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PREFACE

nemadmofﬂleSblgIeEumpeanMarkainhcmousipiﬁcnluepin
economic integration so far taken. 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 Community 1o be achieved by the end of 1992.
mmmmmqwmmwmmm
be expected to have significant impacts beyond its borders.

UNIDO, with financial support from the Govemment of the Netherlands,
held an Expert Group Meeting from 18 to 20 March 1992 in Vienna to
examine the main implications of this process for industrialization in
developing countries. The expected growth effects of the Single Market will
hawinlplicaﬁmforﬂlemidmmmincm&ngchmgcthdemd
investment patterns. Other associated EC policies, especially in the areas of
Standards will also affect a wide range of industrial sectors, and thus the
prospects for industriglization in developing countries. The Expert Group
Meceting reviewed the implications in terms of key industrial sectors: food,
textiles and clothing, footwear, steel, chemicals, and electronics.

Thepz:aupapadmwxonthesmdiacaﬁedaahpmpmmbuforlhe
meeting, together with the discussions at the meeting itself and other
mamﬂhwdamwmhiaﬂmmwyo[mequfm.
Hmvever,duetothecomplaﬂyaflheﬁsua,i:ismwkagedlhafﬁmha
malynkalammdaailcdlewlmcybeundawkminﬂwﬁmw. This
paperirnolhuendedwmplaceﬂlemponoflhemaﬁngwhichisbeing
issued separately.

nepapampmpmdbymkegionaldeoumySmdiesanchof
UNIDO, with Dr. Thomas Pietschmann as UNIDO consultant.
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L INTRODUCTION AND OVERVIEW

This paper draws on the discussions at an expert group meeting held by UNIDO from 18 to 20
March 1992 on the implications of the Single European Market for Industry in Developing Ccountries, on
(sectoral) papers presented by UNIDO consultants at that meeting as well as additional information available
at UNIDO headquarters coocerning the likely consequences of the EC Single Market for developing
countrics in general and the industry of developing countries in particular.

A general condlusion appears to be that the Single Europcan Market (SEM) - taken by itself - is
ncither to the advantage or the disadvantage of developing countries as it offers both new opportunitics as
well as potential dangers to developing countries’ industries. The question to be asked may rather be what
economic policics one can expect the EC to pursue once the Single Market has come into being. The
preparations for the Single Market have alrcady given some indications. As of December 1991, 80 per cent
of the legislation for the realization of the "Single Market Programme” had already been adopted by the EC
and 61 per cent of the measures for the areation of a Single Market were already in force in EC Member
States.! Thus analysis of the likely implications has some first results to draw on.

In the meeting it was often emphasized that events outside the EC or the EC Single Market may
have even more important implications for deeloping countries. Such major “external” events include
developments in Eastern Europe and the outcome of multilateral trade negotiations (GATT, Multi-Fibre
Agreement, and Multilateral Steel Agreement). In practice it is often difficult to separate EC policies
concerning the EC Single Market from other EC policies which are taken as a response to changes in the
international environment.

The Single Europcan Market (SEM), as laid down by the Single European Act of 1 July 19872 is
only onc step forward on the way towards European integration. Nevertheless, the Sizgle European Market
concept has become a symbol of European integration and of the attractiveness of the EC to third countries,
as demonstrated by the membership applications of Austria, Sweden, Finland and Switzerland as well as
Malta, Cyprus and Turkey and with some East or Central European countrics (Czechoslovakia, Hungary and
Poland) likely to follow suit.

The next steps on the way towards European integration after the completion of the EC Single
Market have already been outlined. The Single Market has been welcomed in most circles in Europe, with
morc unanimity than, for instance, the treaty of Maastricht (December 1991)%. There is some likelihood
that additional steps towards European integration will take more time than originally expected and that the
EC Sing‘lc Market will for some time be the furthest European integration can get without losing public
support.

If one analyses the EC Single Market on its own merits (i.c. excluding its symbolic function), it is
in many respects nothing more than the completion of a number of important objectives which were already
laid down in the original Treaty of Rome (the basis for the foundation of the EEC in 1958).

Up to now, the EC has shown the characteristics of a customs union with - in addition - a number
of fields iz which specific economic policies (mainly agriculture and trade) were already executed by the EC
Commission. Despite the existence of a customs union, i.c. common customs dutics vis-3-vis third countries
and zero customs dutics vis-3-vis EC member states, the EC remained segmented into 12 national markets,
not only because of language barriers but also because of the large number of 'technical’ non-tariff trade
barriers.

) See Internal Marker - Implemencation of the Whise Paper, in EC Bulictin. 12/1991, p. 21.
2 This was based on the White Paper on complering the internal marker, COM(8S) 310 Bulictin of the EC. 6/198S, points 1.3.1 t0 1.3.9.
3 See Towards European Union, in Bulictin of the EC, 12/1991, pp. 17 1.

4 For a different opiion see Drozdiak, W., Danish Vote Shakes EC - But 11 Vow 1o Press On, in '
4 June 1992; or Gardner. Devid and Buchanan, David, EC (o press on wah MaasmicN, in Financal Timeg. 4 June 1992, p. 1.

o b atostibos o4 .




2

Tbcmamob;edm:oflheSEMxsthm(oabohshallthosemdcbamersmordcrlomlcnsnfymm
ECtndcandthuseoonomchmhmEmopc as a prerequisite to reducing European uncmployment and
making EC enterpriscs once more competitive on world markets to counter the challenges of enterprises
from Japan, the Asian NICs (newly industrialized countries) and the USA.

The Single European Market legislation focuses on harmonizing norms (technical regulations) and
standards, reduction of the administrative burden for enterprises (including delays at frontiers for customs
purposes) and an opening up of public procurement in EC member states for EC enterprises from all
member countrics. In addition, EC institutions are strengthened and EC activities already under way (such
as in the field of common research) are given a firm legal basis.

It is evident that all these measures have repercussions for developing countries, although the
importance of these implications varies according to the sectors concerned as well as from one developing
country to another. In some cases the implications are similar for developing countries in the same region.

The tables in this paper, which are given after each section, are an attempt to summarize the
possible implications, drawing on the papers and discussions of the expest group mecting, which included
participants from developing countrics and international organisations and UNIDQ staff and consultants.
The first table shows EC policy in the sectors under investigation. The succeeding four tables assess the
impact of EC policies on industry in developing countries in Asia, Africa, the Arab countries and Latin
America. In cach of the tables, the bottom line summarizes the aggregate effect. This report attempts a
systematic summary of a complex subject: it should not be regarded as a definitive statement of the
problems. Nor is it the Report of the Meeting, but a document of the UNIDO secretariat intended to
provide information and provisional assessmeat.

$ See Commission of the European Communities, Euopean Economy - he Economics of 1992, March 1988, p. 33 .
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1L GENERAL IMPLICATIONS
A Technology

EC technology policy is related to the Single Market since the European Single Act of 1987 gave
EC operations in this ficld a firm legal basis.

Industrial policy in the EC has shifted from a “traditional’ industrial policy of "sectoral subsidies” and
“sectoral protection™ towards “functional subsidics”. Whereas sectoral subsidies or incentive schemes are
regarded as distorting competition and leading towards inefficiency, "functional’ subsidizing have become
popular and are used to promote the “innovative’ capaaity of enterprises. The subsidizing of rescarch and
development is thereby the core of EC "mdustrial policy’ in the 1990s. Co-opcralive rescarch is the centre
of EC technology policy, intended to change European enterprises’ attitudes towards co-operation in the pre-
competitive phase of rescarch. Pan-Ewropean co-operation in this field tries to imitatz the successful
approach that was developed by the Japanese Ministry of International Trade and Industry (MITI) some
decades earlier. Enterprises are encouraged to co-operate in the carly phases of research, even if they are
to compete against cach other later on.

Of course, this “functional” approach of industrial policy also has important sectoral implications.
Overall EC policies on technology are laid down in the EC framework programmes which started in 1984.
The current third EC framework programme (1990-1994) (ECU 5.7 bn) concentrates (like the previous ones)
oa clectronics and information technologics (39 per ceat), followed by industrial and materials technologies
(16 per ceat with programmes such as EURAM and BRITE), coergy (14 per cent), life sciences (13 per
ceat) [which also includes biotechnology (3 per cent) and agricultural and agro-industrial rescarch (6 per
cent)], environment (9 per cent) and human resources (9 per cent).

Th&fwaakeadyhdiatc&cmwbchingaumbnmukgiwntomeckwmisxaoras
it is this which was identificd as lagging behind those of Japan and the USA.® The two major programmes
areESPRlTl]mtheﬁcldofmformahontcchnologns(ECsubsdyECUlﬁbn)andRACEmthcﬁeld
of fibre-optics for data communications (EC contribution ECU 0.55 bn)

Otber EC programmes arc less sector specific. Nevertheless, there are rescarch programmes of
relevance to nearly all industrial sectors. In the chemical field the research priorities of industry (chemical
reactivity and principles of catalysis, biotechnology, environmental protection, reliable synthesis, and
processing and reprocessing of functional and structural materials, new eavironmentally benign and resource
minimizing chemical process technologies etc.) have all been covered, in a pumber of EC programmes®
The chemical industry itself is less convinczd of the usefviness of these programmes for European industry
given the pre-competitive character of the research and the open information policy which also allows third
countrics to benefit from such research results.

