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IRTRODLCY S GR
L This document hag been prepared by the UNCTAD secretariat for the
Meeting of Secnior bkxperts on lndustrial Co-operalion between Developing
and Socialint Countries convened by UN1X) in co-operation with the
Governmehi of Bulgaria.
2“ The purpose of the paper is to focilitate the discursion on the ways
and means of ntrengthening long-teem industrial co-operation betweeon
doeveloping and socialict countriec.  In accorvdance wilh the work arca
of UNCTAD, the main attertion in concentrated, purcuant to the comprtence
of UNCTAD, on induntrial co-operation between developing countries and
gocialist couniries of Kaatern burope. The fundamental principles of
aconomic co-opcration between these iwo groups of countries, the main forms
of industrial co-operation in various areag, the institutional mechanism of
thig co-operation between them, have been substantially dealt with 16 this
paper. larticular allention is paid to various new form: of industrial
co-opcratlinn emerging in recent years, includirg: co-operation on a muliilateral
baris. Specia! refercnce ie made to thr role of UNUTAD in promoting long-term
trade and cconomic co-operation between socialist countries of kastern Europe,
members of the Council for Mitual Econemic Ascistance (CMEA), and the
developing countries.
3.  The UNCTAD scceetariat has been permanently dealing with the problems of
Arade creating industrinl co-operation between countries having different
cconomic and social systems. This isnue has been a uwbjoct of subntantive
dincussion by various DNCTAD bodics, including the Conference and the

Trade and bevelopm-at Board.
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4. The UNCTAD secretariat hopes that the Aiscussion at the Mecting
between qualified cxperts from both developing countries and socialist
countries of East~rn Europec will contribute to the further promotion of
industrial co~opcration between the two groups of countries by generating

new policy approaches for future activities in this field.
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Chapter |

GENERAL CHARACTEHISTICS OF INUUS%R]AL CC-OFEHATION
BETWEEN DEVELOPING COUNTRIES AND SOCIALIST COUNTHIKS OF EASTEARN EUROPE

Integsrated appr - ach to the andustrial ¢ -operation

5. Many problems of the world economic development have brought to

the fore the need for a morc active involvement of countries having different
sconomic and social rystems an the restructuring of the rrecent international
cconomic “order. The decisions adopted by the sixth and seventh special sessions
of the General Assembly, as well as the Charter of Economic Rights and Duties

of States, stressed the reed to establish a new international cconomic order
which should be bazed, intcr alia, on "co-operation among all States
irregpective of their economic and soucial systems".-lJ/ Further development

of trade and cconomic relations between countries having different economic

and social systems, and in particular between developing countries and svcialist
countries of Eastern kurope, could contribute tu a great cxtent to achieving
this important objective,

b. "The evolution of these relatione", stressed the Secretary-Ueneral of UNCTAD
in his report to the fourth session of UNCTAD, "must constitute an important
aspect of a new international economiv crder. 1t must be seen as an essential
part‘of the nced for developing countrics to modify the historical patterns

of trade and other relationships which have resulted in an excessive dependence
on the developed market-cconomy countries and to take advantace of the growing
productive potential of the gsocialist cnuntrinﬁ for mutual beneficial exchanges.
Trade with the socinlict countries of Eastern Burcope ... will add new dimensions

/
1o the role of the developing countries in the world econom" .~/

_L/: General Azcembly resolution 3201 (S-VI), “Declaration or. the
Establishment of a MNew International Econumic Order".

JZ/ See, "New directions and new structures for trade and development”

(TD/183/Rev.1), paragraph 168. \
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:?. The task of sirengthening economic co~nperation between developing
countries and gocialist countries of kastcrn kurope, pul forward in many
resolutions adopted by the United Nations bodies, fully coincides with the
cconomic interests of bolh Li.cce groups of countrics. The present cconomic
policy of the socialist countries of Lastern kurope is aimed at saving and
concentrating capital investment on most effective output through the
intensification of national production results in the need for more active
participation of ihese countries in the inlernational division of labour.

The current scientific and technical revolution puts forward in the production
process of the socialint countries of kastern kurope many new problems which
may also be more rapidly and effectively solved through international economic
co-operation with all countries, including the developing countries.

®. The principal documents of the Council for Mutual Economic Assistance,
and particularly "The CMHA Charter" and "Basic Principles of the lnternational
Jocialist Division of Labour" that form the basis for the CMEA aclivities in
all spheres, attach preal importance to the expansion of trade and other

formn of economic co-operation between the ccuntrirs members of the CMEA and
the developing rountries. Adopted in 1971, the Comprehensive Programme for the
further Extension and Improvement of Co-operation and the Development of Social
Leonomie Integration by the CMEA member courtries gave o new impelus to the
;rocess of development of economic ties of these countries with other atates,
including the developing countries. The presernt five-year plons of the
gocialist countries of Eastern Europe covering the period 1976-1980, provide
for the permancnt ro:panzion of their economic ro-opcration with other
cruntries,

9[ The main role in rcconomic co-operation betwcen the socialint countries
cf kastern Europe and the developing countries is still played by merchandise
trade. In the lasl yecara trade and economic co~operation between the two

groups of countricc has been considerably intensificd and has become one of the
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most dynamic flows of international t.oade.. In the period 1965-197%, the
development of trade between both groups of countrics has becn particularly
accelerated, w.th total turnover growing at an annual compound rate of

16.2 per cent, thus excceding the ratc of increose in socialist countries!
trade witn the world as a whole (14.9 per cent) and in trade between the
socialist countries themselves (13 per cent)., The above developments may be
attribuggd to a great extent to tradc-generating policy measures adopted in
;ecent years by socialist countries and developing countriea which have been
increasingly aware, as was noted in Conferunce resolution 99 (1V) that

"still considerable and unutilized opportunitics exist for further
intensification of trade and economic relations belween developing countries
and socialist countries of Eastern durope".;i/
! O. The analysis of recent developments in cconomic co-operalion between the
developing countries and the socialis! countries of Zastern Europe reveals that
trade among them ic being gradually integrated into a morc comprehcnsive system
of relations wherc many new forms of cconomic co-operation are cmerging
constantly, with industrial co-operation being one of the major areas of
economic relations,

,/. While considering the many issues of industrial co-operation between the

developing countries and socialict countrics of kastern kurope, this paper

covers not only co-operation between
the partners in the industrial sector bul also includes econamic relatiens
in other arcas of major importance for the ecoromic performance of many
developing countrics, including mining, agriculture, intrastiructure, etc.
It should also be added that the term industrial co-operation in respect of
relations between caintries from these two groups implies not only such

“clascical" forms of this co-operation as subcontracting, specialization and

;3/ Conference rcsolution 95 (1V).




Comrreduetlon, but otner {orms of ol josadion o wWou kb, ancludir gy Lhoge
ot T Wi T Lou hetibal oo Gt o L tesl ol Gl senae baneo rendered
(O T T e S P AR DY S P O S A 01 & deJelepurr countries,
2. The indusirial vomapem 3 e o e s 9 o 000 cantracs and Lhe
coc1atist countraes oF heoctern ofurcne con o from oot arong developed
markel=coonuny covrsrien, partaovearl, 1 the frmncsore of Bagt-dosth rrade
sad 1Bl Gaofesenoe Foouus FTOM L Siidl Cadclang gap in the levels of
coonomie and bochnsiocicss beve craent belwoer e par&nur:.ii/

1. The acideved §ovels  af eeoanonie sna wemiolegicad develapnent voth in
the developins counirocs 25 The sacnliot ctonurier ot Facnteorn carope,
{ctermine the poirc.opal ayproscans of iRaee two groups of countries and of
individual couaniries with.n ecnsh group Lowards the objeitives, patterns and
main directiong of ingusbrinl ce=cneration w.ia paviners frem the other group.
T, 16 ceems iy tie ooy anteraats of the ronnlict eounireer of Eartern
marope, while enborims aric andu trod, o o=eperation witn whe devveloparys
couulrivs, are delrrminesd b Lhe.s porerad pelicy asmed at fuller and more
affrative use of ' i ieraatiacal élv.ann of dalour tareugh ecosnonic
smplementarity.  Vhe cwpoocieat.on o of cempienentarity advantarer, make: ‘b
pora1ble to senievs prester off1oneney ot proaobion urouth LLe rine in labour
productivity and Lorewsh e meductlon pnoGnpat Surleoper unit nf output by
spreadive Ahe coal Cver a JLTOr vlume o peodbietioon, lMereover, the

industrial co-operation Jinking the partuers for long periods of time,

facilitates the impicmentation by the scucialist countries of Eastern Burope

of their long-term plars by ensur.ng ——
Stable detiverses of moawdnotures, cetn=nanufactures and alco industirial Tow

matcrinis res.lting fron comenereting deals Wi tne developing countries.

