Umted Nations (ineluding UNITDO)
currently offers technical assistanee : 1t also describes briefly the technical
asustance for industry provided by the United Nations to eight regional

Organzatiolns.




Chapter 1

ECONOMIC INTEGRATION
AND INDUSTRIAL GROWTH

At the risk of oversimplification, it may be asserted that. in given
circumstances, there will be a consistent trend towards a higher degree of
integration. more complex co-operation. and expansion of the greographical
area of integration.! This trend tends to favour new initiatives for
co-operation at various stages and levels.? The explanation lies, perhaps,
in the steadily growing industrial. technological. tinancial, commercial
and organizational interdependence of countries., Every effective step on
the path to integration tends to provoke a chain reaction: horizontally,
by producing and spreading progressive structural changes, and vertically,
by stimulating even closer integration. Two conclusions mayv be drawn:
integration and structural changes go hand in hand. aid the rate of
advance in economic integration depends on the effectiveness of the
measures taken to overcome the ohstacles to such integration.

The main objectives of regional economic integration with a view to
industrial development may be detined as follows:

Expansion of production opportunities, including improved utiliza-
tion of production capacities:

Acceleration of industrial growth rates:

Maturation of the industrial structure:3
! There i3 considerable evidence for this assertion. For example, in the Latin
American reyion, forces are at work to transform the Latin American Free Trade
Asscciation (LAFTA) into a common market, regardless of the difficulties of fally
organuzing the tree trade area itself. From relatively modest steps towards enlarging
the market. a syvstem of regional economie institutions and co-operative devices is
gradually evolving, particularly in regard 1o infrastructure, both within the Central
American Cornmon Market (CACM) and within LAFTA. These two organizations,
having expanded (o comprise most of the coantries of the area, now consider
merging into a siegle mtegrated orgamsm. A jomnt co-ordinating comumission was
established attec the Punta del Este Conference to deal with these problems.

! For example, the creation of the Andean Group to intensify co-operation
among six LAFTA countries 1n th+ Pacitic subregion.

' Or, a8 N. Halevi puts 1t, the achievement of a ‘“‘considerable degree of
economic homogeneity™, in Regional Integration and the Industrialization of
Developing Countries (ID/CONF. 1/11) p. 9.




4 REGIONAL CO-OPERATION IN INDUSTRY

Improved use of resources. reflected in increased efficiency and cost
reduction:

Maximization of the national income of each participating country.
The methods best suited to the attainment of these goals appear to be:

Intra-regional industrial specialization :

Co-operation among certain sectors of industry;

Improvement in the technology and operational efficiency of
business enterprises

Enlargement of the size of the market (intra-regional trade liberali-

zation):

Rational and fair distribution of benetits derived from integration :

Formulation of a common strategy for industrial development.

Regardless of preferences for and priorities attached to individual
objectives and methods. one problem that must be faced in any integra-
tion policy ix that of integration of market versus integration of produe-
tion. No market. whatever its size or growth rate. ean be regarded as a
direct source of national wealth in itself. although lack of a market is an
insuperable handicap to industrial expansion. This means that liberaliza-
tion of intra-regional trade is an indispensable but still madequate device
for stimulating the integration process—a point well illustrated by the
difficulties in implementing the programme of liberalization envisaged in
the Treaty of Montevideo.* The fact remains. however. that most existing
integration schemes among dey eloping conntries have come into being
primarily as regional commercial arrangements. and their distinetive
feature is still a commercial one. At least at the outset. developing
economies find it harder to promote active
themselves than to establish rule
markets.

aud direct co-operation among
~ and programmes for widening their

Another point deserving of attention relates to the nature of the
sources of the beuetits of integration rather than to the benefits them-
selves. The point is one which may have special implications for the
countries concerned hecause mueh of their regional strategy will depend
on how they assess those sonrces.

The sources of the benetits of integration should be seen in the
combined production., technological and market effect
deriving from industrial specialization. in ec
economies. and in forward and backw

s, specifically those
onomies of scale and external
ard linkages as well as in the creation

instituting the Latin American Free Trade Association, Monte-

video, 1960.
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of new industrial and social environments. Some of these issues will be
discussed later from the viewpoint of their relevance to the problems of
regional industrial development.

There is a direct relationship between economic integration and
industrial growth. Successtul economie integration is inconceivable
without accelerated industrial growth. The technological  changes
associated with the integration process can be introduced and propagated
only through a changing pattern of industrial division of labour. The
economic rationale behind indnstrial specialization econsists in achieving
economies of scale in a growing number of industries, in discovering new
sources of external economies. in creating new networks of forward and
backward linkages and in improving the economic and social environment
of industrialization. A systematic analysis of the practical aspects of these
developments, based on case studies. wonld assist the formulation of
policies applicable to tvpical situations in developing countries.

In addition to the customary distinction between horizontal and
vertical specialization m industrial production (horizontal specialization
pertaining to goods at a similar stage of manvfaccure, vertical specializa-
tion to goods at different production stages). a distinetion of particular
relevance to regional co-operation for industrial development is that
between inter-indnstrial and intra industrial specialization.

It has been olserved that specialization at the branch level (mnter-
industrial xpecialization) can in many instauces prove painful for devel-
oping countrics becanse it may lead to the elimination of certain estab-
lished industries that are incapable of undertaking the necessary structural
adjustments * Two other negative conseguences are the narrowing of
the scope for ntra-regional competition and the increase in investment

and production costs in selected indust ries deprived of external economies.

Spectalization i the production of specitic goods, or their com-
ponents, within particular industries ;intra-mdustrial speclalization at
the product level) may be more beneticial to countries in the process of
industrialization. sice industry 1s thus enabled to make better nse of
external cconomies and of porential comparative advantages. Such
specialization offers a hetter opportunity to the less advanced developing
contries to establish a modern prodnetion svstem based on economies of
scale. This is rue whether the production specialization is orientated
towards exports or towards import substitution.

It has been cbserved that in developing countries the leading role is

' See A. Ferrer, Comercio Erterior, May 1968, pp. 425 and 426.
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taken by industries where import substitution becomes protitable as the
market expands. In other words, economie integration leads through
industrial specializat Hn to o new Lierarchy of mdustries able 1o satunfy
regional producaon criterm ¢

Very closcly related to industrial <pecialization an the question of
external economies resulting from the <pread of technologieal  and
economic know how industrial standardization the direct interaction of
plants, the development ot infrastructure 1 a regional framework and
the raising of the general educational lesel of the popaiation 1t must be
borne in mind that all indust 25 are sources and reapients of esternal
economies. which “should not be himited to: the nimpact of the provisson
of econontic overheads on other nudustries but should vicbude the offects
and intereffects of an expansion i any industry I this connenon,
many authors have <uggested that as a result of horizontal and yvertioal
industrial interdependence investments are hkely to prove more profit
able in interrelated sectors of industey than when undertaken insolation *
In a broader sense. external economies encompass the effects of catah
lishing a favourable social and mstitutional background for umdustral
development *

Associated with the questions discussed so far s that of economes of
scale. For a great nnmber of de‘\s*fuptng rountres econamws of scale do
not become possible until they join a wider regional market Here the
interdependence of industrial growth and market  xpancaon i vivadly
demonstrated In the absence of a suficient market and because of the
unavailability of capital cquupment designed to meet the exact equire
ment of the siie of the market mvestors i mary developang connte wm
are faced with a chowe between plants that are either tow small or too
large. 1u the tirst case production s as & rube technobogieaily baeckwaed
and therefure uneconomie because the plant w adpustod 1o very restrcted
market In the second case prodoction s agan costly aned non competitive
because the plant. although equipped with ady ancesd technodogy aned

capable of satisfyving a larger market. cannot fully  use the instalbed
capacity.

* H B Chenery, " Patterns of Industrial Growth |, {merscan §conomee Rovreew,
September 19680, p 631

T 1 Halnama, The Theory of Keonome P ntegratasn tioorge Allen and Unes,
Loundou, 1962y 1a0

*HOB Chenery Copnratn. Vilvantage  and ey chopusont Pole y
American Feoviomne Reeoou March (| o6

P UNIDO Didustriad D ciopment oo ey Vol 1, poles 9l nitesd Natwons
publication, Sales No - a8 LI 1
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A striking example of the latter wituation  afforded by the highly
fragmente! o aomotine industries 1in the LAFTA countnies. From the
evidenie prvwnted by ' Haranson 27 0t gppears that i 1987 67 tirma
A LAFT A ot ;:fw!ufwi 65 ot e hasles i over 200 basie models.
As the ¢ v me sre of an autiavobile plant has been estimated hy
United State o standards at sone 240 000 it per vear of a single basie
sutomaohile 1y e 1t e not surprising that there are huge cost disndvantages
in Latin Amencan conntrws Lo 1987 production costa tor hight trucks
(Unitedd States Do ameunted 1o 4500 Argentina 180 0 Rrazal and
168 0 Moo

Fraom cata assembied from many sources it mav be concluded that:

There 1« considerable opportanity tor mdustrimhzing countries to
sehwve submtantial coonomes ol soale

In some industoial witors i developing countries, costs of kmg
Muﬂmu runs may be lower than i comparable sectors in sndus-
trialtzed countrws

The opportunities for iarge scale production in developig countries
Yary vonsklerably from one wector of region to another and ﬂ‘qﬂiﬂ,‘
further thorough coammmation

Industrial o operation among developimg conntries i succesaful,
adeo g1 es toow b menmiens e ther coonomie ties with developed countries,
AR industry wo king for a small market lacks attractuon for foreign
industrial capital A regoonal industoad framework can change this situa-
won fundamentaliv b Gfenng genne imeentives to foregn capital to
mvent i oa new and far Proader <oale nomdustsy intrastructure and
technobgy  Further benehits may be antiapated trom the improved
comprtitive ard barga:ning pesition of the developimg countries i the
world market through regional industrombization  particularhy t progress
@ omasde 0 anieant e gotiatieas to facilitate the acvens of their manu
factures and semi manutactaies to the markets of developed countries,
A regronal framework proosdes deseloping countries icluding  the
smaller and least devel pmed countrwes with & wmque opportumty for
foemulating 2 tarmonued ndustrombzation pohiey directed to the
regional ax well as to the world market Mo eflorts should be devoted
to the cxatmioaiea o the miplations of this approsch tor industrial
6 operation apony e soping senntnes

B Foamano o arsd [ reowdogment f ke rrnber TIRS 27
VWi s b aamion of the feles it theoretooal mmoes, an well as for additional
snpareal oyvudence o conotiies ol woale, e B Halnawa, Ecornomee Developmend

ol [ntograpcn (¢ EML A Mesiro, 1985 chapters 3, 6 and T




Chapter 2

CREATION

OF INTEGRATED INDUSTRIES
AT DIFFERENT LEVELS

OF INDUNTRIAL DEVELOPMENT

Regional industry may be regarded as a feature of the intra-regional
division of labour. established with a view to satisfying the regional
market as a whole and possessing a legal statns derived from tle regional
arrangements to which it is subject. (‘The term “regional ™ in this context
covers “subregional™ as well ) The principal problems mcolved are those
of choice of indnstry, technology and location. distribistion of 1 he. benetits
—or disadvantages  of integration. ] tormulation ot o consistent
regional ccononie poliey. Any concept of regional mdustey st reflect
the wide differences in industrial development among the varions devel-
oping countries il reglons concerned.