6 See Nakemoto, Michiyo, Foreign chip makers cdvance into Europe - the oend is 10 dominance by US and Japanese groups, in Financial
Times. 12 May 1992, p. 6.

7 See UNIDO, The Ele:oronics Sector - Expert Group Meeting on the Implicasions of the Single European Marker for Indusprializasion
in Developing Counmies, ID/WG 523/6(SPEC), 17 March 1992, p. 14.

8 See UNTDO. The Chemicals Secior - Expert Group Meeting on the Implicasions of the Single Europcan Market for Indusrializasion in
Developing Counties, ID/WG 523/%(SPEC), 18 March 1992, p. 1.

See also CEFIC, Ewropean policy for science and technology, mmmmmmmmu 1992, pp. 20-28.
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Research programmes in the field of steel on the other hand - mainly for process and product-
related improvements - are considered te be important for the sector. For the food sector, the three most
important programmes were BRIDGE (biotechnology rescard:), ECLAIR (linkage of agriculture and
industry) and FLAIR (food linked agro-mdustnal mch) However, these programmes tend to affect
agriculture more than actual food processing. For the clothing and textile sector, process-oricnied resecarch
programmes were dirccted towards the clothing and knitwear industry and the creation of operational
networks to extend quick response production from the fibre manufacturer to the distribution stage. Also,
a number of research activities under programmes such as BRITE, EURAM and CRAFT were directed
towards the textile and clothing sector.!® Rescarch into the area of new materials (artificial fibres) has
blurred the traditional delincations between the textile industry and the chemical industry. Finally, in the
shoc industry, rescarch activities centred more on the manufacture of shoc-producing equipment than on the
shoe industry itsclf.

The major problem arising for developing countries out of the EC research programmes is not the
fact that EC rescarch enables European companies to move up market; the real problem for developing
countrics is that many EC R&D programmes are designed de facto to improve traditional fields of
manufacturing in which EC industry might otherwise lose its competitive edge.

B. Trade

Trade policy (or EC commercial policy as it is called) was one of the carliest policies pursued at
Commurity level. As long ago as 1975 the Court of Justice ruled that the "Common Commercial Policy”
should not only cover questions of external tariffs but of trade policy in general. The Single European
Market does not change this. However, a number of national quota systems exist and will have to be
abolished (they are likely to be replaced by quota systems at the EC level. Nevertheless it is generally
expected that the new EC quotas will bring developing countrics some advantages over the status quo.)

The general level of(anﬂ'protecuou ofthc EC is already very low, about 3.5 per cent, and the tariff
exceeds 20 per cent for only a few products.!’!

Nevertheless, substantial tariff (and non-tariff) barriers exist for most agricultural products and
several industrial products which were excluded from trade liberalization. These so-called 'sensitive’ sectors
include textiles, wearing apparel, steel, ship-building, and (with a lower level of protection) footwear, These
’sensitive sectors’ are mostly composed of low-technology manufacturers, using relatively standardized,
labour-intensive production technologies and thus creating opportunities for developing countries.

In addition, EC trade policy has tended to grant far wider reductions of duties on primary
commoditics (excluding agricultural goods produced in the EC) and raw materials than on finisbed goods.

Far more important than tariffs have been the so-called non-tanff trade barriers. Voluntary export
restraints, orderly marketing arrangements, tariff quotas etc. constitute important forms of non-tariff trade
protection. Technical regulations may also constitute non-tariff trade barricrs. Even systems such as the GSP
(Gencralized System of Preferences), which allow for limited volumes of duty-free exports from developing
countries into the EC, actually put a brake on developing countrics’ export possibilities, as any excess of that
quota is subject to (high) customs duties. The most famous ‘voluntary’ export restriction scheme is the
"Multi-Fibre Arrangement” for textiles and clothing.

9 See UNTDO, The Food Sector - Expert Group Meeting on the Implicacions of the Single European Markes for Industialization in
Developing Countries, ID/WG 523/2(SPEC), 6 March 1992, pp. 6-7.

10sec UNTDO, The Textiles and Clothing Sector - Expent Group Meenng on the Implications of the Single European Marker for
Indusmalizanon in Developing Counmes, ID/WG $S23/3(SPEC), 9 March 1992, p. 10.

Hgee Molle, W.. The Economics of Ewropean Integration, Hants (UK), 1990, p 442.
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Nevertheless, it may be expected that the EC Single Market will offer new trade possibilities for
developing countries. So far some 500 national quotas exist, many of them dating back to pre-EC times.
With the EC Single Market, these national quotas will be abolished and are unmlikely to be replaced by
Community-level quotas. On the other hand, anti-dumping measures have been used by many countries,
including the EC. A more united EC is likely to make even wider use of this instrument.

EC trade policy is particularly signiticant with respect to imports from developing countrics in the
ficld of textiles and clothing. Although there is some probability that the Multi-Fibre Agreement could
expire and the textile and clothing sector be incorporated into GATT, the EC is likely to press for a
transitional period of 10 years. Within this period, the EC hopes to have its industry automated to such an
extent that it will be more competitive with developing countries. In trade negotiations, the EC is likely to
offer a faster reduction of trade barriers in textiles (which are casier to automate) than in the wearing
apparel sector (in which automation will take some more time). Hopes for a rapid liberalization of the stecl
sector under the MSA (Multilateral Stect Agreement) have so for not materialized and, with the steel sector
once again declining, the EC is unlikely to press for a quick global liberalization. In the chemical sector,
there is global over-capacity for casy-to-produce intermediate products. The EC is not likely to give up this
market segment for the benefit of developing countries. The protection of the chemical sector is, however,
in general very small and an increase in economic growth rates within the EC as a result of the Single
Market should offer significant opportunities to developing countries in the medium term. Protection in the
footwear sector has been reduced over the past decades to levels which no longer pose a problem to
developing country exporters. In the clectronics sector, protection is gencrally low (4 - 7 per cent tariff on
imported clectronic equipment). Tariffs on semiconductors are still relatively high (14 per cenmt).l?
However, there is pressure from within Europe to lower the tariffs on semiconductors to make European
information technology and telccommunications manufacturers more competitive at the international level.

C. Investment

Overall, the EC has kept a relatively low profile on questions of investment policy. It has been an
explicit aim of the Single Market concept to raise the attractiveness of Europe as an investment site - and
this aim has been achieved. Generally, there seems to have been a shift in favour of foreign investment, even
in areas such as cars or electronics. A few years ago, the EC was still extremely reluctant to see foreign
investment in such ’strategic’ industrics and EC research programmes were originally designed exclusively
to improve the competitiveness of EC-owned firms (not of foreign firms operating in the EC). The
contribution that foreign-owned companics can make to improve the competitiveness of the European
industry is increasingly recognized. By 1995, 8C per cent of demand for DRAMS (4-megabit dynamic
random access memory) that can be satisfied by local produccrs (60 per ceat of total EC demand), will come
from forcign owned manufacturers producing in the EC.!* However, this shift in EC investment policy
does not significantly affect most developing countrics apart from a number of manufacturers from NICs
(cspecially from Korea).

There have not been - and there will not be - restrictions on EC direct investment abroad because
these forsign investment activities by EC firms have been seen as another means (o increase the global
competitiveness of EC firms.

The only area in which the EC bas been reluctant to allow new investment was for capacity
expansion in steel. This policy, hcwever, indirectly helped developing countries 1o expand their steel
capacitics.

12 See Nakamoro, Michiyo, EC chip makers prosection is buyers’ burder . orade officials seeking sariff cuts find themseives caught in the
middle, in Financial Times. 28 May 1992, p. 6.

13 See Nakamoto. Michiyo, Foreign chip makers advance into Europe, in Financial Times, 12 May 1992
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D. Competition

The subject of EC competition policy includes inter-firm co-operation and concentration. The EC

Single Act does not bring much of a change in this arca. (The most significant change is that transport and
financial services arc included in the general EC competition policy framework.)

One has to distinguish between the steel sector, governed by the Treaty of Paris (foundation of the
ECSC), and the other industrial sectors, which are governed by the Treaty of Rome (foundation of the
EEC). The ECSC treaty goes significantly further than the EEC treaty. For example, under the ECSC
treaty, steel companies who want to merge need the prior approval of the Commission.* The ECSC treaty
is significantly more strict and interventiopist than the EEC treaty.

EC competition policy as outlined in the EEC Treaty attempts to prevent excessive concentration
of economic power damaging the interests of consumers and competitors. Furthermore, competition policy
secks to prevent state aids from distorting compe:ition by giving unfair advantages to certain national firms.
(State aids are normally only allowed for purposes such as industrial restructuring, i.c. reduction of capacitics
in declining industrics, environmental rcasons, and in some cases for regional development purposes.)
Finally competition policy is supposed to prevent companies from re-establishing, by means of market sharing
agreements or export bans, less visible but equally effective barriers to trade.

