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Following the mectiing of e CRpert Groooom emional Tndustrial

Co—operaticn 1n Vienii. foom o - 12 Decenmt ry T, i owiren

parti-
cipated, "TINQ L.vited pe to prerare my Owr per.onal anireciation of
the najor problem are o witl regrect to regional industrinl ce=0peration

and the scope for UIDC actica to frcilitate well-fouwnded schemeg, -l-/

1. The merits of reogioncl co-operation as a means of pronot ing ecoe-
nor.ic development in devcloning countries are todoy widely accepted,

It wffords ar op.crtunity to obtiin »a1us fron Specilaligation, gives
access to economies of scale and can fecilitate cost-reducing struc-
tural change., These advantiages can be obtained rnot only by lerier

and iucre advanrced countries, but «lsc by ' :all countries wliich are at
an early stage in their economic develojment. TNecognition of its
utility has given rise to r coasi erable number of ;rovpings in different
parte of the world., lost of the existing groupings have in their early
stages placed much emphases on trade libesalization. It is now accepted
however; that erfective co-operation demands rmore than trade liberali-
zation, important though that is, because the pur; ose of co-operation
is not merely to promote the development of exch age and specialization
amongst existing industries and plants, but in particular to promote
the purposive development of investment in new plants and new industries
on a regional basis, For a variety of reasons, tiis calls for a co-

ordination of industrial development,

2. At the present tine, however, it is fair to say that, desnite the
apparent merits of regional co-operation for indusirial develojment,
achievements have bLeen :iodest and certainly disproportionnte to the
efforts devoted to promoting it.

"3, Trude liberalization has becn substantially achieved, or maintained

in groupings such as tie Contral Americon Comron larket, UDWAC, the
Enst ifrican Community. Limited progress towards trade 'iberalization
hag also been made in LATMA. Progress towards influencing hy regional
agreement the pattern and ldistribution of industrinl investments hag
by contrast beean minimal, except in some cases, for certain inira-—

structure projects. It is to He noted, howev-r, that in some

y The Repoert of the ‘xpert Crovp Peetin; has bheei reproduced as document
ID/‘IG.lll/Z. Discussion wis based on nu iguue piper prepared by ULIDC,
docuaent ID/WG.lll/l. Qoth documents are available in "wgzlish, French
and Sp.nish,
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neugir o crouyla s, cuch gt oandean draiprin s, industrial co-ordination

18 bein, nwode o condition of mavjer sto;r tewards trode liberalization.

The heart of the Iroslen

4, it the outset, 1t :ecms noce oy to consider bhriefly two related
questicas.  First, viot mokes it ge waportant to adopt agreed measures
to influcnce the di-tributien nd pottern o industrv in reyional
Sroufpings of anveloping countrics, ond asccendly why has it proved to be
so difficult to eflcet ruch o recrent if there are indeed recognized
benefite to be dorived frem co—operation.  The firot question poses
itself inosmucn .5 contrel over the distrib.idon of industry has novhere
been a pre-conditien of cconomic co—oner tion in groupiugs of advanced

countries sucih ag € and T A,

He The vnsver to tlese two uostions 15 to be found in an intorrelated
group of considerations. 1n the first place, industrial development in
developing countri-.n is promotcd primerily by meant of protective tariffs
or quantitative rostrictionse Such measures clnost inevitably have the
result that purchnses from @ paciner country will involve an exocess

coot over tu. cost of inportation from the rost of the world. Conse--
quently each cowitry will hewve an interert in kesping tariffs as low

.8 possibila on the reduct it buys from his pertners while at the same
tise ondes vouring to ousure that tae tariffs on the products which ite
gelf prodices .ro ndequately protectiv:, Secondly, although it is the
case tut rogional co-cpe ation througi market sharing makes possible
the exploitation of cconomizs of scale wnd specialization within the
region, if cach partncr hus ~utor-tic access to the others free of
tariff. or oth-r restrictions, inu stries may Le established which pro-
viue little or no benefit to the region as o ulole, If a country can
gell a substontinl port of ite output of a plant in protected markets

of a portner country, iaore @ rkets in ofrect subsidise expanded eme
ployment and incore penerction in the producing country, there national
ploaunny takos nceenrt of 'hie notioncd value added in its naticnal
industri~l promotion wctivities it is not difficult to sce how, in these