The problem of choice of imdustey resolves itself into that of the
criteria to he apphed. Leaving aside non-cconomie considerations. how-
ever important they may be, there are i the first place. the cony entional
economic criterta of factor conmposttion and tmtensity and comparative
advantage  these Lave fo be acdipted to take aceaunt of (e dynamism
of regional integration and the changes e comparatine costs Stuch

F.

changes are very raprd i certan developing aveas 1 has been observed,

o

i this connesion that o polioy Dised onac wiven <tate obf comparative
costs. without exploration of . g or possible changes < of ittle
use to developing conntries = [l criterion of comparative advantage
must be related 1o only tothe gnestion whet ey certam products should
be produced at all. but also to that ot the optinmm techmqnes to be
applied. or the eriterion of productivity 1

Among the “dyvnamie™, ax opposed to conventional cconomie criteria
are opportunities for achieving economies of scale and benetiting from

LLI o Balogh, Unequal Partners (Blackwell, Oxford, 1963), p. 34.

'8 On this question, see H. B, Chenery, American Economic Review, March 1961,
Pp- 13 and 14,




CREATION OF INTEGRATED INDUSTRIES 9

new industrial linkages. Regional integration would appear to favour
capital-intensive technologies. Locational counsiderations are naturally
of great unportance, covering as they do the availability of transport
facilities and energy supplies as well as the possibilities of ercating such
facilities and supplies. Another important criterion is that of prospective
exports to developed countries: this is not to overlook the prospeets for
the future cvolution of internal demand. Regional industries should be
established in sectors characterized by higher income elasticities. so that
regional industrial development will be directed “towards ineremental
output rather than towards the more disruptive substitution of present
industrial produetion” '* The selection of regional industries is never a
merely theoretical ssue. It raises complex problems of vested interests,
conflicts between new and existing industries, and possibilities of sur-
mounting the dislocation that inevitably ensues from a change from
national to regional production.

The greatest difficnlties however. are unguestionably those arwsing
out of the disparities 1 the degree of development of the countries taking
part in a regonid scheme The probieny may be snmmanzed as follows:

Where there s ccononie itegration among countries at ifferent
stages of develcpment and pacticularly o the case of developing
economies strong polarvizimg tendencies are homd to emere

If established forces e not countered. they will tend 1o propagate
and aggravate disparnties at the expense of the least advantaged
members of a regional group

If econonne mtegration 1s to answer any purpose all member coun-
tries must be hetter oft after mtegration than beicre and the total
net gain niust be <o distributed as to lessen disparities

A fair and cational distribution of the benefits of integration s thus
the sine qua non for the success of endeavours tow s integration;
Some compromise must be found whereby the strong indu-trial con-
centration and polarization ¢ffects of regional mtegration can be used
to raise the growth rate of the region as o whole. while providing for
the harmonious sharing of all partuer conntries m the mdustrial
growth envisaged or achicved

Theoretically, it one menber of a regional scheme is at an initial
phase of development while another has developed various industrial
sectors, the common market will tend to produce staguation in the infant

4 UNIDO, op. cit., p. 147
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industries of the first.1s Moreover, both countries share. althongh not
equally, the higher costs of each protected industry . and simee a part of
the costs of an uneconomic industry in one conntry s patd by the con-
sumers in the other, a divergence will emerge between the national and
common-market costs of indnstrial prodiction. Under the pressire of
external diseconomies of this kind. and nnless precantionary ¢ easures
have heen taken, each country witl have toadapt the level of it indnstrial
production in the light of the toregoing coasiderations That i« why in
some cases producers in an indnstrially more developed conntry appear
reluctant to enter a regional gronp. '8 The fact remains, however, that the
industrially less developed members of & regional group indircetly con-
tribute to financing the industrial development of the more developed
members by paving for the latter’s industrial products at prices that are
above world market fevels,!?

Beeanre an enlarged market tends to strengthen industrial con-
centration in the more developed countries, sometimes at the expense of
the less developed countries. the latter may be led to abandon a regional
undertaking ' A number of methods have been suggested for com-
pensating handdicapped partner countries with a view to ensuring more
balanced regional development | among them the following :

Natwonal and regiona) subsidizing of handicapped industries, creation
of regicnal compensatory funds and funds ewrriarked for technical
assistance i promoting infrastructural activities in less developed
economies and similar modes of direct intervention

Fiscal incentives, exemptions from trade liberalization ritles and
other forms of diserimination in favour of handicapped economies ;

Industrial licensing, regiona] co-ordination of investment and other
long term ~trategy measures,

Another tiethod whereby a group of unequally developed countries
aiming at industrial co bperation may aceelerate their individual indus-
trial development and at the same time contribute to halanced regional

RS Bliambr, Fronomia internazionale, May 1962, p. 246,
¥ Forexample, Jamaien jomed CARIFTA after alf its less developed partners.
Before integration, Januien was the only country i the region able to maintain
certain mdustries, although with hugh protective tariffs. In CARIFTA, Jamaican
manufacturers nre hkely to be facod with firture competitors in the area. Nee
Comercio xterior, November 1668, pp 993 and 994,

7 See B. Balassa, op.cit., pp. 123125,

* For example, failure to equahze the distribution of benefits from a common
market and common services lod 1o the iitial failure of the efforts of the three
East African States to form a political union and to ac

hieve economic co-operation,
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development in that of specitie seetoral co operation artangements ong
regional. subregional or bilaterad Jevels This method ha. not as vet been
widely apphed. although valuable examples exint i a mnber of regions
In such sectoral o rrangements.commuments to tardt rednetion and other
commercial action ave nsnally suppleniented by corcesponding ATTANge
ments i the fields of msestment, production co operation an  teehnieal
assistance. The aims followed by regional arrangements of this 1 e natu-
rally depend largely on Ioeal crenmstances. but certam common goale
may neverthelees be detined  In general terms these are

To establish or extend optimum size industrial capacities in accord-
ance with the criteria for intrm regional mdustnal speciahization :

To stimulate the full ore ration of regronal common markets (or other
schemes of integration) and thereby the industriah, ation of all
member countries

To contribute to raising the competitive posttion of the groap of
countries in respect of therr exports to third conntries

To endeavour to ensure the more balanced development of all the
countries concerned

It may be useful to list the main advantages and disadvantages,
actual or potential. of sectoral industrial co-operation. Some of (he
advantages are as follows -

While increasing the efficiency and productivity of regional produc-
tion as a whole. sectoral co-operation makes it possible to give due
consideration to the interosts of smaller and less developed conntries
as well | even the least developed economies ean participate rationally
in multinational projects, often 1 the arca of basic idust ries

Successful integration in one industrial sector promotes mtegration
in other sectors too. as is best shown in the case of the Enropean
Coal and Steel Community

By equalizing the prices of raw materinls and sem manutactures and
by promoting modern large scale production  sectoral oo, aperation
contributes to rasing the competitive position of the wioup i the
world market .

The group's bargainmg power i strengthened by wetoral witegration |

Domestic capital and other resources are attracted and inobilized
through the shift of etphasis from trade liberalization to integration
of sectoral production :
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TOWARDS A REGIONAL POLICY
OF INDUSTRIAL CO-OPERATION

There can be no certainty that vresent market forces alone will lead to
optimum investment decistions i developing regions. since present prices
do not reflect future cost and demand. This apphes 1 particular to the
beavy industry wectors owing to the long construction periods and
extenain e capital outlavs imvohved and the farlure to establish heavy
dustres at optimal locations

I teade hberal ation programmes are not accompanied by effective
co-ordination of development pohewes underconsnmption, increasing
wnemploy ment  market disruption and social deterioration are more or
oo inevitable Where wetoral co operation is established. the co-ordina-
ton of industrial development both wathim nadividual sectors and within
the regren shonbd cnsure that  long term possibilities of economic gain
for the regren are ot bt i the pursuit of «eparate short term advantage
on the part of individual members 10

The more a conntey andustnalizes the higher the benefits it may
eRperet from regnonal econonne imtegration Such benefits. however, are
Rt autemati  the appropriate pohiey must be pursued  They will be
even greater o bl the countrnes concerned are aware of and can foresee.
the effecta of ther poinws apon each other and can co ordinate their

m from the suteet

The reshapang of industnal activaty into axvstem of regional co-oper-
Othm o olves structural changes and far reachimg modifications in
aatsonal attitibea and poliows particularly when the industnalization
podiey of derveloping countrws has been bamically  onentated towards
procduction e the domestic market The same s true of investment
podicws  as well ae o specite mcasunes to promote industrialization
theough speoml tnoentines  techiucal and Ainancial assistance and the

B P Rotmn  Knomme | nisgration on Aprvea (Ueorge Allen and Unwin,
Londun. 1982 . e

® el Haugh 5 ca,p NI




b

TOWARDS A REGUONAL POLICY OF INDUSTRIAL CO-OPERATION 15

establishment of industiial development agencies. Inevitably. regional
industrial integration ard production for export bring about changes in
the traditional order of priorities. Further. they make it necessary to
defitie the fields of regional co-operation and co-ordination. to agree on
the form. method and degree of co-operation and to adjust national
mechanisms and institutions to emerging regional strictures.

APPROACHES TO THE FORMULATION OF REGION AL POLICIES
OF INDUSTRIAL CO-OPERATION

The short history of economice integration in developing countries
tells of many highly ambiticus projects that have remained at the project
stage only. A detailed analysis of these failures will show that their
causes were lack of flexibility. insistence on general schemes and neglect
of the hurdles which must be overcome in any potential grouping.

A rational approach to the policy of regional industrial co-operation
must reflect the interdependencies inherent in the process. Thix means
that the policy of industrial co-operation must take into account problems
of modernization of agriculture. power sources. transport facilities and
80 on. Projects that may be profitable within a regional system may not
be profitable if undertaken in isolation. Individual measures of regional
policy. therefore. should be concerted. particularly if there is no over-all
regional plan with long-term objectives to be achieved by joiut action.
At the same time. if regional co-ordination of national policies is to be
achieved. national development plans must be consistent. at least in
their aims and methods.

