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1.0 latrsducticn:-

1.1

1.2

'.l

The Third General Conference of UNIDC nreld in
daw Delhi in early 1980 has approved a Plan of Action
for the restructuring of world industry in %he context
of establishment of a new international econcmic srier,
The Pler calls for an accelerstion ané active trosotion
of industrialization of the developing ccuntries. This
call reflects the strong desire amongst the developing
courtries to attain the objectives thaot had been laid

down in the Lima Conference.

Based on tiae CECD figures, the total estimatad
production in 1976/77 of cspital goods (mechanical and
elactrical engineering industries) was of the order of
$1,700 tn. (irn curreunt “erms). The contridbution of the
developing countries in terms of added value vas caly

about L3.

To attain a figure of 25% of werld production, as
envisaged in the Lima Conference, is cuviously 8 very
tig task for the developing countries ard would require

Herculear efforts. Achleving any measure of sucgecess in

attaining this objective, or anything close to it, can

be rossible snly, if there is5 & joint effort made in

this directicr btoth by the develoving anid the developad

courtries, duly supported znd assisted ty interns*?-nal

orgunizations like the TNICDO.
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of capitai goods industry:-

Impor.ance of

capital goods

industries

A characteristic feature o the plenning for
develozment :n the developing -sountries, therefcre,
is the important role assigned to industrialization -
and conseguently t2 the capital goods sector which
holds the key to industrialization. The strategic

position o:cupied Yy tkis sector is because of:

- its merked impact on capital formaticn and
erployment generaticn;

- its ability to provide a spin-uf?f Tor wvhe

extire manufscturing sector:

- its cetelytic effect cn the development cf
industrial infrastructure and acquisition

of lozal ckills and expertise; and

- its multiplier effect or the econcmy as a

whole.

The special features of the capital goods
industries are the relative lumpiness of the
investment, iong gestation and recoupment pericd,
and complex Lackward and forward linkages with other

sectors of trze national eccaomy.

This i3 whet makes it na2cessary £o nrave a
long-term planning with a2 time norizom of about

ten to ¢ifteen years.

This is why the programme {cr building ur the
capital goods sectcr has o te a part of a corprehensive
national socic-2ccnomic plan so as %o we abla to
etfectively contribute to a harmonious developuent

and integration with il'2 national eccnomy.

In the case of some of the developing countries,
the state might be the only cne capable of undertexing

the necessary iavestment,

For scme others, a comoined offort may be

neeled by the state and private entrepreneurs;
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2.7

2.8

2.9

Central
cianning

In a few ~owitries wnerse {he entrspreneurshic
is well developed, %Lhey migh*t be able to pley &
rajor role :in the developuent of cepital goods

indusiries:

In mogi of the developing countries, howaver,

direct varticipation of the state would, perhans,

be the only way Of echieving a rapid orogress in

manufacture of capitsl goods.

The multifacet nature of the impact of cepital
goods industry on the economic and industrial
development mskes it imperative that the develcoping
countries plan centrally for the development cf
this iandustry. The first step, therefore, is for
the governments of these ccuntries to have a strong
central plenning and monitoring organization that
would be capable of undertaking formulation of a

long-term development plan.

State partici_ation in the planning and
development programme would ensure a proper identi-
fication of the capital goods projects and an
appropriate division of werk betw en the public and
private sect.r guitably co-ordinated with the plans
for import of financ:ial and technical resources
and exports of goods and develcrment of lccal

expertise.

The central planning organization of the
con*rolled economy developed ccocuntries and of sore
of the developing countries (e.g. India) could
serve as models for adoption - with suiteble modi-
fications - by other developing countries. For
this purpose, sdviscry assistance, if needed,
could be c¢htained from these cuuntries on a bilateral
basis or through iaternmational crganizaticns lik2 the
INILC.
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2.13

2.1k

Government

participation

The Governments nf the developing countries
are already involved very closely with various
aspe2xts of industrial develooment in their countries.
In the case of the developed countries also there is
a long history of Govermment participation in industrisl
activities like public utilities - electricity, railways,
telephone, ete. Sometimes they have established
industrial undertaki-.gs with a view to counterbalance
the power of private companies or for msking them more
dynemic. In other instances nationalizeticn has been

resorted to for sc:ial or strategic reascns.

Governments of some developed countries have, in

‘various ways, been taking a growing interest in the

advanced technology activities like electronic
components, computers, aviation, nuclear energy,
space, etc. They are doing so as they wish to avoid
a total dependence on other more advanced economies.
Sometimes their involvement becomes necessary because
of the private sector not taking enough initiative in

ventures whose profitability may be low or uncertain.

Another example of Government varticipation is
when they iitervene directly in certain traditional
industries so as to prevent them from declining too
rapidly. Tkis is a sort of bailing out which is
prompted by social needs or by the desire for improving
economic effisiency. Instances are available where
Governments have not hesitated to orop up industries
which were threstening to close down on account of

financial :roubles.

The OECD report of Interfutures, "Facing the Future"
of 1979 lists out a number of possible policy options
which Sovernments might ccnsider for adoption sc as to
improve tha functioning of the international economic
system without, in any way, impairing the 2fficiency

of the world econonmy .

