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DIDUSTIIAL OIYD.OPlllllT OD IJIOOSTRllL POLICY D THE 
UPUBLIC or IOlt£& 0 VITll SPICUL llllPUSIS O!I 

ISillDRDG DllJUSDID 

Vilfried ·~tteaborst• 

Iatroclactioa 

Tia• ecoaoaic deYelo,..at of the Repablic of lore• bas become a 
focas of atteatioa both for develo,..at researcbt•r• seetiag to 
ideatifJ tbe roots aad detenaiaaats of tb• coaatrr• 1 rapid growth 
process ud for policr-maters ia their atte11pt1 to -late what 
tb•J c:nasider to be a general recipe for saccess. Tia• fact that 
lb• Repablic of lorea•s ecoaaaic develo,..at iadeed coastitates aa 
illpressiYe case of saccessfal late-comer iadastrializatioa is beJoDd 
dispate; recogaitioa of the coaatrr•s r-rtable ecoaoaic perfor­
... c• cuts across radicallJ different schools of tbcnagbt. iacladiag 
tbe depeadeacr school. wlaicb geaerallJ bas leaded to be sceptical 
aboat lb• prospects of developing coaatriH iaproYiag their posi­
tion vitbia tbe ezistiag iateraatioaal ecoaoaic •r•t .. llJ. 

Vltbia tbe liaited scope of this article. ao fall-fledged 
reviaw cu be andertaltea of overall ecoaoaic develo,..at ia tbe 
Repablic of lorea. lather. tbe intention is to take a closer loot 
at tbe coatribatioa aad prospects of tbe i.ldastrial Hctor. wlaicb 
bes proven to be tbe aost dp•ic force behind tbe couatrr'• eco­
aoaic ri••· Ia doing so, tbe paper is broadlJ stractar~d along tbe 
following lines. While section A.l provides an overYiev of iada•­
trial development in tbe Repablic of lorea la general. section A.2 
foe•••• on tbe iacreasiag •igaificanc• of eagiaeeriag 1adastries la 
particalar. Tbh aaalrtical HrY•J h follow.d liJ aa account of 
tbe general principles of the coaatrr'• iadastrial poller approach 
(section 8.1). llllaicb is coapl ... ated bf a aore detailed discassioa 
of Hlacted prioritJ areas of industrial poller vitb a view to 
raaoviag some illbalances carreatlr facing tbe couatrr'• eagiaeeriag 
iadastri•• <section B.2). 

A. Ipdastrial deyelol!ll!at ip the lapubllc of gorea 

1. c;,peral treads and ptrfoF11face 

Tba Republic of lorea bas goae tbroagb a proceas of varf rapid 
iada1trializatioa that baa re1ultad la a wiell-diverslfiad indu1trial 
1tructara aad th• aasterr of adnnced productioa tecbnologiH. 11 

wiell as in sabstaatial increases tn income and living standards of 
the population. 

Tbe coaatrr' • per capita GlfP surpassed S2. ()Ot) ta 19111 and 
reached alaost S2.300 in 1916. Hence, tbe Republic of loraa - apart 
froe Hong long end lingapore. llllaich bad ezceptlonal developaent pr•­
coadltioas - is second oalr to Cbiaa (Taiwan Province> la tera1 of 
per capita iacoaa aaoag all Asian davelopin' countries. 

