G @ | TOGETHER

!{’\N i D/? L&y

=S~ vears | for a sustainable future
OCCASION

This publication has been made available to the public on the occasion of the 50" anniversary of the
United Nations Industrial Development Organisation.

’-.
Sy
B QNIDQI
s 77

vears | for a sustainable future

DISCLAIMER

This document has been produced without formal United Nations editing. The designations
employed and the presentation of the material in this document do not imply the expression of any
opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development
Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.

FAIR USE POLICY
Any part of this publication may be quoted and referenced for educational and research purposes
without additional permission from UNIDO. However, those who make use of quoting and
referencing this publication are requested to follow the Fair Use Policy of giving due credit to
UNIDO.
CONTACT

Please contact publications@unido.org for further information concerning UNIDO publications.

For more information about UNIDO, please visit us at www.unido.org

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria

Tel: (+43-1) 26026-0 * www.unido.org * unido@unido.org


mailto:publications@unido.org
http://www.unido.org/




A
sl
2

2

lle2 e

i .

—
IS

I

N
On

I




. M e Distr.

LIMITED
UKIDO/IS.193

5 December 1330
UNITED BATIONS, INDUSTRIAL

DEVELOPMENT ORGANIZATION English

THE INDUSTRIAL DIVISION OF LABOUR BETWEEN
THE EUROPEAN CENTRALLY PLANNED ECONOMIES

AND DEVELOPING COUNTRIES *

Prepared by the
Global and Conceptual Studies Branch

Division for Industrial Studies

UNIDO Working Papers on Structura) Changes

No. 28, November 1980

J
>

1937

# This document has been reproduced witiout formal editing.

The designations employed and the presentation of the material in this docume¢nt do not
imply the expression of iny ¢pinion whatsoever on the part of the Secretariat of the
United Nations concerning the lagal status of any country, territory, city or area cr
its authorities, or concerning the delimizatiun of its frontiers or boundaries,

80-46552




1.1
1.2
1.3
1.4

2.1
2.2
2.3
2.4

3.2
3.3
3.4

3.4.1

3.4.2
3.5

4.1
4.2
4.3

CONTENTS

Preface

PRESEXT STRUCTURE OF TRADE BETWEEN THE ZUROPHAN CENTRALLY
PLANNED ECONOMIES AND THE DEVELOPING COUNTRIES

General
Sectoral patterns of trade
GCeographical patterns of trade

Relative economic importance of trade flows

PROFILES OF PAST AND PRESENT INDUSTRIAL CO~-OPERATION
Main characteristics of industrial co-cperation

The transfer of rescurces

The types of trade agreements

The constraints in presem co-operation

CURRENT AND FUTURE TRENDS IN INDUSTRIAL CO-OPERATION

Global influences on industrialization and industrial
co-operation

Structural change in the centrally planned economies
Structura) change in the developing countries

Changing roles or the respective country groups in the
international division of labour

Co-operation between developed market economies and
developing countries

S.ructural change in East-West trade

Perspectives of trade hetween the cem rally planned
economies and the developing countries

EXPECTED PROBLEMS FOR CO-OPERATION BETWEEN THE CERTRALLY
PLANNED ECONOMIES AND DEVELOPING COUNTRIES

Implications of expected changes for co—-operation
Prospectes in irdustrial co-operation
Possible constraint . in indvstrial co-operation

SUMMARY AND CONCLUSIONS

23
23

25
26
27

27

28

33

33
36
40




Trade of CNEA countries with developing countries: 1965 to 1977

Trade of developing countries with CMEA countries, by
SITC comi.odity group: 1969 to 1976

CKEA exports to major developing r«gions, by SITC -ommodity
group: 1965, 1970 and 1977

CKEA irports from major developing regions, by SITC commodity
group: 19A5, 1070 and 1977

Major CKEA imports from selected developing countries: 1976

Developing country share of CMEA countries® trade: 1965 to 1977

Industrial trade of selected CMEA countries with developing
countriesg: selected years

11

13

14




PREFACE

This study was undertaken in the framework of the research programme of UNIDO on
industrial redeployment and structural change. This programme constitutes a surveillance
of the international industrial restructuring process, aiming at highlighting pertinent
trends in industrial development nationally and interrationally. By identifying the factors
that determine structural changes and indicating the likely direction and possible
implications of the restructuring process, uncertainties and rigidities in this process

- might be reduced and a basis created for a forward-looking conception of industrial

co-operation hetween the developed and the developing countriec.

In this study an initial attempt has been made to present scie major features of tre
relationship between the FEuropean CMEA countries and deveioping countries in the field of
industry with particular attention being paid to the possibilities of furthering co-operation
by bilateral agreements at the State level, and region to region co-operation in the light
of changes in the global trading envirpnment. The study is expected to be followed by a
series of other analyses of the region. It should be notad that in this paper the terms
Buropean CMEA countries, centrally planned economies or socialist countries are used
synonymously to denote the following countries: Bulgaria, Czechoslovakia, German

Democratic Republic, Hungary, Poland, Romania and the US3SR.

The study was carried out by Dr. Béla K4idir, Head of Department at the Institute of
World Economics, Hungarian Academy of Sciences, Budapest, as a UNIDO consultant in

co-operation with the UNIDGO Secretariat.




1. PRESENT STRUCTURE OF TRADE BETWEEN THE FUROPEAN CENTRALLY PLANNED
ONQOMIES AND THE DEVILOFING COUNTRIES

l.1 General

The experience of recent years has shown that structural development has become a key
issue of co-operation between centrally planned (CMZA) economies and the developing count-ies.
The importance of the problem can ve explained by the almwost simultanecus appearance of a great
number of factors. In the last decade, rearrangement processes have taken place in the world
economy and a new stage of intern.tional economic relations has started toc emerge. This new
era in the world economy whose effects can be felt in every sector of world trade (thus also,
preserit relations between the Euws opearn cemtrally planned economies and the developing countries)
came about largely as a result of an acceleration of international structural changes. Such
general factors should be taken into account because their impact is reflected in the evolution
of present structures of trade between the European CMEA countries and developing countries.

The heritage of historical development cannot be disregarded in any phaue or sector of the
universal economic development. The strong economic and political ties binding the developing
countries to the former colonial powers, and the international political climate in the years
following the end of the Second World War, limited the size of labour forces as well as the more

advanced forms of division of labour between the two groups of countries.

Before the Second World War, the European CMEA countries - the German Democratic Republic
and Czechoslovakia excepted — belonged to the group of less—industrialized or semi-industrialized
countriejl. During the quarter of century following the end of World War II, the decisive share
of their demand for primary goods and light industrial products was covered within the intra-
regional division of labour. .a the fifties, some 60 per cent of tne extra-regional exports

of CMEA countries comprised unprocessed raw materials and foodstuffs.

It is obvious that the development of the CMEA countries in the last 25 years, although
rapid even by international standards, could nevertheless only partly elimirate the evolutionary
drawbacks., These countries are placed about middle on the international ranking list in respect
nf their economic development and per capita national income level. Specific features connected

with development levels are also reflected in the present trade structures of the CMEA countries.

Structural characteristics of trade among countries having differen* =r nomic and social
systems, resulting frcn the different functioning and overall management s stems of the economies
of countries with socialist economic planning and developing market econom.ess, respectively,
cannot be neglected. The economic sys'.em of the CMEA countries is based on public ownership
over the mesns of production and planning of the national economies, including their eyternal

economic relations, Enterprises established under the circumstances of market competition could
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only cperate less efficiently and often felt lost under the conditions of a planned economy,
while the socialist enterprises, accustomed to the atmosphere of central management and price
stability, were unsure of themselves in conditions of market competition and cyclical
fluctuations.

Problems of co-operation resulting from the differences in the s/stems of control and
sanagyement are relatively less important when the overwhelming part o, mutual supplies invclve
raw materials: foodstuffs or industrial products for end-use; and when the essence of economic
relations is foreign trade., The picture will change if, as a result of economic developaen'. and
technological-structural transformation, economic co-operation grows out of the framework of
simple commodity exchange. Foreign *rade then becomes an elament of a comprehensive system of
so—operation in technology, science, finance and marketing. Investment gouds as well as other
technical products requiring more complicated forms of co—op :ration will then develop within the
framework of foreign trade. The higher development level also postulates, at the same time,
more u,~to-date forms of the international division of labour and the development, manufacturing
and sales of more-advanced investment goods. Trade in consumption goods also requires closer
co-operatior between the partners; occasionally even requiring organizational links. Therefore,
at a higher level of economic development, the identity or divergence of the systems of control
and management influence the structural characteristics of co-operation to a much greater extent
than ir earlier historical periods,

The character of 2conomic policy also has a !structure shaping' effect. After the Second
World War, economic :o-operation was not stimulated by the character of development strategies,
Due to various factors operating &t the time, a number of developing countries tried to realize

inward-looking economic growth, basing industrialization on import substitution.

Partly in consequenc~ of the carrying-over of experiences obtainei in the restricted inter—
natiorial economic relaticns between the wars, and partly in response to political embargoes, the
CMEA countries shaped their development strategy in such a way that it should serve tle realiza-
tion of the wideat possible internmal or regional autarchy for nearly twenty years. Under such
circumstances, national cconomic plans did not advance specialization according to the require-
ments and possibilities of a world market which was exposed to cyclical fluctuations and full
of hostile pnlitical interests. This development concept has been modified only during the last
decade, mainly under the influence of factors governing the economic development that had been
aclieved by the end < ihe sixties - as well as the spreading spirit of détente, The develop-
ment strategies of the CMEA countries have increasingly relied on considerations of external
economic factors, The rates of growth of their foreign trade exceeded susstantially the rates
of growth of their national incomes, and within that framework, the trade with countries having
diffecent economic and social systems has had a more than average dynamism, Similarly, from the
second alt of the sixties, a growing number of developing countries have relied to an increasing
extent on widening their participation in the international division of labour,




The conceptusl framework of the strategies of economic co-operstion between cenirally
plarned economies included a number of specific priorities closely related to the acceleration
of international processee, and the syster of conditions and requirements comnected with tkhem.
From the point of view of CMEA countries, the principal aim of this co-operation was to
accelerate world social and political development. Accordingly, the economic functions and
trends of the general economic relationships, and particularly industrial co-operation, were
aimed primarily at:

- reducing the unilateral external ecanomic dependence of the developing

pariner countries,

= tiransforming and modernizing the monocultural economic structure inherited
during the historical devclopment of African, Asian and Latin American
countries,

~ establishing economic capacities directly promoting improvements of the
situation of the broad masses.

The developing countries were mostly interested in those advantages of co-oneration with
CMEA couwrtries which were connected with their technological and structural modermization; the
easing of their foreign exchange strains; and the strengthening of their bargaining powers
against some big powers and trans-national corporations. At the same time, economic co-—operatim
betwern the two country groups also stimulated the structural developrent cf CMEA exports. This
was perticularly noticeable in the expansion of engineering products. Imports from developing
countries, on the other Land, have increasingly iontributed to the diversification of the supply
sources, the development of the industries requirirg considerable import inputa and the improve-
ment of the domestic supply situation for these CMEA industries., The interests of the two
country groups in furthering econowic co-operation was far from being conflicting. In most
cages it was quite identical, wnich created adequate stimuli for the intensification of trade

relations,

1.2 Sectoral Patterns of Trade

The first signs of a new growth period in the world economy and international division of
labour appeared in the second half of the 1960s. It, therefore, seems expedient to axamine the
development of structural patterns on the bas.s of changee from 1965 on.

The substantial increase of trade between the two country groups illustrates, in quantitative
terms,the growth and spirit of economic co-operation. The annual average growth rate of the
overall trade turnover between the Furopean centrally planned ecanomies and the duveloping
countries grew by 9.6 per cent hetweer 1965-1970, 18.1 per cent in the period of 1970-1975,

9,1 per cent in 1976 and 14.5 per cent in 1977.
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TABLE 1: ‘I'RADB. JFP CMBA COUNTRIES WITH DEVELOPING COUNTRIES: 1965 TO 1977

($ ~illion)
1965 1970 197€ 1¢717
CMEA orts
Bulgaria 94 187 58 Bl
Czechoslovakia 358 510 999 1,163
Germany DR 224 340 830 699
Hungary 150 0P 638 834
Poland 232 32 1,163 1,295
Romania 88 235 1,308 1,330
USSR 1,626 2,948 7,902 10,713
TOTAL 2,772 4,75 13,363 17,015
CMEA Imporis
Bulgaria 84 138 405 4
Czechoslovakia 301 378 826 1,002
Germany DR 230 291 1,056 1,175
Hungary 148 246 629 755
Poland 277 260 194 1,135
Romar:a 69 169 1,225 1,200
USSR 1,328 2,011 6,851 7,640
TOTAL 2,437 3,493 11,786 13,328
* fob value

Source: UNCTAD Statistical Review of Trade Am Countries Havi
Different Economic and Sociel Systems, ’I'D72437Supp.1, 1979.

Trade between the two groups of couniries was an active sector of internmational trade
during the period in cquestion, Teken as a whole, trade expansion in this sector exceeded the
rates of growth of both CMEA overall trade and intra~CMEA trade. Indices of total turnover
show that the value for 1977 was nearly six times the base value of 1965 in trade between
centrally planned economies and developing countries, nearly seven times greater in East-West
trade (stimulated by détente), 4.} times greater in CMEA intra-regional co-operation, ana six

times greater in World trade.

