G @ | TOGETHER

!{’\N i D/? L&y

=S~ vears | for a sustainable future
OCCASION

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

’-.
Sy
B QNIDQI
s 77

vears | for a sustainable future

DISCLAIMER

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

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

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

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

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

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


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




=
= .
T
== 2.

25 lie e




I 3 628 g

UNIDO/PC.99

17 April 1984
UMITED NATIONS

IND'ISTRIAL DEVELOPMENT ORGANIZATION ENGLISH

W\ﬁgggERPRlSE TO ENTERPRISE COOPERATION

—

AMONG DEVELOPING COUNTRIES: ELEMENTS

* l
FOR A GLOBAL STRATEGY .

by

Francisco Sercovich
and

*k
Eduardo White

* This document has been produced without formal editing.

** UNIDC Consultants from Argentina

V.84-85101




CONTENTS

Page

CHAPTER I . . ¢« ¢ ¢ ¢ o o - « & o o & 1
CHAPTER IT . . . . « « ¢« ¢« s &« & « & 18
C}{APTER III . L] . . L] L] - . . . L] . . ul‘

CHAPTER Iv (] (] . . . . . . . . . . . 7 5




ENTERPRISE TO ENTERPRISE COOPERATION AMONG DEVELOPING COUNTRIES:

ELEMENTS FOR A GLOBAL STRATEGY

CHAPTER I

THE ISSUE AND ITS CURRENT STATUS

|

The issue

In the last few years an increased interest on the role of enter
prise-to-enterprise cooperation among developing ccuntries (ETEC)
emerged in different scenarios and fora of analysis, debate and
policy making of international 2conomic relations, Rangiang from
academic researzh on the '"new multinationals" of the Third World,
bilateral arrangements and regicnal statutes for the promotion =-
of Third World Jjoint ventures. new governmental incentives in a
few "NICs" towards technology exports to a number of Programmes
and Plans of Actions undertaken by international organizavions =
(+#) there seems %to be general consensua én the need and the ~d--
vantages of an increased ETEC.

The main purpose of this paper is to prav.de ideas and action ==
oriented proposals for setting up and improving ways and instru-

Ry

(+) The issue of ETEC and other forms of industrial collaboration
among developing countries is presente in virtually all major

conclusions of international conferences on development issues.
For example, in the Buenos Aires Plan of Action invited the
Governments of Developing Countries "to endeavour and under-
take measures or to strengthen existing ones to encourage and
maintain co-operation and contacts between the enterprises -
and national public institutinons and those of other develop-
ing countries, in order to stimulate a much closer technical
collaboration", This recommendation was re-emphasized in the
CARACAS Programme of Action and in the recommendations adopt
ed during the "Meeting cf Heads of National Technical Co-
operation Agencies of Developing Countries" inm Tunis, October
1982,




ments to mobilize the potential of ETEC at the company, indugwee
try, country and country-group levels. Rather than on the abso~-
lute lack of such ideas ~the antecedents just mentioned convey
a number of initiatives, steps and recowmendations- the need =~
for this exercise is based on the evident prodblems still persist
ing Zor the adequate conceptualization and (reacment of the sub=
ject in terws of concrete economic policies and intermational =--
actions, To a great extent these difficulties are explained by =
the double nature of the ETEC concept: an empirical phenoaenon,
shown up by recent trends of the internatjonal economy, with all
48 biases and shortcomings; and a politiéal issue, a "mormative
fact", or new flag ir the development process of the.Third World
wnich should have a number of desirable attributas.

In effect, the debate about ETEC under its several labels «for

the terminology see below-~ started well before its exiatence in
real life was first noticed and measured, The first phaae of the
issue was almost entirely dominated by policy and legal thinking (1).
Little attentiorn was payed to what was going on in real life,=<=-
Prou the mid-sixtied to the mid-seventies, ETEC was dealt with =
purely as a future inatruﬁant to be promoted in order to react -

to certain challenges and to achieve certain objectives of devel
oping countries., The main sources of this normative bias were, -

on tne other hand, the demands of regional ir*egration schemes -

(3) See E. White, Joint ventures among developing countries; the
issue of correct policies, in Pavlic et aiia (Fda.), The re=
Challenges of South-South Co-operation, Weatwiew 1983,




which started to flourish in the Third World two decades ago, ==
and almost invariably called for "regional multinational enter=-
prises™ to channel industrial complsmentation programs and exploit
the scale economies brought by integrated markets, On the other
hand, the simultaneous emergence of econoaic natlonalism in many
DCs, reflected in the disappointment with the historieal record
of TNCs of advanced countries in the foreign investment and tech
nology tramsfer process. This prowpted the view of horizontal —-
ETEC as an alternative, a new force to be created in order to
channel productive resources within the South in better, wore -~
equitable terms and conditicns, and to countervail the monupo~—-

liatic power of big iINCs from the North.

Such great expectations explain the proliferaticn during the

late sixties and seventies of legal statutes or régimes provid
ing frameworks and guidelines to prcmote the birth and protect
the development of ETEC, usually under more or less strict --=-
structural and behavioural patterns. They also explain the --
original heavy emphasis on state sponsored projects, specially
if they involved multinational ventures in capital in tensive -
activities of strategic sectors. For reasons which will be dis
cussed later in this report, most of this institutional and =--

juridical efforts i1s still in paper.

But the issue of ETEC entered into a new phase by the mid-seven
ties, with the {irst empirical data ktrought by reports about =
the increasing significance of the international activity of -

DC firms, very often through joint ventures in other DCs and -




growing out from factors much more spontaneous than those pre-

dicted or desired by the first normative approaches.

In this paper we will argue that this phenomenon of natural mobi
lization of ETEC in the Third World results from the maturation
of forces in the economic development of developing countries,
reinforced by structural changes in the world economy;and that
it should be taken as the basis and the scenario for further fele}
licy making and action-oriented programmes, instead of frying to
devise de novo entities and structures. At the same kimc, we will
empnasize the existence of a number cf distortions, asgimetries
and shortcomings in the present ETEC trends, which.may be cor-
rected by appropriate policies and instruments in ofdér to take

advantage of the potential of this form of XLCDC.

Let ug now start by a brief account of the wain patierms ofl ==

2TLC in the real world of today.

The empirical evidence

Intra-developing ccuntry enterprise-to-enterprise cooperation
is in the 1¢80s far from being just a matter of prescription,
inteYectual speculation or political advocacy. The past decade
has witnessed tne emergence of new world capital, technology -
and skills suppliers among the ranks of the developing coun---
tries. And these countries have also learnt tc rely on each -

other in many tielda of enterprianc-to-cnterprise cocperation =

hitherto dominated by advanced-country firwmag.




A large variety of ways ard means of cross-country, enterprise-
to-enterprise cooperation, entirely new in the context of rela
tions amongst developing countries, began being implemented and
.rapidly expanded. The myriad of alternative channels and mecha
nisms used includes direct foreign inve "tments, licensing agree
ments, supply of engineering and technical eeivices, sale of =
complete industrial facilities, training of personnel., render-
ing o: R&D services, bipartite and multipartite joint-ventures

and industrial cooperation agrecments,

Table I reveals the magnitude and diversity of technology-re--
latea flows origirated in some advanced developing countries -
and gives different dimensiona of the trend towards interdepen

denecy (+).

Cverall, the share of developing country markets on manufactur
ing exports by all developing countries has almost tripled dur
Aing the 19708, Save for Korea, the countries reviewed have in
creased their exportis to other developing countriss voth in -
absolute and relative terms (in the case of India such a share
remained stagnaut). And within manufacturing exports, those =
conaisting of capital goods have taken the 1ead in that direc
tion,

Doubiless, the heaviest foreign direct investors within the de

{+«) The fact that mont ol our invormiiion rcppoding the flousn
reviewed concerus the mest odvanced d:veloping countries -
ag guppliers does not entall 4 value juadgmmert in Tavour =~

¥ this trend. In this paper the need to gensrate a more -
balzanced flow and greater reciprocity ie strovgly a2rgued.-




TABLE 1.

VALUE AND DESTINATION OF TECHNOLOGY, TECHNICAL SERVICES, SOCIAL OVERHEAD AND CAPTTAL GOOD EXPORTS BY A

GROUP OF ADVANCED DEVELOPING COUNTRIES (*)

(values in U$S millions)

ARGENTTNA

BRAZIL

INDIA

KOREA

MEXICO

ALl DEVELOPING
COUNTRIES

Value

% to
L.D.Cs.

Value

§ to

L.D.Cs.

Yalue

%' to
L.D.Cs,

% to

Value 1) b cs.

Value

% to
L.D.Cs.

$ to

Value |, 1 og.

i.lacensing, Con
sulting and --
Technical Ser-
vices..

2. Froject, Plant
and custom-
made Capital
Goox! Exports. .

3.Manuf. DFI....

4.Sccial Over--
head Projects.

5.Capital Goods

Exports (1975~

7€)eeannn. vene

6.Manufacturing
Exports:

1963.........

B I

7.Percentage of
foreign subsi-
diaries operat
ing in coun--
tris with man.
value added --
lower than in
source countywy

50.1

106 .4
45.0

t96.4

1.969.0

79.0
1.3uS8.0

.99

1.00
.99

1.00

U6
.63

357.5

1.655.0
20.0

4.283.5

5.855.0

45.0
3.141.0

.93

.99

. B4

.40
45

322.0

1.858.0
95.0

6.024.0

1.813.0

677.0
3.356.0

.94
.93

1.00

.37
.36

472.0

2.570.0

67.0 .96

43953.¢] (1)
£.760.0

39.0
8.480.0

.43
.26

51.0

1.711.0

147.0

1.182.0

.80

1.00
.69

1.00

.31
.39

9.489.C
100609 9

llu
.39
(i1)




(%)

(i):
(11):

Except when indicated, figures refer to accumilated metrical values. In some cases, percentages
refer to number of observatlons.

Mostly Middle East
These observations refer to 1970 and 1980 respectively.

Sources: Exports of Techinology from Semi-Industrial Economies, by C.Dahlman and F. Sercovach, -
Wash. 1883 (revised version of a paper presented at the 1982 meeting of the American -
Economic Association) Third World Multinationals, by L.Wells, Cambride (MA), 1983; UNC
TAD report TD/B/C.2/214 (Part I), 31.1.83: Comercio de Manufacturas y Semlmanufaoturas
de los paises en desarrollo (1980-81).




veloping world are firms from the most advanced memdbers of that
group. However, Table I shows that developing countries tend -
~to engage in direct foreign operations in countries with a low
er level of development: 72 per cent of the subsidiaries on a

sample of 860 conform to such a pattern, thus reinforcing hori

zontal interdependency.

But the most outstanding feature of growing intra-developing =
country interdependence is cthat “his process has beenr increas-
ingly relying on the transfer of knowledge, sitills and experi-
ence; thus breaking with a pattern whereby such transferes were

wholly originated in advanced irdustrial countries.-

The overwhelming proportion of such transfers originated in de
veloping countriee goes to other, less developed, developing ==-

countries,

In terms of the composition of the flows, there are a number -
of industries that concentrate a large proportion of the obser
vatisns, They are: textile and apparel, steel, pulp and paper,
food and beverapes, chemicals and various branches in capital
gocods,. These industries are chnracterized ty a number of com=-~
mon features: they usually are among those tihat developing ==
conntries set up earlier in their industrialization procees; -
videspread diffusion cf knowledge has taken place so that tech
nology is not an important barrier to entry to the industry and
a variety of sources arc available in the world market; they =
often generate a market for domestic capital goods and enrineer

ing service capacity.




W—————v—

At the same time, an evolving pattern of specialiration in in-
trae~developing country technology flows is emerging. Most of -

the countries have added acquired advantages to their own na--

tural advantages, As a result of country specific conditions =-

related to their resource endowment and policy orientations to
wards the development of their domestic capabilities it is ob-
served, for instance, that Argentina is outstanding in nuzlear

energy, pharmaceuticals and agricultural machinery; Brazil in

biomass and some metalworking industries; India in power gen--
eration and distribution; Korea in cement, playwood and lumber
and shipbuilding; Mexico in petrochemicals and glass; Peru in

seafood processing; and so on,

Most of enterprise-to-enterprise cooperation flows are channel
ed by manufacturing (particularly capital good), engineering
and ~onsulting and construction companies. Most of them are --
locazlly~owned enterprises, hen they are not, what they supply
is largely based on experience,‘skills and knowledge acquired

in the howe developing country (1).

A though a large proportion of the enterprisee concerned tend
to be large (by developing country patterns) there arc also im
portant cases of smaller innovative firms that are actively in

volved, llcwever, their activity in this field is not as regular

(1) See C.J.Dahlmzn and P.C.Sercovich: Exports of Technology =
from Sewi-Industrial Economies, paper submitted to The 1982
Meeting of the American Economic Association, New York, Dec.
1982 (revised versiom forthcoming).
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as that of firms that consider the undertaking of (whether =w=
equity or contractual) joints=ventures abroad as a natural exten
eion of their activities at home: such is the case of construc-
tion engineering and consulting, and capital good producing en-~
‘terprises for which what they do whem they engage in fcreign --
operations is not fundamentally different of what they do at «=
home (1).

The rising tide of LTEC is consistent with a number of strucw-
tural éhanges in the economies of developing countries and in
the world economy, Certainly one important factor is the pro--
cess uf accelerated accumulation of physical and technologieczl
resources in a number of developing countries during the last

decades.

High growth rates in several nations of Asia and Iatin America have
given rise to a diversified production base, coupled with an in
creasingly experienced domestic entrepreneurial sector, In --
some of these countries, imporv substitution policies under =--
high proteétionist barriers and the expanding role of the statelin
the development of producer good industries and infrastructure works
stimulated the emergence of domestic firms., Penetration of TNCs
investments during the 50' and 60' had a mixed impact, leading

to de-nationalized industries in some cases, but also helping

to the build-up of local capacities through the exposure and -

experimentation with foreign technology. Later, the introduc--

(1) See P.C.Sercovich: The Demand of Technology Exported by ===
Latin American Enterprises, BID-Intal (forthcouing).
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tinon of government controls on imports of technology was aimed at
protecting local enterprises., In other developing countries with
more recent and faster process of industrialization, the stra-
tegies combined a strong outward-looking approach with the pro
-motion of domestic firms. During the second half of the seven-
ties, the emergence of capital-surplus Third VWorld countries =
after the oil price rises of 1973-1974 added a new stimulua to

South=South productive cooperation,

As already pointed out, the growth of the manufacturing sector was
sooner or later to be accompanied by an impressive export per---
formance which had its main markets in other DCs, thus creat-

ing a new international scenarioc for domestic firms.

Meanwhile, at the global level the expansion of world trade, -
the accelerated diffusion of technological information =e=-
among countries, the sudden improvement of the access to finan
cial markets during several years, the increasing availability
of services. and organizations specialized in international in-
vestment operations, such as trading companies, engineering --
firms, banke and insurance companies, was giving rise to an ap
pealing environment for the international projection of more -
and more firms. Thus the last decade witnessed the emergence =
of rew intermational actors, including small and medium-gized
er.terprises of developed countries, state-owned companies of some
gocialist and a few market economy countries; and companies --
from Third World countries.In brief, the pgrowing presence of ==

the latter amongst world wice capital and technology suppliecs
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and the outward thrust whereby they project themselves towards =

other developing countries is a lorg term trend explained by —=-

structural transformations in the iaternational scenario.

To sum up, regarding the actual and potential trend towards ==

the transfer of real resourcee among developing countries by =

means of enterprise-to-enterprise zooperation, the following -

observations are in order:

In the developing world as a whole and, particularly, in se
mi-industrial count.ies there is a vast supply of ~technolo-
gy, skills and experience that only now begins to be uncover
ed, largely *“hrough a growing flow of horizontal entervrise~
to=-entersprise technology transfer operations and by other -

méans of cooperation;

It is being increasingly acknowledged that there is a general
phenomenon of technological maturation and mobilization of
technological capabilities in the developing world that ---
calls for a more active partiéipation by developing countries
in the intermational transier of resources and flows of co-

operation;

Horizontal cooperation flows are further reinforced by ===
changes in the world economy whereby developing countries -
have little or no alternative to rely on themselves in order

to deploy their capabilities and develop their resources;

Resource endowment and the domegtic policy environment ~-—-=-
ntrongly influence the rate and direction of acquicition of

mastery on technological management and organizational know




ledge, s8kills and experience at the level of each specific ===

country concerned. As a result, a pattern of cross-developing
country speciaiizaticn is evolving whereby couplemertarities -
are becoming increasingly expiicit as a basis for reciprocal =

cooperation,

Does ETEC described in thie manaer satisfy the expectations rs
garding its role as an instrument of ECDC?

