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PREFACE

The creation of the Single European Market is the most significant step in
economic integration so far taken. The creation of a single economic area
in which capital and labour, goods and services all move freely is the target
set by the countries of the European Commumnity to be achieved by the end
of 1992. Given the size and strengths of the Commaunity, the changes under
way may be expected to have significant impacts beyond its borders.

UNIDO, with financial support from the Government of the Netherlands,
held an Expert Group Meeting 1o examine the main implications of this
process for industrialization in developing countries. The expected growth
effects of the Single Markes will have implications for the world economy,
including changes in trade and investnent patiermns. Other associated EC
policies, especially in the areas of regional policy, comperition, technology,
environment, energy and technical standards will elso affect a wide range of
industrial sectors, and thus the prospects for industrialization in developing
countries. The Expert Group Meeting reviewed the implications in terms of
key industrial sectors: food, textiles and clothing, footwear, steel, chernicals,
and electronics.

The report of the meeting has been prepared by the Regional and Country
Studies Branck of UNIDO, with Dr. Thomas Pietschmann as UNIDO
consuliant.
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INTRODUCTION

The Expert Group Mecting was beld in Vienna from 18 to 20 March 1992. It reviewed an issues
paper and six sectoral papers prepared for the mecting. The mecting was attended by thirteen participants
from developing countrics, together with representatives from international orgasizations and a representative
of the Commission of the European Communitics. What follows is 2 summary of the preseatations made
and an ordered narrative of the views expressed. The agreed recommendations of the mecting are given in
section IX.

L OPENING OF THE EXPERT GROUP MEETING

The meeting was opencd on behalf of the Director-Geaeral of UNIDO by the Deputy Directox-
General of the Department of External Relations, Public Information, Langnage and Documentation
Services.

After outhining the purpose of th: meeting, emphasizing the importance of the meeting to UNIDO
and thanking the Government of the Netheriands for its special financial contribution, the Deputy Director-
General stressed the importance of economic integration as a “tool” for development, not ouly for developed
countries but also for developing ccuntries. Thus not oaly the direct consequences of the Single European
Market (SEM) are of interest to developing countries; developing countrics should also mvestigate whether
it would not be worthwhile to take European integration as a model for similar efforts in other parts of the
world as well to foster economic development.

The mecting was then addressed by the Head of the Regional and Country Studics Branch. He
drew attention to the increased importance of factors sach as qualbity, flexibility, economics of scope,
competitive alliances, tailor made products etc. There arc new driving forces of competition and economic
success that have led to the "price argument” losing some of its original importance and are a new challenge
for industry in developing countries.

These new treads call for high-skill labour. At the same time the wage content in the total product
price has started to decrease which reduces the traditional competitive edge of developing countries. (A
good example in this respect is a Swiss company in which only 2 per ceat of total product costs are due to
labour costs; the company can thus afford to pay extremely high wages.)

The institutional covironment has also changed. Government policy in many countries is
characterized by deregulation and privatization. The period of using statc-owned caterprises as a
development tool has come to an end. This does however not mean that the overall role of the state has
decreased. On the contrary, the state has (o move towards finding solutions for new tasks. State activities
can be scen today perhaps as even more important than in the past because of the complex sature of the
problems that countries are faced with today.

One problem which many countries, especially those of Eastern Europe, the countries of the former
USSR as well as a number of developing countries face is bow 10 move from a centrally planned economy
towards a free market economy and privatization. A simple “laissez faire” approach does not seem to be the
correct answer. Economnies need guidance on their way towards privatization and a free market economy.
Even in many so-called free-market cconomies in developed countries the state is respoasibie for setting
safety and sccurity regulations, to promote R&D cic. In addition to such tasks govements in developing
countries will have to sirengthen their abilities io new arcas, such as the conduct of trade negotiations, as
for industry in developing countries much depends oo successful trade negotiations and free access to major
markets.

Regionalization of the world economy is another trend. About 60 per ceat of trade occurs within
the three large trading blocs (EC, North America and Japan). Anotber 23 per cent of trade is between the
three large trading biocs and only 13 per cent is accounted for by trade with developing countries. There
is a tremendous adjustment necessary (or developing countries to improve this imbalance.
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Turning to Europe, one can observe a new dynamism withn the EC. New poteatial member
countrics arc cager to cnter the European Community. This will lead to both a more aggressive competition
within the EC market and may call for a stroager trade protection from third countrics, including developing
countries. Larger international trade could also be achieved through successful GATT negotiations. But
it is not yet dear whether a positive outcome will be reached.

The larger European market will have cffects on technology and buman resources, and it may have
a positive impact also as a growmth centre for neighbouring regions.

The trend towards regional integration in many parts of the world was also noted.
Additional issues to be taken into account included

mergers and acquisitions and the formation of corporate albances;

changes in the production and coosumption patterns;

the new forms of competition policy;

the increased importance of industrial standards;

the increased importance of eaviroamental legislation (affecting the industrial process, packaging,
recycling etc.).

The question arises as to how developing countries can monitor all these changes. Therc may be
a new task for UNIDO to assist developing countries in these efforts of monitoring and cvaluating the likely
consequences. It is complicated by the fact that the EC is still not a 'monobithic’ grouping. Rather, a
significant number of decisions are still being taken by national and local governments as well as to the EC
Commission and other EC institutions. Other actors mcuding EC corporations, R&D institutes, universitics,
industrial associations, trade unions and a large number of other "lobbies’ are also responsibie for shaping
the final outcome of the EC decision making process.

The Head stated that the task of the Expert Group Meeting was to express opealy the opinions and
concerns of developing countrics against the background of these new trends. It is important that the
message of the findings and concerns be widely spread, that an awareness of the changes under way be
created and that regional or even sub-regional implications be discussed.  An imporiant task of the meeting
is also to identify the next steps, i.c. the follow-up activities. A communication network could be considered
or a series of expert group mectings of a similar kind on a sectoral or sub-sectoral level for different regions
in order to make policy makers aware of the very concrete consequences of EC integration for developing
countries.

The meeting then procceded to elect a Chairman. Dr. Adel Ismail Gazarin was clected Chairman
by acclamation.

I ISSUES PAPER

After explaining the structure of the meeting the issues paper’ was presented by a member of the
UNIDO Secretariat. It was explained that the SEM concept can be understood as a mechanism to eliminate
technical trade barriers within the European Community. The Single Market Concept was a response to the
imperfections of the EC market. These imperfections resulted from a number of sources including national
government purchasing, different norms and standards and the administrative burden in enterprises in
exporting to necighbouring countries.

One major consequence of the SEM will be (or has already been) the emergence of lasger firms
in the EC which arc able to benefit from ecconomies of scale. The tendency towards mergers and
acquisitions bas been especially strong in food and beverages as well as in clectronics.

1 "Overview of issues”, UNIDO, ID/WG.523/4(SPEC.), 9 March 1992.
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Further factors include the extension of the SEM by the eatry of new members, the creation of the
Europcan Economic Area and the special relations with countries of the former East bloc. The EC bas ties
with nearly all parts of the world, the closest being those with the ACP (African, Caribbean and Pacific
island countries) in the framework of the Lomé agreement.

For Africa the question of manufactured food products has the largest importance and for Asia the
question of textiles and electroaics seems to be the central issue. Trade anl investme.t hinks with Latin
America are still relatively weak.

Cross sectoral issues include the trend towards mergers and the ircreased importance of quality.
The likely enlargement of the SEM will give evea morc emphasis to these trends.

Technological issues include the question of R&D. There is a likelihood that the already large
technological gap between developing countries and developed countrics will grow cven further as a result
of EC programme of R&D.

Another major problem for developing countries is the question of EC standards. Environmental
protection has oaly recently come on the agenda of the EC. The question for developing countries is how
the new legislation concerning environmental protection will affect developing countrics. On the one hand,
EC enterprises might shift production capacities out of Europe to developing countrics for cost reasoas,
thereby fostering global industrial development; on the other hand, there are already pressures for an
extension of EC regulations to developing countries and this might become a new kind of trade barrier for

The Expert Group Mecting thus should analyze what are the implications of the new EC legislation
for developing countries and which respoases might be feasibie, for developing countries’ governments and
cnterprises, as well as the role of international co-operation.

After these introductory statements, the Viee Chairman and the Rapporteur was eclected.
Mr. Ungsuh K. Park was elected Vice Chairman and Mr. Eoin Gahan of the Regional and Country Studics
Branch of UNIDO was chosen as Rapporteur.

In discussion of the issues paper, 't was pointed out that the formation of the SEM occurs parallel
with a2 number of other major trends, including the events in Eastern Europe and the GATT negotiations
which may have for developing countries perhaps even more direct relevance than the SEM. Furthermore
political events are of significant importance as well. For international trade in gencral and Europe-Arab
trade in particular, the Gulf war, for example, was certamly much more important than the SEM. It is
extremely difficult to single out the cffects of the SEM from other international trends and cvents. The new
challenges abead are not any loager the question of the SEM but the question of monetary and political
union as cavisaged in the Maastricht treaty. Overall, there seems to be a global trend towards “regional
integration®. Europe is not a unique case. These treads can be scen in Latin America, in the Gulf Region,
in Sub-Saharan Africa and in many other parts of the world.

The environmental question has to be considered on its own accounts as it bas gained a momentum
of its own. It thus should not be interpreted as a way to build up new market eatry barriers for developing
countries.

One bas to be careful in predicting future implications of the SEM. It is always dangerous to simply
extrapolate past trends in order to predict the future. Many aspects of the SEM bave already become reality.
Decision makers (including those on the corporate level) have already anticipated the completion of the
Single Market. Thus, the peak of the concentration process might already have been reached.
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I is correct that many foreign companies invested in the past few years in Europe; again this re-
direction of international investment flows was iu anticipation of the SEM. It is by no mcans clear that this
trend will continue once the SEM has been completed. It is much more likely that the SEM will have an
overall ‘neutral” effect on mvestment decisions in the future. Investment decisions - as the past has shown -
are also often overshadowed by other (political) events.

Coancerning fears of the creation of a “fortress Europe™ as a consequence of the SEM, it was pointed
out that in recent years the Europcan Community has on the coatrary been extremely open, with the
exception of agriculture and the textile sector. Imports grew from developing countrics much stronger than
EC exports to developing countries. The Multifibre Agreement (MFA) was not able to balt or reverse these
tendendies. Production capacity in the ficld of textiles continued to move away from Europe towards
developing countrics. The MFA bas only restricted the speed at which this transformation process could take
place. A positive negotiation reselt of the Uraguay round will also lead to the complete dismantling of the
MFA within the next ten years. It was mentioned that a number of studies have come to the conclusion that
the overall impact of the SEM for developing countries will be neutral. These studies speak of possible
"trade diversion® effects which are neutralized by the EC-demand pull effect through higher income in the
EC.

However, the studics are only correct if onc accepts all the underlying assumptions, but these
assumptions tend to be very restrictiv: and sometimes far away from reality. If the EC becomes more
efficient internally - and this is the goal of the SEM - this does not automatically give EC companies a
competitive edge. It can also work to the advantage of European consumers instead, and thus indirectly to
the advantage of producers from developing countries. All publisked studies have as an implicit assumption
that the foreign exchange markets are stablc and remain stable. In contrast to this scenario one could
assume another scenario in which the curreacies of the European Monctary system (EMS) bloc would start
to appreciate wis-3-vis the currencies of developing countries if large-scale effidency gains were to be
realized. Within a short period of time the whole system would move once again into balance. However,
the higher income in the EC would thea translate into a general rise of demand in the EC. The EC would
thereby fulfil the role of an economic locomotive. In other werds, instead of a new competitive edge and
a marginalization of developing countries as some studies seggsst it was pointed out that a more cfficient
Europcan Community could make more income available to its citizens who then would be able to increase
their consumption and their imports from developing countrics.

Norms and standards have an important place in the Single Market process. The EC Commission
is aware that for developing countrics European standards might be difficalt to meet. Especially for those
developing countries with which the EC has had very close relations, the standard question could emerge
- unintentionally - as an impediment to trade. On the other band, common European standards also help
developing countries 10 gain huge markets once they produce goods in conformity with these standards,
instead of having to comply with a number of differeat standards in various EC member countries.

The new approach is based on so called “framework directives™. In these framework directives it
is laid down what standards are supposed to achicve (especially in respect to bealth and safety requirements)
and it is left to the national standard setting institutions to come up with details of bow these objectives are
to be achicved. The real important feature of the SEM is that once a product is allowed to be brought into
circulation in one EC country it automatically can circulate throughout the community, i.c. there is a mutual
recognition of standards of EC member countries. Recently the EC Commission has obtained a mandate
to conclude similar mutual recognition agreements with nnn-EC member countries or country groupings
which will also include developing countries. This would then make it significantly easier for developing
countrics to sell their products oo the Europcan masket. Given the problems developing countrics face in
complying with EC standards, the EC has already started to give technical assistance to a number of
developing countries to belp them achieve the new siandards required. (Onc of the first countrics was
India.)
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More demanding industrial standards will certainly be a chalicnge for many Latin American
countrics. In this connection it will be mportant to have quality certification centres in Latin American
countries in order to facilitate the access to the Evropean market. There are already some indicatioas that
standards will increasingly be used as a new form of protectionism. A recent example is the discussions
concerning HDTV. What would be necded would be an active participation of developing countries in the
standard setting process of the EC, the USA and Japan.

With respect to Africa, it was pointed out, that although the implicatioas of European integration
are important for Africa, one has to underline that the first step has to be for African countries to belp
themselves.  Africa has to produce what it nceds. While it would be eveu better if products are made to
comply with European standards, the priority of African companics has to be Africa.

On the question of trade liberalization and Latin America , it was emphasized that the process of
dismantling protectionism in South America in general and in Argentina in particular bad alrcady begun.
In the past regional integration in Latin America had also implicd a higher common protection against third
countries. The new integration process taking place in Latin America - such as in the MERCOSUR project
- however does not only mean the dismantling of protectionist barriers within the region but also in relation
to third countrics. The ncw approach has been based on an unilateral dismantling of protectionism
(reduction of both tariff and non-tariff trade barriers) which should also enable increased trade between
different sub-regional markets.