The increasing involvement of both CMEA member siates and developing countries in inter-
national economic relations has been adversely affected during recent years hy uncertainties
prevailing in the world economy. As a consequence of cyclical and structural adjustment problems
of many developed market economy cowntries, the growing protectionist trends and discriminatory
measures in these countries, exports and general economic development of both developing
countries and CMEA planned economies are unfavourably influenced, particulsrly those which are
most foreign-trade~rensitive, Although these trends stimulate both country groups to intensify
long term mutual trade flows, they can create temporary, short term problems in ecosnomic
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co—operation between the two country groups. The share of turnover between CNEA countries and
developing countries represented 1.3 per cent of world trade in 1977 compared with 1.4 per cent
in 1965.

Althcugh in the active trade between CREA countries and developing countries the balance
has constantly favoured the ceitrally planned economies, one has to comeider that this trade
imbalance results, in part, from the increasing CMEA exports of investment goods delivered on
a long term credit tasis for the implementation of development projects in African, Asian and
Latin American countries, It should be noted that, within the overall trade balance, there are
marked differences among the equilibrium positions of the major developing areas trading with
the centrally planned economies. The CMEA courntries have a traditional advantage in their trade
with Africar. and Near .East countriea. At the same time, there is a structural trade deficit for
them in the economic relatione with Latin America and an emerging trade deficit with some Asian
countries in the 1970s. The ratio of CMEA exports to imports in Latin American trade was 0.85
in 1965 and only 0.65 in 1977. CMEA eiports to other Asian countries covered, in 1977, only0.74
per cent of their imports from there, compared with a relative trade equilibrium during the
sixties. Equilihrium positions hetween resp.ctive countries show even wider dispersion from
global averages and lead to the conclusicn that the overall trade balance positions of the last
10 to 15 years cannot be taken as a guide for the future of trade relations between the Buropean

centrally planned econcnies and developing countries,

Due to recent economic development and intensification of economic co-operation in the
developing countries and centrally planned economies, substantial changes have been taking place
in the commodity structure of their mutual trade (see Table 2),

Although the acceleration of structural transformation in the world economy has demonstrated
that aggregate structural indicatore are inadequate tools for dencribing economic proccsses, the

direction of changes indicates an extension of co-operation between the two country groups.

The data of Table 2 show that the aggregate structure of the exports of CAEA countries to
developing countries has not changed substartially since 1965, The changes alter 1973 are due
to changes in relative prices. The share of industrial products in CHEA exports amounted to
75.6 per cent in 1965 and 66.4 per cent in 1976, i.e., it was higher than average in international
trade. From the structural point of view, CMEA exports can be considered as developed country
exports because they include a high proportion of machinery, products of engineering industries,
and other producte with a relatively high degree of processing, In the long term, a marked
downward trend can be registered in the share of industrial ¢ nsumer goods and semi-finished
producis, in which categories the developing countries increasingly satisfy their demand through

internal production or through imports from other developing countries,

Structural changes in the pattern of trade are basically concentrated on the imports of the
EuropeanCKEA countries from the developing countries. Primary products represented 76,1 per cent
of CMEA imports in 1965 and 73.2 rer cent in 1Y76, despite substantial changes in relative prices.
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TABLE 2: TRADE OF DEVELOPING COUNTRIES® WITH CMEA COUNTRIES, BY SI'PCb COMMODITY GROUP: 1965 to 1976

(per cent)
1965 1970 1973 1974 1975 1976
Developi Count orts
0,1 Tood, beverages and tobacco ) 43,2 39.7 37.0 37.2 40.6 38,4
2,4 Crude materiales, oils and fats 32.7 .7 23.4 23,0 16.7 16.0
{ excluding fuels)
3 MNineral fuels 0.2 1.5 9.) 12.2 16.1 18.8
56,8 Chemicale and wmanufactured goods 17.1 22.9 24. 23.1 21.6 20.4
Machinery and transport equipment 6.8 5.2 9S4 4.5 5.0 6.4
0-8 TOTAL 100.0 100.0 100.0 100.0 100.0 100.0
]
Developing Cowntry Imports o
'
0,1 Pood, beverages and tobacco 9.2 10.1 13.8 16,3 11.7 11.0
2,4 Crude materials, oils and fats 5¢3 6.5 7.8 9.7 7.6 T4
{ excluding fuels)
3 Nineral fuels 9.8 T.0 8.7 13.2 14.1 15.2
56,8 Chemicals and manufactured goods 33.1 3.2 28. 0.1 29.9 26.8
1 Nachinery and transport equipment 42.6 45.2 41.3 0.7 36. 39.6
0-8 TOTAL 100,0 100.0 100.0 100.0 100.0 100.0

a Yugoslavia is included with -leveloping countries
b Standard International Trade Classification

Source: UNCTAD, Statistical Review of Trade Among Countries Having Different Economic and Socisl
Systems, TD/243, 1979.

SITC Commodity Groupss

0 PFood, live animals 3 Mineral fuels 6 Manufactures
1 Beverages, t.obacco 4 Animal & vegetable oils and fats 7 Machinery and equipment
2 Crude materials, inedible 5 Chemicals 8 Miscellaneous
(excl. fuels) 9 Commodities (not classified)
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Changes have also occurred in primary products. Prior to tne seventies, the CMEA countries did
not import any noteworthy quantity of mineral fuels from the developing countries. As a con-
secuence of the evolution of the intra-regional supply situation, as well as the incrsuas . ng
co-operation with oil-pruducing countries, a considerable part of the incremental cil demand in
CMEA countries is being covered by imports from developing cuuntries. Tuus nearly one-fiftn

of CMEA imports consists of mineral fuels and related materials.

Structural change can be noticed in the increasing industrial exports and diversification
of the range of goods produced by developing countries, Derpite the fact that changes in the
relative international prices affected most adversely the low—skill-intensity producte of light
industries and some electro-industry branches, the share of industrial products in CMEA imports
from developing countr:es increased from 23.9 per cent to 26,8 per cent between 1965 and 1976.
This share in value terms amounted to 34.3 per cent in 1972, indicating the extent of the price
effect on the commodity composition of CMEA imports. Diversification within the category of
industrial imports is illustrated by the fact that, besides the traditional light industry
products, an increasing number of non-tvaditional industrial iiems, such as electrical equipment,

metaliurgical and pharmaceutical products, have tended to occupy a greater snare in these exports.

The analyeis of the aggregate structural indicators shows that there is a certain structural
imbalance between exports and imports in the trade between centrally planned economies and develop-
ing countries. This imbalance partly reflects the obvious differences in the general economic,
techriological and organizational level between the two country groups, not to mention those
driving forces of the division of labour which stem directly from different-factor endowments.

It should be nots~d, however, that the trade imbalance is decreasing. At the same time, the share
of industrial products in the exports of developing countries is higher in their trade with The
CMEA countries than in their total industrial expcrts (197€: 18,5 per cent), The growth and
increasing diversification of uMEA industrial imports from developing cov.iries demonstrates that
the industrial division of labour is an increasingly vital part and driving force in economic

co—operation,.

Naturally, the CMEA member countries are far from being homogenous as far as their stage of
economic development, industrialization, structural charactecistics, economic size, and foreign
trade sensitivity is concerned. Differences in these matters explain various patterns of trade
evolution as well as being structural indicators of the member countriest! trade with developing
countries., The SITIC statistics do not give the full picture of trade with all developing

countries, some of which use their own commodity classification.

Nevertheless, the available data reveal that the share of machinery and transport equipment
in exports to developing countries amounted to 51 per --nt for Czechoslovakia, 315 per cemt for
Hungarv, and 29 per cent for the USSR, Chemicals represente’ about } per cent in Czechosl>svakian
and Soviet exports and some 10 per cent for Hungary. The share of other manufactured goods
amounted to 35 per cent in CzechoBlovakian, some 10 per cent in Hungarian, and more than 8 per
cent in Soviet exports, Smaller CMEA countries, having fewer natural resources, necessarily rely

more on machinery and other industrial products in their exports.
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As to the imports from developing countries, machinery and transport equioment represented,
in 1978, more than 14 per cent in Czechoslovakian, some 7 per cent in Soviet, and 4 per cent in
Hungarian purchases. Chemicals amounted to some 2 per cent in Czechoslovakian and USSR imports,
4 per cent in Hungarian imports, whilc the share of other industrial products anounted to 22 per
cent ir Csechoslovakian, 18 per cent in Hungarian, and some 4 per cer* in USSR imports. In the
Romanian imports, nachinery anu transport equipment and chemicals amounted to about 3 per cent
each, and indusirial consumar gcods amounted to 1l per cent in 1977.

It is worthwhile to consider that the degree of industrial division of labour is more
important in econom.c co-operation be:iween the smaller and traditionally more industrialized
planned economies and the developing countries. Or the other hand, imbalances in the trade
gtructure is less pronounced in the trade relat: ons between the USSR ana the deveioping countries.
In 1976, the ratio of Soviet imports of industrial articles from developing countries represented
0.61 of USSR industirial exports to developing countries, i.e. in these product categories, industry
was a substantial foreign-exchange earner for the developing countries. This ratio excluded
machinery which had an export-import ratio of 1.64. In industrial trade with Czechoslovakia, the
export-import ratio with developing countries amounted to 0,37, and for Hungary was 0.34. In each
case examined, the balance of industrial trade is more favourable to the developing cruniries than

is their trade with developed market ecnromies,

1.3 Geographical Patterns of Trade

The product comvosition of trade flows according to major areas and countries, tc some extent
riflect the economic structural characteristics of the irading partners.

Some shifts in the geogruphic pattern of trade has occurred amongst the European CMEA countries
(see Table 3). Between 1965 and 1977, the share of the USSR increased from S9 per cent to 63 per
cent in total CMEA exports to developing countries, and from 5] per cent to 58 per cent in imports;
that of Romsnia from 3 per cent to 8 per cent in exports, and from less than 3 per cent to 9 per
cent in imports; at the same time the share of Czechrslovakia decreased from 13 per .int to less
than 7 per cemt in exports, and from 12 per cent to less than 8 per cent in imports. There was
a less-marked decreise in the relative shares of the German Demo: ratic Republic, Hungary and
Poland. These changes affect structural perameters in a sense, since some CMEA countries with
diminishing relative shares have a higher degree of division of industrial labour with deveioping

countries than the average for CMEA countries.

Trade between the European centrally planned economies and the African, Asian and Latin
American riugions is also infiuenced by the increasing ec.nomic differentiation within the group

of developing countries.




TABLE 3: CMEA EXPORTS T0 NAJOR DEVELOP..C EGIONS, BY STTC COMMODITY GROUP: 1965, 1570 and 1977
(US $ million)

SITC Group
0,1 2,4 3 5 6,8 1 0-8
Africa 1965 43 3 3 26 145 310 610
1970 110 56 66 39 25 390 816
1977 375 riy 205 169 517 891 2,434
Latin America 1965 100 48 105 A3 100 195 590
1970 135 64 9 50 170 355 865
1977 400 167 747 185 449 1,133 3,081
Near-East 1965 3 23 6 8 100 68 235
1970 63 42 9 29 220 410 173
1977 296 142 90 176 761 1,592 3,057
Other Asia 1965 29 10 44 36 155 365 650
1970 21 8 23 62 115 235 464
1977 34 67 301 150 148 509 1,209
TOTAL 1965 05 115 195 115 500 940 2,090
1970 33 70 190 180 720 1,390 2,960
1977 1,106 593 1,344 681 1,934 4,125 9,780

Sources UN Monthly Bulletin of Staiistics, various issues
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The data reveal that CMEA exports to the Near-East show the greatest increases. The share
of the Near-East markets increased from 11 per cent to 31 per cent between 1965 and 1977. The
export performance of CMEA countries in Latin America was also above the developing country group
average. There lg a considerable decrease in the relative share of the African and Other Asian
(mostly countries of the Indian sub-continent) markets despite the expansion of CMEA exports tn
such oil-producing countries as Algeria, Libya and Nigeria. The share of the Near-East in
CMEA machinery «xports increased from 7 per cent to 38 per cent, and that of the Latin American
markets from 20 per cent to 28 per cent, whereas the market importance of the Other Asian countries
decreased from 3l per cent to 12 per cent, At present, the commodity structures of CMEA exports
are most advanced in the Near-East area, where machinery represented 52 per cent of the exports
in 1977, compared with 29 per cent in 1965. For the expansion of industrial exports of CMEA
countries, there is an addilional problem in that their previously biggest industrial markets
(the African and Other Asian countries — where the average share of machinery represented more
than 50 per cent in the sixties) have a below-average trade growth. Due to the different level
of industrialization, the share of manufactured produrts is higher in exports to the Near-East
(25 per cent in 1677) and African countries (24 per cent), compared with Latin American (15 per

cent) and Other Asian (12 per cent) countries.

The dispersion of the struciural parameters of CMEA imports from developing countries is

more considerable (see Table 4).