It envisages that intervention by the Governments

of the developed countries in the industrialization
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Lo iacresse. Tnls may nappen
by their financing research and development activities
and further linking it with =he determination of
priorities for researck prugrammes and also production
requirements (the State beiag an impcrtant buyer).
Sometimes the size of the contracts with -he develovping
countries may make it necessary for the Govermment of
the develoved cocuntry to »ecome the main if not the
only negotiator. Consecuently, political relationships
will play an increasing part in the competition amongst
the developed countries in the international market

for capital goods and intervention by the Governmments
in trade promotion will tend to further strengthen
their rfinancial and industrial role in the co-operation

arrangement.



3.0 Concept and ares of
international c~c-ocpersation:-

The developning countries are well aware ¢ %he
fact that, for them to embark in isoletion salcag
the path of develcpment, is fraught with serious
problems and obstacles, and they must, therafore,

obtain outside assistance in the execution of their

(&)

plans for the development of capital guods izdustry.

3.1 The principal instrument for duilding up the
capital gor ls industries in the deveioping countries
is that of "internaticnal co-opersetion™. This
encompnasses a total eco~amic interaction between a

developing countrv and its partner:

-~ An interaction that goes much bevond the

sale or purchase of goods and services;

~ Aa interaction that includes a set of
complementary or reciprocally matching
operation - in planning; in production;:
in development; in financing; in training;

and in transfer of technology and trade.

3.2 This interaction takes place both at the inter-
governmental level as well as at the level of the

enterprises.

3.3 Besides the traditional type of co-operation
like direct foreign investment, Joint sector ventures
and commercial transactions, it also involves a
long-term and complex interaction with matching
mutual performance and with the institutionalization

of the system with long lasting interest in co-cperation.

3.k The field of international co-cperation in the
capital goods sector is a vast one. Scme of the sareas
that it may cover are:- financing (aid or aredit);

Ares of training; establishment of vocational training centres
International
co-operation

and training institutions: development of infrastructure;

purchise of equipment and exports: transfer of technology

including build-up of indigenous know-how in design,
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enginearing ressearch and develcrment; redeployment
of industries and restricturing of world carital foods

vreduction.

The developing countries may alsc have fo seek !
nco-cperation iu fields like plannirng and in the
deterninstica ¢f the technclogical cuxplexity of

the eguipment whick is to be taken up for manufacture.
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Internaticnal co-oraration in world industry,
especially capital guods industry, has undergone o
gradual traasformation from ordiaary technical
assistance to & mich wider form of indurstrial
interaction. This interaction cow encompasses an
inereasingly complex area covering a mutuality of
econonic interest between th= two partners, i.e.,

the developing and the developed couniry.

b2 Mutuality of interest may lead to ern interaction

involving:

~  purchase of industrial equipmert and
technoloygy from the foreign courtry which
may ve further oxtanded to include long-
term *“echnical assistence, dasigning of

industrial complexes, and civil engineering:

- supply of finance, technology, plant and
equipment may ve 'mdertaken by the foreign
supplier in retura for the vroducts from
the plent or other praducts from the

developing country;

- a packeging of services and equinment may
even result in part of “hese transactions
being converted into different forms of

investment;

- radeployment of industries from the developed
to the developing country along with trade

linkages for the products from the plants;

- a long-term training programme to help the
developing country *o absort and assimilate
the fast charging technelngy in <he develored

countries in the capital gouds sector.
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L.k

interiependence

D

Mutual sy of ecenomic interast is, In cther
words, a growth of interdependence whizh btinds
togetner different countrias and regioms. Thi
interdependence goes vell beycnd the mere econcmic
framework and very ofter has political, military,

cultural, social zud institutional dimensions.

The developing and develoved countries have
tvo complementary concepticns cf interdependence.
For the developing countries dependance in the past
has been one of the prime festures of their political
economic aud cultural evclution. Taey now want this

tc be chaunged tc an equitable interdependencec.

The developed countries have recently discovered
+heir dépendence or certain developing countries
mainly for ec.nomic reasoms. Conseguently, they are
Xeen on emvhasizing the reciprocal asature of the
dependerncy. This envisages that while the developed
couvntries may be assisting the developing ones in the
field of techknalogy, capital equivment, finance,
training, 2tc¢., they would in turn be importing
raw materials and goods from the developing countries.
This increase in trade that will take place between
the two sides as a result of the induscrialization
of the developing countries is not likely to seriously
threaten the developed countries economies. In fact,
the industiialization of the third world countries
will open out ths:ir markets for supplies from the
industries of the developed world. The ten new
industrializing courtries which have been able to
develop a strong nucleus of capital gonds imdustries
Auring the last 10 years or so have continued to
import capital goods from the developed countries
and these imgorts have been sharply incresasing io
value. In 1970 the imports amounted to $7.1 viliion

which increased to $18.6 villion ia 1977.
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L.6

4.7

Reole of

Transuationel

Corporations

-~

The VWorlé 3ank report of 1975 shows that the
experts from <he develoving countries to the developed
countries by 1390 may bhe only about 37 of the develcred

countries needs.

The available evidence therefore ncints to the
fact that for s2varal yesars to come “he develconing
countries, deszite their ambitious Licgrammes of
capital gocds development, would cortinue to depend
on the develcped countries for asgistance and would
not be in a position to provide any sericus competizion
to the capital goods menufacturers in the developed
world. Future develorments would tend to further
strengthern the economic and technological strength

of the devel~ped economies.