L/ See, tiidastinin? coespersiion o trade POLWen socialitt countries

of mastern huropc ard dovelepirg adunirvae:” (ib/h/jﬁb).
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/S. 1n addition to these factors making the development of industrial
co-operation attractive to the socialist countries, thcre might also be

snecific purposes purpsued by individual socialist countries of Eastern Europe.
For instance, i1, the case of Bulgaria there are come addit.ional conditions which
favour industrial co-operation of this country with other otates, and partioularly
the fast development of the country, ils transformation from a backward agrarian
couniry into an industrialized country and its growing participation in

economic integration schemes within the CMEA; the emergence in its major
economic branches of a omall number of large ecconomic wnits able to solve the
problems of modern production; the favourable grographic situation, nkilled
labour, ctc.;Z/

/5., The main objrctive which the developing countries have in view vhile
¢r'=rirg into industrial co-operation with the socialint countries of Esstern
Europe is, in the majority of cases, an increace in the industrial capacity

znd technological lavel of enterprices, an acceleration of the rates of

cconamic growth, diversification and improvemeni of their economic aid vxport
structure., For the developing couniries, industrinl co-operation with the
cocialist countrics of kastern Europe is onc of the ways of expanding their
exporis of different commodities, including manufactures, semi-manufactures

and raw materials, oo well as assuring various goods needed for achieving their
economic goanls rclated to industrialization. In fact, industrial co-opecration
between the socialicl countries of Eastern Europe and the developing countries
is recognized by the latter as one of the major insiruments for their
indugstrialization.

)= The further development of industrial co-operation with the socialist
countries of Eastorn Europe may be regarded as an cffective safeguard against

the possible domages which may be causcd to the economics of the developing

;57 Sce, "lndustrinl co~-operation of Bulgoris with countries having

different aconomic and social sysiems” (UNCTAD/TSC/23).




- 10 -

countries by the fluctuations of the world market. The practice shows that
the socialist countries of Eastern Europe usually wish to secure long-standing
and stable foreig inputs, owing to the f =t that their dev« .opment is
governed by a central plan and not by markct forces, so that durability of
relations and reliability of deliverics is an essential part of their approach
towards industrial co-operation with other countries including the developing
countries.

/8. Civing a general characteristic to the climate existing in econcmic
relations between the developing countries and socialist countries of Eastern
Europe which influences the further development of these relations, including
industrial co-operation, it could be noted that in various documents and

statements made by the representatives of the socialist countries of Lastern

Europe it is stressed that vhen entering into economic relations with

the developing countries, these countries

attcmpt to found these relations on the principles of equality, respect for
sovereignty, mutual advantage, ron-interference in internal affairs, and

support for the duveloping countries' eff.rts to overcome th.ir backwardness.ia/

67 "Joint Statement" made by several socialict countries at the fourth

session of UNCTAD (TD/211).
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Chapter 1]

FORMS AND AREAS OF INDUSTRIAL CO-OFERATION BETWELN
DEVELUPING COUNTRIES AND SCCLALIST COUNTHTRS OF EASTERN EUROPE

The main forms of indusirial cu-operation

1G9 Av formal clagsification of the forms of industrial

co-operation between thu develuping countries and socialist countries of Eastern

Europe is bound to be arbitrary because the different components that can be

identified tend to be interlinked. For the purpone

of research, in various materiale prepared by the UNCTAD sccrelariat ond
by other United Nations bodies (the Economic Commicsion for Europe), it was

found convenient Lo spell out several

géneral forms of industrial co-operation. The practice of industrial co-operation
particularly among socialist countries of Eastern Europe and developed market-economy
countries clearly demonstraies that 14 progressively evolves from the simple form of
purchase-sale transactions involving technology anda capital equipment to more
complex forms. Thius is also applicasle to industrial cneoperation  s————————
between socialist countries of Eastern kurope and developing countries, in which

the following main forms may be specificds supply of capital equipment and

related services; co-production and specialization: sub=contracting; Joint ventures
and projects.

2 0. lndustrial co-operation in the form of supply of capital equipment and

related services is closely interconnected with technical assistance rendered and
the groving exports of capital goods and technology from socialist countries

of Eastern Europe to developing countries. The research vork undertaken by

the UNCTAD secrelariat has revealed that becausc of the limited possitilities of
starting the menufacture of new products in a developing country entirely on the
basis of home-produced inputs the local firms tend to rely for a time on the

regular, co-ordinated supply of some items (especially "regearch-intensive") froms
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the socialist partners, and such arrangements form nowadays an integral part
in numerous venturen designed to introduce modern technology or to establish new
industries in developing countries. The practice followed regarding deliveries

for supporting the newly~established industries varies widely according Lo the

industries and countries concerned, the technological and marketing position of
the partnersy their own intentions, etc. The bulk of the deliveries are effected
within the framework of licensing agreements or other arrangements providing for
the transfer of technolugy, in cases where the socialist enlerprise undertakes to
supply its partner (customer, licensee) in a developing couniry, over and above
the technology transferred, with an agreed range and quantity of components (as a
rule, the most sophisticated ones and those still unavailable on the spot). to be
incorporated into the new products, and this undersianding usually remains in
force until such time as the pariner enterprise can begin its own production.z/
In many cases partners prefer to continue these deliveries beyond the end of the

injtial production stage, thus transforming this form of co-operation into

co-production, under which the partners from the two couniries integrate in
ogreed proportions 'heir efforts wilh a vic to joint product n. This form of
co-operation is more sophisticated and is being praciiced more and more often,
2/, One of the promising forms of industrial co-operation belween developing

countries and socialici countries of Eastern kurope is gub-coniracting, under

wiich the partners, both developing countries and socialist countries of Eastern
Europe, deliver to cach other components and semi~-manufacturcs needed for the

final production on a sub-contracting basis. 1In this case when components are
Jelivered from the socialint countries of Eastern Eurcpe thecy often have ac a point

of desiination industrial cnterpriscs built in developing countries with the .

i‘_/ *Industrial co-operation in trade between socialist couniries of

Esetern Europe and the developing countriee” (TD/B/550).
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technical assistance of the former. Thic form of co-operatinn, which is practiced

a8 a rule on the side of the developing countries by those countries which have

reached a relatively high level of industrial development and in proportion to the tota J
number of industrisl co-operation deals between the two groups of countries, takes

a rather modest place. Nevertheless sub-coniracting is regurded by both developing
countries and socialist countries of Eastern Eurcpe as an important means of
establishing further economic complementarity bctween them, aimed at increasing

the efficiency of their national economics.

2,2 The expansion ard diversification of co-production and sub-contracting may

form the necessary basis for estatlishing between Lhe co-operating partners from
developing countries and socialist countries of Eastern burope long-term production
sharing, or specialization, when the partners corcerned share their manui“a‘cturine
process in product assortments (with the further exchange of specialized products)

or by progressive technological stages. This specialization, leading to a high

degree of technological integration of the partners, allows a sufficient economy in éos
resulting from the mase production and at the same timc 2t stimulates the
international trade including new commodities into 1t.

23, As for joirt ventures, this form of industrial co-operation differs from all

other above-mentioned forms as it involves co-management, co-ownership of capital
and sharing of profits und risks. Joint ventures have ag @ rule a form of private
share companies. As has 'een analyzed in previous UNCTAD papers, this form may
sometimes be the most beneficial way, in view of the provisions of local law or

of the need to single out a particular sector in muiual business relations.

The above classificaticn of industrial ce-syeratinn outlives only the main
* J

directions prevailing in this field.
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It would also be posasible to sub-divide each form of

co=operation into more specific ones but this task would go beyond the purposes

of this paper, moreocever this work has already been done in many other studies
presared by UNCTAD and other United Nations bodiee.ji/ Y
2S. Although when entering into industrial co-operation the .developing countries and
the socialist countries of Eastern Burope are principally practicing the same forms
of irdustrial co-operation as cxist in East-West economic rélations. the relative
importance of various forms of this co-operation are not quite identical to those in
Eaat-West relations. The inventory of existing cases of indnstrial co-operation
deals among developing countries and socialist countries of Eastern Europe reveals
that the most widespread form of co-operation is vhen pariners from the

socialist countries of Eastern Burope supply the developing countries with capital
equipment, including complete plants with payments in resultant products. Moreover,
the latest deals between developing countries and socialist countries of Eastern
Europe which have been reported in recent years clearly confirm this tendency.

26, A specific feature of recent industrial co-operation deals beiween developing
countries and socialist countries of Easte:n Europe is that « providing a
continuation of established links between enterprises of respective countries for
many years - up to the 2lst century. The partners concerned are contributing to

the creation by this means of a basis for production complementarity.