Similarly to the patterns of exports, CMEA imports have tended to concentrate more on the
Near-East and Latin American regions. The share of the Near-East region in CKMEA imports from
developing countries increased from 6 per cent to 24 per cent, and that of Latin America from
38 per cent to 45 per cent vetween 1665 and 1977. At the same time, Other Asian countries
accounted for only 16 per cent in 1977 compared with 31 per cent in 1965. Regional pecialization
in imports is reflected in the fact that, in 1977, Latin America represented some 76 per cent of
CMEA agrarian imports from developing countries, Near-East 87 per cent of CMEA mineral fuels
imports, and Other Asian countries 45 per cent of the CMEA industrial imports., The other side
of this regional specialization is that more than 80 per cent of .mports from Latin America
consisted of fcod, beverages and tobacco, and basically, agricultural raw materiale (fodder as
well as various tropical food products), For the Near-East countries, more than 75 per cent was
represented by mineral fuels, whereas in the African ani Other Asian areas, more than one-third

of the CMEA imports was comprised of various industrial raw materials.

The growth of industrial imports is also largest in the Latin American and Near-East areas.
The value of CMEA industrial imports has increased more than 26 times from Latin America, nearly
10 times from the Near-East, but only 4 times from Africa and less than 5 times from Other Asian
countries., However, due to the low initial level of industrial division of labour, industrial
articles represented, in 1977, less than S per cent of imports from Latin America and the Near-

East, whereas they accounted for 3) per cent of CMEA purchases from Other Asian countries.




TABLE 4: CMEA INPORTS FRM MATOR DEVELOPING RECIONS, BY SITC COMMODITY GROUP: 1965, 1970 and 1977

(US $ million)

SITC Group
0,1 2,4 3 5 6,8 7 0-8
Africa 1965 115 260 3 3 13 - 455
1970 270 375 M 25 185 4 890
1977 545 5% 172 45 253 - 1,565
Latin America 1965 570 115 - 1 1 - 6v3
1970 850 240 - 14 10 - 1,114
1977 3,810 519 23 19 185 5 4,623
Near-East 1965 X T4 - € 7 - 117
1970 100 130 8 1 12 - 251
1977 193 262 1,829 2 25 2 2,407
Otker Asia 1965 170 290 - 4 105 580
1970 210 425 é 6 215 870
1977 490 535 n 37 464 28 1,626
TOTAL 1965 880 740 3 20 190 2 1,340
1970 1,430 1,170 48 46 420 8 3,122
1977 590317 1,927 2,095 127 997 M 10,221

Source: UN Monthly Bulletin of Statistics, various issues
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An analysis cf the geographical patterns by countries indicates that the trade between
developing countries and centrally plammed economies is rather concentrated. In the average of
the reriod 1965 to 1976, twenty developing countries accounted for nearly 90 per cent of the
overall trade turnover wi*: the CMEA countries. The concentration is even greater for the five
largest pactners (Cuba, Yugosiavia, Irag, Iran, India) which purchased, in 1976, some 50 per cent
of the CMEA exports and supplied more than 70 per cent of the CMEA developing country icports,

The geographic concentration is lese pronounced, although also considerable, in the industrial
division of labtour. One country, Yugoslavia, represented in 1976 one-third of CMEA industrial
purchases, while the share of the five largest industrial suppliers (Yugoslavia, India, Egypt,
Argentina, Indonesia) in total, was more than 50 per cent in 1976 (see Table 5).

The share 0. the five largest expsrters of manufactures amang developing countries is nearly
as high in CMEA imports as in the international ti1ade. The commodity patterns for the largest
developing partners, however, are not identical; such important industrial exporters as Hong Kong,
the Republic of Korea, Brazil and Singapore - representing aliogether nearly 50 per cent of
industrial exports ot developing countries — have only a small share in CMEA industrial imports.
The geographical patterns of industrial division of labour among centrally plarmed er nomies and
developing cuuntries indicate that the CMEA countrics contribute significantly to industrial
growth in developing countries, particularly those that have found it difficult to penetrate

the markets ot the developed market economies.

Besides Yugoslavia, which is basically an industrial exporter in CMEA, trade flows between
CMEA and many developing countries are already based to a considerable extent on the division
of induetrial labour. The share of manufactures in iotal exports to CMEA countries is higher
than 40 per ceat for Incia, Egypt, Indonesia, Pakistan and Bolivia; between 20 and 30 per cent

for Bangladesh, the 3yrian Arab Republic, Malaysia and Peru.

On the other hand, the relatively higher share of developing partner countries - being
"late--comer"” esporters, and sometimes on the periphery of the international division of industrial
labour, and having less erperience in industrial trade — represent, quite often, additional
difficulties in furthering and accelerating industrial co-operation between the two country groups.

1.4 Relative Economic Importance of Trade Flows

The indicators of relative importance reveal the size and character of economic interests
connected with the division of industrial labour between the European centrally planned economies
and the developing countries. In the total turnover of the CMEA countries, the share of the

developing countries increased from 13 per cent to 15 per cent between 1965 and 1977(see Tables 6, 7.

The relative importance of developing countries trade has increased for the Soviet Union,
Romania and Hungary in recent years. At the same time, for thepe countries and Czechoslovakia,

the relative importance of trade with developing countries is greater than for other CMEA countries.
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TABLE 5: NAJOR CMEA IMPORTS FROM SELECTZD DEVELOPING COURTRIES: 1976

USSR Czechoslovakia Ro-aniay Hungar;
India
Chemicals gg 5.3 0.4 0.3 7.6
Machinery < A 0.6 1.3 6.7
Cther efrs, (4 32.6 2G.4 6.5 22.4
SITC 5-8 (sm) 216 13 3 11
Zgypt
Chemicals (% 5e3 - na 2.2
Machinery (¢ - - na 4.0
Other mfrs. (€ 40.3 22,8 na 26.9
SITC 5-8 ($m) 198 16 na 8
Yugoslavia
Chemicals (%) 5.8 5.3 2.4 15.6
Machinery (‘13 36.3 42.8 36.9 21.7
Other mfrs. (€ 15.7 42.3 5.0 38.8
SITC 5~8 ($m) 684 249 45 91
Indonesia
Chemicals (% - - - -
Machinery §$ - - - -
Other mfrs. 9 84.5 3.0 na na
SITC 5-8 ($m) 11 4 na na
Argc_r_ltina
Chemicals 5% - 4.0 10.0 13.4
Machinery 9, - - - -
Other mfrs. (4 11.3 15.8 - 9.5
SITC 5-8 ($m) n 1 7 1
na -~ not available
mfrs - manufactures
$m - US$ millions

2/ CMEA classification, 1977 data

Source: UNCTAD, Stgtistical Review of Trade Among Countries Hav.ng Different Economic apd
Social Systems, 'I'D72437Supp.1, 1979
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TABLE 63 DEVELOPING COUNTRY SHARE OF CMEA COUNTRIES® TRADE: 1965 to 1577

(per cent)
1965 1970 1975 1976 1971
CHMEA mo_a'_h
Bulgaria 8.0 9.3 13.9 10.9 12.6
Csechoslovakia 13.3 13.4 12.9 11.4 11.9
Germeny IR * 7.3 1.4 1.6 7.3 1.4
Bungary 10.C 9.0 13.8 12.9°€ 14.4 ¢
Poland 10.4 9.2 10.5 10.0 10,5
Roesnia 8.0 12.7 20.9 21.3 18.9
USSR 19.9 23.0 21.6 21.3 24.0
CMEA orts
Bulgaria 7.1 1.5 6.7 7.2 6.7
Czechoslovakia 11.3 10.2 9.6 8.8 25
Germany DR * 8.2 6.0 7.0 8.0 8.1
Rungary ° 9.7 9.8 11.0 1.3° 1.7°
Poland 11.9 7.2 6.4 5.7 7.5°
Romania 6.4 8.6 15.4 20.1 17.1
US3R 16.5 17.1 19.4 18.0 19.0

a Estimated
b Imports c.i.f.
D.ts are not comparable with previous years because of different method of calculation.

Sourc-: UNCTAD, Stﬁirtécg Review of Trade Am% Countries Having Different Economic gnd
Social Systems, UpPp.ly




TABLE 7: INDUSTRIAL TRADE OF SELECTED CUMEA COUNTRIES WITH DEVELOPING COUNTRIES:

SELECTED YEARS

(per cent)

Chemicals Machinery Other mfra. Total
SITC 5 SITC 17 SITC 6-8 SITC 58
Exp. Imp. Exp. Imp. Exp. Imp. Exp. Imp,
CMEL 1965 11.3 0.0 15.7 0.0 9.2 0.0 12.5 .0
1970 12.5 2.4 15.6 0.1 8.8 5.2 12,5 .4
1973 10.1 1.9 11.8 0.2 7.6 5.1 10,1 2.2
1976 11.7 2.1 13.1 0.2 9.1 4.2 11.7 2.0
1977 14.7 2.1 13.3 0.1 9.6 4.4 12.0 1.8
Czechoslovakia 1976 6.6 4.0 11.8 3.5 12.1 11.2 11.8 5.6
1977 6.3 4.4 12.4 3.0 13.0 11.9 12,1 5e4
Hungary 1976 16.3 3.4 13.4 1.5 14.0 8.7 13.9 4.3
Ronanina 1975 4.6 9.0 270 2.2 12.0 6.0 23,2 3.3
1977 18.6 8.8 28.0 1.6 T3 4.4 19.9 2.3

a Commodities in Romanian trade are classified according to CMEA classification

Source: UN Nonthly Bulletin of Statistice, various issues;
Umm, ga.h;hca Review

)
\n




Due to the differing foreign trads sensitivity of the respectiva QWEA countries, the relative
mecrosconompic importance also differs; the value of exports to cdeveloping cowntries in 1977
represented some ) per cent of GNP ir Hungary, Bulgaria and Romania, 2 per cent of GNP in
Czechoslovakia, 1 40 1.5 per cent in the "aviet Union, Poland and the GDR.

As a consequence of the changing international price structure and increasing East-West
trade, the relative importance of the division of industrial labour with dev:loping countries
ja lowar than it is ia total trade and it has tended to decrease since 1965.

The relative size of CMEA industrial impcrts from developing countries reveals that there
is still congiderable room for further expansion and diversification of developirz countries!
industrial exports. On the other hand, the CMEA share of total trade with developing cowmntries
ia less than 5 per cent. A higher level of irade is therefore a pre-condition for the evolution
of mutual adjustment and internstionzl co—operation.

—
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2. PROFILES OF PAST ARD PRESENT TRDUSTRIAL CO-OPERATION

2.1 Hain Characteristics of Induetrial Co—operation

The tpecific characteristics of industrial co-cuperation between the two cowntry groups have
been carefully analyzed by irternational crganizetions and economic experts from the various
countries since the early sixties. Fxtensive and professionally high level literature on the

subject has become availadle during recent mcmths.-l

Due to tne lack of arequate and invernationally comparable statistical data on the subject,
this paper cannot systematically quantify the basic characteristice of industrial co-operation.

It merely covers the mcst relevant aspecias.

At present, the main field of industrial co-operation betwzen the twc country groups is
represented by the tranafer of CMEA technologies to developirg countiies within the framework
of econcmic and technical co-operation agreements. The European centrally planned economies
completed, by mid-1978, 2830 projects in dev:loping countries, and were engaged in more than

1200 projects in these countries.

The most important industry involved in thesc projects is power engineering, where some
650 electricity generating projects ha.e been completed in developing countries in co-operation
with the CMEA countries. The exploitation of mineral rescurces, requiring huge investments and
substantial financial resources, is also a priority fieid of industrial co-operation. Metallurgy,

particularly in the iren and steel industry, ranks third in importance.

The various branches of the engineering industries (motor vehicles, tractors, machine-tools,
electrical equipment) as well as snme agriculture-based industries (claughter-houses, sugar
refineries, etc.) were also included amrong the cc~operati-m priorities. The main areas of co-
operation with the developing countries refle-t certain specialization characteristics of the
respective CMEA countries, The USSR is a pioneer in developing hydro-electricity, mining, oil
and gas, as well as steel industrie3. Tke German Democratic Republic and Czechoslovakia specialize
in the mechanical and electrical industries; Hunga:'v specializes in some branches of the electrical
industry and in bauxite mining, pharmaceuticals and bus production; Bvlgaria has gained a market
share in developing countries by establishing agriculture-based and food processing projects;
Poland specializes in coal mining, shipbuilding, electricity-generating equipment; Romania
gpecializes in the o0il industry, fertilizers and wood processing. Forms of co—operation and

resource transfers however go beyond these lines of specialization,

Developing countries basically supplied the needs of the metallurgical industries and the

products of some light industries to the CMEA countries, Quite often, long term agreements

y See UNIDO documents Trade creating industrial co—operation between developing countries
and Socialist countries of Eastern Europe, TD7H0.29975; and Trade creating indugtrial
co-operation of the Soviet Union and the other “MEA countries with developing countries,
ID/WGC.299/9.
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provided for a pariial repayment in industrial products of the sngineering goods deliverea by
CMEA covntries. According to experience, such contracts were instrumental in increasing mutual
industrial trade, particularly for mucn-needed goods. The division of industrial labour between
the centrally planned economies and the developing countries is characterized by the exchange of
capital- and skilled labour-intensive products for labour- and natural resource intensive

commodities,

2.2 The Transfer of Resources

The character of the division of labour to some extent explains the type and magnitude of
the resource transfers. As countries with medium per capita income levels in international terms,
CMEA countries do not readily dispose of any capital surplus. Nevertheless, the commodity structure
of their exports to developing countries, besides contributing to the acceleration of the develop-
ment of their partners, generated an increasing flow of financial resources from the CMEA area to
the developing countries. The stock of long term development credits granted by CKEA countries
to the developing countries accounted for 5 billion roubles in 1965, and some 15 billion roubles
ten years later.l It is estimated that some 79 per cent of these cruvdits financed the tranafer

of CMEA technologies to the key industries of many developing countries.

