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INTRODUCTION 

1. The Expert Group Meeting on Industrial Subcontracting Exchanges and 
Policies met from 22 to 24 May 1991, at the Vienna International Centre. 
The purpose of the Expert Group Meeting was to review new and existing 
policies, progrannes, mechanisms and instruments in the field of industrial 
subcontracting and to make reconnendations for extending and reinforcing the 
mandate and guidelines of UNIDO in the implementation of its progranme for 
the promotion of industrial subcontracting. The agenda for the Expert Group 
Meeting is given in annex I. 

2. The Director of the Industrial Institutions and Services Division, 
Mr. M. Bamdy, chaired the Expert Group, Mr. A. de Crombrugghe was the 
Moderator and Mr. R. Bernardis was the Rapporteur. The Expert Group was 
attended by 14 experts (see &nnex II). 

3. The Expert Group drew on the experience of (a) a small representative group 
~f high-level experts, involved with effective approac~es and techniques that 
had been successfully applied to implement industrial subcontracting policies 
and programmes in developed and developing cotDltries; and of (b) managers of 
well-established subcontracting and partnership exchanges set up in selected 
countries with the assistance of UNIDO. The participants presented position 
papers and selected case studies on the topics. 
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REC<l'l'ENDATIONS 

4. The Expert Group Meeting on Industrial Subcontracting Exchanges and 
Policies, on Friday afternoon, 24 May 1991, considered and revised the draft 
recoamendations. The recomnendations adopted are given below. 

Recomnendation 1. UNIDO should establish an advisory c0111Dittee on its 
programae on the promotion of industrial subcontracting and partnership that 
would continue the work begun by the Expert Group Meeting on Industrial Sub­
contracting Exchanges and Policies to be composed of senior experts, well­
established counterpart institutions, including the presidents of national 
c0111Dittees and managers of subcontracting and partnership exchanges, and of 
those donor countries that contribute to this programa·.?. 

~~llllo!.iQll~. UNIDO should search for financing, independent of ad 
hoc technical assistance projects, either from its regular budget or in the 
form of a global project to be financed by donor countries, to design and 
develop methodology aT,d instruments related to its progranmes, manuals, soft­
ware development and consultative meetings. 

Recoanendation 3. UNIDO and Governments should establish subcontracting 
and partnership exchanges as useful institutions and instruments for industrial 
development, e~pecially of small- and medium-scale industries, import subs1:itu­
tion, export promotion, transfer of technology and national integration. 

Recoaaendation 4. UNIDO and Governments should promote international 
subcontracting and partnership agreements by the launching of North-South and 
South-South industrial cooperation programaes, and by the establishment of 
national, regional and interregional networks. 

Recomnendation 5. 
operational procedures 
partnership exchanges. 
in connection with the 

UNIDO should publish a manual on the methodology, 
and organizational aspects of st·bcontracting and 

If possible, audiovisual cassettes should be prepared 
manual. 

Recompeudation 6. UNIDO should publish a manual listing the instruments 
it has designed or developed, including standard questionnaires, industrial 
subcontracting nomenclatures, organizational charts, guidelines on establishing 
subcontracting agreements (and model contracts), a guide on the organization of 
fairs and a user's guide on the subcontracting software of UNIDO. 

~endation 7. UNIDO should take steps to legally protect the sub­
contracting system (UNIDOSS) it has developed. 

Reconnendation 8. UNIDO should increase the number of experts in 
industrial subcontracting and partnership and clarify the role of its chief 
technical advisers. UNll'.IO should also initiate advanced training progrannes 
for trainers, including experts and managers of industrial subcontracting and 
partnership exchanges, at the national, regional and inten1ational levels. 

~ecollJllendation 9. UNIDO, before launching a technical assistance project 
for the establistunent of a subcontracting and partnership exchange, should, if 
possible, carry out a preparatory assistance phase to examine the feasibili.ty 
of establishing such an exchange and to propose its institutional set up. 



- 5 -

Reconmendation 10. UNIDO should implement a technical assistance project 
for a subcontracting and partnership exchange only when authorized representa­
tives of both the public and private sectors have made a firm conmitment to 
such an exchange. 

Reconmendation 11. The first phase of the project should involve the 
establishment of a national tripartite coomittee as well as of an autonomous 
subco~tracting and partnership exchange, according to the proposed statutes 
of UNIDO. 

Reconmendation 12. The collllterpart institutions to UNIDO projects of 
technical assistance should establish minimwn staff requirements for the sub­
contracting and partnership exchange, according to UNIDO terms of reference. 

~_g_ndation 13. UNIDO should, when possible, coordinate its programme 
on industrial subcontracting and partnership with its programme on quality 
control and standardization and UNIDO should consider launching projects 
involving both programmes. 

Recoomendation 14. UNIDO should contribute to efforts to harmonize 
national systems of certification complying with ISO standards on quality 
assurance (IS0-9000) and establish certification procedures that could be 
applied in developing countries in accordance with those applied in the 
European CODll!\lllities (EC) and in other areas. 

Reconmendation 15. UNIDO and Governments, in view of the increasing 
proportion of industrial subcontracting in international trade, should pro­
vide assistance to improve the competitiveness and flexibility of subcontract­
ing enterprises, especially by upgrading their technologies and quality. 

~__.en.elation 16. UNIDO and Governments, in view of the essential role 
and contribution of professional associations, especially those representing 
small- and mediwn-scale industries, should encourage the establishment and 
reinforcement of such associations and encourage them to undertake support 
services for their affiliated enterprises. 