Areas of co-operalion

2;. At the present siage of economic relations, the main areas of industrial
co-operation between developing countries and socialist countries of Eastern Europe
are the production of minerals, fuels and electric power in the developing countries.
Practice shows that the problem of exploitation of domestic mineral resources

in the developing countries, which require huge investmenis and substantial

j[/ See, for example, "Analytical report on industrial co-operation among
ECE countries" (E/ECE/844/Rev.l).
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technical knowledge, may be more easily and quickly solved on the basie of international
co-operation w!th the rational utilization of financial, technical and labour
resources available in the developing courtries and with the help of credits, .
technical assistsnce and cxperience obtained by the socialist countries of Esetern
Europe., The co-operation with the socialist countries of Eastern Europe makes it
eesicr for the doveloping countries to exploit their natural rcuources, including
different stages of this process and particularly estimating reserves of nin;rlll.
prospecting and extraction. Further, the socialist countries of Eastern Europe
render aseistance to the developing countries in effective utilization of locally
produced minerels and fuels by way of the construction of processing cepacities,
thus contributing to the complex solution of the problems of economic development
of the third world countries.

2. The practioce of recent years gives many examples when the Joint |
efforts of the socislist countries of Eastern Europe and the developing countries
have resulted in the successful solution of the task aimed at the explcitation snd
utilisetion of natursl resources in the daveloping countrie~ on a oomplex basis.
For inetance, with the assistance of CMEA countries considersble phosphorite
deposits were prospected in the Syrian Arab Republic end on their basis the
country’s first national mining complex was built snd put into operstion. In 1972

s large oil field equipped with Soviet assiatance went into operation in North Rumaila.

It wse the first large national

enterpriee of this kind, By the middle of 1974, iis outpul had been brought up to

18 million tone and it is plsnned to boost it further - to en eventual 40-50 million
tone a year. In 1974, en oil refinery with an output of 3.5 million tons vas
completed in Baera. Built with Csechoslovak assistence, it is one of the lsrgest oil
refineries in the Middle East. The agreements on economic and technical co-operstion
between the CMEA countries and Iraq provide for further assistance in the development
of its oil industry, including the building of oil refineries and oil pipelinees, the

conducting of drilling operatione, and the delivery of equipment. One of the most
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recent examplee of co~-operation of this kind 1t a lorng-term agreement, reached
between the USSK and Morocco in 1977 which established co-eperation on a compensatory
and balanced basis in thc development of t-e phosphate deposits in the latter country.
The project foresecn in this agreement is evaluated at § 2 ballion and will include
geological proepecting, drawing up of the feacibility report, research work for all
co~operation projects, actual conctruction and assembly work in the mining and

construction units, installation of the nccessary infrastructure, etc.

29 With the successful development of industrial co-operaticn b;tween the

partners from the two groups of countries in the field of mining and fuel

indusiries, the grealer impctus is spent in acquiring co-operation in otﬁ'er more
sophisticated branches and particularly in elcctric power production, in metallurgy,
in engineering, in the chemical industry and other branches. |
30. For a relatively short period of time some 650 power engineering and
electricity generating projects have been, or are being completed in the

developing countries in co-operation with the CMEA countries. For instance,
Bulgaria helped Lebanon to erect power transmission lines. Some of the power
stations in India, Turkey, Egypt anc Lebanon were buill with Hungary's assistance.
The Cerman Demoucra ic Republic assisted Eg, pt in the building of a large power
station in Damanhur and the construction of two power transmission lines; Poland
rendered assistance to India in the building of a power stulion in Barunnij Romania
participated in the consiruction of a central heating plant in India; Czechoslovakia
provided assistance or ins al present helping in the building of power stations in
Afghanistan, India, Brazil, lraq, Iran, the Syrian Arab

Republic, Nigeria. In many cases these indusirial pluntg, erected in co-operation
with the socialist countries of Bastern Europe, provide for the production of a major
share of the electrical energy con-umed Ly the developing countries. Thus, the
Aswan hydro-electrical complex built with Soviet acsistunce, supplies Vore than

half of the electiricity generated in Envrpt.
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3'. An importa“nt field of co-operation between the developing countries and the
socialist countries of Eastern Europe is the metallurgical industry, where about
50 enterprises hav. veen, or are being bui.. in the developir countries. In

co—\operat‘ion with the CMEA countries, a number of iron and steel plants have been

erected or are under construction in India, Algeria, Turkey, Iran, Pakistan and

Nigeria. The output of these plants amounts to more than 30 million tons of steel

a year. Many arrangements, under which the mentioned objects have been construcied,
provide for pag.n'x.aent of the technical assistance of the socialist countries of
Eastern Europe in the resultant products, i.e. in deliveries of steel, alumina; etc.
32 A fast spreading area of industrial co-operation between developing countries
and socialist countries of Eastern Europe is the engineering industry. It is in
this field that the rost sophisticated forms of industrial co-operation are
developing and particularly co-productior and subcontracting, though co-operation
may be established on the bacis of deliveries of capital equipment and technological
know-how as well as with possible payments for these deliveries from the socialist
countries of Eastern Europe in resultant products, or by products produced by

other enterprises of the developing countries. One of the most representative
exemples of the industrial co-operation in this field is the assembly of lkarus
buses in Iraq. Under tais project Hungary supplied Iraq with part of the

machinery necessary for the production of a certain range of components. Some

other components are supplied by Sweden. Later on this co-operation will be

further developed so that Iraq can switch over from
merely the assembly to tho sull-ecale production of busei. Negotiations

on similar co—op;ration with Hungary are now in progress with some Latin American
countries. Several years ago an assembly of tractors in India was established in
co-operation with Polish enterprises. At the initial stage of this project almost
all components were supplied to India from Poland, whereas at the present time only

some details for tractor production are being delivered from the latter in exchange
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for some othsr locally produced goods. Bulgaria is success{ully Yo-opersting

with 8 number of ¢ velouping countries in t'e production of ma hire-tools,
electricel equipment, autocars, etc.

33. Of grest importance to the developing countiries is the devélopment of
domestic proguction of consumer goods, particularly textiles, fodtwear, foodstuffs,
etc.,. vhich resulte in the decrease in their demand for theee coshoditide

from overeeas' sourcee and in the achievement of a higher level df self

production in these areas. Up to now projects under constructi i

in the developing countiries with the assistance of the socialisi countries of
Eastern Europe or that have already been completed, number more than 600 in light
industry, in the food induciry and in processing industries. An important feature
of these projects is that, as a rule, ihey do not require large capital investments,
which means that outlays arec soon recouped., In this way, within a short space of
time, developing couniries are able to meet the requirementsn of their domestic
market, reise the.r economic strength and increase their exp.rt potential. In
addition to the mentioned areas there are also numerous prujects of co-operation
in other fields, psrticularly in transport, agriculture, etc.

3 4. Altogether by now thure are more than four thousand industrial, agricultural
and other development projecis which have been built or arc in tlie process of
construction in the developing countries, in co-operation and with the technical

assistance of the socinlist countries of Eastern Europe. 1t was rc¢ported that by

mid-1978 about 2,9C0 of these projects had slrcady been put into bpnration.lj

3§ Concerning the geographical distribution of industrial co-oferation of the
socialist countries of Eastern Europe wilh the developing countriis, it may be

steted thet this co-operation involves nbout &0 developing cduniries. The moat

_Z/ See, "Report of the Trade and Development Board on ite sighteenth

eeseion” (TD/B/728), paragraph 121.
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active partners of the socialist countries of Eastern kurope in industrial
co-operation deals among the devcioping couniries are India, Afghanistan, Irag,

Iran, Algeria, Eg .t, Nigeria, Mexico and razil. It is und. ‘stood that while

not all developing countries have reached a high level of industrial co-operation

and development, some of these countiries enjoy relatively sophisticated forms

of industrial co-operation with the socialist countries of kasiern Europe,
particularly co-production and subcontracting. Others are still at the initial
stage of this process, enjoying more simple forms of co-operation, such as

delivery of capital equipment wilh possible payment in resul tant products.

b, As for individual socialist countries of Eastern Euroge,

they concentrate their efforts on the development of industrial co-operation with

s number of developing countries in certain areas. Thus, Bulgaria

specializes in co-operation relating to mining, agriculture, electrical equifment.
woodworking; Czechoslovakia - transport equipment, agricultural machinery,

chemicals and rubber products, industrial consiruction, light industry; the

German Democratic Republic - machinery, metalworking, inslruments, telecommunications,
chemicals; Hungary - electrical machinery, transport equipment, mining equipment,
pharmaceuticals, telecomuunications, agriculiural machinery; Poland - machirery.
transport equipment, chemicals; Romania - development of mineral resources,
petrochemicals, agricultural machinery. The scope of industrial co-operation

with the developing countries by the USSR comprises a grealer number of countries

and aresa, bul the majority of its co-operation dcals with the developing couniries
are concentrated on mining, ferrous and non-ferrous mctallurgy, heavy machinery,
including power cquipmeni, building induntry, agriculture, etc. At the some time, it
should be noted that the specialization of some countries in a few branches does not
prevent partners from the secialist countries from mearching for new opportunities in
other non-traditional arcas,

3?‘ It is importaont to underline that many co-opera tion projects estsblished or
being constructed in the developing countries with the assistance of the socislist

countries of Eastern Burope are concentrated in a state scctor of the former
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countries, the development of which contributes to the strengihcning of the
economic independence of these countries and makes their position stronger
vis-4~vis the transnational corporations.

