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Letter. dated 12 June 1931, from the Chairman of the Ad hoc
UNCTAD/UNIDO Grour of Exverts on Trade and Trade-related
Asvects of Industrial Collaboration Arrangements

I nave the Toncur to submit herewith on behall of the Ad hoc
UNCTAD/UNIDC Group of Experts on Trade ané Trade-related Asvects cf
Industirial Coliaboration Arrangements the revcrt of the second meetin
of the Grour, which was convened in pursuarce of the decisions by the
UNCTAD Trade and Development Board at its twentieth session in March 1980
and the UNIDO Industrial Develomment 3card at its fourzeenth session in
May 19&C.

The Grour met at the Hofburg Cong.ress Centre at Vienna from
1 +9 12 June 1951. A% the request of the Group, Mr. M. Trifunovié served
as Chairmen and Mr. R. Rovwerts and Mr. W. Wilczynski as Vice-Chairmen.

In accordance with the above-mentioned decisions of the UNCTAD Trade
and Development Board and the UNIDO Industrial Develomment Board, the Group
considered further the issues concerning trade and trade-related aspects of
industrial collaboration arrangements in the light of the results of the
studies made available to it by the UNCTAD :nd UNIDO Secretariats as well
as documentation provided by UNCTC and ECE, and tsking into account the
views expvressed at the twentieth session of the UNCTAD Trade and Develop-
ment Board and the ninth session of the UNCTAD Committee on Manufactures.

The Group examined the range of issues in enterprise-to-enterprise
agreements, including thcse within the framework of intergovermmental
agresments.. It also considered the role of Govermments, including inter-
govermmental framewvork agreements, in the light of relevant experisence
in promoting and facilitating trade and industrial co-operation in their
various forms. Moreover, the Group examined the need f>r building up
expertise in developing countries and improving exchanre of information
and material in this field.

The views of the Group in regard to the problems and issues it had
examined at its second meeting including suggestions on specific macters
are reflected in chapters I and II of this report.

The Group's agreed conclusions and recommendations are contained in
the Conclusions and Recommendations (paragraphs 13-18). In this regard
I wish to drav paruicular attention to paragraphs 15 and 18 regarding
future action which the Group considers important in promoting and
facilitating trade and industrial co-operation at both enterprise and
govermental levels.

In accordance with the Group's recommendations, I wish to reguest
you to transmit this report to the UNCTAD Trade and Develomment Board and
the UNIDO Industrial Development Board for consideration at their next
regular sessions.




Zn behal’ of the members of the Grour, I wish to exdress our
appreciation for the opvortunity to exanine many of the imvortant
srchlens and issues, varticularly from the viewvecint of the objlectires
and conceras of the developing countiries, in their efforts to vronote
industrisl develomment and t9 expand and divserily <heir irade. Trade
and industrial co-operation, wvnether at enterprise level or the govera-
mental level, involves mutuality of interests and tenefits feor all the
parties concernaed, and the solution to the droblems and issues in this

®ield should be seen in this lizht.

-

It is our hope that the recommendations of tlie Groun will de given
terticular censideration by UnCTAD and UNIDO.

Signed: Miljko Trifunovié
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INTRODUCTION

1. The Ad noc UNCTAD/UNIDO Group of Ixperts on Trade and Trade-related
Aspects of Industrial Collaboration Arrangements held its scecond meeting
at Viernna frem 1 2o 12 June 1981 pursuant to the decisions by the UNCTAD
Trade and Develomment Board at its twentieth session in March 1980 and by
the UXIDO Industrial Development Board at its fourteenth session in May

1980.

2. The terms of reference of the Ad hoc Group were:

To undertake an examination, in yarsuance of the objectives contained
in peragraphs 8 and 9 in section II, D >f Confe-ence Resolution 96 /IV) of
31 May 1976, of the trade and trade-related aspects of industrial
collaborsticn which would be of benefit to developing countries in relation
to international co-operation in the industrial developrment of developing
countries.l/ The experts shall take into account current practices in
enterprise-to-enterprise arrangements as they concern trade and trade-
related aspects of international co-operation on the industrial develcpment
of developing countries.2/ They will also bear in mind the role of govern-
ments in supporting such enterprise-to-enterprise arrangements, including the
possible role of intergovernmental and other framework agreements or arrange-
ments for promoting industrial collaboration bilaterally, trilaterally or
multilaterally. In their deliberations, the experts would take into account
the sectoral consultations in UNIDO referred to in paragraph 10 in section
II, D of Conference Resslution 96 (IV).

3. The members of the Group, who served as experts in their individual,
versonal capacity were (see also ennex II): K. Abdallah-¥hodja, J. Croddy,
B. HOgberg, I. Klaric, J. Matus, A. Navas Sierra, A. Oluwunmi, V. Ordofiez,
Y. Piscoulov, R.Noverts, M. Trifunovié, L. Ujnazy, U. Vohra, W, Wilezynski,

Wu Jiaying and H. Yamaoka.