On R&D and EC technology policy, it was pointed out that the problem in many developing
countrics is oot only the lack of sources available for R&D purposes, but the overall wrong approach towards
R&D. Many poor developing countrics engage into arcas of pure scicnce, a completely wrong approach.
A far more pragmatic approach is nceded. The creation of rescarch centres which produce papers for the
mnternational rescarch community does not help a developing country at all. Research in developing
countries has to be directed primarily towards applied research and has to take the resources and the
industrial potential of the country as a guideline. There is not much sease in simply copying EC research
programmes as long as the industrial potential is completely differcat from that in the EC.

Regional co-operation and integration is seen in this new concept as a mechanism and first siep to
dismantle trade barricrs in order to achieve global frec trade at a later stage. Therefore, regional integration
must oot create new barriers for third countries while dismantling existing trade barriers among member
states. This is the belief that Latin American countsics share in Mercosur, and this philosophical approach
should also apply to the EC. If Latin America opens up its markets, it expects the rest of the world,
including the EC, to follow suit. There should not remain sectoral exceptions such as with the EC and its
so-called "sensitive’ sectors. Either one is in favour or against free trade.

The problem in many Latin American countries has been that trade liberalization and deregulation
of the economy were in many cases not an autonomous decision by government but used as an instrument
to stabilize the domestic economy. In order to cut high inflation rates Latin American economies had to
open up. But this opening of the economy could bardly be called a controlled process. The consequences
so far have been overall positive, but the conscquences would bave been far more positive if otber countries
also had liberalized their foreign trade following the Latin American cxample.

In order to become competitive developing countries need increased investment into both technology
and human resources, especially management. The highest return on investment is certainly for most
developing countries (o invest into management, i.c. training or re-training of management. As examples
in Brazil have shown, better management can increase the efficiency of existing resources significantly and
increase overall competitiveness.

Although Latin America bas ceased to be the protectionist continent it was known as for many
decades, the changes that have taken place in Latin American countrics are hardly known in Europe; the
external tariffs have been reduced in many countries (o a maximum 20 per cent and regional co-operation
within Latin America (MERCOSUR, Andean Pact etc.) is gaining momenatum without any increase in trade
barriers vis-d-vis third countries. Also the ‘Bush’-initiative is fostering deregulation in Latin America.
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However, there are relatively weak hakages that existed between Europe and Latin America which
call for joint efforts in strengthening them. The EC should consider increasing its investment in Latin
America. Improved trade links with Europe both for Latin America and other developing regions will
however depend on a successful termination of the GATT negotiations in the Uruguay round. UNIDO could
and should help countries of Latin America by making European decision makers at all levels aware of the
positive changes under way in Latin America.

The case of Kenya was meationed. For Kenya the real issuc is how the SEM is going to effect its
tca and coffee sales to Europe. Possibilities for increased industrial exports are of secondary importance
only. With the amalgamation of West and East Germany exports have risen to Germany. So, if the EC
becomes more integrated and the demand for coffec and tea products in the EC thus grows the SEM must
be judged positively. There are indeed some indications which suggest that the demand for commodities
such as tea and coffee will increase (especially if former East bloc countries become members of the EC).
Judging the merits of the SEM for a developing country like Kenya will largely depead upon its cffects on
tca and coffee trade, with everything else being of secondary importance.

Concerning the relations between developing countries and Europe, the question was raised as to
bow far Europe peeds the developing countries? The answer was not ciear. On the other hand it was very
clear that developing countries need the EC. Thus there was certainly an clement of imbalance in the
relations between the EC and developing countries and this imbalance was not to the advantage of
developing countries.

The importance of regional integration for African countries was also stressed. There is co-
operation within the Framework of the Lomé convention with the EC and all other Sub-Saharan African
countrics. Furthermore, there is the Preferential Trade Arca (PTA) for East and South-East African
countrics, and also other sub-regional groupings are starting to play a more important role in Africa.
UNIDO should engage in assisting those regional groupings in Africa so that they can develop and gather
streagth. An importznt role of UNIDO would also be to disseminate information concerning the
developments in the SEM, as there is a possibility of increasing EC bureaucracy which might make it more
difficult for developing countries to meet requirements.

All countries, and in particular developing countries, have to avoid the emergeace of gaps between
their trade policy and their industrial policy. At the national level, trade policy has ofien been pursuit
without due regard to industrial policy implications. In many developing countries, tariffs for so-called high-
tech goods, including electronics, have often been charged with high tariffs, being regarded as “luxury items”,
despite the fact that in most cases, no local production of such "high-tech’ items existed anyway. Such a high-
tariff trade policy often severely reduced both the competitiveness of industry as well as its innovative
potential in developing countries - without even raising any significant revenues for the government. Due
to the bigh prices, overall coasumption is very low. The EC Single Market will increase the competitive
pressures world-wide. Developing countries will have to respond to this challenge by pursuing policies which
will aim at improving their competitiveness vis-d-vis the EC. A better integration of new technologies is
certainly a key clement in such a strategy.

On the question of industrial policies, those developing countries, switching from an interventionist
regime to a more market based system arc faced with a number of problems. In the old system, industrial
policy was simply a question of protection and subsidization. The old system has come in many countries
to its limits. Highly subsidized industries tend to become inefficieni and are faced with all kinds of export
restrictions, including on the SEM. Although many governments in Latin America have already started to
change their traditional industrial policy it is not yet clear to many government officials how to ‘guide’ the
industrializatios process in the new liberalized cavironment. Government officials are still looking for a new
framework which they could follow in order to take up the challenge of industrial competitiveness.
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Another feature of the "new economic order” is that the gap between developed countries, which
are increasing their high value-added production, and developing countries, which arc left with only low
value-added productior, widens. The trend towards global trade bberalization may further widen that gap.
There is the danger of developing countries being considered as 2 dumping place for polluting and iow value-
added industries only. Increzsed emphasis these days is being given in developing countries to capture
markets ang introduce new lines of products. In addition developing countrics compete against cach other
for foreign investment. Care has to be taken that this new approach of economic developmeat will not be
at the expease of the people working in these ‘competitive’ industries (child labour, no social net, no
bargaining power for home workers etc).

The EC market will also mean an increase in the competitiveaess of European firms, both in Evrope
and outside Europe. The view was put forward that the impact will be slightly positive for developing
countries; however, the impact will be between 10 and 100 times more positive for the EC than for
developing countries. In other words, the actal net positive effect for developing countries due to the EC
Single Market will be very small for developing countrics, implying that rich countries will get richer while
the gap with poorer countries will mcrease.

Although access to markets is important, it was stressed that the supply side must not be neglected
in developing countries. In many developing countrics there is an element of inflexibility in the supply side.
The Caribbean Initiative (CBI) which was launched a couple of ycars ago has so far not brcoght the
anticipated results. The reason for this relative lack of success has to be seen in the jnitiative itsclf which
excluded some key sectors for the countrics involved, and in addition, it has become clear that it takes time
until industry in (poor) developing countries is able to benefit from the opportunities offzred due to the
opening of large markets.

The lesson for developing countrics is that market access is a necessary but not a sufficient
condition. Supply side measures have to be taken as well. Finally, it has become clear that the negotiating
skills of governments from poor developing countries have to be improved as well. Governments have to
ensure that in such preferential schemes improved market access is allowed for those sectors that are of

prime importance to the developing countrics concerned.

On the question of regional integration among developing countries, it was pointed out that the EC
should have an interest in promoting regional co-operation schemes m other parts of the world as well. A
higher degree of efficiency is not only to the advantage of the region concerned but to the global economy.
Ia addition, it would certainly be far easier for the EC to deal with a few larger country groupings than with
a large number of mall and fragmented markets. Therefore it should be in the interest of the EC to
promote regional integration world-wide, including in Arab countrics.

So, how should trading blocs be scen from a developing country point of view? A larger SEM will
certainly bring developing countries some benefits concerning export possibilitics. The question is what kind
of role trading blocs are going to play.

There are two scenarios. According to one scenario, trading blocs tend to be protectionist. Such
trading blocs certainly prove to be an obstacle to world trade and have to be considered negatively.
According to another scenario, trade blocs are a mechanism to increase world trade; they are a transitory
pbenomenon on the way towards global free trade. Such trade blocs are rertainly positive for the world
ecopomy as a whole.

There may be indecd a global trend towards free trade. This should not be denied. However, there
is also the danger that structural problems will be actually "cemented” because of this trend. There is not
yet any proof that the simple assumption of free trade being able to equalize structural imbalances in the
world economy will hold true.
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Regional integration is 2 phenomenon to he observed all over the world, and it is overall scen
positively not only by the EC but also by international institutions such as the OECD or World Bank. The
EC considers itself as a wor'] trading power with interests everywhere. Regional integration is thus
supported and scen as a first step towards an open multilateral trading system. For many countrics,
immediate liberalization could be painful and arouse strong internal opposition. Regional integration is a
mechanism to start a regional liberalization process which at a later stage and in subsequent steps should
lead to a general bberalization of world trade. However, although the EC supports regional integration, it
is certainly pot in favour of the creation of strong “trading blocs® which in the end could mean less
international trade due to a protectionist policy by these blocs. In the regional integration nrocess the final
objective of a multilateral free trade system has always to be kept in mind.

Although there is a global tendency towards regional integration, the motives behind vary
significantly from region to region. In the EC, the Single Market concept was based on ’cfficiency’,
‘economies of scale’ etc. In many developing countries, the roots for regional integration have been
'solidarity’, ’sclf-reliance’ etc. This is however not to say that such integration cfforts could not lead to
efficiency gains also. The "success’ of an integration scheme has however to be assessed against its objectives.

Closer regional co-cperation is certainly a healthy reaction of developing countries as a response
to the SEM. Therz has to be a combimation of developing countries belping themselves to solve their
economic problems in addition to assistance being given to them by the international community.

There seems to be a global trend towards a regional trade zone approach. In addition, there is a
trend towards a stronger overall liberalization of trade. Such free trade may bring developing countrics some
advantages. Frec trade is often also connected with free movement of capital and developing countries could
benefit from fresh capital. However, some caveats have to be kept in mind. There may be free movement
of capital, but there is also the danger of an increased concentration in ownership.

There scems to be a global tendency towards liberalization, deregulation, less state intervention etc.
Especially the liberalization of trade, which will also include the abolishment of quotas, oluntary export
restraints (VERs) ctc., will guarantee a better access to all markets. Such open global markets would
certainly work in favour of developing countries and give a new impetus to their industrialization efforts.

Free trade was praised as a mechanism to spur industrialization in developing countrics. However,
it has to be emphasized again that frec trade can also have a high ’social’ pricc. There may be dislocation
of workers and of whole industries and these social costs bave to be taken into consideration as well.

Even more important than the SEM for Costa Rica and the other Central American countries is
the North American Free Trade Association (NAFTA). With the Mexican economy joining the economies
of the USA and Canada, Mexico wvill gain in importance as an investment location. This does not mean that
Costa Rica or other Central American countries oppose NAFTA, but it means that there are concerns that
this could have some negative cffects for the countries of Central America. Therefore, the priority for Costa
Rica is to participate in a scheme which could guarantee an easy access to both the Mexican and the US
market. There are some indications that Chile could be next to join NAFTA and at a later stage countries
of Central America such as Costa Rica might join as well.

However, it was pointed out that regional integration is not necessarily positive for all developing
countrics, and India was given as an example of the adverse effects regional integration can have for a
developing country. The more regional integration in Europe proceeded, the more India lost its traditional
markets. Officially India also is involved in a regional integration scheme in the framework of SARC.
However, all other participating countries fear the economic power of India and 5o no economic integration
can be foreseen for this scheme. On the other hand, Eastern Europe and the USSR were for a long time
an important market for Indian products. With the break up of the Soviet Unjon aad the reorientation of
Eastern Europe towards the EC, India has lost most of its markets in Eastern Europe. The case of India
and other developing countrics that cannot participate in regional co-operation thus need to be studied

ifically.
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The priority for developing countries at this stage is adequate information concerning the
implications of events in Europe. This information is nceded at ail levels. The probiem of an adequate
mcchanism to distnibute relevant information has thus to be addressed as a priority.

1L THE FOOD INDUSTRY

The paper on the food industry? was presented by Prof. Alan Matthews (UNIDO consultant). The
main points were as follows.

Food manufacturing (including beverages and tobacco) is the most important manufacturing activity
in developing countries. The share of the food manufacturing sector (food products, beverages, tobacco
manufacturing) in MVA in developing countries amounts to 17.5 per cent versus 11.8 per cent for developed
countries (sec Issues Paper, p. 13 ff). For the EC the importance of the food sector is with 12.5 per ceat
slightly above the developed countries’ average. The highest share of the food sector in MVA is to be found
in Africa where the share of the food sector is slightly above 25 per ceat, i.c. the food manufacturing sector
has - in relative terms - a far greater importance for Africa than for other parts of the world. Nevertheless,
Africa only contributes around 1.6 per cent to world food production (including beverages and tobacco
manufacturing). The share of all developi.g countries together is around 19 per cent with nearly 9 per cent
coming from Latin America and znother 9 per cent from Asia. The share of the EC is around 27 per cent.

Twenty-two per cent of the EC member countries’ total manufactured food imports (food, beverages,
tobacce) originate in developing countries, while the food imports from the EC towards developing countrics
stand at 13.6 per cent of developing countrics’ total manufactured food imports.

The growth of the food manufacturing scctor reflects growth in overall economic activity, both in
*he EC and in developing countries. Following general economic trends, manufacturing in general and the
§ »d manufacturing industry in particular progressed in developing countries significantly faster than in
- veloped countries, both in the 1970s as well as in the 1980s. Growth of output in the food processing
wdustry amounted to 60 per cent in developing countrics in the 1980s whereas the increase in the EC was
only 17 per cent.

The progress of African countries was relatively poor, while developing countries in Asia actually
managed to double their output in the food manufacturing sector in the 1980s.