RecoDIDendation 17. UNIDO should cooperate with the United Nations Con­
ference on Trade and Development (UNCTAD) in research and surveys on inter­
national subcontracting as a component of international trade, its barriers 
and incentives, and in the formulation of policies conducive to the develop­
ment of national and international subcontracting and, if possible, specific 
technical assistance activities at the field level. 

~~~ndatiQIL..18. UNCTAD, in cooperation with UNIDO, should undertake a 
survey on the impact of liberalization and deregula~ion policies on industrial 
subcontracting compared to self-reliance policies by import substitution, 
national in~egration and licensing policies, and preferential treatment for 
local industries, especially small- and medium-scale industries. 

ReCQIJIQ~n_da_tiQILj9.. UNIDO should cooperate with the Commission of the 
European Communities (CEC) (especially with its DG-XXIII but also with DG-1, 
DG-III Gnd DC-VIII) in relation to the promotion of industrial subcontracting, 
in the following ways: 

(a) By using and disseminati.ng the instruments and methods developed by 
the European Communities, such as subcontracting nomenclatures and termin­
ologies, and guidelines for legal contracts; 
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(b) By encouraging the subcontracting and partnership exchanges benefit­
ing from UNIDO assistance to enter into cooperation with the Business Coopera­
tion Network (BC-NET) and to participate in European subcontracting fairs; 

(c) By investigating and possibly launching joint financing of UNIDO 
technical assistance projects and calling on special financial facilities such 
as the EC I~1ternational Investment Partners. 

Reconmendation 2Q. UNIDO should cooperate closely with the International 
Network of Subcontracting, Industrial Cooperation and Partnership Organiza­
tions (RIOST, which is the French acronym): 

(a) By undertaking joint activities, such as technical assistance, train­
ing, research and compiling directories; 

(b) By calling upon its sources of information on expertise, training 
institutes and publications; 

(c) By encouraging those subcontracting and partnership exchanges bene­
fiting from UNIDO assistance to join RIOST with preferential conditions. 

Re~-~~ndation 21. Subcontracting and partnership exchanges should be 
co-financed by Governments, professional associations and industrial companies. 
Certain services, such as registration in international fairs and participation 
in training seminars, provided by the exchanges, could be charged separately; 
however, the exchanges should nol charge coomissions on contracts awarded. 

Recomnendation 22. Subcontracting and partnership exchanges should 
encourage subcontractors to comply with the standards of quality set by 
national standards bureaux and testing institutes. 

Recomnendation 23. Subcontracting and partnership exchanges s~ould, 
among other things, provide to subcontractors technical consultancy, training, 
inf~rmation and advice on financial facilities, financial incentives and legal 
issues. 

~cQDl!!endation 24. Subcontracting and partnership exchanges, with the 
assistance of UNIDO, should promote the use of national subcontracting codes 
of conduct and guidelines on legal contracts covering subcontracting relations, 
and should provide advice, training and awareness seminars to subcontracting 
enterprises. 

Retol!l!!endation_l2. Subcontracting and partnership exchanges should advise 
subcontractors to diversify their clients, as far as possible, in order to avoid 
becoming too dependent on one contractor. 

~~.n.d.a!.i2JL..26. Subcontracting and parntership exchanges should, with 
the assistance of UNIDO, initiaLe a strategy on industrial promotion, including 
market analysis, participation in international subcontracting fairs, and busi­
ness meetings with purchasing managers and buyers from large companies. 

~~mmendati_OJL..2.1. Subcontracting and partnership exchanges should 
organize fairs with the joint participation as exhibitors of subcontractors, 
main contractors and other partners. 
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Recommendation 28. National tripartite conmittees on subcontracting 
should interact on an ongoing basis with their Governments and should propose 
governmental incentives and measures to facilitate national and international 
subcontracting operations. 

Recomnendation 29. National tripartite comnittees on subcontracting 
should establish a mechanism to provide legal advice to the contracting 
parties and for the reconciliation and settlement of disputes between them. 

ReconmendatiQn.__JQ. Governments, when applying national integration 
policies and import substitution policies, should proceed gradually, a.~d 

with flexibility, on a case-by-case basis. 

Recomnendation 31. Governments, in taking account of their dev£lopment 
objectives, should apply policies to attract foreign investment, ~he relcca­
tion of foreign manufacturing facilities and joint-ventures. 

Recommendation 32. Governments should apply dP-licensing and decentral­
ization policies, and to that end, State-owned companies should be encouraged 
to subcontract (contract out) to small- and mediwn-scale industries. 

Recommendation 33. Governments should provide incentives to domestic 
subcontractors scch as fiscal incentives, special customs and excise tariffs, 
soft export credit, credit guarantees and concessional financing. 

Recollll1endation 34. Governments should support subcontracting operations 
by applying regulations appropriate to a specific national context and address­
ing specific problems such as inter-enterprise credit and payment terms. 

Recommendation 35. Governments should reinforce national organizations 
providing assistance, in c~operation with subcontracting and partnership 
exchanges, to small- and medium-scale subcontracting enterprises on matters 
related to quality, testing, design, technology, marketing, training, financ­
ing, and research and development. 

I. PRESENTATION BY THE UNIDO REPRESENTATIVES 

5. On behalf of UNIDO, the Chairperson welcomed the participants to the Expert 
Group Meeting. He explained that the Industrial Institutions and Services 
Division had devised and successfully applied an integrated, comprehensive and 
modular approach to the development of small- and medium-scale industries and 
the private sector. The approach consisted of innovative progranmes such as 
enterprise-to-enterprise coopera~ion, promotion of industrial subcontracting, 
development of small- and medium-scale industries, private sector development, 
entrepreneurship development and privatization strategies. Those prograrmnes 
focused on the entrepreneur as the main agent for development and also on 
his/her environment, which had to be made equally entrepreneurial. As a result 
of their success, the programmes had been financed mainly by donor countries by 
financial contributions to the UNIDO Industrial Development Fund. They had 
been extended to Eastern European countries, including the Union of Soviet 
Socialist Republics, which had requested UNIDO to assist them in their efforts 
to convert their centrally planned economies to market economies. 
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6. The UNIDO progr8llllle for the promotion of industrial subcontracting was one 
form of enterprise-to-enterprise cooperation, based on the recognition that 
cooperation between enterprises from developed and developing countries and 
between those in developing countries was an effective means of achieving rapid 
and vell-structured industrial development. The impact of industrial sub­
contracting on the integrated development of a country's industrial sector was 
well recognized. 

7. The UNIDO prograDDe for the promotion of industrial subcontracting was 
an integrated approach with two dimensions. At the national level, UNIDO 
assisted (a) Govenunents in establishing policy frameworks and environmental 
and policy instrwnents conducive to the promotion and development of indust~iai 
subcontracting; (b) industrial institutions or associations in establishing and 
strengthening subcontracting and partnership exchanges to provide a broad range 
of services to both prime contractors and subcontractors; and (c) industrial 
enterprises in concluding partnership agreements in areas such as prodact 
development, manufacturing, management and quality control in order that 
partnership agreements could be adequately implemented. 

8. At the international level, the UNIDO progranme dealt with three major 
aspects: (a) the development of regional or international networks of sub­
contracting and partnership exchanges; (b) the promotion of subcontracting 
and partnership agr~ements between enterprises/entrepreneurs in North/South 
and South/South contexts; and (c) cooperation agreements with international 
institutions, international subcontracting fairs and international 
subcontracting networks. 

9. ThE Moderator introduced the participants and requested them to contribute 
to the UNIDO progranme for the promotion of industrial subcontracting by 
addressing themselves to some of the problems involved. In particular, each 
expert was requested to formulate reconnendations on (a) any changes thought 
to be necessary to the UNIDO progranme; (b) whether and how it should be 