1/ Paragraphs 2 and 9 state "As there exists a close interrelationship between
industrial development and trade, concerted co-overation between UNCTAD and the
United Nations Industrial Develomment Organization is required in implementing
the various measures in their respective areas of competence, bearing in mind
the central role of the United Nations Industrial Develooment Organization in
industrial development and co-operation and ¢f UNCTAD in trade and develcrment
in the United Nations system"; and, "UNCTAD and the United Nations Industrial
Development Crganization tshould co-operate fully in their resnective areas of
competence in promcting the action described in section II, B, paragraph 5,
above”. Section II, B deals with international co-operation for industrial
development, restructuring and trade.

2/ In aporoving the establishmert and organization of the Grour, it was the
understanding of the UNIDC Permanent Committee that the Ad hoc Grouv of Exvertis
would take into account all tyves of agreements and/or arranzements.
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4, At the recuest of the Grouv, Mr. M. Trifunovié served ss Chairmen,

ard Mr. R. Roberts and Mr. W. Wilczynski as Vice-Chairmen.

<. The Grour adorted an agenda wnich acvears as annex T.
£. The varticivants of the Grous are listec in annex II.
7. The Group had before it varicus documentation vrevared by the UNCTAD

and UNIDO Secretariats including UNCTC and the ECE Secretariat. These

docurents are listed in annex III.

3. The representatives of the Executive Director cf UNIDO and of the
Secretarv-General of UNCTAD broadly outlined ihLe matters tefore the Grouv

for its censideration, focusing on specific issues which the Group might
address at its second and probably finel meeting. They recalled the
important decisions in the United Nations system including the International
Develomment Strategy for the Third United Nations Develovment Decade

recently adopted by the United Nations General Assembly. The Strategy
reccgnized that the rcceleretion in the tempo of production in developing
countries will require a rapid expansion and a diversification of their
international trade. For d:velopinz countries, in general, exports and
impo: ts of goods and services should expand at ar annual rate of not less
than 7.5 ver cent and 8 per cent respectively. Moreover, developing countries
as a whole should expand manufacturing output at an average annual rate of

9 per cent to enable them to make a significant contribution during the
decade towards raising the share of develoving countries in world
manufacturing production, and in laying the basis for achieving the target

of 25 per cent of world precduction by the year 2000 as set out in the Lime
Declaration and Plan of Action. The Strategy further orovides that
industrialization should be aimed at meeting in an integrated way the overall
requirements of the develomment of the national economies of developing
countries and manufacturing activities should be geared towards not only
satisfying growing domestic demand aend emplovment reguirements, but also
increasing the share of developing countries in world exports of manufactured

goods.

9. They emphasized that issues identified in the joint report by the
secretariats of UNCTAD and UNIDO might be examined in the lizht of two
important considerations: first, the relatively weak bargaining position of
develoring countries, and secondly, the fact that comdlex industrial projects
involved heavy finasncial outlays and various commitments over long-tcerm
periods. Often public enterprises constituted integral elements of national

develomment plans and strategiss, hence, industrial collaboration agreements




and coniracts wvere important instruments of pubiic policy in the develoving
countries. It was thnerefore esseantial to examine tne issues and problems
impinging on industrizl co-operation and trade expansicn in the context of

national develorment and the New International Zeoncmic Order.

iC. The USCTAD and UNIDO representatives drew attention to the need for
further acticn particuliarly at the international lievel to nromote and
facilitate trade and industrial collaboracion at both governmental and
enterprise levels. In this connection, they stressed the need for vractical
interim measures for imprcving the flows and channels of information as well
as technical assistance in promoting the develomment of trade and indusirial

collaboration, particularly at the enterprise level.

11. As regerds future action, varticularly at the international level, to
promote and facilitate trade and industrial collaboration, the UNCTAD and
UNIDO representatives drew attention to the need to consider the possibility
of drawing up multilaterally agreed equitable principles and guidelines con-
cerning enterprise-to-enterprise trade and industrial collaboration arrange-
ments ard for the identification of ways and means by which govermments
could encourage and promote such arrangements and help achieve mutuality of

interests among the parties concerned.

12. The UNCTAD and UNIDO representatives presented the various documenta-
tion prepared by both secretariats and in collaboration with UNCTC and ECE
to facilitate the work of the Group in its del’berations. They expressed
much appreciation to the UNCTC and ECE for their valuable contributions

to the documentatior and the work of the Group.