Food exports of developing countries towards the EC are siill characterized by a high share in the
"commodity food" segment (56 per cent of total exports in 1990). But the growth rate of this market segment
has been, at 11 per cent, below average. Thirty-nine per cent of exports to the EC have undergone primary
processing. Only 4 per cent of developing countries exports can be considered as "secondary food items”.
These secondary food exports to the EC are dominated by prepared fish. Manufactured foods (in a narrow
sensc) account for only 20 per cent of the secondary foods sector and less than 1 per cent of all developing
countries’ exports of foods, drink and tobacco to the EC.

All tariffs affecting fod trade within the EC were abolished by 1968. Nevertheless, a significant
oumber of non-tariff trade barriers remained. The most important non-tariff trade barriers arose from
conflicting national regulations and were especially due to regulations concerning:

- restriction on the use of specific ingredients;
- regulations relating to content and its description;
- packaging and labelling.

Further non-tariff trade barmiers within the EC exist due to

2 "The food sector”, UNIDO, ID/WG.523/2(SPEC.), 6 March 1992.

?




-10 -

- tax discrimination:
- spedific import restrictions due to health regulations.

Thus, the food industry featured prominently in the Commission’s original 1985 Whitc Paper on
Completing the Internal Market.

However, at least as important as the SEM for developing countries is the actual change taking place
in consumption patterns. The European consumer asks for diversity, quality, and minimization of health risks
and is concerned with the environmental impact of the food items to be consumed.

Within the food sector new possibilities arise for developing countries’ cxports to the EC especially
in the EC growth segments of "delicatessen food”, "ethnic food", as well as confectionery. Anotber growth
sector is ready-made food.

The effects of fiscal harmonization should be particularly positive for coffec producers as excise
duties on coffec in Germany (more than 40 per cent) and other European countrics will have to be removed.
On the other hand, tobacco producers will have to reckon with losses as tobacco will remain highly taxed
in the EC for both health and fiscal policy reasons.

The most beneficial effect for developing countries will be the removal of national quotas in EC
member countries. In addition, mutual recognition of standards means that once a product is imported into
the EC and its sale is authorized in one EC country, it can also be sold from this country to other EC
member states, irrespective of higher or different local standards in other EC countrics. Thus, third
countries can indirectly benefit from the principle of mutual recognition as well. For example, Swiss beer
does not comply with the German definition of beer. But Swiss producers can ship their product first to
France and then re-export it to Germany. However, such indirect exports still imply some extra costs and
might make it worth while only for products at the “higher end” to engage in such activitics.

Three Community R&D programmes have so far been of relevance to the food manufacturing
sector: BRIDGE (Biotechnology Rescarch for Innovation, Development and Growth in Europe), ECLAIR
(European Collaborative Linkage of Agriculture and Industry through Research) and FLAIR (Food Linked
Agro-Industrial Rescarch Programme).

Mergers and acquisition have played and will play an important role in the EC market. However,
merger activity is now carefully monitored by the Commission to check on the emergence of dominant
positions by firms in the community.

Environmental legislation is also an important consideration for the food sector. However, a recent
GATT panel ruling on the Mexican complaint against an US embargo on yellowfin fish found that imported
products may not be accorded a less favourable treatment than domestic products bascd on a comparison
between production regulations in the exporting and the importing country. The implication of the panel
judgement is that a country or a group of countries (such as the EC) could not restrict imports of a product
merely because they originated in a country with environmental policies different from their own. What may
be extremely important for developing countries in this context is that the EC took up the Mexican position
and supported the panel ruling.

Overall the positive effects of the SEM (locomotive effect, greater transparency of the EC market
arising from the harmonization of food standards and the acceptance of the mutual recognition principle)
are likely to be more important than the negative effects of trade diversion and the negative impact resulting
from the raising of food and environmental standards.

ST
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In the discussion which followed, the question of standards and information thercon was examined.
For developing countries the real challenge of the SEM will be in the fulfilmeat of the standards required.
What needs to be addressed is the availability and the quality of services in connection with the food
manufacturing process. These services include transport, warchousing, refrigerating, marketing etc. One
should not stop at the core of the manufacturing process. Agro-business has to be considered as a whole,
including agriculturc, manufacturing and services. Even traditional activitics such as flower exports in the
case of Columbia, or the export of mangos in the case of Venczucla, are extremely service intensive and are
a profitable high-tech business, if done properly. The logistics necessary to export to the EC are very
demanding. Sometimes it may be even necessary to develop the taste of Evropean consumers. Especially
for logistics and information services developing countries would nced support.  Furthermore, an carly
involvement or participation in the European standard setting process would be of significant importance to
developing countrics.

Food manufacturing is already determined by a large number of standards and they are going to be
increased even further after the completion of the SEM. Higher standards may make it certainly more
difficult for developing countries to sell their products in Europe. But onc should not neglect the largely
untapped potential of South-South co-operation in this context.

In general, the crucial clement in connection with the SEM for developing countries is the question
of standards. The central problem for developing countrics will thus be timely information on these
standards. New mechanisms will have to be developed in order to pass on this information to manufacturers
in developing countries. In this area, UNIDO could certainly play an important role.

However, although UNIDO is intcrested in assisting developing countries, UNIDO on its own is
certainly not in a position to answer all questions concerning EC standards, EC market structure, EC sales
potential for different products etc. Nevertheless, a system could be envisaged of pooling relevant
information in local chambers of commerce for further diffusion to local business. Among other institutions,
UNIDO could assist local chambers of commerce with the supply of relevant information.

The question concerning the development of an adequate mechanism to pass on information on
standards to developing countries should certainly be addressed to the EC Commission also. There is
already an clectronic data base and in principle there is enough information available within the EC
Commission which should be made available to developing countrics as well,

In the EC Commission, in DG 1 (external relations) a special branch exists which deals with
standards. Developing countries can direct enquiries to their Commission delegate and developing countries
from the ACP region can contact the ACP-EC consultation group in this respect.

This information may also be relevant for export processing zones (EPZ). Espccially enterprises
in EPZs nced to be up to date. In addition, there may be help necded in the establishment of such zones.
Although the production in offshore centres (EPZs) is still of a rather small magnitude (around 5 per cent
of exports), they have become increasingly important.

However, EPZs play a rather minor role. In a number of countries there is already a tread away
from export processing centres, since export processing centres often lack linkages with local manufacturing
or other sectors of the local economy and the value added is thus relatively low and it is in many cases
restricted to cheap labour only.

Concerning the question of EPZs, developing countries should not be too optimistic. In many cases
EPZs only use local infrastructure without bringing much to the country if the linkages with the local
economy are not developed as well. In many cascs EPZs are based on footloose industries which were just
sct up to circumvent quota regulations. If these quota systems change or if labour is found to be cheaper
in other countrics, these industries are likely to move on to other countries. Often, no labour laws exist in
such EPZs, and if they exist they are not applied. Labour associations arc not allowed i0 operate in EPZs
eic..
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EPZs do not seem to be the correct approach for a well designed development strategy. Industry
should be established where it can perform best, and not where it does not have to pay import duties. This
can lead to an incfficient allocation of resources. EPZs only play a role if the customs system of a country
does not work. If a country thinks that it nceds EPZs for the development of a new industry and if the
customs system is well developed, it should try not to force enterprises to settle in a special regioe oaly.

On the ncw market possibilities for developing countrics, it was suggested that what is needed for
developing countries is a higher value added in their exports to the EC. Foreign irvestment so far has not
been extremely belpful in increasing the value added content of Indian food exports. Foreign firms are
mainly interested in the Indian market, not in exporting from India. The emphasis should be shifted towards
forcign investment leading to a higher share of processed food exports.

However, there are also some caveats. In Hydarabad a large food processing plant was built which
resulted in a complete depletion of the cattle herds in the region. The lesson of this negative cxample of
a large export oriented food processing factory has to be that already in the design phase of such projects
the size of the factory has to be brought in hinc with local resources available.

Again, many developing countrics, including India, are confronted with the dilemma that it takes a
long time to build up brand names in developed countrics’ markets, including for manufactured food items,
A brand name does not only depend upon quality but also upon stable supply. For no-name products, prices
will always be low. However, many developing countries are characterized by an unstable supply of their
natural resources, often due to natural catastrophes. This then leads them to withdraw from export markets
to cover the needs of the local population. But this also means that they are not able to position themselves
in the 'up-market’ scgment in the EC. A more flexible approach, including the temporary importation of
food items from the world market, in order to fulfil a developing country’s obfigations, might be a strategy
to break out of the above described vicious circle.

Food exports of Arab countrics have experienced a decline and Arab countries largely depend upon
imports of food items, which is also due to the strong population growth rate in the arca. The new strategy
of Arab countries is to persuade European companics to set up joint ventures with local Arab companies
to engage in food manufacturing in order to reduce the import dependency of Arab countries in processed
food. Europecan companies could supply capital and technology and the Arab partners will supply labour.
As a first step towards achieving this objective, a conference between Arab and Ewropean food
manufacturers will be heid later this year in Europe, organized by the Arab Chamber of Commerce.

The concentration in the European food sector bas already become very strong and new mergers
can be expected in the future. This will make European food producers more competitive. They have
already started to increase their exports towards developing countries, thereby changing the long-term trends
in the trade pattern. Developing countrics may have to establish joint distribution networks in order to gain
increased access to the SEM for their manufactured food products. However, due to the expected higher
income in the EC and on the assumption of existing income elasticities, there should be some possibilities
for developing countries to increase their food exports towards the EC. The total developing countries’ food
exports are thus likely to increase. To what extent manufactured food exports of developing countries can
benefit from these trends is however less clear.

On the question of national strategies, it was poisted out that agriculture, food manufacturing and
the services geared to these activitics, form a complex - the agro-business - which should be addressed and
analyzed as a whole. The paper under discussion had shown that the large majority of exports of developing
countries were food commodities while only a fraction of total exports were secondary food exports. This
would suggest to imply that developing countries are only strong in exporting food items in a raw form and
not as manufactured goods. However, this picture may be extremely misleading as the case of Brazil shows.
The largest food exports of Brazil arc indeed commodities such as soya beans, orange products, poultry etc.
But all these commodity production systems are extremely technology and service intensive (including
marketing, the creation of distribution systems etc). The creation of such complex technology and service
intensive production systems in commodities enabled Brazil to gain international competitivencss by making
better use of economies of scale, and they guarantee the country a high value added.
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On the other hand, there are a number of very simple low-tech manufacturing activitics in food
processing which scarcely improve the value added position of a developing country. It is the value added
of agro-business as a -vhole which really counts and not the gquestion whether a certain manufacturing activity
is undertaken in a developing country or not. In the promotion of agro-busivess special emphasis has
howewver 1o be given to the question of environmental sustainability as the loog-term cost of a “non-
coviroamental” equibbrium may be very high. Also the costs of “non-quality” may be extremely high.
Overall, it is important to have a balanced growth in agro-business. If onc concentrates oaly on onc clemeat
of agro-business, costs may be high as well. Market information is also important. For cxample, some time
ago there was the idea of developing silk trade in India and thus silk production in India. After the industry
bad been developed, it turned out that there were no export markets for these industries.

On the technology issues, it was pointed out that the problem for developing countries is not only
that the EC moves up-market through R&D programmes (seed banks, intensive cultivation ctc). The
problem for developing countries is that many of the EC R&D programmes are also designed to improve
traditional fields of food processing. Thus, it would scem important for developing countries to be given the
opportunity to participate in the R&D programmes of the EC. However, it was also noted that R&D
programmes of the EC concern only pre-competitive research. Thus, one should not over-emphasize their
importance. Most of the results arc published anyway and can be directly used by third partics as well. The
results so far achicved have not been very promising and were not really appreciated by EC industry. They
do not seem to have given EC industry a competitive advantage because the results were basically open to
all interested parties. Therefore, EC industry actually opposes these programmes in the food sector as they
have not delivered results which could bave made food industry in Europe more competitive. Although it
should be relatively easy for developing countrics to participate in these programmes - as long as they pay -
it does not seem to be an advisable strategy.

The resecarch activities which really give EC firms a competitive edge are cither done in-house by
the large EC corporations or by private EC rescarch firms. These private rescarch firms are engaged in
activities such as animal breeding, pig meat and poultry improvement etc. The real problem for developing
countries to be addressed is how to benefit from this private rescarch in the EC which is much closer to the
commercialization phase. Pre-competitive EC programmes are not really a belp to industry. Far too much
importance is attached to thesz programmes which does not correspond to reality. So far, most of the
programmes have failed to give rcal assistance to EC industry. Thus participation of developing countries
in EC R&D projects does not scem to be a very promising strategy. One should not be too optimistic in
this respect. The EC would certainly not mind baving third countries participate - on a project basis.
However, EC programmes are designed in such a way that a third country can only participate on a project
basis and not on a programme basis. In any case, the third country would have to pay 100 per cent of its
R&D efforts. Given the pre-competitive character of these programmes, the potential benefits for
developing countries seem to be rather limited.

On the question of consumer pressure within Europe, it was stressed that developing countries
should be aware that consumer pressure in Evrope is growing. Eavironmentally unsound production or
production based on brutal exploitation of the workforce in developing countrics is thus likely to be labelled
as "unfair’ and may be subject to boycott. In Switzeriand, for example, there has been a very successful
campaign by consumer associations to boycott the products of firms known to use child labour in third world
countries. Similar campaigns in Europe based on the argument of “unfair labour practices” are likely to gain
momentum in the years to come.
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v TEXTILE AND CLOTHING INDUSTRY

The paper on the textiles and clothing industry’ was presented by Mr._Veli Matti Kankaanpii
(UNIDO couasultant). The main points were as follows.

Although there was some investmeat going nto EC textile and dothing industry, the EC textiles and
clothing industry was not givea the same priority as other industries such as electronics. Its share in total
EC investment in recent years was thus relatively meagre.