•Industrial Develo,..nt Officer, UIIDO, Vienna. Au•trla. 
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Tile rapid traaaformatioa fraa a -r-impowerisbed agricultural 
coaatrJ to a ... i-iadastriali&ed one dariag the last three decade• 
bas led ... , ecoaaaists to coasider tbe Repablic of Korea •• a llOdel 
case of ecoaaaic dewelo,..at based oa ea oat~-orieated ecoaaaic 
strat•&J. Siace tbe earlr 1960• tbe coaatrr•• ecoaaaic strate&J ha• 
coatiaucHlJ beea deteraiaed bJ oatnrd-lookiag. iadastrr-orieated 
policies and .. asares. Tile awerage aaaaal loag- tera growth rates 
of GDP UO.O per ceat dariag 1965-1973. 7.2 per cent duriag 
1973-1914) indicate tbat tbe coaatrr has been able to cope with the 
.. jor cballeac•• coafroatiag ecoaaaies beawilJ reliaat oa .. aaf ac­
tured ezports for the llft>rld .. rket. such as tbe persistent need to 
carrr oat the recaaired stractaral cbaages ia order to aake the 
Gpti .. l aH of its specific camparatiwe adwaatagH wis-l-wi• the 
iateraatioaal ecoaomr. Ia doiag so. the Repablic of Korea bas not 
bad tbe adwaatage of sigaificaat aataral resoarces. iacludiag 
eaergr resoarces (ezceptiag llOderate reserwe• of coal). As a coa­
•ecaueace. i8t'Ort recaair-•t• bawe •1-r• been werr bi.Ila and bawe 
wirtaallJ pasbed the coaatrr into ezport proclactioa. 

As far as the sectoral stractare of the Giii' i• concerned. the 
recent decades of bigb, sustained ecoaaaic growth are cbaracteri&ed 
bJ a clear tread (table 1). Tile sbar,.. of agriculture in Giii' 
decreased fraa 29.3 to 13.I per ceat betM9ea 1970 aad 1986, while 
.. aafacturiag bas prowed to be the ecoaomr• • 90st dJD-ic sector. 
Vitb the ezceptioas of 1912 aad 1915. 11&Dafactariag bas coasisteatlf 
iacreaaed ia relatiwe importaace. iacreasiag it• Giii' share froa 
15. 4 to 33. 3 per cent. Tile Repablic of Korea tba• is one of tbe 
r- coaatrie• in the world where .. aafactaring accounts for 90re 
tbaa 30 per cent of the Giii'. .&part fraa agricaltare. a relatiwe 
decline ns ezperieaced bJ tb• ••rwices sector <fraa 45.3 to 
39.6 per cent). Utilities and coastractioa (the latter accoaatiag 
for 1.6 per ceat of Giii' in 1916) bawe gained ia importance. 

Table 1. Dist~ibatioa of GIP bJ sector of origia <at 1980 
constant .. rket prices>. 1970, 1975. 1910-1916 

(Per cent> 

l~IS:CI 
&&r~cDl- •l•l•& ... .... -

1'•ar ture ll •varrrl•& facturi•s 

1970 29.J 2.1 lS.• 
197S 2•.• 2.0 22.1 
1910 lS.1 1.• 30.6 
1911 17.J 1.6 JO.I 
1912 16.9 1.S 30.S 
1913 16.: 1.S 30.6 
19 .. 14.9 1.S 32.• 
191S 14.I 1.S 31.9 
1916 )ti 13.1 1.• 33.J 

IUJ:ll: 12). 

Al Iacluding forestrJ end fisbiag. 
)ti Provisional. 

Con.c.ruc- Utlli-
ti OD u .. SarYices 

7 .o 1.0 0.3 
6.• 1.3 U.I 
1.6 2.1 42.2 
7 .I 2.2 •O.• 
1.7 2.1 •0.2 
9.J 2.5 •0.1 
9.1 2.1 39.J 
9.0 3.2 39.6 
1.6 J.• 39.6 
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Willlia tbe oYerall industrial sector <•iaiag -d quarrJ'iD&. 
aaaufacturiag. coastructioa -d utilities). it is aaaufacturiag.* 
the 11Dst dJ'D .. ic sepmeat of iadustr,.. lllaicb bas aost clearlJ' gaiaed 
ia iaportaace. accouatiag ia 1915 for 70 per ceat of alt industrial 
actiYities <up fr- 51 per ceat ia 1970). 

As c.u he s-• fr- tbe figure. tbe real growtb r•tes of aaau­
facturiag Yalue added UIY&> baY9. vi lll Y9rJ' fev ezceptioas. beea 
greater lllu 10 (Htr ceat ud ia 11Dst J'e&rs baY9 aubatutiellJ' sur­
peHed tllose of GllP. After tbe sluggisb perforaaace ia 1915. record 
growtll rates for tb"t decade -re acbieYed iD 1916 (12.5 per ceat for 
GllP; 17 .4 per ceat for ll'f'A). 