expanded; (c) how to attract clients; and (d) how to mobilize financial 
support. 

II. SUBCONTRACTING AND PARTNERSHIP EXCHANGES AND INTERNATIONAL 
COOPERATION NETWORKS 

A. Institutional and financial arran&ements 

10. Mr. Balana began his presentation by stressing that subcontracting was 
not only a relation between a contractor and a subcontractor but a strategic 
element of any national industrial policy. Therefore, a progr8Jll'lle for the 
promotion of subcontracting should be developed jointly by private- and public­
sector institutions such as chambers of commerce and industry, industrial 
associations, export promotion centres, small industries' development organ­
izations, investment promotion agencies, development banks and others, depend­
ing on the institutional framework. 

11. Based on the successful experience in several Latin America countries, he 
suggested that the most appropriate way to launch a subcontracting progr811111e 
at national and regional levels was to set up a committee for the coordination 
of subcontracting operations on which private- and public-sector institutions 
would be jointly and actively represented. The committee for the coordination 
of subcontracting should elect a president and vice-president and appoint a 
secretary, most probably the manager of th~ national subcontracting and 
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partnership exchange. He found that the most suitable legal structure for the 
establishment of such exchanges in developing countries was in a form of a non­
profit association or foundation. 

12. He said that the minimum staff requirements were one manager (an engineer 
or an economist), one or two technical staff (engineers) and one secretary, and 
possibly a computer programner for the period required to set-up the computer­
ized database for the exchange. He emphasized the importance of recruiting 
qualified and highly motivated staff to ensure the effective operation of the 
exchange, w:10 should be paid salaries equivalent to those paid in the private 
sector. 

13. He estimated that the total average cost for running an exchange was 
$US 50,000 a year. Exchanges should be co-financed by Governments, profes­
sional associations and industrial companies through c2sh and in-kind contribu­
tions. Certain services provided by the exchanges, such as registration in 
internaticnal fairs and participation in training semiaars, could be charged 
to member companies separately. He suggested that the promotion of income­
generating activities should be mandatory for that type of in~titution after 
two years of op~ration. 

14. M~. Balana observed that the criteria to e·•aluate the performance of an 
exchange should net be measured only in terms cf the sophisticated software and 
hardware available, number of official members, catalogues and other publica­
tions is~ued by the exchange, but also in terms of the number of interventions 
and estimated business value of subcontracting opportunities promoted by the 
exchdnge, since an exchange was far more than a data bank or an inforruation 
centre. 

15. Mr. Souhaite mentioned that affiliated SJbcontractors should pay a member­
ship fee (at prorata of the turnover, fixed assets or number 01 employees). 

B. ~11.dard instruments and methodology 

16. Mr. Cuny reviewed methods and standard instruments that had been adopted 
by UNIDO in promoting and implementing industrial subcontracting progra11111es in 
developing countries, and made suggestions on how to facilitate their applica­
tion and increase their impact that were incorporated into the Recon111endations, 
above. 

17. He stressed that the financing of a subcontracting and partnership 
exchange should be tripartite: public institutions, in view of the national 
interest of promoting industrial subcontracting; private professional associa­
tions and chambers, in view of the benefits of this mechanism to their indus­
triai sectors; and individual affiliated enterprises, in view of the direct 
advantages provided to their economic growth. 

18. He mentioned that the forms of ind•.tstrial subcontracting had been progres­
sively changing since the Second World War. At first, subcontracting had been 

, based on spare manufacturing capacities, then on the specialization of indus­
trial processes, equipment and know-how. Lately, it had been based on the 
ability to produce with zero defaults, zero delays and zero stock, and proe;res­
sively included more sophisticated and stable industrial collaborations or 
partnerships. However, all those forms continued to co-exist and he suggested 
that l.'NIDO should endeavour to promote and secure the establishment of 
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exchanges capable of performing all those forms. Those exchanges could also 
provide other related or complementary services to affiliated enterprises such 
as information and advice on second-hand machinery and raw materials. 

19. He suggested that the UNIDO Subcontracting System (UNIDOSS) should include 
enterprise selection, follow-up, data analysis and accounting procedures, and 
should be subject to legal protection. 

20. He also suggested the preparation by UNIDO of two manuals (see Reco111Denda­
tions 5 and 6). 

21. He underlined that UNIDO expertise was the main instrwnent in establish­
ing exchanges in developing countries. In that respect, he strongly urged 
UNIDO to increase the number of its experts in that specialized field and to 
provide them with advanced and permanent training or briefing on UNIDO applied 
methodologies. He stressed the necessity of clarifying the ~ole and responsi­
bility of UNIDO Chief Technical Advisers or senior experts in the field towards 
government authorities, the counterpart institutions and the United Nations 
Development Programne (UNDP) with regard to the successful achievement of the 
objectives of the project, the counterpart obligations and national institt1-
tional and financial arrangements. He said that training of counterpart 
personnel was crucial for the successful operation of subcontracting projects 
in developing countries and that UNIDO should continue to organize advanced 
training prograJl'llles for managers and technical staff of exchanges at national, 
regional and international levels. 

C. Technical aspects closely related to industrial subcontracting 

22. Mr. Schicchi presented the "just-in-time" practices and total quality 
systems derived from the Japanese experience, which were increasingly being 
applied by other industrialized countries, and spoke of their impact on sub­
contracting practices and relationships. He noted that the main consequences 
for the subcontractors when supplying a purchaser just-in-time were as follows: 

(a) The subcontractor had increased responsibility tc avoid any problem 
related to delays in the delivery of items, while the warehouses for parts and 
components supplied were at the purchaser's location; 

(b) Quality control of subcontracted parts was no longer performed by the 
purchaser. The parts should be free of defect, and it was the responsibility 
of the subcontractor to certify the quality of its production and to adjust to 
a zero--defect production system; 

(c) Communications between purchasers and subcontractors must be 
efficient and immediate since just-in-time practices did not allow delays 
in the adjustment of the supply to variations in the production schedules of 
the pu1chasing plant. 

23. As a consequence of the above-mentioned considerations, the trend in Japan 
and other industrialized countries was to reduce the number of subcontractors 
for the same group of components or sub-assemblies to a single one (called 
"first rank" subcontractors). That clearly orginated from the need to enter 
into a solid and stable partnership relation allowing stock reduction and pro­
duction flexibility, typical of the just-in-time practices. 

I 
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24. As a general result of the just-in-time and zero-stock practices, the 
overall responsibility was increasingly shifting from the main contractors 
to the subcontractors, while the main contractors were still imposing their 
standard contracts and legal terms, including terms of payment that extended 
up to six months after delivery, on the subcontractors. 

25. He mentioned that in industrialized countries, the ~riteria for the selec­
tion of subcontractors were, in order of priority: quality, flexibility of 
production and cost. 

26. As far as quality was concerned, to obtain satisfactory quality of sub­
contracted components and maintain it at the same level during the whole period 
of supply, strict cooperation was required between the main contractor and sub­
contractors. For many sophisticated products, team-work started at the stage 
of designing, engineering and making a prototype. That resulted in a partner­
ship relation rather than a simple buyer-seller relation. 

27. New production management methods had transformed subcontracting practices 
and relationships in developing countries where the improvement of the quallty 
of subcontracted products had become a major concern. He strongly urged UNIDO 
to intensify its progran:mes aimed at upgrading the quality of subcontracted 
products manufactured by small- and medium-scale industries in developing 