In the adoption of this concept of interderendence,
the transpational corporaftions have a special role
to play. With their deptia of technical knowledge,
aptitude for managezaent, adaptability and abiiity to
attract financial resources, they are a vital force
in the redeployment and restricturing of world indust.y.
The resources that they have at their disposal enzble
them to move into higher la2vels c¢f technology =2s »art
of their long-term development trogrammes which would
have a substantial impact on th2 restructuring o?

industries.
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5.0 Long-term trends of develonzent:-

5.1

5.2

The long-term trends of develcopmen% will see an
increasing interaction between the develcped and <he
developing countries in the area of world industria-
lization. A< in the past, technical progress, changes
in demand, relative costs of various factors, strategies
of major undertakings and Govermment policies will

continue to modify the industrial landscape.

Constant interactisn between industry and research
will be creating a new generation of key industries
the most important being the elecironic complex
including automation, data processing and tele-
communications. Such developments will be having a
marked affect on the economic activities of the system
wvhich wouid result in the world industrial relations
system being subjeci.ed to var.ous types of pressures.
The interaction ' ~tween the industrial forces in the
developed countries is changing. At the same time
there is a broader interaction involving the third

vorld countries also.

Looking at the prospects for world iandustry at
the sectoral level, some of the typicsal trends of the

future international division of labour might be -

- a slowing down of rate of growth in the
develoved countries with the industrial
investment increasing in those areas where

profitability is high;

-~ important changes taking place in the production
processes which would permit its fragmentation,
with parts of it being transferred to new

locations - perhaps in the developing countries;

- increasingly intense coupetition amangst the
most developed countries so as to control the
trend of the new international division of
labour at a level of technology which matches

their own production systenm;

and




- a growing tendency of State intervenzion
(direct or indirect) in the vrocess of
internationalization of production ané
commercial competition and consequently on
the social and economic msnagement of the

netional productive systems.

The process of redeployment and restructuring
of industry towards the third world is likely to
continue in the next decade, although at a slowar
rate. This may not lead to any serious competition
between the two sides because of the advantages that
the developed countries have - that o1 technical
innovation making extensive use of automation and
the ability to produce goods that are very clcsely

linked to the market requirements.
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6.1

6.2

6.3
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Forms and conditions of international

co-oreration and long-term agreement:-

Adoption ct the voncept of intermaticnal
co-operation invilves seeking out a partner whe woulid
be able and willing tc provide the type of assistance
needed by the Zdeveloping country. The pattern of
this co-operation may be of diverse nature, both with
regards to the partner and the manner of assistance
covering investment, supply of equipment and technological
know-how, training, financial assistance, management,

research and development and trade.

In most cases, the partner in this co-operation
has to be a developed country that possesses the
technical and financial capability and can proviide the
required assistance to the dewveloping country. An
interesting development has been the growing co-operation
amongst the developing countries themselves, prizarily
in the field of management and training, and in some
cases, transfer of an approcriate technology also
vwhich may be better suited to the conditions prevailing

in the develorving country.

Whatever be the form of co-cperation, the
developing country has to recognize the fact that it
has to pay a certain price for the assistance that
it is seeking from the foreign partner Efforts that
are needed, however, are to see that the price paid is
not excessive and that cther terms and conditions of
the co-operation do not impose too heavy and omerous

burden on the developing country.

A broad categorization of the co-operation form
is as below:

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

(b) with a developed country (controlled economy);

(¢) with a developed country plus a more developed
developing country;
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co-operaticz amcngs:t the develcping <ountries;
(e) with a finapcially affluent developing couniry;
{f) regional co-cperation.

These differant forms cf zo-operation have been
turth=r elaborated in the follonwiug paragraphs. This
elaboration depicts the advantages &rd disadvantages
of different forms of co-cperetion and the difficulties
experienszd by the develeuping countries I the long-
term ~outractual arrangezents. The purpose c¢f doin
so 1s not to belittle in any way the axtremely important
role played by the developed countries in the uplift
of the economicelly and industrially backward developing
countries, but instead to focus sattention on scme of
the impcrtant probiems of the co-operation, SO as to te

sble to try and find thei: solutious.



7.L (a) Co-overation with a developed
countrvy (marke* econort).

This form of co-operatinm is of vitel importance
to the developing countries. Thece mar¥et economy
courtries of the Horth paossessing vast
technical and firancial resourcses, have tesn extending
a helping hand to the developing ccouniries in their

ventures for econctic and industrial developmen%.

-
=~

A standard form of this type of co-operation has
been tnrcugh investment by ent.erprises - genersally
large compeanies - from the developed countries. This
has been either through the establishmeat of a local
subsidiary or & Joint sector venture, with the partner
from the developing country being a private sector
company or a public sector enterprise. In tkis form
of co-operation the operations of the enterprice
normally continue to be effectively controlled by the

parent company iz the developed country.

T.2 This pattern has undergone a slow change over the
years with the corporate ccatrsl being gradually
replacad by a non-corporate, non-equity structure.