• 

Real Growtb latea of GllP ud llY.l. 0 1970-1916 
(la coaat-t 1980 prices) 

Legend 
m­•-

.l.Dotber VeJ to gauge tbe role of tlae .. nafecturlag sector la 
tbe countr1•1 denloPN•t ii to look et it• coatrlbutlon to tbe 
creation of &11PloJ119at. lzcept for ~be period of tb• rourtb ~lYe­
Year Plea (1977-1911>. tbi1 coatrlbutloa ka• elwa11 Ileen ver1 blgb. 
reaglng froa 23 per cent of total addltlonel &11PloJ119nt during tbe 
Second rlve-Yeer Plea period (1967-~971) to a• aucb as 62 per cent 
during tbe Tlalrd rlva-Year Plan period (1972-1976) end 51 per cent 
during tbe flftb Flve-Yaar Plan period (1912-1916) ((3), p. 60). 

*Tiil• paper deal• asclu1lval1 wltb the .. aufacturlng seet~r. 
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Dra1tic chaage1 hawe taken place in the campo1itioa of BY& ia 
the cogr1e of deYelopment. Table 2 prowide1 ia • .... rT fora the 
ba1i1 for an ander1taadiag of the structural changes that occurred 
bet.een 1975 and 1915. 

Table 2. Composition of gro11 oatpat aad BY&, 1975 aad 1915 
(Per ceat> 

Sector (ISIC code) 

Total ... afa~tariag (300) 
food prodact1 (311) 
leYeragH (313) 
Tobacco <314) 
TeztilH (321) 
Veariag apparel, escapt 

footwear (322) 
Leather prodact1 (323) 
root..ar. escept rubber or 

pl&1tic1 (324) 
Wood prodact1, escept 

faraiture (331) 
raraitare, escept .. tal (332) 
Paper aad prodact1 (341) 
Priatiag and pabli1hiag (342) 
Industrial cheaical1 (351) 
other cheaical1 (352) 
Petroleaa refineries \353) 
Bi1cellaneoa1 petrol•um aad 

coal prodact1 (354) 
labber products (355) 
Plastic products (356) 
PotterJ, china. earthen-

ware (361) 
Gla11 and products (362) 
other aoa .... tallic aiaeral 

product.• (369) 
Iron and steel (371) 
llon-ferrcu1 .. tali (372) 
Pabric~ted .. tal 

pre.ducts (311> 
.. chinerr. escept 

electrical <312> 
llacbinerJ electric <313) 
Transport equi,..nt (314) 
Professional and 1cieatif ic 

equi,..nt (315) 

Share ia total 
walae of gro11 

oatpat at current 
pricH a/ 

1975 1915 

100.0 
9.9 
3.1 
2.4 

16.0 

4.7 
1.3 

0.3 

3.1 
0.2 
2.4 
1.4 
6.2 
3.7 

11.2 

1.4 
2.5 
1.0 

0.1 
0.7 

3.2 
6.5 
1.0 

2.1 

2.0 
6.2 
4.5 

0.6 

100.0 
1.7 
2.0 
2.7 

10.3 

3.1 
1.0 

0.7 

1.4 
0.5 
2.5 
1.5 
5.1 
3.4 

10.3 

1.4 
2.3 
1.9 

0.2 
0.6 

3.2 
7.9 
1.6 

3.3 

3.3 
9.5 
7.9 

o. 7 

Share in total 
BY& at 1980 

pricH 
1975 1915 

100.0 
6.7 
2.1 
0.7 

14.1 

5.1 
0.1 

1.3 

1.8 
0.3 
2.3 
2.6 
1.6 
4.0 
4.2 

1.6 
2.4 
1.1 

0.2 
1.4 

5.5 
4.9 
0.6 

2.4 

5.6 
6.9 
4.6 

1.0 

100.0 
7.2 
1.5 
0.3 

10.0 

4.7 
0.6 

0.9 

0.6 
0.5 
1.9 
1.5 
6.3 
4.6 
2.2 

1.4 
2.1 
1.1 

0.3 
1.2 

4.0 
7.3 
1.6 

3.6 

1.3 
15.0 
6.6 

1.0 

continued 



Table 2 <coatiaaed) 

Sector (ISIC code) 

other ... ufactured 
prodact• (390) 

Total ... ufacturiag 
<•illioas of d<lllars> 

Soarce: UJIIDO data base. 

