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. Introduction:-

-

This paper aims at rresenting tc the Comsultation, for
its ccasideration, certain important issues on internaticnal
co-cperation and long-t.rm arrangements for the capital goods
industry

For exampie -

- the reole of long-term arrangements in irternational
co-operation and the conditions reguired for adopting
and implementing the concept of a New International
Division of Labour in capital goods based on "mutuality
of economic interest between the developing and deve-

loped (omtries”;

- types of capital goods that are potentially suitable

for such long-term arrangements:

- special empnasis to be tlaced or the involvement of
the least develor:d countries in suca long-term

arrangerents for international co-operation,

2. Importance of the capital goods irdustry

The capital grods industry occupies a pivctel position in
the movement towards world indus*rializaticn and in the establish-

ment of a new international economic order.

For the developing ccuntries, it is the main catalyst in the
economic and industrial development process and in their efforts

to achieve technological advancement.

The dynamism of capital goods development - with some deve-
loping countries already well advanced in the field and others
moving into it - may help the develcping countries to increase
their share in capital goods production, in terms »f value added,

from 6% in 1976 A.D. tc about 16% to 18% in 200C A.D.




3. Govermment tarticirvetion

In the case of developed countries, *he capital goods industr
b b -

s the key sectcr fcr iadustrial res=ructuring, with the governments

b

c? these countries becoming increasingly invelved in the industry
and inflvencing Its dJevelopment through 32irect and indirect inter-
ventien.

There is eiready a very long his<cry ¢l gcvernment participmtion
ir industrial activitles in these countries, but two new trends have
eperged in rzcent years.;/ QECD govermrments have in various ways
assumed a growin;: invelvement in advarced technological activities.
furthermore, to trevent certain .raditicasl industries from declining
too rapidly, some governments have intervened in these industries.
They have zlso not hesitated tc take zction tc assist industries
which have been "taken ill" but are toc important to be allowed

tO "die"

L. Interdependence of the developing and developed countries

There is an increasing appreciation cf the concept of "mutuality”

of economic interest between the develcring znd developed countries".

Interdependence takes many forms - political, cultural, economic,
etc. Economic interdependence has a stecial significance in the

process of international co-operation.

The develoring countries are striving, through a process of
development, to move out of an =ra of Jdetendeace into one of equitable

interdevendence with the developed countries.

From the pcint of view »f the developed countries, cepital goods
development in the developing countries ca: be an "engine of growth"
neving beneficial effects on their own industries.g/ It will continue
to provide the developed countries with 2 market for their capital
goods expors: . This is borme out by the fact that newly industria-
lizing countries (NIC) capital gocds irports rose frem $7.1 billion

in 197C to $15.6 bviilion in l977.§/ The emergence of the developing

[AR ]

by, COECD Interfutures ''Facing the future', 1279
2/ Report - Brendt Commission - Dec. 1879

3/ QECD Report "The Impact of the Hewly Industrializ

ing Countries
on rFreductisn and Trade in Manufacztures", Paris, 137
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courtries as mesnufacturers of capital

m
C

ods 1s not likely to pose
untries' eccnomies. According
t¢ the forecast in tne World Eark Xeport of 1979, developing countries’
exports to the developed ccuntries 3y _39C may cover only about 5%
of the developed ccuntries' needs.
The developing countries are alreedy heavily iz debt to the
developed countries. In the coming years, facei with problems of

financial constraints, efforts to Industrielize will tend further to

increase these debts.

5. Absence of long-term arrangexnents for prcmoting interdependency

Mutuality of economic iInterest envisages a partnership between
the developing and developed cocuntries for a long enough period to
ensure benefits from such a relationship accruing to both sides. In
actual practice, however, arrangements in several cases are for
short periods, and are on an ad hoc basis or take the form of a
"one-time-buy arrangement"”. Such arrangemernts tend to 1ignore the
long-term perspective that should guide botl. the develcped and deve-~

loping countries in their capital goods programmes.
There may be some exceptions:-

Some intergovernmental agreemernts ensure that the lnng-
term perspective is kept in view, particularly when there is
the possibility of linking supply of egquiprment with the import

0. strategic raw ma-erials.