circunstances, coirlicts of inturest may crise. They will exist howe

cver, though Lhey mor not Lo oo important even where the industrial
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promotion activitivs of the state ar: nodest,  Thirdi, since factors

of production have to be piid, even where the value added in » particular
project in a rogional groupin: may hHe eubstrrtinl | the surpluses gene-
rated for the public sccter “re frequently isodest <nd limited to the
dircct and indircet tax rovenue cencr tod. This is important to bear

in mind beci.use, apart from the rozcibility of utilising difforential
pricing policics s betwien the national morkct and the market: of the
partner gountrics, thesc surpluscs constitute the only readily accessible
sourc: of finance from which it mizht be possiblc to effect come redise—
tribution of the costs and benefite which accompany economic cu=operation.
It nust be recorded howovir, that the practice of using fiscal transfers
as partial alternative to distributing hon~fits by nontrolling tho lo=
c:tion of industry has sc far been liiuted. Finally, the long run ocon-
tribution of industrial devclopment to the process of structural transe
formation will obx}iously Ye closely bound up vith its location,

6. These considerations must be seen nu operating in conjunction with
the obscrved tendency for market forces in regionul groupings of develop-
ing countries to produce o concentration of industrial devclopment in
the more advanced member countrics. This development is comronly
accompanicd b - trade imbalances amongst the members of the grouping
which are symptomatic of the inequitable distribution of coste and
bencfits which often accompanies unco=-ordintted rogional co-operntion
arrangoments,

T. The implicatiun o1 these consicerations is that the benefits from
regionn]l industrial co-operntion must be expected to be limited and any
arrangz.aents inherantly unstadble if there is no effective means for ene
suring balanced and cowordinnted indu-strial development in the grouping.
Bxperience suggests that if co=-ordination or-nnot be cffected by direct
or indireot poliocy mcasur.s thc outoome will be intense and unproductive
competition for industry on a national bamis, pgiving rise to o prolife=
ration of oompeting plants, frequently operating with excess capacity.
In this woy the advantagus which o rogionnl markot con afford to induse
trial development by cnabling -conomies of schle and specialigation to

be obtained may be partly, or in the limitins crue, wholly dissipated.
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B It can thus b. soten thnt the problems invelved in influencing the
allocation of industri-) plants in a way wiich is both efficient amd
politically acceptable ore contr:i to -roductive rcgional co=op.ration
among develeping countrics, nd the cxp.rt sroun natum lly gave much
morc¢ attention to thoma. It was ip tlaa content that perticular cone
aider?tion w.s giv n to the use of a “package npproach™ as a mcans of
facilitating agrecacnt on the ullocitiovn of sclectid industrial plant,
and also to the possible role of multinaticn:l companics &8 instruments
for resolving the intoercest conflicts imhurent in rcgional groupings as
these goncrally constitut-d. Thosc two »jprovches it should be noted,
are not nccess.rily relnted. Although some “nnlysts have oertainly
scen the multinational corperation «s o suitable instrument for im-
plementing an ngrecd packaje deal, othicrs hove viowed it cesentially
a8 an instrument for implomcuting specific isolatad projects of regional
intcrest, and in this contuxt as a convenient means for cfiecting an

equitable distribution of the benefits which accompany its activities,

9. It mst of course be bornc in mind thnt the objcet of regional
industrial co=operation is not to promote or facilitate agreement per
8¢ bat to facilit~te agrocments which result in tangible ga‘in to the
members which could not otherwisc have boen obtained, Irrespective of
the approach empioyed, if the only agreements which ~re ncgotiable,
rasult in o loss of most of the bor ofits from co-opcration, there will
he little to be said for co-op: ration I8 a development strategy. For
this rcason, particular attention should be contired upon the moane for
promoting agreements which involve the least losses from foregone scale
economius, uneconomic dispcrsian of plants etc. This calls for careful

ovaluation of the alternatives on o regional basis.