It has to be emphasized that the competition rules of the EEC treaty apply to all enterprises
operating in the EC irrespective of their country of origin, i.c. including firms from developing countries.
Even so, most industrial enterpriscs from developing countries (with the possible exception of a few large
enterprises from major NICs such as the Republic of Korea)) have nothing to fear from that legislation, since
EC regulation on merger control is only applicable if the world-wide turnover of an enterprise is above ECU
15 billion and the turnover within the EC is above ECU 250 million."

It may be expected tha: concentration in all sectors is going to increase in Europe as a result of the
Single Market: this is particularly evident in the food sector already, as well as in electrical and electronics
industries, although the latter is more a resalt of global change.

In this context it is interesting to remember that only a few decades ago there was a general fear
that large enterprises would prevent an efficient market system from working and that this would lead to a
loss in global competitiveness. The Japanese experience, however, has shown that oligopolistic market
structures do not necessarily lead to an overall decline of efficiency. On the contrary, if properly managed,
they can lead to a growing innovative capacity of the sectors concerned as large companies are in a better
position ic invest in R&D and product development. These considerations may inhibit intervention in the
concentration process in rescarch intensive sectors such as electronics or chemicals.

Thus, both national governments and the EC are likely to accept the concentration process as long
as there remains enough foreign competition to preveat the large companies from earning monopoly rents
at the expense of European consumers. Developing countries might well use this argument in trade
negotiations with the EC, whenever they bave some indication that monopoly zents are being carped in
Europe due to oligopolistic market structures.

14 Sec Molie, W.. The exonomics of Ewopean iniegrasion, 1990, pp. 365 1.

15 See UNIDO, The Sceel Sector - Expert Group Meeting on the Implicagons of the Single European Market for Incustrializagion in
Developing Counies, ID/WG.S23/S(SPEC.), 9 March 1992, p. 7.
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E. Standards

The harmonization of technical standards has been at the heart of the Single Market process. The
barmonization of rules was alrcady foreseen in the original Treaty of Rome. However, technical barriers
to trade on the national level could nevertheless always be justified if technical regulations referred to health
and safety of consumers or workers, or to the protection of the environmeat. Because of different interests
of member states, detailed EC-wide technical regulations were difficult to achicve and a very time consuming
process. For the creation of a single European market, a new approach had thus to be found. National
technical regulations were harmonized at the EC level However, this new broad harmonization was
achieved by confining the limitation of the harmonization process to "essential requirements of safety and
bealth. Thus all EC countries are free to toughen their legisiation at the national level for domestic
products But all products having been produced in the EC or baving been given the permission to be sold
in onec EC member country automatically oblige member states’ governments to presume that the quality
standards of these products do not infringe European health and safety regulations.’® This legal device
results in free market access.

These rules indirectly also apply to third countries and thus to developing countrics also. However,
these rules nevertheless put third countries (and thus also developing countries) at a disadvaniage. If export
goods of a third ~cuntry are in linc with EC standards but contradict the (higher) national standards of an
EC member country (country A), then direct exports to this country are prohibited. The third country can
look for another European country (country B), and from this country goods can be shipped to country A,
thus increasing the cost for the (developing country) exporter and thus decreasing his profit margins.

Overall standards so far have alrcady played a major role for the electronics industry, the steel
industry and the chemicals industry. In textiles, standardization has so far been restricted to home textiles
and protective cloths. For the footwear industry, standards have so far only been important for special
footwear, i.c. shoes for ot! rig workers or for timber cutters. Sports footwear will be the next target for
standardization.

Ta general, the real problem for developing countries are not the standards per se but the expensive
and time consuming testing requirements.

F. Eavironment

An cver-increasing role not only at national level but also at EC level is played by environmental
policy. Obviously, EC environmental policy has its greatest implications for the sectors that tend to be strong
polluters, such as chemicals, steel or textiles. Within the Single Market, EC-wide environmental standards
will increase in number and importance. In general, 2 more stringent EC policy in these areas may work
to the advantage of developing countrics, at least in the short term. Companies in the EC are tempted to
shift production away from the EC, thereby given a boost to the industrialization process in developing
countrics. In some cases, eavironmertal arguments could however also be used by the EC to fend off
imports from developing countries claiming that developing countries’ products were not produced under
similarly strict environmental laws which then could be claimed to be an 'unfair trade practice’. Recent
decisions by GATT - which were also supported by thc EC - bowever made it clear that such arguments are
not a valid excuse for crecting new barriers to trade.!”

16 Sec also UNIDO, Insernational Product Standards: Trends and Issues, PPD.182, 7 January 1991, pp. 4041.

17 This refers 10 the recent GATT peanel ruling on the Mexican complaint against the US embargo on yellowfin tuna and tuna
products. The implications of that panel judgement are that a country Or & Group of countries cannot restrict imports of 8 product
merely because those imports oniginate in a country with environmental policies different from its own.

Sec UNIDO, The Food Sector - Expert Group Meceting on the Implications of the Singie European Market for Indusmialization in
Developing Counms, p. 27.
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G.  Reglonal policy

As pari of the gencral principle of secking cqual distribution of the benefits of European integration,
EC regional policy has put an emphasis on accelerating the development of the more disadvantaged arcas
of the Community.

The EC supports poorer regions within the Community that have an income of less than 75 per cent
of the EC average. These include thosc on the geographical fringes of the Community such as Portugal,
Greece and Ircland, and economically depressed regions within individual countrics, such as southern Italy,
northern England and, in the future, castern Germany. Assistance is granted for expenditure on retraining
schemes to improve skill levels, or support for the creation and running of small businesses. In scme cases
subsidics for industrics to restructure are granted for a transitional period. For the period 1989 to 1993, a
budget of approximately $ 90 billion has been planned for these purposes. Often, regional policy goes hand
in hand with structural policy. The Europcan Investment Bank plays a role in both EC regional and
structural policy by granting loans to distressed arcas within the EC. In addition, the EC allows national
governments to subsidize industry in such distressed arcas. Plans to grant such aids must however be
submitted to the EC for prior approval and the EC refuses aids if they cause a marked distortion of

competition.

Analysis of EC regional prlicy for its sectoral implications suggests that it has a strong impact on
steel, clectronics and textiles, less so on footwear, and bardly any on the food sector. For the steel sector,
regional policy measures normally were less directed towards the steei sector itself but to regions which were
affected by the decline in steel production. For the electronics industry, training schemes and support in
infrastructure have been most important. In the footwear sector, it is mainly Portugal that has benefitted,
having received grants to the footwear sector to master the transition period in the early integration phase.
Similar projects in footwear or other low-tech areas would probably be executed in Central Europe as well,
once those countries join the EC. In the chemical sector, the restructuring of old and polluting industries

12- Seen of prime concern.

H. Human resource development

A pumber of EC programmes are directed towards upgrading the human resource base. These
programmes so far have been mainly directed towards knowledge-intensive sectors such as electronics or
chemicals. At the other end of the scale have been some low-tech sectors such as footwear. Apart from
simply upgrading the skills of the EC workforce, the EC human resource policy also attempts to strengthen
pan-European links and create a European identity. Programmes such as ERASMUS (for studying in
universitics in an EC member country different from one’s own) or LINGUA (for learning EC languages)
or the PHARE programme, which includes countrics of Central and Eastern Europe should also be scen
in this light.

L General impact of EC policies on EC industry and developing countries

At the sectoral level, it is clear that EC policies pay significant attention to the electronics industry
hecause this sector is regarded as crucial for the decades to come. A further reason is the revealed weakness
of Europe in this arca in comparison with Japan and the USA, and the fact that the EC is keen to remedy
this structural deficiency. The EC is even ready to accept foreign (i.c. US, Japanese and Korean)
manufacturers into the EC to make the sector more competitive.

The next field for which EC policies bave strong sectoral implications is steel, followed by textiles
and chemicals. The steel sector has been a problem area for more than a decade and, despite successes in
restructuring, it is still in a fragile position as the recent downturn in the business cycle has demonstrated.
The chemical sector is generally well placed in Europe and has shown over the years that it has a significant
growth potential. Supportive EC policies are thus of less urgency in this sector.
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With the advent of automation, the textile sector is undergoing a slight recovery. In general, EC
policy scems to be to protect the textile sector for a few more years in order to give it the chance to
modernize and avtomate and thus improve its cost structure (cut in expeasive labour).

For the food sector, only standards policy plays a major role. Higher standards could make it more
difficult for developing countries to export processed food items to the EC. On the other hand, the Single
Europcan Market will increase demand for an even wider varicety of food items.