The lezal stariing is established on the basis of a
contract but control can still continue to be exercised
by the foreign company through non-corporats lasiruzents
of influence like equiiy beiag replaced by supply of
loan/credit; direct contrcl over the subsidiary neing
exercised thrcugh management zontracts, “ecanical
assistance agre=rents ané prodicticn sharing and/or

. servize contracts.

7.3 Other forms Jf :o-operaticn may e for various
types of services - in a paczaged or unpackaged form,
for 2xample, 3ale of industiial »quitment aand transfer
of technology including techrical assistance, design
of industrial -~omplex-s, civ.l engineering worxs and
other forms of intarlicxking which would ensure a

continuous Interdependence between the “wo varties.




T.5

Institutional
errangement

ntaract cn ara:

supTly of tectnoluly and zcmplete agulipment
l-.nked with ar exciusnLge 97 vroducts tetween
the *we sountries;

(ii) extemsion of cogtrast includiug rost
orerscicnal assistance being linked with
vayrwent 5y the developing cowmtry in the

shape of nroducts fror the plant;

traditicnal form of jnvestn:rs risk thro

™~
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foreign ianvestmen: being replaced Ty mesns
of performance guerantaes given by the

foreign contractor;

(iv) the foreign contractor supplying a vackage
comprising physical capital, technecliogical
know-how, marketing knowledge and management,

involving a long-term tie-ug.

Normally Governments of the market economy
countries do not like to get involved directly in the
long-term contractual arrangements for specific prolectis.
There are, of course, some excevticns where because of
the dresence of strategic natural resources, inter-
Governmental arrangements have been entered into.
Co-operation by the Government generally gets confined
to provision of aid or loan, issues connected with the
investment climate, investmsnt promotion, financial
incentives and providing crotection to tne interests

of its enterprises.

Various institutions have been set up by the
Governments of the developed countries which assist
in promcting investment in the developing countries.
Sweden's national role for technical develcopment, agency
for techrical co-operation of Federal Republic of Germany,
French Centre for Industrial Promotiocn in Africe, and
the Overseas Frivate Investment Corvoratioa in the USA
are some of “he examples of institutions which are

carrying cut dromotional work ty heloing the enterprises
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the developing couniriec.

fmother interesting example Is that of co-overaticn
agreements signed b0y the EHuropean Econcmic Cormunity
with the African, Caribbean, and the Pacific Regicn
countrias in 1§74 and with Algeria, Morocco and Tunisia
in 1977 at the Lomé Conventicn. Similar agreement has

veen signed recently with India.

It is mostly the private companies - generally
large sized comranies possessing the resources and
Enow-how - that have been sble %o co-operate with the
develcping countries in thair programmes of caritsal
goods davelopment. There is no dcutt that this has

been of immense halp t

(o]

the developing countries but
at the same time it has tended to create certain
oroblems, poiitical and firancisl, which the developing

countries have nct found it easy to tackle.

Earlier, woeu the devaloring z2cuntries 4id not
nave much of a technological base or indigenous
expertise, the test form of contractual arrangement
was the turn-keyv contract whick :slaced the complete
responsibility oo the foreign compaay for designing
and exzcuting the entire works. Unfortumately, such
contracts sometimes suffer from certai: shortcomiags.
The obligation ¢f tae contrsctor 1is normally limited
t0 his ensuring ther the plant Sunct .ons properly
on the date of the initial acceptance zaa that
subsequent performance - cor aalperformance - of the
plant is not his ra2spotsitility. Sometimes the
payzent to nim is on a lump sum basis whizh tempte
him to increase his profit margin at the cost of the
quelity of tae plent. Inadequate atteaticn to the
training cf local perscnnzl is another factor which
creates orovlems for the entesprises of the developing
country in operating and mairtaining the piant and

equipment.
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7.10

T.12
Contracrual
arrangement -
urpackazsd form

'7'12

A serious orcblem that arises in such contract is

regarding the guarantees fcr the guaiity of the droject

and its output. The contractual terms sometimes get

worded in such vague terms that in cas= of a disgpute, .
the contractor is invariably tble to tramsfer the

blame for the short:omings ca to fthe enterprise of the

developing couwntry.

Despite these drawbacks, the turan-key cortract
system has played a crucial role in the development of
industries in the developirg countries and has enatled
them to obtain industrial plants <f high technology
levels. This systew would, therefore, continue to
occupy a prominent place in the co-operation arrangements

between the two sides.

Corsidering the gsrovlems of turn-key contracts, &
number of developing countries have been sliowly
switching over to z more uapackaged fzrm of confraciual
arrangement which emrhasizes the development of iazdigenous
czpabilities” and better utilizetion of local production
capacities. This approach signifies thut, for each
type of co-operation, the developing country enters
intc a separate contractual arrangement, making it
easier for the country tc axercise checks and controls
fur ensuring the reasconableness of the agreement and

its proper implementation.