The new chalienges for the EC textile and clothing industry are the economices of the former East
bloc. A new outward processing traffic (OPT) netwock was emerging between the EC and Eastern Europe.
Espedially Poland, Hungary and Rumania are at the forefront of this co-operation which will increase
Europcan productivity and reduce the costs of production. The republics of Yugoslavia, due to the internal
crisis, on the other hand, have lost their importance as an OPT partner, for the time being,

Wages are still significantly lower in former East bloc countries than in Western Europe, but so is
productivity. Labour productivity in Poland, for example, is still ouly onc ffth of that in Germany. But with
new technology  productivity in former East bloc countrics is increasing quickly. At the same time,
productivity in Germany - although the highest in Europe - is low if compared with that of many NICs. In
the Republic of Korea, for example, a weaving mill works on average 7000 hours a year compared with 3000
to 5000 hours in Germany.

Standardization has so far only occurred i home textiles and protective clothing.

The demand for quality products has certainly increased in Europe and this tread is likely to
continue.

A pew feature of the European textile and clothing industry is the rapid decline in profitability in
distribution. There is increased pressure from the retail trade on producers to cut costs as well, and many
producers are thus obliged to enter into OPT activities which could benefit developing countries. However,
the bulk of these activities is gotng to be directed towards Eastern Europe.

The reason for this is not only the low wages in Eastern Europe but also the proximity of Eastern
Europe and the changes in the consumption pattern. In many cases, two collections a year are not enough
any more. In order to cut costs, retailers have started to reduce their stocks. They order smaller quantities
but at a more frequent rate, and they change their orders significantly during the scason. Producers have
thus to become more flexible as well. Time is becoming the key factor. Systems in Europe have already
been established - and they include producers of Eastern Europe - which allow for a period of just two weeks
from fibre to finished garment. Twelve collections a year have thus already become a reality for some
producers.

These changes under way should prompt developing countries to either participate in production
and distribution networks as subcontractors or to build up their own production and distribution networks
in Europe. But developing countrics have to understand that in any case "time” is the new key factor if they
want to be successful on the European market. Developing countrics must be aware as well that if time is
the key factor they might have to restructure the whole production chain from weaving to finishing in order
to increase flexibility. But this may be expensive. For most developing countries, the more appropriate
approach may therefore be to look for a competent European partner who has the necessary distribution
network.

Overall, the removal of internal GSP quotas in EC member states should offer some possibilities
for the majority of developing countries. However, before 1994 no improvement for developing countries
in respect to access to the EC market can be expected.

3 “The textiles and clothing sector”, UNIDO, ID/WG.523/3(SPEC.), 9 March 1992,
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In the discussion which followed, trade policy received particular attention. A positive end of the
trade negotiatioas in the Uruguay round would certainly be to the advantage of developing countries and
would help them increase their access to the European market as well. But so far, no agreement has beea
coacluded.

Developing countrics in general, and India in particular, bave so far been specialized in the low price
brackets. In India most garments producers are small firms. When the EC national markets merge to one
large EC Single Market, there is a bke lihood of further coacentration in EC distribation systems. This could
also mean larger lots. Such community wide orders would however be extremely difficult to fulfil for smail
scale producers. With the entrance of new members into the EC and closer co-operation with Eastern
Enrope this problem would even increase. Tt: outcome could be once again a dedline in Indian hntshed
product exports to Europe. Developiag countrics such as India thercfore necd additional assistance for both
quality improvemeat of national resources anae for new mechanisms to cope with the structural changes oa
the demand side.

Although the abolishment of national guotas within EC member states should make it casier for
developing countries to expand their markets m Europe, it is probable that this advantage will be to the
benefit of larger companics from developimg countrics and at the expense of smaller companies. If a
developing country is characterized by rolasively small production units, it cannot be ruled out that this
country is actuafly not be in a position to take full advantage of the new possibilities offered by the SEM.

The 5EM is seen with some suspicion in Thailand. Arcund 20 per cent of Thailand’s exports in
garments goes to the EC, most of it 1o the UK In order to promote exports and international
competitiver.>ss, Thailand subsidizes its textile sector. The EC has reacted with countervailing duties. In
Thailand, there is ihe fear that Europe based on a SEM would react even more drastically. Even if Thailand
wanlts to abolish its subsidization system, it nevertheless needs time. In the Uruguay round tariff cuts are
foreseen, but they are of no use if countervailing duties are used instead and Thailand is not in a position
to simply abolish its subsidization system from onc day to the next.

There is a likelihood that the EC will in future use the countervailing duties instrument more
“efhcicntly” if the slightest form of subsidization can be found. With competition increasing in Europe, more
cases based on "unfair trade” arguments will be opened. Thus, developing countrics will have to take care
in order not to give the EC reason to charge their exports with countervailing duties. Nevertheless, tariff
barmonization should work in favour of developing countries.

The case of India was also quoted in this context. India has been forced by international institutions
(IMF, World Bank) to abandon the subsidization of exports. If the EC uses countervailing duties to react
to exports which were subsidized, one should not oppose such measures. Otherwise countries like India,
which were forced to abandogo subsidization, would always be at a disadvantage. As long as countervailing
duties guarantee equal chances for all exporters they are certainly justified.

The central issue for most developing countries in connection with the SEM and the textile sector
is the question whether the abolition of naticnal country quotas will actually raisc the overall quota for
exports into the Community. AnothetqueshonlswhelhcrtheECmarkctwlllexpandandmcreascthc
export opportunities of developing countries.

For Brazl, it was felt that the SEM will indeed help in gaining access to the Europcan market. So
far the national quota, for example, in France for Brazilian garments was so small that it amounted only to
a few days sale of garments in Rio de Janeiso.

On technological trends, it was aoted that with the emergence of synthetic fibre the border line
between the textile and the chemical industry has become blurred. The EC has invested beavily in synthetic
fibre production and the consumption of synthetic fibre is rising. Especially in this ficld the EC tries hard
to maintain a cotpetitive edge and is likely to emerge as a sew competitor for developing countries.
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Synthetic textiles do not only offer possibilities for garment produciion but also for some high-tech
branches such as civil engincering, the asrospace industry, and also for some more traditional goods such
as carpets. Thus, the textile industry is diversifying and moving towards some high-tech applications in the
industrial field. It is this field which is highly profitable. Developing countries should be aware of these
trends and not leave the texdle industry to developed countries only. There is enough room for both
developed and developing countries in this area as the fields of applications are very wide.

However, it was also felt that if there is a tendency towards more synthetic fibre, this would affect
some developing countrics negatively, incloding India, which would be unable to compete.

The textile and garments industry has iraditionally played a major role in the industrialization
process of developing countries. The problem is that the possibilities for developing countries to follow a
successful industz"alizat;on stratsgy, based on textiles and garments, have declined. Especially the problems
of Eastern Europe and of the countrics of the former USSR complicate the situation. In the countries of
the former USSR there is a workforer of about 6 million people, many of them looking for opportunitics
to find new employmest in this sector. The Italian textile and garments industry was cited as producing with
a workforce of 300,000 approximately as much as the USSR produced with a workforce of 6 million, ic. only
slight improvements in productivity could raise output significantly (which may be a potential threat for
developing countries).

For countries in Central America improved links with Europecan firms through sub-contracting
should be envisaged. European companies should extend their production networks to Central America
which would enable them to penetrate the US market as well. Streamlining of logistic systems will however
be necessary in order to be successful. For Latin America in general it was suggested that the immediate
opportunitics in the textile and garments ficld are more in the first stages of manufacturing. Spinning is
certainly an arca which needs to be developed in Latin America, especially in Peru where the quality of
cotton is excellent. Another area would be leather clothes and the footwear sector, based again on the
excellent Latin American leather quality. Some possibilities certainly exist for sub-contracting as well. But
the time factor and transport cost will not allow for large scale-activities in this area to take place in the near
future. Nevertheless, there are still significant opportunities for development.

While sub-contracting or the creation of distribution networks are possible responses to the SEM,
it was pointed out that a major Brazilian textile and garments manufacturer had proved that a third option
exists as well. It invested in Europe (in Portugal and Spain) to build up production capacities where the
market is. The success was tremendous. Against strong competition the firm was able to increase its market
share in a short period of time and make profits. Public opinion in Brazil originally opposed such a shift
in production capacity towards Europe. But this opposition has ceased in the meaatime as this Brazilian
champion has indirectly opened the doors for other Brazilian producers. Thus for large companies, it might
be worth while considering shifting part of the production to Europe in order to increase the presence in
the Europcan market and avoid discrimination.

But in order to be successful in international markets, companies have had first to become
competitive. The competitiveness of Brazilian producers was only achieved through liberalization of the
Brazilian cconomy. It became clear that with existent national raw materials, the Brazilian producers could
bave never become competitive outside Brazil. So the tariffs for imported raw materials were reduced to
zero and now 80 per cent of raw materials for the textile and garments industry are imported. Nevertheless,
the value added could be increased. The value added is now based on production (especially due to
improved technology and management) as well as the creation of new channels of distribution. In a few
years time this process bad helped the Brazilian textile and garments manufacturers to gain international
competitiveness. The highest tariffs were reduced to 40 to 50 per cent and despite some fears the increased
competition did not ruin the Brazilian industry; on the contrary, it significantly improved quality and
international competitiveness of Brazilian producers.
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Although sub-cootracting has its advantages, it was also recognized that the bargzining power of
small producers in developing countries may be extremely small and is sometimes exploited by large
companies from developed countries. Thus there are a number of cases in which a developing country
enterprise (in an Asian LDC) is given $4 a picce for the production of a certain garment which is then sold
in Europe for $60, ic. the largest part of the value added chain often remains with developed countries’
corporatioas.

On the international division of labour it was suggested that labour-intensive and/or polluting lines
of production might be placed in developing countries while high-value added lines of production are going
to prosper in developed countries. A typical example would be the highly polluting dying processes which
will be shifted towards developing countries as eavironmental awareness in developed countrics increases.
This relocation of industrial facilities, nevertheless, could be a weaith creating mechanism which works in
favour of the poorest developing countries. There will thus be stronger intra-industry as well as inter- and
intra-regional co-operation, with intcgrated production facilitics losing some of their orginal importance.

On the position of Africa, it was pointed out that, while ¥ may be that the SEM will increase the
opportunitics for developing countries’ exports, in order to be able to export one needs products which can
be exported. So, what Africa needs is not only a free access to the SEM but production facilities to produce
the goods which may be exported to Europe. For some time to come, Europe will be pre-occupied with
Eastern Eurcpe. But it should also be made clear that there are costs of "non-Africa® which have to be
addressed as well. Looking at the statistics, one can see that Africa as a whoie plays some role for the
Europcan garments industry. But large scale OPT operations are basically confined to just two countries,
Tunisia and Morocco. These two countries are among the largest OPT partners. Apart from these two
Mediterrancan countries, exports to the EC are very limited.

Sometimes however trade policies of developing countries, which were not well designed, further
deteriorate the export potential. It was mentioned that in one country of the PTA area, export oriented
garments factories were not able to produce garmeats for export to the EC because they were not allowed
to import the necessary spare parts, due to the lack of foreign exchange. Examples of this kind were to be
found in a number of developing countrizs.

If Africa wants to reduce its import and aid dependence it must join forces and follow the EC
example by pursuing a policy of regional incegration. A positive approach in this context is the creation of
the African Economic Community. But in order to achieve a successful regional integration of national
markets, infrastructure in many parts of Africa still needs to be developed and improved. In order to
overcome the severe economic problems of Africa, Africa in addition needs European investment and
technology to be paid for by exports to Europe.

V. FOOTWEAR INDUSTRY

The paper on the footwear industry* was presented by Mr. Anthony Clothicr (UNIDO consuitant).
The following are the main poimts made.

Contrary to other sectors, the footwear sector enjoys very little protection in Europe. It seems that
in spite of all the apparent importance of the 1992 changes, there will actually be little real change in the
footwear sector because a relatively frec market has already been achieved both within the EC as well as
on the international level. With economies of scale not applying and market entry barriers very low, there
has been a pressure to relocate large sections of the footwear industry to low labour cost countries. Even
the Italian shoe producers experienced in the last three years a decline in their competitiveness vis-d-vis
developing countries.

4 “The footwear sector”, UNIDO, ID/WG.523/1(SPEC.), 4 March 1992,
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The EC seems to have given up the struggle to keep imports out of Europe and to keep producers
in Europe, knowing that this was a lost cause anyway. Duty levels and other trade arrangements have never
much inhibited the flow of footwear into the European Community. A great deal of footwear has entered
duty free under the GSP system. This has however not bencfitted as much the poorer developing countries
as the NICs, which have exported substantial quantities of footwear duty free using this route.

EC rescarch has not had yet any significant impact on the: European footwear sector. Under the
BRITE programme six projects out of 300 coacerned the footwear sector. EC sponsored projects are
bhowever at the fundamental end of the rescarch spectrum rather than market led. Because of the
burcaucracy involved, EC rescarch programmes bave been rather inhibiting for 2 number of larger
enterprises and there are some doubts whether the EC rescarch programmes make footwear producers
develop in the correct direction.

Product standards only apply to safety regulaticns to reduce imjury. Thus standards exist, for
example, for boots for construction workers or for ol rig workers to reduce industrial injury. However, the
regulations have proven an excelient barrier to entry for imports as well.

The next target will be the sports footwear sector. If standards were applicd, ¢ would affect
developing countries quite significantly as most of the very lucrative sport shoc production bas been shifted
to developing countries over the past years. Nevertheless, the barriers in this market segment should not
be 100 serious to create new trade distortions.

Environmental questions will play a more significant role in the future. So far, environmental
legislation did not bave any notable effect on the European shoc industry. But this is likely to change.
There have already been moves to climinate certain chemicals and materials from footwear production (such
as PCPs in Germany). Especially tanneries could be hit if covironmental legislation increased with cffluent
treatment becoming increasingly expensive. This could indirectly belp developing countries. On the other
hand, it is likely that exporters to the EC will have to comply with internal EC laws which prohibit the use
of certain chemicals and materials.

Regional policy questions could play a significant role in connection with the on-going restructuring
process in Eastern Europe. In the past very considerable assistance was given to the footwear industry in
Portugal. In order 1o accelerate the improvement of the economies of Czechoslovakia, Hungary and Poland,
schemes similar to those of the EC are likely to be introduced in these countries. What is still needed,
however, are key people to run those new factories successfully.