As for footwear, it is no longer regarded as a strategic sector which has to be protected from outside

Although EC policics have certainly not been designed to support the industrialization process of
non-members, they nevertheless offer developing countries ample room to improve their performance. Apart
from some Asian NICs, which de facto are no longer considered by the EC as *developing countrics’ needing
special support [which thus may lead to a far stricter trade policy], the Single European Market should offer
significant new trade opportunities for developing countrics in geperal.
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L THE IMPLICATIONS FOR INDUSTRY IN ASIAN DEVELOPING COUNTRIES
A Tecanology

EC technology policy is important for the electronics sector, for steel, chemicals and, to some extent,
for textiles (new fibres, textiles with new characteristics such as non-flammable etc). Although pre-
competitive rescarch offers developing countries in Asia some opportunitics to make use of these pre-
competitive results which are often published in scientific reviews - given the high level of their technology
absorption ability - the net results are nevertheless expected to be slightly negative for most industrial sectors
of Asian producers.

The most important R&D programmes of the European Community (such as ESPRIT Il or RACE)
are directed towards the electronics sector and have as an explicit aim to increase "Evropean’ competitiveness
vis-d-vis third countnies.

An R&D policy in electronics, if successful, would be to the disadvantage of already more advanced
countries in Asia as it would challenge the competitive edge these countrics have been able 1o achieve over
the past decade. At the same time, it has to be emphasized that EC research is of a pre-competitive nature.
Hence the complaint by European companies that research is pot ‘closed’ enough, i.c. results can very easily
be obtained by eaterprises outside Europe. Developing countries in Asia are well suited to take advantage
of these research results and to transform them into marketable products. The advanced Asian NICs have
the necessary technological infrastructure as well as a large number of flexible enterprises to grasp such
opportunities. The situation is a little more difficult for South Asian countries. But they too have recently
shown that they arc able to build up the necessary technological basis.

Slightly different is the situation in the casc of R&D in the chemical sector. Many large European
companies do not participate in EC-rescarch activities and prefer in-house rescarch in order not to share
results with potential competitors. Chemical companies are less prepared than companies in other sectors
to allow competitors to look into their own R&D laboratories. Developing countries may thus have justified
reasons to fear falling behind in knowledge. But this is the outcome of R&D cfforts at industry level and
not of EC technology policy. Indirectly it may be the result of EC competition policy that favours the
creation of transnational European corporations. A major reason why the EC allows such conglomerates
to emerge is precisely because of their abihity to engage in large-scale R&D activities. Summing up, one can
say that both the opportunitics as well as the problems connected with EC technology policy in the arca of
chemicals are certainly of a far less significant nature than those in electronics. However, the overall impact
may ncvertheless be worse for developing countrics in general, and Asian developing countries in particular,
as rescarch is done less at Community level and more in individual private enterprises with no information
access for developing countries.

Research into textiles has received less international attention but is nonetheless of significant
importance. Whercas the clothing industry continues to operate in high-labour cost countries in Western
Europe, R&D into textiles bas enabled the Europcan textile industry not only to survive but to regain
strength. Without such EC cfforts in R&D, a large proportion of the European textile industry would have
shifted towards Asian developing countries. Some branches of the textile industry (such as special textiles
for the spacc industry, inflammable textiles for military purposes etc.) have, as a result of research efforts,
developed into a profitable high-tech industry in which high value-added can be achieved.
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B. Trade

For Asian countrics, the most important fields are textiles and clectronics. In electronics, the trade
policy of the EC is stili rather open and the Siugle Market will not change this in any significant way. On
the cootrary, the opeancss of the clectronics sector has been identified by the EC as a prerequasite for
modemizing the EC economy and thus increasing its global competitiveness. In clectronics the Community’s
trade policy focuses on openness in international trade relaticns and *fair trading practices’. The emphasis

on "fair trading practices’ has however some caveats for the more advanced developing countrics of Asia.
The Commaunity is alert to alleged ‘dumping’.!® Anti-dumping measures are likely to gain in importance
in the years to come.

Apart from the danger of an increase in anti-dumping mcasures, pressure on developing countrics
in Asia 10 open their markets for European equipment in the area of electronics will increase in the years
10 come.

Nevertheless, the large Single European Market offers producers from developing countries in Asia
ample opportunitics and, with competitive pressures growing in Europe, developing countries in Asia are also
Likely to be once again winners in direct forcign investment and direct foum-to-firm cooperation.

For textiles and clothing, the effects of EC trade policy for Asian developing countries are more
complex and in general less positive. The Multi-Fibre Agreement is an important impediment for further
growth of the textile and clothing industry in a number of more advanced Asian countries. However, for
Asian countries which are closer to the beginning of their mdustrialization process, the Multi-Fibre
Agreement offers some protection for building up their own export-oriented industries. The agreement is
an incentive for more advanced Asian countrics to shift parts of their production to neighbouring countrics.
At the same time, bowever, it impedes improvements in intra-industry trade among Asiar countries.

Although the Multi-Fibre Agreement will eventually expire, it is likely to take another ten years until
the textile and clothing sector is subject to general (1. e. far more Eberal) GATT rules. This transition period
will be used by European industry to regain competitiveness via large-scale automation. As automation will
be easier in the textile sector than in clothing, liberalization can also be expected to occur first in textiles and
only later in clothing.

Another problem for Asian developing countries is the opening up of Eastern Europe, which offers
wages comparable to those in Asia but has the advantage of being geographically much closer to Western
Europe, saving time and transport costs. Thus, EC companies which otherwise would bave dealt with Asian
countries will be tempted to ircrease co-operation with Eastern Europe instead.

In contrast to textiles and clothing, trade in footwear is hardly restricted and a larger market in
Europe will enable Asian developing countries to increase their European sales.

A Single European Market for steel products bas existed de facto since the foundation of the
European Coal and Stee! Community in the 1950s. Thus, the SEM will not bring any significant change in
this area. The Multilateral Stecl Agreement (MSA) could bring a liberalization that would primarily be to
the benefit of Asian developing countries. However, opposition to the MSA in Europe is still strong and the
Single European Market is not likely to change the negotiating position of the EC in this respect.

C. Investment

One of the aims of the Single European Market is to raise the attractiveness of the EC as an
investment site. In particular, Japanese investment which otherwise would have been directed towards Asia
has been redirected towards Europe as a result of fear of a "fortress Europe’ emerging,

18 See UNIDO, The Elecsromscs Secior . Expers Group Meeang on the Implicanons of the Single European Market for Industalizanon
o Developing Counmies, p. 13.
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At the same time, European investment which otherwise would have gone to East or South East
Asian counirics bhas remamned within the boundaries of the EC. Spain and Portugal were the main
beneficianics of this investment spree in the latc 1980s. The next investment targets for European companies
(in textiles but also in footwear and clectronics) will be Central Europe, which has both a qualified and
cheap labour force, and the advantage of being closer to the EC than East or South East Asian countries.
Nevertheless, East and South East Asian countries, as well as those Asian countrics coser to the EC
(especially Turkey), will remain areas of prime interest for EC investment, especially for those EC companies
which operate in the world market.

The only area in which the EC bas been reluctant to allow new investmeat for capacity expansion
was in steel. This policy indirectly however kelped developing countries - and Asian developing countries
in particular - to expand their capacities in stecl.

D. Competition

Part of the rationale for the SEM was that it would allow companies to merge and enabie them
10 become more competitive on a global scale. EC competition policy represents a challenge to developing
countrics’ enterprises and in particular Asian developing country enterprises.

A significant number of mergers have taken place in the food processing sector and this trend seems
likely to continue. The liberal’ competition policy of the EC (and/or its member countries) has enabled
large European corporations to emerge in the chemical sector and they uold a firm grip on the European
market. Thus, competition policy has to be judged rather negatively for the chemical industrial sector of
Asian developing countries. Competition policy in the area of steel has been characterized over the years
by a strongly interventionist regime, similar to that of the agricultural sector. The deep crisis of the
European steel sector in the late 1970s and early 1980s led the Commission to apply its powers under the
ECSC treaty to introduce a system of production quotas and minimum prices. Akbough the importance of
these measures was subscquently reduced in the late 1980s following a number of steel plant closures and
a temporary boost in demand in the late 1980s, the EC is still in a position to introduce such interventionist
schemes at any moment. Once EC companies bave to reduce their production, there is not much chance
for developing countries to expand their exports to the European market, irrespective of their competitive
edge over European steel producers.

E. Standards

EC standards have both positive and negative aspects for developing countries. Open standards
enable developing countries in gencral - and Asian developing countries in particular - to participate in global
intra-industry trade. Asian developing countrics have already shown their ability to take advantage of the
increase in intra-industry trade. The ongoing standardization of different intermediate products offers ample
opportunities for the more advanced developing countries of Asia, especially in the electronics field.

On the other band, industrics in developing countries do not participate in the standard setting
process and standards are formulated from the point of view of European industry. Developing countries’
exports from the food processing industries are restricted in this way. In addition, new safety regulations
in areas such as footwear bave to be seen against the background cf attempts by European industry to
maintain ground in some high value-added niche markets.

