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Int roduction:-

This paper aims at presenting to  the Consultation, fo r 

i t s  consideration, certain important issues on international 

co-operation and long-term arrangements fo r  the cap ita l goods 

industry

For example -

-  the ro le  o f  long-term arrangements in in ternational 

co-operation and the conditions required fo r adopting 

and implementing the concept o f  a 5ev In ternational 

D ivision o f Labour in capita l goods based on "mutuality 

o f  economic in terest between the developing and deve­

loped '. ountries" ;

-  types o f  cap ita l goods that are p o ten tia lly  su itable 

fo r  such long-term arrangements :

special emphasis to  be placed on the involvement o f 

the least develop id countries in such long-term 

arrangements fo r  in ternational co-operation.

2. Importance o f  the cap ita l goods industry

The cap ita l goods industry occupies a p ivo ta l position  in 

the movement towards world indu stria liza tion  and in the estab lish ­

ment o f a new international economic order.

For the developing countries, i t  is  the main catalyst in the 

economic and industria l development process and in th e ir  e ffo r ts  

to  achieve technological advancement.

The dynamism o f cap ita l goods development - with some deve­

loping countries already w e ll advanced in the f ie ld  and others 

moving into i t  - may help the developing countries to increase 

th e ir  share in cap ita l goods production, in terms o f value added, 

from 6% in 1976 A.D. to about l6? to \b% in 200C l.D.



3- uoveraaer.' ca rtic ioa tion

In the case c f  developed countries, the cap ita l goods industry 

is  the key sector fo r  industria l restructuring, v ith  the governments 

c f  these countries becoming increasingly involved in the industry 

and influencing its  development through d irect and ind irect in ter­

vention .

There is  already a very long h istory o f government partic ipation  

ir  indu stria l a c t iv it ie s  in these countries, but two new' trends have 

emerged in recent years.— OECD governments have in various ways 

ass tuned a growing involvement in advanced technological a c t iv it ie s .  

Furthermore, to  prevent certain  -rad iticn a l industries from declin ing 

too rap id ly , some governments have intervened in these industries.

They have also not hesitated to  take action to assist industries 

which have been "taken i l l "  but are toe important to be allowed 

to  "d ie ".

U. Interdependence o f the developing and developed countries

There is  an increasing appreciation c f  the concept o f  "mutuality" 

o f  economic in terest between the developing and developed countries".

Interdependence takes many forms - p o l i t ic a l ,  cu ltu ra l, economic, 

e tc . Economic interdependence has a special sign ificance in the 

process o f in ternational co-operation.

The developing countries are s tr iv in g , through a process o f 

development, to move out o f  an era o f dependence in to one o f  equitable 

interdependence with the developed countries.

From the point o f view o f the developed countries, cap ita l goods

development in the developing countries can be an "engine o f  growth"
2/

nav.ng b en e fic ia l e ffe c ts  on th e ir  owr. industries.— I t  w i l l  continue 

to  provide the developed countries with a market fo r  th e ir  cap ita l 

goods export: . This is  borne out by the fact that newly industria­

l iz in g  countries (NIC) cap ita l goods imports rose from $7.1 b i l l io n
3/in 1970 to $l&.b b i l l io n  in 1977.— The emergence o f the developing

1/ OECD Interfutures "Facing the fu ture", 1979

2/ Report - Brandt Commission - Dec. 1979

OECD Report 'The Impact o f the Newly Industria liz ing Countries 
on Production and Trade in Manufactures", Paris, i? 79

1/



countries as manufacturers o f cap ita l goods is  not lik e ly  to pose 

any serious threat to  the developed countries' economies. According 

to  the forecast in tne World Bank Report o f 1979-, developing countries' 

exports to  the developed countries 'ey _99C may cover only about 5% 

o f  the developed countries' needs.

The developing countries are already heavily  in debt to the 

developed countries. In the coming years, fa c e ! with problems o f 

financia l constra in ts, e ffo r ts  to in du str ia lize  w i l l  tend further to  

increase these debts.

5- Absence o f  long-term arrangements fo r  promoting interdependency

Mutuality o f economic in terest envisages a partnership betveen 

the developing and developed countries fo r  a long enough period to 

ensure benefits from such a relationship accruing to  both sides. In 

actual p ractice , however, arrangements in several cases are fo r  

short periods, and Eire on an ad hoc basis or take the form o f a 

"one-time-buy arrangement". Such arrangements tend to  ignore the 

long-term perspective that should guide both the developed and deve­

loping countries in th e ir  cap ita l goods programmes.