Shering the benefits of industricl co—operation

10. Beforc commentin; upon som. of thc issuus raiced by the two apnroaches
-1 which the cxpuoat group focugsed ito attention, some romarks on the
appropriate analytical framework for cvnlunting intsgration initiatives

and possibilitics is thur.forc enlled for. It would be ouv of vlace in

a briof appreciztion of r.gion~l industrial co=opoiation jrchlems and
issucs to diseuss the rol. of Aifferent approachee to the initial sgleo~

tion of projects and their nerivs and pessibilitiess These mattars were




considered by the expert . roup wiich felt, as can be seen from the re-
port, that, despite the merits of approaching the problem of project
selection within a comprehensive programning framework, there were
considerahle practical difficultierz in the path of such an approach,
and that, at an operational level, a nore pragmatic aj roach was called
for. This is a viewpoint that an acquaintance with planning techniques
in many countries provides ample support for,

11. 1In relation to the problem of determining the optimal pattern of
location and scale of new plants and industries within o region, the
same oonsiderations which limit the applicability ¢f comprehensive pro=-
gramning techniques in relation to the optimal choice of projects and
sectors in national and regional planning analyses also hold. Although
the techniques have been worked out by economists, their practiocal
application is conutrained not only by data problems but also by com=
puting problems. Consequently even if input/output tables and other
required data were available for the countries of the group, the teche
niques could only be applied to a consideration of two or three projects
for allocation among several countries, or several projects for alloe
oation among two or tihree countries,.

12, An alcernative approach would be to follow a partial equilibrium
approach and to look only at the inputs and outputs of the pro jects cone
sidered for allocation with & view to minimising their ocosts of pro-
duction and distribution, ascuming fixed demands for the product at
specified locations within the area. To employ t.is approach, it would
be necessarr to know the extent of the markets for the products, its
input requirements at all relevant socales of ocutput, and to have in-
formation on transport costs of both inputs and outputs within the
region and from outsida, It would then be desirable to caloulrte the
cost to each member of the grouping of buying the goods subject to
scale econcnies from the minimun cost location points in the region and
to compare this with the cost of importing from the rest of the world

or prolucing the o0ods loocally. {uch an approaoch has been attempted in

the DBrookings Institute siudy for LAFTA,
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13, Where data on thicce nmoite;s 18 net available, resort to a third
aprroacii may be necess ry, namely a project a praisal of identified
projects utilizing: for this purrose pre-feasibility studies and attemp-
ting merely io detortine the optiil location for each project with

some consiferaticn of whetlicr clternati.e locationa are feasidble,

14. Of course, whichever of these approaches is followed, the optimal
allocation will frequently he found to he unacceptable having regard
to the objective of valance accepted in the roup. It will then be
necessary to congifer nther allocationt consistent vith alternative
fearible industrial distrisuticus amongst wilich the policy makers can
chvose. The objective will be .c ninimise t“e economic cost of any
adjustment in the lecast cost locatior which may be necessary on equity
or distributional ;rounds or to meet the national developmental obw-
jectives of the member countries. But *he optimal otudy is an essene
tial pre~requisite.

15. It is self evident that wuatever is the approaci: to industrial
co=ordination folloued = whetlie: it is the integration industry system
attempted in Central Ameriocc., the complementarity approach of LAMA
or the packa_e approach-whicl was tried and abendoned in ‘mst Africa,
the loos inherent in the trade off between tre optimal location and
conziderations of equit, chould Le miuirisel., This is unlikely to
result from a sinple project apnraisal approach, however, which does
not in itself throw up the required information.

The package approach

16, Nevertheless, up to the present time, it is basically this third

a; proacii, or somet.ing very close tn it whioh has been followed in nearly
all evaluations of industrial co~ordination among developing countries,
These studies usually rest on, or embody, pre-feasibility studies. They
givy little attention to detailed market analrses, transport costs or

the implications of varying scales of production., The studios are rarely
detailed enough to cgtimate costs of production, or to enable the re-
quired degree of protecticn to be indicat.d for a plant producing a

«efined rar_e of productc or lines, thev cannot therefore serve.to
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enable the costs and “encfits to the varicus pertners of the indicated
allocation to be udequately evaluated, nor Co they provide tiie material

oa which the bagsin of approjpriate alternctivis mi_i't be selected.