Certainly the mere existence of such increased phenomenon of ---
Third World business cooperation could be considered as a pro=——-
gress. Although insufficient for evaluating the benefits for the
countries and firms concernmed, the existence of such activity is
a necessary pre-condition for a succesful ETFC. Morepvér,*there

are some important benefits which could be observed prima facie

in the mere existence of ETEC,

It implies, for récipient countries, more alternatives for se=--
lecting foreign inputs, and thus an improved bargaining power «-
vis a vis intermational suppliers of productive resources, For -
home develoﬁing countries, the benefits are not different from -
the advantages deriving from investments abroad and technology =
exports by any country, as revealed by the experience of the ad-
vanced economies of the North. Prom this broad viewpoint ETEC ==
implies a strong potential of self-reliance for the Third World,

Yet the expectations regarding the role of ETEC usually go well

furthery

Doea ETEC serve to narrow the gap between the more advanced
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and the poorer developing countries, or rather it tends to -==-

strenghten the increasing assimetries within the Third World?

. Does ETEC play a mere complementary role of big TNCs of ad--
vanced ccuntries, perhaps as their subcontractors in a new in-
ternational division of labour, or does it serve to compate with

them and challenge their advantages?

Is ETEC confined to traditional sectors and niches abandoned
or neglected by major corporations or does it allow to develop
relevant activities and to participate in the world technologi

cal frontier?

Does ETEC fulfill a positive role in the programmed speciali
zation and distribution of industrial activities among develop
ing countries, or is i7, basically a mere reproduction of mar--

ket oriented decisions of profit maximizing private investors?

Does ETEC.channel more appropriate technology in better terms

and conditions than TNCs?

Does it serve. to mobilize local resources and to expand external

markets?

ETEC is a phenomenon taking place at the micro level and thus

its effects may be ultimately judged on a case by case ==
basis. Moreover, because of its incipient development, the «==
question about the uxtent to which its structure and behaviour

can be carected and oriented by adequate policies and inrentives

ig8 also relesvant.




The availahle evidence, still far from satisfactory, throws --

hovever some light abcut the main advantages and problems of -
BTEC and cuggasts a rnuwmber of areas where its performance: may
be strenghtened and improved, We will deal with these aspects
in the next chapter., But before doing so, let us bdriefly dis--

cuss some definitional issuss.

Term.nology

There is no conventional definition of what is meant by ETEC,-
Tor some observers, LTEC must have a qualitative component in

order to be differentiated from traditional business coopera--
tion, along the lines implicit in the above listed quéstions.-
Thus the samc arrangement may or may not merit the ETEC lahel if a
normative definition is applied, but it is obvicusly imposaible
to have a global agreement about the criteria for such defini-

tions,

Regional iptegration prdgrammes have attempted to provide de-f
tailed definitions of ETLEC in the framework of legal statutes

and incentive régimes for the promotion of "regiornal multina--
tional enterprises". Usually this definitions are based on the
rumber of participatiing countries, the ownership shares of the
partneré, and the nature of the project or activity carried --

out through ETEC,

For the purpose of this report a more taxonowic, descriptive -

method of definition is needed,
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ETEC will then cover all arrangements between enterprises of =
two or more developing countries for the joint develapment of

a new or existing industrial project,

-ETEC usually involves the mobilization of productive resources
among countries (capital, technology) but such transfers are -
not essential to the concept, which accepts also arrangements

whereby a joint project is developed via specialization and/or
coordination of activities of enterprises in two different ===

countries,

On the other hand LETiC implies a certain degree of sharing of

control, profits and/or risks by the cooperating actors, for =
more than a very transitory period, thus excluding from the ==
concept pure one-shot cperations, such as simple export sales,
Yet to the extent that a short term deal conveys the transfer

of & productive resource among enterprises, and not just a ===
good to be so0ld in the market ot the recipient country, it may
fit into the LTLC conceﬁt. Obviously the "cooperatioh" compo--
nent also excludes direct investment operations in 100% owned

subsidiaries, although parent-subsidiary relationships may ful
fi’l roles comparable to cooperation among independent enter--

prises,

ETEC may be organized in the form of equity and not equity ar-
rangements. “he former includes joint ventures whose ownership
and control are shared by investors of two or more countries.-

Lxamples are the creation of a common subsidiary or a common -
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holding, and the purchase of shares of ar existing enterorise.
Equity Jjoint ventures are usually incorporated according to =-
the law of the host country; yet the governments of the paxrti-
cipating countries may wish to subwit the creation of a joint

venture to an international treaty ar juridical statute.

Non-equity arrangements include cooperation through various --
contractual forms, such as technology agreements, industrial =-

cooperation, production sharing and specialization agreements,

atc, .

Hence ETEC, apart from the nature and origin of the cooperating
enterprises -belonging to developing countries- doesn't dif-
fer in vrinciple from the organizational forms of Qofld-wide

international business collaboration. Yet the ownership and/or

the control sf companies participating in LTEC should be in ==

the hands of domestic investors of developing countries. It is
acknowledged that TNCs subsidiaries may have a positive role =
in industrial ccoperation among DCs, but the focus shculd be -

on the increaaing participation of indigenous firms. 0Of course,

these can be private or state-owned,

Pinally, ETEC way result from "spontaneous" decisions of irdi=-
vidual Qnterprisee responding to market forces and profit opror
tunities, or be the outcome of programmed, concerted actions
of government of several countries for the development of joint

projects, either within bilateral or multilateral (i.e. region
al integration) plansa,
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CHAPTER II

ASSESSMENT OF POTENTIAL OF ETEC

The identification of strategic affinities and areas =
of comron interest is the starting point of any general discuse-
sion on cooperation amorg developing countries =-particularly

that channeled by means of enterprise-to-enterprise arrangements.

The common predicament of these countries relates to =
various issues. One of them is the need to increase their influ-
ence on global decision-making centers and circles, 80 as t0 ~=-
place it in line with their actual weight in the world economy =

in terms of population and resources.

Another concerns the need to offset the wide range of
disadvantages associated to their late=comer status. Unfair terms
in commercial transactions; lack of reciprocity regarding access
to markets and resources, and weak bargaining positions are among

them,

These are some of the reasons why efforts are made and
proposals put forward aimed at devising a joint strategy whereby

self-reliance can be reinforced through collective action.

But beyond stating the underlying, long-run affinities
and common interests in terms of development objectivea and so-=
cial welfare, the need also exists to carefully examine the scope

and nature of potential intra-developing country cooperation =w=-




fiowa .8 well az to assess their feasibility and lireiy reiurms

in a wore precise way tkan that available so tar.

Several questions arise in this conmee%ion; i.,e,.,: Wnat
developing countries have to ofZor to each ntherT By what menns?
What benefita are to bs drawn throiigh reciprocal =xchanges? Fow
are these beuefits to Se shared? Wnat ire tike biases, costs and

shoTtcowings that affect this poctential?

The questicn as to wha% devslopinug countzries o-e-
have o offer to each other can te tackled at three lsvals; that

is, ceuntry, sector asd zmterorise.

‘Zountrv level mnocientizl

Statistics and ceonventional wisdom tell us that coun«-
tries evelve at different rates. Although the internmational syse
tem is supposed tc stand by prizaciples c¢f eguality for all states
and individuals, it 18 Zar from assurirz develonpment paxisy acrosas
countries.Unevennes {3 a conepicucus attribute of our contempora
ry world, It is partly a product of differen: 1escurce endow=——

@ents and partly a result of Listory.

Advanced industrial countries enjoy long-standing man-
vade advantagea through early human capital i1srmation, technolo-
gical davelopment and the benefits they draw from their first =-or
second- comer status, Moat conventional development indicators
place thew as a priviledged group in terms of social welfare, =e

education, scientific and technological achievement and economic

e
.o, N

s

M




povwer, The contrast with respeat vo the rast of the world iz dra

zvatic,

Having 2a8id thie, it iz necessary to acknowlsedges that
witnin the developing world differsxnces arce guite ramarkadle; =«
that it {8 far from being an hcmogoneous vlock of countries., Re=
sources are very unsvanly distribuied acrocs ihem bacause of na-
tural and historical reascuns, Some ot %hsse countries have
achieved relatively high developwent standards whilst othara «e~
have remained sxtremely bacxward. And what is worse, drfferances

have increased, rather than disminished, over time,

Table 2 showe ihe way the degree of dlaparity among de
veloping qountriea has evolved between 1960 and 158C ia terms of
a varisty of indicators regarding the econoumy, dewography aizd -
health and education, All economic and educatinnal indicators «-
considered show an increase ir the degree of disparity; similar-
ly, *he disparity index has gone up in three of the six demogra-
phic and health-related indicators (t).

This evidence suggests that skills, experience and «--
knowledge also grow unevenly amongst developing countries, some-
how resembling the pattern for the world as a whols, This circum

stancey if looked at in conjunction with other dimensions that -

(1) ™o of the three dimensions where disparity has decreased, -
ie¢s, crude death rate and infant mortality rate may be ac—
counted for the fact that access to related improvementa was
somewhat independent from general development performance,




MEXSUREMENT OF INTRA-DEVELOPING COUNTRY DIFFERENTIATION

(Disparity Index) (+)

I. Economic Indicators

1. Share of industry in GDP ceecescccs
2. Gross danufacturing output per cae-

pita.......‘........O..O...OO...O.
3. Energy consumption per capita (++).
4., Share of non-manufact. exports on -

total exports..o..................
5. Percentage of labour force in indus

try....‘.........‘i....'.......".

(Number of

1960 1980 observa-
tiona)

30.51 34.97 (63)
11.97 19.50 gzog
14,03 33.88 91
28.48 37.56 (1)(77)
32.82 35.63

II., Demographic and Health-related Indicators

1. Urban pop.as percentage of total po)
pulation....“.o......0..6.C.O0.0.
2. Crude birth rate per thousand popu-
lation.l.....O.....Q.O.....O......
3. Crude death rate par thousand popu-
1ation.00.‘000000l..’..‘.....‘....
4, Life axpectancy at birthceeccescecce
5. Infant mortality b o= 1 P
6. Population per physician.(¢¢t)ecese

III. Educational Indicators

1. N? enrolled in primary school as %
0f age EgrOUPecececccsoscccscssccncse
2. NQ enrolled in secondary school as
% of age group....................
3. N? enrolled in higher ed. as % of -
pop. aged 20-24oooooooooooooocoooo
‘. Adult literacy nateoo¢ooooooooooooo

39.75
35.68
43,76
38.47

42.44
39.80

34.81
28.53

12.83
36.86

43.57 (98)
39,91 (99)
34,44 99
42.27 95
37.50 95
23,22 (2) (86

34.93 (1) (91)
46.39 (1) (84)

2:198 8

(+): The Dis ity Index DI, was constructed so as to give maxi=-
mum value to a perfect uniform distribution and to weight =
ochservationa lying away from the median slightly wore than
those near by. Por any two standardized series {the range =-
being identical for both), ten equally distant divisions --
are made and the number of observations in eech is counted,
The divisions are ranked according tc the counted distance
from the division where the median is found. The weight for

any given diviasion {s then:




R S

10 count Q  |div Q - div med |
DI, = ST .1/1+ 2 1/4
ael isl jel

and the overall DIk is the asimpls sum of the 10 weights.,

(++): One extreme value was eliwminated.
(+++): Two extreme values were eliminated.

(172 1979 (2): 1977 (3): 1978

Source: Own alaboration based on World Devsicpment Report, The
world Bank, Washington D.C., 1932,

Nota: The authors wish to express their appreciation to the statis
tical and computer assistance given by Michael Ainderson.
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concern cross~-country and cross-se:>toral distributions opens up

importart oprortunities and challenges for ETEC among developing

countries,

It 18 clear, on the one hand, that there is a relaiive
ly small group of developing countries that have enjoyed an im~=
portant advance in terms of industrial experience (the so-called
NICs). Then there comes a second, less developed but much larger
group of countries that have already given a number of steps in
the development of industry and human capital forwmation, The ===
first group has entered more widely into capital goods and en-=-
gineering industries, with important inroads in the development
of technical and wmanagement skills. The second group of countries

is in the process of doing so.

Then comes a third category of countries that have «=-
built up considerabie knowledgze ard experience concerning a few
gpecific sectors. Thie third category cuts across the other cate
goriea, 1t ie closely linked with availability of specific natu-
ral resources. These resources m2y be availadle in wany develop=-
ing couniries but with varying intensities whereby although ree=
iated technologies are of interest te all &1 them, only a fow =-

have revealed a clear advantage in pursuing their devsliopmant.

Ezamples of this catezgery may »s ithe masteries ¢f the
technalogies reiative to the production sf paper from hagaaae i
Cuba and Mexico, bicomuss vaded fu2ls in Hrazil and Mauritiue, pro

duction of pelw ©il in Malasia, ets,

} -
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A forth category comprises capital-surplus developing
countries benerfited by the accrual and accumulation of oil re-
venues during “he last decade. Most of these countries, particu-
larly in West Asia, are characterized by their relatively low ==
level of industrialization, limited size of their markets and =-
ahortage of skilled manpower.

Pinally, there is a residual category of Third World =
Countries in all developing regions, where the process of indus-
trialization has virtually not started and whose gap with tie «-
other catagories of dsveloping countries is in wost cases larger
than the one existing between these and the advanced economies =
of the North.

Let us see how the existing disparities are reflected
in terms of ETEC flows.

We have already noted that the overwhelming share of =«
presant flows are carried out between advanced developing coune=-
tries, and relatively backward countries serving as hesta of ca
rital and technology supplied by the former. The direction of ==
these flows 13 however concentrated on countries which have achiey
ed a ceriz2in degree of industrialization and/or offer attractive
markets, Least davaloping countries are not significantly present
in ETES flcows, moet of them stemming from spontaneous, profit ma
zimazing motivations in the context of highly imperfect and di--
stertsd markets.

It {8 trus.,however,that despite this similarity with =
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the behaviour of TNCs of developed countries, developing country
firms tend to show a higher propensity to do business in coun---
tries at lower levels of industrial development and/or small mar
kets, In fact, countries such as Bolivia, Paragury and the Cen-=-
trel Americans are hosts of important flows coming from more ad-
vanced developing neighbors such as Argentina. Brazil and Mexico,
which in some cases excced the foreign investment position of de
velopad countries, and the same can be observed in the case of =
India and its presence in some ~f the least developed countries
of Asia and Africa. Geographical and cultural proximity explains
in part this pattern, but in addition, there seems to work am in
trinsic differance in the motivation to go abroad of developing
country firms: their threshold to take an opportunity for making
profits is usually much lower than in the case of large TNCs.

Reciprocal flows of ETEC are much less significant =«
than in the case of relations among developed countries, who ===
tend to orient wmost of their investment flows -with sowe excep-
tions like Japan- +to other rich countries. In this sense South-
South flows differ significantly from North-North ones. The high
er degreee of reciprocal openness and piroductive diversification
of developed countries, and the hiastorical bias towards the North
of developing conntries, are among the reasons for such differe=
ence, Also the overlapping or parallel sectoral profiles of ===
seni=-industrial developing economies conspires against coopera--
tion. But the above mentioned incipient specialization of a num-
ber of develnping countries in certain branches of industry haes

given rise to a potential for "horizontal" ETEC which has already

[ —.#—.___g_.—._—._—-_‘___%_h;.___‘_u.u;‘——-__“._d
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started to grow,as revealed by the experience of some Latin Ame=-
rican and Asian countries. In additioa to this inter-sectoral =-
kind of reciprocal ETEC, sowme developing countries are already -
in a position to cooperate on the basis of intra-sectoral flows

based on relative advantages adquired in certain industrial seg-
ments cor on the changing macroeconomic conditions of the same ==

sector in each country.

The emergence of capital-surplus oil-rich developing -
countries have added another source of reciprocal, albeit not ==
symmetrical, ETEC with other developing countries. Oil revenues
have given rise to a huge market for industrial projects in ==-- |
these countries, part of which has been supplied by semi-indus--
trialized developing countries; and such ‘unds have been also de
votea to the creation of joint ventures on a regional -i.e,, in
tra-arab- or inter regional basis in other Third World countries

-i.,8,, arab investments in East Asia and Africa.