Ther there are enterrrises .4 industries in the market
economy countries which are promoting capital goods develop-
ment in the developing countries through their subsidiaries.

While doing sc they are keering a long-term objective in sight.

The developing countries hope that their capital goods develcp-
ment programmes, promoted through the intermnational division of
labtcur, should not only help in generating self reliance, but alsc
ensure movement from a lower techncliogical level to a higher one.
Such an objective may nct always be In ronsonance with the goals
of the foreign ccmpanies which nave invested in the developing
countries. The pclicies of these comranies (e.g. transnational
corporations) may not encourage such mcvement to higher levels.

This problen arises beczuss of the atsence of e policy promoting

interdependence through long-term arrengements,
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Advantages ¢f long-term arrangesents

Agreements tased on lons-ternm arrangszents hel

US}

o prerote

Y

uel economic interest” ¢f all the partiners ccncerned.

,

For the develcped countries: -

- in the present situation ¢ uncertainty, and given the
stresses and strains related <c the econcny, such lcng-
term arrangerments would helr <o introduce some stability

into the system;

- they would help the develcred ccuntries interested in
restructuring their capital gcods industry to implement

their scnemes in a more purvcseful and durstle manner;

- such an arrangement would be zmore beneficial than a single
transaction involving equirmen:t or technoliogy and would
enable them to have permanent and ever greater access tc

*he markets in developing countries.
For the developing countries:

- it would help the industries become established in linpe
with the countries' long-term industrial and economic
deselcpment plans; and it would enatle better absorption
and assimilation of imported technology into the indigenous

system;

- if co-operation between the twe sides involves direct
foreign investment or setting up subridiarjes, the Jong-
term arrangement would help thz develoving country to
ensure that the oparation ¢f *hese companies and the policies
they follow are in line with naticnal econcmic anéd social

objectives;

- import ¢f equipment and extermal finance for carital goods
projects may often involve rezteyment through a trade or
"production compensation” errengement. This may extend
over several years, “hus necessarily imtlying partnershic

on a iong-term dbasis;
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- in the ipplementaticn of %he rrojects, protlems relating
t¢ contractu terms like zerfcrmance guarantees, deve-
lopmentel damage, arbiiratisn clauses, ete. might arise.
A long-term arrangement csuld ensurs satisfactory imple-
mentation of the contract and therety fcster a healthy

relationshir between the two side

n

7. Increasing imports aid national Zekrt

Develoring countries are faced with a czrrlex situation:-

Their national otjectives call for ravid industrialization.
This would necessitate massive Imports of carital goods from the

developed countries.

But imports need foreign exchange surport - not zn easy

commodity for most developing countries to find.

Substeantial internal resources zre needed for irfrastructure
development, without which industry cennot be established and thrive,

and these resources too are limited.

National debt may be very heavy. With additional borrowing
for the capital goods programme, the situation could become worse,
and doubts may arise about the country's creditworthiness and ability

to repay the debt.

How then do the developing countries proceed in order %o cver-
come these apparent incompatibilities and gather resources for their
programmes? By increasing aid or through concessional credit? Through
trade agreements - perhaps linked to the concept of "production com-

pensation”?

All these iIssues point towards establishing a dialogue with the
developed countries to elaborate a programme of mutual Interest and

interdependence.

L/
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c. “estructuring of the carital gocés industr

This restructuring process leading to the development of the
capital goods industry in the develoring countries is likely to

continue in the next decade, althoug. Dperhars at a slower rate.

ot
} =

L/ OECD Ianterfutures repert, or. ¢
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Transfer way take vlapce aither <through product manu
or through standardized producticn trocessss, sut this is no doutt
only an Intermediate stage. The developing cowntries, though
gaining frox such transfers, are not likely =0 offer much competiticn
9 the developed countries, which Zave twe distincet advantages:
technolcgical Inncvaticn making mcre extensive use of automation;
and the menufacture c¢f rroducts very clecsely linked to market cha-

racteristics.