The legal framewor _and institutional mach lery

3%. Although industrial co-operation is primarily co~operation between enterprises,
government intervention has played an important role in its develooment, both
because of the generally significant role of governments in promoting trade and
economic relations between the two groups of countries, and because of the degree of
covcrnment;l engagement in the process of industriél development on either side.
Governments have incluenced and promoted industrial co-operation by the means of
concluding agreements on economic and technical co-operation, long-term trade
agrecments and other arrangements which have created favourable conditions for further
contacts between enterprises. DBy 1978 the gocialist countries of Eastern Europe had
established co-operation arrangements with about 80 developing countries, of which
25 in Asia, 34 in Africa and 19 in latin America.léy

3‘?. The intergovernmental agreements beatween the developing countries and socialist
countries of Eastern Europe are being implemented throuch contracts and agreements
between various organizations and entérprises in partner countries. There is a
definite trend for thesc agreements and coi.racts to grow, te tifying that links

are becoming morc intensive and more varied. The number of different agreements
involving economic, scientific and technical co-operation between the socialist
countries of Eastern urop~ and the developing couniries concluded in 1976 alone
amounted to 260 (compared to about 180 in 1974).11/ In 1977/78 mary new agreements
of this kind were concluded.

40. Intergovernmenta. agreements on economic, technical and industrial co-operation
provide for steady progress in different areas of co-operation, including industrial
co-operation and facilitate economic planning and the creation of a stable market for

the products of the developing countries' nutional incustries.

Ljy' See, "Co-operation mechanism among countriec having different cconomic and
social systems" (TD/243/Supp.3).

ll/ See, "Review of trends and policies in trade among countries having different
economic and social systema" (TD/B/656), paragraph 42.
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Theee agrcements have proved to be an effrctive catalytic inatrument in the
negotiation of inter-entcrprise industrial co-operation contratin, Ao fap at

a partner frbm a developing country applying market mcchanisma ie colicerned, an
intergovernmental economir arreement is demigned to crente favoufable cdanditiofis Coy
enterprises which are willing to co-operatc with the socialist countries,

4 l. In the socialist countries of kastern Burope, intergovernmental oubnomiy
co-operation agreemenls arc an instrumental factor in the effective creation of
appropriate industrial co-operation opportunities st the level of foreigh t¥wde
organizations and enterpriscs; moreover, the very existence of ruch agrecmenis
makes it easier to incorporate the substantive provisions of inter<entetprise
contracts into national economic plans. The comparatively small size on average
of industrial enterprises in the developing countries is a further argument f£ér the
importance of the strengthening or development of an approptriate institutional
infrastructure for the promotion of industrial co-operation between the developing
and the socialist countries.

bz, There arc several typcs of bilateral agrcements covering areas of industrisl
co-operation practiced in rclations between the two groups of countrics. Firstly,
these are generally intergovernmental agreements which set up the major principles
of co-operation and indicalec the main field of such co-operation. In tany cases
these agreements are concluded for long~term periods - up Lo 10 and even 15 yeats.
Further to these agrecments, the partner countries might work out longeulanding
programmes of economic, industrial and technical co-operation cenlainin mele
detailed provisions and arcas for further co-operation. For oxample, vhe 15my da¥
Programme of long-standing cconomic co-opcration between lran ond the vEBR wap
signed in 1976. In 1979 India and the USSR also signed a lung=term programng of
economic, trade and scientific and technical co-operation for 10«19 years, which
provides for mutual co-operation between the two countries in the sonptruntion of
many industrial enterprisces in various fields of India's cconomy. In additlon 19
general intergovernmental!l apgrcements, the partner countries tonclude apitaidl

agreements and protocols concerning more specific questions of irduptriol conape¥ntion,
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L4 3. The majority of the socialist couniries of Eastern Europe have introduced

in recent years nev elements to the system of the economic mechanisms of the

reapective countri.s.

The new legislation has been adopted in a number of countries, particularly
in Hungary and Poland with respect to international economic relations, including
industrial co-operation. This new legislation has enabled certain enterprises of

the nocialigt. countries of Easlern kurope to conclude direct agreements with the

enterprires in other countries on the questions pertaining to industrial co-operation

which could facilitate the further development of such co-operation between them

and the developing countries,

LY Many intergovernmental co-operation agreements between the developing countries

and the rocialist countries of Eastern Europe, particularly those concluded in
recent years, provide for setting up a bilateral mechanism with a view to enabling
the partners concerned lo conrider on a regular basir the most important igsues
of mutual trade and cconomic co-operation. 1In proactical terms this aim is
reached by setting up mixed inlergovernmental commissionc which serve as high-level
fora for exploring and discuscing various key problems of ecnnomic co-operation
and, consequently, for drowing up recommen: ations for reapect.ve governments,
Owing to their high-lrvel representation, these commissiong are nsually able

to deal with problems in n comprehensive manner, taking inlo account the

,n
intor-rulation:hip.—‘-/

l_a_/ For more informition on this subject see "The role of Mixed
Intergovernmentnl Commissions in trade relotions among countrics having different

economic and social systems" (TD/B/452).



The role of credity in industirial co-operatlion,

105; A considerable role in the develogmert of industrisl co-operation is

played by credits ranted by the socialist -ountries of Eastc.m BEurope to the

/

developing countries. The

:;;::;_:::;:::—;:::;;:establxshment of large industrial objects enables the
developing countries to initiate local production in new arecas and consequen%ly
to slow the increase of nard currency imporis of mary geods and, on the other
hand, to get new commodities, including manufsctured goods, designed for expdrt.
L b. The extension of credits by the socializt ccuntries of Eastern Europe t0

the developing countrieg is, as a rule, stipulated by the provisions of different
intergovernmental agreeiments, particularly thoge on economic, techniical and
industrial co-operation, as well as by special credit Zgreemento. Credits
extended by the sccialist countries of Eastern Burope te the developing couniries
are, as a rule, in the form cf state credi s, though credits ranted by the
organizations and enterprises of the socialist couniries of Eastern Burope are
also often practised in cconomic co-operation between the partners from the

two groups of countries. The experience gaaned in this field reveals that

the socialiot countries of Eastern kurope extend their credits for a term of

B-12 years and in special cases even for longer perinds. The interest rate on
state credils granted ly the socialisi countries of Eastern Europe to the
developing countries is usually 2.5 per cent. The terms of the credits and

loans of the socialist rountrics of Eastern Europe do not require repayments to
commence until all equipment has been delivered, or even until o project has been

completed and put into operation - that ig, when 1t starts to bring in a return.
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47 It may be noted that industrial products constructed in the developing

countries with the assistance of the socialist countries of Eastern Burove
become the sole property of the developing country. There is no outflov of
capital from tl.. developing countries i . the form of prof.is as is the case
when these countries obtain financial resources on the market of private
capital.

L4 8. Among the socialist countries of Eastern Europe, the leading role

in extending cradits to the developing countries is played by the USSR,
About 1,000 industrial enterprises and other objects have been or are
being constructed in the developing countries with the technical and
financial assistance of the USSR. In recent years the amount of credits
granted by the socialist countries of Eastern Europe to the developing
countries has had a tendency towards a more rapid growth. For instance,
during the period 1971-1975 Bulgaria extended to 15 developing countries
twioe as many credits as in 1960-1970.

Transfer of technol and trai of onnel

L4q . The development of industrial co-operation between the two groups

of countries, accompanied by a considerable flow of sophisticated equipment
from the socialist countrice of Eastern Europe to the devecloping countries,
also contains many elements of transfer of technology to the developing
countries. Leaving apart special agreements on scientific and technical
co-operation between many partners from both groups of countries, the
agreements on sconomic, technical and industrial co-operation covering the
co-operation in the considered field as well as inter-enterprise contracts
also creates many possibilities for transfer of technology to the

developing countries and training local personnel. .
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€. The major part of technology {ransferred trom ihe socialist couniries of
Eastern Burope Lo the developing countries is embodicd in a wide variely of goods
delivered to the 1 lter in connexion with " implementation of industrial
co-operation deals and particularly in machines, equipment and complete

industrial plants. At the same time, the development of many lorms of industirial
co-operation, for instance joint construction in the developing countries of
industrial enterpriscs, co-produciion and 1n certain cases sub-contracting
incorporate an acquinition by the developirg countrica of licences and know=how
which constitute important clemcntgﬁtochnology transf~r to Lhese countries. The same
targel is achieved in the precers of preraration in the developing eouniries

by the socialist counirien of Eustern Europe of design rtudies and consulting
engineering scrvices which fomm the initial stage in the implementation of
industrial co-operatlion projeets.