However, there are certain limitations in this kind of
cooperation: first, the attraction of advanced countries markets,
where such resources don't suffer any disadvantage as in the case
of the technologies of other developing countries; and second, =-
the unstable nature of the factors and conditions on which capi=-

tal surpluses and their effectiwve-control are based.

From this description it appears that there are two --
scenarios of South-South ETEC which are dramatically deserted: =
cooperation with the least developing countries, and cooperation

among non-advanced developing countries. The other types of ETEC
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have grown more or less spontaneously largely under market orieat
ed incentives because certain basic preconditions were availabdble
-1.,e. the existence of local enterprises and attractive invest--
ment conditions. The last ¥wo categories pose a great challenge
for poliocy makers which envisage ETEC as an instrument for global
self reliance of the South rather than for improving the position
of an élite of developing countries, and certainiy such challenge
could not be faced by simply stimulating or correcting the market
forces. Yet pcorer developing countries can be helped through ~-
ETEC cum additional wechanisms to mobilize thneir potential con--
tribution to investment and technology flows, represented by their

human and natural rescurces,

Sector level potential

Turning now to the potential for ETEC from the sectoral
viewpoint, we know from the present flows that the scope is fair
ly ample and varied. Intra developing country flows predominate
in mature industries, with low te:hnological barriers to entry.
Although small scale projects in traditional sectora such as me-
talworking &nd food are more numerous, significant ETEC operaw=«
tions are carried out in heavy industries and capital intensive
sectore such as steel, paper, large capital goods, and there are
several examples of cooperation in high technology activities -~
such as pharmaceuticals and nuclear energy. This wide variety of
sectors reflects the diversification achieved by the manufactur-

ing iundustries of advanced developing countries.




It is +true
that, to some extent, ETEC is concentrated on sectors which

are being nhased out from developed countries and where develop-
ing countries firms are substituting TNCs. Yet apart from being

a supplement cf North-South flows, operating in market segments

or niches now neglected by developed country suppliers, ETEC has
other significant roles in the world market of today.

In fact, developing country sources for KTEC may be ==
either competitive, complementary, or else, open tha way to whol
ly new fluws in respect of thcse which already exist -largely
with advanced industrial countries. In areas such as wmineral re-
eources exploration-.and development, agricultural machinery, ===
various lines of capital goods, they are often competitive; in a
number of process and mechanical induatries such as petrochemicals,
pulp and paper, consumer durablea and components they are comple
wentary (althbugh in some sub-branches of these industries they
are also competitive); finally, in many agricultural-based ine--
dustries, particularly those related to alternative biomass ener

gy sources and foodstuffs they lead to the creation of new flows

(1)0

The sectoral potential for ETEC has different implica~

tions according to the categories of developing countries invol-

(1) Sometimes the degree of differentiation between seemingly --
competitive technologies may be a matter of judgement ag ===
when it refers to some adaptive attributes such as flexibili
ity towards downscaling due to adaptive experience. Therefore,
these distinctiona cannot be made too sharp. The case of com
plementarity is perhaps the most clear cut although not fre=
quent in arms-length transactious.
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trial experience of more advanced developing countries may be a
unique way for starting up the first phases of the industrial --
) sector or to initiate new productive activities. Among more ad--
vanced developiug countries, ETEC is a channel for upgrading the
technological experience and deepening the development of exist-
ir; sectors; for undertaking new activities by pooling resources
and markets, and for improving the bargaining capacities for the
importation of new technologies from developed countries.

T — —————
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Enterprise level potential
The third dimensicn of the ETEC's potential can be ob-

served at the enterprise level. Of course the present fl.ws among
developing couatries reveal that there is an increasingly large
nunber of firms of domestic, private and public, capital which =
are able to engage in foreign investment or technology transac--~
tions obeying to warket stimula and enjoying little or no govern
went support.The evidence indicates, however, that even in the -
more advanced developing countries it is an élite or small graup
of companies that have adopted ETEC as a normal feature in their
operations, EFxcept for a .ew big manufacturing firms or large ==
conglomerates and some engineering and consultancy cowpanies spe
cialized in the export of technology, most of the experience is
related to one=-shot, isolated operations which do not lead to a
systematic strategy of ETEC, Moreover, in these and other devel-
oping countries there are many rirms enjoying the same advantages
of the ones with ETEC experience, which have remained outside the
picture. In short, the potential for ETEC seems to be significant
ly under-represented by the present stock of firms actively parti
cipating in this process. There is ro doubt that this potential
should and may be developed through encouragewent policies,spe--
cially if one considers that advanced countries, despite and in
addition to their structural advantages, utilize a number of ac-
tive strategies and generous incentives in order to promote inter-

national investments and exports of technology.

The ETEC potential at the micro level should be also -
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evaluated in terms of the contributions and advantages that can

be transmitted or shared among developing country firwms,

Potential advantages of ETEC

Looked from a broad perspective, it is clear that by -
reciprocally opening their wmarkets, developing ccuntries often -
lend themselves an apt milieu to further the development of their
knowled;ze, skills and experience ard diffuse the fixed costs in=-
volved, cn the grounds of commonality and complementarity of =--
needs, resources, market conditions and historical and cultural
backgrounds. Through ETEC not just the dirzct agents involved in
teract, but also their productive systems enter iato contact, ==
whereby opportunities arise for mutual reinforcement and reci---
procal learning in the development of their productive forces,--

The main advantages of ETEC lie on the crucial techmnology area,-

Through ETEC developing countries have to offer to each
other knowledge, experieuce, information and skills related to:
(1) headstasrt in experience in particular sectors; (ii) adapted
and updated teahnologies across a broad spectrum of activities;
(111) breakthroughs in selected sectors; and (iv) expertise con-
cerning a vast array of process, project, plant and production -

engineering activities,

"he potential advantages of ETEC differ according to -
the role of the firws participating as suppliers or recipients -
of cooperation flows. From the viewpoint of the home country ---

firms, ETEC may be a way to enter into new markets, to preserve
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exiating export markets, aw.d to obtain new sources of income (+).
Investing abroad or selling technology 1is also a possible way to
coumpensate the bigaly variable cycles of domestic demand and ab-
sord the wanpower in periods of local recession., Yet the non-pe-
cuniary benefits drawn by supplisrs may be equalily or aore ilgee-
portant. (See further below),

From the viewpoint of host developing countries and re
cipient enterprises, the advantages of ETEC lie around the cone-
cept of “appropriateness" of the projects and resources offered
by firms of other developing countries, The evidence indicates -
that such appropriateness can be found in:

"a) smaller scale or scaled down technologies, simpler and
less automatic than those obtained from developed countries;

b) more iabor-intensive techniques which are often res=-
lated to small scale manufacture;

c) higher flexibility of equipment which can be adjusted
to different product lines and specifications;

d) skills for using locally=-availatle inputs and raw ma--
terials and therefore the lower degree of reliance on external =
sources;

e) ability to work im tough environmental and climatic -
conditions, as well as in turbulent, changing and over-regulated

(+) In the case of Brazil, the value of technology exports grew
about twice as fast as that of technology imports in the pe~
riod 1966-1979, at the end of which incomes from exports re-
presented 36.4 per cent of expenses in foreign technology.--
See Sercovich, Brazl as techndqgy exporter, BID,Wash,~ 1981 (mimeo),
In the case of India, earnings from technical fees represented
about 15 per cent of technical fees paid abrcad. See lall, -
Exports of technology by India, ICRIER, New Delhi, 1982,
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business climates;

f) lower costs of skilled manpower, particularily in the
field of engineering and consultancy services; .

g) ability to replicate and introduce 2xisting internaei-
tional innovations whose iwmport is preventdd by market imperfec-
tions;

h) transfer of technology in a fuller and more complete =
way, as a result of the lower incidence of proprietary knowledge
and wonopolistic practices;

i) ability for massive training of unskilled people, such
as in construction works;

J) wore favorable foreign exchange impact, as a result ot
lower propensity to impert, to remit profit and royalties and to
use of transfer pricing wechanisms (+);.

One of the most remarkable contributions brought atout
by the new ETEC flows among developing countries lies on that, =
through thez, capabilities to use and organige the elements of =-
technical knowledge are transferred, over and above the transfer
of the elements of technical knowledge themselves, In this sense,
ETEC among developing countrics entails genuine new opportuniee-

ties largely absent in ETEC with advanced industrial countries.-

Pinally, developing country firms are more likely to
accept a higher local participation and control in their projects.

(+) See Eduardo White, Joint ventures among developing countries
and industrial development, UNIDO, 1982,
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Pirst, wisn tuey go abroad they seem to be more propense to adopt
joint ventures or other associated structures with domestic cowm-
panies; second, they are in general less reluctant to be minori=-
ty partners TNCs from advanced countries. Such behavior is ex-===-
plained by the lack of overseas expsrience and shortage of finan
cial resources of firms thatl, whatever their position and sige =~
in their own domestic markets, appear as small actors in the in-
ternational scenario. In addition, their technological advantages
and marketing skills are not of the kind that stimulates intsr--
nilization through full ownership amnd control.

The shortcanings

The evaluation of potential advantages at the enterw—- \

prise level must be weighted against a number of shortcowings ob

served in the ETEC flows.

Actual transfer of knowledge, skills, information and
experience in ETEC flows depends, in order to %ake place, upon a

pumber of circumstances pertaining to both parties,

These circumstances have to do with both, attitudes =~
and aptitudes. The latter, in turn, depend upon both, the enter-
prises directly involved in the agreement and the nature of their

relationships with the environmeut.

Enterpriges in developing countries that control tech-
nical knowledge may be amenable to transfer it -or they may not.
In part, this is contingent to their strategic entrepreneurial -

position in the international market, Thus, for instance, when =~
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they are part of transnational groups with vested interests across
frontiers, it is likely that their attitude towards transferring
knowledge to other enterprises located abroad will differ from -
privately or state-owned domestic enterprises. This, simply be--
cause the'opportunity cost and warginal benefit from doing so ==
way be for thew quite different (+).

In the case of domestically controlled enterprises, =--
their capacity to transfer knowledge is very often affected by -
their ignorance about the technology assets in their own hands.-
When the potential supplier is a state owned corporation, the =-
difficulties usually arise from the lack of an international --=-
orientatioa, due to the domestic responsibilities forced by the
legal statutes of the cowpany or the lack of motivation of risk

averse public managers (++).

It may also occur that even though the enterprise may
be entirely willing to transfer its knowledge and teach to third
enterprises what it learnt from others ard through own experience,
it may not have the actual ability to doing so. This may follow
a poor development of its transfer skills; eg., ability to codi-
fy technical knowledge (plans, d.agrams, formulations, equations,
specifications) and to transmit it. Or, otherwise, it may result

from external circumstances, such as dependence on third party =

(+) This should not be taken as involving that in no case non-
domestically-owned companies will be prepared tc engage in
ETEC operations; simply that they may be expected to behave
according to different parameters; ie., those involved in -
transnational maximization.

(++) See Eduardo White, Joint ventures cf public enterprises froam
Argentina with other developing countries, ICPE 1984 (forth

coming).




—_————

- 36 -

authorization to revsal informatioa (+), Besides, dzveloping ===
country firms, particularily the medium-siged manufacturing coum-
panies witk a potential for technoiagy transfer throughk direct =
investwents and licensing contracts, are not frequently va&pable

of assigning high skilled personnel to operate in foreign loca--

tions on a long term dbasis,

Another intrinsic weakness of developing countries sup
pliers has to do with the transitoriness of their techmologisal
advantages. In wany casss the stability of joint ventures dspende
on the endurance of a technological advantage contributed by ons
of the partners., But in ETEC among developing countries, such ==
edge way last until local firms way develop similar skiils., Une--
less the technology supplying vartner has continuing development
activities leading to new innovaticns to replace the o0ld ones, -
which i8 not & usual situation in developing country-Zirws, the
Joint venture way lose its attraction for the recipient party or
be affected by the ccupetition. Similarly, the advantages of ===
small scale manufacture enjoyed by Third World firms tend to sur
vive as long as the size of the joirt venture project remainsg --
small in international terms. -as is usually the case, But they
may tend to disaipate themselves as the recipient or the external
markets develop, and large scale technology controlled by TNC be

comes more appropriate,

(+) There are means to overcome this kind of difficulty, which -
is particularly damaging when the vetoed information pre=<w-
cludes free use and transfer of genuinely own information,--
For instance, by means of the setting up of third joint com-
panies.
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Tne aptitude of suppiies Zirms for 3TEC ray be aleo Af
Teotzd by acn~technolegical fastors. The sssrcity of firancial -
TEoourcds 18 2¢ obvisus sue, In the oses of syquiity jolnt veantures,
suppiiar coupanjss may suffir izverncl or gxiernal restrictinma
(ths laiter darivfng frem goverument controls) to cend foreiga
exchaange avread, which only nersially could be sircumvented by -
the capitalizezion of equipzent or capital gzoods. Besides, the -
evidencs indicates that develaping country parsant firzuws have cuf
fered serisus difficuities ia keeping track with the finarcial -~
gesds emsrged frow the evolatioz of their foreign juint ventures
and eventually were forced to phasa out prematurely. 1la the cass
of non vquity joipt ventures, the succesa may depaud rat only on
the ischnelingicel slvaniages offered buti ailso ox the Zinancigi -
conditions of the trarafer. Ip many instances, particulearily re-
lated to large sngiueering works, devslopizmg country firms ars -
not in & position to match the terms pressnted by dsveloped coun

try supplisre.

Finally, ths state aund evoiution of the domeatic enii-
ronmen, in verme ¢f macro-sconomic conditiouns and goveramenwn po
licies, have crucial incidence ia the capazity of domestic ¢irma
to engage in ETEC operations, Givea the relative.y small domestic
narkets of developing ccuntry fiims, sudden ckanges in the local
demand, the exchange rates and ciher aspacts, way ovriginate abrupt
incentives to the transfer of capital or technoiogy in cns direc
tion or the other, Por example, domeatic recession may be a fac-

‘“or for expanding abroad, but afier a certain level it may affect

the process of technological accumulation and with it the advan-
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tages to ve explcited intermatiomally. Domestic firws are the ==
first to be affected by the ups and dewns of the economic cycle.
In any case, the international capacity of these firms depends -
greatly from & favourable climate for their development, includ-
ing pelicies of control of foreign invesiment and imports of ===
tecnnology, and the promotion of technolégical development, Di—-
rest incentives through tax, credits, guarantees and other advan
tages for the export of techrology are also an important deter--
winant and could be an essential precondition for ETEC based on

competitive btids in recipient countries, which is the case in --

many sxports of teckunology.
Let us ccncenirate now on the recipient party.

Wa have already nbserved the unidirectional blas of ==
ETEC., Most of this kind of operations take the shape of formal -~
supply/demand relationships whersby a supplier of technical know
ledge and skille from & relatively advanced developing country -
reaches an agreement with a recipient enterprise from a relative
ly backward developing couniry, in close resemblance with North-
South flowe. The difference is, of course, that the supplier has
to offar somethirg much clossr to what the recipient needs than
usually do advanced-industrial firms -and under more favourable

terws and conditions.

But beyond the benefits involved in getting a supplier
that is more sensible and closer to what the recipient demands,
including the effect of shortening learning tiwes that stems -«-
from that, the unidirectional quality that often these flows en-
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tail involves a number of shortcomings to be examined further be

low,

The recipient party way also have diverse degrees of ~
willingness to adopt ar active role in assimilating knowledge ==
and inforwation., Usually, there is in developing countries a ===
strong inertial force favouring package deals with little trans-
fer content on the grounds of risk-minimization (a rational for
risk-aversion). This is particularly so when state-owned enter=-
prises are concerned (and they are highly concerned in less de~-
veloped recipient countries) because of the dicotomy they often
show between entreprenuerial and management responsibilitieg,==-
But it is also observedin mrivate enterprises involved in large ==
projects. Although many of these cowpanies deal in innovation in
sofar as they fcllow market signs and technological tremnds in -=-
their technical choices, their innovative capabilities rewain =~
undeveloped.

The case is particularly dramatic when unused fechnical
and engineering skills are observed in these countries because =
of lack of demand for project-related services which are largely
furnished by advanced country technology and engincering and tech

nical service suppliers.