There may be some exceptions:-

Some intergovernmental agreements ensure that the long­

term perspective is  kept in view, p a rticu la rly  when there is  

the p o s s ib ility  o f link ing supply o f  equipment with the import 

o f s tra teg ic  raw materials.

Then there are enterprises u- d industries in the market 

economy countries which are promoting cap ita l goods develop­

ment in the developing countries through th e ir  subsidiaries.

While doing sc they are keeping a long-term ob jective  in sight.

The developing countries hope that th e ir  capite!, goods develop­

ment programmes, promoted through the in ternational d iv is ion  o f  

labour, should not only help in generating s e l f  re liance, but alsc 

ensure movement from a lower technological le v e l to a higher one.

Such an ob jective may net always be in consonance with the goals 

o f the foreign companies wnich nave invested in the developing 

countries. The p o lic ie s  o f these companies (e .g . transnational 

corporations) may not encourage such movement to higher le ve ls .

This problem arises because o f the absence o f a po licy  promoting 

interdependence through, long-term arrangements.



Advar.t aces long-term  arrangements

Agreements based on long-tern arrangements help to prenote 

ual economic in terest'' o f a l l  the partners concerned.

For the developed countries:

in the present situation o f uncertainty, and given the 

stresses and strains related to the economy, such long­

term arrangements would help to introduce some s ta b il ity  

into the system;

they would help the developed countries in terested  in 

restructuring th e ir  cap ita l goods industry to  implement 

th e ir  schemes in a more purposeful and durable manner;

such an arrangement would be more b en e fic ia l than a single 

transaction involving equipment or technology and would 

enable them to  have permanent and ever greater access tc 

the markets in developing countries.

For the developing countries:

i t  would help the industries become established in lin e  

with the countries' long-term industria l and economic 

development plan?; and i t  would enable b e tte r  absorption 

and assim ilation o f imported technology into the indigenous 

system;

i f  co-operation between the two sides involves d irect 

foreign investment or setting up subsid iaries, the J.cng- 

term arrangement would help the developing country to  

ensure that the operation o f these companies and the p o lic ie s  

they fo llow  are in lin e  wirh national economic and soc ia l 

ob je c t iv e s ;

import o f equipment and external finance fo r cap ita l goods 

projects may often involve repayment through a trade or 

"production compensation" arrangement. This may extend 

over several years, thus necessarily implying partnership 

on a long-term basis;



in the inclementation o f the p ro jec ts , problems re la tin g  

to contractual terms lik e  performance guarantees, deve­

lopmental damage, arb itration  clauses, etc . might arise.

A long-term arrangement could ensure sa tis factory  imple­

mentation o f the contract and thereby fos ter a healthy 

relationship  between the two sides.

7- Increasing imports and national debt

Developing countries are faced with a complex s itu a tion :-

Their national ob jectives c a ll  fo r  rapid indu stria liza tion .

This would necessitate massive inroorts o f  cap ita l goods from the 

developed countries.

But imports need fore ign  exchange support -  not an easy 

commodity fo r  most developing countries to find.

Substantial in ternal resources are needed fo r infrastructure 

development, without which industry cannot be established and th r ive , 

and these resources too are lim ited .

National debt may be very heavy. With additional borrowing 

fo r  the cap ita l goods programme, the situation could become worse, 

and doubts may arise about the country's creditworthiness and a b il ity  

to  repay the debt.

How then do the developing countries proceed in order to  over­

come these apparent incom patib ilities  and gather resources fo r  th e ir  

programmes? By increasing aid or through concessional credit? Through 

trade agreements -  perhaps linked to  the concept o f  "production com­

pensation"?

A ll  these issues point towards establish ing a dialogue with the 

developed countries to  elaborate a programme o f mutual in terest and 

interdependence.

6. Restructuring o f the cap ita l goods industry-^

This restructuring process leading to the development o f the 

cap ita l goods industry in the developing countries is l ik e ly  to 

continue in the next decade, although perhaps at a slower rate.