A regional policy of industrial co-operation will pool and organize
production. production factors and demands and combine and influence
them to the best advantage. There are several approaches to such a
policy :

The regional or general approach. aimed at an over-all regional

programme of industrial development with a system of well-balanced

priorities and a high degree of co-ordination of re-adapted national
development plans;

The sectoral or partial approach. aimed at building a set of bilateral
and multinational projects in conformity with agreed regional goals
and criteria . if successful. this method may broaden the possibilities
for more comprehensive and svstematic future co-operation

The policy harmonization approach, with the emphasis placed on the
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co-ordinated establishment of favourable conditions, rules and
incentives for action in a desired direction.

In practice. what usually oceurs is a combination of these approaches.
with the emphasis shifting from one to another according to the ~pecific
circumstances and limitations of particular regions.

The modes of regional industrial co-operation range from ad hoc
bilateral collaboration in specific projects to complex multinational
undertakings. from private associations to well-established regional
investment programmes. They mayv be briefly summarized as follows:

General regional co-ordination or planning schemes which may
embrace a wide spectrum of activities. from joint research pro-
grammes, location and feasibility studies and long-term development
projections to the co-ordination of key projects. regional harmoniza-
tion of national plans and formulaticn of a balanced regional pro-
gramme of industrial development. The main purpose of these
activities is to rationalize the scale and distribution of manufacturig
industries and infrastruetural facihities through changes in the level
and structure of pubhe and pavate investment Varnous mstitutional
arrangements are possible from jomt mvestment boards and funds
concerned with particular torms of activity to regional imvestment
boards with responsibility for channceling myvestments to mteprated
industries arod mtrasttueture o serving noa consultative or arbitral
capacity The mechansm tor mvestient allocation might be closely
linked with 2o mdustial heensimg system with imdependent,
partially supranational, authonty

Fiscal. inancial. commereral ad promotional mechanisms supported
by co-ordinated national policies.

Sectoral programmes and agreements:

Multinational  schemes for establishing regional or subregional
development orgamzations. large multinational enterprises, infra-
structure corporations, special funds and so on;

Bilateral agreements on co operation n particular branches of
industry. transfer of technology. jomt exploitation of mineral or
water resonrces. integration of frontier areas. co-ordination of
regional pohcies and so on.

1t ('f. P. Robson, op. cit., p. 36, and R. F. Mikesell, **'The Theorv of Common
Markets as Applied to Regional Arrangements among Developiné Countries”,
in R. Harrod and D. C. Hague (ed.), International Trade sn the Developing World
(Macmillan, London, 1963).
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TYPES OF ARRANGEMENT FOR INDUSTRIAL CO-OPERATION

Co-operation in industry covers the successive stages of production
and promotes the exchange of a wide range of raw materials, semi-
manufactures and manufactures. It also promotes the application of
similar technological processes in the indnstrial enterprises of two or more
countries and the construction of new lines of division of labour among
them. Between these tvpes of co-operation are various forms and degrees
of joint operation. joint ownership and industrial partnership.

Arrangements for industrial co-operation. whether bilateral or multi-
national. mayv be classified according to their techno-economic or their
institutional characteristics

Under the first heading ma? be included technological arrangements
in & narrower sense. such as:

Exchange of know-how. inclnding technical and managerial skills.
experience. training and efticiency:

Licensing agreements. linked with other types of technical co-opera-
tion (marketing assistance. personnel training. joint marketing in
third conntries)  Licens'ng concessions are deemed particularly
suitable for projects of large-seale prodnetion:

Technical service agreements (for example. joint maintenance and
repair services).

Agreements on design. norms and standards:

Joint rescarch and development projects in specifie fields.

Specialization agreements may also be included. covering deliveries of
specified mputs and or production of specitic items of final output (these
agreements entatl relaaonships of technological interdependence among
enterprises and mav develop mto ngher forms ot co operation) - arrange-
ments tor industrial investment mvolving defiveries of machinery and
equipment for entire plants together with the provision of technologiceal
know-how and marketing arrangements providing tor the use by one
enterprise of the sales and service facthities of other entcrprises or for
the establishment of a jomt marketing network.

Under the second heading may be included varions forms of joint
ventures and contractual types of industrial co-operation. These may be
divided into two broad categories: equity or non-equity relationships
among uneqgual partners. and equity or non-equity relationships among
equal partners (although not necessarily equal technologically).
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Under the heading of non equity relationshipn among i qual
partners may be ancluded as tygoaeal

The estabhixshment of a subsicdiary i the partoer countes more or
less incorporated an the hest conmtoy bt fully cwned by the parent
enterprise

Ventures 1o whieh the enterprse o one conntis e a subeontractor
supplving cortam componen « to the man cnterprse from another

country while recenng techiacal and hinanoal assictance

Under the heading of equity o non equity relationship. among
equal partuers the following are ty pacal

Jontly operated nndertakings with one enterpeme providing capital
g()(bdﬂ on the buasis of fong term redita which are reimbursed b’
(hli\‘t'rk*r& troon current ‘emput

Equal particpation 1 the pattners i the capital of jointly estab
lished and jointhy owned subsichiaries

Joint omnership with cue country providing butkhings raw matenals
and manpower and the other conntrs capital technology and market
lllg facilities

Mixed companies with agreed o eounl shares tor the partnees

Shareholdinig among wveral nrme

Public compames i which all the partuer countries parttcipate with
agreed shares eventially oflcred tor aalke

Joint ventures are partenlarh suited to promoting  industeal
co-operation amony developimg countries Through the sharnng of profite
and risks. as well as of capital all the partners are directly interested
the viabihty of the undertaking and the closw o operation amphot
such ventures leads to a trinttul exchange of np te date technology and
know-how  However i the aircumstances presathing i present day
intra-regional and mternational cconomie and political relations « well
defined contractual jomnt ventnre partnership may often be preterable
It has been contended that the specitic interests of he partiers are better
reconciled and protected when each partier preserves more of his own
identity It should not be unpossible 1o mcorporate inoa pactnership

contract of this kind some of the reley ant clementsof an gty ans estment

One of the advantages of the jomt venture form of mdustral
co-operation 18 that it engenders greater contidenoe among the countries

oonoeried and lessens the fear of foreign control over domestic produotion.
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Nevertheleas  the advantages of this torm of co operation may ot
materiahize 10 the absenee of the DECOsSAry supporting pnltv_\“ MMEARUTES.
Incdustnial partvershup and jomt ventures have so tar been coneentrated
ina ft“ of the more by namie el HN',\ are po less m‘mfnl t certam
industries adversehy aftecred by competition wathine an enbaread market,
Agamn jomnt ventares many prove anethioent unless acenrte ;n‘vllnnnm‘_\‘
mvestigation and teasatuhty <tadhies are andertaken Fhe conntries
converved should cnmure that thew degal and admmistiatinne <ostems are
suficienthy Hevibde and should adjpost the tradimonal instraments of
aasociation to the specthe cotnitions of antegration among developing
veuntrws Some <uggestions on thas poimnt are made below an the section
v Harmonuation of tscal and timancinl pohicies”

H ARMONIZATION OF INDUSTRIAL POLICIES

An importe it question in any regional industrial poliey relates to
the differentiniion of induatnies from the standpomnt of their location and
chgibihity for regional co operation and mtegration. For the purpase of
this monograph industries may be broadly classitied on the one hand
iwto pesource based and market onented andustries and on the other
mto capital intensive and capital non mtensive indastries

Resource based industoes are those whose location s usually pre-
determuned by such factors as supphes of raw material, energy and
manpower (for example agricultural or copper processing plants and
pulp mulla) Transport costs 2 e another decisive tactor in the choce of
loeation

In the cane of market vriented industries. a distinetion may  be
made between cstablishments which prodnce bulky or perishable goods
myvolving high transportation costs and those which reqmre market
accemmbniity for eflective techimeal servicing and communmication with
consumers  [wo types of these industries will be of special mterest to a
developing region

Amembly  planta with ac smpanving unmts for parts and sub-
amsembly (communmcation and transport  cquipment . agricnltural
machinery bustness machines, apphances and ~o on),

Industriw where the need for regional co operation arises out of the
vast heterogeneity of the end products (textiles, pharmaceuticals,
plastic and rubber products and the like).

|
1
!
|
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In the latter group of industries, economies are associated with product
specialization rather than with the volume of output, which calls for a
large number of producers.

Perhaps the most difficult problem in selecting industries for regional
integration is to determine those which are both resource-oriented and
market -oriented. An estimate of industries suitable for regional co-opera-
tion in Latin America appears below in the section on ‘‘Regional institu-
tions of development financing™.

As has already been pointed out. general regional co-operation
schemes are of small utility where the countries concerncd are all at
differing levels of development. Only through co-ordinated and coherent
programues of sectoral development is it possible to teke account of
the difficulties inherent in the varyving levels of development. Such pro-
grammes would be aimed at:

Improving. reorganizing and modernizing existing plants by chang-
ing their techuical strueture. harmonizing the internal capacities of
individual enterprises and. if necessary . increasing their size to the
€conom’ . nuninmin

Augmienting capacities moorder to achnieve optimum size by the
enlargement of existing plants or the constraction of new ones in
line with the critera of regional speciahization.

It might be Lelptal to reproduce the elements of a model sectoral
agreement s |ll'«lpn.~wi h}, O A

Development progranmme  takmg into aceount long-term trends,
location problenis abstacles existing in the sector:
Investinent programme

Technical assistance progromme;

Programmes for tariff reduction and harmonization of external
tariffs

Commitments for harmonizing economic policies and consultation
procedures

Provisions on exemptions in respect of the most-favoured-nation
clause, especially in the case of less developed countries;

Provisions on the practical application of these programmes and

measures. including proposals on the institutions and agencies
needed.
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Even if such a model agreement were accepted, however, it could
not ensure sufficient harmonization or uniformity of the criteria. methods
and policies in each sector. An industrial policy aimed at the gradual
development of a system of sectoral agreements throngh eoncerted and
simultaneous negotiation in several major sectors might achieve that
purpose. Pending the establishment of such a system. periodic consulta-
tions should be organized among Governments and among producers’
associations with a view to ensuring the harmonization of the various
national programmes, at least with respect to keyv industrial projects.

[t has often been claimed that the greatest gain to be achieved from
economic integration is in the creation of new industries. This view can
hardly be disputedf the countries concerned are <till at the initial stage
of industrial development  for example. wost developing  conntries
of eastern. western and central Mrica, of Central Ynieriea and some in
South Kast Asin Nevertheless. the new mdustey orentation is not
necessarily to be poeferved to the poliey of better utihzing existing
capacitics it some of the co operating countries are industrially more
developed T some cases structural miprovements within the existing
capacity, through reconversion. modernization or elunimation of bottin-
necks, may vield greater benetit< i relation 1o the amonnt of investmene
expenditure.