17. They tiaerefore fail to rrovide useful guidance on soveral counts,.
Ir the first place the mere fact that industiries may he fensible on a
regional basis is no guarantce that an acceptable distribution will be
feasible at the levels of protection inplicitly afforded. ‘econdly,
if such schemes are used s a basis of a package deal they may result
in an outcome which tiough negotiable, hns little eec:.omic merit,
Finally, if package deals are arranged on the basis of pre-feasibility
studies, projects wiich forin part of tie initial packege may drop out,
thus upsetting tlie nice initial balance, ani prejudicing the stability
c® the projected arrangenentc.

18, If the package ap roach is to be employed therefore, it will be
desirable for the pre-feasihility studies of imdustries which be .
considered for development on a regionel basis to be followed by g -
detailed I‘u&s;‘hxhty stulies which could Le vsed ior the purpuse ﬁ
negotiating a workable packa_e. There will be a natural reluctance om
the par: of member countries to inour the coste of feasibility studies
for industries which they may not in the end get, and it is desirable e
also that the cvalustions should not bo unnecessarily replicated. This
suggeste that there will be an important role for the central W
tariats or development banks in thesc exercises and in thin oomneet iﬁ
some form of joint financing of suoh studies us is envisaged through
the Fund to be ectahlished in the Central Ameriocan liarket might
be of considerable advantage for thi~ purposes

19. The expert group rightlv stressed the importance of evaluating
im'lications of a range of slternatives in relation to regional induse
tries, namely (i) continuing to rely upon imports; (ii) establishing
national plants to serve national markets; and (iii) establisbing
regional plants to serve part or all of the regionnl market, Only if
this is done can the full implications of co~operation be secn, It is

however necesszry to recognize that to enablea this to he done would
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invelve collootir infeormntron for the pur ose of ootinatin the effonts
o production coste of cop ootin: ot Aift ey L. senles and the ef "ects on
costs ol woprrooin off cort in L otagy an tee roduction procens,  Infor-
nation would ~lso booosuired on ootts of transportotion and on markets
not mrely for brocd roduct catogeries but for precis~ly specified
ranges of  reductac Jore of tlis informetion cculd be collected (though
tiis 10 morely dovv ) in the gzroupings concernod but othor information
would have to be iccd on infeinc tion frow other countrinss or regions,

modified to fit local couditions .

Tae ueg of indiinational rojionnd compinivs

20, In the contoxt of resclvia the conflict of intercste involved

in regienal industrial co-gporntion, the idea of carrying out single
projects ~» groawrs of prejects of regicnrl intercet through the medium
of multinational regionil componics hos received somc attantion in
recent years., The idea was disucssod Yy the group from a number of
stardpoints but particul riy from the siandpoint of the role of such
companics i8 inctrumcnts for opreading benefits where for instance,
trchnical or economic reasons prevent tlic from being attempted ade—
quately Ly means of a pachiy de 1 invelving the dispersement of indus-

trial plaats or procas:ies throughout a region.

2l. There is » tendency to assumc poerhaps too readily, that the mere
establishment of multin-tiows) industries ill suffice to resolve the
interest eonflicts an regional sreuri n. Plainly, however, this is
not 8o, for the smie preotlems remain to bt ronsolvod, whether or not
such inatruments arc uscd iastexd of, for instance, relying upon the
licensiyy of ;rivate ent.rpriscs by @ pecka i cdeal, In the first place,
asreent must be roached upon the erueial question of location. Apart
from tiis, cgre w.ont would have to be rorchon upon price and employment
policics, profit diatributivy, capiicl contribution, taxation, etc.

An crueration of thise issues makee it cloar thot the sone issues have

Lo L. ctolved whntever the inatitutional form adoptcd for the entere

prisc waieh o the vekielos through wiiell industrial development is

of i mtud,




22. This 1o ot ro sy, of ~eurce, thit the ostablichr ont 7 multie
national enterpriscs, in the scnsc of regioncl companics which arc
nertly or wholly owncd by th- membe; gtatis, muy not afford nore scope
for mitijating the problums wiiich arise in rclation to the distribution
of costs and benefits from region.l co-opcration than do other forms of
enterprisc.  or instance, it is muitc unrealistic to Luppose that more
than a crude halance of cocts and benofits can be achievod by direct