But this apathy towards technological absorption by =--
means of mobilization of own (both, potential and actual) tech--
nical resources may relate itself to actual difficulties which =-
have little to do with attitudes and be, instead, more closely =

assoociated to other circumstances,
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One of them is the sheer lack of technology assimila~-
tion capabilities associated to accute scarcities of wanpower, -
either just in {the industrial sector or in the economy as & ===-
whole. In addition to that, lack of tradition of team, organised
wvork and motivational problsms therein may also hinder the ex=-=
pioitation of the leerning potential involved in ETEC flows. Of=
ten, these Characteristics lead to setting out extremely rigorous
requisitea imposing the use of domestic manpower and technical -
ocoutrol of Joint ventures that can only formally be fulfilled, =
because of the weak absorptive capacity of the local party.

At the same time, even under difficult circumstances =
regarding access to manpower, there often are islands of techni-
¢al excellence represented by large domestic (frequently state-
owned)} enterprises or organizations which also engage in ETEC ==
flows, These organigations make however little use of their capa
bilities in order to serve as cataligers of third domestic party
learning through subcontracting explicit diffueion wechanisgmsg ==

and other ways of channeling externalities,

Tane lack sf techmological awareness in host developing
countries is particularily harmful fér ETEC because the appro-=-
priataness of the other developing countries offers should be ap
preciated as such in terms of the peculiar advantages above wen-
tioned, and often compared with alterpatives from developed coun
triee, The choice of technology from developing countriec rew=--
quires then, in the first place, an active attitude of recipient

parties and other actors regarding theegcreening, seleotion and -
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at tachnmology sources., This attitude may not
be present in big enterprises enjoying monopolistic positioms in
protected markets, and therefore lacking the incentives to save

costs through importations from developing country sources,

This way, both the effect of the environment on the en
terprises directly involved in ETEC flows, and viceversa, in ===
some way accentuate the effects of low levels of technology ab=e
sorption capacity and prevents the exploitation of the learning
potential involved in these flows.

The consequences stemming from a lack of articulation
between whatevér efforts are made at the enterprise level t0 ===
take full advantage of ETEC operations and domestic policies fol
lowing a proper awareness as to the need to allocate resources =

to technr ngical learning become therefore self-evident,

One of the most critical instances oZ those consequences
is the extremely low yielde often darived from training program-
mes implemented in the context of ETEC operations. This largely
follows from lack of incentives to make full use of «and give
full compensation to the skills and knowledge derived., There are
many cases where formal training is supposed to be followed by
on-the-job training, This, however, is often precluded by lack of
continuity in the management of the overall learning process, =-
which invelves a fine tuning of the allocation of scarce manpower

resources over tiwme,

There is also the issue of suppliers' learning benefits,

throagh ETEC operations, recipients may be wade to share in aup-




Pliers' learning costs associated either to past or to current =
learning processes -or bcth,

Incremental experience acquired in existing lines as a
result of the ETEC operation is sometimes substantital. Addition
al skills are oftemn acquired by initially engaging in a lot of =
indirect transfers (+) and hiring independent experts in areas -
that the suppliers have still not entered or mastered and then -
assimilating them fully. Suppliers sometimes constraint themselves
to just adapt what they know and sometimes go a bit beyond by =~
pursuing a more experimental kind of approach., This way they «~-
widen the scope of their kmowledge in the context and possibly -
at the expense of the technology export operation. This sometimes
is done in agreement with the recipient party(particularly when
solutions have to be found quickly in the field) and sometimes =

not,

In short, the most common shortcomings at the level of
recipient enterprises are: (i) extremely low technological ab==-
sorption capacity by the recipient (firms, country) winiwizes the
benefits actually drawn from the operations; (ii) often learning
efforts at the level of the firm find little support and follow
up at the Government level; (i1ii) training programmes render 1lit
tle results when efforts are undertaken in an isolated way; (iv)
recipients share in suppliers' learning costs without anything -

in exchange,

(+) C. Cooper and P. Sercovich, The Channels and Mechanisms for
the Transfer of Technology from Developed to Developing ccun
tries, Geneva, 1971,
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Conclusion

There is within the developing warld plenty of actual and poten-
tial sources of skills, experience and technical knowledgse to be
taken advantage mutually, However, the possibilities of utilizing
this potential through ETEC have been so far under-exploited,---
Country and enterprise concentration are a strong pattern of cur
rent flows, The sectoral profils of ETEC, though ample and di--
versified, consists more of activities which are redeployed among
wore advanced and less advanced developing countries than in the
Joint development of innovations which could upgrade their inter
national position and competitiveness vis a vis industrialized -
economies, At the micro level, advantages in terms of appropriate
technology and better deals are¢ matched by shortcomings at the =
level of enterprises aptitudee and attitudes vis a vis an effec-
tive ETEC. In short, the present experience of ETEC gives rise =
to an ample scenaxio for governmental action and international -
cooperation in order to develop the ETEC potential in both quan-
titative and qualitative terms. Yet before discussing what could
be the elements of a global strategy for the promotion of ETEC,
let us review how developing countries governments have approach

ed the issue and through which policies.
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CHAPTER III

PROMOTION OF ETEC: MAIN ANTECEDENTS

Enterprise to enterprise cooperation concerns at lsast
two separate national environments and their respective policy =
frameworks. The flows of productive resources and goods betwsen
domestic economies involves the transfer of capital, technologi-
cal assets and human resources, and gives rise to various pay=e-
ments. These operations are affected by the policies and rules -
of exporting and importing countries. But before actual flows ==
could take place, there is a number of other crucial aspects of
the two national environments which may influence the possibili-
ties and the ways in which ETEC can operate. They have to do with
the aptitude and attitude of firms of developing countries to co
operate with their counterparts in other developing countries as
suppliers and recipients of productive resources or partners of
collaborative arrangements. They iuvolve problems of information,
financial capacity and organigation to operate in foreign loca--
tions and to search, ccreen, selact and negotiate with potential
developing country suppliers. They may affect their strategy, mo
tivations and approash towards these dealings. On the other hand,
the policies and instruments of source and recipient countries -

oust match in order to wake ETEC possible,

A look at the international scenario reveals that the

only relevant initiatives to directly promote ETEC in a coordi-=-
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nated manner have been taken at the regional level, in the con--
text of integration and cooperation programs among groupings of

developing countries.

Yet developing countries have also adopted policies -~
and measures which influence indirectly the implewmentation of ==
ETEC activities. Such actions are carried out at the national =e
level through unilateral instruments., Let us have a brief discus

gion of these actions before dealing with regioaal instruments.-

1. Unilateral efforts: national promotional policies
At the national level, significant actions can be ob=-

served in the context of the export promotion policies of a num-

ber of developing countries. These policies illustrated by the =
cases of Brazil, Korea, Mexico, India and a few other advanced =-
developing countries, have been gradually incorporating elements
of promotion of exports of techmology and investments abroad.---
The incertives utilized with this purpose include tax and finan-
cial advantages for the export of industrial projects and tech--
nical services, market intelligence on foreign opportunities, fa
cilities for deployment of technicians to other countries, guaran
tees “o cover risks of projects abroad, etcétera., Direct foreign
investment abrcad is still treated in a restrictive manner by
wost developing countries, whichr prohibit such operations or sub
wit them to strict authorizations and performance obligations, -
such as the stimulation of exports. Yet a few countries have —=-
started to liberalize these transfemand in some cases (Korea, =

India, Brazil) special fiscal and financial incentives are grant




ed. Although these policies in general don't -discriwinate as to
the destination of the outflow of productive resources, in most

cases they are implicitely referred to operations in other devel
oping countries, where the main markets for the manufacturing =--

technology of the semi-industrial ecocnomies are located.

The evaluation of this kind of policies in terms of --
ETEC is not simple. On the one hand, they have an important im--
pact in terms of mobilizing -liberalizing and stimulating- <the
transfer of resources among developing eountries, Some measures
are of direct relevance to operations in developing countries, =

such as the information on opportunities and markets precvided by

governmental agencies, the Export credit guarantees or performance

bonds granted to technology exporters (Brazil, India, Korea) and

the protection from investment risks (Korea).

Yet on the other hand, these incentives tend to suffer
from some conditionality affecting the forms and ways of the ex-
port of resources and more specifically, the possibilities of -=
utilizing them for ETEC operations, For exa.ple, some countries
privilege the export of turnkey plants, a modality which by defi
nition is not appropriate for assuring local participation in --
the host country. In general, inveatments abroad are conditioned
to a positive trade balance of the project abroad, which wmay im-
ply a low utilization of resources in the recipient econowy., One
interesting exception in this regard are the indian guidelines -
on joint ventures atroad, which require that: a) machinery export

ed should be new; b) indian firws should have in principle a mi-




nority share holding; unless the foreign government and parties
desire otherwise; ¢) indian participants must provide for train-
ing of nationals of the hust country.

The analysis of the ofher side of the scenario ~i.e.,
the policies for reception of ETEC projects coming froa other de
veloping countries- reveals a leas prowising picture. Most coun
tries apply to such ventures the same rules applicable to trans=-
national corporations, When the system is open, there is a de fac-
to bias, strengthened by post-colonial links and traditional ---
sourcing habits, towards seeking sources in industrialized coun-
tries, Also tariff and tax incentives promoting the import of ==

large scale, capital intensive equipment tend to discourage the

participation of developing countries suppliers. When the régimes
areccontrol-oriented, the effects are similar, because no special
treatment is granted to developing countries' firms, which have

less bargaining power, skills and time to cope with legal end ad
ministrative barriers set up to negotiate with big TNCs, This =-
general attitude finds a few exceptions in recent changes of po-
licies granting preferential status to projects originated in --
other developing countries, such as the Egyptian privilege to »-

arab capital, and the Indian treatment of "OPIC investors".

In conclusion, national policies of home and host devel
oping countries are still far, despite some incipient trends, from
providing the logistic infrastructure needed by ETEC. Few countries
have adopted active, promctional policies, and in such cases, ac

tions are still too limited, or conditioned to restrictive per--
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formance requirements, ard in general not coordinated with the -

policies of other countries,

More recently, a trend towards the negotiation of bi—-

lateral agreements among developing countries seem to open a new

framework which merit attention. Countries such as Argentina, ==
prazil, Korea, India and others are promoting closer diplomatic

and trade links in the Third World. This <rend has already given
rise to a number of cooperative agreements, including reciprocal
technical assistance, avoilance of double taxation, protection =
and stimulation of reciprocal investments, and other fieléds of -
cooperation. Such bilateral arrangements may be an appropriate =«
context for the adoption of coordinated policiees and incentives

regerding ETEC,

2. Multilateral efforts: Regional schemes

Regional integration and cooperation programs provided
the first opportunity to set up mechanisms for the promotion of
ETEC among developing countries. United Nations through the ree-
glonal commissions for Latin America (ECLA), Africa (ECA) and ==
Asia (ESCAP) was one of the main sources of ideas and proposals
for such purpose., Joint ventures ware conceived as an instrument
to promote objectives esscutial to the different programmes, such
as the growth of trade, the efficient allocation of industries -
and the equitable cdistribution of industries among wember coun--
tries., The widened economic space provided by trade liberaliza--
tion programs should stimulate the creation of joint ventures --
which would take advantage of scade eoconomies and new investment

opportunities.., let us review the main mechanisms or initiative -
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iaunched in the various regionms.

2.1, lLatin America (+)

a) Latin American Integration System (LAIA)

Joining the economies of 11 countries of diffarent
sizes and levels of development, the lLatin American Free Trade =
Assoclation (LAFTA, 1960 transformed into LATA since 1980) is the
widest but weaker integration scheme In Latin America. LAFTA
was limited to commercial integration only, based on a trade
liberalization mechanism through product-by-product negotia--
tions.vThe flow of production factors was not liberalized and
no regional planning instruments were adopted. Yet, a system
of complementarity agreements adopted as a mechanism for pro-
moting the integration of industrial activities allowed the -
introduction of elements for the oromotion of ETEC, éuéh as
the coordination of governmental incentives, the liberaliza--
tion of capital movements and the joint allocation of indus--
tries. Qut the LAFTA Secretariat was ncver given real authority
to promote such arrangements, which were entirely left to the
initiative of representatives of the private sector. As the -
most active protagonists of the private sector in the LAFTA
negotiations were TNCs subsidiaries -LAFTA didn't discrimi--
nate against foreign capital nor provided any measure for en-
couraging the participation of domestic firms- the comple---
mentary agreements system was mainly used as an instrument to
formalize private distributions of markets and avoid competi-

tion among TNCs in the same sector. The LAFTA programme ex---

(+) For more details on Latin America sce Eduardo White, Empre
sas multinacionales latinoamericanas, Fondo de Cultura Eco
némica, México 1973, and Eduardo White, Joint Ventures --
among firws in Latin America, UNCTC, 1983,
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pired in 1580 without achieving its objectives and was replaced
by the present LAIA system which has definitely abandoned any
chance of regional planning. LAIA envisages the negotiation of
sectoral "partial" agreements, by couples or groups of member
countries, which are free to include measures to promote joint
ventures, but no policies, incentives nor institutional infra

structure are provided by the system.

b) Central American Common Market (CACM)

The five members countries of the CACM -a much
poorer but more homogeneous grouping than ALADI- adopted in
1958 an ambitious integration system, including industrial --
programming policies and measures to promote the creation of
new enterprises of regional reach. An Industrial Integration
System was conceived for encouraging the establishment of in-
dustries majority-owned by Central-American Investors, with -
advantages consisting of the immediate access to the entire -
regional market and tariff protection for a number of years.-
The Central American majority standard was finally left te --
case by case decisions of the regional organ. In practice, of

the three enterprises that were granted the status of integra

tion industries, all were sooner or later controlled by TNCs.
TNCs also dominated another mechanism -the special system for
the promotion of Industrial Activities- which granted tariff
and non tariff protection. No meacure was adopted to limit
foreign participation in the integration program -several at
tempts were stopped by external pressures- and in the late
seventies the strained relations among member countries serious

ly affected the whole integration 3ystem.
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c) Andean Group

Dissapointed with the laissez faire policies of

LAFTA six of its medium-sized and smalier member countries
joined in 1968 in the Andean Group. The new system emphasized
the programmed development of new activities, the equitable
distribution of costs and benefits of integration and the need
to control foreign factors of production. A commcn Regime for
the regulation of foreign capital and technology flo.s (Deci-
sion 24) was adopted in order to'avoid the de-nationalization
of the integration mechanisms, as in the LAFTA and CAC& cases.
A system of Sectoral Programmes for Industrial Devélopment --
(SPID) was introduced for the negotiation of the geographical
allocation of industries: so far three SPID projects}-in the
metalworking, petrochemicals and automotive sectoré Have been
approved. The SPID were supposed to be an attractive field --
for the formation of Andean Multinational Enlerprises (AME),

under certain guidelines and incentives regulated by a special

Legal Statute (Decision 46).

AMEs wére defined as new enterprises created by né
tional investors of two or more member countries; foreign par
ticipation was limited to 40 per cent of the capital: the ---
sharz of each member country could not be lnwer than 15 per -
cent of the total subregional capital, and only SPID projects,
infrastructural projects and projects included in Indust-~ial
Rationalization and agricultural programmes were entitled to
the AME status, *o be granted by the Andean Group Board after
approval of cach member country. Uniform company law require-
ments were introduccd, and national trceatmenl wat provided as

the main incentive, as well as exemption from the restric---
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tions applicable to foreign firums.

Thus the treatment of Andean joint ventures was insert
ed in the frawework of a few basic instruments and policies of =
the Andean Group: their scope was limited to the sectoral programs
to be negotiated; their wajority ownership and control were res--
stricted to domestic investors as defined by the Common Régime -
ou foreign investors; and their main advantages were, on the one
hand, the access to the trade liberaliszation program and on the
other, the non-app’ication of the disoriminations and controls -
on foreign enterprises adopted by the Common Régime, or in other
words, the enjoyuent of the nationai treatment status, An opti-- ‘
wistic assumption about the success of these policles and insiru ‘
wents led the authors of Decision 46 to establish a set of re--- ”
quirements for potential investors in Andean multinationals; such
as the distribution of shares among member countries, and the --
need for a number of legal and administrative authorizations by

the governments and the Andean Cowmission,

The efficacy of Decision 46 was then closely linked to
that of the Andean Group as a whole, And because the various po-
licies and programs which provided the framework for Decision 46
were not iwplemented as expected -particularily the industrial
programs~ Decision 46 could never work., Besides, since 1976 in-
tra-andean investmentssstarted to enjoy national treatment so --
that this advantage previously exclusively resexrved for invest--
wents through Decision 46 was neutralized as an incentive to uti
lige the Statute.