In the external financing practices of the CMEA countries, granits are made only in emergency
cases: they are used mostly for education and health purposes. It should be emphasized, however,
that the conditions of credit (interest rates, vepayment periods, period of grace, repayments, etc.)
granted by the CMEA countries to developing countries are more favourable than those available from
international credit markets, and thus they include some grant elements. It could be added that,
from the beginning of the sixties, the new credit practices of the CMEA countries have favourably

influenced the international credit markets for the developing countries,

The desired product structure of CMEA exports to developing couniries requires that the trans-
fer of technology should contain not only the flow of equipment, but also the transfer of technical
knowiedge. One channel of thLis transfer is in the handing over of technical documents, solutions
to industrial problems or documentation of innovations, feasibility cr design studies, etc. to
the developing countries. Another channel of resource transfer is in the training of local experts
so that they can manage newly established businesses. According to information from the CMEA
Secretariat, over 40 higher educational and specialized secondary educational establishments, and
over 110 professional and technical schools as well as vocational training centres have been built
in developing countries., Training in the CMEA member countries has involved over 41 thousans
students, post-graduates and trainees from 108 developing countries. These students wer: studying
at higher and specialized secondary educational establishments. It should be pointed out that there
is no problem of "brain drain" from the developing countries to Eastern Europe. There is, if any,

a trerd in the other directiom.

l/ CMEA Countries in the System of World Economic Ties, Moscow, 1978.
T, quoted by the Secretariat of UNCTAD




It should also be emphasized that the present size cf the flow of resources to developing
countries must not be assessed only in quantitative terms. The comprehensive and co-ordinated
character of the CMEA flows, the planned channelling of the r¢sources to definite purposes
facilitates the maximization of the "structure-creating"” impact. In a number of developing
countries, modern industrial structures have been brought about within historically short periods

as a result of co-ordinated technological, financiai and product transfers from the CMEA area.

2.3 The types of Trade Agreements

Papers presented to or prepared in various UN organizations give a comprehensive description
of the types and rechanisms of the trade and co-operation agreements. Due to the mutual require-
ments, possibilities and interests of trade promotion, economic relations between the CMEA
countries and the developing countries have expanded in a framework of bilateralism. There is
no conceptual approach in CMEA countries which considers bilateralism as an everlasting, exclusive
arrangement with an edge of discrimination against third countries. The endeavours of regional
co—operation in the developing countries have not yet made possible multilateral co-operation
with any developing country group. The intra-regional co-operation of the CMEA countries has
only recently begun and is now at a stage where the conveniences and possibilities of multilateral
co—operation with third countries can be assessed. It seems that in the years to come, bilateraliem
will exnress more the specific national interests connected with expansion of trade relations,
stability of trade flows, easing bottle-necks in hard currencies, and diverting trade in convenient
directions., At the same time, some CMEA countries have started to study the possibility of co-
operating in industrial projects included in the regional agreements of some developing countries

and establishing joint ventures, the products of which would te marketed on a regional basis.

A much higher flexibility and diversity can be registered in payment arrangements usually
included in bilateral intergovernmental trade agreements. In the sixties, payments were generally
regulated by *clearing agreements!, Clearing agreements have proved to be quite instrumental in
opening up new trading opportunities in the initial stages of economic relations., At a certain
level and intensity of trade flows, payment in convertible currencies creates additional trade
and eliminates obstacles to more sophisticated forms of industrial co-operation. The share of
developing countries having payment agreements in convertible currencies with the centrally

planned economies has been more than doubled in the trade turnover between 1965 and 1977.

Besides the contractual frames of inlustrial co-operation, the organizational aspects are
also quite important. The public sector in developing countries was the basic pillar of co-
operation between the two country groups. A decisive share of public sector involvement as
partner is obviously favourable for the foreign trade enterprises of the centrally planned
econcmies - who can then create more favourable conditions for long term structural transformation
and more complex forms of industrial co-ocperation. On the other hand, experiences show that the

State trading sector in developing countries tends to have bigger requirements of external
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finencing due +o0 its uncertain budgetary background. State foreign trade in developing countries
shows a higher sensitivity to political or persomnel changes which might adversely affect the
continuity and atmosphere of co-operation. These circumstances explain, to some extent, why

the share of State trading partners has decreased in the trade turnover, and in the late seventies

does not represent much more than 50 per cent of it.

The changes in contractual, organizational and commodity siructures are closely correlated
with the expansion of mor~ complex forms of co-opcration at the enterprise level too. The trans-
fer of technologies, high-technology gnods, know-how, and the development of an intra-branch
industriazl co-operation, and business deals with high risks require, more and more, the organi-
zational integration of the co-operating enterprises. In recent years, joint ventures have
contributed much to promoting industrial co-operation. Hungary, Poland, Czechoslovakia and
Romania among the CMFA countries, and India, Iran, Irag, Brazil, Peru, Argentina and Nigeria

among the developing countries, have made the most use of these forms of trade promotion.

The size and character of business operations in some industries is beyond the capabilities
of some smaller CMEA and developing countries. In the sphere of inter—firm co-operation in
recent years, one can notice an increasing trend towards arrangements including more than two
partners from various countries. Enterprises from several centrally plammed economies have joined
forces to establish projects in developing countries, Tripartite cc-operation involving enter-
prises from developing countries, European centrally planned economies, and developed market
economy countries are being carried out in an increasing number of cases, At present, there are 200
of such tripartite projects in operation, The most active promoters of these projects include
USSR, Poland and Hungary among the CMEA countries, the Federal Republic of Germany, France and

Austria among the OFCD countries, and the oil-producing countries of the Third World.

2.4 The Constraints in Present Co-operation

The constraints of present co-operation reflect a great variety of background factors and
cover a wide range of economic activities. The first group of ccnstraints is connected with
deficiencies of development strategies in both country groups and the lack of adequate co-ordinating
mechanisms. Despite the dynamic progress of trade relations and the initial favourable results in
comprehensive co—operation in industrialization and planning during the first two decades of

industrial relations between the CMEA and developing countries, this co-operation:

- did not generally become an integral part of the long term economic development

plans of the CMFA countries because of political changes;

~ did not fully meet the requirements of the planned long term development of the
different ceveloping countries either, due to restrictions arising from the

decision-making structure of the system of economic management in the developing
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countries, and to the absence or inadequate implemen’ation in these countries of long

term ir ‘ustrial development plans;

- did not establish claser, modern and complex direct relations between industrial

enterprises of the CMEA countries and the developing comtries;

- it strengthened the role of the CKEA countries as industrial suppliers on the one
hand, and the role of the developing countries as purchasers of manufactured products

on the other.

As a result of rapid industrialization in some developing countries and as a consequence
of deficient industrial co-operation and lack of co-ordination between the two country groups,
the first problen. of a growing structural competitiveness started to emerge in the seventies.
Although the apparent complementaritv of foreign trade and economic structures of the two
couniry groups has been a basic element of the increasing co-operation, in the export supply of
certain industrial product categories (light industrial and electronic products) a growin,
similarity and competitiveness can be noticed. The lack of co-ordination in industrial develop-
ment policies and the o'erlapping in supply structures explain the low growth of CMEA cunsumer
goods exports to developing countries. This competition between the centrally planned economies
and the developing countries in the markets of developed market economies has certain consequences
for the relative market share and the relative price level of products in international oversupply.
This trend might even raise political issues if the sphere of competitiveness is widened by export

drives from transnational enterprises that have production bases in the developing countries.1

Certain constraints are connected with the sphere of industrial production. In the CMEA
countries, a number of industrial enterprises and industries do not yet have sufficient research
and production experience to develop and produce goods in tropical areas. The lack of climatic
adaptation in production or in components adversely affects the utility of, and the demand for,
the products. Conversely, the quality standard of many industrial products of developing countries
is not high enough to comply with CMEA requirements,

The worst bottle-necks can be found in the commercial sphere. "Late-—comer" industrializers
and exporters — as the CMEA and the developing countries are — generally cannot rely on a
historically developed and efficient marketing organization. Market organization becomes an
issue of primary importance if co-operation between countries or enterprises is based on the
division of industrial labour (particularly in the engineering industries). The trade in

machinery requires very close and direct contacts tetween the partners, adequate delivery of

l/ A draft paper presented to the Sofia meeting of senior experts on industrial co—operation
(4-9 September 1979) draws attention to the constraints stemming from the deficiences in
policies and high~luvel administration and planning expertise of developing countries with
regpect to the handling of conceptual, bargaining and implementation problems of more
complex co-operation projects. See UNIDO, Restructuring and Industrial Co—operation,
Draft 1, 17 August 1979,
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spare parts, after-sales services and maintenance of machinery, and further technicz. develop-

ment of the imported technologies.

The smaller enterprises of some small CMEA countries quite often find it difficult to
efficiently establish complex long-distance operations. Local representative agencies are also
generally inadequate for such development tasks. Local agencies “hat have good trade contacts
and riarket networks have usually already committed themselves to selling American, Japanese or
West-European products. FPurthermore, the development of local market organizaticns has often

been hindered in develoning countries “;ecaise of economic consideratians.

The picture of market organization by developing countries in the CMEA area is even less
favourable, Among the developing countries, only Yugoslavia, Cuba, India, and Egypt have govern-
ment trade representation in CMEA countries, and enterprise representation is v ry rare indeed.
In the increasingly competitive world trade environment, no substantial growth in industrial

exports can be expected without a well-functioning market organization.

The lack of an adequate market organization explains the relatively high and stable share
(15 to 30 per cent) of shippers and other foreign intermedia-y trade organizations in the total

turnover. Lesser industrial trade items are usually traded through Western shipping firms,

The information gap closely connected with conceptual institutional and organizational
problems is also one of the biggest obstacles to industrial co-operation between the two
country groups. The acceleration of changes in technology, economic development, and changing
market situations is much more pranounced in industry (particularly in the engineering industry)
than in any other economic sector. An intensive and rapid flow of technology, production, marketing,
etc., ir.formation is a basic element and requirement of the interrational division of industrial
labour. This is even more urgent for the CMEA countries because of the lack of a historically
developed traditional co-operation system. In recent years, the CMEA countries have extended
their market studies and advanced .ade-promotion techniques. However, the intensity of trade
information flows can still not be considered satisfactory. The trade advertising and macket
research activities of developing countries are in a very initial stage or are non-existent,
The level of information on the intricacies of marketing available it~ traders and manufacturers

in developing countries is, therefore, far from adequate.

As a consequence, the information gap is quite wide open with respect to trade and co-
operation opportunities arising in the markets of the partner countries. The possibilities of
information exchange through comsultation, seminars, study trips, etc. organized by some inter-
national organizations have not been fully exploited either. The information area, which is
considered by many scientists as basic to economic development has lagged behind, rather than
led international industrial co-operation.
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3. CURRENT AND }FURTHER TRENDS IN INDUSTRIAL CO-OPERATIOR

Before analyzing the volume, structure and direction of industrial co-operation between
centrally planned economies and developing countries, it may be expedient tn summarize the
most relevant glebal and regional trends affecting future industrialization and international
co-operation patterns, Development and trade nowadays must increasingly be seen as an integral
part of global processes. Development brings along with it stru~tural changes, not only :in

national economies, but also in the internmational economic system,

3.1 G’ obal Influences cn External Conditions of Industrialization
#nd Industrial Co-operation

The processes that have been ripening for several years in world ecoaomic development and
the international division of labour, erupted with explosive force in 1973-74, producing a
lasting change in the "business environment” for industrial development. The growing inter-
nationalization of industrial development and the rapid intensification of the international
division of labour increared the role of eryternal factors in the rate, direction and efficiency
of industrial development. The increase in the significance of external factors is related to

factors appearing on both the side of use-demand and on production-supply.

Statistics show that, Bince the early seventies, there has been a world-wide decline in

the growth rate of demand for manufactured goods.

The annual 1verage growtih ratz of industrial demand in the developed market economies
and the CMFA countries is at least 1 per cent lower than the average for the period from 1960
to 1974. An increase in the growth of consumption can enly be found in the average for the
developing countries, In the seventies the expansion of demand was held back in many countries
by deteriorating external currency deficits, Increased budgetary deficits in recent years are
reducing the earlier demand-induced growth rate in public spending, while, over the past decade,
the stagnation of private capital investment in response to increasing State intervertion is

having the same effect on the capital goods market.

Demand in the developed market economies is steadily shifting towards the services mector:
a process that has begun in the more industrialized socialist countries also, It is only in the
developing countries that the demand for manufactured goods is a carrier of economic growth.
Parallel with the transformation of the structure of consumption, ;~owing differentiation can

also be seen in the growth, by product group, in the demand for manufactured goods.