countries, before considering promoting their exports. 

28. He found that exchanges not only should provide technical consultancies 
and training to their affiliates, but also were the most appropriate institu­
tions to encourage subcontractors to comply with the standards ahd quality set 
by national standards bureaux and testing institutes. In addition, he believed 
that exchanges should provide technical consultancy, training, information and 
advice to subcontractors on financial schemes, fiscal incentives and legal 
issues. 

29. He concluded by noting that he was in full agreement with the necessity 
of obtaining the commitment of all parties involved in the establishment of an 
exchange, before initiating a technical assistance project and of providing 
advance training. 

D. Selected implementation issues 

30. M>. Montes discussed selected implementation aspects related to counter­
part olJligations, staffing and financing of a subcontracting and partnership 
exchange. Through his work experience in Colombia and in other Latin American 
countries, he could identify common difficulties in operating exchanges deriv­
ing from the inappropriate training of staff and lack of financial resources. 

31. He stressed the need to provide comprehensive training to the manAgers 
and technical staff of subcontracting and partnership exchanges, as wP.11 as 
to trainers and experts, on (a) operational aspects of the exchangPs, includ­
ing technical matters closely related to subcontractir.g, such as quality, 
testing and design; and (b) promotional aspects of international subcontract­
ing. Training was considered a major element for the effective operation of 
exchanges and should be encouraged by the organization of seminars, publica­
tion of manuals, study tours, participation in international fairs, business 
meetings with the main contractors and purchase managers of large enterprises, 
marketing studies on subcontracting opportunities etc. Appropriate training 
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and salary schemes and incentives for the staff of exchanges would ensure 
efficiency and ccntinuity of operations and a proper transfer of know-how. 

~2. He said that the lack of financial support had always been a major con­
straint to the development of exchanges in Latin America. But the role those 
institutions could play in facilitating major ongoing restructuring efforts 
within the region was increasingly recognized, and the required financial 
resources could be mobilized from the public and private sectors by providing 
good quality services to the business co111Dunity. The capacity to respond 
effectively to the needs of the subcontractors and main contractors by offering 
a complete range of information and advisory services with a competent and 
motivated staff was the key factor in attracting financial contributions for 
the activities of the exchanges with a long-term ~erspective. 

E. International promotion and networks 

33. Mr. Germano began by discussing three types of subcontracting network at 
the institutional level. The first one, for example as used in the United 
Kingdom of Great Britain and Northern Ireland, was informal relations between 
professional organizations, consisting mainly of an exchange of information 
and contacts with the used directories. 

34. The second type, for example as used in Mediterranean countries, was 
characterized by the exi~tence of formal networks for the promotion of 
national and international subcontracting operating within chambers of 
co111Derce and industry, industrial associations and other professional 
organizations. 

35. The third type, as used in Japan, was one in which the main contractors 
had their own network of selected subcontractors who worked almost exclusively 
for them. 

36. The possibility of promoting national, international and interregional 
subcont1acting networks depended largely on the institutional set-up of a 
given country or region. Special effort was needed to gather information on 
subcontracting agencies in industrialized and developing countries, and to 
develop links and cooperation between them. 

37. He emphasized the importance of specific promotional instruments, such as 
participation in international subcontracting fairs and the organization of 
business missions with purchase managers in selected target-market countries, 
which should be developed to facilitate the creation of industrial subcontract­
ing networks. 

38. He felt that the organization of specializ~d fairs with the joint 
participation as exhibitors of subcontractors, main contractors and other 
partners was the most appropriate and effective formula. 

39. Several participants agreed that UNIDO should encourage the collective 
participation of developing countries in specialized subcontracting fairs and 
the organization of business meetings with purchase managers and buyers from 
large companies in s~lected countries. They also sugge6ted that UNIDO should 
continue to promote and assist in the establishment of national, regional and 
international networks of subcontracting and partnership exchanges. Mr. 
Rodriguez mentioned, as a case in point, the experience of the Peruvian 
Exchange, which had participated in many sessions of the Hannover Fair in 
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Germany. As a result, subcontracting agreements with Peruvian subcontractors 
had been concluded, and that was the proof that Peruvian small- and medium­
scale industries could export to Europ~. 

40. On the same subject of the international promotion of networks, Mr. Holtz 
reviewed the overall favourable political and economic environment and trends 
towards market-oriented economies, liberalization, internationalization, 
negotiation mechanisms with and between Governments that had been instrwnental 
in promotions . 

41. He suggested th&t, in view of the essential role and contribution of pro­
fe~sior &l associations, especially those representing small- and medium-scale 
industries, in promcting national and international industrial cooperation 
agreements, UNIDO and Governments should encourage the establishment and 
leinforcement of such associations and encourage them to undertake support 
services for their affiliated enterprises and to establish networks among them. 

III. ENVIRONMENT CONDUCIVE TO THE DEVELOPMENT OF INDUSTRIAL SUBCONTRACTING 

A. The role of the Government 

42. Mr. Altersohn first presented the experiences of the United States of 
America, and then those of Japan and France in promoting and creating environ­
ments conducive to the development of industrial subcontracting practices and 
relationships. 

43. He described the steps the United States Small Business Administra-
tion (SBA) took to promote federal purchasing and procurement for small- and 
medium-scale enterprises, within the general framework of its anti-trust 
policy. In 1987, a new law had been enacterl to facilitate a higher level of 
integration between national main contractors and subcontractors. Under this 
law, main contractors should make every effort to contract out to small-scale 
enterprises. 

44. In practice, all purchase contracts of more than $US 10,000 had a pro­
vision to resort to small subcontractors. For contracts of more than 
$US 500,000, the main contractor should submit a detailed plan of the sub­
contracting arrangements to be implemented. That plan should be discussed 
with the Procurement Center Representative of SBA and, when approved, should 
be attached to the contract and fully complied with, otherwise the contract 
could be voided ano a penalty imposed. 

45. SBA also had Commercial Market Representatives, operating at national 
level, to assist small subcontractors in seeking business opportunities with 
main contractors and to assist the latter in complying with the provisions of 
the law. 

46. The results achieved by that system had been quite rem~rkable. In 1987, 
purchasing and procurement b~ought about by the federal Government amounted to 
$US 197.3 billion; $US 35.4 billion was the estimated value of purchasing 
orders to small subcontractors, particularly in the defence and energy sectors. 

47. In Japan, the Agency for the Development of Small- and Medium-scale 
Enterprises, which was a specialized body of the Ministry of Trade and 
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Industry, had the responsibility of coordinating subcontracting activities in 
three major areas. 

48. First, 30 inspectors of the Agency, in connection with the Loyal Business 
Practice Conmission, monitored the application of the 1956 law that prohibited 
delays in pc~ying subcontractors and other unfair or unilateral practices. 
Secondly, the Agency, in the framework of a 1970 law, facilitated the develop­
ment and modernization of small- and medi~scale subcontractors. But, in the 
implementation of the second law, an essential role was played by the Associa­
tion for the Promotion of Subcontracto~s. That Association had 100,000 members 
and acted 3S an exchange with branch offices covering the entire Japanese 
peninsula. The 1970 law also provided norms and codes of conduct for sub­
contracting. Thirdly, the Agency promoted and regulated Government purchasing 
and procurement for small- and medium-scale encerprises, accordin, to a 
1966 law. 