5°]. 1t ig worth mentioning that a number of intergovernmentnl agreemento and
inter-enterprise contracts concluded between the socialist countrive of Eastern
Europe and the developing countries contain provisions for the free transfer of
technological data, particularly to the developing countries with low cconomic

and technical lev..s. For instance, the U SR does not usual |, charge the
developing countries for new technological solutions and innovalions or

technical documenis ncccsnary for organising production of goods transferred

in connexion with buildirg: new industrial and other projects with USSR
lccictn.nce.-'g

&2. One of the major aspects of indusiriul co-operation between the developing
countries and the socialist couniries of Eastern Europe is the Lechnical assistance
rendered to the former in the field of training local personnel. Experience shows
that there are various ways of training the skilled workers in the developing

countries in the course of the implementation of industrial co-operation projects.

13/ "The experience of socialist countries of Eaetern Europe in the
transfer of technology to devsloping countries” (Tp/B/C.6/25), paragraph 143.
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Thus, the training of louval labour by specialists from the nccialist

countries of Eastern Europe is carried out in the course of ‘ae construction,
assembly and subsequent operation of enterprises set up wilh the assistance of the
socialist countries. 1ln addition, continuous courses for training workers and
raising their qualifications have been organized with the help of specialists from
the socialist countries of Eastern Europe on the construction sites of numerous
projebts being built with co-operative effort.iﬁ/ - Altogether more than

600,000 citizens of the developing countries were trained during the building and
exploitation of industrial and other enterprises with the help of the sociafist
countries of Eastern Eurocpe, and what is very important {rom the point of view

of the economic interests of the developing countries, there is no problem of
“brain drain" from the developing countries to the sucialist countries of

Eastern Europe.

I/ V. Berezin - Co-operation between CMEA and developing countries ,

Moscow 1976.
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Chapter 1IT

THE IMPACT ON TRADE OF INDUSTRIAL CO-OPERATICN BETWERN
DEVELOPING COUNTRIES AND SOCIALICT CCUNTRIES OF EATTERN EURCPE

&£8 The intensified industrial co-operation between the developing countries
and socialist countries of Eastern bkurope, both in terms of — quantity of

partners invelved and from the point of view of diversifying industrial

co-operation deals, creates the sound foundation

for the further development of trade between the participants.

&4, It could be stated that any kind of industrial
co-operation ™ results in promoting trade flows among the develioping
countries and the socialist countries of Eastern Europe, since in natural

terms this co-operation inevitably takes the form of deliveries of a great

variety of goods in both directions. The implementation of
industrial co-operation deals represents first of all ihe sale of different

equipment and machinery, component parts, etc. from the socialist countries of

Eastern Europe to the developing countries. This process alsu
activates the nonmerchandisc exjports from thc socialist countries of Eastern

Europe in the form of sales of licences, know-how and rendering appropriate

services to the developing countries. Moreover,

after the first stage of implementation

of industrial co-operation projects, particularly in cases when such co-operation
takes the form of supply of equipment and complete plants from the socialist
countries of Eastern Europe, 4in order to secure the smooth and efficient operation
of newvly established projects, there is a necessity for a partner from a socialist
country of Eastern Europe to provide the continuous supply for this project of

materials, spare parts, etc.
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§4. After the completion of a project conutructed in a developing country with the
assistance of a socialist countries of kastern Europe, one can speak about the
termination of the "first stage" of an indu~trial co-operatior dcal. The "second
stage", which may last for a longer pcriod presupposes the diverse process of
deliveries of goods from developing countries to socislict countries of Eastern Europe
as payment for assistance which had been rendered to a developing country while
implementing a specific project. In many cases this trade flow consits of resultant
produqta being produced by the industrial enterprise established with the assistance
of a socialist country of Bastern Europe. This form of scttlement of the obligation
of a developing country resulting from the implementation of co-operation projects is
referred to as compensatory srrangements, which in recent ycars has been practiced
with increasing speed. One of the most impressive examples of co-operation on this
basis is the exploitation of bauxite deposits in Guinea, initiated with the technical
and financial assistance of several socialisu countries of Lastern Europe. After the
mining capacities were put into operation, Guinea began to export annually large
quantities of bauxite, particularly to the USSR, thus paying for ascistance roceived
from the socialist countrics,
§6. This example g ves an idea of the dire . impact of indus! ial co-operation on
the promotion of exports from developing countries to socialist countries of Eastern
BEurope. However, it should be underlined that after the full repayment of credits
received from the socialist countries of bastern kurope the developing country often
continues to export a sound proportion of new products to the marketa of the socialist
countries of Eastern Eurcpc. 1ln many cases these prolonged deliveries are stipulated
in intergovernmental agreccments on economic and industrial co-operation and in special

protocols which gives to thesc deliveries a stable and long-sianding basis and enables

both the partners to incorporate them in their national )
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cconomic plans. This poussibility of additional trade is of considerable importance
for both the devel .ping countries and the . ocialicti countries of Eastcrn Burope.
since the former securc a stable and incrcasing market able Lo absorb a great
share of tLheir production;:y(ii,hc Jatter obluin an opportunily to receive needed goods
under conditions of searcity of specific commodilies on the world market.

$#. In this-case of special interest is the queslion of prices for goods to be
delivered to the socialist countries of Kastern Burope over long periods of time.
As han been analyzed in previous UNCTAD papcrs’—{/ stability in the development

of industrial co-operslion and in the resulting cxchange of goods doea not
irevitably entail fixed prices. The prices for the goods to be delivered from the
developing countries Lo the socialist couniries of kastern Burope under long-term
agreements are subject Lo permanent adjustment in accordance with price
fluctuations on the world market., This practice inouresc boih the developing
countries and Lhe sociulist countrics of Easlern Europe againut posuible

financial losses under the arrangements according to which repayment

startc long after Lhe credit has been received.

$ 8. In addition to & substantial direct impact which the inuustirial co-operation
with the socialist countrics of Bastern Europe has on the export performance of
the developing countries, this co-operation influences the export punnibilities

of the developing countrice in many indirect ways. The indurtirial en-operation

of the developing countries in general

and particularly that carriced out with the socialist countries

of EBastern Burope results in the increaoing economic potential of developing
long-term

countirics and conscquently hus a considerable/\rade gencraling effect, The

developing countriea scquire additional export resources not only through

/S/ Ses, "Motivations, patterns, problems and prospects in industrial
co-operation betveen enterprises of aocislist and developing countries"”

(TD/B/490/Supp.1).
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increased output of enterprises net up witi the nssistance of the socialist countries
of Eastern Europe, bul alno throvgh the resulting effect of these enterprises on
other sectors of their national economy. For instance, the development of the

Indian steel industry, in co-opcration with the socialist countries of Eastern Europe
made it possible for this country to export stcel products to the third countries.
At the same time, the growing steel output creates the necessary prercquisites for

a more rapid development of many other branches of industry, particularly in the
engincering scctor and for the production of a great variety of new goods needed

for local connumption as will as for export to overseas markets.