In the discussion that followed, the questions of design and quality were addressed. The example
of Venezuela was cited in this connection. Venezuela is certainly not a mass producer in footwear. Labour
also is not as cheap as in some other developing countrics. The Venezuclan footwear industry can build its
competitive edge only on quality. The problem of the Venezuelan footwzar sector is that there are no large
companics for which it would be casily possibie to penetrate the European market. Venezucla is
characterized by a large number of small companies. In the past Italian immigrants brought the shoe
industry to Venezuela. But this generation is now retiring and there is a lack of new entrepreneurs. Quality
is good in Venezuela but in design Venezuela is not always up to date. UNIDO could help Venezuela to
improve its exports to the EC and to other markets by further improving the quality of its resource base and
by creating mechanisms which would improve the design capability i Venezuela. Joint ventures with
eoterprises from Europe might be also of assistance in this respect. In addition, the question of an adequate
distribution network for the SEM has to be addressed as well,

The example of Egypt was also mentioned. For Egypt the priority is technical assistance to upgrade
its tanning industry. Only, once the leather quality is improved, new large investments into the footwear
industry make sense, Egypt’s shoc exports went to a significant degree towards Eastern Europe. However,
with the breaking up of the Soviet Union and the new orientation of Eastern Europe towards the West,
Egypt lost nearly all of its market in that region. In a very short time, Egypt succeeded in redirecting its
exports towards Western Europe by upgrading the quality of its footwear. Exports towards Germany and
France are gaining momentum. There is certainly a significant potential in the SEM, but further
improvement of quality will be necessary.
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It was pointed out that, while in many other sectors the success of exports to the EC depends on
the ability of developing countries to achicve more favourable trade regimes, the footwear sector reflects the
potcatial and competitive state of the industry of each developing country. As the paper had potnted out
Brazil experienced a significant success of its footwear industry in the 1970s. The reason given for the
stagnation of Brazil's footwear industry in the 1980s, i.c. the very restrictive import coatrols which were
inhibiting technical development, bave been removed in the carly 1990s. Before the Liberalization process
of 1990, especially chemicals for tanning were extremely expeusive and a bottleneck for the leather and
footwear industry. Since then the import for chemicals bas been hiberalized, and in 1991 also the imports
of machinery and spare parts was Liberalized. The oaly remaining problem is the quality of leather.
However, with MERCUSUR this problem will be also solved as Brazil will have access to high quality
leather from Argentina.

The question of EC assistance for quality improvement was raised, and it was indicated that if
rcasonable projects are put forward, there are certainly funds available for the upgrading of the leather
;uality in Latin America or other developing countrics. A special instrument is the "Enropean Investment
artners” which make funds available for the establishment of joint ventures. Multinationals are excluded
from this scheme. The idea is to bring small- or medium-sized Evropean firms together with enterprises
in developing countries. The EC Commission DG1 or the Commission delegates in developing countries
should be contacted for further infrrmation.

On the question of country of origin legislation the statement in the paper that it was mainly NICs
who benefitted from the open markets in Europe was referred to. It was pointed out that in today’s
integrated world it becomes ever more difficult to identify which product is produced in which country.
Intra-industry trade goes across borders. Thus, if Korea exports footwear to the EC, a significant number
of other developing countries bencfits from these exports as well. If Korean exports or the exports of other
NICs to the EC are restricted, other developing countrics will also be negatively affected.

Government policy on the industry in India was also discussed. While it was true that lack of
infrastructure has impeded the development of the footwear industry in India, it was not felt to be correct
that lack of progress was due to government policy as was suggested in the paper. Government policy gave
stronger emphasis to environmental issues, and this was necessary. Otherwise India would continue to attract
only low labour cost industrics as well as highly polluting industries. Although there is an interest in
altracting new industries, India must not remain an international dumping place for highly polluting branches
of manufacturing.

It was pointed out, however, that although it is correct that there is a number of highly polluting
tanneries in India which would urgently need at least some cffluent treatment, it was the Government’s
explicit policy in the past to attract such tanneries. Because of these Indian tanneries, a large number of
European tanneries had to close down, and many policy makers in Europe were far from happy to see this
happen. So, it is not correct to say that the EC or other developed countries dumped their polluting
industries of the footwear sector in India, but it was the Government of India which had found that tanneries
were a necessary clement in their overzll industrialization strategy.

On the general question of corporate strategy, it was observed that within the value added chain in
the shoc market an ever increasing share is going to services at the expense of traditional manufacturing.
Thus of the $20 ba global shoe market, only $5 bn go to producers and $15 ba to the distribution networks.
Indeed, significant economies of scale are not in shoe manufacturing but in the distribution networks.
Concentration thus takes primarily place in the distribution networks in order to make better use of these
economies of scale.

The question to be raised is whether it is really the correct strategy for developing countries to
concentrate on the manufacturing cide where the share is shrinking. If profits are made in distribution,
would it not be a strategy for developing countries to put less emphasis oo new manufacturing but more on
tapping the value added of the profitable distribution side? The Brazilian example of building up a brand
name in Japan using the name of an internationally recognized Brazilian sportsman was given as an example.
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On *.is questioa however, the point was also made that general advice to follow chinges in the value
added chain might be actually mislcading and put many developing countries oa the wroag track. Value
added figures by themselves do ot say anything about whether it is worthwhile engaging in a certain process
or nol. Even if the value added share of a certain process declines in relative terms vis a vis the total value
added, it still might be very profitable for 2 company to engage in this activity. To move towards processes
with more valuc added does not say anything about profitability; profitability might even decline. The
question to be addressed is in which economic activitics a company is able to usc its resources to make
profits in the long ron. There may be a number of cases in which more emphasis oa the distribution side
might increase overall profitability. It is clear that developing countries’ companics should then enter this
field. On the other hand it has to be said that the creation of whole distribution networks and the creation
of brand names needs significant investment. In many cases the competitive edge of developing countries
might not be in these activitics. Advice can be given only on a case by case basis.

VI.  CHEMICAL INDUSTRY
The paper o the chemical industry® was prescated by Mr, Willem Molle (UNIDO consultant).

Overall the chemical industry is already relatively well integrated in Europe. Nevertheless, the SEM
will certainly have significant implications for both the EC industry and the chemical industry in developing
countries. The chemical industry is not a very homogenous industrial sector. Thus a certain degree of
disaggregation is necessary as the different clements bebave quite differently. The four subsectors
investigated were thus the pharmaceuticals, festilizers, plastics and petrochemicals.

The pharmaceutical industry and the plastic industry have expericaced significant growth rates in
the EC over the past few years (5 per cent per annum), but petrochemicals also showed relatively good
growth rates (3 per cent per annum) while fertilizers experienced a decline (- 2 per cent per annum).

Generally, the chemical industry is highly concentrated. Four of the world’s five largest firms are
of European origin. The five lazgest firms have 40 per cent of world turnover. In other words, there is no
major industrial sector in which EC firms are as important and dominant as in the chemical sector.
Notwithstanding the concentration, competition is very strong. The chemical companies operate on a global
scale. For new companies to enter the markets, there are a number of significant entry barriers. Economies
of scale, high R&D investment, patent life regulations and strong marketing efforts by the large chemical
corporations make it difficult for new entrants to penetrate the EC market.

In response to ficrce competition, company strategies of EC corporations bave been directed towards
stronger high-value added production, rationalization of operations and towards the core business (to go back
to a corporation’s "basics”, i.c. the o:'ginal core business where the competitive edge of the company in the
market has been). Overall, the restructuring which took place in the chemical sector in the EC as a response
to the challenges of the SEM has strengthencd the competitive edge of the EC chemical industsy both in the
EC market and on the global scale. Nevertheless, trade creation in the chemical sector is likely to be more
important than trade diversion. This is due to the fact that the chemical industry is interrelated more than
other sectors with the whole EC economy, so that additional growth in the EC economy as a result of the
SEM immecdiately translates into growth of the chemical sector and into increased imports. Regarding
investment, on the other hand, there may be some diversion from new investment in the ciicmical industries
of developing countries to new investment in the EC as the cost of labour plays a minor rolc compared with
the question of the availability of a highly qualified workforce and a good infrastructure.

5 “The chemicals sector”, UNIDO, ID/WG.523/7(SPEC.), 18 March 1992.
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On the whole, industrial polices seem to play only a minor role for the further development of the
chemical sector in Europe. The research budgets of the targe European corporatioas are significantly larger
than the EC funds available for rescarch purposes. So, the possibilities to direct or influence the bebaviour
of large EC corporatioas by monctary incentives are rather limited. EC research is pre-competitive and thus
the financial funds made available and the output of the rescarch are often of more interest to European
universities than to industry. What may be important is that existing price differeatials in the different EC
markets are going to decrease as a consequence of the SEM. This will reduce profits and might reduce, as
some industrialists claim, the incentive for EC corporations to eagage into cost intensive R&D activities.
On the other hand, patent Life is likely to be increased and this will make the success of rescarch activities
more lucrative.

Regional policies bave not played a major role in the chemical sector so far. In connection with the
restructuring process of Eastern Europe, this situation might however change.

Standards are of course of mportance. The harmoaization of standards was at the heart of the
White Paper put forward in 1985 and the Single European Act of 1987.

Environmental issucs will certainly gain in importance in the years to come. If the environmental
legislation, such as the planned CO, tax, should be too severe, a shift towards other regions is likely to occur
which could benefit developing countrics. In the pharmacectical sector, Latin America especially would
benefit from such a move. For fenilizers, North Africa and the ACP countries could be expected to be
prime beneficiarics. For plastic production the prime beneficiarics would be countries in the Gulf region,
in Latin America and some ACP states. For petrochemicals a relocation of industrial capacities would
primarily benefit the Gulf region. Generally, developing countries with low feedstock prices and a less severe
environmental legislation than the EC will be prime beacficiaries of production capacity shifts out of Europe.

In the discussion which followed production possibilities for developing countries were examined.
It was pointed out that tie chemical sector offers an extremely large area of manufacturing possibilities for
developing countries. Although European companies may ho'd a strong position in their core markets, there
arc ample opportunities for developing countries at all stages of chemical production as well. A good
example for simple downstream activities in the chemical sector is plastic moulding. Packaging for
pharmaceuticals may be another area for developing countries to enter the chemical sector.

However not all options are possible. R&D expenses increase dramatically in the chemical sector
and research has become a high nisk activity. It would be bad advice to tell developing countries to take such
risks and engage themselves in high-tech industrial activities in the chemical sector in order to enter high-
value added market niches. The best opportunitics for developing countries are certainly in the low-tech to
middle-tech areas of chemical production. Ounly once developing countries have a firm grip in these areas,
they should think of moving up-market.

The example of Venezuela was given. It has feedstock at very low prices and companies settling in
Venczuela could supply the whole of Latin America and even the USA. Venezuela is keen to attract
Europcan investment in this industrial ficld. In Arsgentina, the chemical sector was so far controlled by a
large state-owned company which was also suffering from low capacity utilization rates and which had to be
heavily subsidized in order to generate foreign exchange. Finally, the cnterprisc was sold to the private
sector at an extremely low price. The hope is that this enterprise is now going to move up-market to more
sophisticated products and that it can make better use of the complementarities of the MERCOSUR.

Following the import substitution path, Brazil developed an overall large, but very fragmented
chemical industry. In most areas the critical mass to enter into necessary R&D activities was not reached.
Important R&D activities arc only carried out in the Brazilian petroleum corporation but hardly at all in the
fragmented chemical industry. Overall, the import substitution path led to a stagnation of the Brazilian
chemical industry. However, on a sideline Brazil succeeded. Due to the import substitution policy, Brazil
had also to develop its own equipment for decp sca explomuon of oil fields and in this area Brazil has
gained a compcu(we strength on which it can build oo in the future. With pnvanzauon and liberalization
of the cconomy, it is hoped to reactivate the chemical industry. However like in other countries, Brazil's
chemical industry is ncgatively affected by global ovcr-capaanes in basic chemicals. At the moment,
exporting companies can on average only earo 10 per cent on vamblc cost, i.c. the companies are not able
to recover their fixed costs.

*\



-2-

Howeves, with respect to the investment strategies of EC firms, givea the capital intensiveness of
modern chemical plants and thus the long-term engagement, it has become clear that the perceived risks play
a major role for decision makers at the corpocate level. These risks go beyond political risk. Plants whick
are nearer to the headquarters are easier to control and thus pose less risks to the management in the
headquarters. The complex technical nature of modern chemical plants and the danger of accidents duc to
mistakes by a labour force that is not well wrained or that is not aware of all the implications of its actions
poses a potential threat to the security of the plant and thus to the economic performance of the corporation.
There are now cases in which corporations are only willing to open new plants overseas if all engineers and
all technical personal are recruited from existing plants in Europe in order to minimize risks. Agaim it was
pointed out that there is over-capacity world wide in basic chemicals, including petrochemicals. A significant
number of developing countries is affected by this glut. Whereas developed countries have been able to
move up-market, developing countrics face the problem of having to compete in markets of global over-
capacity and they suffer losses.

It was mentioned that in the late 1970s and in the 1980s a number of countries in the Gulf region
built up a modern pesrochemical industry using the latest technology available. However, all these industrics
suffer now from low capacity utilization rates as they rannot sell their products to Europe because of the its
trade policy. Local demaad is not large enough to absorb the excees quantities of these export oriented
industrics. Better access of these industries to the European market would thus be of prime importance to
courtries in the Gulf region. Reference was made to ongoing ncgotiations concerning the conclusion of a
frec trade agrecment between the Gulf Corporation Council and the EC. It was pointed out that, with
independent oil producing countries taking over their oil ficlds and oil production from the multinational
companics in the 1960s and carly 19%0s, the original chain from production to final consumption was
interrupted. From this moment on, OPEC countries were responsible for production and the multinationals
for refining and distribution. The strategic mistake of oil producing countries after the first and second oil
price hike was to invest in Europe and the USA in a wide area of activities, i.c. into all different kinds of
industries, into housing, offices, botels, etc., instead of closing first the production-consumption chain by
investing strategically into distribution networks of petrochemical products.