The last ten or fifteen vears have seen the excessive expansion of
certain indistiries noa growmyg nnmber of developing countries. This
phenomenon s not pranarily due 1o the aforementioned new industry
orientation or the requirements of modern teehnology, but rather to
absence of mter countey co ordmation and sufticient market outlets.
The cousequence of sueh dupheation of production = naturally, mis-
allocation of vesources and lowered productivity . accompanied by prowing
competitive pressires. which give rise (o protectiomst policies Resolving
problems of imbalance between production potentialiies and  searce
demand. even within a vesonal framework s certanly ne easier than
determining policies for the distribution of uew industries among the
partner countries

One of the mam tunctions of a vegional wdustrial policy is to ensure
greater unifority ni the conditions governing business activities in the
area. Two practical means of achieving this aim are fiscal and tinancial
and trade policy measnres, whicl will be discussed - the following
seetions. Two further points should be mentioned in this connexion.

First, the legal position of so-called regional firms is far from uniform
i the various countries of a region. There is great need that such firms
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should be given recognized status in all the ccuntries coneerned and that
they should be entitled to change their location. to establish subsidiaries
and agencies and to merge with other tirms?* Regional tirms need a
stable framework for their activities: they have ta be assured that their
competitive position in the regional market will not be jeopardized by
administrative bottlenecks or by unilateral measures by other partuer
countries.

Second, many difficulties originate in the differmg approaches of
Governments to foreign eapital. In competing for foreign mvestments,
Governments sometimes nullify joint efforts. It is therefore essential that
countries desirous of co-operation should revise and harmonize their
investment goals and mecentives.

A major concern of any regional industrial development policy must
be the development of regional infrastructure. Adegnate facilities in the
areas of transport and communications energy and water supply.
research and technology  education. housing and various social secvices
are eveil more nnportant in a regional than in a national framework.
since many industries within a region are exposced to greater competitive
pressure.. and. to survive, urgently require modern regional infra-
structural networks. A developed regional infrastructure implies hoth
sufficiently articnlated pational systems of infrastructure and well-
planned inter-country links. Unfortunately. most existing national
systems of infrastructure are designed to serve either the development of
protected national economies or the traditional links of those economies
with the rest of the world.

The erveial mfrastructural element in any scheme for regional inte-
gration is transportation and particularly freight, which often determines
not only the directions of intra-regional specialization and location. but
also the composition of the regional partnership. Lack or inadequacy of
transport Iinks among developing countries is often a major impediment
to regronal mtegration

On the other hand. trade and economic co-operation among countries
have never been preceded by perfeet transport links; each is both a
prerequisite for aud a consequence of the other.

B Bee A. Carrido Ruiz, Comercio Exterior, January 1968, p. 61.

¥ The point is well illustrated by the fact that it is cheaper to ship wheat to
Brazil from the United States than from Argentina, or to send certain industrial
goods to West Africa from Kurope thun from East Africa.
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Thus far. there have been three principal methods of building regional
transportation uetworks:

Throngh the formation of multinational transport and communica-
tions corporations **

Through agreements for the construction of transeontinental roads,
as in Southern Asia and Latin America:

Through subregional and bilateral infrastructural projects.3¢

HARMONIZATION OF FISCAL AND FINANCIAL POLICIES

Fiscal and financial policies have to be co-ordinated on a regional
basis from the outset because, on the one hand inter conutry differences
in indirect taxation on particular products may nullify the effects of tariff
reduction and foster simuggling and. on the other hand  differences in the
taxation of meomes and business profits. ax well as i other financial
incentives. cncourage tax evasion on local capital and thus adversely
affect the selection and location of new enterprises and the desired distri-
bution of benefits

The major obstacle ta the harmonization of these policies is that
internal levies, together with enstoms dnties, are traditionally the mamn
pource of revenue. Morcover, many mefticient produeers wonld feel their
position threatened by a chayred tiscal pattern

The tunction of regional fiscal and financial polhicies should not he
simply to prevent mmbalances in resource allocation. price tformation
an | profit distnbntion. Thew vole shauld be more extensive f rationally
applied. they might contribue greatly to the achievement of aniformty
of conditions and passibilities among domestic firms and those of partner
countries. Thix would imply . for example

Joint schemes of fiscal meentives, such as that of the East African
Economic Commuty;

¥ In East Africa, for example, there are four such corporations: for rail, sea
and air transport and post, telephone and telegraph. Similar corporations exist in
Latin America The Convention on Maritime Transportation, signed by nine LAFTA
countries in September 1966, should also be mentioned.

% For example, large niver basin projects, such as 1hose for the Mekong Delta,
the Senegal, the Urngnay, projects for imerconnecting road networks hotween
Argentina, Bolivia, Pern and Paragnay, hnks between sonthern Brazil and northern
Chile and s0 on. See Comercio KExterior, Octoher 1987, p. 840; Deceinber 1968,
pp. 1083 1085; January 1968, pp. 9 -11.
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Uniform or selective reduction of mcome tax agreed industries
and countries

Uniform special tax regulations for tegienal tirms
Prevention of double taxation

Nafegunrds agaimst ad hor and uniateral tscal « hanges

Fiseal wind banciad polics might directly stimulate  regional
development th ugh tnancial meenti es including subsdws and com
peusation of less developed countries The latter tyvpe of measure might
include the following

Subwidhiznig production for the regional market of raw materials and
intermedinte products including the use of power and transport
facilitiex

Regional mvestment allowances and foans for regional industries
and projects at lower intereat rates

Mutual meehitives for huancing vanoun jort operations

Bubsidies trom regronal or national funds to compensate producers
in the least developed countries of the region  (hirect subsidies for
export industries in less deveioped countries are regarded by many
authors as clearh preferable to commercial meents e A% A mmeans
of dealing with the effects of disparities in levels of development and
i general ¥ The mam problem however s to persuade more
developed member countries 1o transfer the funds  required for
compensation purposes )

All these measures conkd eftoctively contnbute to the optimum allo-

oation of regional resources and optimnm specishzation and to the
achievement o the desired benetits from integration

An already suggested. rational hiscal harmomzation need not imply
complete umformity On the contrary. a number of spe-cial measures have
to be apphed i a highly selective manner, at least for some time. Useful
expenience has already heen gained favonring industries producing
particular goods or established particular regions. for example, by
tax exemption tax reduction. accelerated depreciation of capital goods,
ARKISLANCE 1N pre investment activitjes and so on. In most Latin American
countries such practices have been fostered throngh industrial develop-
ment legislation It s an open question whether such measures should

¥7 See R. S, Bhambn, vp.cd., pp. 247 250, and . A, Cooper and B. ¥, Mas-

sel, “Toward a General Theory of Customs Unions for Developing (ountries”,
Journal of Poluscal Economy, October 1965, p. 461
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bn appdicabe ondy G vt ion o capent  otra egional a estrn
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case aiich measures will necramanily be of & tempoears nature only I
s to be anticipated that the new regional industews will des vhop into
large. muddern enterprises and multinational corpuatiine sl have oo
meed of privilege

Hammosization or tuans roci iea

The regronal oo cadination of trade prolicws o anether area o
mulu importalioe tor the promotion of regronal imdustrmlizat won anl
neceamitates a reconsideration of the raobe o ngeorts il cxprats iy the
industriaiization jrresetms h\pﬂﬂ«ﬁ shosrhed o bonger bw regarsbed e rely
A A secton gencrating resouroes for growth bt oAby as an cmgeortant
stnhﬁmng tactirin a svutenr: o ratooaialized n*jgtusmi L 1 A R E1Ti:
lmp'lrﬂa on the other hand  <houlid cease o be regarihind s a cu rasary
!‘Vﬂ hut, ohee testructures)  as an argatin aned prrnabient fas Gor of dntre
reguonal specinhzation The partiers to a regional Agree et wonhl then
be concerned not anly watl mtensifying thewr own evports but adse with
(ipﬁ‘mng new ;ummhxhtw- tor the valnpmms% of tnedustrial CEports
from other countries both intra regionally and 1o third countries

Leaving aside the question of nidustrial export promotion as such
which has been amplhy discussed 11 ~tudies presented by UNCTAD
UNIDO and the United Nations regional economie commissions  some
aspects of trade pohicies have to be referred to here i connevon with
regional industriahzation Many of the famihar methods of CAPRE pr
motion. such as tax and toregn exchange meentiy e supphers credi
and risk mrurance, can casily be apphied momtra regaonal trade develop
ment as well as 1 extra regional commercial relations Such promotional
measures are indispensable 1 goods from developing countries are to
compete successfully m the regional market with those from developed
countries. and even more if they are to compete effectively i the world
markets. Certan specthe pointe however, deserve attention.

First. within a regional framework there 18 much greater need for
supporting and promotional measures for mdustral exports owing to
increased intra regional competition the deheate position of less developed
oountries and the greater ambitions of the region m the world market
The accent. however, should perhaps be shifted from meentive type to
direct promotion-type measures. which are as yvet msuthiciently apphed
for example, joint export information and marketing services, training
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lead to more mtensive capital formation. it creates the conditions for the
better utilization of capital formation and consequently for its growth.
It also creates a more attractive framework for the intluy of external
financial resources

There are three main sources of financing for regional industyial
development

Extra regional resources earmarked for regional projects and other
nndertakimgs invested directly or through existing financial instiiu-
tions,

lutra-regional pnblic and private resources used directly, usually
through intergovernmental agreements. for tinancing multinational
undertakimgs m regional imdustry and infrastretnre .

External and mternal tinancial resourees aceumnlited by semi-
autonomons regional inancal institutions such as regional develop-
ment bank< and thewr special fuicds and used to finance varions
development projects of a national or regional character.

This monograph considers only the last named type of regional tinancing,

Ro far seven regional or subregional tinaneing institutions have been
put ante operation  the Inter American Development  Bank (IDB).
stmee 1460 the Central Amencan Bank for Economic lutegration
(CABEIL wnee 1981 the African Development Bank and the Asian
Development Bank  both sinee 1966 the Mutual Aid and Gnarantee
Fund of the West African Entente. extablished i 1966, and the East
Afnican Development Bank and the Andean Development Corporation.
both establixhed 1 1985 Several other wstitutions have heen under
active consderation tor example, an Arab development fund, a Caribbean
development buvk and a Central African development bank.

The principal activities of regional development banks are. or should
be to finance imdustrial agneultural and infrastructoral projects within
the regicn to extend pre mvestment and techneal assistance to mdustry
and agrioulture o encourage private investiment i industry. to procure
extra-repional resources and to fina o ntra-regional exports of capital
gooda

In practice  regional systems for development financing through
regronal developrient banks operate independently « f exasting mdustrial
mtegration schemes NSome of them cover several integration schemes in
& developing contiment  In some financing mstitutions  for example,
IDB and the Auian Development Bank  both devaloped and developing
countries are shareholders. in others oniy developing countries are
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shareholders. but they obtain a considerable part of their resources in
developed countries. The trend. influenced by external shareholders or
creditors and reflecting the situation in the world money market. is for
regional banks to operate increasingly in accordance with commercial
privciples. Their Ioanx are largely of the conventional or “hard” type.
and only a minor part of their total resources has been allotted to tyvpically
regional projects. such as the multinational projects financed by the
African Development Bank or the large road construction projects
financed by CABEL Excessive dependence on foreign resources is. of
course. a natural consequence of insufficient savings and of lack of
co-ordination among capital markets in developing countries, mpeding
intra regional financial movements and the harmonization of tinancial
and monetaiy policies,

These trends may be exemplitied by a brief review of the operations
of IDB. In the first eight vears of its operations. IDB’s contribution to
regional financing amounted to $2.4 billion.