By the early 80s, the need to revive the Andean inte--
gration process changed the view of Andean sultinationals, frow =
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the initial idea of a complement or a natural consequence of the
overall integration process, to a mew perception of these compa-
nies as wechanisms to mobilige and stimulate the process, In =~
March 1982, Decision 169 was adopted, providing a new and wmore -
flexible framework, less dependent on the fate of other Andean -
policies. The new Statute, although rising the>requ1remonta of -
subregional majority frow 60% to 80X of the capital, allows the

~ oreation of Andean Multinationals in any economic sector; flexi-
bilizes the proceedings of incorporction -now assigned to the

relevant host country's government-; increases the rights to re
invest and transfer profits abroad, allows the applicaticn of ==
the statute to existing joint ventures, and adopts new rules %o

avoid double taxation. The broader scope and more flexible treat
went of Andean Multirationels is expected to attract a good share
of the uxisting potential for ETEC among the memwber countriesg.=-

In fact, intra-aindean direct investments Lave been ==-
growing fastly during recent periods (+). These spontaneous, une
planned, market oriented flows do not necegarily fit into the -
sectoral priorities and ownership models of the original concep-
tion of ETEC in the Andean Group, but may be a more appr o.priate
basis for developing a bottom=-up approach for ETEC in this sub-
regional grouping.

(+) See Wnite, (UNCTC), op.cit. p.32.
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d) Caribbean Commun, ty

The transformation in 1972 of the Caribbean Free Trade Associae=-
tion (CARIFTA) into CARICOM allowed its 12 member countries to =
introduce an ambitious integration program which included a hare
wonized system of fiscal incentives, co-operative monetary are--
rangements and plans for negotiating industrial programmes, a -
common policy with regard to foreign investments and a regional

framework for the promotion of joint enterprises. The Member ==
States ha& already created joiit ventures for the administration
of Common Services after the demise of the West Indies Federatiom,

such asa Shipping Corporation. In 1974 an airline service was es= \
tablished by a group of CARICOM government)and a few years later '
the Caribbean Food Corporaticn and the Caribbean Investment Cor- l
poration were formed., By 1976, a Caricom Enterprise Régime was -

adopted along theAbroad lines of the Andean Group model, The Ca=-

ricow Siatute requires the majority participation of public or -

private national investors ¢f twe or more wmember countries.

The CARICOM enterprises are permitted to operate in the areasg «-
subject to industrial programming, in the joint development ¢f -
natural resources, in ths marketing of agricultural products, in
the tourism sactor, or any other area agreed by the CARICOM Coun
cil, The establishment and performance of these enterprises is -
subject to control by a special supervisory organ, and their in-

ternal organiration is regulated by the laws of the state of in=-

corporatior, The CARICOM enterprises enjoy legal personality in




N

- 55 —

all the wmember States and are entitled to operate foreign ac—==-
counts, to repatriate freely profits and capital, and %o receive
most-favoured-enterprise treatment from the wember States, in---

cluding industrial licencing, credit, governwent procurement and

. fiscal incentives.

The application of the Regime has mot taken place sc far. It con
fronts & variety of problems, most of them related to the slow -
pace of the integration process in CARICOM: the wain areasof ac-
tivity of the CARICOM enterprises (industrial programming, joint
development of natural resources) are those in which less pro~--
gress has been achieved; besides, during the past years the in--
ternational economic crisis has caused severe difficulties in ==

the natioral ecomomies and given rise to protectionist measures,

@) The Latin American Economic System (SELA)

The creation of SELA by all latin American countries in 1975 was
Justifisd by the slow pace of the various integration programmes,
and the need for a wechanism to co-ordinate Latin American inter
ests vis-a=vig the rest of the world. Its programme is oriented

towards the development of specific projects of co-operation =--
among the member countries, to be detected and negotiated by "Ac
tion Coumittees" made up of representatives of the interested --

member States,

A salient goal is to increase the mnegotiating capacity of the =-

ocountries in issues cf trade, financs, technology and investment,
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In this light, the creation and promotion of Iatin American wule
tinational enterprises in order to "improve the allocation of ==
the huwman, natural, technical and financial resources of the re-
gion" was privileged in the 1list of objectives (+).

SELA's definition of multinatioral enterprises is vague and fle=-
xible with regard to their organizational aspects, but the role
of governwents in the creation of these enterprises was deemed
essential. SELA wmultinationals, "can be created with --
the participation of States, State entities, private or uixed ca
Pital whose national origin is guaranteed by the States and whose
activities are subject to the jurisdiction and control of the ==
States"(++).

In fact, the initiatives for and supervision of the multination-
al enterprises depend on the governwents. The participation of =
private capital is accepted but so far the intergovernmental =ee
structure and organization of SELA and its "Action Coumittees®
make the possible role of the private sector very limited,

SELA enterprises do not depend on other regional instruments, ==
such as sectoral programmns, complementation agreements, etc; --
they do not have to conform to any juridical framework in parti-
cular; they can brirg ogether countries belonging to different

subregions; they have no limitations as regards the sector of ac

tivity, which way he deteruined freely by the member countries -

(+) Agreement for the Constitution of SELA, art. 5.
(++) Ibid.
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concerned, and, in general, they are not required to be profita-
ble.

Yet, SELA's efforts were oriented from the outset towards joint
projects of economioc and social significance, Its view of latin
American multinationals was stimulated by an inter-governmental
Joint venture already promoted at the time of the inception of -
SELA: the Naviera Multinacional del Caribe, or Namucar, a ship—-
ping line in which Mexico, Venezuela, Cuba, Jamaica, Trinided, =-
Costa Rica and Nicaragua participate and whose ambitious objec=-
tive was to build up an independent transport system in the Ca=-
ridbbean Basin for stimulating trade among the member countries.=~

SELA Action Committees were created for a variety of sectors: =-
sea products, housing, tourism, food complements, popular crafts
wmanship, fertilizers, The Fertilizers Committee, made up of nine
member countries, prowmoted the establishment of the firat and so
far only latin American Multinational enterprise in the SELA B8YS,
tem: the trading company Multifert, whose statutes were official
ly approved in 1979,

On the other hand, SELA provided political and techmnical support
to Comumbana, a Latin American multinational trading company ===
created in 1977 within the framework of the Union of Banana Exp-
porting Countries (UPEB) in order to overcome the traditional ==

warketing dependency on the United States transnationals.
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2.2, Asia

a) Regional Cooperation for Development (RCD)

This organization was established in 1954 by Iran, Pa
kietan and Turkey as a uultisectoral program of reciprocal coop=-
eration, It included a mechanism for the creationm atid promotion

of "Joint Purpose Enterprises”, defined by the regional scope of

their activities (+). Although there were no rules as tofgfhber
of countries participating in these enterprises, they had to in-
volve the economigs of at least two countries, through trade or
investment links. Projects were submitted by governments or pri-
vate investors and had to be approved by a Special Committee of
RCD. The main advantages enjoyed by approved projects consisted
of a regional market share granted by the three countries to the
production of the enterprise, which had to be gold at internation
al prices and qualities, The non-nhost countries had in compensa=-
tion priority in the supply of raw materials and equipment., By -
the early 70's, about 15 Joint Purpose Enterprises were at the =
implementation stage, and a larger number of projects were iden=-
tified. Soon afterwards the whole system of cooperation logt ===

strength and the schewme gradually became ineffective,

b) ASEAN
The Association of Southeagt Asian Nations was esta=-
blished in 1967 by Indonesia, Malasya, The Philippines, Singapore

and Thailand, This system of regional cooperation is based on a

(+) Por details sece H.Brewster, Industrial Integration Schemes,
UNCTAD, TD/B/345, July 1971,
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trade liberalization scheme through Preferential Trading Arrange-
ments (PTA) and various mechanisms of industrial cooperation,=—-
The latter provide the basis for several forms of enterprise to !

enterprise cooperation (+).

i) The ASEAN Industrial projects (AIP)

The AIP schemes was launched to promote large-scale --
ASEAN industrial plants to satisfy regional needs of essential -
commodities., It works on the basis of a negotiation of package
deals containing several projects to be distributed among the --
wmember countries and jointly financed by them. The first package
was approved in 1976. It included five industrial projects: urea
for Indonesia and Malasya, diesel engines for Singapore, super-»
phosphate for the Philippines, and soda-ash for Thailand. The -- ‘
host countries were to take 60 per cemt of the equity and the re |
waining would be equally shared among the other member countries.
The initiative for these projects was reserved to governments, -
as well as their majority-ownership. Yet private investors in --
the host country could take up equiby participation up to 40 per

cent,

(+) For a detailed analysis of the ASEAN Industrial Ccoperation
mechanisms see the fallowing UNIDO documents:
UNIDO/IS.282 "ASEAN Industrial Complementation®; UNIDO/IS,
329 “"The role of the Private Sector in Industrial and Tech--
nological Co~-operation in ASEAN"; UNIDO/IS.281 “"The Develop=
ment of the ASEAN Industrial Projects (AIPs)"; UNIDO/1S.310
"ASEAN Industrial Joint Ventures (AIJVs) in the Private Sec-
tor"; UNIDO/IS.346 "Co-operation in Industrial Financing in
ASEAN"; UNIDO/IS.291 "ASEAN Finance Corporation: Prospects
and Challange"; UNIDO/IS.311 "Regional Industrial Co-opera--
tion - the approaches pursued by ASEAN",
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So far only two projecis have been started, while other
two were abandoned and the remaining ie still at the feasibflity
study stage. In 1977, a second package was allocated containing
seven projecis regarding rubber tyres wmachine tools, TV tubes, =

potash, fisheries, newsprint and electrolytic tin-plasting,

The slow progress of the AIP scheme has been explained
by the political difficulties arnd trade offs between efficiency
and social equity involved in region-wide projects. Apart from -
the usual competition over the location of the plants, the need
to grant preferential treatment and protection to projects Qith
excess capacity and/or high production costs, located in other - !
wmember countries, raised numerous problems in the process of ne- ,
gotiation. Thus the attention was diverted towards another wecha “
nism of cooperation, the ASEAN Industrial Complementation scheme
(AIC). |

ii) ASEAN Industrial Complementation (AIC)

The AIC scheme seeks to promote complementarity among
existing industries, particularily those of smaller or medium ==
size and to encourage the participation of the private sector. A
basic agreement setting up the following guidelines for AIC was
signed in 1980:

1) At least four of the five member countries must par
ticipate in an AIC package, but joint ventures are
not required.

2) AIC packages receive trade "exclussivity privileges"

for two years for c¢:isting products and three years

for new products,
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3) The initiative for AIC packages depends on the pri-
vate sector, through the Asean Chambers of Commerce
and Industry, while approval is assigned to the ===

Asean organisuws,

Two basic types of industrial complementation were en-
visaged. Dne is vertical specialization through the establishment
in each couniry of an integrated plant selling part of the output
to the other countries. The other is horizontal specialization -
by division of labour among weaber countries producing and ex=-—e
changing parts on components for the same product., Combinations
of vertical and horizontal complementation were also taken into

account,

Proposals for AIC packages are first submitted by na--
tional industry associations to Regional Industry Clubs (sectoral
asgsociations of national chambers of each industry) accreditated
by Asean Chambers, These receive the proposals and after an eva-
luation by a working group on Industrial Complementation the pro
Ject is transmitted to the reievant ASEAN Committee on Industry,

Minerals and Emnergy for approval.

Trede preferences are granted by another ASEAN Commit-
tee. Find decision is adopted by periodic meetings of Economic -
Ministers., This procedure assures sufficient consultation and -
agreement by all relevant interestal parties, but in practice is
very time consuusing. In fact, only two out of about 30 AIC pro--
posale considered up to early 1983, have been approved by the --

ASEAN Ministers. Both concern automotive industry components ===
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which require the enlarged regional market to be ecomomical,

iii) ASEAN Industrial Joint ventures (AIJV)

The search for still more dynamic forms of industrial
complementation has given rise to a new scheme which is still at
the phase of formalization, It is concerned with the formation =
of "ASEAN industrial joint ventures"™, whose guiding principles -
were approved by the relevant Asean Committee in 1981, These ===
joint ventures have to be formed by investors of at least two ~=-
member countries; foreign participation is admitted up to 49% of
the capital; products of AIJV enjoy.up to 50 per cent of ASEAN -
Trade FPreferences, which is not granted to similar products of =
non-participating countries; participating countries should not

encourage expansion of production capacity in the markets of ap-

proved AIJV, whose products must be of intermational quality and

prices.

Thus the experience of ASEAN shows a clear tendency to
flexibilize the forms and mechanisms of industrial complementa--
tion., The earlier emphasis on.large scale, state sponsored package
deals was shifted towards a more pragmatic scheme based on the -
private sector impulse and the identification of region-wide mar
kets, and more recently, towards a very loose mechanisw:which has
virtually eliminated the principle of regional balance and equal
participation, as well as the careful scrutiny of the Asean ma-h
chinery, At the end, market oriented ETEC has prevailed over plan

ned industrial complementation, and the regional organization 1i

wmits:.itself to provide incentives to projects whose only condi--
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tion is to be joint ventures and not bringing unequitable distri

bution of benefits and costs among the wember countries.

2.3. Africa

Several of the regional integration groupings among --
african countries have privileged the objective of setting up --
multinational companies and integration industries capable of =--
operating at regional scale as a way to facilitate the industrial
developwent of themember countries. Yet not all these initia---
tives envisaged the creation of multinational companies through
the cooperation of existing enterprises and fhe formation of ==
Joint ventures., Two of the statutes adopted,those of the East --
African Community and the Mano River Union.regarded "regionzl in \
dustries".but not necessarily owned by companies of more than --
one country. The UDEAC Code and the ECOWAS and CEAO draft Regimes l
are instead mechanisms to promote inter-enterprises ccoperation.

Let us briefly review the main futures of these schemes.

a) Fast African Community

The East African Common Market was created in 1967 by
Kenya, Uganda and Tanzania. It included a scheme for the esta==-

blishment of "East African Industries", to be identified on the

basis of two criteria: a) those whose feasibility required the -
access to the markets of the three countries, and b) those which
needed a market larger than one of the member countries. The sys
tem didn't contained rules as to the origin of the capital nor -
the ownership structure of the industries, Six of these projects
were identified, but they were not implemented. Final disagreement
on the distribution of the industries among the member countries

and a serious deterioration of the trade relationships led to =~

the coiliapse of the integration system and its substitution in -
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1976 by the East African Community, which had no provisions re=-
garding industrial integration (+).

b) Mano River Union Industries

The experience of this Custom Union established by ILi-
beria and Sierra Leone in 1973 includes a Protocol on principles
and policies for the promotior of Union Industries, signed in --
1976. Such industries are approved by the Union's Commiasion and
enjoy tariff protection, unrestricted transfer of funds, draw---
back of import duties, unrestricted movement of fadtora of pro--
duction and other fiscal incentives. Incentives are granted «===
through investment contracts, fcr a maximum period of six years.
There is no requirement regarding the forwm, ownership structure
and origin of the capital of the Union Industries. There is no =
infcrmation about the implementation of concrete projects under

this scheune,

¢) Custom and Fconomic Union of Central Africa (UDEAC)

The four member countries of UDEAC adopted in 1975 a =
Code on Multinational Companies with the following characterises-
tics: a) the capital of the companies should be shared by public
or private investors of at least two member countrias; foreign -
varticipation is admitted up to 66% of the equity, tut after a =
i0 years period regional investors should control tne majority;

b) the objective of the Company should be of regional interest;

(+) For further details on the East African Community see H.Brew
ster, Industrial Integration System, UNCTAD TD/B/245, 1971,
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Arab countries of Western Asia

The first efforts to create joint ventures among arad
countries date back to the late forties, when the League of ===
Arab States aprroved the establishment of a few multi-country =-
projects in tha field of natural resources. By the mid-sixties,
the Arab Economic Unity Agrecment called for the promotion of ==
Joint ventures, and a number of important projects were imple~==
mented,but it was not until the next decade, after the establish
ment of the Organization of Arab Petroleum Exporting Countries -
(OAPEC) and the spectacular increase in oil revenues, that the -
trend towards the development of joint undertakings was atrongly
intensified. A survey concluded in 1983 detected 850 cases of ==
Joint Arad and Arab-international ventures, with a total capital
of about US$ 36 bvillion (+). Nearly two thirds of such projects
belong to non-financial activities: the share of arab-aradb joint
ventures iz not clearly determined, safe for finamcial projects,
which account for about 40¥ in terms of number of projects

and slightly more than 50% in terms of capital,

Several intergovernmental organizations have adopted =~
explicit policies and actions for the development of arad joint
ventures, Most notable among them are OAPEC, the Council of Arabd
Economic Unity and the Arab Economic Council of the Aradb league,

(+) See Samih Masoud, Joint Arad financial ventures; realities -~
and projects, paper presented to the Expert Group Meeting on
the role and factors conducive <to the improvement of the ==
performance of public enterprises jolnt ventures among devel
opiung countries, Ljubljana, October 1983.
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These institutions have played a more active role in the promo--

tion of joint ventures than regional integration Secretariats in

Latin America, Africa and Asia, In part the difference is explain -
ed by the different approach followed with regard to economic co
cperation among member states., While in the other regions of the

Third World the basic strategy was basad (particularly in Latin

America and Africa) on a regional integration plan with macro-

econoﬁic measures of trade liberalization, policy harmonization

and sectoral complementation, the Arabs emphasized the search of
selected operational activities leading to inmediate projects.-- ’
The promotion of arab joint ventures offered one of the most pro

mising fields for a pragmatic approach of this kind.