CCNCLUSICNS AND RECOMEZNDATIONS

[

3. The Srout noted that enterprise-tc-enterprise arrangements were
irereasingly becoming an important end dymamic element in industirial co-
coerezion and trade detween developing and develobded countries. ‘rae Groud
recognized the need to consider specific trevisions In industrial
collaboration arrangements on an enterprise-to-enterorise basis which
would nelp develoving countries to eater into contractual arrangements

for furtheriag internationali trade. The Jroup recognized the need to
build up expertise in developing countries which would equip them io

enter into beneficial industrial collabcration arrangements on an
enterprise-to-enterprise basis. The Group identified as of particular
importance to tbe success of industrial collaboration arrangements that
agreements should include appropriate provisions on performance guarantees,
training, supply of raw materials and utilities, marketing, including
vhere appropriate, buy-back arrangements, provision of spare parts,
arrangements for maintenance and repair, provision of technology, financing,

vricing mechanisms, and settlement of disputes including arbitration.

1k, While enterprise-to-enterprise arrangements depended primarily on
the initiative of entrepreneurs in the countries concerned, governments

can play an important role in promoting and facilitating industrial
collaboration arrangements leading to trade. Intergovernmental ggreements
may foster long-term co-operation and assist in the industrial develcpmert
and diversification of trade of developing countries. In this connection,
the Group noted the diverse role which existing intergovermmental and other
multilateral framework agreements play in proloting and facilitating trade

and industrial co-operation.

15. The Group recommends that the UNCTAD and UNIDO secretariats continue

to examine the various matters pertaining to the trade and trade-related
aspects of industrial collaboration arrangements including those referred

to in paragraph 3L of its report on its first meeting, taking into account
studies and relevant documentation available in other international organiza-
tions including the UNCTC, ECE and other regional econcmic commissions. The
multi-year tecnnical assistance programme on trade and industrial collaboration
should be strengthened taking into account the activities outlined in paragraph
2 of the present report. The Group further recommends the full utilization of
existing mechanisms for exchange of information on trade and industrial

coilaboration,
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16. The Group considered that ir view of the close inter-relatiomship

between industrial development and trade, UJCTAD and UNIDC should ccntinue

0o
1} 0‘

and “urther strengthen their co-operation in their respective areas of
competence in promoting international co-overation fer iIndustirial

develorment and trade, particularly cf the develoring countriss.

i7. In view of the complexity of the problems exposed at its second
meeting, the Group recommends that there should be further examination

of the problems and issues involved in industriasl colleboration arrangements
at both the enterprise and intergoverrmental levels, taking into account
the UNIDO sectoral consultetions, and for this purpose the Ad Hoc Group

should continue its work.

18. The Group requests the Secretary-General of UNCTAD and the Executive
Director of UNIDO to transmit the present report on the Group's second

meeting to the UNCTAD Trade and Develomment Board and the UNIDO Industrial
Develomment Board for consideration at their next regular sessions, drawving

particular attention to the above conclusions and recommendations.




(2]

CZARACTERISTICS OF ENTERPRI

SE-TO-ENTERPRISE ARRANGIMENTS INCLUDIN
THOSE WITEIN THE FRAMEWORK O

L

; INTERGOVERTMENTAL AGREEMENTS

9. The Grour reaffirmad that industriz® co-operation and trade hetween
deveiopned and develoving countries needs < be further encouraged ané
strenzthened o facilitate the industriaziization and heelthy economic
develotment of the developing countries and also to improve the prospects
of international economic relations. Many excerts reczlled the objectives
set cut in the Lima Declaration and Plan of Action and UNCTAD resolution
96 (IV) and the International Developmen: Sirategy for the Third UN
Develomment Decade which they considered should be borne in mind in the
consideration of the issues and problems in this field. The IDS, recently
adopted by the UN General Assembly, recognized that an acceleration of the
tempo of productious in developing countries will regquire a rapid expansion
and ¢iversification of their international trade. For developing
countries in general, exports and imports of goods and services should
increase at an annual rate of not less than 7.5 per cent and 8 per cent,
respectively. Other experts noted that a number of Govermments hnd

entered reservations on the Lima Declaration and Plan of Action.

20. The Group noted that enterprise-to-enterprise arrangements, including
those within the framework of intergovermmental agreements, were increesingly
becoming an important and dynamic element in trade ani industrial co-
operation between developing and de “eloped countries. Co-operatiun agree-
ments were not only increasing in number but also becoming more and more
complex and wider in scope than in the past. The trends in such co-
operation were moving away from the traditional forms towards wider

coverage of industrial processes; they included not only the delivery of
equipment but also the organization of processes of production and marketing.
Many experts noted that the enterprises or Governments of the developing
countries were often, but not always, still the weaker parties in the
bargaining process for negotiating such aerrangements. Other experts
maintained that the bargaining strength of some developing countries is in
many respects stronger than that of, especially small and medim-sized
enterprises, in developed countries. There was mutuality of benefits and

interests involved in trade and industrial co-operation.