TaBLE |
OPERATIONS OF THE INTER-AMERICAN DEVELOPMENT BANK 1961 —1967

All loana Loans for integration projects
Percentage
Msllion Million of total
dollars Percentage dollars  Percentage loans
Agriculture . ... ... . . .. 578.3 242 e — —
Industry and mining .. .. ... 488.8 20.4 24.2 12.1 4.9
Drinking water and sewer-
age ... 394.5 16.5 — — —
Housing . .. ... ... .. .. . .. 287.6 12,0 —_ — —
Transportation and
communications ......... 243.3 10.2 143.4 71.7 30.6
Electric power.. .. .. ... . 2249 9.4 143.4 71.7 30.6
Education .. ... ... .. . . . ... 101.6 4.3 3.0 1.6 2.9
Pre-investment ... ... ... .. 523 2.2 9.7 4.8 18.6
Export tinancing .. ..., . 19.7 0.8 19.7 9.9 100.0
Total 23910 100.0 200.0  100.0 8.4

SOvRCE: Comercio Erterior, February 1968, p. 135, and May 1988, p. 415,

As shown in table 1. the bulk of total loans (54.6 per cent) was
assigned to economic and social infrastructural projects. the rest being
divided among agriculture (24.2 per cent). industry (20.4 per cent) and
export financing (0.8 per cent). It is noteworthy that only 8.4 per cent
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of total loans. or $25 million. was earmarked for industrial integration
projects. The same trend appears in the distribntion of technieal assistance
resources by 1DB in the same period: $79.% million (o1t of a total of
£96.7 million) was allotted directly to the countries concerned. 312 million
was used for training. research and general activities and only
$4.9 million was earmarked for integration programmes.??

Regional integration may have benefited more from 1 DB resources
than 1s apparent from these fignres: the funds reecived by countries
directly may have been nsed for integration purposes too. The direct

tinanemg of mtegrated regional nndertakings might. however. he a more
rational procedure.

Some further observations may be made concerning development
financing in Latin America, some of them of validity for industrial
integration in the developing regions as a whole.

First. abont one third of the total amount—$7 billion —of inter-
national public resonrces granted for financing specific projects in Latin
America between 1961 1967 wasx channelled through IDB. From the
standpoint of regional industrialization policies. it would be desirable
that both the share of external resources managed through the regional
bank and the share of the bank's resources earmarked for integration
should be greater.

Second. ewing to the increasing tightness of international capital
markets and the stagnation in the influx of foreign public resources,
IDB was obliged to resort to the more costly capital markets in Europe.
The result was a rise in TDB’s interest rates on hard loans. from 5.75 per
cent when it began operations to 7.75 per cent in December 1967,
Inevitably. therefore. TDR's orientation was to highlv profitable loan-
grantmg at the expense of certain large regional industrial and infra-
structural projecrs,

Third. the existing svstem of special funds within TDB does not
facilitate industrial co-operation within the region. The Fund tor Special
Operations and the Social Progress Trust Fund which have been tinanced
mainly from abroad ofter more tavourable terms but thewr resources are
intended largely tor agricultine. edncation ard <ceal imtrastroctaral
projects. There s also a Fund for Latin Ameriean Integration established
m 1965 with animitial capntal of 2060 million. to tinance feasibility studies
for multinational projects to advance Latin American integration.
Another fund established in 1963 with an initial capital of $30 million

% Comercio Exterior, May 1968, p. 416.
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for medivm term tinaneing of intra-regional trade 1 capital goods. i
intended to foster the area’s econonae mtegratun through the imerease
of regional trade. These funds. however. have been unable to Conipensate
for the deticiency i the hasie tinaueing of regional imdustries

Fourth wore attention <hould be given to an mteresting SHgReston
whieh has so far been ravely acted apone that external loans he nsed to
erease developmg counines opportumivies to sapply capital goods I
this comexion 1ty be noted that the Conterence of Latim American
Industrialist- has proposed that TDB loans be vsed 1o porchase mdnstrral

goods produced 1 the arvea cven when then poce excecds withim a
reasorable bereentage”  the average prwce offered by extra regional

imdustries and that 1DB estabhisha preference murgme timancial elause
m favonr of Latin Amevican connties participating o mternational bids
and tenders  Another possibihity that Lias bheen te-nthciently e xplored
I8 the repayment of credits through the ontpat of mnltinational enter-
prisex that nse the credits.

The problems of financing integration projects in Central A merica
are of a similar native. The wain emphasis of CABEI's financig is on
regional mtegration and balanced regional growth. Loans for mdustry
and for infrastrnctinal projects are designed to connterbalance disparities
in basie sectors. CABEL is specitically precluded from financing purely
local or national projeets. The projects it finaiees shonld be calenlated to
create cconomie complementarity among the member conntries. Within
the bank’s competence are direct loans for Project tinancing, technical
assistance. investment in the eqnity of enterprises. and gnarantees for
obligations inenrred by borrowers in member countries. In 1965, the
Central American Fund for Konomie Integration was established as a
reparate acconnt administered by CABEI to finance infrastructural
projects affeeting more than one country. By 1968, the fund had a capital
of §82.5 million. For infrastructural loans. CABE] requires international
competitive hidding. and its interest rates are hgh (8 to 9 per cent)

NOME EXPERIENCES IN SECTORAL INDUSTRIAL (O OPERATION
AMONG LaTIN AMERICAN COUNTRIES

A new regional policy of industrial co-operation among developing
countriex should normally be founded on suceessful experiences of inter-

industrial relationships among developed conntries. between developed

39 See Comercio Evterior, April 1968, pp. 203 and 204,
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and developig countiies and among developing conntries themselves,
Unfortimately  there has heen httle of this type of experience among
developiig countries so far It would therefore be all the more nseful to
analy-eand evalinate existing types and trends nomdustiial co operation
among developing comntries as well as talires 1o estabhish oo operative
hink~ The discu- gon here wall bear on one tvpe of idustral relation:
ship seetoral co operaticnc e the Lati Nencan region. where at has
been practised more than clsewhere

The question ot the selection of mdostiies and the estaldishment of
jaterities i promotimg sectoral co operation has been tonched upon
earlier i this chapter. Two approaches to this questicn may e distin-
guished here asat affeets industvial co operation 1 Latin America.

The hirst s to select the most dviamie sectors whieh at the same
time eantribaate to nuport snbstitution in the regican. Those sectors. in
Latm America. have been adentitied ax branches of heavy indnstry.,
particularly  production of  steel. heavy  chenneals.  petrochenticals.
machmery and cellilose. The meome elasticity of demand for these
pioducts s very high. and their share in total Latim Ainerican imports
amounts 1o 75 per eent. By expanding the market for these indnstries.
it will be possilde to reap considerable gains throngh ccononnes of seale.
a higher degree of ntihzaticn «f capacities and the establishment «f a
imare balanced ratio between the exyansion of demand. the pace «f capital
formation and technalogical renovatian. Co operation within the dynamie
indnstrial sectors on a regicnal «a subregional scale wounkd constitnte the
backbane of Latin Nmerican imtegration.

The second approach s ta evadve a system of prianities within dit-
ferent gronps of sectars. all capable of industnial co operation, such as
the following :

Sectors that are findamental for the industrial development of Latin
America, namely, metallurgy. maehinery and machine taols, trans-
port equipment. basic chemical and petrochemical jarodnets, oil
and coal;

Sectors distributed thronghont the region (traditional industries),
such as textiles. clothing and footwear, glass. food processing. timber
and paper:

Secrors with goad prospects for industrial complementarity (in
addition to the first gronp listed above), namely, tractors, railroad

8 A. Ferrer, Comercio Exterior, May 1968, p. 427.
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cars and engines, business machines., transformers. generators,
agricultural machinery, machine tools

New sectors which would contribute to mport substitution, such as
special steel. large electric power plants. electrical and electronic
equipment. various chemical products 3

The nltimate decision on the selection of industries for regional
co-operation and on the scope and shape of sueh co-operation will depend
not so mnch on the logic and persuasiveness of the approach chosen as
on the state of political, economie and other relations in the different

TABLE 2: COMPLEMENTARITY AGREEMENTS AMONG LAFTA COUNTRIES,
IN FORCE OR UNDER NEGOTIATION AS OF 15 oCTOBER 1968

Agreement Year of
No. Sector subscription Participating countries
1  Business machines 1962 Argentina, Brazil, Chile and
Uruguay
2 Electrouic valves 1964 Argentina, Brazl, Chile,
Mexico aud Uruguay
3  Electrical and thermic 1966 Brazil and Uruguay
appliances
4  Electronic products and 1966 Brazil and Uruguay
electrical communications
equipment
6 Chemical industry 1967 Argentina. Brazil,
Colombia, Chile, Mexico,
Peru, Venezuela and
Urugnay
6  Petrochenucal industry 1968 Bolivia, ('olomina, Chile
and Peru
7  Home appliances 1968 Argentina and Urnguay
8  Glass industry In negotiation  Argenting, Brazil,

Colombia, Mexico and
Uruguay

9  Electronics In negotiation  Argentivn, Biazil,
Colombia, Chile, Mexico,
Peru, Uruguay and
Veneziela

10  Refrigerators In negotiation  Argentin, Brazil, Chile
atd Mexico

11 Electrical equipment In negotiation  Brazil and Mexico

12 Chemicals Proposed

13 Valves for industrial use Proposed —

14  Plastics Proposed —

Sourck: Annual Report of the Permanent Exocutive Committee of LAFTA:; see Comercto
i Kazterior, November 1968, pp. 956058,

3 A. Caldervn Martinez, Comercio Exterior, November 1968, p. 984.
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country combinations within the region as a whole, as well as on their
relations with conutries entside the region.