It is logical that in times of global over-capacitics multinationals buy refined oil products primarily
from their own refineries in Europe or the USA. Without distribution networks of their own, oil producing
countrics my'st have problems in finding <ustomers for their manufactured products, irrespective of official
trade policies pursued by the EC or other developed countries.

In discussion of the trade issue, it was further suggested that in trade talks it would make sense to
point out the differences of variable and total costs and to set rules which apply to everybody. If developing
countrics, which only recently have set up new factories, sell at variable cost plus a small margin to the EC
o7 other developed countries because they cannot find a market for their products at total average costs, this
is regarded as "dumping” and entails negative consequences for developing countries’ exports, including
countervailing duties, loss of quotas etc. This may then decrease their capacity utilization rates even further.
On the other hand, old chemical plants in Europe or other developed countries, which were already written
off, can de facto scll their products globally at variable costs plus a small margin without this being regarded
as "dumping”. These producers are not compelled to charge a fixed cost element on top of their variable
costs as long as they can prove that their factories have already been written off. For them variable costs
correspond to total average costs and the odd sitvation occurs that old factories are allowed to run at nearly
full capacity while new factories in developing countries are left partly idle.

In discussion of the environmental question, it was pointed out that opportunities for developing
countrics had been suggested in arcas which are cither polluting or which have a very low value added.
From a moral point of view, this is unacceptable. Developing countries should not be the dumping place
for polluting industries of developed countries or of industries which generate hardly any value added. This
is certainly no solution for developing countries’ problems,
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The problem in many developing countries is that policy makers have not really been aware of the
risks involved in attracting foreign investmeat, especially in the chemical field. Developing countries’ policy
makers should pot allow developed countries 10 solve their covironmental problems on the back of
developing countries. If developed countries wish to get rid of their polluting industries, they should also
be prepared to pay higker prices for the products of these industrics, so that new and less polluting
technologies can be incorporated in building up these branches of industry in developing countries. It was
not acceptable that "deadly” industries be simply shifted from developed countries to developing countries
without significant improvements in technology taking place, only to enable developed countries to move into

new, less polluting and higher value-adding arcas of manufacturing while developing countries are left alone
with their environmental problems and with industries which may even generate losses instead of profits.

However it was pointed out that no developing country is forced or will be forced to accept the
establishment of a chemical industry in its country against the will of its policy makers. The reality is
completely different. Nearly all countries, including developing countrics, are cager to attract new investment
in the field of industry. The EC certainly is not pushing these industries out of Europc and towards
developing countries. On the contrary, the EC Commission tries hard to keep the chemical industry in the
EC. However, if covironmental legislation, influenced by public opinion, gained momentum in the EC,
there would be a certain likelihood that other measures available to keep the chemical industry in the EC
would not be sufficient. The EC chemical industry might be tempted to look for other places to produce,
and this search would include developing countries as well. If one developing country does not grasp the
opportunity, other countrics will certainly do.

There are certainly good reasons to shift polluting industries out of Europe. A chemical plant might
posc a problem to areas with a large number of other polluting industries and a high concentration in
population which do not offer possibilitics to set it vp outside such conglomerations. It certainly would not
make sense to shift such an industry to a developing region such as Taiwan, for instance, which has similar
or even worse environmental problems than the EC and an even higher concentration in population.
However, the same industry may be perfectly suitable for the deserts in the Gulf region where it could prove
to be an interesting income and wealth creating device for the local population which does not necessarily
have to live n=xt to the factory.

Attention was drawn to a trade-off between industrial development and environmental issues. If a
country wants to develop and create income and wealth for its people it has to attract new industries. Only
whea it has reached a certain level of development it can afford to follow a more selective industrialization
path, and then it will certainly increase its environmental standards. This again may make polluting
industries leave and chose countries at a lower level of development as production sites where the same
process is then repeated. Thus these shifts should not be seen only negatively, since they are part of the
global industrialization and wealth creation process.

The example of India was cited. It has over the years developed a chemical industrial sector of its
own. However, the Indian chemical industry is not large enough to engage significantly into R&D activitics
and this again makes it difficult in the EC to competc. There has been a significant amount of foreign
investment in chemicals as well. In the past, there was however not enough awareness of the risks related
to the chemical industry. The dramatic accident of Bhopal has certainly changed public awareness in India.
Environmental issues are now treated much more seriously and it has become clear that foreign investments
in chemicals have to be checked much more thoroughly by public authorities in order to avoid another
accident of this kind. It was also stated that companics from developed countries often employ "double
standards” when producing in developing countries. They produce a number of products or engage in a
number of poliuting processes which they would not dare to do in their country of origin. It should be clear
that environmental issues must not be ignored, neither in a developed country nor in a developing country.

The particular situation of Africa was also addressed. Developing countries in Africa are faced with
a special dilemma. They cannot enter the market for basic chemicals because there is already a glut with
over-capacities world-wide. For more high-tech chemicals they lack R&D experience and funds. Finally,
they do not have the distribution networks to sell their products in the EC
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In other words, they can oanly produce for the small domestic markets and this may be very
imefficient due to the lack of economies of scale. The result is that these countries have no other opportunity
bt to rely on their traditional exports of raw materials to the EC and other developed countries. Structural
imbalances in the global economy are thus perpetuated.

In conclusion, the importance of information about global trends was emphasized. A developing
country policy maker should not expect any longer that the technical life of a factory is identical with its
economic life. Rapid changes in technology have shortened the cconomic life. These trends are certainly
not directed against developing countries, they simply occur.  Nevertheless, developing countries’ policy
makers have to be aware of these trends in order to react correspondingly.

VII.  STEEL INDUSTRY

The paper on the steel industry® was preseated by Mr. Peter Wisinger (UNIDO consultant). The
following are the main points.

The global steel industry stagnated over the past 15 years. Global stcel production reached
740 million tons in 1974 and it stands now at 734 million tons (1991), i.c. below the 1974 figures. From 1974
to 1977 steel production was below the 1974 level. In 1977 and 1978 it surpassed the 1974 levels before
falling back again after the second oil price increase and the recession in the early 1980s. From 1984 to 1990
steel production gained momentum and in 1990 it reached 770 million tons before collapsing to 734 million
tons in 1991

If one analyses global steel production, one can sec that OECD steel producers kept their
production levels stable in the 1980s (112 million tons in 1981, 114 million tons in 1990) while the big winners
in the 1980s were the developing countries which almost tripled their production output (from 10.6 million
tons in 1981 to 27.2 million tons in 1990). Thus, about 80 per cent of the total increasc in world steel
production in the 1980s was accounted for by developing countries.

Eastern Europe and the USSR also increased their production in the 1980s (from 19.5 to
22.1 million tons). However, due to iheir needs for restructuring and the collapse of markets in Eastern
Europe and the former Soviet Union, production figures in 1991 are expected to have declined. In any case
they are expected to decline in 1992 to between 40 and 50 per cent of their levels of the late 1980s.

The progress of developing countries can also be seen by looking at global steel trade. Developing
countries managed to more than triple their exports to industrialized countries in the 1980s (from US$ 2.3 bn
in 1980 to USS 8.5 bn in 1989), and they tripled their exports to other developing countries (from USS$ 2.4
to US$ 7.3 bn). Exports to Eastern Europe also increased (from US$ 0.3 to USS 0.6 bn).

Although industrialized countrics managed to increase their exports to other industrialized countries
(from USS$ 38 to USS 54 bn) in thc 1980s, their exports to developing countries stagnated (at around
USS 21 bn) and their exports to East bloc countries declined (from USS 5.2 bn to USS 4.1 bn).

The East bloc countrics increased their exports to developing countries in the 1980s by 55 per cent
(from USS 1.8 to USS 2.8 bn) and they more than doubled their exports towards industrialized countries
(from USS$ 13 to USS$ 2.8 bn).

® *The stecl sector”, UNIDO, ID/WG.523/5(SPEC.), 9 March 1992,
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With respect to technology policy, a comprehensive European policy on R&D and technology in the
steel sector was developed over the past 30 years based on the agreemeats of the European Coal and Steel
Community. The guidelines for rescarch activities are laid down in the EC framework programmes. The
latest guidelines are incorporated in the third framework programme which gives priority to information and
commaunication technologies (ESPRIT, RACE, etc. - 39 per cent of the total budget), followed by industrial
and matenial technologics (EURAM, BRITE etc. - 16 per cent of total budget). Co-operation with third
countries is possible through bilateral agreements or based on project-related participation. In the latter
casc, the third country participant bas, however, to look after its own administrative and financial
contributions. For the steel sector the Community has issucd mid-term guidelines for the ECSC programmes
called “Technical research for sicel” for the period 1991 to 1995 which cover rescarch for both process
innovation and product innovation. So far 101 R&D projects regarding steel and 14 pilot plant projects
received financial aid to the total value of 41 million ECU in 1990. Although not too much weight should
be given to the importance of R&D cfforts by the EC, it is nevertheless true to say that EC R&D efforts
stimulated scientific progress in the EC steel sector.

The SEM is of some importance to the steel sector, but the real issue will be the "Multilateral
Agreement on Steel Trade Liberalization” (MSA). Multilateral negotiations began in 1990 after the USA
had proposed a "multilateralization” of the bilateral "Steel Conscasus Agreements” agseed carlier between
the USA and other countries with steel importing interest in the USA. The MSA negotiations are not part
of GATT negotiations, but it is clear that a positive outcome of the GATT negotiations would also have
positive implications for the MSA. There are strong pressures in the EC and the USA to finalize the MSA,

but there are equally strong pressures against.

One of the major stumbling blocks in the negotiations for an MSA has alrecady been partly
climinated. The 7th revision draft of the MSA concerning subsidies contains almost the same wording as
the ECSC Steel Subsidies code. The basic idea is to allow some specified subsidies for research and
development, for environmental protection purposes and for the permanent closing of a steel producing
cntity. However, whereas all participants apart from the USA support the idea that subsidies which are not
prohibicd by the MSA should also not be actionable under national trade laws, the USA has so far not been
willing to accept such restrictions’ by the MSA.

Other issues discussed in the MSA negotiations concern uxport credits and tied aid. If an agreement
comes into force, it will be certainly much more difficult to use export credits or ticd aid to penetrate foreign
markets with steel products. The MSA will bring more discipline in this respect. The main argument is that
financing for steel plants and equipment should have nothing to do with steel trade. On the other hand,
MSA would provide for duty-free treatment for imports of steel products. It is intended that duty-free
treatment for steel products should be achieved in a five to ten years period. It is also clear that hidden
trade barriers will have to be stopped as well. The MSA contains a set of rules which should prohibit such
non-tariff irade barriers.

Another important question is dumping and the abuse of anti-dumping measures. The most
important proposal in this respect concerns the introduction of special anti-dumping rules. According to this
proposal the initiation of an anti-dumping investigation could only take place after a so-called multilateral
"Parties Group™ bad decided that there existed appropriate and sufficient evidence of dumping and material
injury.

All these measures, if adopted, would certainly work in favour of developing countries. On other
aspects of EC policy the EC competition laws deal with questions of mergers and acquisitions. In theory,
developing countries also have the obligation to comply with these EC rules, but in practice thresholds are
so high that EC merger control will not have any direct implications for developing countries’ enterprises.
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There is no EC or ECSC steei investment policy as such. However, a number of ECSC regulations
has had a strong influence on investment. Since the early 1980s, the European coal and Steel Community
(ECSC), set up in 1952, has sought to reduce capacity in crude steel and in semiproducts. The instruments
used were: a strict policy concerning governmeatal capital supply to state-owned steel industrics, the quota
system which de facto bad effects on investment, and the codex of prohibited subsidics which restricted
subsidies to rescarch and developmeat, to environment protection purposes and to subsidies used for the
permanent closing of steel plants. In addition, regional funds and structural funds had cffects on investment
decisions and the locations of capacities in the EC. They have also supported the teadencies towards
specialization and pecrmanent upgrading.

The EC has intervened little in cross country mergers and acquisitions and thus indirectly provoked
some investment into the modernization of the production processes without there having been an increase
in the overall crude steel capacity of the EC. These investments mainly concerned an increase in the level
of specialization and in the degree of finishing and have thus contributed to the reoricntation towards a
stronger value-added intensive production.

As Eastern Europe is going to be integrated into the European markets, it is clear that Eastern
Europe also has to bring down its capacitics in order to avoid new price wars in the European steel markets.
At the same time, the asymmetric trade policy established by free trade agreements between the EC and a
pumber of former East bloc countries will certainly intensify steel trade flows between Western and Eastern
Europe and it will give further strength to the process of intra-industrial specialization.

Over the past years, general investment conditions have changed as well Generally, one can see
a tendency towards a reduced state influence. Steel eaterprises will therefore increasingly have to rely on
their own resources for finance. Newvertheless, the steel sector will remain a basic industrial branch in
developed industrial countries as new processing technologies are going to be introduced. Within the next
ten years, the introduction of innovative production processes like thin strip casting can be cxpected which
will contribute inter alia to a more flexible capital use.

Standards are playing an ever increasing role for steel producers and steel trade. The trend towards
ever demanding standards may however coastitute a new kind entry barrier for producers from third
countries. In addition, exporters making deliveries from one EC country to another will benefit from
administrative simplicity which will not apply to the same extent for exporters from non-EC countries. EFTA
states are however in a more favourable position than other non-EC countries as they are already fully
integrated in the European organizations for standardization.

Environmental legislation could have severe cffects on the steel industries in EC countries. Taxes
on SO,, dust and CO, would drive up costs significantly for the EC steel industry and they could even
increase total emissions in Europe. Unless such taxes would be introduced on a global scale, the problem
might be that production would be simply shifted to the former CMEA countrics which still have ample
capacities available but at significantly lower environmental standards than one finds today in the EC. Thus,
the EC has already announced that the steel sector might be excluded from a new CO, tax. On the other
hand, if environmental legislation were introduced on a global scale, new technologies such as the COREX
or the FINEX process could be introduced which would boost natural gas consumption instead of the
polluting coal consumption and this would also lead to some processes being shifted to iron ore producing
countries beyond EC borders.