There have also been important changes in the regional structure and dynamics of the import
demand for manufactured gocds. The industrialization of the previously *_as-developed socialisat
eccnomies and developing courtries has reduced the impnrrt demand for consumer goods that can be
produced on a lower level of vocational training and *echnology. A rising level of incomes is

having a similar effect in the more developed countries, The growth of demand for the products
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of a large number of industries tha! are lagging behind has shifted to the countries on a middle

level of development or to the developing countries.

There has been a rapid growth in the seventies in the organizaticnal conceniration of con-
surption. Department stores and closed—chain enterprises, extending from the producer to the
consumer, are emerging on the markets for an increasing number of manufactured goods. The growth
in the share of large-store comrerce and of closed—chain retailing is encouraging the spread of
closer forms of international economic co-operation in retailing, and is increasingly creating
a disadvantageous market situation for producers and sellers excluded from such marketing

organizations.

The accelerating structural transformation of the world economy in the seventies, however,

is related not so much to demand as tc developments in international supply.

The growth of production in many industries has been shifted towards developing countries
with lower cost levels., The main stages in the geographical expansion of industrial development
of great importance for the international industrial division of labour in the quarter century
following the Second World War, were the industrialization of Eastern Europe, of Southern Europe,
and then the developing countries of the Far East and Latin America. FProm the second half of the
seventies, the process has gaired new impetus from the acceleration and new directions in the

industrialization of the oil-producing countries and the People's Republic of China.

As a consequence of industrial proliteration and relatively slow redeployment, internmational
over-capacities started to emerge in the seventies; first in the textiles industry and later in
other labour-intensive industries such as footwear, consumer electronics, light engineering,
steel making and shipbuilding and, recently, plastics, man-made fibres, and refineries, which
were included in the 19508 and 1960s amongst the most dynamic product categcries, However, as
a result of the increasingly vertical nature of the development of the newly indusirialized

countries, the supply of certain industrial raw materials is becomng relatively restricted.

In the seventies, the concentration of production and marke' power accelerated in the
industries in the vanguard of technical progress which is now largely controlled by transnational
corporations. As a result of the growing concentration of market power, it is now more difficult
for outsiders to acquire advanced technology, and in high technology industries, new producers

are unable '3 join in the internatioral division of labour.

Internationally, a shift can be registered in the relative importance of gruwth factors.

ecause of the relative scarcity of certain natural resources, advanced technologies and human
skills, relative prices of products embodying these factors, have increased. Conversely, the
relative prices of productes having inputs of lower skills and less advanced technolugiez have
decreased, Low investmentment activities in developed market economies, capital surpluses in
some developing countries without adequate absorption capacity, resulted in a high international
}igquidity, lower relative capital costs, and easing strains from capital shortage. However, an
up--turn of investment activitiea in the developed market economies will probably reduce the

capital supply for the eighties.
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3.2 Structural Change in the Centrally Planned Economies

Partly as a result of the lcng term socio-economic development of the CMEA countries, and
partly as a ccnsequence of changing external relationships, new structural changes are emerging
in the CMEA countries. Taken as a group, these countries achieved an average annual growth
rate in GNP of 7.5 per cent during the period from 1950 tc 1977. Industrialization was the
basis of this growth. Within the industrial sector, heavy industiry represented more than two-
thirds of manufacturing value added.

Internatioral division of labour has contributed increasingly to economic development, and
at the same time has increased the sensitivity to external influences. At the end of the seven-
ties the ratio of exports to national income in CMEA countries varied between 0.06 (USSR) and
0.5 (Hungary, Bulgaria)., In the seventies some effecis of industrialization have also appeared
in CMEA extra-regioral exports. In the average of extra~regional exports of the CMEA cowntries,
industrial products accounted for 40 per cent; and for the Cerman Democratic Republic,

Czechoslovakia and Hungary this ratio reached 0.65 to 0.75.

CMEA countries have now entered a new stage of economic growth. In the majority of CMEA
countries, the manpower reserves accumulated prior to industrialization are almost exhausted;
labour is becoming scarce, relative wage costs are increasing, and substitution of labour has

first priority in an increasing number of industries.

New problems must also be faced in regicnal raw-material supply. The industrialization of
previoucly less-developed CMEA countries has increased the demand for raw materials and energy,
while naturzl and cost-effective constraints are adversely affecting the expansion rate of pro-

duction in primary indus‘rinzs.

Because of the rapid indistrialization and structural adjustment that has occurred during
the past thirty years, there is now, particularly in the heavy industries, a critical need for

advanced technology and market research.

This simply means that there is now a pressing need for improved productivity and an

increased reliance on the international division of labour.

The implementation of sirategies adopted before 1975 was considerably hindered by external
changes after 1973. The changes in relative prices adversely affected some CMEA industrial
exporters., For Hungary, for instance, there was a 20 per cent deterioration in the terms of
trade between 1973 and 1978, and rising protectionism and lagging demand in developed market
economies did not allow any compensation through quantitative increases. They, therefore, had

to search out new tradiag partners.

It should be pninted out that the accumulated experiences in carrving out joint CMEA invest-
ment projects are making i* increasingly possible for the CMEA group to participate in international

co—-operation projects en a mch larger scale with iw..vidual Statea.
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3.3 Structural Change in the Developirg Countries

Industrial development in developing countries has affected the international industrial

division of labour.

In the countries representing the greater part of the economic potential of the developing
countries, industry has become the leadinz sector in the national economy. Some Latin American

and Far-Eastern countries are, therefore, about to enter the group of semi-developed economies,

In many developing countries, industrialization has now grown beyond the framework of
import substitution, growing export orientation has created industrial export capacities which
are substantial even on international levels, and are already influencing the international

market for several commodities,

As a result of the export-oriented industrialization (mineral fuels excepted) manufactured
goods represent greatest growth area of supply from the Third World. The percentage share of
manufactures in total exports (excluding mineral fuels) increased from 25 per cent to 45 per
cent between 1965 and 197 1 and it can be expected to grow further by 1985. Thus, with the
axception of the oil-producing coun“ries, developing country manufactured exports will oe,
possibly by 1985, a major feature of the international division of labour. Any country trading
with developing country partners has to take into consideration that the basic commercial policy

interests of the partner(s) are increasingly attached to the promotion of industrial exports.

As to the structure of industrial exports of developing countries, it seemc probable that
countries well-endowed with natural resources will try to exploit the advantages of higher
relative prices and to combine primary with processed exports. Scme oil-producing countries,
for instance, have good chances of linking their fuel exports to increasing petrochemical sales.
Similar trends can be expected for non-ferrous metals, timber, hides and skins. The st:ingly
diZfering demand patterns hetween developed market economies and de.eloping countries do not

facilitate an expansion in developing country iron and steel »roducts.

Labour costs and the low elasticity of demand in highly indusirialized ccuntries would
indicate an expansion of light industry exports from the developing countries. The growth of
these industries is a function of redeployment. Latjur-sensitive bhranches of the engineering
industries (durable consumer goods, spare parts, mass-produced articles) seem to be the most
promising fields of industrial exports. As a result of structural changes, by the middle of the
eighties, the products of engineering industries wiil probably represent some 30 per cent,
chemical praducts 10 per cent, and metallurgical industries 5>-10 per cent of the total industrial
exports of developing countries, Structural charges indicate that the future role of developing
countries in the industrial division of labour will not be limited to supplies for light

industrial productec,

l/ UNIDO World Industry since 1290: Progress and Prospects,

UN.1979, pp. 141
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The increasingly vertical nature of industrialization in the developing countries requires
assistance of a technical and organizational nature (to establich higher vertical production
structures and to raise the level of processing). As in -ecent years, future political, fimancial,
monocultural and import-dependence problems will be of less importance for the developing countries.
However, problems related to reducing the technical and markel organization dependence of the new

industries are emerging.

Industrialization also affects the industrial import structure of developing countries. The
spreading of petrochemical industries among developing countries has decreased the share of this
product catepgory in total developing country imports. Similar trends can be forecast for most
SITC 6-8 categories., The growth of i—port demand of developins countries will be centred arownd
investment goods, e.g. machinery and related high—quality products., By the second half of the
eighties, engireering products will probably account for 45 to 50 rer cent of the total imports
of developing countries. It should be noted, furthermore, that the industrial enterprises of the
more industrialized developing countries will demand higher shares, as sub-contractors or joint

venture partners, in the engineering imports from highly industrialized countries.

Prom the point of view of the geographical pattern of trade flows, it is not irrelevant that
the share of industrialized countries will probably decline in the imports of chemicals, light-
industrial producis, metsllurgical products, and consumer durables. Industrial division of labour
among developing countrias will generally move into production of these goods, and there is a high
rrobability that the markets will be dominated by the larger industrial exporters from the group

of developing countries themselves.

3.4 Changing Roles of the Respective Country Groups in the

International Division of Labour

The most significant features of the evolution of the world economy in the last two decades
include the increasing integration of the political and economic gpheres of decision-~making and
the increasing role of govermment in external economic relations. This could, to some extent,
explain relationships between structural changes and shifts in the balance of economic power,
The increased international bargaining power of the develoring countries is one of the basic

elements in this shifting pattern.

34.1Co-operation between developed market economies and developing countries

Trade flows are increasingly affected by policy considerations in the international economic
environment. Within the group of developed market economies, a growing concentration of techno-
logical, financial and trade power in the USA, the Federal Republic of Germany and Japan, tends
to extend the scope for manipulating economic global strategies. The trade flows of the OECD
countries reveal that trade in products of technological superiority and market power is dominated

by OECD member countries, while the share of traditional external suppliers remains marginal.
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With respect tc enterprises, studies have shown that the enterprises which proved to be

most adaptable in the past were those currently devoting more funds to research and developmentcl/

Similarities can be found at the ccuniry level in the intemmational division of labour.
There i3 a strong correlation between the relative share of industrial imports from developing
countries and total research and development capacity and the rate of structural transformation
of the importing country. In 1977, the share of industrial products from developing countries
in total industrial imports was 26 per cent for Japan, 22 per cent for USA, and 9 per cent for
the Federal Republic of Germany compared with an average of 9.7 per cent for the OECD countries.

Those market economies having an above-average growth rate in the structural transformation
of production and exports, as well as the biggest volume of machinery and capital exports, have
a more intensive division of labour with the developing countries. Conversely, OECD countries
lagging behind in structural transformation and currently applying more proiectionist measures,

have a below-average division of labour with the developing countries.

The present trends in the division of labour lead to two economic conclusions. The prezent
industrial imports from developing countries are comprised of the products of industries that are
showing the least growth 1n developed economies (despite productivity increases in those industries
in the developed countries). Although international trade in these industries shows some growth,
benefits are reduced by lack of specialization and unfavourable relative price movements. In the
period from 1974 to 1977, the price index for industrial imports of the OECD countries increased
from 142 to 706; in the same period Japanese export prices for light industry products decreased
by 16 per cent, and ~lectrical products exports decreased by 7 per cent; export prices for the
Federal Republic of Germany decreased by 15 per cent for steel semi-manufactures, 18 per cent for
fertilizers, and 4 and 10 per cent for radios and TV sets, reSpectivelyeg The increasing
specialization of the developing countries on the prnducts of the lagging-behind industries may

lead them to a "price-ditch" and perhaps be a lastirg source of detericrating terms of trade,

Because OECD imports are increasingly concentrated from a few African, Asian and Latin
Arerican countries, the next generation of industrial exporters will face additional difficulties
of access to the OFCD markets. At present, no policies and mechanisms can be seen which might
offset these effects,

3.4.? Structural chanre in Fast-West trade

Betveen 1965 and 1979 there was no radical change in the structural pattern of trade

between the two groups of countries, The share of processed poods in CMEA exports to the West

l/ H. Giersch: Uber die Zukunft der Weltwirtschaft, Auasenwirtschaft, March 1979
2/ UN, Monthly Bulletin, Monthly Statistics of Japan




- 29 -

amounted to 34 per cent in 1965 and 3 per cent in 1975.y

Over the past tw.niy years. more than three-fifths of CMEA exports to OECD countries con-
sisted of raw materials and foodstuffs, although the share of industrial products has increased
considerably in recent years. It is evident that the present commodity structure of East-West
trade will not greatly assist in future trade expansion.

Needless to say, the strengthening of East-West relarions is connected not only with
national, but also with international requirements related to the long term stability of world
trade as well as to internma*ional security. Co-operation which includes only those industries
of the OECD and CMEA which are lagging in growth cannot fulfil the ecanomic functions or needs
of East-West relations.

In the present stage of East-West relations, the main obstacles to the extemsion of trade
involves OECD imports and CMEA exports, It cannot be doubted that, as a response to Common
Market protection of agricultural products, the expcrts from the CMEA countries concentrated to
a greater extent than perhaps desirable, on products of lagging OECD industries. It is obvious
that even an eventual easing of Common Market protection of agricultural goods could only assist
some CMEA countries. Owing to the expansion of the Common market, however, the relative market
positions of tre CMEA countries have deteriorated in recent years, especially for labour-intensive,

light industry products,

In the given situation, the exports of CMEA countries cannot be expected to grow significantly
because of small-scale structural changes; such change must be radical enough to affec* the
machinery industry. This industry is generally more resisztant to tariff barriers. Growth could,
however, be stimulated by industries which are less sensitive to minor tariff changes., The CMEA
countries are in an advantsgeous position in such industries, even by international standards,
because they have an ample labour force at their disposal, good research and development capacities,
and large-scale production runs, A structural optimum of CMEA exports would consist of a not-too-
wide, constantly changing, and, at the most, only medium-term-exploitable range of goods, Making
use of these possibilities pre-supposes an extension of technical follow—up., It is of crucial
importance for the technologically pioneering and strategically important CMEA sectcrs to join in
Eagt-West co-operation that is based on long term specialization, Naturally, such industries are
not identical in the individual CMEA countries. The economic policies of the OECD countries may

contribute significantly to an irprovement in the conditions of co-operation.