49. Mr. Altersohn mentioned specific features of the French system. Be 
described the 1975 law which clearly defined a subcontracting relation and 
protected subcontractors, especially in cases of problems of payment. Be also 
mentioned the special effort made by the French Government to promote a 
national network of subcontracting and partnership exchanges. Prior to 1975, 
15 regional exchanges had been established, mainly within Chambers of Coaaerce 
and Industry, with a substantial financial contribution from the State. Be 
also mentioned other institutions such as the Institut pour la Sous-Traitance 
et l'Assistance Technique (INSTAT)* and the Centre National de la Sous­
Traitance (CENAST).** 

50. He described the activities undertaken by the National Technical C011111is­
sion for Subcontracting. That C0111Dission, set up in 1976, was composed of 
representatives of the Government, professional and vocational bodies, main 
contractors and subcontractors. It dealt with a number of extremely varied 
matters, such as the legal ~nvironment conducive to subcontracting, institu­
tional support to facilitate subcontracling operations, insurance and export 
aspects related to subcontracting, model contracts and specific research on how 
to improve the 1975 law, including the stability conventions. Furthermore, the 
Conmission undertook research work on the application of new technologies in 
the context of subcontracting activities, and had promoted the preparation of 
a guide for export-oriented subcontractors and the establishment of two pro­
motional offices abroad to assist French subcontractors operating in Germany 
and the United Kingdom of Great Britain and Northern Ireland. 

51. He mentioned that other European countries also had avoided taking 
excessive legislative measures in favour of subcontractors, since the general 
industrial legislation in Europe penalized monopolistic practices, and thus 
limited the possible abuses of the main contracting enterprises. 

52. As a result of his analysis of the American, Japanese and French experi­
ences and efforts to create a conducive environment for the development of 
industrial subcontracting, he believed that the State should limit its role to 
encouraging, regulating and coordinating efforts in favour of subcontracting, 

*Institute for Subcontracting and Technical Assistance. 

**National Centre for Subcontracting. 

• 
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but should not substitute or intervene directly in sub~ontracting practices 
and relationships. It should also encourage public procurement, but without 
i•posing •iniaal quotas, for small- and medium-scale enterprises that had 
always been the most dynamic and flexible part of the private sector. 

B. The contribution of the public sector 

53. Mr. Mathur presented the Indian public sector's contribution to the pro­
motion of industrial subcontracting and the establismaent of subcontracting 

• and partnership exchanges. In the case of India, those exchanges were part of 
and operated by a government department with the Ministry of Industry under a 
Development Coamissioner for Small-scale Industries. That Department also ran 
a series of institutions and facilities such as the small industries service 
institutes and the regional testing centres. 

54. In addition, he described the activities of the National Small Industries 
Corpcration (NSIC), which provided complementary support to small-scale 
industries through three major progranaes: the Hire Purchase Progra111111e, the 
Marketing Progranme, and the Prototype Development and Training Centres 
Progranne. Particularly, the NSIC Marketing Progranne sought (a) to ensure 
a fair price to small manufacturers by enhancing their negotiating strength; 
(b) to ensure standardization and quality control across specific segments of 
industry; and (c) to facilitate advertising and projection of a product/brand 
image. 

55. It achieved these objectives by enabling participating manufacturing 
units to register under a single point registration scheme. Thereaft?r, NSIC 
formed appropriate consortia and made bids on behalf of the consortid for large 
orders. To facilitate the above-mentioned programne, NSIC had set up a number 
of Market Development Centres and also assisted small \Dlits in exporting. 

56. Mr. Mathur believed that the public sector subcontracting and partnership 
exchanges had a major f\Dlction that tended to be overlooked or inadequately 
projected. That f\Dlction was the feedbar.k on Government's fiscal and industrial 
policy, channelled through the exchanges' national comnittees. In India, the 
identification of policy initiatives to correct structural and economic imbal­
ances was a function that had not been adequately covered. Subcontracting and 
partnership exchanges must be regularly involved in consultations with the 
Government and must keep suggesting changes in the operations and norms relat­
ing to lending by banks and financial institutions in order to optimize their 
functioning. Other key areas where a subcontracting and partnership exchange 
must interact with Government were import-export policy, methodology and 
amounts of Government subsidies, if any, Government taxation policy and labour 
legislation. 

57. The development of strong, well-organized industry associations was 
another key area of activity to be undertaken by the public sector exchange. 
While the constituents of such associations would all be in the private sector, 
the Government exchange would function as a clearing-house and for feedback on 
Government policy. 

58. In conclusion, he suggested that UNIDO refrain from recommending that 
Governments should strengthen their direct involvement in, or to over­
legislate on, industrial subcontracting operations, and avoid politically 
sensitive issues such as privatization. Instead, its recommendations on 
Government contributions should be tailor-made to specific countries, focusing 
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on specific topics, and should b~ made on a case-by-case basis. Be also sug­
gested that countries envisage establishing national institutions to provide 
technical advice, service and back-up to the subcontractors and to enlarge the 
role of the subcontracting and partnership exchanges to ;nclude the promotion 
of the small industries credibility, quality and stability in the field of sub­
contracting, as well as the negotiation of reasonable prices and availability 
of raw materials. 

C. National inte1ration and licensin& polici•.:.s 

59. Kr. Bhaskarudu in his presentation raised scme issues of concern that must 
be addressed to make subcontracting policies and strategies truly effective. 

60. The first issue was the policy framework to support national subcontract­
ing and supply development. In India, the Government made clear policies to 
encourage the growth, development and viability of small-scale and ancillary 
lDlits. This encouragement was provided in the form of differential excise 
duties, special infrastructural support, preferential financial treatment, 
reservation of items for exclusive manufacture in the small-scale sector etc. 
This policy had certainly helped India and scores of industrial units to 
develop. 

61. The second issue related to determining the optimum rates or levels of 
national integration or what is known as "indigenization". Clearly that would 
depend - apart from Government policy requirements - on the technical, manager­
ial and organizational capabilities of the subcontractors and the existing 
infrastructure of the economy. In India, many of the contracting enterprises 
or parent units provided a comprehensive range of raw materials, technical and 
financial support to the subcontractors to ensure high levels of indigeniza­
tion and performance. The sincerity of a prime contracting or a licensor com­
pany to help the subcontractor or the licensee in absorbing technology largely 
determined the rate of indigenization. Each country would have to find its 
own appropriate level of support and indigenization depending on the overall 
capabilities of the subcontractors. Any localization progr&Jlllle should be 
negotiated on a case-by-case basis and implemented step-by-step through a 
yearly plan. 

62. The third issue was the one relating to research and development and 
technological innovation among the subcontractors. It IDUSt be accepted that 
very often the subcontractors operated at low volumes that did not justify 
major investments in research and development and technological innovation. 
He believed the main contractors or parent units would have to play a k&y role 
in ensuring technological competitiveness in the supply units. UNIDO pro­
granmes of assistance cnuld also be usefully launched at that level. 

63. The fourth issue related to the role of Government de-licensing 
policies. He quoted the example of the Indian auto-component industry which 
was de-licensed to encourage new entrants to come into the field and ef fec­
tively cater to the needs of the vehicle manufacturers. One example was the 
experience of Maruti Udyog Ltd., which showed that the policy of the Govern­
ment of India of de-licensing the auto-component sector enabled that company 
to effectively use new units that were set up to support the project. The 
main objective of de-licensing was to create quickly new capacities to produce 