In this unpackaged tyve of arrangement, while
there is an Increasing participation of the local
expertise in the proleec: implementation, it does not
permit any comprcmise in the expected performance of
the plant. The contractors obligation continues to
remaia for providing the means as well as concentrating
on the achievement of the results. Since his responsi-
bilities with regard to the performance of the plant
might continue for a long periocd, it ensures his
taking more interest in the execution of the project
including providing training facilities to the plant

personnel.
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7.1k

7T.16

Performance
guarantee

The main handicap from which the dereloring
countries suffer in such negoriations far ccntraczua’
arrangement is their lack of expertise and the 1inmit
<o their sources of technical. and economic informatisn.
Their counterpart from the Jevelcped country. on *tha
other hand, is either a multinational or a bdig comrany
having enormous skills and exteasive information
sources at its 4disnosal. In nther wcrds, it is an
tnequal matck where the developing cowntry or its
enterprise ~an get out-manoeuvred by the eutergrise
of the developed countiry into acceptence of a contiactual

arrangement with disadvantagecus or unfavouraple %terms.

To overcome this deficiency, the developing
country has %o concentrate on building up its own
pocl of exports. In this task, useful assistance
could Le provided by international orgenizations like
+he UNIDO. Another altermative could be for the
developing country to have bilateral arrangenents
with comsultancy organizations in another develoned
country o! a more develoved developing country which

would be able to provide the required expertise.

The contractual arrangements often include
clauses which are highly restrictive in nature and
also involve payments which may not bear any raal
relationship to the actual cost that may have bheen
incurred by the concerncd enterprise of the developed
country. These relate tc issues like multilateral
or horizontal tranfer of technology, sxport rights,
use of trade marks, patent rights, price to be paid

for plant and equipment, training of personnel, ete.

A vital aspect of the ~cntractual arrangement
concerns the catisfactory performance of the vlant.
The foreign coniractor needs tc guarantee not only
the quality of the equipment surplied by him but also
the quality and quantity of production attained by the
plant, consumption of energy and other important
inputs, competitiveness of the ocutput, cost of repair

and maintenaice and finally the profitability of tne plant.
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Most contracts do contain a set of performance
guarantee clauses including provisions for liguidated
damages aad penalty suitably backed by bank guarantees
or otier forms of security. Although they zrovide
a certain measure of security, very often %<hey prove
insufficient to protect camplete interest of the
4evelopiag country. A system of sancticms then
becomes necessary for imposing the contractor's
obligations. Unfortunately, the enforcement system
and the judicial and arbitration proceediags make it
diffisult to find a quick solution to the problem.
Ultimately all this briags no berefit to the developing

country.

The bonds and performence guarantees provided
by the foreign contractor often prove insufficient
for fully covering the obligations cf the contractor.
In addition they fail to take into account any
developmental damsge that may occur as a result of
the failiure or inadequate performance of the project.
The economy of a developing country, particularly a
least devaloped country, is highly wvulanerable to the
consequence of malfunctioning of a new industrial
project. Its failure could create multiple Jamage
to the economy - a damage which may not be easy to
repair. The foreign contractor's guarasntee ought
to, therefcre, cover such developmental damage also.
It is not easy to make an advance assessment of this
type of damage btut while making the ~ontractual
arrangements an efrfort could be made to keep this

aspect alsc in view while formulating thie guarantees.

The training asrect and the cbligations of the
contractor ir another important feature which scmetimes
get neglected. The guarantees ~hould also ensure that
adequate training is provided by *he contiactor to the

personnel from the developing ccuntry.

Provision of such guarantees in the contractual

system in clear and unambiguous terms would ensure
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izdustries

that the Interdependercy between the contractor
and the enterprise of the developine ~==ii, is on a

long-term basis with both partners shariang the »izks

and benefits accruing from the nrzjeck.

If this system of guarantees places .00 heavy a
burden on the contractor, he might get discouwraged ia
the venture. Perhaps, *o give him support, cpe could
consider a method of backing the perfurmance guarastees
through some form of an iansurance consortium. Such a
consortium could be jointly funded by the financial
agencies as well as the Government and enterprise cf the
concerned ceveloped country. In some csses even the
develcping country could participate in the funding

arrangement.

Reluctance or non-participation of the Governments
of deveioved countries in the zontractual arrangements
deprive the developing countries of the expert assistance
and gnidance that could be provided by the developed
country in negotiations. Presence of & representative
of the Goverpment ¢f s developed country would not only
protect the national inter2st of the developing country
but also nelp to temper +the att_tude of the foreign
enterprise. Such an association would also ensure a
more satisfactory crnd more complete implementaticn of
the contract by the contractor thereby guaranteeing the

success of the co-operaticn venture.

The pase of development of capital goods industries
in the developing coqntries could 2e speeded up
considerably if there is a larger participation of small
and medium scale enterprises from the developed countries.
Their limited resources - financial and technical - and
lack of international contacts make them more conservative
in their approach and they hesitate to risk their capital
in prolects in strange foreign lands. Special incentives

from the Government of the developed countries could



give these small companies the :ourage and coanfidence
1o enter into co-oparaticn arrangements with the
develcping countries. ‘This would &lso accelerate the
redegioyment and restrusturing of world industry anéd
the movement towards 3 new internationel division of
labour. Such rsstructuring will have to be closely
linked to the trade policies and exports from the
developing te the developed world - issues in which

the Governments of the two sides are vitally concermed.
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(3) Co-operation with a developed

country fcontrolled eccrnomy).

8.1
Joint commissions
R.2
Government
obligation
8.3

This form of co-cperation is at two levels:

(i) macro-eccmnomic -~ where the zo-operation is

at inter-governmental level; and

(ii) micro-econcimic ~ where the enterprises cr
the twe sides enter into specific prcject

agrecments.