1/ Bela Kédkr: International Economic Development and Resource Transfer Workshop;
Edited by Herbert Ciersch, Institut Weltwirtschaft an der

Universitdt Kiel. pp. 257-272.
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3.5 Perspectives of Trade between the Centrally Plammed Economies and Developing Countries

The further growth of trade between centrally plarmed economies and the developing countries

depends on several factors, some of which are of external origin.

On the CMEA demand side, two basic growth and structural adjustment effects can be expected.
The growing internal use of primary products and the slowing growth of their production in CNFA
countries indicates a lessening of self-sufficiency of material inputs in the CMEA region.
Furthermore, to reduce interregional trade imbalances, the highest possible share of raw materials .
and semi~processed imports fror the OECD countries should be diverted to the developing countries.
The tiggest item of CMEA purchases will probably be oil. It is likely that, by the end of the
eighties, some 25 to 30 per cent of CMEA imports from developing countries will consist of oil.
Incremental demand for oil anc >me other raw materials are most likely io be covered Irom other
than CMFA countries in future, Non-ferrous metals, textiles, man-made fibres, and wood products

are also likely to increase,

The other big structural change in CMEA demand is comnected with increased processed raw
materials imports (for industrial use) from developing countries; these will include, inter alia,
petrochemical products, Increasing imports of canned food are connected with endeavours to satisfy
a more diversified consumer demand in CMEA countries. In contrast with OECD countries, labour
isgues in CMEA countries do not represent significant obstacles to industrial co-operation with
developing countries, In order to ease manpower shortages and to release manpower for priority
industries, a number of CMEA countries are planning to hold back production of high labour-intensive
processing industries and io meet a higher proportion of home demand through imports. Such purchases
have already begun in the metallurgical, textiles, leather, shoe, and garment industries, and can
also be expected to emerge in the railways rolling stock and building materials industries, and
can also be expected to emerge in the railways rolling stock and building materials industries.

A further area of increasing industrial imports is represernted by engineering goods: spare parts,
accessories and components, which are products in heavy der and in CMEA intro-regional trade and
which currently comprise a fairly high p-oportion of purchases from the OBCD countries. However,
the enormous trade potential in this field can be exploited to a considerable extent by the
developing countrier if they can meet the quality standards and quantity requirements. These
requirements can usually be guaranteed by long term inter—enterprise co-operation. It seems
highly probable that, by the end of the eighties, industrial products will represent some 35-40
per cent of CMEA imports from developing countries, including Yugoslavia, and some 23-28 per cent

excluding Yugoslavia,

Future CMEA exports to developing countries will probably follow established specialization
patterns, However, new factors emerging in the world economy and in developing countries must
be taken into account. Expansion of co-operation depends to a large extent on whether the deve-

lopment strategy priorities of the several partners are sufficiently taken into consideration.
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In the three decades following the end of the econd World War, the CMEA couniries cancentrated
their co-operation efforts, above all, on building up industrial production capacities, and especially
the capital goods production capacities of the developing countries. Due to increasing international
redeployment, the establishment of industrial productior activities in the developing countries now
faces far fewer sxternal obstacles than it did one or two decades ago. The main problem area :in
international relations between industrially advanced and less developed countries is now the trans-
fer of advanced technology rather than goods. Besides this, the growth processes of the developing
countries also show that (unlike the previous situation) it is not simply the lack of industry that
is producing imbalance in the economic structures, but human resources and industrial and social
infrastructure should also be developed.

If the effectiveness of co-operation between the CHEA countries and the developing countries
is to be increased, all sectors involved should be expanded in harmony. For instance, increased
efforts by the developing countries for agricultural development calls for more co—operation in
hydrological installations, agricultural and food industry machinery, and horticultural and

veterinary laboratories.

With respect to infras’ ructure, previously the CKEA countries could play a much greater role
than at present in development of the transport systems of the Je e’ oring countriec., Participation
in development of the industries that support railway transport is particularly called for, since,
by the middle of the next decade, the bulk of world engine and railway rolling stock production
capacity will be in the CMEA and developing countries, and co-oferation could determine the develop-
ment of production, technology and trade for the entire industry a2t the world level., Furthermore,
by international standards, the CMEA countries have substantiial bus production and port crane
production capacities, and their participation in establishment of maintenance and repair facilities

in the developing countries could represent rfurther considerable co-operation.

Public health and education facilities are an important area for co-operation. The CMEA
countries could assisi by supplying and operating factcries to process basic materials for pharma-
ceuticals, laboratory instruments and hospital equipment. The development of the educational and
specialized training network in the developing countries is rapidly increasing the demand for

teaching equipment, demonstrative aids and apprentice workshops.

Increases in the price levels of raw materials and energy sources are encouraging development
of extractive industries in many developing countries. 5o, besides assisting in prospecting and
opening up deposits, the CMEA countries can contribute to the veriical processing of mineral
resourcea, and industrialization plans based on the nationalization of natural resources. They
alsoc have an extensive power plant capacity that can be used by the developing countries for

energy production,

Co-operation will have more effect if the CMEA countries assist in the developaent of a
national technology base and in national research and development structures, ensuring the oon-
tinuous modernization of production capacities — particularly those that promote the exploitation

of local resources,
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The establishment of a modern system of education and vocational training, scientific and
regearch development in the developing countries, places greater emphasis on the transfer of
scientific and techknical information, documentation and specialized expertise. This will involve
joint scientific research and technical development projects. Accordingly, co—operation among
the different educational institutes, research institutes and science policy organizations should
develop the basie of co-ordinated programmes — which will, in themselves, improve conditions for
industrial co-operation. The low cost (by international standards) of drawing on the services

of highly qualified specialists from the CMEA countries, enhance the advantages of co-operation,

Examples or industrial co-operation covering broad sectors alsc show that the new co—operation
etrategy based on the capacities and experiences of the CMEA countries, is not confined to the
transfer of industries that are traditionally of slow growth, but are aimed at meeting require-
merts arising from accelerated modernizaticn and new development strategies in the develoring

countries themselves.

CMEA long term development plans provide for an increase in the share of trade with developing
countries. As a result of an estimated 9 to 12 per cent increase in yearly average (real terms)
of the trade with developing countries in the next decade, their share is estimated to account for
16 to 18 per cent in the trade twrnover of the CMEA countries by the end of the eighties, Because
of this, the average growth of industrial co-operation and division of labour will be the most
important field of trade relations between the two country groups.
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4.  EXPECTED PROBLENS FOR CO-OPERATION BETWEEN CENTRALLY PLANNED ECONOMIES AND
DEVELOPING COUNTRIFS

4.1 Implications of Expected Changes for Co-operation

The restructurins of world industry, and an industrial expansion in developing countries
based on factor endowmenrt and national socio-economic requirements {as well as an increasing
division of labour beiween centrally planned economies and developing countries) 1equires a new,
comprehensive strategy of co-operation. This strategy must include new conceptual approaches,
as well as contractual and/or implementation elements, in compliance with recent patterns develop-

ing in international irade and structural transformation.

New conceptual approaches must pay special attention to the interdependence of the new inter-
national situation and such traditional development probl.ems as choice of techneclogies, plant sizes,

and market strategies.

In the absence of their own technological base, post-war industrialization of the developing
countries was based on the irport of labour-saving technologies from the developed market economy
countries. As a result of the importing of these capital-intensive technologies, the employment—
generating role of industry was insufficient to promete an industrial base, While trade imbalances
and inadequate capital were the main growth bottle-recks in the fifties and sixties, in the seventies
the strongest pressures in developing countries have arisen from increasing unemployment. The efforts
directed at reducing unemployment also explain why the growth rate in the seventies for labour-
intensive branches of light industry is more rapid and its expc-t orientation is incormparatly more

dynamic than previously in the industrial history of the developing countries.,

Furthermore, given growth constraints and possibilities, additional problems also arise fror
the fact that, since the end of the fifties, rationalization and the growth of productivity has
been quickened in some lagging-behind industries in OECD countries. Thus, for some time now, the
most export-oriented branches of light industry in the developing countries (which have recently
been expanding rapidly) have been forced to import technologies which increase the rate of man-

power substitution.

The need for maximizing employment apain raises the question of choice of technology.
Certainly, labour-intensive technology is not a realistic alternative in the basic or heavy
industry processes; in metallurgy; in most branches of a capital goodz nature., Meanwhile, for
a number of light industries, a number of different technologies can be applied which greatly
influence cost levels and cost proportions, but which barely affect the quality level of the
products manufactured. Both domestic and foreign markets are largely indifferent to the production
technology selected for producing such commoditiea., The problem is, therefore, how to make the

best use of labour-intensive technologies in the interaational division of labour,

Over the past decade, the literature on the dilemma of the selection of technology has

generally proposes: the solution of development and application of a so-called intermediary
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technology corresponding to the conditions available in the developing countries. However, in
prac.ice, such intermediary technologies simply do not exist in the developed market economy

countries, and have not yet emerged sufficiently in the developing countries.

The long term solution to the increasingly acute problem is undoubtedly fer the developing
countries to establish their own technological and research and development bases. However, to
achieve th:3, there must be shifts in emphasi- in the development policies of the developing
countries themselves, and in the structure of international technical z2d scientific co-—operation.
No such shifts are likely in the near future. However, Japan and some CMEA countries are capable
of transferring less-capital-intensive technologies to industries that could be established in

the developing countries.

In the CMEA countries, certain industries linked to advanced technology can also undoubtedly
rely to a greater extent on the import of capital-intensive technologies from the advanced market
eccnomy countries, However, the traditional industries in the industrially more—developed CMEA
countries have generally been developed on a national technical basis, taking into account the
proportions of the available productive factors. Due to a chronic lack of capital, there has
been a tendency to develop comparatively labour—intensive industries in some of the smaller CMEA
countries. Introduction of the less capitai-intensive technologies that have been developed in
the CMEA countriest traditional branches (food, pharmaceuticals, textiles, garments, leather,
printing, and railways rolling stock industries) could be of great importance in improving the

desree of effectiveness in developing countries that are struggling with emplc ment problems.,

The technology that can be obtained from the CMEA countries in most of the sub-industries
producing capital goods for key sectors of industry is also capital intensive, In this case the
chief advantage of co—operation could arise from its effect as a countervailing force to dependence
on the big market economy countries concentrating technological power in their hands. This, in
itself, could improve the international bargaining power of the developing countries co-operating
with the CMEA countries and, at the same time, favour the conditions for the transfer of modern

technology and further its local development.

The regional location of most-efficient—scale capacities is an integral part of the dilemma
of "how” in the industrial development strategy of the developing countries. Decisions in this
connexion are derived partly from transfecrmation of the structure of production, and partly from
the selection of technology. One of the serious negative features of industrialization in the
developing countries has been the emergence of regional inequalities and regional agglomerations,
particularly impori-substitution industrialization located around consumption centres, If this
trend continues, it could lead to serious socio-ecological distortions and to the formation of
unmanageable large cities in the more industrialized developing countries. Such industrial
development, leading to agglomerations, could increase it3 social costs and could lead to the

upsetting of social balance and guidance mechanisms.
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It is esgential, for both economic and socio-political considerations, to slow down or siop
the flow of populati-~» from the country into the towns of these countries to be industrialized.
The present undeveloped state of the infrastructure in the rural districts and the very limited
capacity of local markets also influences plant scalg and leads to an increase in the importance
of small and medium-scale plants (with the excepti-n of the export-oriented plants processing

local raw materials).

Besides preventing such agglomerations, smaller plant sizes tend to discourage investment
interest from transnational enterprises. Thus, the question of plant scale now arises as a factor
in national economic security. At the sare time, the establishment of smaller plant scales is
favourably influenced from the angle of international processes by the circumstance that the sub-
branches of industries transferred to the developing countries are generally not sensitive to

economies of scale and can also operate competitively in the form of small plants.

When the foundatiu.3 of industry are being laid, participation in the creation of large
plants naturally serves the creation of modern socio-economic structures. In the more industria-
lized developing countries, however, participation in the creation of smaller plants can con-
siderably increase the effectiveness of industrial co-operation, even if the CMEA countries still

consider the creation of large-scale plants to be the main method of industrialization.