F. Eavironment

Generally speaking, a stronger environment consciousness in the EC sbould work to the benefit of
developing countries, and Asian developing countrics in particular. More stringent EC regulations on the
esvironment (implying higher production costs in Eusope) are likely to prompt a number of industries,
including steel and chemical industries, to leave the EC. In order to prevent this, the EC is likely to dcmand
in future that producers outside Europe should also adbere to certain minimum cavironmental standards if
they wish to qualify for exporting their products to the EC. Yet even if this occurs, Asian developing
countrics will be among the first to be in a position to fulfil such requiremsnts.
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G.  Regiomal policy

EC regional policy bas thus far operated in favour of Spain, Portugal, Greece and to some extent
poorer areas in the south of Italy, the north of the UK and parts of Ireland. The textile and clothing industry
as well as the footwear industry thus received special support in Portugal and Spain and this to some degree
reduced the possibilities of Asian developing countries to advance even more rapadly with their peoetration
of the Europcan market. A similar phenomenon can be found in other sectors as well. However, the firm
EC policy of reducing steel production capacities actually proved very beneficial for developing countries,
in particular for Asian developing countries, in that it reduced competition 0o world markets.

H. Human reseurce development

Human resource development pot:cy m the EC has gaimed in importance over the past few years.
Special crphasis is given to high-tech arcas such as clectronics and a number of branches in the chemical
sector and in the food sector (although ro” ‘o food processing but in branches such as biotechnology).

The cmphbasis op improvement of human resources in Evrope increases the gap that exists between
Europc and developing countrics. The more advanced Asian developing countries which are in a2 good

position to be able to give due regard (o human resource development are, of course, significantly better
placed and less affected than developing countries in other parts of the world.

L Geseral impact of EC policies

De.pite 2 number of poteatial dangers (especially arising out of EC trade policy), the general impact
of the Sing ¢ European Market on the economic development of developing countries in Asia is still positive.
Asian counlz:cs are better prepared than most other developing countries to participate in the giobal intra-
industry trade waich the Singlc European Market will promote. It is expected that about 60 per cent of
additional trade in manufacturcd products arising out of the SEM (and from which developing countries can
beacfit) will go to the Asian NICs, China, the ASEAN countrics and the South Asian countries. (Two-thirds
of this additional trade, however, is expected to be reaped by the four Asian NICs (Hong Kong, South Korea,
Taiwan and Singapore); onthco(herhand.thucfourAsaanCswiﬂa!sohmloreckonwhslgmﬁcam
trade diversion effects which may more than offset the trade creation effect.)’”

In clectronics, the Single European Market offers significant new market opportunitics. For
economically less advanced Asian developing countries (i.c. excluding first gencration NICs but including
second generation NICs), the footwear sector offers ample opportunities to expand, and also for steel and
chemical production the general impact is still positive. Asian countries are certainly also in a position to
expand their food trade with the EC, given rising consumer demand for the "exotic food' and "health food’
segmeats in which Asian countries have much to offer. However, in the textile and clothing sector Asian
countries (both first generation and second generation NICs) might not beaefit as much from rising
Europcan demand as in the past, unless the Multi-Fibre Agreement is terminated in the near future, In
addition, Eastern Europe now offers a serious alternative for labour-intensive production lincs and has the
advamagcofdoscnmtolheECmarkct,whchmumcsofmaeasedammuonmWenemEnropcoﬁers
more flexibility in the implemeatation of a "quick response’ strategy.

19 Agian NICs. ASEAN. China and south Asisn countries; not included are West Asian countnes.

Sce Sheila Page, sm implxcanons of Europe 1992 for developing counmes, quoted m UNTDO. Industry snd Development Giobal
Report 1991/92.
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Implications of Single European Market policies for developing countries in Asia
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v. THE IMPLICATIONS FOR INDUSTRY IN THE ARAB REGION

A Techmolegy

For Arab countries EC technology policy does not offer too many opportunitics. Advances due to
EC R&D cfforts in chemicals would certainly put Arab countries at a disadvantage. The same apphies to
steel. Textiles are also negatively affected since as a resolt of technologycal advances arising out of EC R&D,
Arab countrics can no longer benefit to the same extent from low cost labour as otherwise would have been
the case.

B Trade

Given the low protection of the footwear sector, the Single European Market offers ample
opportunitics to Arab countrics to specialize in footwear. Quality still needs to be upgraded but Arab
countries have already started to prove that they are able to compete in this sector on West European
markets (after having supplicd East European markets earber) and the SEM will further improve Arab
countries’ abilitics to do so. Low protection of the EC market should also prove an advamtage for Arab
countries in some fHelds of electronics and in the food sector. Less clear is the situation in the chemical
sector. Although overall tariffs are low, Arab countrics (especially Gulf countris) find it hard to export to
Europe because of nou-tariff trade barriers established over the last few years. In addition, large
multinationals, which have a firm grip on distribution channels in Europe, have their own refineries and
petrochemical plants in Europe and, so long as these plants suffer from low capacity utilization rates, Arab
exporters - despite modern factorics - are at a clear disadvantage. However, stronger economic growth in
the EC duc to the Smgle Market could increase capacity utilization rates of European factories and any
forther demand would then lead to significant increases of imports from Arab countrics. Thus the overall
implications of the SEM and EC trade policy in the ficld of chemicals have been assessed as *neutral’ for
Arab countries.

One crucal point in this conncction that calls for a solution on a global level is the question of
"depreciation charges’ in pricing products. The singular sitvation with which a sumber of developmg
countries are faced is that their modern factories stand idle and are de facto not allowed to export to Europe
while old faztories (in the EC and other developed countries) may work at full capacity as they - legally -
do not have to provide for any depreciation charges in the prices of their products sold, once their factory
has been written off; they can sell their products at variable costs whereas in the case of developing countries
such action would provoke anti-dumping measures.

C. Iovestment

The implications of the Single Evropean Market for investment in Arab countries should be positive
for footwear, and still positive for textile and clothing. With growing competitiveness in the EC market,
European firms will have to look for new production sites for their labour intensive lines of production,
especially in clothing and footwear. Time considerations play an ever more important role and thus Arab
countries (especially Maghreb countries) can benefit from proximity to the EC. Especially for temporary
exportation, similar treaties to those with Eastern Europe exist with the result that a couple of Maghreb
countries (Tunisia and Morocco) are well placed for future European investmeat (especially from France).
Together with Eastern Europe, Arab countries are geuerally well placed for increased European investment
(altbough in the overall increase a shift away from Arab countries and towards Eastern Europe bas to be
expected.) Although many Arab countries are ideal investment sites for the chemicals (mainly petrochemical)
industry, European investment will oot increase significantly 50 long as trade barriers between Arab countries
and the EC remain. A free trade agreement between the Gulf countries and the EC is under negotiation,
but oot yet agreed.
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D. Competition

EC competition policy, which is leading to greater concentration of firms in the EC, may reduce the
pegotiating power of Arab firms. Improved economies of scale in European firms will m relative terms
weakeo the competitive position of Arab enterprises. These trends are particularly negative in the food
sector as well as in chemicals and steel  Yet this "liberal’ competition policy is not sigmficant for the
footwear sector, where economies of scale are already being achieved in small production units. Thus for the
footwear sector EC competition policy does not have any negative implications.

E. Standards

Higher standards are an expression and a couscquence of the growing "quality consciousness” of
European coasumers. The Single European Market - although not directly responsible - is accelerating such
trends. High EC standards are not necessarily to the advantage of Arab countrics. High standards for
manufactured products, in particular for manufactured food products, act as a barrier to trade. Because of
the proximity to the European market and thus low transport costs, Arab countries should - in theory - have
better chances than other developing regions of selling their manufactured food products on the European
market. Although non-tariff trade barriers in the food sector are still lower in the EC than in the USA or
Japan, standard, as well as quality testing, requircments and other coo-tariff trade barriers have been
estirsated to be equal to tariffs of 33 per cent, ie. far higher than in other sectors of manufacturing, where
the tariff equivalent varics between 2 and 8 per ceat.® The only exception is the electronics sector where
standards are a precondition for producers from Arab countries wishing to specialize in certain niche markets
and provide European manufacturers with these products. The more standardized the production process,
the mo-e opportunitics exist for Arab producers to participate in intra-industry trade with the EC.

F. Eavironment

In common with other developing countries, high EC environmental standards are positive for Arab
countrics. Particularly in the chemical industry, higher European standards will increase production costs
in Europe and may prompt European firms to leave and concentrate their industrial activities close to the
EC market in Arab countries. The same may also be true for steel companies and for the textile and Icather
industrics. Indirectly, this phenomenon would thus also positively affect the Arab footwear industry.
Furthermore, sound eavironmental policics in Arab countries bordering the Mediterranean are of vital
interest to the EC. An EC programme (MEDSPA) for the protection of the Mediterranean eavironment
(totalling ECU 128 million) has already been started, and the Arab countries should be able to benefit in
one way or another from this.! The ENVIREG programme may be another possibility, since it allows for
nog-member participation.