The following are the main instruments and actions ===
adopted by Arab countries with the objective of promoting joint

ventures,

a) Organization of Arab Petroleum Exporting Countries

- (OAPEC).

OAPEC was established in 1968 as a mechanism for pro==~

woting cooperation in oil-related activities, including the de--
velopuent of joint projects among member countries. Specialized
departmehts within the Organization take care of exploring oppor
tunities, conducting feasibility studies and proposing projects
to the Ministerial Council, after whoase approval measures are ==

adopted to implement the project, such as drawing up the bylaws

and statutes of the company. Yet governwents are free to decide
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whether to participate in the proposed projects, to do it direct
1y or through theit:cil companies, and the sxtent of their parti
cipation. Once the operations have started, a coordinating cow--
wittee including representatives of OAPEC and the joint venture«
me ts twioce a year to fcllow up the performance of tha company(+),
Five projects have been implemented under the OAPEC's sponsorsee
ships  the Arad Maritime Potroleum Transport Company, the Arab
Shipbuilding and Repair Yard Company, the Arab Petroleum Invest-
ment Corporation, the Arab Petroleum Services Coupany, and the =
Arad Company for Engineering and Comsultancy (++). In all these
cases the joint ventures were established by a Treaty émﬁng the
member governments, which includes the statutes of the'companies

and adopts a number of privileges and c¢xemptions from taxes, ex-

propriation, etcet~ra., Any meumber state way relinquish up to 49+
.per cent of its shares in favor of its nationalg, but individuals
capnot own more than 10% of such shares, No foreign participa-e-
%ion is allowed and there is a preference for recruiting nation-
als.of thé member countrizs, Yet in most cases the managament of
the joint ventures was entrusted to intermational firws, Training

programs for Arab nationals were however developed.

(+) See Masoud, ibid, p. 20.

(++) See M.V.Trimarco, Case studies on Arab Joint Ventures, in -
Expert Group Meeting, op.cit,
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b) Council of Arab Economic Unity

The sawe as OAPEC, CAEU efforts are concentrated on --
the exploration of opportusiiies and the preparation of feasibili
ty studies. Ita scope is not limited to the oil scctor and, in e
addition, it also develops guidelines for the establishment and

oparation of joint ventures,

So far the Council has sponsored four companies in the
fields of wining, livestock deveiopment, pharmaceuticals and in-
dustrial development, They were established in the second half -
of the seventies under the form of holding companies fully inde-

pendient from CAEU, who keeps close contact with then thréugh'-
periodic meetings. As holding companies, they partictp#te in the
capital of enterprises located in the various meuber countries,
with special emphasis on Joint venturéa and projects with markets

in other arad countries.

The fowrholdings were created as public multinational
corporations, through international agrcoments among tho mamber
governments, Yet the companies didn't use treaties to establish

subsidiaries or the companies sponsored by them, which admit the

participation of private shareholders., As in the case of CAPEC =
Joint vehturea, those of CAEU have rolied on an oxtensive use of

fereign consultants,

¢) Other mechanisms

1) Inter-Arab Investment Guarantee Corporation (IAIGC)

"IAGC i8 regardsd as the first international corpo=
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ration to guarantee ths rights of both the exporters and importers
of funds, since its wmembership includes capital exporting and im
porting countries on an equal footing"™ (+), Participated by the

22 mewbers of the Arab League and operating since 1975, IAGC pro
vides guarantees to intra-arab investumc=+s ensuring cperations =
against non-commercial risks, IAGC also provides information and
advice on investment conditions, markets and potential partners

in other arab countries, Up to mid=1981 no claim was submitted -
under the insurance wechanism, The capitaligation of IAGC was ==
considered inadequate despite the still liwited demand of arad =-

investors (++).

11) Secretariat of the Ieague of Arab States

On Pebruary 1983, the General Secretariat of the ==
Arabd League adopted a Reeolution approving a plan for scheduling
integrated joint Arad ventures within a comprehensive framework

(+++).

111) Arad Fund for Economic and Social Development (AFESD)

Under a program of cooperation with UNDP, AFESD has
undertaken 3 number of pre-investment, pre-~feasibility and feasi

bility studies for regional joint ventures which have served for

(+) See Masoud, op.cit., p. 35.

(++) See Jeffrey B, Nugent, Toward a feasible path to economic
cooperation and integration in Westerm Asia (Mimeo), 1981,
P. 39.

(+++) See Masoud, op.cit., p. 21.
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the implementation of geveral projects (+).

iv) Organization of the Islamic Conference (0IC)
A Ministerial Consultation on Industrial Cooperation

among Member States decided to establish a Task Force with mane-
date to make recommendations on Joint ventures, under the aegis
of the General Secretariat of OIC, and comprising several region
al centers in the fields of finance and technology and the Isla-
mic Chamber of Comwerce.

v) Arab Investment Company and other financial institu-

tions

A great variety of joint financial organizations be
gan to emerge in the early 19608 with government participationm,
in order tn make use of the oil revenues inside and outside the
Arad countries. The trend was significantly expanded in the se--
cond half of the 19708, The institutions comprise Commercial ==
Banks, Merchant Banks, Developwent Banks, Industrial Development
Banks, Islamic bBauks (where the deposits are used on the basis -
of sharing profits or losses, not on the basis of interests), Fi
nancing Enterprises and Investment Enterprises, Some of these en
tities have oriented their role to the promotion of industrial -

joint ventures,

(+) See Masond, op.cit., p. 21,
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Among these institutions tha most directly engaged in
the promotion of joint ventures are the Investment Enterprises,
such as the Arab Investment Company (AIC) created in 1974 by sev
en Aradb States to operate as a catalyst by proviting equity ca-
pital, ideas, information and evaluation services for binational
or multinational projects; the Arab Industrial Investments Compa
ny, specialized in engineering ventures; the Arab Petroleum In--
vestment Corporation and the Arad Cowmpany for the Developament of
Animal Resources.

The larger number of arab joint ventures promoted by =
inter-governmental wechanisms, in cowparison to the less signifi
cant results of other regions of developing countries, is to a -
great extent explained by the financial resources available in =
the Arab region, which have facilitated the channeling of funds
for the developwent of productive projects. The low level of in-
dustrial development at na*!.nal level in most arab countries fa
cilitated the negotiation and iwmplementation of a number of pro-
jects on a cooperative basis. Yet several drawbacks and obstacles
have been observed in the arab experience including: a) the lack
of coordination among an excessively large number of institutions
and mechanisms that propose and promote joint ventures; b) the -
limited scope of preferential treatment for goods and services =
provided by joint ventures; c¢) the weak technological capacity -

of arab organizations, which leads to an excessive dependence on

foreign suppliers or serious defficiencies in the feasibility -
studies,
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3. Conclusions

Despite declared intentions, joint declarations and apparent
willingness to encourage enterprise to enterprise cooperatibn, -
the balance of efforts and achievements is not encouraging. Ini-
tiatives at national level are still very few, limited to a hand
ful of the more advanced developing countries and only partially
or indirectly referred to ETEC., Some of these countries have in-
troduced incentives to stimulate the wmaximigzation of exports of
productive resources, but no reciprocity is observed will regard
to the inflow of capital and technology from other developing ~-
countries, These flows are in general treated in the same pooling
as investments and technologies offered by large transnational -
corporations, Policies of home and host countries are not coordi
nated, and in many cases may lead to serious tradeoffs due to «=

conflicting performance requirements,

Concerted actions hava been mostly concentrated on regional -
cooperation programs, which so far have not served to stimulate

ETEC, with the partial exception of the Arab region.

The failure or sluggish progress of ETEC within regional co--
operation and integration schemes can be explained by a set of -

factors and reasons.

a) Dependence on the oversall performance of the regional pro-

gramze. With the exception of the Arab countries, most schemes -
have made ETEC an outcome rather than a factor of industrial com

plementation., As the industrial complsmentation programmes began

to suffer problem and the integration schemes started to loose -
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strength, so the statutes or régimes for promoting ETEC or other

kinds of Joint ventures lost ground for their implementation.

b) Excessive empvhasis on »lanned and large scale projects. The

theory of integration led to a national approach of ETEC which -

was envisaged as a way to carry out projects of regional dimen--

sion based on scdle economies and giving rise to an equitable --
distribution of costs and benefits among member countries at the

level of specific projects or packages of projects. This approach

gave rise to disputes among countries regarding the allocation of
projects and the level of protection to be granted. The techni--

que of equity sharing and the attemnt of negotiating balanced =--

package deals at the sectoral or multisectoral level were not -- ’
sufficient to compensate for nationalistic pressures and different

cost-benefit evaluations.

¢) lack of domestic capitalists. In most developing countries

the industrial activities that could have a more significant role
in regional industrial complamentation schemes are dominated by
foreign transnationals or by state-owned corporations. This is -
particularily evident in the case of capital intensive sectors.-
Private domestic companies are in general of small and medium-size,
at least in terms of the organization of region-wide projects,--
They lack affiliates in other member countries with which to co-
ordinate activities., In most regions foreign enterprises have --
taken over the integration opportunities, leading to intra-firm
market arrangements rather than to ETEC, With the exception of =

the Andean Group, foreign investments are not controlled by & ==




common régime.

d) Excessive emphasis on multilateral proijects., ETEC has been

defined by most regional schemes as a "multinational enterprise" .
reflecting at the micro-level the collective interest of all the
wember countries. This approach has limited numerous opportuni--

ties for organizing ETEC at the wmuch more flexible bilateral =e-

level.

e) Inadequate requirements and incentives. In most cases re--

gional=-sponsored joint ventures were subject to cumbersome legal
and adeinistrative procedures, ranging from internaticnal trea--
ties to overlapping interventions of national and regional author
itiea, There was in various cases an excessively legalistic em--
phasis on company law procedures (influenced by the EEC experi--
ence )-and traditional industrial promotica measures, such ag =-=

trade and fiscal advantages,

Recent trends in several groupings of developing coun-
tries suggest that a more flexible, bottom-up stirategy of promot
ing industrial complementation through genuine ETEC is being ===
tried. The main elements of this new approach, visible in the ==
Asean and Andean Group recent steps, are: a) wider sectoral spec
trum; b) larger role of private sector initiatives; c) less em--
phasis on region-wide projects and multilateral ventures; d) liess
insistence on equity-sharing formulae; e) greater emphasis on =--
the identification and promotion of viable, economically efficient

ventures; f) closer collaboration of regional organisms with in-

dustry associations and clubs of the potential ETEC actors.




LOOKING AHEAD: Action-oriented ideas to promote ETEC

The promotion of ETEC implies conditions that go far -
beyond the adoption of a set of specific instruments and wecha--
nisms., In the past, certain governments, regional groupings and
international organizations enacted ad-hoc measures or adopted
recommendations assuming that by their very virtue ETEC would -~
emerge and flourish. For example, statutes for regional multina-
tional enterprises were adopted assuming the pre-existence and -
availability of local enterprises waiting for such mechanims in
order to quickly resnond to the incentives, But the actors of =-
the instruments were not available or nct willing to react and -
most efforts failed. In fact, past history shows that ETEC is to
a great extent an offspring of the overall phenomenon of develop
ment of the productive forces in the national economies, and —-=-
their reciprocal relations, There is no doubt that the still in-
cipient ETEC experience wouldn't have exiested without the long =
process of technological accvmmulation, the growth and diversifi
cation of industrial activities, the development of a domestic -
entrepreneurial class, and the increased commercial exchange ===
among developing countries. In the future ETEC will continue de-
pending on the situation and trends of these factors and forces,
and the existence of a framework of national policies conducive

to their development. It 18 on this basis that specific incenesr-

tives and instruments can be adequately taylcred and be effece=-=
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tively applied,

At the same time a minimum degree of congruence among
national policies is required, Although each country has its own
policy definitions stemming from their specific national condi-=
tions, ETEC is implicitly or explicitely founded on a natural ar
ticulation among countries policies, concerning strategic affini
ties and aresas of common interest, which preexist to specific ==

ETEC instruments and could not be replaced by them.

In fact, the analysis in the preceding chapter under--
lies, on the one hand, the fact that the potential for ETEC among
developing countries is there to be realissd, irrespective of w=
what the governments do; but, on the cther hand, that not enough
has yet been done in order (i) to fully exploit that potential,
and (11) to prevent the least desirable consequences stenming -

from its modes of realisation.

ETEC can and should be enhanced, deepened and improved
both in quantity and quality. On the one hand, the number of countries secs==
tors and enterprises involved in the ETEC process should be in--
creased, On the other, the efficiency, equity and developmental
effects of ETEC must be improved.

So far most proposals have tended to emphasise =
elther the objective to increase the flows, regardless of their
effects, performance and implications (or assuming that ETEC has

a positive impact inherently); or to regulate their quality accord

ing to certain standards, independently from the capacity 0f ===
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real actors and institutions to fulfill such requisites.

What is actually needed is a global strategy for en—--
couraging ETEC based on a common understanding by Third World --
countries of what ETEC is and should tend to be, and articulating
both qualitative and quantitative elements at the same time.

Because ETEC already exists (despite its biases and -~

shortcomings) the strategy should not be constructed on a vaccum.

We know already that market forces, although clearly -
insufficient, play an important role in the ETEC process. The in

ternational community is at the present szaturated of ideas for -

new mechanisms and institutions of improbable efficacy. Countries
are facing increasing financial and foreign exchange problems ==
which limit the resources available for government intervention
and new international machinery. From this viewpoint ETEC ie to

some extent a channel for selfinancing ECDC and TCDC.

But the important point is to distinguish between what
can be achieved largely on the basis of market factors and what
depends on official planning and incentives., The decisions may =
vary according to different national policies and variable re=--
source availabilities, but there is no doubt that ETEC doesn't -
require governmental patronage and subsidies in all its aspects
and dimensions. For this reason, the areas of intervention should
be carefully idernt‘fied and selected under priority orders bty --

and within the different levels of action =naivional, regional,

international- which in turn should be coordinated among them--
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selves, instead of giving rise to overlapping functions and waste
of resourcez, In the present world condiitions, it might be neces
sary to emphasize criteria of viability and economic efficiency

in ETEC projects, (+)

The rolesof governments and intergovernmental organiza
tions convey a number of functions which should be clearly dif-
ferentiated, They range from the adoption of macro-economic poli
cies to specific interventions at the micro level., They can be -
grouped under four categories.of actions: a) the supply of an ==
adequate logistic infrastructure for ETEC, including incentives :
and mechanisms; b) the selection of.ETEC projects, particularly
in those areas which need bilateral or regional planning; ¢) the
execution of ETEC projects, through direct participation of pub-
lic enterprises orifinancial agencies; d) the adoption of guide-

lines to orient and evaluate ETEC flows and operations.

In the following pages the elements'for a global stra-
tegy on ETEC are outlined. It is not the purpose nor the possis«
bility of this report to elaborate in detail all the policies --
and instruments which are involved in the implementation of such
strategy, and include a host of techniques and measures of the =
most varied nature, We have focussed on what we think are the --

main issues and targets of an ETEC strategy. Although noné of them

is sufficient, each one conveys a different set of actions, In =

(+) For example, in view of the need to reduce the financial ase
sistance accorded to exporters of technology, one important? .
agency in Brazil is now giving priority to operations with -
significant profitability prospects and high risks,
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order to dcvise concrete policies and monitor  the progress =—=

achieved, the following discussion may prove useful,
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1. Maximization of flows of ETEC ventures.