The inter-governmental agreement through joint
cormissions identifies the main directions and fields
of mutually advantageous co-operation in important
sactors like ecomomic, scientific, and technicsgl.
Assisted by various Working Groups, it analyses ths
major problems of co~operation between the two sides
and the Joirl measures needed for stimuletirz trade,
production, scientific and technical links and the
co-operation aspects for dealing vith the prectical

protlens that may srise in implementing the schemes.

Under this inter-governmental agreement :he
CMES. partner often assumes direct obligation with
regard to supply of credit, dzlivery of equipment and
performance of the plant. The general terms of
technical assistance providing for coligation and
duties of parties in respect of various elements of
technical assistance like payment terms, financing,
training arrangements, et:. contained in the agreement
become automatically applicable to the irdividual

contracts that may be 3igned later.

3eing clcsely linked to the development plans
of the two sides, these co-operation agreemente are
necessarily of long-term nature and the period covered
may rarge from 5 years to 10 years or even lLonger.
This is particularly advantageous in the case 'f an
industry like capital goods wheire investments have

to bz based on leng~term programmes of develcpment.
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At igteresiing feature of these azreements is
that the CMEA partner does not iasist on inclusicn of
restrictive clauses relating to export, use of trade
zarks, royalty, pztent rights, ete. Furthermore, credls
at highly concassicnal rates is often being made
available to the developing ccumiry. 72f course, thiz
facility necessarily ties the developing country to
procuring rost of the equipment from the CMEA comtry.
The disadvantage of this type of tied credi: arrengement

and its impact on the prices is well kanowva.

The concept of "buy-back” or "producticn ccmpen-
sation” is being increasingly used in the contractual
arrangement between a developing country and the CMEA
rartner, with the latter providing comprenensive
assistance through supvly of equirment, erection, and
sometimes cperation of the plant, while the cost which
is coverad by long-term credits is regraid through
delivery of the output from the plart. Scumetiaes,
such buy-back arrangement may extend =ven heyond the
limits of loan repayment, thus providing a lcng-term

market link betw=en the twc sidas.

This barter-like arrarngement has considerablz
merits, although it is not free from certain
difficulties. A pre-requisite for negotiating such
deals iz a «£00d knowledge of in.ernational norms and
standards of industrial goeods, 1Is prices and
anticipated future fluctuations. In other words,
the developing country ieeds to nave s well developed
machinery for economic plunning and administraticn.
If this pachinery does not exis%, attemptz to have
such barter-like deals could run iavs serious
difficulties.

Zuperiince of develoving eccuutries has teen Shat
in such co-operation ventures with the eontrslied
eeonory countries, no ss2riov: obstacles arise in
obtaining technical information froe the TMEL Dartrar.

Facilities alsn vecome readily av:ilanle for training
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of perscnnel ard alsd in obtaiaing services of highly
trsined operators from the developed countries at
reasonable costs. All these factors ave helpful in
taking the developing country closer towards its

goal of technological self-reliance.

Avaiigbility of credit at highly concessional
rates with interest at ebout 2.5% ver annum and a
repayment spread over a period of 20 years or so and
assistance for development of infractructure are some
of the sadvantages which accrue to the developing

comtries under this form of co-operatiocn.

Tne controlled economy countries now have
agreements with more than 78 developing countries for
various types of projects. The general pattern
however is tha% the co-operatioa is mostly in respect
of large size projects. A reorientatiorn of the policy
through encouragement to the development of small and

medium scale projents may yield better dividends.
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9.0 (c) Co-cveration with a deveioped country

vlus a more develcoed developing country.

9.1
0.2
9.3
9.k
Advantages

Tkis is a variation in the Zorm of co-operation

between a developing and a developed country.

Here advantages taken of the fact that some
developing countries have attained considersble
progress in industrialization and their facilities
could, .therefcre, be utilized by the developed
country in its co-operation programmes with the

lesser developed countries.

Coumntries like Argentina, Brazil, Mexico, India
and South Korea belong to the group which ncw has a
wide industrial base and has facilities in fields of
ccnsultancy, training, production of various types of
equipment, and skilled personnel. In some cases, they
are even in a position to export their own technology
- often oI au intermediate type - which is perhaps
more appropriate and better suited for the developing

country.

The co-operation and contractual arrangement
require the developed country to supply the technology
and major equipment, sometimes including finance, and
asgsisting in the implementation of the project. Some
portion of the work, for example part of the equipment
or training facilities or supply of technical persomnel
is undertaken by the more develcped developing courntry.
In some cases even the design and engireering work is
dcne there because of the lower cost at which this

could be axecuted.

This form of co~operation is beiag increasingly
adopted by the developed cnuntries, both murket ecouony
and controlled economy, in their co-operation arrange-
ments with the developing ccuntries. This is proving

of advantage {0 all the parties concerned;

- the developed country is able to ge* part of the

worlt executed with the help of thez more developsd
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developing country at costs much lcwer than wheat

they would have themselves incurred;

the more developed developing country finds this
arrangement of advantage as it is atlz to find
an export outlet for its supplies, design and

manufacturing capacity and trained manpower;

the developing country finds this combination
useful as it is able to get its projects

executed with lower investment costs.
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Co-opveration amongst
develoring ccuntiries

Ap important develcprment In the fleld o¥
interanational co-operation is the assistance that Is
being provided by the developring cowmtries t2o each
other ir their development programmes. Some of th
develcping coun:ries like Argentins, Brazil, Iandia,
Mexico and Scuth Korea have reached a stage of
development where they possess a troad technological
base and a2 well developed capital gcods industry. Tkis
has been possible through a process of develorment
irvolving import and assimilation of foreign
+techrnologies as well as a special emphasis on
indigzenous efforts. These countries are, therefore, in
a position to provide assistance to the lesser develcped-
countries in diverse ways like investment, transfer of
appropriate technology, constructicm, training,

contractual negotiations, etc.