Thus positive assessment, as far as Arab countries are concerned, of a stricter eavironmental policy
in the EC does not rule out some negative side cffects for some oil producing Arab countries if EC
covironmental policy should prove successful. A successful environmental policy includes savings on
cnvironmentally harmful sources of energy, including oil.2 The planned combined esergy and carbon
dioxide tax is one of a series of measures proposed by the EC Commission to stabilize CO, emissions at
their 1990 level by the year 2000. This new tax (US-$ 10 per barrel by the year 2000) - if introduced - should
gradually increasc the eavironmental element in the tax system. Parallel to the new tax, a number of tax,
incentives and tax reductions would come into being (some of them also ecologically oriented) so that the

2 See Molle. W., The Economics of European Imegration, Table 19.2. New Tariff Barrier equivalents (in percentages) for various
countnies and products, Hants (UK) 1990, p. 445.

21 see Bulicun of the EC. (Medspe) 12/1991, p. 92

z, genenl programme on Community energy supplies geared towarde “environmental compatibility” will be submitted by the
Commussion sathin 1992.

See Bulicun of the EC, 9/1991. p. 4; see also Parliament resolusions on enevgy ond the emvironment, in QUlicial Journal of the EC,
C 183, 15 July 1991 :
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overall tax burden will not be increased. Other proposed actions, such as speed limits, charging of
enviroamental costs in taxes oa commercial vehicies and private cars, minimum insulation standards, stronger
emphasis on rescarch and technological development programmes on reducing emissions ctc., also aim at
reducing cnergy consumption, and promoting encrgy cfficiency as well as the use of encrgy sources with
hufercozcmmons.l.c.lusoiln

G.  Regional policy

EC regional policy, favouring its own member countries such as Spain and Portugal, indirectly
reduces the attractivencss of Arab countrics as productioa sites or trading partners. Furthermore, regional
considerations also play some role in the overall level of protection within the EC. Without the southern
EC members in particular and consideration of their economic advance within the EC, the EC would in
many arcas follow 2 much more open trade policy that would benefit Arab countries. Especially for
chemicals, the EC is unwilling to sacrifice its low-tech, mass production industries in peripheral EC countries
in favour of more competitive Arab producers.

H. Humana resource development

EC human resource development policy, promoting overall skill levels and especiaily bigh-tech lines
of production, will increase European competitiveness vis-3-vis other producers. This applics to developing
countries, inclnding Arab countries. The clectronics and chemical sectors are particularly affected. A well-
trained and highly responsiblc workforce, aware of the potential consequences of its activitics, has become
a necessary prerequisite for capital- (and risk-) intensive modern production lines. Akbough significant
improvemeants have taken place in this respect over the past two decades in Arab countries, demands on
human resources bave increased as well and the potential risks in connection with human negligence bave
multiplied. In improving the buman resource base in Europe, the EC is cager to keep its competitive edge.
Human resource considerations have actually prevented a number of European firms from leaving Europe
despite high wage costs. This is especially true of chemicals and some sophisticated fields of electromics.

L General impact of EC policies

Despite a number of policies which might put Arab couniries at a disadvantage, the impact of EC
policies should be slightly positive. Because of closcness to the EC market, as well as the consciousaess of
EC politicians that Europe has to play a more prominent role in the wider region (to take account of
demographic trends and reduce the level of environmeantal pollution), a more consolidated EC is not in a
position to deny its Arab partners better access to its markets. In addition, the EC is dependent upon Arab
oil and this dependency will increase in the years to come. In all sectors under consideration, the impact
of the Single European Market for Arab countries should be at least slightly positive. For processed food
products, the EC is certainly a potential growth market for Arab products, provided Arab producers are
prepared to comply with sometimes very demanding EC stardards. Arab food is already starting to be
known in Europe and in the Single Europcan Market demand for even more diversity - as projections show -
will certainly increase.
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Projections for the manufacturing sector see the share of Mediterranean countries (i.c. Arab
countries as well as non-Arab countries such as Turkey, Israel, Cyprus and Malta and the former Yugoslavia)
and OPEC countrics (i.c. mainly Arab countries as well as a few countrics in Asia, Africa, and Latin
America) benefiting from trade creation within the SEM. Their share is estimated at around 28 per cent
of total increased trade manufactured products arising out of the SEM.%#

For OPEC countries, additional trade in raw materials , and in oil particularly, as a result of the
SEM will, bowever, be 2bout three times more important than increases in manufactured exports. In
contrast, Mediterrancan countries will benefit twice as much from trade creation in manufactured exports
as from increased primary goods exports. Even taking possible trade diversion effects into account, the net
resalt for both Mcditcrrancan and OPEC countries is still dlearly positive.

u Although the two groups of Meditermanean and OPEC countries sre not identical with Arab countrir <, the buli of these two groups
sre Arsb countries and thus there is some justification for taking the two groups as 8 surrogste for 1a¢ group of "Arsb countries’.
Moreover, the EC does not have 8 policy on ‘Arsb countnes’ but rathcr a Mediterranean pok.ry including Arsd countries and the
Maghred repon, as well as s policy on countries which are members of the Gulf Cooperation Ciuncil.

25 See Page, Sheila, Some implications of Esrope 1992 for developing counries, in UNIDO Global kzpott, 1991/92, p. 38.
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Implications of Simgie European Market policies for Arab countries
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V.  THE IMPLICATIONS FOR INDUSTRY IN SUB-SAHARAN AFRICA
A Technology

EC research results help to improve the competitive position of European industry and by definition
this reduces the competitive strength of industry in other countries, including developing countries in sub-
Saharan Africa. Nevertheless, given the import substitution strategy of most African countries and the low
valueofmdmnalcxponstolheEC,lhenengempbcaImnsforAhmooundeCpohucsonlhc
Single Market should not be regarded as too significant

In the field of clectronics, positive and negative effects will cancel each other out. Strong rescarch
cfforts by industrialized countrics make it even more difficult for African countries to t. .d up an electronics
industry of their own. On the other hand, due to global research efforts which also imclude research efforts
i the EC, the prices of electronic equipment bave decreased dramatically thus enabling relatively poor
African countries to make use of modern equipment and to rationalize their production processes. In
communications technology, advances made through global research enable African countries to make a
significant leap forward without having to invest heavily into modern technology. The lack of reliable,
widespread telecommunications services in developing countries has proved to be a major coastraint to
industrial development and it is obvious that sub-Saharan African countries have to build up their
telecommunication network if they want to participate in global economic development and avoid further
marginalization. Recent progress in telecommunications technology - a result of global research efforts
(including those undertaken by the EC) - has been such that it offers significant competitive advantages for
latecomers and thus also to countries of sub-Saharan Africa.

The steel sector is another example of a sector which offers opportunities for latecomers. Direct
reduction tecanology, for example, will significantly improve the cost structure and thus the competitive
position of new plants. This technology is only feasible for new plants and many of these new plants will
come on-stream in Africa in future years.

For the food sector in particular, EC research offers opportunities for marketing and selling new
products. However, such research tends to concentrate more on food (e.g. the agricultural sector) than on
food processing (e.g. the industrial side of the food sector).

B. ‘Trade

Given the speual relations of sub-Saharan African countries with the EC within the framework of
the Lomé Convention,?” African countries are - from a legal poiot of view - better placed than other
developing countries to benefit from the Single European Market. In pamcular the industrics in the more
advanced African countries should be able to reap benefits from the SEM.2 There are no restricticns on
industrial exports so long as products originate in Africa. (South-South co-operation between Airican and
Asian countries is, however, made very difficult because of strict rules of origin, which in a number of cases
have prevented African manufacturers from entering into new production areas, especially in the field of
clectronics.)

26 See UNIDO, Impaci of the Single EEC Market of 1992 on Developing Countries, Global Report, 1991/92, p. 38.

27 The latest Convention, Lomé IV, was signed in December 1989 and entered into force 1 September 1991 after the ratification by
the 12 Member States of the EC and the 54 ACP countries. (African, Caribbean and Pacific island countries). All sub-saharan African
countries form part of the Lomé Convention with the exception of the Republic of South Afnca.

Sec Enty into force of the fourth Lomé Convendon, EC Buylictia, 9/1991, p. 51.

B, good example of existing possibilities arising out of the Lomé Conveation for the more industrialized countries in Alfrics is
Zimbabwe. After joining the Lomé Convention, Zimbabwe was able to boost its exports 10 the EC. Between 1982 and 1987,
Zimbabwe's exports to the EC increased from ECU 3.8 million to ECU 48.4 million with major expansions in non-traditional expors.

See Riddell, Roger. The expansion of non-eraditional exports, in The Coufict No. 127, May-June 1991, p. 7. Another positive
example 8 Mauritius, which has been able to boost its textile exports to the EC because of the market access guaranteed in the Lomé
Convention. See McQueen, Matthew, Successful export diversificadion under adverse condinons, 1n The Coutier, May-June 1991, p. 4,
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In many cascs, African countries are oaly in a position to supply the Europcan market because of
export restrictions on Asian countries. This situation also acts as an incentive for Asian producers to shift
productiontoAfria.” If the impetus for global trade Liberalization were to be losi, and the Uruguay
Round to founder, preferential treatment for industrial African exports would remain intact.