21. The Group further noted that many problems and issues still persisted
in the area of trade and industrial co-operation, particularly at the enterprise
level. It also noted that the developing countries considered such co-

operation was an important means of enabling them to accelerate inausirial
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develovnent and expansien for the diversification cf their trade, partic-

ularly in manufactures and semi-manufactures.

v
[AV]

. “ne Groud note=d that trade and indusirial co-cperation at the

o
sntercvrise level hetween developed market econcmy countri

n

s and dJeveloping
ccuniries relied vrimarily on the Initiative 2f entervrises in the countries
concernes. Some exverts noted that tetween develoding and vlanned economy
countries, intergovernmmental framework agreements foster and stimulate the

enterorises.

23. Ac regards <he rcle of Government in oromoting and facilitating trade
and industrial collaboration arrangements, many exnerts considered that
Government had an important role to play in this regard. Some experts also
felt that Govermments could play . role in encouraging arrangements in the
earlier stages of seeking and identifyving appropriate partnerships, as well
as at the later stages of finalizing agreements. Some experts noted that
intergovernmental framework agreement.s provided guidelines for the parties
concerned thus fcstering long-term co-overation. Moreover, such framework
agreements may meke it possible to discuss the implementetion of arrangements,
contracts and disputes. Thev provided a forum to discuss problems in the
implementation or apvlication of scme industrial collaboration errangements.
QOther experts reiterated the view earlier expressed in the first report,
that in so far as same Govermments were concerned, their role was one of
encouraging and facilitating the process of development but not of

directing and controlling it.

A. Some main issues relating to enterprise-to-enterprise agreements

2L, The Group examined in some detail the range of subJects and the

issues and problems related thereto in contractual arrangements between
enterprises in developing countries and developed market economy couniries
as well as those covered by intergovernmental agreemen‘.s. These included,
inter alia, guarantees, training, supply of raw materials, marketing of
resultant products, technology, maintenance, repair and srpare parts for
equipment , pricing mechanisms, financing, and settlement of disputes inclu-
ding arbitration. Discussions took into particular account chapter II of
the joint UNCTAD/UNIDO report ID/WG.337/6. The Group agreed that these were
some subjects which could be considered, as necessary, in negotiating con-

1/
tractual arrangements.—

-
S . . v

L/ In the opinion of one expert the words "as necessary’ should be replaced
by "where necessary'.




1. Guerantees
2%. The Groud considered that avpropriate solutions corcerning guarantees
in coniractual arrengements at entervrise levels were imbortant and cften
crucial to the success of such arrangements, In reviewing the exverience
in this regard, the Group noted that some of the more frequent problems
that had arisen in this area related, inter alia, to the nature of the

guarantee, the determination of responsibility and damages end penalties.

26. ASs regards performance guarantees, the Group noted that in some
contracts the vericd of guarantee which traditionelly ended at the point
of delivery or completion of the plant, had been extended by a year or two
to include the period@ of actual production of the product(s) in order to
epsure that the expected performance level was not only attained but also
that the product continued to conform to the expected or agreed quality.
It was also notel that some contracts specified a minimal acceptable level
of performance and in many cases these related to the different stages of
the process of setting up the plant. The problem of guarantees was
difficult, particularly in cases of plants where part(s) of the equipment
or components were subcontracted in the host country. In these cases,
foreizn contractors were hesitant or had difficulty in guaranteeing per-
formance shortfalls due to faults in locelly manufactured parts or com-
ponents of the plant or the quality of the domestic raw materials used in
production of the end product(s). Moreover, it was difficult to ascertain

the cause of the shortfall.

27. Another complex problem raised by a number of experts was the
determination of the damages and the penalties or compensation for such
damages. 4 was suggested by some exrerts that outside ccasultants or
experts, not in any vay related to the supplier of eguipment or the foreign
vartner, monitor performance at every stage of the setting up and test-run

of the plant and a reasonable period beyond; this might be useful in ensuring
the verformance of the plant or the production process. Other exverts
thought that there were obvious difficulties in this, in that it was unlikely
that outside experts would be fully familiar with the operation of the plant.
Ir. this connection, the sharing of risk between the host enterprise and the

foreign contractor or partner was mentioned.

23. The Group considered that some of the problems attritutable to per-
formance guarantees could be mitigated at the negotiating stage by ensuring

that adequate training in negotiating was available, and that the owner/buyer




guaranteed that adequately trained personnel would cperate the plant
during the guarantee pericd. In this connection, it was noted that
scme foreign contractors, espcially the larger enterprises, had estab-
lished their own training facilities to h2lv ensure the attainment of

the srecified or agreed verformence levels.

29. The Group considered that the matter of performance guarantees was
mainly the responsibility of the parties concerned at the negotiation
phase and should be settled by them on mutually agreeable terms. Governments

Flayed only a marginal role in this area, if any.

2. Training

30. The Group considered that industrial training at all levels was a
crucial element in industrial co-operation, bearing in mind the long-term
industrialization vbjectives of developing countries. It also noted that,
in general, contracts between enterprises contained only scanty provisions
in this regard, the result was that many practical problems arose during
the contract implementstion and that the skills acquired by the purchaser
vere often partial and fragmentary.