- 5 -

Share in total 
walae of groH 

oatpat at carrent 
prices a/ 

1975 1985 

1.4 1.5 

Share in total 
llYA at 1980 

__l>.[,..ic .... •~•--
1975 1985 

4.8 2.5 

6 275 23 085 

1/ Carreat prices bad to be Heel dae to aaawailabilitJ of 
coastaat price ti .. • series for gross oatpat. 

The following cbaages ... rge: 

(a) Total lrlA at 1980 ~oastaat prices increased froa 
16.3 billion ia 1975 to 123.1 billioa ia 1985, aa iacrease of 
267 per ceat. i11pl1ing a growth rate of l?.9 per ceat per aaa .. ; 

(b) The followiag branch•• decliaed ia relatiwe importaace •• 
far •• gro•• oatpat i• coacaraed: food, beYerag••· testiles, 
clotbiag. leather prodacts. wood product•. priatiag. cb .. icals, 
rabber prodacts aad glass. Ia broad terms a •i•ilar pattara ... rgas 
for llY.l sbarH; 

(c) The following braacbH iacreHed ia relatiwa importaaca 
.. far •• 1roH oatpat h coacaraad: footwar, faraiture. paper. 
plastic products, potterJ, iron and steal, aoa-farrous .. tals, fab­
ricated .. tal products, .. cbiaerr (all tiads), transport equipment 
aad professional and scientific aquipmaat; 

(d) Of .ora iatarast, bowewer, are tbe sectors that are rala­
tiw•lJ important in tba total and that esperieaced relatiwe 
incr••••• in llYA: other cb .. icals, iron and steel, fabricated .. tal 
products, .. cbin•rJ (all tind•) and transport equipmaat. 

Th• lepablic of lorea b•• thus undergone, la l••• tbaa a dec­
ade, a substaatial 1bift ia the production ais froa ralativelJ 
an1opbhticat 1d, low-walae-added it .. to moeoe coaples, bi&b-·. alue­
added it_., froa si11ple coD1 ... r good• !:o coD1 ... r durablH aad 
capital 1ood1, and froa labour-inteHiYe to 1till and tecbl!olo11-
intan1iYe indu1trie1. (llotvitbstandin1 tbi• &•neral tread, teatil•• 
aad clotblag to1•tber 1till accounted for 1oae 15 per caat of llV.l la 
1985). Thil rHult h confinNd bJ a loot at lb• .. aufacturing 
production hdicH prowided la table 3: at a bigber lewal of 
aggregation CZ-digit Il~CJ, ba1ic .. tali and fabricated .. tall 
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.. cbinery/transport ~•ipment are lb• onlJ branches displafing 
above-aYerage increases in the 1980-1986 period. 

Table :;. Indices of .. n•factaring prod•ction. 1981-1916 
(1980 • 100; constant prices) 

1911 1982 1983 1984 1985 1916 

roo..· beverages and 
tob&cco 105 113 125 134 lU 149 

testil••· clothing 
and leather 116 U.8 126 133 133 147 

Wood, wood products, 
incl•ding furniture 112 120 150 159 UI 144 

Paper, printing and 
publishing 108 111 121 125 130 1~6 

Cla .. icals, fuels, rubber 
and plastic 102 106 124 lU 147 165 

•on-11etallic aineral 
pro:lucts 100 107 135 147 150 166 

Basic -tats 132 142 163 180 188 213 
Fabricated -tal, 

aachinerJ and transport 
equipment 126 137 171 227 242 331 

Others 103 105 122 150 149 183 

total 113 119 139 161 167 199 

Sonrce: [2). 