Overall, the Single European Market should help to boost African food exports to the EC.
Footwear is another sector for which there are ample opportunitics to expand although the quality of ras,
materials (leather) has still to be improved in many African countrics. For textiles and clothing, the ' ota
system for NICs within the framework of the Multi-Fibre Agrecincnt offers African countries et
opportunities which they have not yet fully grasped. The real problem for African manufacturers is not EC
legislation but their limited abilities to penetrate the European market. At least in the first phase, close co-
operation with European partners, which have the necessary distribution channels, scems to be necessary
cven if this might mean that a significant part of the total value-added remains with the European partners.

C. Investment

Given the ample opportunities within the EC itself and also in neighbouring Eastern Europe, there
will be limited scope for shifting production to Africa. Infrastructure is often not in good condition, wages
arc not as low as in some Asian couniries, and support services oftea inadequate. There are, of course, some
exceptions. In countrics with abundant raw materials, there will always be an argument for shifiing
production from Europe to Africa and engaging at least in some carly phases of processing. Gradually,
therefore, African countries should try to raise their share in the total value-added chain.

There is, for example, a strong case for moving iron ore processing activities to Africa, to be
followed by steel production in the subscquent phase. Although steel production is still at negligible levels
for the time being, the African steel industry is gaining strength as a number of new plants based on modern
technology will come on-stream in a few years time. Once these companies can prove their profitability,
European firms are likely to follow suit by investing once again in Africa.

Footwear is another sector that could sce some new investment from EC firms, once African leather
has become a quality product. A number of projects, including UNIDO projects, aim at improving the
quality of lcather in African countries.

D. Competition

A further concentration in the food sector in the EC is not necessarily to the advantage of African
manufacturers. Similar arguments hold true for the chemicai sector and for textiles. As discussed in
connection with other developing regions, footwear is not really affected by EC competition policy and this
remains the case of the footwear sector in African countries.

For the steel sector, the overall strong competition policy (inciuding subsidies for capacity reduction
in Europ~) has opened up new possibilities for African producers.

E. Standards

More than other regions, sub-Saharan African countries will find it hard to fulfil ever higher quality
standards. This statement applics to nearly all sectors. African countries already have some experience with
demanding EC standards for slaughter houses, which need special EC certificates in order for meat to be
exported to Europe. However, to the extent that fulfilling the requircments entails a quality upgrading, this
has positive aspects. Moreover, meeting EC standards gives access (0 a very large market.

» Mauritius as 8 signatory of the Lomé Convention is 8 good exampie of 8 country benefitting from sucn production shifts. Some
Hong Kong textile and garments producers shifted production to Mauritius because of EC quota regulations on Hong Kong producers
and thus contributed to the "Mauritian success story’ in the 1980s, initiating 8 large-scale industrialization process in that country.
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However, the only exception for which standards play an unambiguously posilive role is in
clectronics. In this case, EC standards offer developing countries in general (including African countries)
the opportunity to participate in intra-industry trade by supplying specific items to European clients.

F. Eavirosment

An overall stricter EC environmental policy would benefit African countrics. Not oaly would this
lead 1o a pumber of industries shifting away from Europe to countries with less strict rules, thereby starting
a general industrialization process; stricter environmental rules in Europe would also change the nature of
industrial inputs, and in many cases African countries could bencfit from such changes. Stricter
environmental legislation iu the steel sector would, for example, lead to a shrinking of sinter production and
coke production in the EC and to an expansion of these activities abroad, including Africa. The more costly
pelletizing process would substitute to some degree for the sintering process, and the use of more pellet feed
for blast furnaces in the EC would bring more money for some developing countrics, including Africa, than
the mere delivery of iron ore. The use of direct reduction would boost natural gas at the expense of EC coal
and there would be a movement of some processes to iron ore producing countries, many of which are in
Africa® Similar considerations come into play in other sectors; for example, some processes in the textile
and chemical industry might be shifted to Africa.

For food exports, on the other hand, stricter EC rules on the cavironment might also oblige
developing countries in Africa to fulfil new requirements, thus imposing additional costs on them. The
European consumer shows a high awareness of environmental problems and is concerned with the
cnvironmental impact of the food items he or she intends to consume. In more general terms, additional
costs for African countries arising out of EC environmental legislation will fall mostly mn sectors that are
closer to final consumption. For all other sectors, African countries should be clear winners.

G.  Regional policy

EC regional policy has only some minor negative implications for African countries. Sub-Saharan
Affrica is less affected by EC regional policy than, for example, Arab countries because the sectors supported
in disadvantaged regions arc generally of less importance to the economies of sub-Saharan Africa thaa to
the much nearer Arab countrics. In some cases African countries can even bencfit from a successful EC
regional policy as the Community retreats from scctors which arc no longer viable in Europe because of high
wages. An example of this is the "Retex” programme of the EC, which aims to diversify production in EC
regions that are heavily dependent on the textile and clothing industry.3! Part of the programme involves
retraining employees in the textile and clothing industry to enable them to shift towards other sectors of the
economy. Similar schemes also exist for the steel sector.

X0 See UNIDO, The Steel Sector - Expert Group Meeting on the Implicanions of the Singie European Marker for Industrialization in
Developing countries, pp. 12 {l.

3 por potentially visble firms, the setting up of teams of advisers (especially in production and formulation snd impiementation of
modemization plans) s well as training schemes and sccess to risk capital is foreseen. This cicarly shows that not only diversification
but also strengihening of the sector is an objective of the programme.

See Bullctin of the EC, 10/1991, 1.2.36, p. 24; see also Council Regulstion No. 42453/88 Isying down provisions for implementing
Regulation No. 2052/88. As regards co-ordination of sctivities of the different structural funds among themselves and on the
operations of the European Investment Bank and other existing financial instruments, see Qfficial Journal of the EC, L 374, 31
December 1988.

oo ateoumtion & .

MY
e




24

H. Human resosrce development

In common with other developing regions, a successful EC buman rzsource development policy
decrea cs - in relative terms - the attractiveness of Africa as a production site. Espedially im sophisticated
arcas of clectronics and in some high-tech arcas of the chemical industry the gap has even widened. The
real problem in many African states is to create the necessary critical mass of qualified manpewer that will
lead to companics mvesting in Africa. The increased attractiveness of Europe due to the Single Market
cffect may accentuate the brain drain from African countries and compound the problem. The attractiveness
of the SEM (or rather its human resource policy) brings with it the danger that these general teadencies may
further accentuate the brain drain from Africa to Europe.

L Geuneral impact of EC policies

A more vibrant Enropean market, together with the easy market access that African industry enjoys,
should enable African producers to benefit from the Single European Market. Nonetheless, Africa cannot
count on any significant boost in EC investment in the short term. The decision of whether to mvest in
Europe or in Africa does not, for the time being, work to the advantage of Africa. The SEM has dearly
strengthened the position of Europe and weakened the position of sub-Saharan Africa and other regions
this respect.

Among the sectors under investigation, steel and footwear are well placed for peaetrating a more
buoyant European market. Textiles and clothing are also ir a good position to benefit from the Single
Europcan Market so long as the Multi-Fibre Agreement remains in force. Despite higher standards for food
items, Africa’s food processing industries should also be able to discover new market niches once they can
meet the demanding quality standards.

Equally important arc the indirect effects of the Single European Market for African industry. A
more buoyant European industry will first of all need more natural sesources and in this respect Africa is
very well endowed. Africa, being able to gencrate more income from raw material exports to Europe, will
also be in a better position to build up and modernize its own industry to satisfy rising local demand in the
African market(s).

Some projections suggest that African industry may benefit from dircct trade creation arising out
of the Single European Market to the extent of S per cent of the overall benefits for developing countries.
This share is similar in size to the benefits countries of South Asia or the countries of the Maghreb region
can expect. However, sub-Saharan Africa can expect additional trade creation from primar; exports to a
much greater extent than South Asian or Maghreb countries. The additional value of primary exports is
expected to be about 70 per cent greater than the additional value of manufactured products. In the
Maghreb countries, additional primary exports will be 34 per cent Jower than additions of manufactured
exports, and in Soutk Asia additional raw material exports due to SEM are expected to amount to less than
10 per cent of additional manufactured exports. Given this basic structure, sub-Saharan African countries
will also be less affected by possible trade diversions than other developing regions. Although projections
pont to the danger of trade diversion being stronger than trade creation in a number of Asian countrics
(especially in the NICs), the overall effect for sub-Saharan Africa is clearly positive (more than 2 per cent
of the value of exports going to the EC). 2

%2 See Page, Sheila, Some implicanions of Europe 1992 for developing counsies, in UNIDO, Global Report, 1991/92, p. 38.
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Implications of Single Exropean Market policies for sub-Saharan Africa l
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VL THE IMPLICATIONS FOR INDUSTRY IN LATIN AMERICA

A Technology

Overall, a successful EC technology polbicy might widen the technological gap between Latin
American and European producers. Nonetheless, a number of Latin American countrics have the potential
to make good use of Europcan R&D results to extend the fields of application of modern technology. In
some cases, EC rescarch bas alrcady assisted Latin American countries to build up ncw export industries
by transforming traditional goods with high-tech production and logistics systems into high value-added
intensive export items and forcign exchange camers.