S'? Alithough indusirial co-opcration dcals involving supply Lo developing countries
of machinery and complete equipment are concentirated mainly in such fields as mining,
metallurgy, power production, etc, with the resultant product represerting mainly
rav moterials and scmi-manufaclures, there are also cxamples when such co-operation
involves the production of more sophisticated manufactured products. For example,
the heavy equipment planl was built in India with the ascistance of the USSR, the
production of which iu now exported to some socialiasl countrico of Lastern Europe
and developing ¢ untrien, As for industrial co-operation in the forms of
co-production and srecialization, sub-contr:ciing and joint ventures, it is
concentrated as a rule in the production of manufactured goods. Moreover, the

very nod_ulities of co~operation in the form of sub-contracling implies regular
deliverics of different components representing oodr with a high degree of

proceasing from the develoning countries which in the majorily of caces
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play the role of sub-contractors in the produciion of final items located

in the socialist countries of Eastern Europe. As for the co-operation among

the developing countries and the socialist countries of East-rn Europe in the
form of co-production and joint ventures, in these cases the production procesa as
a rule is located in the developing countries with the resultant products
destined to meet the demand of the local market, and to be exported both to the
socialist countries of Eastern Europe and to the third countries. So it is
evident that through participation in all forms of industrial co-operation the
developing countries obtain additional opportunities for entering new markets
with relatively untraditional exports, including manufactures and semi-manufactures.
6{1 The quantitative analysis of the direct impact of industrial co-operation
sctivity involving the partners f{rom the developing countries and the socialist
countries of Eastern Europe on the export performance of the former is rather
complicated since neither the developing countries nor the socialist countries of
Eastern Europe specify in their export statistics deliveries of goods resulting
from industrial co-operation. As a result of this shortfall in adequate
registration of trade flows it may even happen that the rise in industrial
co-operation activity among two partners from both groups of countries would not
be reflected while calculation of total resulis of their mutual trade because of
a possible fall in trade of other gcods. Nevertheless the analysis of exports
of the developing countries to the socialisl countries of Eastiern Europe reveals
that the export of manufactures and semi-manufactures from the developing
countries actively participating in industrial co-operation with the socialist
countries of Eastern Europe on itne markets of the latter has tended to grow in
recent years, which may be regarded to 8 high degree as implication of

implementation of industrial co-operation deals.
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b’ Of special importance for the exporti capabilitics of the developing
countries are large scale industrial co-operation contracts being pracliced

in recent years in relationa between the developing countries and the gocialist
countries of Eastern kEurope. These contracts have a considerable direct trade
renerating effect al all stages of their implementation. A very characterietic

exsmple of thioc kind of contract is the above-mentioned phosphatle deal belween

Morocco and the USSR The long-standing agreement. between the
iwo countries on cconomic and technical co-operation in the ficld of phosphates
and a number of protocols pertaining to the same subject signed in 1978, stipulated
that Morocco will export to the USGR phosphates in yearly increasing quantities,
while the USSK will deliver to Morocco escentially crude oil, wood snd chemical

products. 1In addition t¢ raw phosphatec, the USUR will aleo buy from

Moroceo superphosphate and phosphoric acid as well an o large proportion

of the Moroccan citrus crop. The duration of the agreement i 30 ycars and it

has been calculated that over this period the tolal valuc of the trade could be

as much as $10 ballion, although the actual price will be sut ject Lo renegotiation
cach year according to world mirket levels, This contract ju of particular
wimportance for the future cxport performance of Morocco since phosphates make

up about one-third of this country‘s coxports,

62..'1‘hv fact that industrial co-operation between the developang countrices and
the socialist countries of kastern Burope ic concentrated in kuy branches results
in the ecstablishient of pruductiun of many vital items to be consumed by the
domestic markel of the developing countries, which previonsly used Lo be

imported.  Although induustirial co-operation with the cocialist countries of Eastern

Burope 16 by no means only an instrument of import substitution policy for the
13
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doveloping countries, this phenomenon has a positive influence on their balance

of paynents
of payments position. This contribution to the improvement of the balance / of the

developing courcries becomes even greal.r because in impl senting many industrial
co-operation projects in areas of co-production and joint ventures, the partners
pursue the policy under which the production based initially on deliveries

of certain componcnts from the socialist countries of Eastern Europe gradually
Yegin to utilize those produced in the developing countries. This process is
acccmuanied by the decrease in the share of components being imported from the
socialist partnor. For example, during the initial stages of the assembly of

the Bulgarian dcsigned tractor in Indis, the local partner was ready to supply for
this production cnly some simple psris such as fuel tanks, handles and saddles, but
since then the share of local parts in the completed products hss incressed
steadily.

63. Particular sttention is paid by the partners {rom the developing countries
ard the socialist ccuniries of Fastern kurope participating in industrisl
cm-soomadion to markoting of the resultant products, especially in cases

of co-production and joint ventures. With a view to providing adequate measures
aimed st the rar:atirs ¢l .. .. groducts, the partners of ten include into

their industrial co-operation agreements special arrangements concerning Jjoint
marketing activities. As a rule these arrangements stipulate co-ordination in
marketing and the establishment of an adequate after-sales service network.
Dominning with joint efforts in the domestic markets, such marketing arrangements
then go far beyond national borders. These joint efforts in marketing are of
rarticular importance to the developing countries when entering the competitive,
nrotacted markets, sheltered in certain cases by anti-import messures. The
~568ibility of using the established marketing network of the socialist countries
of Eestern Furove, including spare-part stores, repair centres and workshops

for maintcnance crmtributes to the export activity of the developing countries and

at the seme time it rcinces the cost of marketing. The same end is served
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when the export products of the devecloping couniries bear the widely recognized
trademark of the socialist licenser,

é;h. The question of trade generating effects on indusirial co-operation is
closely interrclated with a treatment applied by the partners from

both the groups of countries Lo cach other in respect of deliveries of goods

resulting from the implementation of industrial co-operation arrangcments.
1n the socialist vountries of Hactern Europe imports originating from the

developing countries, including those resulting from indushrial co-operation activity

are free from any restrictions, customs duties or

taxes. It seems thal the development of trade creating industrial co-operation
would be facilitated it the portners from the developing countrics aluo applied
the same treatment to the import of goods and materials from the socinlist
countries of Eastern kurope, carried out in connexion with this co-operation and
destined for the use aimed al industrial development of the developing countries.
In various UNCTAD documert s some, specific meanures have been proposed in this
rcgpect and particularly the introduction of customs tarif{ waivers (duty-free
quotas) or duly reductions granted on imports used in connexion with industrial
co-operation contricis, as wcll as suitabl provisions for the tlcmporary admission
of goods. Trade flows resulting from industrial co-operation should be free from
quantitative restrictions. Trade policy treatment for goods covered by

industrial co-operation

contracts should also be extended to the application of appropriate adminisirative

facilities, such as the reduction of customs formalitice and the simplification
of irade documentation. Special tax concessions and acceleraled depreciation
schedules for investment by local enterpriscs or joint venturec would constitute

/
additional intermational indusntrial co-operation inccntives.-—/

16/ See TD/B/A90/Supp.l, op. cit.
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Chapter 1V
NEW FEATURES AND PROSPECTS OF INDUSTRIAL

CO-OPERATION AMONC DEVELOPING COUNTRIES

AND THE SOCIALIST COUNTRIES OF EASTERN EUROFE
6 S, In recen* years the industrial co-operation of the sociaiist countriee of
Eastern Europe with the developing countries, particularly with thoee which
have achieved a certain level of industrialization, has acquired a number of
nev fsatdres characterizsd by a more compreheneive approach to this
co-operation on the side of the partners from both groups of countries.
One of the most characteristic sides of this new approach is represented by
the willingness and readiness of the partners to develop induetrial
co-operation on a multilateral basis.
6 6. The pultilatera]l approach to industrial co-operation among the developing
countries and the socialiet countries of Eastern Europe ie emerging as a
consequence of the economic development of both the groups of countriee.
The evolving process of economic integration of the socialist countries of
Eastern Europe within the CMEA also creates certain poeseibilities for
industrial co-operation with the developing countries on a sultilateral basis.
As this procees has been developing, notably with the implementation of the
Comprehensive Programme for Socialiet Economic Integration, the partners
both in developing countries and in the socialist countriee of Eastern Europe
found it to their benefit to establish multilateral relationms, including
in the field of induetrial co-operation, on a longer term and more varied

legal basis. In this way a mechanism for multilateral co-operation is being

created through the conclueion of specific agreements and contracte.
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L3 At present, several types of multiloteral industrial co-operation between
the secialist couniries of kastern burope and the developing countries have
evolved., Some of tiom arc prcdominantiy ba: d on contracts of a temporary and
vhort-term character, while the others precuppose agreements on co-Qpcration of a !
devcYoping country witn ﬁ permanent body of the CMsA or an agreement with the

Cih iteelf, extendirg for.“ lorgrer perind. 3t is possible to identify several

forms of multilateral industrial co-operation linked to the multilateral schemes

wvithin the CMEA, with co-operation of crganizations of two or more socialist
23] )"

countrics in rende:irg ceonemic and technical assistance to developing coun}rieg
Leing one of Lhem. By the mid=1970s the organizations of several CMEA mcmbér
countries had, on a joint bacis, constructed 3C projectis in keypt, 19 in Guinea,
13 in India, 12 in }raq./ So far these cases have accounted for a comparatiQely

nodest chare
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in the over-all volum: of trade and economic relations, but their role has

been growing continually, mnstly as & result of ihe extension of inter-atate
specialization and co-onperation within the CMI.. Tiis kind of mulijlateral
co~operation normally includes assistance by the socialist countries of Eastern
Europe to the partner in a developing country in the form of delivery of
equipment and technical know-how, research and inveatment, designing and
construction of projects, organization of normal functioning, establishment of
market networks, training of personnel, etc. Multilateral co-operetion between
several socialist and developing countries can produce promising results in

vany fields, including geological prospecting, construction of key projects in the
developing countries as well as in industrial branches and production lines.
63. Another type of multilateral industrial co-operation between the developing

countries and the socialiat countries of Eastern Europe is represented by

joint actions undertiaken by organizations of a socialist country and a developing

country in the markets of third countries or in assisting another doveloping country.