The practice of international co-operation can assist in anticipating specific requirements
of optimization of plant sizes. Furthermore, the CMEA countries supply labour-intensive techno-
logies that are flexible enough to also be operated economically on a small scaie. A number of
CMEA countries have had both positive and negative experiences in regional development policy,
involving both the industrialization of agricultural regions and the establighment of complex
support systems. The developed technical and research basis of certain CMEA countries makes it
possible to accelerate research work related to the miniaturization of technology and to the
development and adaptation of modern technologies that can also be operated economically on a
small scale. In the eighties, flexibility of co-operation practice related to plant scale could

also be an important factor in making co-operative relations more effective,

As a result of the internationalization of the develcpment of production forces, the importance
of the so—called exogenoua factors in the direction and effectiveness of the industrial deveiopment
of different countries has increased during the seventies. This trend is like’v to continue.
International experiences show that in more and more industries, it is the organization, not of
production itself, but of marketing that represents the most difficult task. The establishment of
a suitable market organization is a vitally important factor for success, particularly in the
branches of the engineering industry that require continuous and intensive relations between

geller and buyer and extemsive and complex afier-sales services.

The industries of the developing countries have so far produced largely for local markets or
have manufactured products where the need for marketing organizations was not so great. Develop-

ment of the industrial structure of the developing countries and the strengthening of export-




- 16 -

orientation by their industries are increasingly raising problems related to the est:blishment

of export market organization. Co-operation in this area is, therefore, becoming an irncreasingly
important condition for successful industrialization. GCovernment intervention in support of
marketing organizations is also becoming more common in the advanced market economy countries.
The industrial export successe. of the countries on 2 middle level of development, or of the more
industrialized developing countries, are based to a significani extent on government assistance
in marketing. The growing export protectionism of the advanced market economy countries and the
market power of the transnational enterprises make it unlikely that countries just entering the
international division of labour can estab’ish viable positions without similar effective market

organizations.

The planned economy countries that entered the international division of labour with a
historical time lag have a rreat deal of experience on the problem related to establishing a
State market organization. Besides passing on their experiences in this connexion, co-operation
between the foreign market organizations of the CMEA countries and the develcping countries in a
number of areas could improve the external conditions for the irdustrialization of the developing

countries.

CMEA countrien can, for instance, be of sove assistance in marketing the products of develup-
ing countries, particularly in the CMEA area. Within the framework of mutual co-cperatio~, t'e
marketing organizations already established by CMEA countries in the OECD countries can help
developing exporters to enter the OFCD market. At the same time, the developing countries can
ertend marketinc assistance to the CKEA expcrters in neighbouring countries or in regional co—
operation areas. Furthermere, CMEA marketing organi-zations can promote the establishment of
trivartite marketing co—operation in which involvement of the marketing organizations of the

developed market econory countries car open up new possibilities for the division of labour.

Although co-operation in the field of marketing organization and marketing policy cannot
draw on earlier experiences, its development during the seventies could significantly reduce the
marketing problems of the developing countries, and thus stabilize their industrial production

and exports in the eighties.

4.2 Prospects in Ind- strial Co—operation

Industrial co-operation calls fcor assistance at both the country and enterprise level., At
the enterprise level, firms must gain world-wide experience in the transfer of modern technolo-

gies, They must:

- purchagse industrial finished anc semi-finished products that are "confidence

gsensitive" and more closely linked to technical development;

- purchase manufactured goods that influernce the internal supply situaticn of the

co-operating countries;
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-~ call for joint involvemer.t with enterprises that are moving outside framework
of traditional foreign trade relations and that are seeking new markeis for

their products.

The latest trends in internationalization cf production factors increasingly reflect a
growing interaction of trade flows and a growing interpenetration among enterprises. Interfirm
relations are increasingly becoming ttre concern of planned economies, since, in the absence of
solutions guaranteeing lasting and stable co—operation, any market uncertainiies may create
additional problems for the enterprises of the CMEA countries that have grown accustomed to

stability in the economic environrent.

Over 2000 industrial co-operation asreements have been concluded between the centrall;-
planned economies and their extra-regional partners. These agreements have taken such various
forms as joint production (specialization), licensing ard sub-contractings. Joint tenderirg and
marketing involves long term relations, and range from the sphere of preoduction, to financing
and technical co-operation. lost of the CMFA countries have adequate organizational structures

tc enable them to establish such industrial co-operation ventures with developing couniries.

The profit motive is less important for the CHEA countries than it is, for exarple, in the
OECD economies. 1In the great majority of cases, co-operation amonp the CHEA countries, and
East-West co-operation, is based or legal agreerents not involving ownership ties. In the case
of co-operation with the develoving countries, the limited resources of the developing countries,
and the need to spread the risks make it advisatle for the CHEA countries to make direci invest-—

1/
ment3 - whick creates ¢'merchip bonds between the co—operating enterprises,~

The institutional and organizational characteristics of the enterprises in the CMEA countries
favour the implementation of the product buy~back agreements, in which a developing couniry repays
the deliveries to, or the invesiments in, a project constructed by a CMEA country. These agree-
ments increase and stabilize the volume of mutuzl trade and improve the equilibriur conditions
as well as the export performance and siructure of the developing countries, by proaoting their

industrial exports,

Joint ventures are a practical requirement for modern industrial co-operation, particularly
in industries that are more capital-intensive than average, invclve more risk, and have a more
rapid rate of technical development. They are useful for long term specialization while, in

nther cases, the extension of co-operation can be ensured on a contractual basis.
1] )4

Joint ventures can be further developed in a number of directions; the resources of the joint
venture can be used to exiend the developing country activity to the investing "MEA cowuntry; or,

they may gradually pass into the government sector of the developing country concerned. The CMEA

l/ A number of various important international documents have drawr. atteniion to the
positive experiences made with joint ventur-=s, e.g. UNIDG, ID/WG. ?99/5/77;
UNCTAD, TD/243, etc,
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countries look on co-operation involving joint ownership as an important stage of historical
development towards internationel industrial co-operation involving and assisting developing

countries,

Joint ventures and enterprises can be instrumental in fields other than the bilateral irame-
work. From 1965 on, an increasing number of co-operation deals involveo e..terprises of more tian
two countries. The so—called "tripartite co-operation" includes one or more developed market

economy countries in addition to developing country and CMEA participants.

Tripartite co-cperation is usuvally motivated by efforts to maximize gains fron specialirzation,
to create adequate complementarity, and to accelerate the implementation. Quite frequently poli-
tical aspects, such as the choice of partners, make tripartite deals attractive. As is pointed
out in an UNCTAD stu 1 the growing number of tripartite deals involve an increasing numcer of
participating countries and a widening sphere of co-operation activities, In the mid-1970s, tri-
partite deale, however, amounted to anly 6 or 7 per cemt in value terms ot all East-West deals.
Needless to emphasize; successful itripartite deals require a much higher level of co-operating
expertise, since the greater number of co-operating partners may rmultiply the problems of

co-operation.

Industrial co—operation at the country level is facilitated by a number of institutional
factors, Adjustmert policies, and the redeployment cof industrial activities in the broad sense,
are orgnic varts of development and developmental strategies in CMEA countries, They are not
exposed to busin2ss fluctuations and, in principle, can be easily co-ordinated with the interests
of developing countries. A growing complementarity of the development needs, based on factor
endowrent, production and trade structures is also favouring the division of labour
between the two country groups. CMEA industrial immorts from doreloping countries do not have
to face political oppusition comnected with wnemployment. The CMEA countries have had no trade
barriers or discrimination against developing countries since 1965. Experience shows, that
positive co—operation based on long term economic and trade agreements is needed in order to

strengihen the division of labour between centrally planned ecanomies and develoning countries.

The course of industrialization in the developing countries makes the formulation of long
term active industrial co—operation policy increasingly wmavoidable. The experience of special-
ization agreements among the CMEA countries (and of such agreements among enterprises of the
advanced market economy countries) indicates that a division of labour, both anong countries
and amo:g enterprises, promising long term growth and stability, can be ensured most effectively

through specialization agreements regulating the structure of production and trace.

Specialization agreements are motivated, not only by the need for the diviasion of labour:
the rapid industrialization of some developing countries might increase the structural similarities

in the industrial export supply of the CMEA and the developing countries on Western markets, If

1/ UNCTAD, Tripartite Industrial Ce—operation, TD/243/Supp. 5.
Manila, 1979




the CMEA countries fird difficulties in further advancing their ‘ndustrial technology, 3uch
sirilarities, particularly for semi-finished products and light-industry goods, might eventually
narrow the range of common interests between the CMEA and the deveioping count. ies. Conflict of
interests resulting from this can be mitigated or elimi..ated by several approaches. An acceler-
ation of the structural transformation ard the modification of the product nix in the CMEA countries
towards higher-technology goods satisfying a more sophisticated demand will automatically limit

the supply similarities and lessen the likelihood of dirzct competition between developing and

CNVEA countries. A similar result could come from an iniensified rationalization and liberalization
of East-West economic co—operation (which could alsc eliminate the factors compelling the CMFA

countries to export "price-sensitive" products).

However, one should not underestimate the possibilities of direct co-operation in this respect
between the CMFA and the developing countries. It is in the interest of both the CMEA and the
developing cowttries to collaborate to avoid wasting resources. For this reason, international

economic policy co-operation rust be gradually exiended towards structural policy co—operation.

Structural policy co-operation by countries could operate in a number of arsas. The first
elements of struciural policy co—operation between the CMEA countries and the developing countries
emerged within bileteral country frameworks, A certain amount of co-ordination of the medium and
long tern development concepts of the different countries has already been stacted by the Ministries
concerned and the State authorities responsible for planning. Thus, Commissions already operating
offer = suitable framework for the further devilopment of structural policy co-operation at tre

country level,

Specialization and harmonization of interests can be promoted also by improving the rel:tions
of the respective CMEA countries with the organizations of regional co-operation in the developing
countries, CMEA countries, even unilaterally, can contribute to the implenentation of certain
regional projects as suppliers of certain investment goods and technologies as well as becoming

the buyers of the products of the @xport-oriented new .ndustries

In the case of smaller countries, hilateral co-operation apreements hetween individual
national economies can only partly modify the external conditions for industrial development,
Part:cipation of regional organizations adds a new dimension to the framework of co—operation,
The requirements of the division of labour uith the developing countries is being taken increasingly
into account in the irdustrial intepration strategy of the CMFA countries, and in the overall CMEA
economic system. Furtherrmore, industrial co—operation with the developing countries would te much

easier for the smaller CMEA countries if they could rely on third markets,

An increasing number of tasks relating to the transfer of information, the establishment of
contacts and marketing organization can be perrormed at regional level in future. International

co-operation authorities of the CMEA can sign structural policy cc—operation agreements with

l/ Béla K4d4r: Relaciones Economicas de Hungaria con Paisen de America Latin:,
E/CEPAL/P POY.4/R.8, 1979
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individual developing countries, and they can sign such agresments with the appropriate authorit.es
of the various African, Asian and Latin American regional co-operation groupings. Such co-ordina~
tion at the regional level could exercise a significant stabilization effect in practically all

branches and sub-branches of industry.

Détente has strengthened the need for further collaboration amongst the developed market
economies, the CMFA, and the developing courtries. The long term significance of such broad
international co—operation justifies increased attention in the future from the various irternational
organizations (UNCTAD, UNIDO, UNDP, regional economic committees, etc.) to cncouraging the spread
of multilateral co—operation, and their institutional role could also possibl; be enriched by such

involvement.

4.3 Possible Constraints in Industrial Co—operatioun

Apart fron the conrtraints already mentimed, those of the future will most likely arise out
of international politics -~ and probably from the developing cowntries, because of the increasingly

global nature of industrial co—operation.

The problem of disarmament and détente are mutually and increasingly interrelated. An eventual
weakening of détente, or any conflict connected with the scarcity of some natural resource, can use
up the financial resources needed for the restructuring of the world economy. In an unstable inter-
national political situation, the possibilities for co-operation forms such as joint ventures, tri-
partite deals, etc. are rather unfavourable. Therefore, the issue of co-oneration between the
European centrally planned economies and developing countries ~annot be icolated from those factors

that are basic to the operation of the world economy or its mor= important sectors.

Unfavourable trends in East-West trade, increasing disequilibria connected with cyclical
problems, protectionism, and strains on international credit markets might also unfavourably aff t

the capacity of CMEA countries:

- to mobilize adequate central funds for financing overall structural adjustments

domestically; and

- to increase funds for finc i machinery exports and other forms of technology

transfer,

Growth of, and co-operation between, the centrally planned economies and the developing countries
depends significantly on the efforts made by the developing countries in this direction. Good and
stable poiitical rela‘ions are an essential pre-~condition for long term industrial co-cperation.,

This is particularly so in the area of intra-industry specialization involving the orderly transfer
of certain lires of production to the developing countries. Confidence-huilding measures in the

political sphere are needed to overcome gome political obstacles that CMEA countries face in their
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relations with a number of developing countries. The provisions of various UN General A&ssembly
and UNCTAD decisionsl/ state that the developing countries should grant to the CHEA countries
conditions no less favourable than *hose they grant to the developed market economy countries.
Such resolutions have not yet been ratified in a number of developing countries that apply
discriminatory practices to the CNEA countries. The extension of such political and economic

policy constraints could limit or exclude the developrment of some forms of co-operation.