31. The Group stressed that contracts should be clear as to the object-
ives of training as well as to the types, levels, selection of trainees,
ccsts and timing. In particular, the need was <tressed for svecific pro-
visions reliting to the verification as to whether those trained were able
to accomplish the tasks set out in the contract. The value of a well-
conceived long-term training programme was pointed out, together with the

need to train technicians and trainers in particular.

32. To overcome these problems the Group felt that the respective roles

of Govermments and enterprises could be zcnplementary. Enterprises had a
limited capacity to train, focusing generally on the skilled worker level
for the operation and maintenance of plant and equipment. Some experts felt
that the role of Govermments would be important in arranging training of a
more general type, but particularly at the management level in order to

complement the training provided by enterprises.

33. To facilitate the complementarity between the roles of Government and
enterprises, some particivants felt that it might be useful to improve the
organization and co-ordination cf suppliers of training existing in the
developed countries through the establishment of focal points; these could

be of assistance, for example, in the selection of the most aoprovriate




training fecilities in those countries. Scme exverts felt that Governments

had a special rcle to play in the establishment of such focal points, par-
ticularly in those cases where intergoveramental agreements had been con-
ciuded between the develoved and develoting country. This subject was
being examined further in the preparations undertsken by UNIDO for the
global Consultation ¢n the Training of Indusirial Manpower. Some experts
elso felt <hat the UN Organizations alsc had an imvortant role to play in

the general field of training.

3. Subply of raw materials and utilities

3k, The Group noted that the objectives of the Govermments in developing
countries in promoting and facilitating trade and industrial co-operation
vas the utilization of indigenous raw materials or resources in the pro-
cessing or manufacture of goods particularly for export. Such a policy was
an important means for expanding income, production, employment and for
enabling these countries to augment their scarce foreign exchange resources
which these countries need for develommental imports. Thus, many trede and
industrial collaboration arrangements provided for the m :imm utilization

of domestic inputs or resources.

35. Same experts noted that some contracts or agreements specify that a
percentage of the plant or production input hed to originate in the country
of the foreign supplier or partner or in third countries. It was noted that
in some developing countries the proportion of domestic input including
equity participation was established by government policy. For instance,
the proportion permitted for export oriented or high technology ventures
was often much higher than that which catered mainly to the domestic

market. Some experts recalled that in many developing countries legisla-
tion called for the progressive increase of domestic inputs in the final
product and the local manufacture of components, spare parts or accessories.
Some experts recalled that in many develoving countries it was possible

to progressively increase the domestic input to up to 60 per cent of the
value of the final product, beyond that point many difficulties avrose
particulerly in regard to inputs requiring specialized material or tech-
nology which may be beyond the capability of the host country to supply

at that point in time. Other experts indicated that in some countries

it was possible to raise the domestic input to 95 per cent. Some experts

cautioned that while investment and other economic policies were matters




to be determined by ‘he country concerned, such restrictive policies

could have a deleterious effect on foreign direct investment and a *

restraining effect on indusirial cecliaboration. \

3G. 4 number of experts noted the experience in some countries where ihe
foreign partner discouraged the greater utilization of domesiic inputs
including the local manufacture cf components. The Group recognized that
the Issue of pricing was complex and there was not sufficient information
available to examine this problem in greater Jleoth. It weas mentioned by
some experts that verhaps a practical aporcach to this vroblem especially
in the cases where the prices of raw material inputs fluctuated substan-
tially, was to make provisions in the contracts or agreements (without
the need for renegotiation) which required the parties concerned to
revesl periodically the pricing mechanisms or practices applied. Other
exverts had considerable doubts whether such changes after the signing of

the contract would be equitable.

37. The Croup also noted that contracts or agreements often did not
include provisions concerning utilities, e.g. power or energy, water,
waste disposal etc., to deal particularly with the longer-term requirements
of enterprises. This had led to practical problems which had affected the

* smooth operations of the enterprises.

L, Marketing of resultant vroducts

38. The Group ncted that rome contracts or agreements including those
within the framework of intergovermmental agreements had provisions which
provided for the marketing of the resultant products in the country of the
foreign partner, or in third countries, i.e. buy-back or counter-trade
arrangements. Some exverts stressed that such provisions were particularly
important for ventures or enterprises which were export-oriented as they
provided markets for the resultant product(s). Other experts felt tnat
marketing was not necessaril: the responsibility of the foreign vartner.

The experience in East-West industrial co-operation in this regard was
useful. In this connection, the need for quality control and the importance

of technological improvement or adaptation was mentioned.

36, Some members of the Group also noted that many of the products were
competitive in the world markets end faced various types of restrictions

or commercial prlicies including tariffs and non-tariff measures, wvhich




wvas an area within “he vurview only of Jovernments. Other members of

the Groug feit th-+ such restrictions ané zolicies could be justified

in maintaining the industrial base of the coun:iries concerned. In this
coraection, some exverts drew attention tc such important cTrodvlems in

the field of trade as ctrotectiomism in i:s varicus forms, which impedec tre
access of goods produced under industrial collaboration arrangements on the
basis of comvarative advantage 10 the markets of the countries implementing
orotectionist measures. The experts could not agree or whether or not these

matters were questions for this Group.