items of mass consumption in larger quantities. That resulted in a spate of 
new foreign collaborations. In the automotive sector alone the number of 
foreign collaborations went up from 90 to 418 between 1984 and 1989. 

• 
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6~. In that respect, he suggested that Governments should enact legislation 
on appropriate duty structures or facilities for imported capital equipment 
and raw materials not available in the country. Re stated that in any country, 
li~eralization measures in regard to the industrial policy would have to be 
dictated by national priorities. At the same time, liberalization should be 
viewed as a dynamic process and, depending on the increasing maturity levels, 
bolder liberalization steps might be taken. 

65. The fifth issue was of quality and reliability. Indigenization did not 
aut011atically ensure international levels of quality and competitiveness. A 
partnership approach between the parent unit and the subcontractors was essen­
tial to sustain high levels of quality and performance. Export of automobiles 
entailed conf ormence to strict international standards and certification 
requirements. The subcontractors bad to work continuously to upgrade quality 
and thereby ensure acceptance in international markets. rechnology could not 
be transferred solely through software, machinery and equipment. The local 
unit might have to adopt not only the technology but also the management 
philosophy and ethos of the parent company or partner. 

66. The sixth issue pertained to the role of foreign investment in encourag­
ing sub~ontracting. A r~cent and highly successful example of subcontracting 
through overseas investment was that of Texas Instruments, which had set up 
a dedicated software development facility in India using Indian software 
specialists for use by the parent company in the United States. In that 
respect, he suggested encouraging foreign investments and international 
partqership agceements (licensing, subcontracting, marketing, technology). 

67. Bis own company, Maruti Udyod Ltd. - which was a joint-venture between 
the licensor, Suzuki Motor Company of Japan, and the Government of India - was 
yet another example where a partnership type of cooperation with a foreign 
investor had strongly encouraged and reinforced subcontracting local capaci­
ties. After seven years, 90 per cent of the parts and components were sup­
plied locally by Indian subcontractors. Out of 400 local subcontractors and 
suppliers, 200 were small units and 50 per cent supplied exclusively for 
Maruti. 

68. On the same topic, Mr. Dhemaied reviewed the recent history of economic 
policies related to international subcontracting. The rapid development of 
international subcontracting in the 1960s, aiming at increasing the volume of 
production and reducing production costs, did not properly transfer the bene­
fits to the subcontracting units in the developing countries. Therefore, those 
countries had launched industrial policies based on import substitution and 
national integration or localization. 

69. The main instruments of the import substitution policies were: 

(a) Custom protection of new national industries against foreign 
competition; 

(b) Incentives to attract foreign investors to establish manufacturing 
units in the country; 

(c) State participation in the equity of large manufacturing units 
jointly with foreign or local private entrepreneurs. 
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70. In order to ensure that the benefits of new production lines established 
in the country by foreign investors would spread to the local manufacturing 
industry - and thus create new employment, allow transfer of foreign technology 
and foreign exchange earnings, favouring overall national economic integration 
and development - national integration or localization policies were applied 
by those countries. They consisted in establishing rates (percentages in 
value, volume or weight) for the parts and components of final products to be 
manufactured by local feeding units. Those rates of integration or localiza­
tion were determined either by bilateral negotiations or by decree. Increas­
ing percentages of locally manufactured components to be incorporated in the 
final products were progressively imposed on the foreign partners according to 
given plans or timetables, thus gradually substituting imported components by 
local components. 

71. The policies on import-substitution by localization, however, had not 
yielded the expected results. There were three categories of country: 
(a) those that progressively achieved a 100 per cent local integration; 
(bl those where the integration process had been purposely limited due to 
the high cost of local manufacturing; and (c) those where the integration 
process had been limited by technical (level of quality) or economic (market 
size) factors. 

72. lllerefore, as of the 1970s, that industrialization strategy was frequently 
supplemented by an export promotion policy. In that context, the foreign 
partners were requ.~ed to compensate for the foreign exc~ange invested by the 
State in a joint-venture by buy-back arrangements for exports; local purcha~e 
of industrial products or raw materials and exports on foreign markets; and 
investing in a local manufacturing unit (related or not to the main joint­
venture) intended for export. Thus, this system aimed at compensating the 
loss of foreign exchange by earning the equivalent amount through exports. 

73. In conclusion, Mr. Dhemaied suggested that the United Nations should 
study and recoanend a balanced industrial strategy for developing countries, 
as some international organizations were encouraging liberalization policies 
while ot~ers were eucouraging national self-reliance policies. 

D. Import--8b.llitution and export promotion policies 

74. Mr. Supper presented a number of export promotion instruments and incen­
tives that had influenced positively international subcontracting in certain 
developing countries. 

75. He mentioned that the promotion of subcontracting by developing countries 
had traditionally played a major role in policies to substitute imports by 
domestic production and to expand exports. Foreign exchange considerations 
were one of the primary concerns either in the form of hard currency savings, 
or in the form of increased export earnings. A second major consideration 
consisted of employment creation. A major portion of subcontracting opera­
tions consisted of domestic subcontracting, mainly between assembly firms of 
vehicles, electric appliances, machines, instruments or other metal products 
and suppliers of parts and components. International subcontracting took, to 
a large extent, the form of working with or processing materials, such as 
clothing and textiles for re-export in the finished form, while industries 
manufacturing components for foreign partners had been rapidly increasing over 
the past decade. The main policy emphasis had in the past been on traditional 
foreign trade instruments for protection and export promotion. 
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76. Be mentioned that the main trade policy instruments used traditioaallr 
for stimulating domestic production to replace imports included heavy pro­
tection by means of tariffs, import licensing or prohibition~ and exchange 
controls. Various industrial regulations had similar effects to promote 
import substitution, in particular the national contents rules previously 
mentioned. 

77. Be said that in recent years there had been big changes in the trade 
policies and import regimes of many developing countries. The emphasis had 

, switched from import substitution strategies to export-oriented develoi-ent 
policies and greater reliance on market mechanism. Comprehensive structural 
adjustment programaes comprised liberalization of quantitative restrictions, 
tariff reforms and the adoption of market-oriented exchange rates. In addi­
tion, several countries had proceeded to industrial deregulation, privatiza­
tion and substantial liberalization of foreign investment. 

78. Those changes implied for many import substituting subcontracting indus­
tries the end of long-lasting high levels of protection. Foreign competition 
of imports increased along with free access to establishment of new enter­
prises in domestic markets. I~ ~any cases, domestic suppliers of components 
or manufacturing services ther~tore bad been under substantially increased 
pressure to reduce costs, rati 3alize their production and upgrade quality. 
Most developing countries had shifted their policy emphasis towards promoting 
exports. Initially, several South-East Asian countries had achieved sub­
stantial success with pronounced export-oriented policies as a strategy for 
fostering industrial development. The more recent trade-policy reforms of 
other developing countries within structural adjustment progranaes implied a 
shift in intensive structures from production for domestic markets to produc­
tion for export: they aimed at neutralizing the negative bias resulting from 
import substitution policies for exports. 

79. International subcontracting had played an important role in achieving 
rapid export expansion. Thus, subcontracting constituted an important pro­