A further, and complex, constraint involves the operations of transnational corporations in
the developing countries. Apart from exerting a strong influence c¢n the political development
and foreign policy orientation of the developing countries, these corporations, in dominating
a substantial part of the ecomomic potential and international economic relations cf the

developing countries:

- try to expropriate a decisive part of the actual and potential benefits from trade

relations of developing countries;

- try to divert a considerable part of the developing countries' foreign trade into

intra~-firm channels or related-country bases; and

- use restrictive business practices that hamper export potential,

Obviously, the CMEA countries cannot have any interest in co-operation designed to benefit
such transnational corporations. Consequently, inadeguate regula.ions or policies concerning the
activities of the transnational corporations could represent a constraint for the future industrial

co—operation between CMEA and certain developing countries,

An excessively weak role by government in the developing partner countries can alsc be a
serious constraint. Increasing CMEA participation in the inte—national division of labour, or
in export-oriented industrialization cannot be based on laissez-faire mechanisms, Structural
development, the components of market competitiveness, the creation of an adequate monitoring
and information base, the harmonization of increasingly complex economic interests, the usually
weak bargaining position of new industrial exporters on international markets, the reduction of
losses arising from the imbalance of power, call for a strengthening of the role of the State,
and a greater centralization of economic power in the developing countries concerned. This could
involve control over natural resources and investment; possibly a State monopoly of foreimm trade
and foreign exchange; and the establishment of an external marketing organization without which
export-oriented sectors of tle developing countries are generally unable to cope with the

problems confronting them,

Amonpg the posgible constraints of more—intensive industrial co-cperation, there is that of
inadequate guarantees of supply. Inadequate supply security could be a justification for the CHMEA

retaining certain lines of production which could otherwise be produced in the developing countries.

l/ See, for example, the Charter of Economic Rights and Duties of States,
GCeneral Assembly Resoclution No. 3281, 1974,
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Another category of supply constraints is connected with the competitiveness of the industrial
goods originating from the developing countries. Past experiences have not indicated any constraints
arising from price 1:vels, the r.rices having been based on those of the world market. Bigger pre-
occupations are cen’red arut~a the quality of industrial imports from the developing countries. In
many cases these prodwris do not meet qunlity standards. A higher level of industrial co-oreration
and the export of highly processed goods, particularly engineering products, increases the relative
importance of marketing and distribution constraints. The implementation of successful market
strategies requires functional orpanizations, human-skills, high overhead costs and considerable
economies of scale., Late-comer industrializers and industrial exporters generally have a comparative
disadvantage in this respect: the financial rentability of marketing operations is particularly
unattractive for instance in limited trade between countries with limited economic and trade potential.
Slow progress of co-operation in this sector might hinder the industrial co-operation beiween smaller

CMEA and developing countries, particularly in the scale-sensitive industrial branches.

Intra-industry trade and engineering exports of developing countries can be slowed down by
inadequate financial and cormercial infrastructures, Most of the CMEA countries are not abundantly
endowed with financial resources. Under such circumstances they rely, for their industrial imports,
on the credit facilities normal in intermational industrial trade. Compared with the developed
countries, the developing countries are also disadvantaged in financing their industrial exports.
Thus, possibilities of the CMEA countries in increasing industrial imports from developing countries

are constrained to some extent by the financing capacities of the developing partner countries.

It is obvious that industrial co-operation between the CMEA and the developing countries must
increasingly reflect the requirements of the growing internationalization of production emerging
in the form of intra-incustry trade through fragmentation of production processes. A serious
constraint of co-operation can be eliminated by the reconsideration of the end-product syndrome
that generally characterizes import-substituting industrialization, Most of the smaller CMEA
countries, as well as the developing countries, have not been in a position to develop all the
vertical production processing stages in the end-product manufacturing industries, and this in
fact itself has limited export performance, since end-products cannot be sold on the international
markets without an adequate supply of spare parts and components, A planned and regulated speciali-
zation of the two country groupe on certain stages of the production process of a given product
would considerably increase the volume of mutual trade and co-operation; would improve competitive-
ness and efficiency on third markets; and narrow the range of conflicting interests, However, this
type of intra-industry co-operation requires the highest level of mutval confidence and stability
of relations, It also pre-supposes the existence of efficient companies in the CMEA countries
being able to operate on an interrational basis. Although the long term prospects of intra-industry
trade between the two country groups are promising, even a successful step-by-step progrees approach

is quite senaitive to the aforementioned exogenous constraints,

FPinally, mention must be made of the interrelation between the overall conditions of inter-
national economic co-operation and structural development, as well as the regional foreign exchange
balance, It can hardly be expected that the considerable CMEA trade imbalance with Latin America
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and .. ia could be covered by a surplus realized in trade with Africa. Without an adequately
functioning international credit market, and its availability for tEast-South! trade, the overall
target of a growing trade (particuiarly ir machinery exports and industrial imports by the CMEA

countries) must be reconsidercd in the light of regional equilibrium situations.

Furthermore, it would be imprudent to forget about certain interrelations among the overall
irport capacities of the CMEA countries. O0il irports naturally widen the ronge of co-operation
between the CMEA and the developing countries. The oil-exporting capacity of the Soviet Union
(the basic source of supply until recently) cannct be expected to expand further. It is logical
to assume that, by 1990, around 50 per cent of the energy imports of the smaller CHEA countries
will be obtained from extra-regional sources., A rapid increase in oil imports from the developing

countries, corbined with a lack of foreign-currency reserves, might limit the CIEA import capacity

available for the purchase of industrial products from developing countries.
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S STMARY AND CCHNCLUSIONS

Trade ard econec-ic co—operatior hetweern the centrall: planned economies and the developing
countries has beer stirulated to 2 large extent by an acceleratin-~ structural transformation in
both country prouns. The present structures of these trade relations reflect a: -ber of wvarious
factors, arong the~ the heritare of historical developrent, geographic distances, differences in
econoric and social srstems the character of the development strateries, and the direct and in-

direct i~pact of international relations. .

In recent years, trade relations beiween the two country groups have been characterized by
hipgh rates of srowth and substantial changes in geographic and production patterns. Trade -
volume increased by nearly six times between 1965 and 1977, and by 1977 was valued at US $18.3 billion
per annum., Differences in export and import growth led to a substantial trade deficit accumulation

for ‘the developing countries, However, this is now decreasing.

The product composition of CMEA exports to develcping countries is highly diversified; industrial
products represent some two-thirds of these exports. CMEA imports are concentrated on primary pro-
ducts, of which mineral fuels represent the fastest growing and most important commodity group. A
considerable increase in industrial purchases from developing countries can be noted. Despite
changes in relative prices, the share of industrial products in CMEA imports from developing countries
increased from 24 per cent to 27 per cent between 1965 and 1976. Division of labour is becoming
increasingly important in the economic co-operation between the two country groups, particularly
for the smaller industrialized CMEA countries.

Changing geographical patterns are connected with an increase in the relative market share of
the USSR and Romania on the CMEA side, and Near-East and Latin America in the developing country
group. frowth, trade balances and product specialization show distinctive area characteristics.

The five largest developing partner countries supplied more than 70 per cent of the CMEA imports

and took more than 50 per cent of their industrial imports from the developing countries in 1976,
CMEA industrial purchases have a considerable trade-creation impact in a number of partner countries.
They thus contribute to industrial growth and exports mostly in those developing countries which
have difficulty in penetrating the markets of the developed market economies,

The relative importance of trade between the two country groups is shown by tiae fact that in
the total turnover of the CMEA cuvuntries, the share of the developing countries increased from
13 per cent to 15 per cent between 1965 and 1977. However, auch co-operation in the divimion of .
labc~ 18 not yet strong enough to guarantee a full utilization of the ecanomic potential of trade
between the two couniry groups.

An analysie of the main areas and types of industrial co-operation shows the existence of
strong industry preferences and a considerable degree of specialization, The inter—group industrial
trade as a whole can be characterized by an exchange of capital- and skilled-labour-intensive
products. The transfer of CMEA technological, financial and human resources to developing couniries
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is high in proportion to the tr:de volume, The planned channeling of resources to specific aress
emphasizes the industrial orientation of CMEA co-operation. They take into consideratioa i'ot only
the transfer of material structures, but also the transfer know-how (management, skills, training,
etc,), thus guaranteeing the efficient functioning of the transfers in the developing countries.

There is, therefore, no problem of 'brain drain' involved.

The constraints of present co-operation (political and transport problems apart) are connected
with inadequate co—ordinating mechanisms, insufficient production experience, inadequate marketing

organization, and a considerable information gay.

The present level, structures and forms of co-operation fall short of their potential, The
correction of this situation and the handling of emerging poliiical and regional problems demand
new conceptual approaches and mutually agreed actiouns.

Cwrrent and future trends in industrial co-operation between the CMEA and develcping countries
are affected by various factors. The global conditions of industrialization and industrial trade
are being increasingly modified by: a slow—down of demand in developed market econonies; lasting
international marketing problems for an increasing number of industrial sub-branches and product
categories; the relatively slow progress of redeployment processes; the rapid emergence of new
exporters; and increasing oligopolistic tendencies in international markets of high-technology
industries. Lasting changes are also noticeable in the relative importance of the various growth—

endowment factors.

Structural changes in CMEA countries are closely linked to their recent (intensive stage)
economic growth. Other factors are also important, e.g. changes in regional labour and raw-material
endowment ; increasing participation in the international division of labour; and the new development
strategies., Siructural change in developing countries coincides with the role of industry in the
naticnal economy, and the growth of industrial export-orientation, There is an increasing reliance
on domestic raw materials and labour supply in industrial exports and, reciprocally, the developing
countries are having greater influence in ihe international markets for specific industrial

product groups.

The emerging structural changes in international economic development affect the role of
the various country groups in the international division of labour. In the co-operation between
develcped market sconomies and developing countries, an increase in the international bargaining
power of the developing countries is noticeable in the supply needs of particular industries.
However, due to the excessive concentration of this supply on the products of the industries, which
are vlowing down, the developing countries have to face deteriorating price relativities as well

as the protectionist measures of the developed market economies,

From the point of view of long term international stability, it is a prerequisite that the
strengthening co-operation and greater efficiency of East-West trade should liberate additional
resources for the acceleration of the growth of developing countries. It is also important thal
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co-operation between developed market economies and the developing countries should not be directed
by transenational enterprises! interests and become an obstacle to East-West trade, thereby also

underaining the economic founaations of international détente.

The traditional specialization apart, areas of future industrial co-operation and redeployment
activities would also involve the agrarian sectory background industries for infrastructural
dev: lopaentj the transfer of public health and educational system; and research and development
capaciiies, If successful, an average yearly growth rate in trade flows could reach 9 to 12 per
cent during the eighties,

Purther development of the economic relations between the two country groups requires a new
comprehensive strategy of co-operation involving such issues as the choice of technologies, plant
sizes, and market orientation. Other growth elements involve the transfer of labour-intensive
technologies developed in the CMEA ccuntries, growing CMEA contribution to the development of the
national technical base (taking into account the specific factor endowments of the developing
partner countries), a reassesument of the relative importance of small and medium-scale industrial
plants, and assistance in developing adequate external State marketing organizations.

An intensification of the industrial division of labour requires additional measures to be
undertaken at the enterprise level. Close inter—firm contacts and joint ventures serve well the
cozmon aims. Intra-industry co-operation can be developed first of all along the lines of CMEA
industrial exports for further processing in the developing partner country and in inter-firm
specialization in particular lines or ranges of production.

At the country level, medium and long term intergovernmental agreements should be further
developed. Such agreements can promote a regulated, motivated, structural development of the
autual trade and transfer flows. They would also facilitate repayment of UMEA credits in industrial
products. A number of positive experiences indicate that such agreements can be implemented success—
fully in bilateral frameworks of intergovernmental commissions.

Inter—firm co-operation between enterprises of CNEA and developing countries, involving
better information flows and marketing co-operation, justifies a broader involvement by Chambers
of Commerce and other representatives of business interest groups.

Also, an increasing number of tasks relating to the transfer of inrormation: the establishment
of contacte] marketing organizationj and technical and financial assistance can be performed at the
regianal level of CMFEA integration in the future. The organization of regional economic groupings
in developing countries have also a considerable unexploited potential in exploring and creating
trade opportunities.

Growing governmental intervention has also brought about a need for co-ordination of inter-
national government policiea. Cultural change cannot be adequately assessed and national adjustment
policies cannot be meaningfuliy eiaped in the abaence of a global framework which ensures consistency
of objectives and requirements. Past experience and the global characteristics of many current
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issues indicate that any negotiations and co-operation on glotil issues requires the full
participation of all arear and comntries. Only an international co-cperation for a longer term
programme of action can guarantee a meaningful co-ordination of short term policies at international,
regional or bilateral country level.

Any possible new constraints in industrial co—-operation between the two country groups can
be connected basically with exogenocus factors from the joint of view of the CMEA countries. Due
to the increasing international interdependencies, an eventual weakening of détente or any conflict
connected with the scarcity of some natural resources, unfavourable trends in East—West econoaic
relations might adverzely affect the overall prospects of industrial co-operation between the
CMEA and developing countries.

The eurvival or extension of certain political and ecomomic policy constraints in developing
countries applying discriminatory practices against the (MEA countries or any substantial strengthen-
ing of the tranenatioral corporations in the developing countries can also limit co-operation.

An important group of possible co—operation constraints is cannected with the probless of
esupply security and the overall competitiveness of the industrial products originating from the
developing countries. Inadequacies in quality, standards, marketing and financial facilities, might
also limit the scope of industrial co-operation,

Pinally, probleme arising in bilateral relations can be eased substantially by strengthening

the role of ths State in the external economic sector of the developing country.