Activities requiring high technclogicel capacivy will for
cbvious reascnc te inereasingly concentrezed in the developed countries.
Straightforward products or activities imvolving nigh manpower costs
can be transferred, as in the pest, to most ¢f the developing countries.
Intermediate level countries which already have & domestic market and
some technological capacity could take ur a more or less independent
development of production and even design fcr mass consumption products.

5/

Q. Role of small and medium-scale industries<

In the restructuring process, the rolec of small and medjum-scale

industries will be of particuler impcrtence. These industries

- are not a second rate substitute fcr large-scale production
units, and do not have z less develcped technological

potential; and

- are a complementary - and perhaps less troublesome - means

of access for developing countries %o capital goods technology.

10. Need for internationsl co-overation tased on lomg-term arrangements

The dynamism of the develcpment process therefore leads us to
conclude that a co-operation based on leng-tern arrangements will dring
lasting venefits to both parties and vill nelr to promote rapid and

balanced growth of the capital goods industry by:

- enabling the developed countries <o find common ground between
their concept ¢f "industrial restructuring” and the hopes and

aspirations of the develoring ~ountries;

S5/  UNCUAD Report "Role of Small and Vedium Sized Entercvrises in
Interrnational Transfer of Technolsgy", Geneva, 1980
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groups of countries like the newly industrializing countries, countries
with an embryonic

require different forms of long-term arrangement. A broad categorization

- ensuring *hat due exmphasis Is rtlaced on the growsh cf

-

smell and medium-scale industries snd financial institutions
2 can tlay a vitael role in the astablishment, develop-

xent ané exgansion of the carital goods industiry:

- enacling the develcoped ccuntries tc give special attention

0 the develovment progranmmes of the least developed countries
- - - b

e.s."Lagos Plan of Acticn

'~
[}

to integrating co-cperaticn irn capital gocds development with

these trograrmes;

- taking a2 long-term view ané thus helping to reduce the
"uncertainties" faced by scme of the industries in the deve-

loped countries;éf and

- helping the developing countries to achieve their objective
of reducing the ixmbalance between them and the developed

countries.

Forms and conditions of long-term arrangements

The forms and conditions for such arrangements can be widely diver-

and will devend upcn several factors.

Based on their levels of development and their national strategy,

industrial base or the least develcoped countries may

of these forms cculd be -

(a) with a developed country (merket economy);
(b) with a developed country (rlanned economy);

(c) with a developed country tluis a more develcped developing
- —

country,
(d) emongst the developing countries;
(e) with 2 financially affluent develoring country;

(£f) regionel, sub-regional or inter-regional.

Report of the French "Federation of Mechanical and Me+al Processing

Industries” (FIMTC) "Prospects 198C - 190"

r the African States, with a view
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Trnes2 Iorms may ve lotlersovernmsnTal, loTer-oompany SroTotweon
ar anzerzrise and a govermment. Tner zzr involve direct financlal
investzment, tihe estatlishment 27 sutsiileries, fTuwrn-Xey Irolectis or
sala of equivment and technclogy linksd wish trade and financing,
cr 2cver training ctrogrammes and 27 =xzerts etc.

12.

are

The tsrms of such arrangemen=s =z zl3s vary Zezendlng ugoxn
s <es2nnclogical level, infre-

wure availability, financisl rescurcesz/national debt, marke:

Conclusions
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Two of the important cuestions =:c Iz ¢

tnerefcore as fallows:

w~nat should be the conien
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lateral, regional, and sub-rsgicnal lcng-ierm arrangements
tetween the develored and the Zevelcping countries and

amcngst the
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in what ways cen the intermaziiznal community assist the
least devalcped ccuntries in tzeir efforts to entar Into

the capital gcods sector?