LO. Some expverts noted that the products arising from contracts between
enterprises in developing and developed market economy countries were often
not granted special treatment. Special treatment could only be accorded by
Govermments. Some experts noted that such projects were subject to safe-
guard actions and other forms of restirictions especially when the product
had successfully penetrated the markets of the developed countries con-
cerned. Furthermore, the experts felt that many of these restrictions
including the new ones that had been emerging were being applied outside
the framework of internationally agreed rules. Other experts stated that
such restrictions were within the framework of internationally agreed

rules and were used sparingiy. It was also pointed out by some experts
that in the GSP schemes some preference-giving countries discriminated
among developing countries in various ways thus negating the agreed
objectives of the GSP. Some experts were of the view that it was essential
if trade and industrial collaboration was to be promoted and facilitated
that socme reasonable assurance of market access was given to the products
of such collaboration. Furthermore, some experts ccnsidered that the
developed countrie: concerned should adoot atvropriaste measures to deal
with adjustment problems and thus allow greater access for oroducts in
which the developing countries had comparative advanteges. ther experts
ncted that developed countries are committed to adjustments in their
economies, and have already adopted aporovriate adjustment assistance pro-

gremmes.

5. Technology

L1, The Group recognized the role of tecnnology in industrial and econom-
ic develomment particularly of develoving countries. It alsc recognized the

need to facilitate an adequate transfer of technolegy and develovment of
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technology sc as to strengthen the technologicasl capebilities of develooing

countries. In this connection, the Group siressed *he importance of Im-

o~

croving the fiow and gua.ity of techrnelogical informetion including information

cn alternative tachncicgies and on the selection of ancrorriate technologies
suited to the svecific needs of develoving countiries. In this connection,
the Group ncted the work in UNCTAD on a draft internatiocnal code of ccnduct

on the transfer of technology which has reached a fairly advanced stage.

k2. The Group considered that provisions relating to technoclogy were one
of the major elements in contracts and agreements in industrial co-ovperation
and trade connected with such co-operation. Those provisions related to the
transfer of the necessary knowledge for the manufacture of a product, the
application of a process or for the rendering of a service including the

operation ard functioning of plant and equipment and turn-key prolects.

k3. Some experts pointed out that in enterprise-to-enterprise arrangements
it was important to also include provisions for the adaptation or improve-
ment of technology to suit local conditions as well as regards payment for
the technology acquired. Among the problems that had arisen, particularly
for enterprises in developing countries, were restrictions on the technology
supplied to that available at the time of negotiating the contracts. KNew
technologies subsequently developed were surplied on the basis of new
contracts at high cost. Other experts stressed that the commercial terms

on which the contract was based often applied to existing technology, and
that as improved technology had inevitably involved further cost to its
producer, it might not be inappropriate that the recipient should be asked
for further payment. The result was that the production process was based
on the old technologies rather than on the more suitable new technologies,
thus impinging on the capacity of the enterprise to adapt to the market

of the resultant product.

Lh, Some expertc noted trat some Governments vtlayed & role in certain
areas including those pertaining to the terms and conditions of transfer
of tecnnology, e.g. in defining the rights and obligations of the contract-

ing parties.

6. Repair, maintenance and spare parts

ks, The Group considered that wroolems associated with the repair and
maintenance of equipment and the supply of spare parts vere closely linked
to ques-ion of arbitration since unresolved issues relating to these problems

cften formed the core of disagreement.




ar, Wnilst there were certain measures tha* tuyers could take to check
on the technical reru-ation and financial status of suprliers, such as

tne Zinancial rating agencies, engineering consultants ete., a significant
degree cf protection ¢ou.i De obtained through well-drawn up contracts.

It was also recognized <hat the consequences of events such as bankruocy
ziznt be considerable tu duyers involved in long-terr arrengements with

firms which become tankrupt.

7. Financing
L7. The Group recognized the vital importance of finance in contracts
relating to industrial co-operation. However, as regards particular
financing mechanisms, some experts stressed the importance of linking
finance with buy-back errangements in industrial collaboration coniracts
or agreements. Some ccnsidered that such a link might impede industrial
co-operation because often capital goods' suppliers or the foreign partner
may not have sufficient experience or the required resources or facilities
for buy-back products. A number of experts, however, stressed that buy-
back and counter-purchase arrangements had several advantages. Among
these advantages were that such arrangements ensured that the quality and
price of the product met the agreed specifications, thus compelling the
partners to give high priority to such performance. Morecover, many
developing countries faced foreign exchange difficulties and needed channels
or marhets for the products of industrial collaboration. It was noted that
problems concerning the quantity, quality and price of buy-back products had

often caused difficulties in this field.