tﬂ?. This kind of co-operation often results from indurtrial co-operation between
socialist courtries and developing countries in the cres’ion of new, or in the
expanaion of existing, capacities of the developing country's national industries
as well as from the institution by the partnera of a mixed compeny or a joint
enterprise. For example, at the beginning of 1978 an agrcement was reached

between Brazil and Poland on the establishment of a US § 50C million (equivalont)
joint venture ty Siderbras (Brazil) and "Copex" (Poland) to dcvelop coal deposits
in Colombia, According to the previous agreement the coal from these deposits will
be exported to Brazil. Even this single example of multilateral co-operation whioh
presupposes deliveries of equipment and material from Poland snd Brazil to Colombis
and at the later stage, flows of coal from Colombia to Brazil and eventually
deliveries of some commodities to FPoland in payment for the asgistance rendered,
gives a good ides of the trade generating effect of muliilateral industrial

co-operation.
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$0. Certain povsibilities for thc further expansion of multilateral industrial
co-operation between the two groups of countries may emerge ‘hrough the uge of

financial facilities granted by the CMEA countries to the developing countrien,

In this context, of particular interest for the laiter may Le the apecial fund

to finance programmes of economic and technical assistance to the developing
countries, sel up within the International Investment Bank in 1974. 1ts size
amounis to one billion transferable roubles with a certain prrcentage in
convertible currcncien, The International invesimert Bank has now finished the
preparation of normative documents on credit operutions with countrics non-members
of the Bank and promoted its activities in establishing and mirengthening business
contacts with third countries.

?I- On the other hand, Lhere exist opportunities for further intensification of

industrial co-operation bctween the developing countries
and the socialist countlries of kasiern Furope through the utilization of

financial resources of some developing countries for the establishment of

production capocitics in the pocialist

countrien of Easiern Enrope with the further posnible rxport of resultant producis
to —— third countrien. Though this type of co-opcration har a very short

history, there are a few examples of thio kind of deal, Thus Kuwait gave

Hungary a $ 40 million credit and Yugoslavia a $ 179 million credit for building
the oil pipeline "Adriatika". Negotiations have slarted between Homanja and Kuwait
on a proposed $ 1 250 million joint petrochemical complex to be built on lloﬂ_nil'l
Black Sea coest. The complex will refinc Kuwaiti oil with nome 75 per cent of

the output being used Ly lomania and the reut exported to other Eastern European
countrien. In turn, Romania will supply Kuwait with cqui pment for oil producing

and refining, The socialist countries of Eastemn kurope usc credits in petro-dollars
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to establish the production of goods to be cxported to the ereditor cauntries.
For example, llomania hac an agreement under which it will receive a loan from
Iran to finance long-term deliveries of goods Lo thiz country. lran algo han an
agrecment with Poland for the construction of several projecis with repayment of

credits in manufnctured gooda.

?2 Another similar form of co-operation i: the joint
financing of projects in third countries by the nocialint countrics of Eastern
Europa ond some dcveloping countries. For example, under dinscuspion is Lhe

joint actinn of Foland and Kuwajt (with the Financial participalion of the 1atter),

toland ard the Libyan Arab Jamahiriya on the market: of third vountrics,

7%. Doth bilateral and multilateral indugirial co-opcrition between developing

countries and the socialinl countries of Fastern Burope requires the

establishment of an appropriate legal and institutional
framework. The co-operation mechanism between doveloning conmbries and pocialist
countries of Eastern kurape has an appropriate legal banis, Il veems warranted 10 stale
that the existing legal ba~is offers to non-member countries, and in particular to the
developing countries fairly flexible and multiple forma of participation, which range fr
co-operatlion in individunl fhelds to partial or complete particlipation in uchemes
outlined in the Comprehensive Programme, from individual contracts Lo partial or

full participation in the work of CMEA bodics and Lhe internalional owganizations



o —-

- 40 -

of socialist countries. The legal bacis for non-members Lo co-operate with

the CMEA international cconomic organizations and associations is to be found

in the provisions embodiacd in the Charter of these organiziations,

4. The experience gained in the development of multilater:l relations among

the developing countrees and the gorialist countries of Eactern Burope is not

very rich so _far, but it reveals the tendency towards the establishment of

tighter formu) relations of the former with the UMEA and specialized organizations

of the wociulist countrics of kastern Europe.  Thus, o nunber of developing

couniries, non-members of the CHEA (Yugoslavia, Iraq and Merico) have institutionalized
in the 19260c and 19705 mullilateral co-operation with the CMhA tuken as a whole

through special agreements on co—operation. These countries have in this way

supplemented their netwerk of bilateral agreements with a specific new form of
agreement in which onc of the two signatorics is a maltilateral body. 1t should

br noted that these counlricrs continue to develop their bilutersl rclations

with each of the socialisl countrieg of Fastern Eurupe and that the multilaleral
agreement with the CMEA does in no way infringe or reduce the substance of bilateral
relations. The mo ive for concinding mult ‘ateral as well ar bilateral agrecements
with the socialist counlries lies in the fact that the multilateral approach tends
to open up further poss:ibititien for co-operation ami to smooth the running of
already existiryr bilateral rvelalions, Among the countries which have concluded

special agreements with the CMBA, Yugoslavia has wcquired the widest experience

in multilateral co-operation with this organization. In conformity
with an agreement concluded with the CMEA 1n 1464, Tugoslavia takes part in the
work of various CMEA bodies on questionu of mutual intercst. Initially provisions
were made for co-operation in the fields of foreign trade, monetary und financisl
relations, co-operation in the field of science and technolopy (nd co-operation

on questinng of muinal interest wathin individual specified induslrial branches.
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With the sphere of relations broadening, new issues, areas or branches were

drawn into co-operation so that by now the representatives of Yugoslavia are
taking part in the work of some twenty CHEA bodies as againat seven in 1965.
Yugoslavia or its organizations also acquired membership of several organizations
of the CMEA member countries.

#S. The combination of bilateral and multilateral co-operation brought about a
rapid’ expansion of trade between Yugoslavia and the CMEA member countries. For
instance, in 1971-197% the mutual deliveries of goods and services reached an
equivalent of 8.9 billion roubles (11.8 billion United States dollars), exceeding
the level of the previous five-yeur period approximately 2.5 fold. It is expected
that in the period 1976-1980 this figure will reach almost 23 billion roubles
(30.3 villion United States dollars).-’-’j Trade expansion wus accompanied by major
changes in the structure of Yugoslav exports to CMEA member countries, through a
rise in the share of indusirial goods in the total volume of deliveries ss well as
the increase of deliveries due to industrial co-operation, both bilatersl and
multilateral. More than half of the present volume of Yugoslavia's exports to the
socislist countries of Eastern Europe consists of machinery, transport equipment
and induatria) consumer goods. Ten multilateral agreements on specialization and
co-operation between Yugoslavia and the CMEA member countries were operative by
1976. Under agreements on specialization and co-operstion in tne field of
engineering Yugoslavia is specializing in the production of 534 items. In the
expansion of Yugoslavia's exports, enterprises set up with coonomic and technical
assistance received from the socialist countries play a considcrable part,
especially through deliveries of their products on account of repsymenis for

credits obtained from the socialist countries.

I3/ Economicheskoc Sotrudmichestvo Stran-Chlenov CEV, 1976, No. 2, page 27.
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%- The agrecments of Iraq and Mexico with the CMEA were concluded with due

conasideration for Lae specific conditions wiich prevailed in Le co-operation of ’
each of the two cauntrier with the CMRA.  Thus, the agreement with Truq wao

primarily intended to promote further the already broad, varicd and sound trade

and economic relations between thin country ami the CMEA, whercan the agreement <
with Mexico wan the outcome of a mutual desire Lo nel up the framework for the

fnmitial impetus for the expancion and diversification of econmme co-operation in

variour fields, includin industrial co-operation between Lhe purtners, which

ar yet wore oniy moderately doveloped,

7?. Both the agreements provide for the setting up of mixed comissions to

study the posuibilities for miitilaternl co-operation of respeclive countries

with the CMEA in the ficlds of mutual interest of the partpera. In the framework

of these commusions 4 mumber of working groups dealing with specilic hranchen of
co-operation have been establinhed.  The first recults of the working groups'

activity indicate that there wre considerable opportunities for the development

of the two countries' co-operation with the CMEA.  For csample, dnring the first

meeting of the working group for the oil and pas 1ndustry of the CMLA-lraq

Joint Commissnion, which wiaz held in 1977, the cone hinion was reached by the

participating sides Lhat there were wide opportunities for Lhe participation

of the CMEA member countries in prospecting and dvillang for o1l and gas, and in |
the conntruction of oil pipetines and refinerics in lraq on a multiloteral basic.