As .. ntioned above, since the earlf 19601 the industrial 
develoF119Dt strategJ of the Republic of lorea has clearlf been 
esport-led. there bas been a coaside·able increase in the relative 
iaportaace of trade ia the countrJ'• ~P over tbe past two decades: 
iD 1968 foreign trade (i.e. esports plus iaports) constituted 35 per 
cent of CIP, whilst bJ 1985 this share had risen to 61 per cent. 
Despite the sstroag espaasioa of esports there was a pershteat 
deficit in th• balance of trade uatil 1985, when it bec._ negli­
gible, and 1986, wb•a a trade surplus of S3.2 billion was 
recorded. •ot surprisiaglJ, aanufactures have provided the bulk of 
all e.iports, accouath;g now for around 95 per cent of the toul. 
At the ,._ tiM, tbe share of aanufactured esport1 ia .. aufac­
turing gro11 output since 1975 bas r ... iaed fairlJ stable at 11011e 

28 per cent. Of th•••· s09le 70 p.r cent are destined for developed 
countrJ .. rt.ti, with the United ltat•• .. rtet aloae absorbing 
close to 40 per cent of all .. nuf•ctured esports of th• Republic of 
ltorea. 

Th• ovel'1'11elaiag iaportance of the United StatH .. rtet tor 
export• of th• Republic of ltorea ii causing increasing concern la 
both countri••· the United States has announced that •• of 1989 it 
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will no longer gr-t its Generalized SJ•t- of Preference (CSP) 
concessions to tbe Republic of lorea. -d it is also ezerting 
preHare on tbat countq to liberalize imports ud to revalue tbe 
wn. For its part. tbe Republic of lorea is attempting to d.ver­
sifJ its ezport -rtets ud is P•JiDg increasing attention to tbe 
Europe- COlllmlnitJ. Altbougb Japsn takes 16 per cent of its total 
ezports. tboere is a f-ling in tbe lepablic of lorea tbat tbe 
Ja~ese -rtet could be opened up furtber. to reduce the •ztr ... 11 
large bilateral trade deficit witb Japu (estiaated to ban been 
bet11een $5 billion and $6 billion in 1916).• 

Also of importance to the diversification of •:sport .. rtets is 
tbe aecessitJ of reducing the ecODClllJ'• higb depenaence on ezport• 
•• • wbole. A retbiating bas been forced on the Government bJ the 
clear signs of growing wrld protectioni... The lepablic of lorea 
considers that it is becoming the pri .. target for those cor~tries 
tbat impose restrictions on impo:-ts frOll denloping countries. A 
list published bJ tbe International llonetarf Fund in 1915 indicated 
that 14 .. jor countries (tbe Europe•~ ColllanitJ •• a wbole vas con­
sidered to be one of tbese> impo•ed trade .. a1ure1 against ezports 
of tbe Republic of lorea in 19S... Th••• .. a1ures have ranged fr• 
aati-d1111piag dutie• to unilateral, bilateral and global quota•. A 
c011prebeasive range of c~lties wa;; involved. from teztiles (an 
oYerall "testiles" bilateral q110ta was impo1ed bJ tbe United 
States) to co ... tics (Japan used en Mlalaistrative guidance to 
restrict i11pe>rts frOll tbe Republic of lorea [4)). 

ID view ~f tbe prevailing protectionist attitudes ia llOSt 
devdoped countries, tbe future of iadustrJ la tb• Republic of 
lorea bas 1>ec09e iacreasinKlJ nlaera"1e. The couatrJ bas evi­
dentlJ reached a stage of develo.,..nt in wbicb furtber high grovtb 
cannot be sustained bJ reliance on ezternal .. rteta alone; rather, 
it will bave to COllPl ... nt it• hi tt.erto succeHful strate&J of 
export »rientation witb policies ai .. d at strengthening the d~ 
••tic .. rtet. 