L8. The Group agreed that some Governments in both developed and developing
countries could become involved in the financial aspects of some industrial
co-operation contracts and agreements, at least insofar as establishing a

clear infrasivucture of investment and industrial co-overation policies.
This involvement arose ‘rom the importance given to such questions as interest
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rates and export credit insurance. In this regard, some experts zuggested
it might be helpful to undertake a survey of existing investment industrial
co-operation guidelines embodied in legislation of countries that have
ervstallized this, for the information of other countries, where such

guidelines are not available.




8. Pricing

Lg, There was general agreement that rricinz is a commercial matter, of
dirsct concern :: the vartners of an enterorise-to-enterorise agreement.
Some experts felt that Govermments had an imoortant rcle to tlay in Laying
down dcomestic suidelines to govern enterorise-to-entercrise agreements.

It was recognized by the Group that information in this area was important
both with respect to poliey issues and mechanisms on the workings of
financial infrastructure, as well as with more direct information with
regard to product and equimment prices. Some experts emphasized that
buyers must know what they are vaying for. They recognized that un-
packeging in the technology transfer orocess might be appropriate for

some developing countries.

50. Some experts felt that there should be indexation of the prices of

rav materials, wages and other inputs and the point was made that it might

be appropriate to allow uot only for orice increases but also for price
decreases. There was a further suggestion that United Nations agencies might
have a role to play in the monitoring of prices for capital equipment but it
vas recognized that cuch monitoring might be a complex exercice. There was
also recognition that it might be important to use the competitive mech-
anism of invitation to bid in comparing the prices of different equipment
supoliers.

9. Settlement of disputes including arbitration

S1. Some experts noted that there are existing procedures regarding settle-
ment of disputes through international arbitration. They noted that in some
countries national law was the only law recognized as applicable to the
settlement of disputes. Other experts noted that other countries recognized
the rignt of the contracting parties to choose both the law and the forum

relating to their disputes.

52. Scme experts noted that one approach to avoiding disputes was to
monitor closely the entire process of implementation of a given project.
The contractual arrangements should provide for procedures to settle dis-
rutes. In this connection, some experts felt that there was a need to
examine in what ways existing arrangements for the settlement of disputea
could be improved with a view to making them more expeditious and Jess

costly.




5s. 3cme exterts vointed out that existinz erbtitration nrocedurss were
lenz and costlv. They pointed ocut that these nrocedures edversely

2nd were Jetrimental te industrizl cc-operaticn and shouid se
resgried 0 cnlyv as the final step for setiling discutes. Jther pro-
cedures of zn infermal nature, such as conciliation, should e extlored
irizizlily. Oiher experts were of the view that in.ernational ctrecedures
for dispute setilement and arbitration !'2d been carefully develoved tc

ensure fair and eguitable sertlement of disvutes.

B. Rolevance of East-West experience in industrial and trade co-ovperation

sk. The Group had before it various studies vrepared by ECE on this
subject, including & report which summarized briefly East-West experience

in this fielé entitled "The Develomment of East-West Industrial Co-operation”
(ID/WG.337/1).

55. The representative of the Economic Commission for Europve noted the
evolution and rapid growth of East-West industrial co-operation which at
tresent were mainly of two types: projects in the rav materials sector,

in which technology and equipment supplied by the Western partner was usually
financed by counter-deliveries of resultant products; and, projects for
manufactured goods, particularly industrial machinery, semi-finished
materisls such as metallurgical products and chemicals, and to a lesser

extent, consumer gcods.

56. He also noted that of the many forms of industrial co-operation
practised in East-West trade, licensing based on payment in resultant
products was the eacrliest and most numerous, until it was superseded by co-
production or specialization in production, in which each partner svecial-
izeAa in the manufacture of specific components which were exchanged for
assembly of the ccmplete product by each partner who then sold the final
croduct in its designated market area. He said co-overation basea on
sub-contracting experienced rapid growth during the earlier period, i.e.
from 1665 to 1970. Thereafter co-production ventures became more numerous,
as did joint ventures for marketing purposes, located in Western countries.
The tripartite form of industrial co-operation hud experienced a rapid
expansion in later years and could be considered a further evolution of

earlier bilateral types of co-operation.




57. AS regards the ror. of intergovernmental agreements and related
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easures, scme exterts noted that such agreements are vlaying a useful

-
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role in Zast-West industrial co-ove.ation. cor instance, mixed com-
nissions of govermmental and entertrise cfficials had found it possitle
under “he grovisions of these ajreerents to make interventions on bdehalf
af individual projects to accelerate action tv govermmental bodies,
besides assisting interested entervrises in the vartner countries to
locate suitable co-overation partners and identify industrial and product

sectors for co-operation.