The programnie of priorities referred to above may be compared with
the emerging network of complementarity regions within LAFTA as
shown i table 2,

Table 2 shows that of the fourteen agreements in foree. nnder
negotiation or proposed only one (for the petvochemical industrey) relates
to the group of basic =ectors and only one to the gronp of traditional
sectors. All the others relate to the produetion of durable consumer goods,
mainly to a few dynanie seetors in the chemieal and electronies industries,
Two explanations may be suggested:

The complementarity agreements have been largely conceived as a
device to aecelerate trade hiberalization in certain new industries.
In fact. the method of negotiating complementarity agreements has
not differed appreciably from the standard negotiations on liberaliza-
tion;

The agreements, existing and proposed, have been almost exclusively
initiated by entreprencirs and immdustrialists i sectors that are at
the moment most dynamie and profitable, while the publie sector
has been almost wholly ignoved. Should this trend continue. the
basic industrial scctors such as steel and alumminm, metal-trans-
forming. pulp and paper, heavy equipment, fertilizers and other
heavy chemicals will remain ontside the integration process, so that
the progress of co-operation m other prodnction sectors will become
increasingly difficult,

Some enconragmyg trends should be noted. however:

The first two complementarity agrecments have proved a suceess;
reflecting wter-country specialization. mutnal trade rvose in the
case of statistical machimes from 83.200 i 1962 to SE335.300 In
1966, and i clectronie valves from S139 200 m 1964 to §1.670.700
in 1966 ;43

Unlike the first two complementarity agreements, the agreement on
chemical products subsertbed to in December 1967 covers 125 items
and all LAFTA countries except the three feast developed. Under
article 25 of LAKFTA resolution 99 (V). three countnies  Bohvia,
Ecuador and Paraguay  are automatically entitled to enjoy all
benefits resulting from the voreement. The agreement covers existing

3 Comercio Exterior, January 1968, pp. 11 and 12.
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capacities and establishes many harmonization measures. In practice,
it automatically speeds up liberalization;
The complementarity agreement on the petroehemical industry,
subscribed to in 1968 by the countries of the Andean Group,
represents another importart advance. In addition to the five-year
programme of complete and automatic liberalization, incliding
common external tariffs, it envisages a co-ordinated investment
poliey to bring about an agreed production pattern (for example.,
participating countries undertake to refrain from establishing in
their territories plants similar to those assigned to other part icipating
countries if by so doing they would jeopardize agreed production
and market structures®®). mutual assistance in plant construction,
harmonization of policies in regard to foreign capital and establish-
ment of special arrangements for multinational enterprises.

In the coursc of 94 meetings held between 1962 and 1968, Latin
American industrialists worked out some 55 bilateral and multinational
projects on industrial complementarity in 28 sectors and subsectors. More
than 530 concessions were included in the programme of liberalization
pursuant to complementarity agreements. A significant innovation in
the LAFTA system ix the provision that decisions are to be adopted by
& two-thirds major ty instead of unanimously 33

Some advances have been achieved. although still to a very modest
extent and only at a bilateral level, in co-operation among automobile
manufacturers. Although no single item of this mdustry was included
in the LAFTA Diberalization programme until the end of 1968, some
specialization arrangements came into being earlier, for example between
Argentina and Clule?s, and others are under negotiation, for example
between Argentina and Brazil, Colombia and Argentina and within the
Andean Gronp. Conflicting forces are at work in this industry; strong
incentives exist for co operation in antomobile produetion and assembly
ownig to mounting production and investment costs, At the same time,
this movement has been strongly opposed by vested interests, including
foreign investors as weli as for reasons of national prestige.

3 Comercin baterior, May 1968, pp. 429 and 430,

3% I this connexaon, it s worth mentioning the bilateral agreement between
Empresa Colombiana de Petroleos and Emprosa Petrolera Fiscal del Peru, envisag-
Mg co-operation m- production, exchange of goods and exchange of technical
expericnce. Sce Comercio Erterior, April 1968, p. 329.

3¢ The arrangement hetween Argentina and Chile allows for only a very limited
interchange of car components - in the case of Argentina, up to only 6 per cent of
the value of the vehicle. See J. Baranson, “Integrated Automobiles for Latin
America !, Finance and Development, No. 4, 1968, p. 27.
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This situation indicates that it will be diffienlt to find any solntion
solely within the regional framework. An ontward orientation, implymyg
specialization for the international market. might contribute to a long-
term solntion** Such a solntion implies inter country  specialization,
which would permit essen‘ial improvements both nationahzing the
network of suppliers of parts and accessories and in raistng the degree of
self-sufficiency of factories so that advantage might be taken of the
lowering of in plant costs,

A strong regressive tendeney in the process of trade hberalization
within LAFTA would indicate that the promotion ot the Itegration
movement i1s to be songht in another direetion, namely . through the
improvement of sectoral co operation under seetoral agrecnients. The
scope for such change offered by articles 15, 16 and 17 of the Treaty of
Montevide: being too narrow, an attempt was undertaken by the LAFTA
Conference i December 1964 to amend the treaty in certain points
relating to complementarity agreements, as follows:

Emphasis to be placed on the over-all importance of sectoral integra-
tion and the ereation of industries of a “zonal character’ :

Localization of industries to be effected jointly, and in accordance
with a programme ;

Joint programming to be understood as implying the adeoption of
a commen policy in the varions production sectors:

To achieve industrial complementarity, not only measures for the
elimination of trade barriers but also all other means should be
employed to foster the process of sectoral industrial integration s

As shown by the sequence of events since 1965, the advances in
sectoral co-operation ameong the LAFTA countriex have tended to
remain very slow, probably because the member conntrics have failed
to bring about the structural changes envisaged in the Treaty of Monte-
video and other basic instruments. The following are sume of the required
changes:

The public sector and, through that sector, certain basic industries
should be explieitly included in the system of regional co-operation;

Provision should be made for co-ordination between the public and
private sectors;

7 This is exemplified in the arrangements between Mexiocu and Maasey -
Ferguson in farm tractor manufacture and between Yugoslavia and Fiat in auto-
mobile manufacture and assembly.

% LAFTA, resolutions 99 (IV) and 100 (IV) (Montevideo, 1965).
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The baxic sectors and some specitic industries <uch as the automotive
industry <hould be given special treatment and imcentives,

Formal differentiiunn between new aned o visting industnies <hould
be reduced to reasonahle proportions ceertam provisions of tesolution
100 (1V) maght be nterpreted as pepdvmg that complementanty
lgrm’nwnh and yuM programnming Am*f‘\ to new andusties while

“equal conditions b competition anplhy o exasting ones)

The mtitutional tramework of LAFT A o of any other integvation
scheme should necessanily melhide all the mechansms needed for the
practical apphcation of its tormal stipnlations,

% As ECLA puts it, existing industries tend to be left outside integration
mu and new industries are deprived of the advantages of competition. See
,HadabwmaAmﬁcaMm,pp.lﬂmd 148.




THE INTERNATIONAL SYMPOSIUM
ON INDUSTRIAL DEVELOPRENT:
ISSUEN, DISCUSSION AND RECOMMENDATIONS APPROVED

The wmues. the discurmion and the recommendations approved by the
Symposium are presented in this chapter

1/A.

THR isst ks

It is gomerally agreed that for developing countries. the dynamic bemefite
of regional co.operation ! that 1w the henefita for cconomie growth. are
far more valuable than the short run effects of changes i teade patterns
The overriding conssderation in this conte v s enlargement of the market
made posmble by arrangements lor such oo vperation  Fhe himited wg
of the market s one of the major ohatackes to the develpunent of mestern
ndustry in developing countriem Thewe countries cyports conamt by and
large of primary products i winech aconomes of waic arne grenersily
himited T addition indivedual conntores will et hnd ot caay o imereaer
exporta of manutactured products owing to o weakne s o Thesr cospeng
structure and restrictions impossd by developesd - ountoes

Nome torm of regional co operation o cotegration aught be the ondy
means of achieving eosnomes of seale in cximting mdcatows and ot setah
hishing new industoes which depend oo a nummam demand A the initial
stage  theretors  gegional oo operation shoukl pomanty e nward
looking  the mam obyrctive being to form a <tronger group tor prostuctaon

P The concept of regunal co operation « rosder Lhas that o regrel otegretes e
mttar must b onmdered as inehuding stepm lrading 1o i LI R PN P R e e

SOVersgnts L the ambis of gromtiar honefits T o gl oo o BT TR | P e S s 1T
on the otho ¢ hiid e all typwe ot s rdinmtest o n the o fhekd
GMOnE coulitties o the sBiie oo Soae b meber tials Tee ey deet & ey B Foopew ok
MOLVity  of iy encofpaee the Lorraetan of 8 free breacde mres sie ot P Y
armong e hes sountree . s coastorsa oo b cemtmblab ot f & s oo St e y o wichs
BOR member COuUnMEMBE:. & catprioer nerket TPeR i meteest of fmetiiea Lt biaed oo s Wkl

8 of comrnd il withan the ares 7 &8 cinphets manoms ufoon Bt the et lad o B el

®UNIDO. lowses tor Dusussion . Kegional (o operstion. 1860 (DA ONF
M) (mumeo ).
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and trading purpoers uliimately the group ehould be ahle to orent el
towards the mternational market and hecome more fully integrated i the
wewld eeonomy

The pencipal guchiem n the hekd of regwnal oo opwration arises
froms the Lffron voon conome b cloprient among the munber comntres
e @& e gty e [R5 1 TTURTE T Y e g A fare hstriheitoan AN Yy th‘
countrws eernset o the wts atnd fenehits o 4 regoonal o opEration
wehenn often b s the cBes Geegmse of s b scheme and may cven

mku! e sat@absigetr st

ﬂw P4 LTSI TR S L ood A gt el N ‘hﬂ‘h Mthiﬂ‘l M
mternatnal actemn w okl be mont prssfuctive

E‘h&mmg and regeial oo o ratnd
Gieneral and sctioai o oprraten

Identiheatia: o wetor: n whuh regronal co.operstem would be
;‘ﬂuttihrh lretine and peobitially tean:bie

' opreation in reerar b oanel atabsts al activitee

Plaaning ond regional ro-operetion

WV ohatever the sresagumrs sy stem o mhﬂ ountriee M W extent
of g ernment mters et o fos evoiny PEIARINE 1= & DEeraRary clement
of any oo aprratss cHat et ot e s ten Moty neceasary i a regonal
than i # natonal contey The swope o planning may vary trom ad bor
'*t;; n'ﬁ.!%nﬁ s ﬂc’:‘s!ﬂh s i A «uﬂ’s;&f"hf‘iimf!“ pkn tsr the region A
o shobe

thwe of the swssrs 1 fhos ouite gt e The  hesiow o mwthewis o achwve
ronmstency ated oo tmation among natwonal plans At e o xtreme
e oprraton i e epwoah propet The ssene s ample for the uhivisbabity
of the peroprt pecesmitates pant programmng Foo broader torms of
uaml ver e ratien natnenal plans can be oo swdinatest cxr ande v 2 pod,
that i tf e cgmn cothaes b boormosiatedd o asls mrew n Fhe Lugase of Nﬂ‘ki@“‘
onasierets e o iiiii*fiii to0 surk onmwberatsons afler thes have been
formulated cndepersbentiv Aithoagh the probdems e often one of oy roe
e the sodutnen wcll e gwral con the Lo o e jerate and the =wun-
trwe cheracteriatiia the oot rnwse o F the ofort  wib dﬂ”;ﬁ‘ﬁd on the
planni, approa b cmpliasiged