controls v .r industrinl locition, cxoept in a very costl, way. Supple=

mentary adjustments through thc oporctions of toe conpanics thomselves
could thurefor- be of valuc and would he zasioer to aclicve through the
instrumentality of o purely private onterprisc. “ence therc appoars
to be scope ond indoed 3 nood to cxamine the implications of dealing
with cost benefit problems through the opurations of such corporations.
Issucs which call for examination include the constraints upon the use
of pricing polici 8 8 & moans ofrredistributing benefite, the implie
catious of various forms of differential pricing policics for reeource
allocaticn rnd specinlisation within the group, etc, Spocific consider-
ation of such iesuca, whicl has not so far bec: undertaken, would en-
able the contribution and the limitations of the usc of this mechanism

to be sccn more cliearly.

Indircct appreaches to aorioving regional balance .
23, An alternative approach to the problems of balance and co-ordination

which tic export sroup touchod upon is the so=called "indirect’ approach,
This involves the cl:borntion of incentives w':ich operate more or less
automatically in such a way cs to encourage balance. Thue specially

favourable incentives muy be offered to -nterprises waich locate in the
more backuard mamburs of a groupin;:, or positive barricrs may be ime
posed tc hinder development in thc more advanced countrics, Such men-
surcs arc usually envis> ed as opcrating automatically and administrative
intervention is confinei to determining eligibility according to pre=
scribed conditions. Bearing in mind the drng on industrial development
which will be involved by a need to git provious intur-govornment:l
agrooement on the loc~ton of ‘e.rticulixr rrojects, tisrc is much to be
said for making ~t _onet some uge of this appro-ch, perhaps limiting

intor-governuental negotiation to A few maior project;., MNowever, it
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ust b vecoriarze .ttt wiliinone s to employ thias aprromch implies
W1llis o do Lecopt o wlane o oan terms of thoe gquantity of developnont

rith r then b, aharact v, tor tlough 1t would e o oswible to dovise

wtometic ceoran sooonte andch voul!' bave rog rd not only to the scale of

develeniiont vat nlse 1te charetor, e ~dirinistrative complexities

of coin_ so would b coiidoicbic nint Bl re 18 only one known case in

whicn 1t has becn ~ttunpted.

24, ‘ceeptin, this hovever, nu initinl q. stion which lias to be cone
gidcered concerns the objecis whiich nr. to ¢ sought by differcntiation
of poiicy instrumncnts. FProswaroly 1t uill he designed to overcome a
country's putative Jisadvantoe ng an industri-l loeaticn which manie
fests itseIf . in higher ceatn of rroduction. But it is thon nccessary
to roeaech ngrooement on tic ovtont of the cost discdvanta o which is to
be overcome, ond on whetivr oily temporary or nlso continuing disad-
vantages are to be dealt ith in this woye Clonrly, if 2ll cost dif=
ferentials arc to . ~7fect witlin thc‘region by diffecrentiatod incene
tives, the advantages of rejional co—opurction may be gubstanticlly
eliminated, Those natters thus reg drc further consideration in the
light of the objectives of rogicanl ~olicy and the nlternatives evie
luarted in the some vy thot similar issucs ire considered in rel-tion
to rrotection ~gninst the rost of the world., Onecc agnir then it is to
be :phasited that the use ou the iadircet approach docs not get around
the difficultics of inteest coaflint, it wercly 'resents thom in a

diffcr .nt form,

25« The us. of the indircet ~prroach 2lso raiscc the question of the
effectiveness of difforent policy measurcs as incentives to balanced
development and their detoiled implicnations. An evalualion is noeded
of this aspcct, .. useful st rting point would b to consicur different
fiscal incuntives in rcletio: to their effect on inteonal ratcs of

return. Othcer differential iacentives could be evaluated with respect

to the some yurdsticka
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Iormonization of polic, me.our:s

26.  Discussion of the use of diff.runtiated fisecal measurcs leads to
the qu.stion of tie harmonizaticn of othur policy measures in relntion
to the promoticn cf a co-ordinntod industrisl structure Thas matter
w8 thought te b: importont by the cxrort gronp aitiou; b the subjeet
reeeived 1ittle specific consideration, 1In viow of this onc or two

‘gonerzl couments may not be out of plicc.