portion of total exports of such countries as Malaysia, Mauritius, Mexico, 
Morocco, Tunisia, Turkey, Yugoslavia and some Central American and Caribbean 
States, ~here it might reach between 20 and 25 per cent of overall exports, or 
even more. Subcontracting operations had also been valuable complements to 
exports in other developing countries. 

80. Export-oriented subcontracting had initially developed in the form of 
simple, labour-intensive operations: the motivation of the foreign sub­
contractor consisted mainly of taking advantage of low labour costs in develop­
ing countries. Local economies had benefited from increased employment and 
increased foreign exchange earnings. 

81. More recently, international subcontracting of parts tand components had 
become increasingly important, as the pressure of foreign competition forced 
multinational corporations to abandon former tendencies to maintain the entire 
production process within one enterprise. Most subcontracting relationships 
were made with producers in developed countries. 

82. A number of instruments seemed to have influenced positively international 
subcontracting in certain developing countries: (a) special customs rules for 
outward processing of major developed countries (such as the United States and 
the European Economic Community); (b) the negotiation of sepBrate import quotas 
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for the subcontracting of clothing and textiles within preferential arrange 
ments; (c) export processing zones; (d) customs rules of the developing coun­
tries (such as the temporary admission of imported inputs before re-export); 
(e) trade financing; (f) firm-specific industrial incentives; and (g) market­
oriented exchange rates. 

83. As in the case of import policies, the libe~alization and deregulation of 
the economies would eliminate many specific export-policy measures and sub­
sidies, or reduce their impact. Conversely, the role of general, functional 
and macro-economic incentives was rising. The question, however, remained 
whether the private sector, on its own, would be able to continue the drive 
towards more exports, and fulfil expectations to increase vertical integration; 
to advance from subcontracting towards production; and to strengthen its tech­
nological capabilities. With the change of strategies, the requirement for 
orienting government policies towards the enterprises themselves, bad become 
as important for enhancing domestic competitiveness as for fostering export 
competitiveness. 

84. Some questions arose specifically in the context of subcontracting: were 
the producers oi components in developing countries in a position to follow 
the policy changes and to switch from production for domestic markets to 
exports? Could the relaxation of import controls and national integration 
policies lead to lower local content of production of multinationals? Might 
liberalization of foreign investment lead to bypassing local firms and the 
establishment of new foreign enterprises belonging to a subcontracting network 
of a single multinational corporation? 

85. International subcontracting relied on the Goverments of industrialized 
countries deregulating and relaxing import and investment controls and on the 
Governments of developing countries providing incentives to increase the 
attractiveness of their country as a location for foreign investment and on 
the proximity of modern and reliable transport and telec011111unications systems. 

86. Governments could strengthen the capabilities of domestic firms for sub­
contracting by assistance and advisory services for the upgrading of quality 
and quantity control, by special support progranmes in favour of small- and 
medium-scale enterprises, by the promotion of foreign partnerships, by 
establishing subcontracting and partnership exchanges or other information 
systems on national capacities for subcontracting, by establishing industrial 
estates and Government-support~d initiatives (financing, fiscal and training), 
and by increasing standardization. 

87. International organizations, such as UNIDO and UNCTAD, could assist 
developing countries in efforts (a) to elaborate appropriate framework con­
ditions for domestic and international subcontracting; (b) to promote partner­
ships through information and contact services (subcontracting a~d partnership 
exchanges); and (c) to provide te-:huical assistance to small- and medium-scale 
subcontracting enterprises for quality control, standardization, technological 
and managerial advice. 

E. Forms of inter-enterprise aereemeots 

88. Mr. Souhaite discussed the legal forms of an inter-enterprise agreement. 

89. Cooperation agreements between complementary enterprises could be 
horizontal (such as joint-venture, cooperation agreements, temporary consortia 

, 

, 
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of enterprises and agreements for joint producticn) or vertical (sub­
contracts). Sui>contracting agreements were very different from horizontal 
cooperation agreements wtereby each of the contracting parties vere on an 
equal footing and were part of the same market; they generally acted in conmon 
and with solidarity, although remaining legally distinct and autonomous. 

90. In industrial subcontracting, the relations between prime or main 
contracting and subcontracting enterprises were vertical and hierarchical. 
Subcontracting was an agreement by which an enterprise, the main contractor, 

' entrusted anotht·, the subcontractor, with the duty of producing for it, 
according to specific requirements, a part of the production process, for 
which it remained responsible to the final client. The subcontractor imple­
mented the main contractor's instructions to produce a specific element of a 
given assembled product. That implied some form of economic dependence which 
made it necessary that the rights and obligations of each party should be 
clearly defined by a contract or at least by referring to a subcontracting 
code of conduct. 

91. Subcontracting led the way to horizontal fo1.."111s of industrial cooperation, 
such as industrial partnership, when the subcontractor was no longer sub­
ordinated to carry out a task but was a fully fledged partner. Cooperation 
implied autonomy (in know-how, equipment, finance etc.), which small- and 
medium-scale enterprises often did not have, at least initially. 

92. Mr. Souhaite suggested that UNIDO assist Governments in establishing non­
compulsory legislation and a legal framework conducive to clearly defining and 
encouraging subcontracting operations; and in promoting a more balanced and 
stable relationship between parties, such as partnership instead of only sub­
contracting in the strict sense. 

93. He suggested that su~contracting and partnership exchanges and their 
national conmittees, with the assistance of UNIDO, should play a leading role 
in disseminating such subcontracting codes of conduct and guidelines; in pro­
viding realistic training or briefing and legal advice to subcontractors on 
the legal implications and constraints of subcontracts. 

94. Mr. Altersohn suggested calling on professional associations to settle 
disputes, to encourage the general use of contracts, to publish guidelines on 
the legal clauses of subcontracts, and to promote the general development of 
partnerships. 

IV. COMPLEMENTARY PRESENTATIONS 

A. A case study: Peru 

95. Mr. Rodriguez described the Peruvian experience in developing a national 
subcontracting and partnership exchange. 

96. The national subcontracting and partnership exchange was established at 
Lima in December 1982 and started its operations first in the metal industry 
sector with the assistance of UNIDO and then gradually in the plastic, rubber, 
textile, wood, electric and electronic sectors, basically covering the entire 
industrial system in Peru. He said that the Lima Exchange was a non-profit 
service centre which involved both private and public-sector organizations. 
Large-, small- ai•d medium-scale industries were very well represented in the 
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Exchange through the National Federation of Industries and thP. Association of 
Small- and Medium-scale Industries togeth~r with the Industrial Development 
Bank of Peru and the National Institute for Foreign Trade. 

97. The Lima E;c~hange had a Board of Directors composed of s~nior representa­
tives of the naticua! institutions sponso:ing the Exchange and of managers of 
affiliated anterprises. The staff of the Lima Exchange consisted of a general 
manager, a technical manager, two information brokers and one secretary. 

98. The Exchange operated mostly in Lima wh~re the largest number of national 
industries were based, but it also provided services to, and coordinated with, 
the two other exchanges within the country: Trujillo in the North and Arequipa 
in the South of Peru. 

99. After six years of operations more than 2,000 contracting and sub­
contracting enterprises had already been visited and half of them had been 
registered by the Lima Exchange, using UNIDO methodology and standard tools. 
In 1989, the Lima Exchange reported more than 1,600 successful interventions 
which had led to the conclusion of contracts, of which around 1,300 were 
national contracts worth approximately $US 70 million, and around 300 were 