Ther'e is nniversal consensus about the need and the =-.
rationale to increase the volume and value of ETEC flows. Despite
the growing trend in the last decade, intra-developing country -
investment and technology links are still a small fractiom of the
world total and also of the flows of developing countries with -
thé industrialized econowies, The mere increase of the numdber, =
volume and value of ETEC is not sufficient to achieve the develop
mental objectives of ECDC, but it is a necessary condition, It
proving by doing is the only way to pursue such objectives, It -
is obvious, on the other hand, that inspite of all the meetings
and declarations, the action and wmeasures effectively taken in
order to enconxrage ETEC are far less in number and in quality --
than those adopted by industrialigzed countries to encourage and
support the participation of their own enterprises in internace~
tional investment and technology flows, specially those addressed

to developing countries' markets.

The issue of maximizing ETEC flows has been dealt with
dire.tly and indirectly in several studies and reports and the =
wain areas of actions have been already identified, so that there
is no need to insist on this point at the level of the present -

discussion (+).

(+) See UNIINO, International Industrial Enterprises Cooperatior,
Volume 2 (UNIDG/10G 325), and UNIDO, International Flows of
Technology, Volume 3 (UNIDO/100 3265.
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The basic components can be viewed in the fellowing —-

terus:

a) Reduction of barriers to ETEC flows

Home or exporting developing countries still maintain
a narvow approach regarding the transfer of productive resources
abroad, Although a few developing countries hare started to =w==
authorize and in some cases to stimulate the transfer of resources
via foreign investments and technology exports, the general poli
cy is in general restrictive. Or the other hand, recipient devel
oping countries have mot adapted their policies and mechanisms =
of control of foreign investments and technology transfer to the
treatment of ETEC with other developing countries. The controls
atsnational level of both exporting and imnorting countries should
be adjusted in order tc create a legal and administrative margin
of preference for ETEC flows, Projects directed to or ~oming =e=
from other developing countries should be faciliiated, putting -
ETEC under a different light than the one applied for dealings -
with TNCs. UNIDO may follow up and monitor the evolution of govern
went policies and regulations av this respect, and study alterna

tive approaches to improve the existing situation,

b) Development of a logistic infrastruzture for ETEC,

The developrent of ETEC should be based on a lavourable
atmosphere and a platform of supporting services capable of sup-
plementing the resources of potential actors and to stimulate --
their decisions,

The supply of information services may be earrisd out




at the national, regionmal and international lcvels. Many develop
ing countries have been building up their own technology informwa
tion Centers and there are already some antecedents of networks
of information at the regional level, such as the Andean System
of technology information, UNIDO has a leading role in the promo

tion of such services at the international level through INTIB -
and TIES.

In terms of ETEC, however, information inputs required
are far beyond the scope of traditional technology netwerks. They
cover not orly data about offers and demands of cooperation, pro
ject profiles and directories of sources of information, but =--
also the identification of suitable forms of financing, negotia-
tion techniques and organizational mechanisms., Useful information

must be taylored to each case and supplied fastly.

There are two channels for producing this “ind of infor

mation which should be promoted. The first are the technical asso-

ciations of national produciers of the same sector in several ==
countries, "“Industry clubs" exist at regional level in Asia and
Latin America in various sectors, and they have proved their ca-
pacity for information exchange and spontaneous generation of -~
Joint ventures, These orgar-zations are a natural, "bottom up" ,-
cathali tic- instrument joining directly the potential actors of
ETEC. They should be supported and strengthened by regional and

international organizations.

The cther way is the organization of institutions or -

zechanisme specialized in ETEC and capable of providing directly
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to enterprises the packages of inforwation, advice and eventual
ly financial services needed for detecting, negotiating, organiz
ing and implementing joini ventures and other forms of cooperae=-
tion, UNIDO has advanced in this direction through the program -
of Investment Promotion Centers, and the efforts made for the =~
establishment of links betwees Industrial Development Finance =-

Institutions, Investment promotion services could be organized -

on a coordinated iLasis in developing countries, with the speci--
fic role of providing such assistance., Also national and regional

International Development Finance mechanisms shaped along the ex

perience of similar institutions existing in some industrialized

countries should be organized.

¢) Intergovernmental planning

The availability of a logiastic infrastructure is essen
tial for the promotion of market-oriented ETEC but insufficient-
to develop the possibilities existing in areas of high risk or -
having strong entry barriers, Tae following pages will comment -
upon wechanisms to encourage multidirectionality and sectoral -
deepining of ETEC, emphasizing the need to expand ETEC flows to-
wards least developed countries and the development of new teche
nologies, Beyond the supply of a netwurk of incentives and ser--
vices, governments should have an active, protagonistic partici-
pation in the organization of ETEC projects., Governmental inter-
vention should be sought and facilitated in those fields where -
domestic private initiative is not present or adequate, such as

in the exploitation of jointly owned natural resources or the de
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nwelopment of new technologies, which can be carried out through

public or wixed joint ventures. Bilateral agreements involving -
one or several sectors should provide the frawework for a dyna=--
wic exchange of information and negotiation of projects of inee
dustrial complemontation. Regional orzanizations should serve as
a center for information and brokerage of joint venture possibi=-
lities arising out of the screening and detection of viable pro-
Jects and its permanent watching with the initiatives of the pro

ductive sector.
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2. To offset the spontaneous unidirectionality of cooperation --

flows and increase the participation of least developed coun-

tries.

This elemont of a global strategy means to improve the
country distribution and participation in ETEC flows. So far, =-
these are highiy concentrated om operations between s~ni-indusw=
trial countries and less, but not the least developed cormtries,
Both collaboration with the poorer countries and horizontal ETEC
between countries at similar levels of development are¢ wmuch less
significant, They should be stimulated in order to deepen the in
terlinkages within the Third World, emhance solidarity among ===
countries, avoid the re-creation of "spheres of influence" and -
segmentation trends among developing areas, and diminish the in=-
creasing dispersion observed between national levels of d:velop=

went,

The revalorization of the role of natural resources ==
and the.environment in the development process, along with the =
emergence of new, integrative, technologies such as biotechnology
and wmicro-electronics during the last few quinquenniums entail -
the need for devising appropriate technological strafegies from
the South=-South perspective,

FPortunately, natural resources are not at all as uneven
ly distributed across the world as wealth, Neither is, in many =~
cases, the experience related to the exploitation of such re----
sources., Thus, Cubans know a lot about sugar cane, Malasyans about

palm, Bolivians about mining, and so on, to give just a few exam~
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ples.

There has been fcr years & kind of international divi-
sion of labour which has been shaped by North-South relations and
that, therefore, has left little room or none at all to take prop
er advantage of headstarts im experience largely associated to =
resource endowments in developing countries. It is now time to =
give a proper perspective and an outlet to this question in the
fremework of ETEC

As a matter of fact, some steps have already been given
in that direction., For example, with UNIDO support, the Cubans -
have set up the world largest paper-from-bagasse Technology Ins-
titute, If reciprocity and mutual interest are to be the guiding
principles in the develapment of horizontal ETEC, the need %0 =~
add acquired advantages to clear natural advantages enjoyed by -
the least favoured developing countries appears as inevitable.
This way, unidirectional and assimetrical flows can be gradually
offset by new pattern of division of labour across the develop--

ing world,

Certainly, low levels of overall technological accumu=-
lation in least developed countries may make extremely difficult
to undertake this kind of strategy, particularly under conditions
of accute shortage aef all kinds of resources. The fact, however,
that a number of complementary technologies and resources exist
within the developing woild permits to devise and articulate a =
number of collaborative schemes whereby country-level technical

and manpower strengths can be combined in order to oifset the -
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shortcomings suffered by least developed countries in pursuing a
strategy of mobilization of their techmological potential. Inter
national agencies like UNIDOialso may have ~n important role to
play in planning and executing this kind of actions.

First, the logistic infrastructure for the promotion -
of ETEC should emphasize the establishment of networks and mecha

nisms with and among least developed countries.

Second, advanced developing countries should promcte -
special bilateral links and multilateral arrangements with least
develaped countries. The latter shcemes way involve groupings of

advanced developing countries and of least developing countries,

Among the special mechanisms to be devised in order to
re-orient  the ETEC flows towards the poorer countries, the fol-

lowing could be applied:

-~ Preferential treatment in investwent cooperation schemes, such
as, inter alia, the arrangements between Korean and Brazilian
firms to Jointly participate in projects in Irak.

- Setting up of Regional Investment Insuran:e and Guarantee Me--
chanisms aimed at privileged ETEC with less advanced developing
countries, along the lines suggested by previous UNIDO works (+k

- Encouraging the utilization of new forms of industrial coopera
tion among developing countries, suited for the articulation -

of special packages of ETEC on a large basis of countries' payr

(+) See UNIDO, International Industrial Cooperation, Vol.2, p.145.
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ticipation,

Let us explore the last idea.
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3. Stimulating multipartite cooperation mechanism.

There is ample scope for intrasectoral enterprise-to-
enterprise horizontal cooperation across frontiers. This has al-
ready been taking place in a spontaneous, accidental way. Although
pravious experience in this field is illustrative, it is far from
involving a full use of existing opportunities.

In order to place the issue in the right perspective,
it is convenient to redefine the concept. of sector, since its -
usage in conventicnal industrial studies and statistics is inap-

propriate from the point of view of technical cooperation,

From such a standpoint, the concept of sector should -
be understood as comprising a diverse range of organizations that
serve the same customers although their activities may widely --
differ. Thus for instance, capital good producers, engineering =
and consultaucy companies, R&D institutes, and intermediate and
final product manufacturers that serve the steel induastry, for -
instancc, should all be regarded as part of the steel sector,===-
Once it is done, interenterprise flows of information,skills, =--
knowledge and various technical services can easily be identi---
fied, which opens innumerable potential opportunities for cooper
ation, This of course normally occurs within national borders,--
The point here is that this network of intra-sectoral intercon--
nections amongst different agents can be -and actually is- brought

to play a role in intexrcountry flows,
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One illustrative case in point is that whereby a new--
ly founded Argentine paper company got the process know~how from
Mexico, the main items of equipment and related engineering ser-
vices from Brazil and debugging services from a domestic technol
ogical institute. This was a complete spontaneous articulation =-
of diverse skills, sxperience and capabilities. However, it work
ed and it did well. Like this one, a nunber of other analogous =
bipartite or multipartite may be quoted.

It is quite clear that for specific reasons that have
to do with policy emphases and dowestic idiosincracies, the Mexi
cans happened to develop an advantage in terms of developing the
process know-how, the Brazilians in regard to capital good design
and production capability and the Argentinians in regard to the
chemistry of the wanufacturing process. Two considerations are -

suggested by this kind of experience.

First, that hardly any developing country is self-suf=-
ficient at the sector level in any industry (once sector is de-=-
fined as we have done), Second, that even though technical capa
bilities may be quite developed across a diversified fromt within
a given sector, collaborative arrangements of the type under re~
view may permit a better use of such capabilities (more balanced

and stable over time).

Trilaveral and multilateral ETEC arrangements may also
benefit from a wore active role nf enterprises from industrial--
‘.zed countries, While preser intra=deveioping countries

leadership and control of ETE., <8 could be improved by the «-
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participation of technology suppliers from the North and the =--
availability of markets of the advanced world. A number of expe~-
riences of trilateral joint ventures including one partner frouw
the North suggest significant potential advantages.

The winority particivation of such partner can make --
possible ETEC projects which otherwise would not have undertaken;
can contribute to the unvackaging of imported technologies; can
provide additional negotiating strengths in the internmational --
projection of ETEC ventures (+), These advantages may be enhanced
if instead of or in addition to TNCs, it is possible to obtain the
collaboration of. small and medium-sized enterprisec of develop-
ed countries, whose technologies and management styles are in ==
general better suited to the characteristics of developing coun-
tries' firmws, particularily those of the private sector. Develop
ed countries could collaborate actively in these arrangements by
utilizing their own institutions specialized in the promotion of
the internationalization of aﬁall firms, for the stimulation of
trilateral or multilateral joint ventures involving two or wmore

developing countries,(++)

The search for new alternative fo?ms 0ol ETEC can find
numerous modalities and techniques particularily adapted to the
organization of multipartite participations. So far the focus -=-
has been excessively placedon multinational production enterprises,

(+) See E, White (UNCTC), op.cit., pp. 54-64.

(++) See E. White, The role of small and medium-sized enterprises '
in the transfer of technology to developing countries, UNCTAD,
(TD/B/C. 6/6u),
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which gives rise to problems of negotiation among countries re--
garding the location of the industrial activities of a single =-
project. A strategy for the promotion of multinational ETEC —-=
should pay attention to the creation of holding joint ventures,

of the kind utilized in the Arad region. Organized on a sectoral
or intersectoral basis, and shared by several member countries,

these entities are able to participate with flexibility in the -
establishment or expansion of industrial projects at national or
reégional level. Another way of facilitating the multilateraliza-

tion of ETEC is through trading companies, for the commercializa

tion of strategic goods or inputs of common interest to several

developing countries (see further below).
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4., Promotion of a wider varisty of participants in ETEC opera—--

tions.

The strategy of waximizing the flows of ETEC has an im
portant dimension at the erterprise level., The objective here is
to encourage a larger base of protagonists of horizontal coopera
tion, s0o far excessively concentrated on a reduced number of the
largest enterprises of the supplying countries. Promotional ac-~-
tions should focus on two categories of actors, which have not =
fully developed their potential contributiomns to ETEC: small and
medium enterprises and state-owned firms. In addition, the role
of complementary agents such as consulting firms and trading com

vanies should be encouraged.

Obviously the low participation of smaller firms re-—--—

flects to a large extent ‘heir overall problems in the domestic
economy which can only be remedied by general policies. But there
are also a number of points to be addressed in terms of an ETEC

strategy.

Small firms suffer on the one hand, from structural =
disadvantages to operate beyond domestic borders, stewming from
the lack or scarcity of human and financial resources which are
needed to undertake the long term, high risk and usually capital
intensive international operations involved in ETEC. On the other
hand, they face problems for the appraisal, codification, packag
ing, negotiation and trarofer of technology. The strategy to --

overcome such difficulties should not necessarily consist of a
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policy of concentration or merger in order to adapt their siges
to international standards, The non-transnational character of =
swaller firms may be a condition to preserve their advantages --
and at?ractiona vis a vis other developing countries, Besides, =
swall enterprises have shown natural capacities for intermational
cooperation under certain circumstances (+). The adequate strate
gy seew to require measures for complementing and supporting ===
their capacities in a number of strategic areas, including fi-e-
nance, inforwation, and organization of ETEC projects. Apart ===
from financial facilities of eaay access and specizligzed in ETEC \
operations (as those mentioned above) speciei incentives should

be adopted to encourage the formation of export consortia or as- “
sociations for carrying out jeintly the effort of exploration —-

and promotion of ETEC in other countries. There are already some
interesting experiences of this kind, such as the Mexican organj

zations, Tecnimexico and Construmexico, dedicated to the exports

of engineering and construction sérvices respectively (++).

Public enterprises, it was already observed, usually =

€njoy some key advantages for ETEC ~large size and monopolistic
positions- but with rare exceptions they are not created nor ==
adapted for international action. Their inward orientation  ---

is reinforced by legal or statutory controls and by the =~
risk aversion of public managers, which hampers their aptitude -

(+) See E. White, The role of small and medium=-sized enterprises
in the transfer of technology to developing countries,op.cit.

(++) See C,Dalhmanand M. Cortes, Exports of tocchnology from Mexi
do, (unpubliahed).