27. It is of coursec evidunt th t the purposc of trade liberalization
and industrial co=opcration mey be entirely frustrated by the imposition
of quantitative rustrictions, cxchhnge obstoclos and so on., The group
rightly drow attention to thesc ~srcots of policy and to the need to
toke steps to cnsure thiit the bhuneficial offocts of agroed industrial
co-ordinition measur:s vould nct be frustr.t.d by contrary-acting
mer.vures in these other ficlds., Frow the standpoint of produstive
co-ordin~tion it in indcod just as important to deal with these obe
strcles by cluar=cut conventions, and to davelop arrangemcnts for their
anforoument as to elinminatc the more evident ohutucles to co-ordinated

damuatrinl Acevelopmont,

20.  Tiis naid howev.r, ther. arc sever:l important considerations to
be bornc in mind in t.is connoction, which are somctimes lost sight of.
The first is that in crrangoments for rcgicnal industrial co~ordination,
decisions on the oxtent to which it is desireble o harmonise non-tariff
policica whetner in the fiold of structural policics (taxation, etc.) or
in the ficld of macro-policics (monetary policy, exchange rate policy,
etc.) must prosumably bo taken inthelightof the magnitude of the costs
which failure to haryrenize will imposc on the individunl couniries and
the region. !any aspects of clicy will be relatively unimportant from
this ,oint of viow and can be safsly disregarded, Secondly, even where
this is not the o .8, any impairment of dcvelopmental ef ects which may
arise from a failurc to harmonize these other policics must be balanced
by the member countrics ognin t the cpportunitics which unharionized
policies afford tj.em to pursuc more cffectively other national objoctives
in the ficlds for uxauaple of income distributinn, income stablis..tion,

etc. this halance will frequently arguc for a refusal to harmonize.
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&) T4 10 v rthel s ploan ti-! Lom ro-erdinition of pclicy 1n-

strumonts o1ll ot oar e Thioo1s portion rlv inportant in the cnBe

of + wation hor o ce-crdi: ti.n a1 jurisdictiontl princirles wit! nl=

meat ecartorlly So1o ovareo 1f oo piepriit poitorn of gp~cialization

1. act to b frustr-t d. Tt iz .. st on-hle however, how far it 1

neecegst y to o 1 co=ordunation in cther airectiens. For instance,
L

off. ctiv. cr=crdin.tion doos net apperr to demand &oharmoniutticn of

icdircet to0 1otes, cor of social coourits o nrovicions.

30, The theory of hormoniz tion ks boen work.d out by economists at
30t 1ength ~nd thore 1o nuel procticl ox crience of denling with
thoese igsuce in gome o, trc :cor. deviloped reopings such s ¢, It
would be helpful if this work could be conoidered . rclntion to the
speeial problews of jrorpinge of A _volening countrice with a view to
delimiting cloarly the roos whgrg‘co-ordination of systeme and methods
is important and for wiich ~ minlsum ol agrecment cusonyg the member
courtrics is anlled for. But even 1f thin ucrc not done, it vwould
clearly be nccessary to nive particular atientici to thiie problem in
cvnlunting the opportuanitice nd problems of an actunl or potential

cconomic grouning ci devoloping countries.

Alturnative to the importw*uhﬁfi,ution stratey
AT s W R 8 W A G W W AR W .:1--##0.3-..~.ﬁ‘k-m—-’

31. Tt will ou 3 31~in from what hes boun s2id nlroedy that the case for

rog.onnl indistrial co-oper tien ond the conflicts of intercst which
arisc, stuwe b.sic lly from t.. pursuit of an impert-substitution stra-
tegy, and in phrticul v, from 0o methods choscn to protcet industry.
It is vorth concidoring tihor-fore, whether senc of the difficulties of
rogior:l industricl rcoeoper iica might not be overcomc if difforont

methods of nromotin © industry wer. to uc followa. Thir quosticn wes
r~ised ~t tle cxport group mo.ting but tiore wne insufficient time to

en~ble it to % cursued.

i, The “eint =t iscus 15 t 1. althouch there is © sound cnse for
civing srecial caecnra oa bo indvstry ano B inturests of pronoting
ceonnic dev lopmeont an d velepire: couwrtri o, 1t is oriusble thot, for