10.1 Examples are available of such co-operation amecngst
the develcping countries. There has been a2 direct
investment generally through joint sector ventures
which has also enabled local entrepreneurship to ve
developed. Construction organizations from the nmore
develored develorping countries have besn erecuting
works in the LDCs with close links with the lozal
crganizations, thereby encouraging the use of indigenous
squipnent and development of local expertise. Ccnsiderabls
training capacity is available in the more develcped
develoning countries, a part of which is being utilized
for training the personnel from other developing countries
(for =xauple training of Nigerian Steel Industry personnel
in India).

10.2 Absence of local expertise scmetimes nandicers
the developing countries in conducting contractual
negotiaticag with & foreign partner. Thais is an
important areu where co-operation arongst the develoning
countries has been of help no tne developing country in
negotiating beatter terms wivh the {oreiga tartner rrom

the desveloped country.
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developed countyy .5 undevgoing a repid change and
the new technologies are ternding tc tecome mcre
capival oriented and less labcur inteasive. Soxme
of the developing countries having problsms of
unemployment or under--employmest may find it of
greater adventage to obtain the earlier technology
or an apororriate technology from the develoving

countries.

10.4 An important characteristic of this form of
co-operution is thet there is a clcser bond of
friendsh: p and a stronger wiity of purpose between the
developing countries which nct only ensures success
in the co-cperation but also leads to a srpeedy

development of aational self-reliance.




- 30 -

11.0 (e) Co-operation with a “inancially

affluent country.

This is a variation of the earlier form 97 co-
operation amungst the develcping countries. Finance
being a malor coastraint in the capital goods
oroduction programme, co-operation with a party rich
in financial resources, like a member of OPEC, could
be particularly beneficial to the developing country.
This assistance could be obtained through direct
investment or establishment of ventures by means of
liberal investment policies. The other form of
assistance cculd be in the shape of &aid or loan with
the tecknical part of co-operation being with a develoved

or another developing country.

This form of co-operation could, in several
cases, be mutually beneficisl, with the developing
country using the financial assistance to establish
its capital goods project and ther in turn supplying
its products for use in the country which is providing
the financial help. These products could then be used

in tha establishment of industries in that counrtry.



12.0 (£) Regicnal cc-overation.

. nternaticnal co-cteraticn, instead of teiag
hilatersl, could te regicral or sub-regicnal or
inter-regional ccvering a number of couhtries. As
a concept the regional co-operaticn has merits,
although its success or failure depends mainly on

the prevailing politicel climate in the region.

i2.1 An important resture is that it could kelp to
strengthen the hargaining pcsition of the region
vis-d~vis the other pertner vho may ve either a
developed country or another developing country.
The region could adopt a Joiat approach on imrortant
issues like investment policy, incentive schemes,
ete., which could prevent the fcreign partner from
taking undue advaatage of any unhealthy ccmpetition
amongst the member countries of the regiomn in trying
to induce investments. A joint system of cconflict
resolution and s joint messure to control undesirable
behaviour by the foreign partner in matters like
restrictive practices, excessive payment for supply
of equipnert, transfer of technology, etc. could also

be workad out on a regional basis.

12.2 The regional approach could alsoc help in
negotiating better terms on important issues like
liberalization of trade or more favourable changes

.n the *ariff policies of the developed countries.

12.3 A number of organizations are functioning today
particularly in tne African and Latin American regions
which are promcting the concept of regional co-
operation in the field of industvrial development,
finsnce and trade. For the lesser developed countries
this type of regicnal co-operaticn may be of advantage.
They could alsn think in terms of establishment of
capital goods industiies on a regional basis. Perhaps
UNIDO could undertake surveys for considering establish-

nment of capital goods industries on regional basis.




12.0 Trainirng and Research

ané “eveloopment:-

13.3

13.h

Import cf foreiga “echnology and i<s assimilaticon
in the national system requir s a conceatrated offor+ !
on training programmes and development of indigenous

cources for design and research .

The task of establishing indigenous research
facilities for basic and applied works is not an easy
one and invelwves enormous investment on which the return
is low and uncertain. A private entrepreneur is hardly
in a position to find adequate resources for this work
and, therefore, the burden of vroviding the funds
falls on the Governments of the developing cowntries.
They have to find the resources either from internal
savings or through financial assistance from cther
countries. Adoption of special taxation policies,
for example as in Peru in South America, could help
to raise resources for utilization towards research
and development work. Financial and technical
assistance has also been forthcoming from the developed

comntries both market economy and coatrolled ezonomy.