In coatrast, in chemicals, European companics seem to have slowed down their rapid expansion of
production capacities in Latin America in the 1930s. Among a number of reasons, the development of ncw,
very capital and human resource intensive technologies no looger give Latin America a special competitive
cdge as a production site. Thus, progress in research has indirectly bad some negative implications for a
number of Latin American countries in recent years.

B. Trade

Trade between the EC and Latin America is still far from fulfilling its potential. In general, Latin
countries, including those of the EC, did not similarly open up for Latin American products. Manufactured
products still only account for slightly more than 50 per cent of total exports to the EC®  Trade
liberalization in Latin America (maximum dutics were reduced in many countries to 40 or 50 per ceat) has
alrcady improved the quality and international competitiveacss of Latin American mndustry. But the results
would have been even more impressive if developed countries had followed suit.

Nevestheless, on the sectoral level, the Single European Market is expected to bring some positive
results for manufacturing enterprises in Latin America. Shightly positive results are expected to emerge for
the foud processing industry, the footwear industry, the electronics industry and the steel industry (due to
an overall increase of demand in Europe), together with an improvement in the clothing sector (due to the
abolition of national quotas which de facto hampered export efforts by a number of larger Latin American
countrics).

Although the Latin American footwear sector will hardly be in a position to compete against Asian
suppliers on price in the European Market, it is well placed to compete on quality, given the high quality of
leather available in a number of Latin American countries, and sophisticated export-oricated shoe industries
in Brazl, for instance.

C. Investment

EC investment policy will not have significant implications for Latin America. Far more important
will be the Latin American foreign investment policy. This policy will be crucial to the decisions of European
enterprises as to whether to invest in Latin America or clsewhere. In addition, successful regional co-
operation in Latin America (such as MERCOSUR) or free trade agreements between the USA and Mexico
(as part of NAFTA) which could also include Chile, Costa Rica and other Latin American countries at some
later stage, would be far more decisive for EC investment in Latin America than any offical EC policy in
this respect.

However, it is evident that the launching of the Single European Market project in 1987 has re-
directed investment funds away from other parts of the world (including Latin America) towards the EC,
although this re-direction secems to bave already reached a peak.

33 See UNIDO, Giobal Repon, 1991/92. p. 38.
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D.  Competition

In this arca again, the general point may be made that larger EC enterprises will mean greater
competition oo world markets for Latin American enterprises. This may well be the case in the chemical
sector, less so for food processing (where European firms oaly form a counter weight to large American and
Japanese firms) or textiles and clothing.

However, the overall impact of EC competition policy is rather negligible for Latin American
countrics.

E. Standards

In common with other developing regions, EC standard sctting policy offers new opportunitics for
Latin American companies in electronics. On the - .aole, standards act rather as a barrier to trade. In order
to meet high EC standards, a significant improvement in the availability and quality of “industrial services®
is also nceded. Nooctheless, uniform EC standards are easier to comply with than different national
standards in individual EC countries.

F. Eaviroamest

A more strict EC environmental policy should work to the advantage of developing countries in
general, including those of Latin America. For processed food exports, the stronger ecological awareness
might, however, lead to some changes in the consumption pattern, possibly implying some expensive
modifications for Latin American countrics in order to comply with these requirements in the medium term.

G. Regional pelicy

EC regional policy has hittle impact on Latin American countrics. However, the minor effects that
do exist are negative rather than positive.

H. Haman resource development

A successful buman resource policy in Europe implics a relative loss of competitiveness for Latin
America. Nevertheless, the human resource basis in a number of Latin American countries is significantly
above the developing countries’ average and Latin American countries are thus well placed to co-operate
with the EC in a number of areas.

L General impact of EC policies

Although increased progress towards frec trade on a global scale will be more important than the
trend within the EC, the Single European Market offers on the whole, nevertheless, a number of pew
opportunities for Latin American producers.

The demonstration effect of the SEM may encourage free trade agreements between the United
States and Latin American countries to counterbalance the Single Market.

Furthermore, the EC offers a good example of the advantages which regional co-operation can offer
to all member states - a model that might be useful for the successful economic integration of some Latin
Amecrican economics, such as the MERCOSUR scheme in which Argentina, Brazil, Uruguay and Paraguay
participate.

Direct positive effects from the SEM arc to be expected for the food processing industries, the
footwear industry, the textile and clothing industry as well as the chemical and the electronics industry.

Projections indicate Latin America's share in overall EC trade creation for manufactured products
at about 7 per cent of the total trade creation effect for developing countries. Of equal importance will be

the increase in trade in primary goods. Even taking 2ll possible trade diversion effects into account, the net
result should still be positive with an overall increase of exports of more than 1 per cent.
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Implicatieas of Single European Market policies for Latin America

EC Pobdes Food Textiles Footwear Chemicals Steel Electroaics
Technelogy policy
Opyportenitics ‘e e ‘e + + +
Probiems -- -- -- -— -- -
Trade pelicy
Opportenitics tree e ++e +ed +ee ++ e
Problems -—-- -- -- -—- - -
Investment policy
Opportusitics +4 ++ ++ ++ ++ +4+
Problems -- -- - -—— -- --
I Competition pelicy
Opportunities + + + + +s +e
Problems -- -- - -—- -- --
nct implications | siightly ncg. | slightly neg | slightly pos. Begative neutral neutral
—p—— |
SIS DU PO ] N o
Problems -- - - - I
net implications slightly neg. | slighly neg. slightly neg. ncutral heutnal positive
Enviroamentsl policy
B Opporntunities ++ ves +e reee +eee + I
oems__ - |- : S P |
net implications neutral positive slightly pos. positive positive neutral |
Regional policy
Opportunitics + e + ‘e +e ++ J
Problems -- -— -- --- -- -——-
net implications slightly neg. slightly neg. slightly neg. slightly neg. neutrai slightly neg.
Heman resowrce
development policy
Opportunities + + + + + +
Problems -- -- - -- - -
net mﬁﬂm slightly ne:z_ slightly neg. neutral slightly neg. slightly neg. negative
Overall asssmption of
Single Evropean Market
Opportunities XXX ree tere e e e +e e
Problems -- - - -- - -
net implications positive slightly pos. | strongly pos. | slightly pos. nevtral 'dlightly pos.
- ‘

->

o & ateniion &




VI. CONCLUSIONS

In general, not only EC policics but the mere fact of a large and expanding Single Europcan Market
will force 2 number of developing countries to reconader their export strategics. The SEM will offer
developing countries a new major outlet for their products, but it will be a very demanding one.  Quality
standards will be high ard developing countries must adapt to these standards if they want to be successful.
At the same time, most developing countries do not have much chance of catering the high-tech end of the
EC market. This niche will be occupied by European, Japanese, and US firms as well as a few firms from
the NICs. However, even if entering at the low end of the market, developing countries will have to prove
that they can supply goods of a reliable quality and in time in order to build up a good reputation and move
up-market at a later stage. 1n addition, if developing country producers want to be successful on the
Europcan market they will have to meet their delivery obligations under all circumstances. This means that
export to the EC bas to be taken seriously. In the case of raw material shortages arising out of harvest
problems, droughts, shortfalls of local mining production, civil unrest etc., developing country governments
will have to be prepared to import additional raw materials so that the local manufacturing sector can
continue producing and fulfil is obligations. The same is true of imported spare parts. Actual transport
often takes only a few days but admmistrative delays of weeks or months can lead to a breakdown i
production, thus endangering the reputation of developing country manufacturers as reliable suppliers.
Furthermore, developing countrics will have to ideatify and specialize in a number of niche markets and seck
co-operation with European partners, or build up their own distribution channels - a strategy which, however,
needs a strong commitment and investment over a long period of time to be successful Developing
countrics should, in addition, carefully study and perhaps adjust the structure of their import duties in order
not to penalize local industry with high input prices. This is especially important in the field of electronics;
electronic equipment is not a luxury but an important tool to increase the efficiency of enterprises.

The Single European Market per se is acither something positive nor negative for developing
countries. It is responsible for both trade creation (which works in favour of developing countrics) and trade
diversion (at the cost of developing countries). Nevertheless, much depeads on developing country
manufacturers’ abilities to grasp in time the chances offered and to show the necessary flexibility.

A key 1o success is timely "information’. The manufacturing sector has to bave open information
channels in order to gain access to the latest technology, marketing and commercial trends. This means the
casy availability of all kind of journals, increased foreign travel, participation in international trade fairs etc.
so that manufacturers can respond with the speed and flexibility necessary. Close co-operation among local
Chambers of Commerce, Associations of Industrialists etc. and international organizations (including
UNIDO) is consequently of significant importance in order to keep both the private and the public
manufacturing sector in developing countries well informed of changes in the European Community and the
world econorcy as a whole.
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