"

viriobe of 1 meas, this sheuld ot Coolow throw . thriffs si..ce
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these devices discour~n;e the development of . ricul ~ure ind of export
industries witich are forced teo usce high cost local cubstitutes for im-

poric., If instead industry were cirectly subsidied to izke account of

locnl footor scarcities and external benefits conferred by industry,

greater efficiency and lhigher wglryment would be encouraged,

3,. From the standpoint of this papexr, the bearing of such a policy is
thht it would presumably subst .nticlly reduce the nced for industrinl
co=ordination and the cage for the formation of economic groupings and
the conflicts inherent in the pursuit of import substitution policies
on a repgional basis. Trotective tariffs could presumably be very low,
ond if the policy succeedel in its objective of making indusiries coste
competitive, very litile if any additional cost would in genera’ be
involved in bvying; a neighbour's p:oduct rather than one from the rest
of the world. Thus 1 major area of confliet in industrial development
would be eliminated. The need for some degrec of industrial co-ordinae
tion in a region would remain, but it would presumably be much reduced,
It would be linited to .l.ose cases in which economies of scale are ime
portant and where transport conts withir the region are much lower
than tihose between the region an® the rest of the world. 1In such
onses it may not he profitable to realize economics of scnle by ex-
porting: the product outside the rejior althoush it may be profitable
to do so within the region. Hence if the plant is to Le established
within the region it mey be necessary for assurances to be provided
that other oountries within the region will not also build similer
plants or at any rate, will not discriminate against it. Apart from
these inductries, investment decisions could he made solely by national
governments, or by private enterprises, without the need for intere
governmental consultation. Thiz ic an important advantnge for the need
to enter intc such oonsultations and to effect such agreement before
investment decisions are t Jien Ly the stite or commitments entered
into with private investors is undoubtsdly an important brik: on
development. loreover, if industrial co-ordination by thc poth of
inter—governmental agreement is nursued, the scale of the negotiating
problem will certainly increcac s the level and variety of induotrial

development incrensce in leus developed countries.
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Issucs and problum I foquirimg [urthol yerk,
By This apprecintion concau of i+ auoestions fer action arising
from L.c iscues ..na provlen . Too b nontificd,  Useful sug sestions for
further work in relatice to rogionsl industiinl co-operation ruet
cioarly toke account of what 10 alroody olng ou and the characteristics
of oxisting iechnicnl . ss1 toooe oxerciscss In this connection it must
be ncted tuat substontind work pro ramnes ore under woy under the aus—
pices of "MTI.C, TICT, mCa, CAF, CDIT, ete. dav- 1theless, it is my
impression that gops reriin to be filled in relation to what may broadly
be termed supporting n~etivitior, and also that there is room for ime=

proving the ugofulness of tho teochnienl ag igtance acrvices provided.

35 As to UIDC itselfl, the emphnsis of its work so far has been
operational. To improve its valuc and to :ive it direction in the
field of industrinl co-oparntion it v.ould be of vnlue for & variety of
supporting anetivitice to e initinted designed to develop oractical
solutions or ways of contributing to such solutions, for the problems

discussed carlier in this anpreciation.

36, In the first place, 1f arc,uctad schemes of industrial co-ordi-
nation ar. to be 1Toperiy ev-lunt.d and cffoctive schemes form:lated,
it will be neceusary for inform tion to be compiled rel~ting to the
way in which cosis vary with ~lent size ~nd with the composition of
outpu%. This informaticn wouvld progu ably ho bnsed on technological
studies but it cou d uscfully ‘e sup lemented by studies of manu-
facturinz costs nnd jrices 2nd of the price competitiveness of plants
in devcle ing countri'te Ther. is an ndditional necd to annlyse for a
selrcted rmnie of indistrics, the obatacles and costs involved in sepe-
rating particul r stars of production ir tho intcrests of regional
ndustrial halance, It is undzratood that some region.l gro.ps of
developing countriss ~re in the process of collecting information of
{18 -ind. Thoy might be invit-d to corsider moking it ovailable to
(INC,  In the mecntine oo progr nTe of resonrch oight usefully be
developad it UHIDC anto the inplications of these mittcrs and regional
srovpe cnecura, i to ~ronnides the collnet . on of cost ~d price infor—