2. Ipcreasiag sigpificapct of epgineering industries 

one of tba 110st IC',..rltablt features of iadustlC'ial development 
ia tbe Republic of lolC'ea bas been the rapiditJ of tbe •~ructural 
cnaages tbat bave accompanied - and in fact driven - the countr1's 
grovtb process. In about two deeades, en industrial •ector largelJ 
dependent on sl.,le contumer goods produced bJ light industrial 
brancb11 bas b-n transfot"IMd into a blgblJ divenlfled set of 
industries Hing lncreuin1l1 1opbhtlcated proceues to produce 
blah-tech products. Ia this, the IC'apld rise of engine•ring 

•In lovtabu 191E, the Govera..nt of the Republic of lorea 
announced special Muure11 to reduce the trade deficit with Japan 
as well as the trade tulC'plus with the United States. Various 
prlvlle1es, including loans at favourable rate• and taz cut•, wuld 
be offered to laporten who shifted their sources frOll Jar-an to 
other countries, partlculal'lJ the United states. 
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industries* bu b.?en a teJ .leter.inant. This 1eclion proyides a 
brief s i.tis:tical aaalfsis of their perforaance and goes on to 
reYiev :~~ent developaents in tbe 110st important engineering 
il'du1tr'.ts. 

In tbe recent past, the engineering industrJ of the lel'Gblic 
of lore• bu ranted first .-ong all industries in terms of pro­
duction, llVA growth and producti vi tf increases ( 2 J • Its lcbour 
productivitJ ind.n: increased froa 100 in 1980 t<' 2U in 1985 (for 
electrical -cbiDerf to 250), as compared to onlJ 177 in 19~: for 
tbe overall .. aufacturing iadea. Tables 4 and ~ provide 110re 
detailed data on t.be changing position of tbe eagineeriag sector 
relative to all indust.rJ. Three facts ... rge: 

(a) In 1985, engineering industries contributed 110re tban one 
third (34.5 per cent> to t.be couatr1's llY&. Tltis r-rkablf bigb 
proportion, vbicb approacbes t.be proportion in indust.riali&ed 
countries, ba1 .. inlJ been t.be result of develoP911nt.s in tbe 
1980s. Electrical .. cbinerJ is t.be to~ perforwer <15 per cent of 
llYl ir:, 1985), fol.Lowed bJ non-electrical -chinerf and transport. 
equipaent.; 

(b) In 1985, engineering industries were re1pon1ible for 28.5 
per cent of all .. nufacturing .. plo:pient., vitb electrical aacbinerJ 
alone contributing 110re tban 10 per cent. Additional nplo,.eat. 
generate~ in the "..975-1985 period vu great.est., however, in trans­
port equii-ent.; 

<c> Ia 1986, engine ·ring industries generated sligbtlf r.>rP. 
than two fifths of al, industrial eaport1. Tb11 implies an 
increase of 10 percent.age points within just five rears, again pre­
doainantlJ doe to tbe bvo1ar.c1 of the electrical .. cbinerJ branch 
<and, wit.bin this branch, in particular electronics>. 

At this point, however, a first reservation needs to ba 
voiced. It is not.eworthJ that vbarea1 gro11 e1port. figures are 
i11pre11ive, the engir.eering industries of the Republic of lorea 
have r ... ined bigblJ import-dependent and, as a vbol• show 1 

rat.bar low reveal~d c09Parat.iva advantage (IC.A), •• is d..onstrated 
in table 6. In this table, "net esports over total trade" bas been 
taken •• a siaple indicator of IC.A. This indi~ator caa tate values 
bet.wean -100 and +100; it points to tbe relative st.rtngtb of 
e1port1 and iaports within specific product groups. As can be seen, 
of tbe three llOlt iaportant. product. groups <ISIC 382-384), onlJ 
electrical aachiner1 and transport. equipment displaf cle&rlJ 
positive ICA values <with the latter being tr. the leading pos­
ition), vbareu non-electrical aacbinerf (which is indeed just a 
nascent e1port. industrJ) has r ... ined at a highlJ negative IC& 

•lngineering industries' are defined here to include fabricated 
.. t.al products, electrical and non-electrical aachinarf, transport. 
equipment •nd precision inst.ru .. ats, i.e. all breach•• belonging to 
categorr 38 of the Internat~onal Standard Industrial Cla111tlc1tioa 
C IIIC). 
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Yalue. Engineering H a whole bas 1ligbtlJ' i1111r0Yed its RCA ··~lue 
and bas turned froa tbe negatiYe to tbe po1itiYe side. 