58. Some experts noted that many aspects of East-West trade and industrial
co-operation ﬁay be relevant to similar co-operation between enterprises in
develoving and developed countries including at the intergovernmental level.
In this connection, the Group noted the network of industrial and trade co-
cperetion agreements which socialist countries had with manv develovinz countries.
However, other experts pointed out that vhile East-West experience provided
useful guidelines for co-operation with developing countries It might not

be suitable or possible to extrapclate or transfer many of the practices
applied in East-West trade and industrial co-operation to developing
countries in view of the divergencies amoag these countries, e.g. as

regards natural resource endowments, adequacy of infrastructure, and

generally at the levels of industrial or economic development.

59. Some experts thought it would be extremely useful if the UNCTAD and
UNIDO secretariats made full appraisal of the experience and resulis
obtained from industrial co-operation programmes, projects and agreements

bvetween developing and developed countries.

690. A number of experts pointed to the role that can be played by zhe
processes of regional and sub-regional economic integration to facilitate
and stimulate industrial co-operation agreements and vrogrammes, both on a
larger scale and covering longer periods of time. Some exverts felt that
+here was a need for globalizing the henefits of regional and sub-regional

economic grouvings.

C. Multilateral arrangements to promote industrial co-oneration

61. The representative of the ACP described their experience concerning

the arrangements set up within the framework of <he Lomé& Convention to
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oroncte co-otveration at the enterprise-to-enterurise level. The

Convention vprovided az multilateral framework within which droduction and
marketing could be orsanized on a lonz-term dasis. The framework provided
a forum for dialozue wnere different views were exvressed ana harmonized, as
distinct from snterrrise-to-entersrise negotiations on a bilateral basis.

It also provided for establishing contacts for economic develovment on 2
wider vasis and with due regard to vromoting the interests of all the
participants through 2 clear agreemen:t on the obligations and resvonsibility
of the parties concerned. He also described the network of imstitutional
arrengements set up under the Lomé Convention, especially the Centre for
Industrial Development, the European Develomment Bank and the European
Investment Bank, which provided, inter alia, for the undertaking of feasi-
bility studies, the collection and dissemination of information, bringing
together potential partners, providing financial, technical and other
assistance, and, in general, creating a climate of confidence and under-
standing for fostering and promoting industrial collaboration arrangements
for the mutual benefit, especially of medium and small enterprises who

would not otherwise be able to engage in such operations.

D. Role of technical assistance

62. The Group recognized the fundamental importance of technical assistance
particularly to Governments and enterprises in developing countries. Such
assistance would be particularly helpful in connection witn the preparation
of pre~feasibility and feasibility studies; in the exploration, negotiations
~r consultations concerning trade and industrial collaboration arrangements;
~nd the organization of workshops or seminars to provide a mechanism for the
examination of problems at the technical level: for exchange of up-to-date
informetion and experience; and to bring together prospective partners of

collaboration arrangements.

63. Some experts considered that the UNCTAD and UNIDO secretariats should
strengthen the technical assistance on trade and industrial co-operation
with support to other bodies within the United Nations system ineluding the
United Nations Centre of Transnational Corporations and the United Natioms
Develomment Programme (UNDP), taking into account the activities outlined
above. Some experts also felt that the United Nations Secretariat should not

directly negotiate specific contracts.




II. TFLOWS A7 CUANNILS OF INFORMATION ON TRADE AND INDUSTIRAL
COLLAZORLTION ARRANGEMFNTS

chk. The Jroup recognized that the availarility of detailed, precise and

up-to-date information was essential in vromoting and facilitating trade

and indus:irial collaboration at both enternrise and governmental levels.

In noting the information and material presently available within the

United Nations system and from other sources, the Group recognized the

need for a comprehensive system to collect, process, analyse, organize and

disseminate such information and material to both Governments and other

potential users including private enterprises in connection with trade

and industriel co-operation. However, it also noted that the establishment

of such a system called for resources which were beyond the capacity of any

single orgenization in the lLuited Nations system.

65. The Group noted that the information services within the United Nations
system are currently under review. Accordingly, it considered that co-operative
arrangements should be instituted making full use of those existing sources of
information, and this might provide a practical approach in the interim, to
these problems. These arrangements could be developed and evolved in accord-
ance with the needs and experience of both Governments and private enter-

prises in this field.




Annex I

! AGENDA
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Adopticon of the agendea and organization of work

2. “xaminetion of the characteristics of entervrise-to-enterorise
agreements including those within the framework of intergovernmental
agreements:

(a) <+trade and industrial co-operation practices including
those outside the scope of intergovernmental agreements;

(p) nature, scope and implications of buy-back agreements within
the framework of trade and industrial co-overation
arrangements in promoting industrial co-operation;

{({¢) identification of provisions which might be of assistance
to developing countries including new and innovative forms
of co-oversation.

[WV)

Examination of available information pertaining to item 2 above and
ways and means c¢f improving existing flows and channels of such

information including information that becomes available.
L, Conclusions and recommendations

S. Adoption of the Report
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