- 95 -

for ETEC witk other developing countries. National security ===
reasons ¢r a chronic reliance on imports of technology from the
Nerth are typical gbstacles for South-Scuth joint ventures ~--
through public enterprises (+). The reirosement of the anti-ETEC
bies 2f public enterprises could not te based vut on a positive at
titude of the central governments regarding inflows and outflows
of productive projects with other developing countries, and a co
ordination of their activities ir this field. Their respective =
statutes should explicitly incilude and give priority to intra-de
veloping country ETEC, and the prccedures for engaging in ETEC -
operations should bhe flexibilized. Intra=-sectoral ETEC among =—
state owned companies of differeat countries may be stimulated »
by bilateral and multilateral arrangementes among governments set
ting up tae framework for specific projects t~ be detected and =

implemented by these enterprises,

Finally, consulting firms and trading companies spe=~--

cializea in ETEC operations are a crucial fsature of a strategy
in this field. Developing countries lack almost by definition ==
the global networks of information, marketing ani mobilization of
resources provided by transnational corporations of developing -

countries,

The availabiiity of consulting and trading services ina
particularily strategic in the case of small aud medium enter---

nrises. Consulting companies would take care of the feasibiliiy

(+) See B.White,Joint ventures of public enterprises of Argentina
with other developing countries, icpe, 196u.
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studies and the basic and detailed engineering services needed -
for technology transfer operations. Trading companies are capable
of screening and detecting opportunities for ETEC ventures, or--
ganiging packages of cooperation involving various suppliers and
recipients and combining several markets, inputs and transactions.
Because of their relatively low capital intensity, both types of
organizations are an attractive field for Jjoint ventures. There
are already a number of experiences of bilaveral arrangements ==
among consurting companies, such as the consortia of Argentins =-
and Brazilian coampanies set up to rarticipate in binational in-- ‘
frastructural projects (+). Multinational trading companies ===

have been organized for the marketing of strategic inputs, such “
as the SELA's sponsored MULTIFERT, in the area of fertilizers, =

and COMUMBANA, a public latinamerican multinational for the mar=-

keting of banana (++). New types of trading companies should be

envisaged, particularly in view of the increasing balance of pay

went difficulties of developing countries and the problems aris-

ing for financing traditional ETEC opsrations, One of these would

be a trading dedicated to detect, promote and megotiate opportuni

ties for counter-trade among developing countries, involving re=-

ciprocal flows of goods, technology and investments,

(+) See E, White, La cooperacién empresarial argentino-brasilefia,
BID/INTAL, October 1983, 4

(++) See E, White, (UNCTC), op.cit.
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5 To deepen and diversify the sectoral scope of ETEC

The potential for sectoral diversification is wuch —
larger than what the actual ETEC experience reflects. Although -
the industries presently involved are ample and varied, ETEC has
basically served, so far, to mobiligze what developing countries
have in their-productive experience rather than as a channel for
venturing into new areas of the tecknological frontier -~where
none of the participants has antecsdents nor the Iindividusal capa
city to face the risks- or to jointly develop significant inno-

vations at the international level.

There is an extensive experience of international col-
laboration in the field of research and development among indua-
trialized countries. In the European Community, such efforts —--
have concentrated on high technology sectors and are supported -
by significant governmental resources, In Third World countries,
wvhere the State controls important sectors of the physical iafra
structure and a number of baeic industries ~onsuming enormous ==
amounts of teshmology, there is a fertile ground for organizing
cooperative R&D arrangements whereby.the various participants --
can specialize in different elemente of a technological project
and expleit. togeth2r the results, Given the need to integrate -
" the different phases of a techno.ogy development yventures from =
the design of the project toc the marketing of the knowledge, the
idea of setting up Technology Enterrrises Jointly owned by cevel




oping countries has gained acceptance (+). So far a numbsr of re
gional and subregional mechanisms and Centers for technological

research in developing regions have focussed on non-commercial -
developments, ETEC provides instead an appropriate channel for -
venturing in profitable technological projects in several ways.-
For example, the Atowic Energy Corporations of Argentina and Frz
zil signed agreements for the joint development of basic and ap-
plied research in the field (++). Two pharmaceutical firms of ==
the same countries recently started a joint venture for the des~
velopmeut of new drugs, in collaboration with the University of

San Pablo (+++). Several other fields of new technologies, such

as genetic engineering and informatics, where a number of devel-
oping countries have made some inroads, should be selected snd -

explored in terms of ETEC possibilities.

A second limitationsof the present ETEC experience is
that it has not been used significantly to introduce industrial
activities previously absent in the productive profiles of devel
oping countries. Several unsuccesful attempts have been wade to
introduce this kind of arrangements at the regional and subregion
al levels, through the programmed allocation of specialized ===

plants enjoying the scale economies needed.

(+) See A. Ardoz, Notes cn Industrial Cooperation Activities =
in L§tin America: Experiences and possibilities (UNIDO,
1973).

(++) See E, White (ICPE, op.cit.)
(+#++) See E. White (IDB/INTAL, op,cit.)




- 99 -

Distributional conflicts between goverrnments and lack
of agreement of potentisl domestic investors have paralyzed wost

of such attempts. The search of "second best", gradualistic ap--
proaches to this question should be envisaged by regional Secre-
tariats. Elements for such approach would be. a) the iderntifica-
tion of viable opportunities for bilateral projects; bj) the iden
tification of intra-sectoral specialization among existing enter
prises; c) the joint exploration of new projects with regional -
associations cf national producers.
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6., Mechanisms to strenghten reciprocity elements of ETEC: “owards

a gset of performance guiaelines,

We have "rgued above that ETEC should be expanded and
diversified at the couniry, sector and enterprise levels. But «e
then comes the issue of the benefits to be drawn from increased
ETEC. It ought to be a "positive sum game" on at least two ace=-
counta, First, the benefits should accrue to all varties concern
ed. Second, it should involve a position at worse similar in res

pectlof transactions with advanced industrial couniriea.

a) Instrumentation of "joint-learning Ventures"

Normally, the policy framewcrk as well as the explicit
provisions laid-out in ETEC agreements are supposed to assure re
ciprocity between the parties. However, in fact, this is often =
not the case in actual practice due to unevaneas of skills, in--

formation, experience and of other rescurces.

Perhaps the need here is not so much related to an in=-
creased number of regulations and requisites for ETEC operations
to take place, but rather, more fundamentally, to situate ETEC =~

operations under an entirely new light.

We have argued further above that, beyond pecuni.ry bLe
nefits drawn by the parties, there are other more lasting and --
permanent benefits that they ottain in terms of learning and ---

skills forwation., The main point here is that this kind of gairn:
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should acerue to both perties, not just one of them. If this is
so, the prescriptive implication is rather clear: there is a -—;
need to make sure (i) that the parties as a whole capture wost -
of the potential henefits to be drawn from the operation and (ii)
taat all of them shere in the actual benefits drawn. This should
be s0, since what they are actvally being party of when engaging
in ETEC operations is, basically, joint learning ventures, Thie
ventures may involve capital, technology, human resources: but -
what they should be}aimed at is at changing initial conditions -
rather than increasing the same resources without qualitative =
changes., And this can only be ackhieved by means of increasing =--
knowledge, experience and skills through managerial and technical
learning.

What developing country firms engaged in ETEC opera=--
tions as suppliers of technical knowledge and skills do at home
they may do well but within the scope of specific conditiong,===-
Doing the same thing and, a fortiori, new ones, under different -
conditions entails additional costs, risks and uncertainties, Who

takes care of these?

Knowledge on this is rather limited. No explicit rules =

have been worked aout as toc heww such costs should be shared,

When thinge go well, and the operation performs and ends
up successfully, the benefits are shared by the parties in retios
that are very difficult or impossible to figure out in advance -
since little is known at the time of drawing out this terms of -

the deals on future reapplication of experience or learning de--
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rived from the operation by each of them. In case of failure, ~=-

usually the recipient rums with the worst pert, although good -=-

guarantee and cowpensation vrovisiuns -which are mome ofteu than
not provided for- wmay make suppliers duly cover their own respon
sibilities. Given their share in tine costs (which are set up «ee=
largely on a priori pases which are rslatsd to relative bargain-

ing strengths and awareness s to vkat is desired) voth parties =
can be axpected to heuristically maximize their leaxring. There -
will be an area of common interest in facilitating leorning to --
each other abnve which the respective intereste are likely to di-

verge -except if locked at in a vroader perspective. The area of

comnon interest may be defined this way: the supplier wili benefit
if the .recipient learns enough as to be able to rur a trouvble«free
operation and, reciprocally, the recipieat will benefit if the =-
supplier learns enough as to Le able to rur a trouble-free trans-

fer (4).

From the above, the following action-oriented implica«=-
tions derive. In the first place, shared objectiives as to expected
learning through ETEC operaticns should be mude explicit, aiong -
with other objectives pursued by the parties, This way areas of =
common interest may be widened at the expense of areas of potential

conflict.

(1) In practice, some rules of thumb are applied by both parties.
Their business strategy and outlook have a lot to do with their
approach to this question. Sometimes recipients care little for
learning but much for the direct benefit in terms of entering -~
a new market or improving their position in an existing one,And
sometimes suppliers care a lot for asisting in creating a tech-
nological capability in the recipient enterprise 1f only to bet:
ter develop-d market for more sophisticated future technology
suppliers. : :
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Seccandly, the terms of the ETEC operatiors should be --
aimed at maxivizing the realization of the learning potential =—-
entailed. This can be done in two ways. One of them is tc consider
Jeint reapplicasiicn of what is learnt through future joint opera-
tions in the same or different fields and locations as part of --
the original agreementv. The other is to devise means to make use
of wnat is learnt even in case that future joint operations by the
paities does not look liikely or desirable, This may involve real-
location of human resources and/or other intradomestic technical
transfers so that externaiities stemming from the original opera-

ion are duly ceptured by third parties,

This way, through explicitly stated quid pro quos and -
forvard provisions related to reappiication of knowledge acquired
ancd skjlls developed both over time and across activitiss the a=-
achicvemeat of joint objectives will becowe more likely and thus
develonmental spinoffs and stability of ETEC operations strength-
ened (1).

b) An evolutionary approach applied to ETEC

Quite clearly, the ambivalence supplier-recipient ls ~=-

not likely to be rootsd out and replaced by genuinly cooperative

(1) Only under very restrictive conditions which are seldom veri-
fied this kind of provisions may be unnecessary in order to -
take full advantage of The learning potential involved in ETEC
operatione or, at least, to avoid uneven sharing of costs and
benefits. The conditions are: (i) suppliers' learning costs -
are those strictly necessary to allow them to perform the ===
operation successfully; and (ii) the concept of "succe3sful"
in this context encompasses a full aseimilation by the reci--
plent of ali the information and kmnowledge involved.
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actions insofar as there .s not an actual transfer of skills and
knowledge that strangthens tcchnical capabilities of the reci---
plent., Initisl conditions can only be changed if this objectives
is embodied in ETEC operations,

There is auple reference in the pertinent intermational

literature regardi:g fading-out type clauses whereby capital sup-

pliers gradually withdraw as capital recipients become increasing
ly able to run business venivures by ihemselves, No? so much has =
been done in the field of ventures where fechnical and management
skills are to be transferred., In actual practice cases where for-
eign cowpanies that after being granted maragement contrasts per-

petuate thewselves in that position are not rare.

Most of what has been done so far in this field consists
basically of rather formal legislation which is seldom applied,=-=
Thus, for instance, there are numerous legal stipulations in many
developing countries whereby local people must occupy the leading
positions ir enterprises formed by Joint-ventures with foreign =--
companies. And this applies irrespective of where these companies
are originated. But, in fact, when the unevenness in management -
and technical abilities between the parties is important, thig ==
kind of provisions are inapplicable.

It is therefore important to devise mechanisms aimed at
facilitating and emcouraging the skill transfer process rather --
than to force the participation of local people in roles they know
little or nothing about.
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This is precisely what the evolutionary approach to ==
ETEC operations is all about. It suggests that it is possible to
spacify as part of an ETEC agreement a skill transfer schedule -

whereby explicit fcrmal and on the job programmes are spelt out -
in order for personnel of the recipient party to gradually take -
over positions of increasing degrees of respensibility. After —--
such prograummes are cowpleted, the responsibilities involved =e=.
would be discharged by local persornel under decreasing degrees
of supervision, The wmain point here is that this kind of fading--
out clauses should not be csmbodied in broad pieces of legislation
in the guise of general "principles", but be introduced as part
and parcel of particular ETEC operations,

Objectives of this kind should be flexible and finely
tuned to actual availability of manpower on case by case basis,-
This may imply to take a stance that may be more embitiaus in ==
some sectors or cases than in others according to the qualifica-

tions and aptitudes of availabie personnel,

The implementation of this kind of scheme is one 0f ==
the key ways to set up networks of interlocutors forx ETEC opera-
tions that mary actually involve reciprocity and a fair share in

tne benefits by all parties concermed,
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c) incentives granted after approval by the ccuntry of establish
ment and the UDEAC authorities include free flow of remmittances
ané national treatment. The UDEAC Code has not bheen applied since
its approval. The failure of the programs for regional industrial
development which should have provided the basis for the creation
of multinational companies, and the lack of interest or capacity

of domestic investors explain the inefficacy of the scheme,

d) Recent initiatives: ECOWAS and CEAQ.

- In 1981, the Economic Community nf West African States
discussed a proposed Protocol on West African Regiomal Companies
prepared by fore.gn consultants., The project tended to establish
a uniform company law slightly adapted from the draft European -
Cowpany Law, The status would be granted by the Community organs
to any equity joint venture of investors of at least two member
states. The concept of national investor included companies con-
trolled by foreign capital., A protocol on investment contracts -
provided all kind of incentives and advantages, and established
an arbitration facility along the lines of the World Bank 1CSID.
The proposal failed to obtain approval frow the member states and

since then no other initiative .was reported in this field.

- The Treaty creating the Economic Community of West Afri
ca (CEAO) provided for the adoption of a uniform Statute (Statut
type)for pluri-national companies facilitating the participation
of several member states in the capital of large enterprises lo=-
cated in the region., The Secretariat of the CEAO requested the -
UNCTAD Secretariat to prepare the proposal, which was finished -
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in 1980 (+). It coneisted of three "sub-statutes" for state-owned
plurinational companies, companies with nrivate investors and --
companies with or without private investors, respectively., The =~
first two were to be created by convention among the member —w==
states, using the uniform law proposed for eack type, which ine-
cluded deteziled company law prosivions., Trade, tax and other ad-
vantages and privileges were grarted by the conventions. So far

the scheme has not been approved by the ECOWAS Secretariat.

(+) See UNCTAD, Project RAF/74/733. Etude sur le Statut type de
societe plurinationale de la CEAO, presenté par H.T,Adam, =
conseiller de la LNUCED, August 1980,




Conclusiona: the role of UNIDO

Because the bulkiand the most prcwising areas of ETEU
are within the industrial sector, UNIDO bas a naturasl rcle to play
in this field. And because many of the actions needed for promot
ing ETEC have to be taken at the international, interregional ==
level or have significant international connections, the UNIDO's

role is strategic.

The discussion above alrea.y provides an :wutline for
an action oriented Programme of UNIDO, which should be based
on the ceapacity already axisting in the Organization, the stremngth
ening and coordination of some aetivities and the introduction of a

few more services,

The following elements should integrate a Programme of
UNIDO in this field:

a) Information

- Setting up a programme of "alive" exchange of commeree
cially useful information on opportunities, markets, technology
and financial sources for its utilizetion by enterprises through
adequate national or regional foca points., Although its scope ==
would be interregional, it wmight be necessary to launch an ini--
tial phase concentrated on one sector, defined in the way propose

in itea 3 above,

- Conducting updated inventories of techmnological headee-
starts and potentials in developing countries, with particular =-

emphausis on the existing natural rescurces and the wobilization
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of capacities of capacities of least developing countries.

« Monitoring of the ETEC process (flows, cases and poli--

cies) and analysis of main prcblems and successful experiences.-

b) Technical assistance

= Organization of investment promotion services and De=-
velopuent Finance'Corporations in developing countries, ipeciale

ized on ETEC.

- Supp)rt to technicai associations of national producers

for introducing ETEC activities in their programmes,

= Training activities for public officers, development -
bankers and public enterprises on ETEC operations.

- Developwent of handbooks on techniques of organizae=-

tion and negotiation of ETEC'projects.

- Analysis of trilate.al, multilateral and alternative
Juridical form=< of ETEC.

¢) Promotion

- Organization of sectoral meetings of industrial enter-
prises of home and host developing countriee, with particular em
phasis on inter-regional collaboration with least developed coun
tries and collaboratiorn among countries at siwilar levels of de-

velopment.

« Organigation of investment Centers for South=-South projects.

d) Policy guidelines
Elaboration of common Approaches to ETEC, focusing on
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the "joint learning" and “evolutionary" approach as well as in ~

other aspects of the developmental impact of ETEC,

- Elaboratior of guidelines for nat‘onal governments on

roliciss to facilitate and encourage ETEC or a reciprocal basis.