In the discussion that followed, the characteristics of the European industry were noted, following
on the ECSC. General tendencics have included a concentration process with 2 significant number of
mergers and acquisitions over the years. In this regard it was noted that India is still mainly a steel importer.
On the other band, India exports iron ore to the EC. The drive for cost efficiency in the SEM might prompt
the EC steel industry to increase pressure on India to reduce prices on iron ore. The more the EC steel
industry is concentrated, the more the bargaining position of India may decrease.

*\
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Orher tendencies in Furope included improved competitiveness, a push towards higher standards,
and an increased specialization in high value-added market niches. The same tendencies are likely to be seen
in the EC in other sectors after the completion of the SEM. Additional tendencies of relevance to
developing countries in the steel sector are that ordinary steel products are going to find a market in the
SEM as the EC specializes in high value-added market niches. There is a specialization in stainless steel
or in flat products; on the other hand, the production of ordinary bars has been stopped in most EC steel
plants.

With the globalization of steel production, steel trade will continue to grow, and there is also a large
potential for improved South-South trade. However, developing countries will face ficrce competition in their
market segments from producers of the former East bloc countries.

It was noted that the proposals put forward in the MSA negotiations in connection with a new
mechanism to avoid anti-dumping measures to be used as a trade weapon would certainly be of great
assistance to developing countrics. Although the MSA, if concluded, would scem to work in favour of
developing countries, there are a number of other metal producing or metal manufacturing industries such
as in the ficld of copper, zinc, etc. which are at least as important or cven more important for a large
number of developing countries than steel production. For these industries a kind of MSA agreemeat might
also be of importance.

On anti-dumping, while it is necessary to have a weapon against "unfair competition”, it is also clear
that anti-dumping measures have been used as a trade weapon by industrialized countries to fend off imports.
Thus, it is necessary to lay down the rules which can lead to an anti-dumping initiative. The international
*Party Groups” are supposed to act as an important filter in order to exclude unjustified proceedings from
taking place which otherwise would put a heavy burden on steel exporters from a developing countries. With
respect to export credits it is obvious that in times of over-capacity exporters try to sell by all possible means.
There will still be some type of supported credits or credits at market conditions which are better than what
the customer would otherwise get. However, all official export credits will have to be climinated if the MSA
is going to become effective.

In further discussion of market possibilitics for developing countries, it was pointed out that although
the possibilities for steel exports from developing countries might increase due to the completion of the
SEM, one cannot neglect the high costs for new integrated steel plants and the constraints that such expenses
may pose for the financial equilibrium of a developing country. For developing countries a frequent problem
is that there is no market for a number of intermediate products in the steel producing chain. Developing
countries are thus compelled to look for integrated steel plants instead of having the chance to concentrate
on a few gumber of processes where they might have a better competitive edge. However there is certainly
the possibility to co-operate with producers in other countries and to come to bilateral agreements.
Especially for developing countries, the development of “mini-mills” is interesting and there are a number
of producers in the EC which would like to get rid of their large integrated steel plants and to turn towards
morc flexible and less capital intensive "mini-mills’. Mini-mills in Northern Italy have proven their
competitiveness and "mini-mills” would certainly be of interest to a large number of developing countries as
well.

The example of African steel production was referred to. The 1980s were generally regarded as a
lost decade for Africa. However, in steel progress has been achieved and there are good opportunities for
Africa in the future. As African countrics do not have important investment in traditional steel technology,
they are able to directly enter the new direct reduction technology which is going to revolutionize steel
production in the next decades. Out of five factories which have been built in recent years three factories
in Africa are alrcady using this new technology. They are in Niger, Egypt and Libya. In Algeria, a plant
based on this new technology will be put into operation soon. African countries have large iron ore deposits
as well as other raw materials such as cobalt which are necessary for steel production. Africa holds now
around 1 per cent ofworldueclexpom.butthumllmaeasctozto-tper cent in the next few years.
Capacities for steel production in Africa will double in the 1990s. The direct reduction technology will also
open the doors for African producers to supply EC steel producers with a number of intermediate products.

In addition, the new technology will prompt the EC to increase their raw materials imports from Africa as
well.




VIII. ELECTRONICS INDUSTRY
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thanked Mr. Paul Hesp (UNIDO consultant) who together with him bad prepared the report on the
clectronics industry. The following were the principal points made.

The electronics industry has started to occupy a very significant place in world industry, both because
of its dynamic characteristics and because of its importance for the modernization of industry in general.
Progress in automation and process control increasingly depeads on inputs from the electronics industry.
The electronics industry is about to replace food processing as the number three among the manufactured
branches in terms of global MVA and by the year 2000 it is expected to be the world’s largest industry. One
major branch of the clectronics industry, the computer industry, employs over 3 million people.

The share of the EC in global production in clectronics as of 1990 was at about 25 per cent. Japan
held a share of 25 per ceat and the USA held a sbare of 37 per cent. Whereas the USA market share
corresponds to its production share, the EC shows a significant trade deficit in clectronics. Its market share
is with 30 per cent significantly larger than its share m global production. On the other hand Japan’s market
for clectromics (18 per cent) is smaller than its share in global production and it thus runs a large trade
surplus in this industrial branch. Although one should not over-emphasize the importance of balanced trade
links, it is interesting to note that Europe docs not have the lead in this very dynamic industry.

The share of the rest of the world in terms of production amounts to 13 per cent, in terms of
markets to 15 per cent. Many developed countries’ enterprises have production sites in developing countrics
which are included in the 13 per cent share. But as the demand for cheap labour has slowed down in recent
years it has become clear that developing countries cannot rely only on their availability of abundant cheap
labour. Other factors such as the quality of human resources and infrastructure play a role as well.

The actual players in the world market that dominate the electronics industry are a number of large
firms that are active all over the world from a home base in the industrialized countries. One bundred firms
accounted for almost 80 per cent of world sales in electronics. Of the hundred largest firms 43 are
American, 31 arc Japanese and 23 are European (most of these are from the EC). From developing
countries one can only find three firms, all of them are from the Republic of Korea. Thus, firms from
developing countries still play a rather modest role at the global level. The most important developing
countries with a domestic electronics industry are, apart from the Republic of Korea, Brazil, Singapore,
Taiwan and India as well as a number of Pacific rim countries, Mexico and Turkey.

The clectronics industry is characterized by a very high rate of innovation and by rising expenditures
for investment and R&D. Continuous improvements in performance of electronic products resulting from
innovation and fierce competition have excrted a strong dowaward pressure on prices. The time span for
new product cycles has declined significantly. The immense R&D costs are leading to an increasing number
of mergers and to technical co-operation agreements between major producers.

The major sub-groups analyzed in the paper were electronic components, industrial electronics,
telecommunication equipment, computer/office equipment, consumer electronics, and software production
which has gained importance in a number of developing countries.

The world market shares in components were 45 per cent for the USA and 34 per cent for Japan.
In general, Japanese firms dominatc the DRAM market, while United States firms dominate the
microprocessor market. Firms from the Republic of Korea have made considerable gains and are now
estimated to have 15 per cent of the world DRAM market.

7 “The electronics sector”, UNIDO, ID/WG.523/6(SPEC.), 17 March 1992,
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Telecommunications equipment has witnessed a serics of technological breakthroughs and the
development of Integrated Services Digital Networks (ISDNs). In addition, copper cabling is being replaced
by fibre-optic cables and wircless transmission, allowing a strong increasc in the volume of
telecommunications traffic.

A rapid increase in demand for telecommunications cquipment may be witnessed in the more
advanced developing countries. The lack of reliable, widespread telecommunications services in developing
countries has proven to be a major coastraint for their industrial development. However, it should also be
noted that progress in telecommunications technology has been such that it offers significant competitive
advantages for latecomers in this field.

On computers, there are now three major market sugments, PCs, workstations and minis, and large
system (so-called mainframes). The respective market shares were 35 per cent, 41 per cent and 24 per cent.
There is a global trend away from large systems and towards increased deceatralization and the creation of
petworks. Another important development is the trend towards "open systems™ where interconnections are
possible. Standardization, cspecially of the smaller, mass-produced computers, is now making rapid progress.
It has become clear that standards are important for producers as they reduce the risks for finding a market.

The major categorics of consumer electronics include video equipment (television, etc.), audio
equipment (radios etc.) and accessories. At present, the main new innovation about to be launched is High
Definition Television (HDTV) which will greatly improve screen images. The development of a standard
for HDTV has however been so far a controversial issuc. Without a European standard it is feared that the
Japanese standard for HDTV would evolve as the global standard and that this would put EC firms at a
disadvantage.

The USA is definitely the largest software producer with a world market share of around 70 per
cent. However, the software industry remains open to newcomers. It provides many niches for which
distinctive products can be developed. Software engincering can also constitute one major means by which
developing countrics can increase their international competitiveness. There is an increased demand for
integration services and systems engineering, especially given the broadening scope of telecommunications
and its convergence with information industries. Countries which have the human resources for software
production can also explore forcign software markets. India is the best known example in this respect. On
the other hand, software markets are also easily lost, i.c. software producers have to keep a close cye on
technological and market developments. In addition, the tendency towards global arms reduction will also
relcase a significant number of highly skilled specialists who so far have catered for the military complex.

In 1989, the electronics industry in the EC including software production and information services
accounted for 5 per cent of the GDP. By the year 2000 this share is expected to grow to 10 per ceat.
Computers and telecommunications equipment together account for more than 70 per cent of the output of
the EC electronics industry.

Nevertheless, apart from telecommunication and communication equipment, and scientific
instruments, the EC has a significant trade deficit which is likely to increase even further. Half of the total
trade deficit of US$ 49 bn is accounted for by computers, and one third by consumer electronics. The rest
is due to trade deficits in software, office automation and factory automation. Consumer electronics and
computers together are responsible for about 85 per cent of the trade deficit in electronics. The industry
is concentrated in the four largest EC economies: France, Germany, the United Kingdom and Italy. These
countries account for 89 per cent of production and 88 per cent of R&D. Among thc world top ten
clectronic firms are only two European corporations, Siemens (Germany) and Philips (Netherlands).

Imports from developing countries are particularly strong in consumer electronics. The Republic
of Korea and Hong Kong provided over 50 per of the EC imports from developing couatries in the late
1980s.
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The unification of the EC market and the application of community wide standards will lead to
potential gains in economics of scale, especially in telecommunications equipment.  However, stronger
competition from US and Japanesc suppliers in the unified market in Europe is expected. Overall, the
unification of the EC market should provide EC companies and foreign mvestors with a pool of qualified
labour which may be crucial for the future development of the electronics industry.

As in other high-technology industries, there have been strong takcover pressures in the European
clectronic industries. For the period September 1990 to March 1992, in a total of 203 mergers and
acquisitions involving EC companies, 72 were in the electronics sector and this tendency is likely to continue.
Apart from mergers and acquisitions there is a tendency among firms to make strategic alliances.

The Community’s trade policy has been to provide stimuli for the EC electronics industry by
focusing on openness in international trade and on fair trading. Semiconductors, photocopicrs, printers,
videorecorders and TV sets from overseas sources have been the subject of anti-dumping measures. In the
case of semi-conductors (DRAMs) an agreement was rcached with Japanese producers in 1990 after the
imposition of a stiff provisional anti-dumping duty. The outcome of the GATT negotiations is considered
to be of great importance, especially in the fields of semiconductors and cousumer clectronics where trade
barriers are considered as putting the Community’s industrics at a disadvantage in a number of overseas
markets.

In order to defend its share in the world clectronics industry, the EC has been supporting several
large research projects since the mid 1980s. The two most important ones have been ESPRIT and RACE.
Under the ESPRIT 11 programme, projects include the creation of multiprocessor computers, and projects
under RACE include rescarch in the field of fibre-optics in order to lay the foundation of "Integrated
Broadband Communications”.

EC researck has so far concentrated on the pre-competitive phase, and there has been little co-
operative follow-up among firms at the product development stage. It has thus been proposed that in future
programmes should encompass all stages from basic research to marketable products. Future research is
likely to focus on software development, computer integrated manufacturing, micro-electronics, peripherals,
telecommunications and supercomputers. So far, the EC has pledged approximately 40 per cent of the ECU
5,700 million budget for information and communications technologies.

Other relevant aspects of Community policy include action in the ficld of standards.

Regional issues centred on assistance to a number of EC countries or depressed regions within EC
countrics for re-training schemes.

With respect to Eastern Europe, it has not so far played an important role in world electronics.
Productivity has been low and *echnologics used were not the most advanced with the exception of some
military and acrospace related applications. The opening-up of Eastern Europe will lead to a vast increase
in demand for industrial clectronics as restructuring of manufacturing is going to take place. Another
important arca is the establishy .t of new telecommunication networks. But Eastern Europe will also
become interesting as a location for clectronics manufacturing activities because of the availability of
comparatively cheap and skilled labour. However, some re-training will still be needed.  Software houses
from developed market economies are already subcontracting production in Hungary. Major European
corporations (Alcatel, Siemens etc.) have already acquired a strong foothold in the telecommunications
industries in Hungary and Czechoslovakia through a number of joint ventures and in consumer electronics
firms from the Republic of Korea (Samsung and Goldstar) are already active in Hungary and in the CIS
producing colour TVs.
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Major developing countries producers in clectronics are Korea, China, Singapore, Malaysia and
Brazil. There is a concentration of production in the Pacific rim. In the new emerging division of labour
in the region, the Republic of Korea, Taiwan Province and Singapore are no longer a location for low-wage
assembly operation. They arc increasingly becoming the location of state-of-the-art production activities, for
which a highly trained labour force is needed. Korcan enterprises arc thus increasingly relocating more
simple operations to other Asian developing countrics, such as the Philippines, Thailand and Malaysia and
to industrialized countries in order to avoid trade barriers. Singapore is mainly relocating production
capacitics to Malaysia.

Whercas Korean R&D policy strategy focused on working closely together with the large private
companics by creating joint rescarch cooperatives, the approach of the Taiwanese authoritics in tae carly
1980s was to establish national standards for the BIOS of personal computers which then enabled small and
medium sized firms to coter production and start an export offcasive.