Closely 1iiked to the research and develorrent
prograrmes of the country is the facility for
training of persomnel. This involves a special
erphasis on the development of manpower resources
under a national manpower plar which would take into
account the future needs, both short-term and long-
term, of technical personnel nf svery categery and
level, available facilities and the additional .

capacities that need to be established.

Developing countries like India, Algeria, Brazil,
Nigaria, etc have adopted this path of planned

manpower develospment which has paid rich dividends.

What is teing emphasized here is the importance
of training and research and development in the
context of capitel goods industrial development and

that unless o strong technolcegical base 13 built up



13.5

quickly, the developing country will not tecome sel-
reliant and will have %o continue to depend upon

outside help for all its progranmmes.

Co-operation amongst the developing countries
as well as with other develored countries could viay
a8 particularly important role in the establishment
and development Oof facilities for training and research
and development. Interanational organizations like
UNIDO would also be in a position to provide valuable
help to the needy developing country by providing
experts as well as arranging linkage tetween the

interested parties.
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A recent study carried out by UNIDC has revealed
that for achieving the Lima target, develoring
countries will need a total investment in the
manufacturing capacity of about $1,411 billicn in
the period 1980-2200.  The growth in the menufacturing
investment is likeiy to be from $5€ billion in 198C
to $427 villion in 2000 (=t 197S prices}. Of this
a substantial portion will have tc¢ he IZcr the capital

gooas sector.

Considering the size of investmernt rejuired, it
will bte extremely difficult for the developing
countrizs to £ind encugh resources “rom their domestic
savings. A mejor portion of the finarcial resources
mey nave to be found from foreign sgencies and this
could be in the shape of Governmental aid or lcan
and assistance from various commercisl z2nd inter-
national financial institutions. In some cases
it may be possible to obtain credits through export
financing agencies in the developed countries and

through the Euro market.

The problem is not only of finding resources in
adequate quantity but also that it is at a reasonable
cost. The cost of financing has to be lcw enough to
make the venture economical and financially a viable

proposition.

Scurce of financing veing mostly in the developed
countries (exception - OPEC countries), they have to
seriously consider the ways and means of helping the
developing countries in finding adequate low cost funds
for their programmes of capital goods development.

This coulid be through provision of larger quantum of
aid/loan, preferably in an untied form; special financing
arrangements for infrastructure development and
encouragement to financial institutions and small and

medium scale industries through incentive schemes.
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An issue clcsely linked to the guestion of
financing is the assessment methodology for
determining the viability or bankability of the
project. Conventional methods preclude the
possibility of a number of projects in the developing
countries passing the test and conseguently they
would fail to qualify for any assistance from the
financial agencies. Rejecticn of their claims in this
manner would fail to take into consideration the
socio-political aspects of the problem. Perhaps
there is need for the financiel institutions and
the Governments of developed countries to adcpt a
more radical approach to the issue and work out a new
criteria which would take into consideration a total
quantification of all the social benefits which would
accrue over a long period of time to the country,
in case the project gets established. They may also
have to think of special financing schemes and
incentive measures which would help in the development
of infrastructure facilities in the developing countries,
give special attention to the problems of the LDCs, and
encourage smaller second line banks to participate in

investment programmes in developing countries.

Establishment of an international industrial bank
specifically for meeting the requirements of develoving
countries for industrial projects could be highly
veneficial to the developing countries. A proposal
to this effect is already under consideration of
UNIDO but a final decision on this may take time.
Meanwhile the developed countries as well as the
financially affliuent countries like OPEC will need
to consider formulating special measures for removing
the financial constraints that are facing the develop-

ing countries.



CHAPT. IX

15.0 Role of international

agencies

like the UNIDO:-

15.1

15.3

15.4

In their drive tcwards industrializaticn and
rapid development of capital goods industries, the
developing countries could draw heavily upon the
expertise available with the international agencies
like the UNIDO.

An intensive integral industrial investment
and project service could be provided by UNIDO in
all fields of capital goods programme develcpment
right from the project conception stage up to its
implementation, The assistance could be in the form
of e:merts, seminars, consultations and manpower

trainiug r.ogrammes.

In the field of international co-uperation, the
UNIDO's function would be as a catalyser and a co-

ordinator for bringing the two parties together.

With regard to the contractual negotiationms,
certain models and manuals prevared by organizations
like the UNIDO, World Intellectual Property Organization
(WIPO), etc., already exist, which could serve as a
guidance for the developing countries. In addition,
UNIDO, in co-operation with other organizations like
the Centre for Transnational Corporations (CTC), could
provide expert advice on all matters concarning
negotiations with the large companies for making

contractual arrangement.

In specific cases, participation of a UNIDO
representative in the contractual negotiations, where
the parties are the governments of the developing
and of the developed countries and the enterprises of
the two sides, would be of help in ensuring the
reasonableness of the terms of the contract and in

protecting the interest ¢f the developing countries.



15.3 Tae develonment of capital goods incdustries
¢ needs to be examined further on a regional basis.
For this puroose, UNIDO could organ:ize regicnel
! consultatiors and also could carry out survey for
determining the possibilities of establishing
ipdustries under the Regicnal Co-qreration concert.
5.5

UNIDC could also help the developing countries
in the formulation of their co-ordinated volicy
with regard %o their nstiocnal manpower tlan,

incentive schemes and guidelines, ete.
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