\ tramibde plans g @ quenss b the hromsde s aosdertakings of regional
o0 aprraten might e G Lamulate national plans Bret after which o
regional andicative plan conihl b clateratest o the basas of the natoml
phms the latter i turn coubl be sl e § G0 avesurdd with the regronsl
plan [n ths way consstency and o0 onhination among plans woukd be o
sured and the sconomic interesta of L co opreating countries safaguarded.
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e

tionersl and sectoral co-operativn

Sectoral co operation s hmited to a particnlar project or activity,
while general co operation cats across industrial lines and involves joint
action at all levels The advantage of w general approach s the posarhility
it offers of compensating a country for ite losses 1 one seetor by benetits
m another The advantage of a sectoral approach hes i the preater wil.
hngness of many conntnes to accept hinited commitments .t the stant
and in the posaibality of using swectoral co-opetation as a pilot project and
madel for broader oo operation Becanse many branches of mdustoal
production are nscparably inked  the conbied regional market s
generaliv not darge cnough o permit the co.operative establishment of
more than one plant tor a gyiven industey I the swetoral approach ix to
be sucoesstul iondustey o must normably be apphied m several idustries

At & time <o that appropriate productive facithties may be allocated to
each o operating countn

UNTDO could evasaate the ments and draw backs of each  * those two
broad approaches thivugh studies of apecific instances of regional ro-opera-
tin to be earned out jomntly with the regional econoraic < smmissions.

léeatifiration of sertors in which regional co-aperation wonid be
particularly cBectlse and politically Teanible

Whether a wctoral or a ceneral approach 1o co-operation s regarded
ar better sutted to a particular region  stuecesafnl cocoperate nomust be
hasrd o knowledge of the charmcteristios of those industies whieh may
benett troon jomnt decmion making  This problen mnay be consederad as
having 1w components dentitication of sectors ad distribution of
benehits

Gieverally spraking the tewer the enterprims 1n a «wctor the moer
tramble s oo oprration in that sector Morvover the greater the eonnomes
o scal: that can be schieved the more adyartageous Par operatedl s
hkely 00 be Thas sugpeets That ndustry s the imowt siitable behl for
o operative action Many industnial wctors shoukd be established nly on
Ao operative hass Such wretors tendd o be the more dynamie ones w hich
can substantially conteihate to tin Aevodopment o the rgron as 4 whobe
The chowe ot the sduatiwes will depuend o the charseternstios of the region

The coata ane wnchte of the co aperative eatablshns ot o putustes
shoubd bw histributed among countres with 4 view © haeving the
maximum growth of the cegion ana whole UNTDO proprans o stady the
vanous aspecta of the problem oo operation with the regonal com

miuamons and UNCTAD and (o provude technicsl sssstance 1n this fleld
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(‘o-operation in research and statisticul activities

Significant cconomies of scale may be derived throngh joint research
and statistical activities; indeed. co-operation i this area might well he
the imitial step on the road to further co-operative arrangements, through
the development of a common approach which could be applied on the
policy -making level Two pomts anse in this context: mimimum research
and statistical requirements, and the method whereby such work = to be
carnied ont

With regard to mimmum research and statistical requirements.
deeisions to engage i joiat actior nsually imply decisions to engage in new
productive tields. research and statistical ivestigation will therefore
precede such dectstons asx well ax result froni them

Regional co-operation may mvolve the establishment of a new
institution to serve the necds of the entire region. or the exchange ot data
and results that have been independently obtammed The advantage of
centrahized research and statistical analysi< 18 umformity of 1ethodology
and consistency of rexnlts  Independent research on the other hand. may
be more cconomieal as aming that each country already carmes out such
work on a sutticient scale and m contormy wi h <atisfactory standard~
In general of the co.operative project s a lare one 1t may be o
eficient to centrahze research activities | this ma. imply, in some cases
no more than the attachment of national personnel to the new institution

The developimg countries might agree to compare proceduares of data
collection and claboration and methods of research on a regional basis
and permanent mechamsms o exchangimg iformation might be dovel
oped The roale of UNTDO in thix area mught be to ensure coardmation 1
the work of the regonal gronpings so that umtorm standards ol data
measurement were apphed onoa regonal and posasibly interregional level
It mught aine provide the ke how b collecting and interpreting indus
tral programuoon, data Fmallv UNTDO could ammint existing regional
eentres for industnal research and statistios snd promote the establishment
of wrw regonal cevelopment centres wherever local conditions were
suitable

THE DincrssioN®

The problems of mdustrial oo cperation among developing countries
wore dcusmsl unider o particular agenda item at the International
Nymposium but were abso discussesd under most of the other itemn as well

% Fron: Report f the [nsermatinal Sympossum on | ndustral [evelopmend.
Ashons 1987 (1D, 11) (Unitedd Natsons pubiioation, Seles No. - 80.11. B 7).
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owing to the vastly complex nature of the p.oblem. The discussion was
based not only on the documents presented on the specific issue of indns-
trial co-operation. but also on a nnmber of other documents, background
papers and studies of individual industries, e.g. in connexion with the
transfer of technology. technical assistance. expert promotion and other
tields where mntual co-operation among developing countries is important.,

The thought underlving all deliberations on the problem of regional
co-operation may be said to liave been that <clf suthereney <honld not be
the main aim of an industrialization policy and that an appropriate
combination of import substitution and production for export shonld he
established. 1t was recoguized. however. that both miport snbstitution
and production for export. to be successful. nnust enjoyv the advantages
of eccononuies of seale. hut that in many cases thi- would he nnpossible
within the domestic market. The pooling of resources of a group of devel
oping countries was felt to be a precondition for the suceess of suech an
crientation. This wonld vinply a renunciation ot the idea of selt snfticiency
ni the development plan of the individual developig country . replacing
it with the idea of econonne interdependenee ammong conntries or gronps
of countries.

Beyond the overriding considerations of the enlargement of markets
bevond natio al borders and the economies to be derived from the joint
ntiization of available resonrces. it was recognized that dustrial
cooperation at the regional. snbregional or interregronal levels was of
decisive importance in the enlargement of the capacity of ndnstries, the
reduction of costs and prices through speciahization and internal competi-
tion. and the more rational explntation of resources and knowledge. as
well ax e making the products of developing countries competitive in
the mternational market

Despite the serions conmideration given by a number of regional and
international orgamizations to the promotion of industrial co operation
anmeng developimg countries 1t was felt tnat little real progress had been
made 1in that direction Henee  special attention was gaiven in the discus
<ion to the obstacles to such co operation 1t was generally agreed that
the analysis of the obstacles to co operation schemes must be practical
and specihe and must inclide adequate consderation of the possible
hmitations - the functioning of those schemes ot any disady nntages
resulting theretrom and of pppropriate remedial pohicies

The view was expressed that sectoral regional ¢ operation nught
sdversely affect activitien in other areas unless due acconnt were taken
«f the prionity character of those activities, 1t was also suggested that
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developing countries might be placed at a disadvantage in a regional
co-operation scheme that inclnded developed countries. In this connexion,
it was recognized that the objectives of regional co-operation were
attainable ouly if the countries concerned were genuinely prepared to
work together for the henetit of all. and if adequate provision was made
for the equitable distribution of short-term and long-term benefits and
lossex. It was further suggested that the merits and drawbacks of the
various approachex to industrial co-operation did not lend themselves to
generalization. Kach case should be carefully investigated. programmed
and implemented in order to ensuve the ultimate objective of the hetter
utilization of resources. and each of the countries concerned should follow
the path best suited to its degree of economic development and its
political system,

Many possibilities for promoting co-operation in specifie industiies
were thoroughly explored. Such possibilities had been found partienlarhy
in the iron and steel industry. the non-ferrons metals industryv. the
engineering mdustry and the petrochemical. fertilizer and textile indus
tries. However: in connexion with co-operation between estahlished
industries 1t was suggested that. while a co operative agreement between
such industries would - obably bring abovt a net increase in trade n
might also. relecting strong vested interests lead to the imposition of
protective walls aronnd an antiguated. antarchic organization. Sach an
outcome could be prevented by the co-ordmation of sectoral integration
at the regional level “The disadvantages of sectoral co-operation would
be reduced if such co operat:on formed part of the over all development
plans.

Successtul co operation m the tield of mdustry 1t was poimted ont
must be based o a clearidentitication of the industries or projects whieh
would henefit from jomt action In other words, such co operation should
be inclnded i over all long term plans embracing all the objectives to
be achieved m the region by ot action Nuch plans. withont bemg
mandatory conld provide some foundation for the co ordination and
harmonization of the activities of participating countries

It was suggestedd that the co ordination of national plans at the
regionnl Lovel wortld have to be achieved progressively it would therefore
be necensary to explore methods of achieving the harmomzation of
development plans an well ax the equitable distribution of production
facibtien wmony the participating conntries. Sustained «forts would also
have to be made to develop the machinery for joint planmng and pohiey
making on a regional scale
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Excessive regionalism or subregionalism must he guarded against,
since it might lead to isolating one group of countries from another or
causing discriminatory tarift’ walls to be set up between them. It was
suggested that geographical proximity and ethuic or historical affimties
should not be regarded as the ouly criteria for regional co-operation, and
that similarity in degree of economie development might provide valid
grounds for mitiating co-operation among countries in different geo-
graphical regions. The emphasis on regional co-operation, therefore,
should not overshadow the potential benefit of co-operation among
conntries in different regions.

RECOMMENDATIONS APPROVED!?

UNIDO should be enabled to strengthen its relationship with the
regional economic commissions, UNESOB and intergovernmental organi-
zations, which are recognized as the most suitable bodies for promoting
regional co-operation in the field of industrial development among
developing countries. In order to develop projects jointly with the regional
commissions, UNESOB and intergovernmental organizations, and to
avoid duplication of efforts, UNIDO, in addition to its field advisers in
individual countries, should appoint regional liaison officers in the head-
quarters of the regional commissions, UNESOB and intergovernmental
organizations.

UNIDO should participate actively in the industry survey missions,
action groups, feasibility studies and so on, as may be reecommended by
the regional commissions and UNESOB, or as may be requested by inter-
governmental organizations.

UNIDO shonld assist in the preparation of regional symposia or
regional conferences on industrialization, as may be organized by the
regional commissions, UNESOB and intergovernmental organizations.

The Executive Director of UNTDO should submit periodic reports to
the Industriil Development Board on the progress made in the above
undertak ngs

e

‘S From Report of the International Symposium on Industrial Development,
Athone 1967 (ID/11) (United Nations publication, Sales No.: 60.11.B.7).