¥8 Many new advantagoes miy be derived by the developing countries from the

industrial cu-opcration invelving partners {rom the third wortd countriern,

developed markel-cconomy countries and gocialisi countries of Eastern Europe,

or po-called Lripartite industrial co-operation. This form of co-operation has

received a new impetus frem Lhe political détente between Lhe sociatint countries

of Eastern Furope and the developed market-economy countries.  An important step

in this direction has been made by the Confercnce on Securily and Co-operation in |
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Burope (CSCE). The basic principles of relationshipe between participating statea,
as formulated in the Final Act of the CSCE, in view of their universal character,
are of a much wider application. Specific refercnce was mode in the Final Act

of the Conference to the interestc of the developing countriea throughout the
world which should be taken into account by the participating atnies., The
development Of Kaust-Went economic relations provides a number of additional
opportunities for the expansion of East-South, West-South ae well as tripartite
links.

3. Tripartite indusirial co-operation has brgun Lo develop significantly in
rcoent years. It has developed from, and largely relien on, the cxperience of
bilateral indusirial co-operation, The analysic undertaken by UNCTAD hos revealed
that by 1978 about 200 tripartite industirial co-operation drals have been
completed or were under implementation. About one-third of the identified

cases of tripartite industrial co-operation involved enterprises of more than

three countriea.

€ 0. The dintribution of eoffective projectn under consideratior Yy industrial
activity shows that manufacluring accounts for more than 80 per cent of nuch
projectns, with the rest falling within the eleciric power induuntry, mining,

transport induxtiries, etc. Further, the area of industrial activity covered Yy
tripartite industrial co-operation projects in sach developing country. is a
reflection of specific targets of specialization or of priorities in the
industrialization process of Lhe country concerned, which may also reflect partioular

advantages in terms of natural cndowment or degree of industrialization.



e —-

§/. As well as industrial co-operation involving partners from twu groups of
countries, tripartite industrial co-operation provides additional opportunities
for the development of trade and particularly coniributes to the development of
markets for exports of various items, including manufactures and scmi-manufactures
from the developing countries both to the socialist countries of Eastern Europe

and to the developed market-economy countries.

82. Concerning the possible future prospects in the deveclopment of industrial
co-operation among the developing countries and the socialist countries of Eaustern
Europe, it seems justified to state that this process will evolve along the lines
of both bilaterul and multilateral relations, with the further expansion of the
quantity of deve.oping countries involvec in it, as well as wilh the improvement
of the legal and institutional basis to facilitate various forms of industrial
co-operation. An additijonal argument justifying the expectations for the further
increase in industrial co-operation arrangements, results from the fact that the
achieved level of trade between the two groups of countries in terms of the share
this trade occupics in the over-all trade of the partners, cannot be easily raised
through the development of traditional trade among the developing and socialist
countries. New efforts should be made in all spheres of economic relations between
the partners from both groups of countries to promote trade flows in both directions
and first of all new initiatives should be undertaken in the area of industrial

co~operation.
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@ 4. The achievement of this target could be facilitated by the wider

dissemina'‘on of

information on the posmibilities of mutunl trade, cconomic, production, scientifie
and technical co-operation and exchange of the cxperience gained in the
implementatior of exisling forms of bilateral and multilateral co-operation in
relations between Lhe socialist countrics of bBastern Burope and both the
developing countriea and the developed markel-cconomy countries. A more
comprehensive approach should be taken by the developing countries and the
socialist countries of VFsstern kurope with regard to policive pursuved in' the
development of industrial cu-opcration, as well as in the ficlda of financing,
transfer of technology, markcling activity, elc.

®L4. An important role in the further development of trade creating industrial
co-operation among the developing countries and the socialint countrien of Eastern
Europc may be played b: the activity of recpective inbernational organizations,
and particularly by LRIDO and UNCTAD.

€S, The fourth sesmion of UNCTAD, held in 1976 in Nairobi, anderlined oncc more
the importance of tradc reclations amorn countries having !liffcrent economic and
social systems and specifically betweer the developing countrics and the socialist
countries of Hastern kurupe. lkicsolution 995 (1V) adopted by the Conference,
confirming the mandute ¢iven to UNCTAD in previous Gencral Aasembly recolution
1995 and UNCTAD resolutiors 15 (11) and 53 (111), put forward some new directions
in ihis field and recommended the developirg countries and the socinlist countries
to make additional efforis aimed at extending their mutual trade and economic
co-operation. 1n particular, the resolution recommended the socialist countries
of Eastern Burope to take steps to continue to co-operate in eelablishing
production capacities in the developing countries and to focus their efforts in
the sphere of cconomic and Lechnical assistance to the developing countries on
the development of productiorn forces, Lo co-operate wilh interested developing

countries with a view to aceisting them in arriving at a comprehensive solution



of major economic tasks and to join efforté in resolving these tanks, particularly
in areas where complewentarity in economic stiuclures ims apparei.i; assist
intercsted developing countrics in the developmenl of Lheir national resources,
elce Special reference wos made in the resolution to the problems of
multilateral cconomic co-operation amorg the developing couniries and countries
w1-mbers of the CMEA.
{5 Pursuant to this resolution, which has a long-standing character, the UNCTAD
secratariat har already undertaken a number of actions with a view to foatering the
Gevelopment of economic co-operation among developing countrien and socialist
countries of Eaniern Burope on a bilateral and multilateral hasis. One such
cction was the holding of an intergovernmental group of experin on trade opportunities
in favour of developing countries resulting from the impiementation of various
rultilateral schemen by the CMEA member countries. This gronp was held in
Cctober/November 1977 in Ceneva. The UNCTAD sccretariat had prepared for this
~=~wn g number of studica which contained a profound analynjs of the modern stage
of the mult:.-‘eral co-operation between the CMEA and its member countries and the
developing countries, as well as some direction wiLci wagntl v foliowed by the
participants in the furiher develiopment of thia process.
23 1t hao been underlined in the said studies that co-operation between socialint
cnd developing countrier is proceeding asgainsi a speciflc background. Alongside
istirction in Lhe levels of development it is a sphere of manifestation of
dirtinctions acsociated with the difference between the forms of ownership of the
wrins and instruments of production, syntems of adminintration and national
sconomic regulation (planned in socialist countrice and "mixed" in many developing
countriea, which stems from their multisectoral cconomies), the comparatively
ninor proportion of partnere in their trade with each other, the absence of a

long-ntanding record of co-operation and an inadecuate knowledge of the conditiona

of each other's ecconomic scene and potantial.
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9%. Due to the action of the above factors, the successful expansion of
multilateral co-operation between the said groups of countries, which ie
pivoted on principles of reciprocal aivantage and consid~ration of the

; specific interests of the developing countries, cannot be ensured by mechanical
oopying of economic instruments which operate in the market-economy systes.
Apparently, this object is to be attained by the creation of a epecifio
mechanism of eoonomio co-operation betveen countries with different levele
of development and different social structures, which reflects the
distinctions of their eocio-economic and political etructure and their
position in the world economy. In other worde, both eidee face the
necessity of taking a set of macro- and micro- economic Beasures that
would create a eituation conducive to large-ecale joint activity, contimued
perfeotion of the legal foundation and institutional mechanisa of
co-operation and reciprocal adaptation of national economic eystems.
$9. A considerable role could be played by UNCTAD in the diseemination
of information to the potential partners on the poseibilities of further
developing varioue forms of econoaic co-operation betveen the two groupe
of ocountries. In this respect, the t chnical assistance project in the
field of trade with th socialiet countries, carried out in 1975/76 by
UNCTAD in co-operation with UNDP and the United Nations regional commieeions,
could be mentioned. More than 100 senior officials from 63 developing
countries participated in this project, the objectives of which were to
enable them to broaden and deepen their knowledge of the trade policies,
modalitiee and practices in the socialist countries, and identify practical
opportunitiee for further promoting sutual trade. This project wae also
useful from the point of view of furthering other forms of economic

co-operstion between socialist and developing countriee, including

induetrial co~-operstion
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Q0. at presant a similar new technicul assistance project is being
initiated by UNCTAD, with the main target of fostering the economic
development of ¢ 'veloping countries thrc gh the expansion of their trade
and economic co-operation with the socialist countries of Eastern Europe.
Q/. In its activities aimed at the developuent of trade and economic
relations between asocialist countries of Eastern Europe and developing
countries, UNCTAD is ready to co-operate with other United Nations bodies.
As concerns the field of industrial co-operation between these two groups
of countries, it seems that the strengthening of contacts between UNCTAD

and UNIDO could facilitate the further development of this co-operation.
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