international contracts worth approximately $US 30 million. 

100. An important service provided by the Lima Exchar.ge was the organization 
of "Subcontrata" fairs in Lima and the organization .. f collective participa­
tion in specialized fairs abroad. Inspired by the MIDEST* fair in France, 
which Mr. Rodriguez had visited in the framework of a UNIDO progranne in 1987, 
the Lima Exchange started organizing an annual national subcontracting fair in 
Lima, which had been very successful in terms of participation and number of 
subcontracting agreements established. In 1990, the Exchange organized the 
first Andean "Subcontrata" exhibit. Forty industrialists from Bolivia, 
Colombia, Ecuador and Venezuela participated in that event together with 
Peruvian enterprises. In 1991, it would organize the first subcontracting 
fair at the regional level, "Subcontrata Latina-Americana", with an expected 
participation of 13 Latin American countries. 

101. Furthermore, the Lima Exchar.ge had organized with the assistance of CEC 
the participation of Peruvian subconccacting enterprises in the Hannover 
Industrial Fair in 1990 and 1991, which had resulted in aubcontracting agree­
ments between Peruvian and European enterprises. Starting in 1991, Peru and 
other Andean countries would participate on a regular basis in the MIDEST and 
Hannover fairs with the financial support of CEC. 

102. He concluded by saying that the promotion of subcontracting systems and 
practices in Peru had greatly contributed to the national industrial integra­
tion between small- and medium-sized ettterprises and large industries as well 
as to substantive improvement of flexible specialization and export capacity. 

B. ]'he pro&rrunm_j!~n<L~.lt~r..i~~e_j)Lt.be Commission Q.f 
~~uro_pean __ Communl._tie.$ 

103. Mr. Morosi presented the progranvne for the development of subcontracting 
designed by CEC which was the subject of au EC resolution in September 1989. 

*Marche international de la sous-traitance. 

, 
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104. The progranme had three main aims: 

(a) To create an environment conducive to the development of subcontract­
ing, such as studies on teans and practices of payments, liability of sub­
contractors, and legislation related to public procurement, as well as on 
subcontracting relations and working conditions between enterprises from dif­
ferent member States of the C0111Dunity, under the principle of freedom for 
subcontracting firms to provide services; 

(b) To improve communications between main countractors and sub­
contractors. Eight multilingual sectoral terminologies on subcontracting 
had been established and published, as well as a practical guide on legal 
aspects of industrial subcontracting relations in the Community. A detailed 
preliminary investigaton had also been carried out into ways of improving the 
supply of information on subcontracting opportunities at Coamunity level; 

(c) To promote the Conmunity's international subcontracting potential 
and enhance its image among third-country investors. Following a fact-finding 
mission on subcontracting in Japan in November 1988, a conference had been 
held at Brussels in June 1990 on contract opportunities offered by Japanese 
investors in Europe. 

105. Originally, in 1973, industrial subcontracting, as a major inter-EEC 
economic activity, was the responsibility of the Business Cooperation Centre, 
which was absorbed in the SMI Task Force in i986, and incorporated into the 
new Directorate General XXIII on enterprise policies in 1989. Besides the 
DG-XXIII, the DC-VIII on development cooperation was implementing large 
technical assistance prog~ammes in African, Caribbean and Pacific countries, 
whereas the DG-111 (Industrial Affai~s), and the DG-1 (External Relations) 
were jointly implementing specific technical assistance projects in other 
regions. 

106. He also mentioned other programmes related to the development of small­
and mediwn-scale industries, such as the Business Cooporation Network (BC-Net), 
Europartenariat and the EC International Investment Partners. The BC-Net, 
which had registered more than 30,000 enquiries, was currently being jointly 
evaluated. 

C. lb..~.&J'illlll!e and experience of the United Nations Conference on 
Trade and PeveloJ!IUm.1 

107. Mr. Supper presented a study programme conducted jointly by UNCTAD and 
the United Nations Centre on Transnational Corporations (UNCTC), which would 
emphasize two categories of export-oriented industrial collaboraton: export­
oriented joint-ventures and international subcontracting. 

108. The objectives of this study programme were: 

(a) To identify conditionc that favoured the development of export­
oriented industrial collaboration arrangements; 

(b) To evaluate the effectiveness of governmental export-promotion 
policies and the development impact of such arrangements (i.e. sharing of 
responsibilities within joint-ventures, intensified linkages and vertical 
integration, and assistance to the development of local enterprise); 
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(c) To assess the contribution of foreign enterprises and of Governments 
to international cooperation; 

(d) To evaluate future trends and the scope of industrial collaboration 
arrangements in the countries concerned. 

109. About five case studies should be conducted in Chile, Mauritius, 
Morocco, Thailand and Yugoslavia, since all those countries had been success­
ful in attracting export-oriented joint-ventures and subcontracting in the 
1980s. The country case studies followed a coDIDOn methodology and ou~line and 
a synthesis study would be prepared on the main policy conclusions. That syn­
thesis would attempt to identify further scope for strengthening international 
industrial collaboration for the benefit of developing countries and to draw 
some generally applicable lessons regarding the efficiency of specific instru­
ments. The convening of an expert group was envisated at the end of the study 
to assess the results ~d consider policy proposals. 

D. The International Network of Subcontracting. Industrial Cooperation 
and Partnership Organizations 

110. Mr. Germano described the activities of the International Network of Sub­
contracting, Industrial Cooperation and Partnership Organizations (the French 
acronym is RIOST). RIOST is an international association of organizations 
(public, private and mixed) and individual experts concerned with the promo­
tion, development or study of subcontracting. The overall purpose of RIOST is 
to promote and ~stablish relations between subcontracting organizations and 
enterprises operating in Europe. 

111. RIOST provides information services (list of organizations, calendar of 
events, studies, directories, guides, roster of experts and databanks) training 
services (organization of technical workshops and seminars) and undertakes 
research and studies on technical matters related to subcontracting. Regard­
ing specific training activities, RIOST is planning to set up a programme to 
train subcontracting managers from Eastern countries. 

, 
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Annex I 

AGENDA OF THE EXPERT GROUP 

Subcontracting and partnership exchanges and international 
cooperation networks 

Institutional and financial arrangements 
by A. Balaiia 

Standard instruments and methodology 
by C. Cwiy 

Aspects closely related to industrial subcontracting 
by N. Schicchi 

Selected implementation aspects 
by J. Montes 

International promotion and networks 
by J. Germano and R. Holtz 

Emrironment conducive to the development of industrial 
subcontracting 

Government's role (legal and economic environment) 
by C. Al tersohn 

Public sector's contribution 
by V. K. Mathur 

National i~tegration and licensing policies 
by R. Bhaskarudu und F. Dhemaied 

Import substitution and export promotion policies 
by E. Supper 

Forms of inter-enterprise agreement (ancillarization, 
partnerstip, affiliations etc.) 

by M. Souhaite 



- 26 -

General discussion 

24 May 1991 

Complementary presentations: 

Peru case study (M. Rodriguez) 
EEC prograD1De and experience (T .• Morosi) 
UNCTAD progranme and experience (E. Supper) 
RIOST progranme and experience (J. Germano) 

Working groups ~o draw up the reconmendations 

Adoption of the final recoamendations 
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c. Cuny 
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J. Germano 
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v. K. Mathur 
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L. Morosi 
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M. Souhaite 
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Annex II 

LIST OF PARTICIPANTS 

Gene~al Inspector, French Ministry of Industry 

UNIDO Consultant 

Director, Maruti, Udyod Ltd., Indi~ 

UNIDO Consultant 

Director, National Subcontracting Exchange of Tunisia 

International Network of Subcontracting, Industrial 
Cooperation and Partnership Organizations (RIOST) 

President of the Federation of Small- and Medium-scale 
Induotries (IFSMI) 

Chairman, International Airports Authority of India 

UNIDO Consultant 

UNIDO Consultant 

President of the Subcontracting Exchange of Lima 

UNIDO Consultant 

UNIDO Consultant 

Chief, TEICS/ITP, UNCTAD 