] j j  OECD Interfutures rep o rt, on. c i t . 1



^ T ^ ri g -ra v  t  f f lffl ’C2-S.CS c iv lC S r*  t h r o u g h  C rC C U C t ClCJlU.Î'&C't'î-lC*—

or through standardized production processes, hut th is is  no doubt 

only an intermediate stage. The developing countries, though 

gaining from such transfers, are not l ik e ly  to  o f fe r  much competition 

to the developed countries, which have :vc  d is tin ct advantages: 

technological innovation making mere extensive use o f automation; 

and the manufacture o f products very c lose ly  linked to market cha­

ra c te r is t ic s  .

A c t iv it ie s  requiring high technological capacity w i l l  fo r  

obvious reasons be increasingly concentrated in the developed countries. 

Straightforward products or a c t iv it ie s  involving high manpower costs 

can be transferred , as in the past, to  most o f  the developing countries. 

Intermediate le v e l countries which already have a domestic market and 

some technologica l capacity could take up a more or less independent 

development o f production and even design fo r  mass consumption products.

9 • Role o f  small and medium-scale industries—̂

In the restructuring process, the ro le  o f  small and medium-scale 

industries w i l l  be o f particu lar importance. These industries

are not a second rate substitute fo r  la rge-sca le  production 

units, and do not have a less developed technologica l 

p o ten tia l; and

are a complementary -  and perhaps less troublesome -  means 

o f  access fo r  developing countries to  cap ita l goods technology.

10. Need fo r international co-operation based on long-term arrangements

The dynamism o f the development process therefore leads us to 

conclude that a co-operation based on long-term arrangements w i l l  bring 

la s tin g  benefits  to both parties and w i l l  help to promote rapid and 

balanced growth o f the capita l goods industry by:

enabling the developed countries to find common ground between 

th e ir  concept o f "in du str ia l restructuring" and the hopes and 

aspirations o f the developing countries ;

¿/ UNCTAT Report "Role o f Small and Medium Sized Enterprises in 
In ternational Transfer o f Technology", Geneva, I960



ensuring that due emphasis is  placed on the growth c f  

small and medium-scale industries and financia l institu tions 

which can play a v i t a l  ro le in the establishment, develop­

ment and expansion o f the cap ita l goods industry;

enabling the developed countries to give special attention 

to the development programmes o f the least developed countries, 

e.g."Lagos Plan o f  Action" fo r  the African States, with a view 

to  in tegrating co-cperaticn in cap ita l goods development with 

these programmes;

taking a long-term view and thus helping to reduce the

"uncerta in ties" faced by some o f  the industries in the deve-
6/loped c o u n t r i e s a n d

helping the developing countries to achieve th e ir  ob jective 

o f reducing the imbalance between them and the developed 

countries.

11. Forms and conditions o f long-term arrangements

The forms and conditions fo r  such arrangements can be widely d iver­

gent and w i l l  depend upon several fa c to rs .

Based on th e ir  leve ls  o f development and th e ir  national strategy, 

groups o f countries lik e  the newly in du stria liz in g  countries, countries 

with an embryonic industria l base or the least developed countries may 

require d iffe ren t forms o f  long-term arrangement. A broad categorization 

o f  these forms could be -

(a ) with a developed country (market economy);

(b ) with a developed country (planned econony);

(c )  with a developed country plus a more developed developing 

country;

(d ) amongst the developing countries;

(e )  with a fin an c ia lly  a ffluen t developing country;

( f )  reg ional, sub-regional or in ter-reg ional.

6/ Report o f the French "Federation o f Mechanical and Metal Processing 
Industries" ( FIMTC) "Prospects 198c - 1990"



ar. ent ercrise and a government. _ney nay involve d irect financia l 

investment, the establishment o f subsid iaries , turn-key projects or 

sale o f equipment and technology linked with trade and financing, 

or cover tra in ing nrogramnes and supply o f experts etc.

The terms o f such arrangements nay 

the choice o f p ro jects , the country's te 

structure a v a ila b ility , financ ia l res cur 

demand, trade relationship etc.

.so vary depending upon 

.r.ological le v e l ,  in fra - 

:S/national debt, market

12. Conclusions

Two o f the important questions to be considered by the Consultation 

are therefore as fo llow s :

( i }  what should be the content and scope o f b i la te ra l,  m ulti­

la te ra l, reg ional, and sub-regicr.al long-term arrangements 

between the developed and the developing countries and 

amongst the developing countries?

( i i )  in what ways can the in ternational community assist the

least developed countries 

the cap ita l goods sector?

LC t. ■ C. -  > * A f fo r ts  to enter inte
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