Chapter 5

UNITED NATIONS ACTION
FOR THE PROMOTION
OF REGIONAL CO-OPERATION IN INDUSTRY

Technical assistance in the field of regional co-operation is still at the
inttial stage. Nevertheless, the United Nations is in a position to provide
specific technical assistance to developing conntries in the following areas
related to regional co-operation in industry

Establishment of regional centres for industrial and research
development ;

Dissemination of information on potentials for regional industrial
development :

Methods and criteria for planning the regional location of indnstry ;

Feasibility studies of regional industries and projects, including
market and location sirveys. studies on the integration of industries,
and comparative cost of local mamfacturing and importing;

Training.

UNIDO’s assistance to developing conntries in the field o. regional
co-operation i indnstry is finaneed under various United Nations
operational programmes in which UNIDO participates. These pro-
gramies are: the Regnlar Programime of technical assistance devoted to
industry and finaneed from the United Nations budget : the Special Fund
component of the United Nations Development Programme (UNDP/SF)
and the Technical Assistance component of the United Nations Develop-
ment Programme (UNDPTA)Y. In addition. UNTDO receives vohntary
contributions from Governments for the financing of the Special Industrial
Services programme (SIN). a programme contined mainly to urgent short -
term missions. Some projects may also be finaneed from funds in trost.
deposited by Governments for specific projeets, or other direct voluntary
contributions. In all these progranmimes assistance is given only at the
request of the Government concerned.

44
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United Nations activity spectfically directed towards assixting the
developing countries to Co-operate on a regional hasis has involved. o js
expected to involve, UNIDO assistance to the following eight regional
organizations and to others that may request. it.

SIECA

The SIECA (Central American Common Market) countrics include
Guatemala, El Salvador, Honduras, Nicaragua and Costs Rica. Since
1968. the United Nations has had a three-man teant of experts working
with SIECA in the selection of mtegration industries and the develop-
ment of a policy oriented towards greater regional indnstrial integration,
Futnre work is expected to inelnde assistance to STECA in the establish-
ment of protocol agrecments among the SIKCA conntries to designate
selected industries as integration indunstries, to assign cach of {hese
industries to a single conntry. and to enswe that they remain integration
indnstries and that their prrpose is not defeated by their dnplication
in the remaining conntries. It may also inclnde advice and assistance on
the publication of designated integration industry  opportunities to
potential investors,

CARIFTA

The CARIFTA countries include the Commonwealth (‘aribbean
conntries and the West Indies Associated States. During 1969, the
United Nations sent an indnstrial development mission to CARIFTA
for a period of six months. The mission completed its report in the
summer of 1969, covering the potentials in the CARIFTA region for
the production of the following products:

Nolar salt

Chlorine and caustie soda

Pharmacenticals and essential oils

Cosmetics, soaps and toiletries

Corrugated paper and board

Cotton cloth ‘
Spun cotton

(‘otton-polyester cloth

Processed foods

The potential for industrial estates was also expli.red.
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In addition, the United Nations held a Regional Workshop on the
“Harmonization of Fiscal Incentives to Industries’™ at Port of Spain.
Trinidad. during 1969,

The Arah League

The fourteen conntrics of the Arab League are establishing an
industrial development ceutre and a separate standardization and
metrology organization. Two United Nations experts will be provided
to advise the industrial development centre on industrial programming.
industrial surveys and information and  doenmentation. Two other
United Nations experts will advise the standardization and metrology
organization on the standardization of parts and measurements and
on metrology.

0CAM

OCAM includes fourteen West African countries. The United Nations
has provided an expert to evaluate the organization’s needs for technical
and planning assistance in the field of meat packing and marketing. In
addition. a request may be received for an expert to evaluate needs i
connexion with the potential for the agricultural implements industry.

The East African Commnnity

The East African Community includes Kenva. Uganda and the
United Republie of Tanzania. The United Nations is einrently recrimting
seven experts to provide assistance to the industrial units of the Com-
munity and the African Development Bank. They will advise the coun:
tries on the joint development of a motor vehicle assembly mdustry. a
pharmaceutical indnstry and other industries,

The Maghreb Centre for Industrial Studies

The Maghreb Centre (in Tripoli) has been assisted through the
provision of United Nations experts, fellowships and some equipment. It
undertakes pre investment studies for the four Maghreb countries of
Algeria. Libya. Moroceo and Tunisin, concentrating on those fields where
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co-ordination of investment wonld be useful. It also tries to formulate
measures which will promote other forms of industrial co operation. suel
as joint policies and standardization of parts.

ECAFE

The ECAFE countries include most of the countries in Asia and the
Far East. While these countries have not concluded a formal co-operation
agreement. the United Nations is encouraging a certain degree of co-opera-
tion i selected fields by providing advice on the extablishment of regional
institutes to allow the ECAFE countries to share their experience in
the following ficlds: economics of mdustry and marketing. standardiza.
tion of parts: training: and processing of major crops,

United Nations experts are available from ECAFE (in Bangkok)
to serve developing conntries i~ the region. particularly in the production
of oils and fats. iron. steel, aluminium, agricultural machinery. transport
equipment and fertilizers,

The Mekong Committee

The Mckong countries include Cambodia. Laos, the Republic of
Viet-Nam and Thailand. In its programme for 1970, the Mekong Com-
mittee has meluded feasibility studies of the potential of the following
mdustiies for the region alnminun, ~melting . furnace phosphorie acid.
ferro allovs wron and steel calennm carbide and alkahs. and fertilizers,
The Mekong Commnttee wll probably request United Nations assistance
i making these studies.




Annex

SELECTED LIST OF DOCUMENTS AND PUBLICATIONS ON
REGIONAL CO-OPERATION IN INDUSTRY!

UNITED NATIONS

UNITED NATIONS INDUSTREAL DEVELOPMENT ORGANIZATION

Report of the Interreqional Seminar on Industrial Location and Regional Develop-
ment (held in Minsk. August 1968) (ID/19) (Sales No.: 69.11.B.22).

Regional Integration and the Industrialization of Developing Countries, 1967
(ID/CONF. I 11) (mimeo.).

UNITED NATIONS CONFERENCE ON TRADE AND DEVELOPMENT

Trade Expansion and Economic Integration among Developiig Countries
(Sales No . 67.11.D.2).

Proposals for the Creation of the Latin American Common Market, 1965
(TD/B/11) (imimeo.).

EcoNoMic COMMISSION FOR ASIA AND THE FA' EAsT

‘““The Scope for Regional Economic Co-operation in Asia and the Far East’’,
Economic Bulletin for Asia and the Far East. December 1961.

EcoNoMic CoMMISSION FOR LATIN AMERICA

The Latin American Commor. Market (Sales No. : 59.11.G 4).

Multslateral Economic Co-operation in Latin America, Vol. 1: Text and Docu-
ments (Sales No.: 62.11.G.3).

! Symbols and sales numbers of United Nations documents and publications are given in
parentheece after the titles.
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OTHER SOURCEN

Balassa. B., Economic Development and 1 ntegration, CEMLA. Mexieo, 1965

Cooper, C. A and B. F. Massel. “Toward a General Theory of Customs Unions
for Developing Conntries™. Jowrnal of Political Economy. October 1965,

Dell. S., .t Latin American Common Market 2. Oxford University Press,
don. 1966,

lJl n-

Diab, M.. “The Araly Common Market”. Journal of Common Market Studics,
May 1966.

Gregg. R.W.. “The United Nations Regional Economie Commissions and
Integration in the Underdeveloped Regions™. International Organization,
Vol. 20, No. 2.

Griftin, K. and R. I'french-Davis. “Customs Unions and Latin - Ameriean
Integration™. Jowrnal of Common Market Studics. October 1965.

Hansen, R. D.. Central 4 merica: Regional | ntegration and Economie Dercop-
net, National Planning Association. Washington, D.(".. 1967,

Hazlewood. A. (ed.). African Integration and Disintegration. Oxtord University
Press. London, {967,

Herrera. ¥ Awdrica Lating integrada, Editorial Losads Buenos Aires, 1947,
[In Spanish )

Islan. N . “Regional Co-operation for Development - Pakistan. lran and
Twrkey"". Journal of Conimon Market Studii «. March 1967,

Kodachenko. A.. Economic Co-operation among Dey loping Countries, Moscow,
1968. [In Russian. ]

Neitovsky. T Iuternational Trade and Kconomic Integration s a Meuns of
Overcoming the Disadrantages of « Nmall Nation. London, 1960,

Segal. A "The Integration of Developing Conntries: Soie Thoughts on East
Africa and Central Ameriea’” Journal of Common Market Studies, Mareh 1967,

Plessz. N G . Problons and Prospects of Economic | ntegration in West Africa,
McGill University, Montreal, 968,

Tinbergen, J., International Economic Integration, Amsterdam, 1965.




UNIDO MONOGRAPHS ON INDUSTRIALIZATION OF DEVELOPING COUNTRINS:

PRGBLEMS AND PROSPECTS

No. 1. Non-ferrous metals industry No. 11. Small-scale industry

No. 2. Construetion industry No. 12, Standardizsation

No. 8, Building materials industry No. 13. Industrial information

No. 4. Engineering industry No. 14. Manpower for industry

No. &. Iron and steel industry No. 15. Administratiye machinery

No. 8. Fertilizer industry No. 16. Domestic and external financing

No. 7. Textiie industry No. 17. Industrial planning

No. 8. Chemical industry No. 1% Regional ca-operation in industry

No. 9. Food~processing industry No. 19. Promotion of cxport-oriented Industries

No. 10. Industrial research

No. 20. General issues of industriaf policy

No. 21. Teechnical Co-operation in industry

dépositaires du monde ent

Las publicaciones de fas
distribuidorus en todas p

HOW TO OBTAIN UNITED NATIONS PUBLICATIONS

United Nations publications may be obtained from bookstores an4 distributors

throughout the world. Consult your bookstore or write 1o United Nations, Sales
Seciion, New York or Gerevya.

COMMENT SE PROCURER LFs pi IBUCATIONS DES MNATIONS UNIES

Les publications des Nations Un.es sont en vente dans e |

vous a: Nations Unies, Section des ventes, New Tork ou Genéve

COMO CONSEGUIR PUBLICATION & DE LAY NACIONES UNIDAS

Naciones Unidas, Seccién de Ventas, Nuevq York o Ginebra.

ibrairies et leg agence-
ier. Informey YOus aupres de votre librairie ou udressez-

Naciones Unidas €s7an en venta er, libreriqs Y casas
artes del mundo Consulte a sy librero o dirijase q:

Printed in Austria

_ Price: $U.8. 0.50 United Nations publication
(or equivalent in other currencies)
69-3299— A pril 1876—4,300

Sales No.: E. 69. IT. B. 39, Vol. 18
ID/40/18




A - -
I3
¢ .
. r .
'.,‘ oy . - M
——r .
. -
- " -
R y
’ ~
»*
- . B
N
. -
- L, q
, .
: -
" i e
-
. . "
.
’ -
-
LN R .
- - Lo
. p
- b