Catien oa o stondhrdized LaLls sith o vi.ow in due cournc to UiIDG's

noking aved ol flo axr i to s mowhers of other roupings.
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37. 1IDO so [nr hag bern coiled upon only to Gt picke pre=fuasibility
studi.s in rrlation to industrinl possibilitics in »¢.f1onal groupings.
1t is apparcat from thuse ctulics and equally froem tliose mude by other
Ul organizations and indc «d .1so Ly privuic consultants, thot there is

a need,; cven at comparatively carly st~ e of cvaluation, for much

more attontion to be given to detailed market research if'the implicatians

of particular patt.ins of regioncl industrinl development are to be
clerificd adequately for the parsicipants. Such m~rk.t studios need to
be carried out not mer.ly for brond product gro nps, 78 has usually been
the case, but for finc product grou G. The: ¢ ntudies may then be related
to the cout ovalustions referrad to in pera 36 r.bove and connidered in
relation to their implications for the developing pattern of regioual

trodes

f 38, TLclatod to the second requiroment, thure appoars to be a need to
develo~ skills in UNIDO which wculd permit of the evaluation and diroc=
tion of market studics undertakcn on behalf of rorueating parties in
connection with tochnical asuistance assignments., It is diffiocult to
overemphasise the importance of adequnte market studics in connection
with regicnal co-operation evaluations, Too often, short ocut mathods
and impressionirtic approaches arc employed. These are ingurficient

to juutify any siven operation and incdequate to enable costs and re-
quired levels of protection to be detcrmined and thus the implications
of the propos.ls for the various participants to be cleurly understood.

39, Ho one familiar with the field can fail to be struck by the scarcity
of penctrating evaluative studics of particular policy instruments and
expericnce with their use in groupings of developing countries. Theso
would be valuable for the purposc of ovaluating their impoct, the range
of altcrnatives and pochaps, fer the purpose of providing detailed
guidelincs to othor groups contumplating their use., Such studies should
of course, place _reat cmphisis on the practical problems of ‘mple-

menting such measurcs.

40, Other consultants to UNIDC have suggosted th. desirnbility of a
study being undertaken of the wrys in which subsidics might replace
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trriff protection - the mgow incentive for promoting industrial
avelepment in dovelopr countric 5. The ideo behind this .roposnl is
to ,romot. export., ihc fricicnt aso of foctors, and other Coesirable
policy oL otrvis. Such .o study hewover hrooonot been cenceived from

tha stondpoint of ite implicatican fer regiontl industrial co=oper-tion.
Prime facic houav.r, e shown thove, aueh A proposal would hrve im=
portant implications for r.o;ional co=opuration, It ic thorefore sug=
zostoed thot if 4915 -tudy 15 undert-ken, 1t shourld be supplewented by
eonu in whic't the implicntions of b clan « for regional industraal

harmoniz~tien ~re full, ox ler.ds

41, In conclustoi, two final genertl pointe should periapn be made.
First of all, ~lthough tho emphisis of t.uiz ovproecintion hag been upon
rozional industrinl ro-0 .raticn with ~riicular yeference to WNIDC'e )
work, not all of the su_gestions which have been nade for utudies are
noceserily whelly apropriate for . IDC. Uhore they arc, it is in any
enge vit~l th t UMIDC should wor.. slouely witl. oth.r a_encico which
i~ve developed progromncd in thio fi:1d, particularly ULZCTAD, since
thore arc many arcae whers intorests, experience and expertise overlap.
Sesond y, somt or Ll BUi, stione e -seentially invelve supporting
r ther then opurational reotiviti o but thore are aarrow financial limits
to the ~mount of supportin;, uori #iic. ctn oo undortnkon by UildDC. Some
of tlie suggesticne could w7 rthel 8o be smplomunted in the courac of
widert~ling opurnticntl negiganenta. Mewover, if thic work is not
carrioe out vither to backstop teehiicnl n.ooictance projcets, or im the
cours : of tiwm, & is approprinto, it must bc anticipatud that there will
continuc t¢ be carricd out . varicty of pre—fonsibility rnalyses which
insufficicntly iliumincte the isaucs and which fzil to provide n satise

fretory boaim for decision taking by intercoted pOV. Im NtSe
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