In China, the clectronics industry developed especially in the EPZ type facilities such as in the
Shenzhen Special Economic Zone where dozens of joint ventures with firms from the USA, Japan and
Europe were created. The large majority of electronics products produced in these EPZs are bowever of
a relatively unsophisticated nature. Outside the pacific rim Brazil is the only developing country which plays
a significant role in the world clectronics industry. Until very recently, the production has been primarily
for the domestic market and the clectronics industry was part of the import substitution policy of the
Brazlian government.

Further developing countries which have shown significant success in building up an electronics
industry over the past few years include Mexico, India and Turkey. Mexico attracted a considerable amount
of investment from industrialized countries during the 1980s. This was primarily US investment in assembly
operations, attracted by cheap labour and the proximity of the US market. By contrast, India has
concentrated on production for the local market. State interventions used to play a prominent role as India
was aiming at "technological self-reliance”. Thus, firm restrictions on foreign investment were introduced.
Foreign firms were required to enter into joint ventures with local firms. This made, for example, IBM
withdraw from the Indian market. With the policy changes under way, IBM and other multinationals have
started to reture to India. Significant success was achieved in the production of software.

In Turkey, the consumer electronics industry especially has grown very rapidly in recent years as it
has proven to be an attractive location for EC producers because of its proximity to the EC, low wages, and
cxisting association links with the EC.

The major implications of the SEM are the tendencies towards concentration in electronics industry
and the formation of strategic alliances as investment costs and risks increase. On the other hand,
international linkages will also gain in importance which may be to the benefit of developing countries.
Although concentration in the industry in developed countries may reduce the possibilities of competition
from developing countries, there should be nevertheless a large number of new opportunities for developing
countrics in niche markets of consumer electronics and in new hardware /software combinations that have
been overlooked by the large developed country producers. The key will be whether producers from
developing countries are flexible, agile, innovative and in touch with their markets, especially in the
development of new hardware/software combinations, putting together standard components in non-standard
ways. The overall trend towards standards should also be to the advantage of small developing country
producers as it gives them the necessary stability for their export products. Overall, the SEM is likely to
enhance the international character of the electronics industry and as technology diffuses across national
boundaries it also offers developing countries scope for innovations, new products and new producers
entering the market.
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In the discussion that followed, it was recognized that the electronics industry is a key industry which
must not be neglected by developing countries as it offers them inexhaustible opportunities for new products
and processes. Unlike for sectors such as petrochemicals, the market entry costs are very low. Developing
countries should nevertheless investigate and analyze carcfully their potential to participate in the global
clectronics industry in order to find out at what level they should enter. At the same time, more should be
dooe to increass the diffusion of new technologics in the clectronics industry in order to facilitate developing
countries to participate in this important industry.

Technological advance in electronics is so rapid that within an extremely short time equipment
bought is outdated and the same also applics to the establishment of factories in this ficld as well.
Developing countries such as Algeria have thus adopted a wait and sce attitude until technological advance
in this area has stabilized. It would be uscful if UNIDO could help developing countries to clarify what is
the state of the art and what can be expected in the near future. Policy makers in developing countries arc
no longer in a position to decide whether a certain technology is worthwhile being considered for production
purposes or whether it would be better to wait for the next generation of electronic equipment, and to enter
then into the production of electroaic equipment.

It was pointed out, however, that the electronics industry is such a broad arca that simple answers
cannot be given. The electronics industry is by no means a monolithic entity. It includes a vast variety of
operations. In many cases, our traditional classification system does not help us any more because of the
changes in applications due to the incorporation of clectromics. The main message is however that
clectronics does not necessarily mean large investment. It is the idea which counts. Electroaics industry and
the applications of the electronics industry can be developed at a multitude of levels. There are, for example,
a significant number of PC producing companies in Africa and the application possibilities of electronic
equipment arc tremendous. The real problem in most developing countries is the lack of access to
information. A small entreprencur in a developed country can go to a news stand and buy a magazine on
clectronics and develop his own ideas of how to make best use of new technologies available. In many
developing countries there is a lack of this basic information. It is the intellectual environment which creates
ideas of how to make best use of new opportunities,

Another shortcoming in some developing countries is the lack of coherence between trade and
industrial policy. Electronic equipment which is either not available or extremely expensive due to large
impor: duties can impede significantly industrial development. It does make a difference whether a small
entreprencur can go to the next shop and buy for a few dollars an clectronic kit to experiment with it. The
message should therefore be that clectronics must no longer be considered as a kind of "luxury item” but as

a necessary tool to create new manufacturing opportunitics.

It was noted that UNIDO has always given the necessary emphasis to the electronics industry as a
tool for developing countries’ industrial progress, and it becomes ever more clear that this strategy is the
correct one for a large number of developing countries. Studics of strategy by the World Bank and the
University of California were also noted. The case of Brazil proves however that even a wrong strategy in
electronics can be better than no strategy as this industry is so extremely dynamic. Two per cent of GNP
is already accounted for by the electronics industry, and with the modemization and expansion scheme for
telecommunications under way, the importance will certainly grow despite the opening of the Brazilian
market and increased competition from third countries. Before the starting of the liberalization process, the
well protected electronics industry was among the Joudest to protest against the opening of borders for
imports (comparable to EC farmers). However, two years after the process has started, the Brazilian
electronics industry makes even better profits than before, companies bave become significantly more
efficicnt and a wave of new investment is taking place. Foreign investment in the electronics sector is
flooding in as well,
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With respect to direct foreign investment, the clectronics industry has for many developing countries
the character of a rather footloose industry and it is not clear whether developing countries really should get
into it. If a developing country concentrates on mere assembly activities, the electronics industry may move
away again very casily. On the other hand, if a developing country trics itself to develop the overall spectrum
of the clectronics industry, it has to engage itself into a rather capital intensive venture and there is always
the danger of producing outdated technology in the end which can oaly be sold at very low prices.

With respect to the footloose character, it was acknowledged that it may be casier to attract the
clectronic industry to a country than to hold it in a country. A good example in this respect was a European
centre of a major American software company, Microsoft. In this centre, the software was adapted for the
different national markets in Europe. After several years of operation in Ircland, the decision was taken to
have the centre moved back to the USA. Nevertheless, one cannot say that a country should not try to
attract imvestment by international software houses or by the clectronics industry. With a number of
clectronic industries in onc country, others tend to follow automatically. Even if at a later stage onc or the
other industry may be lost again, it might have been worth the efforts.

With respect to trade, it was suggested that developing countries should not be overly optimistic
about frec access to the SEM. For countries outside the EC the danger of the introduction of trade barriers
always remains a possibility they should reckon with. Video equipment from developing countries was a
good example in this respect.

With respect to the influence of standards in electronics, the point was made that if EC standards
for hardware at all levels are introduced, this will certainly stimulate trade and give developing countries
increased opportunitics to enter the EC market. Concerning the protection of intellectual property rights,
it should be made clear that too rigid rules are not only against the interests of developing countries’
manufacturers but also against the interests of the EC.

There are two classic examples which support the argument. In the video market, two major
Japanese companies introduced their standards some years ago. There was one standard by Sony and then
there was the VHS standard. The Sony standard was much more sophisticated than the VHS standard.
However, Sony’s policy was to do all it could in order to protect "its” standard. The result was that a large
number of small and medium sized firms in Japan and in the Pacific rim took up the VHS standard instead
and in a few ycars time the VHS standard became the world standard while Sony lost its market as well.
The other classic example were the PCs by IBM and Apple in the late 1970s and carly 1980s. Whereas
Apple wanted to earn on all fronts, IBM disclosed its standard and made it possible for many producers to
produce IBM clones and equipment compatible with IBM computers. Nevertheless, in terms of economic
performance I1BM fared much better than Apple and IBM PCs became the industrial standard while it took
Apple a long time to recover.

If EC companies follow the IBM example or the example of the VHS standard, they have a good
chance to determine what will be the international standards, and developing countries would indirectly help
to make EC standards world standards. Otherwise, US or Japanese standards will dominate the international
scene. In the case of HDTV, EC policy makers will have to show which path the EC is willing to take. If
the EC is ready to make the HDTV standard available to developing countries, it would not only help
developing countrics, it would once again emerge as the industrial leader in an area in which it has already
significartly fallen behind Japan.

The software industry has certainly proven for India to be an area in which it could build up
international competitiveness. However, this is only true for software production for English speaking
countries. Thus, software exports to the EC are de facto restricted to the UK. The EC sc.ware market
would allow for much higher Indian exports if there were not the language problem which acts as trade
barricr. In order to better penetrate the EC market, India would need support in teaching major European
languages to software producers in India. If either UNIDO, the EC or individual EC countries gave India
assistance in organizing European language courses for Indian software producers, a major obstacle for the
further growth of the Indian software industry would be removed.
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A topic of particular concern to India is the increase in software piracy. In the software industry,
there has been in recent years a trend towards standard software. A large number of firms which in the past
were ready to pay for cnterprise specific software package have turned to standard software packages. This
would not be a problem if software piracy of these standard software packages did not ruin the market. As
demand for software has decreased because of piracy, the prices for software producers in India have in
some cascs declined to just one tenth of what they used to get a couple of years ago. The question of
inteliectual property rights has thus become a crucial question for India and it should be taken up by the
international community. Software piracy caanot be tolerated. As the software industry has ampie
opportunities for developing countries, it might be in the developing countries’ interest to see intellectual
property rights being respected on a global scale.

IX. ADOPTION OF RECOMMENDATIONS

Following the discussion of the issues paper and the sectoral papers, the Expert Group Meeting
adopted the following recommendations:

- The Expert Group Meeting on the Implications of a Single European Market for Industrialization
in Developing Countries, in the light of the analysis made of key sectors and the discussions held and views
expressed at the meeting, having at the same time also noted all major economic and social developments
worldwide, makes the following recommendations which are of particular relevance to UNIDO action:

(a) The analysis and conclusions of the Meeting on the Implications of the Single Market are of
importance for decision-makers in developing countries and cfforts should be made by UNIDO to bring
them to the attention of governments, the private sector and other interested parties (including Chambers
of Commerce, Federations of Industrics, etc.).

' (b) In general, there is a need for continuing analysis and assessment of industrial change under way
in Europe, in order to alert decision-makers in developing countries to key points of relevance to them. In
view of the volume of information involved, selective analysis and synthesis on the central issues is of great
importance.

'Y (c) The nced for information amalysis and dissemination is particularly acute in the field of
W environmental regulation (as well as in health and safety regulation) and in industrial product standards, and
) an analysis of their implications for developing countries is required.

A (d) General changes in industrial organizauon now under way, including those in connection with

' the Single Market but also in world industry as a whole, are placing new emphasis on industrial services and
production and distribution chains (which includes packaging, marketing, and the build-up of distribution
networks). Analysis is needed of new possibilitics for developing countries (including through regional co-
operation) that would allow them to access later stages in this chain. The possibilitics of international sub-
contracting and joint ventures should be examined from this point of view.

(¢) Further analysis of the impact of European R&D programmes may be needed to make a full
assessment of their relevance to developing countries, and their co-operative nature deserves careful
consideration as a potential mechanism for encouraging industrial R&D in - and for the benefit of -
developing countries.

() The SEM has as well as the NAFTA given encouragement to regional integration efforts in other
parts of the world, and regional integration, especially through increased flexibility and other measures and
a simplification of administrative restrictions to cconomic activity across borders, is a necessary response to
the competitive pressures of world industry. Special attention, bowever, necds also to be given to countries
for which regional integration is not an immediate possibility.
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(g) There is a need in developing countries for a much more active and integrated trade and
industrial policy: trade policy in particular needs to take account of the requirements of industry for
embodied technology as well as other imported inputs, while industrial policy needs to take more account
of the complex and changing international nature of many key industries.

(h) Industry policy makers need to take account of the ever increasing emphasis on timeliness and
quality of production to respond to the changes under way at intcrnational level. In order to achieve these

objectives improved working conditions and a fairer sharing of profits will be necessary as well.

(i) Industrial strategy formulation, at the regional, national or enterprises level has to be made with
sufficient knowledge of the technologies and market options available, and this should be regularly updated.
UNIDO should continuc to analyze developments within Europe and other regions, to be able to inform
policy-makers in developing countries, on a regular and timely basis, of what are the main developments in
world industry of relevance to them, and in order to further develop UNIDO’s own technical assistance
capabilitics. In view of the particular vulnerability special attention should thereby be given to the economies
of Africa and to LDCs in other parts of the worid.

X CLOSING OF THE EXPERT GROUP MEETING

The meeting was then closed by the Deputy Director-General of the Department for Programme
and Project Development of UNIDO. In his remarks he referred to the fact that 1992/1993 has become a
magic date. However one should not forget that the process towards European integration had started much
carlicr and since 1958 the objective of a Single Europcan Market was already clearly stated.

European unification began at a time when the chances for a recovery of Europe were rather
gloomy. The main idea was not to bave the inter-war years repeated with every European country regarding
its neighbour as a potential enemy, ie. the reasons for European unification were both political and
cconomic. The process of European unification then took more than 40 years to culminate in the creation
of the Single European Market as a first important step towards economic and political unification. Regional
integration is not a process which just happens overnight,

There are now numerous efforts in developing countries to follow the European example and create
similar mechanisms for regional co-operation. These cfforts are certainly a promising approach to achieve
economic growth and political stability. But one should not expect too much from such efforts in the short
run. Regional co-operation and integration needs time to show positive results. Regional intcgration efforts
not only need political will and the harmonization of laws and regulations, but also need investment in
infrastructure and mechanisms to distribute cost and benefits in a just and efficient manner. The SEM will
certainly have important conscquences for third countries, although other events and global tendencies are
at least as important for developing countries as the compietion of the SEM. A successful conclusion of the
Uruguay round of the GATT would certainly give a new impetus to global trade from which both developing
and developed countries would benefit.

The Deputy Director-General then thanked all participants for their active participation in the
meeting and the Government of Netherlands for having enabled those highly interesting and fruitful
discussions to take place. In reply, Mr. J. Kramer, Alternate Permanent Representative, Permanent Mission
of the Netherlands to UNIDO, expressed his appreciation of the arrangements for the meeting and the
valuable discussions that had taken place.
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