Table '· llY.A. and 4111Pl0Jm11nt contribution of engineering 
inda1trie1, 1975, 1980 and 1985 

(Per cent) 

lagineering indu1trJ' 

Sbare of total llY.A. (1980 prices) 
Fabricated metal products 
Mon-electrical aacbiner,. 
Electrical aacbinerf 
Transport equipment 
Precision instruments 

Total engineering 

Sbare of ... ufacturing em.plOJ"meDt 
Fabricated .. tal products 
Mon-electrical aacbiner1 
Electrical aacbiner1 
Transport equipment 
Precision instruments 

Total engineering 

~: UJfIDO data base. 

1975 ~/ 

2.8 
6.6 
9.1 
3.6 

.-.!.:.! 

22.5 

3.7 
3.3 
9.0 
3.7 

J.:.1 

20.9 

~I Tbe MVA 1bare refers to 1976. 

1980 

3.1 
4.9 

10.0 
4.2 

-1...j_ 

23.6 

Table 5. Share of engineering indu1trie1 la total 
iedu1trial exports, 1981 and 1986 

(Per cent; current price•> 

Engineering indu1tr1 1981 

Fabricated .. tal product• 5.4 
Ion-electrical aachinerf 2.1 
llectrical aacbinerJ' 11.2 
Transport etuipment 9.7 
Precision in1tr119ent1 ...Li 

Total engineering 30.l 

12Jllll: (5). 

1985 

3.6 
8.3 

15.0 
6.6 
~ 

34.5 

5.1 
4.5 

10.9 
6.6 

....L.!. 

28.5 

1986 

5.5 
2.6 

19.4 
11.5 
..L.1 

40.2 
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Table 6. •et eirports as a percentqe < f total trade !/ 
in engineering products. 1981 and 1986 

Engineering industrJ 1981 

Fabricated metal products 44.7 
•on-electrical .. chinerJ -67.6 
Electrical .. chinerr 7.1 
Transport equip11ent U.3 
Precision in1tra11ent1 Jd. 

Total engineering -2.5 

Source: Calculated fr011 data given in (5). 

~I ((X - B)/(X + B)] 1 100. 

1986 

27.6 
-63.3 

27.3 
45.4 

=AM 

6.1 

Before turning to questions about tbe overall industrial pol­
icJ of the Republic of lorea. some recent develop11ent1 in the most 
iJl(IOrtant engineering branches are brieflJ reviewed. 

<•> Electrical .. chinery 

Tbe electrical (particularlJ electronics) indastrJ has 10 far 
clearlJ been the backbone of tbe countr1•1 recent e1port drive. ID 
1987 esport1 are espected to have totaled 110re than $10 billion, 
claiaing one quarter of total e1port1. Th• Republic of lorea tbu1 
bas becoae tbe 1isth largest e1porter of electronic goods in t.be 
world, after the United States. Japan, the federal Republic ~f 
Gera&DJ, the United lingd011 and Prance, and for the first ti• ii 
ahead of China (Taiwan Province) ((6]; (7), p. 6). BiniltrJ of 
Trade and lndustrJ projections put electronics production value at 
$20 billion in 1991 and $72 billion bJ the rear 2000; as of 1988, 
electronics itea1 are e1pected to 1urpa11 te1tiles as the most 
iJl(IOrtant e1port itea. In descending order of aagnitude, the 
greatesf; e1port values were recorded for 1eaiconductor1. radios. 
autoaatic data-processing aachlne1, colour television 1et1 and video 
tape recorders. A shift towards higher qualitJ. more e1pen1ive con­
sumer electronics products is foreseen for 1988 and beJond; the ca.­
panies have alreadJ proven their abilitJ to discover aarket nicbas 
and .. rut their own brand n ... products.• Despite these 1ucce11e1 
in a 1till-booaing .. rtet, vigorous efforts are under war to 
diversiff into the more proailing but also technologicallf more 
deaanding area of industrial electronics and, particularlf. office 
autoaation products (8). The Gover1111ent is providing aa11ive 

•Coapact disc pla1er1 are a case in point. Th• Republic nf 
ltoras ii one of the few countries producing thase products and 
increased its nport1 of thea ten-fold between 1985 and 1987, to 
1a11e 2CO,OOO units. 
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support both to establish a faYOurable infrastructure <e.g. through 
science parts) and to allocate resources to basia•••-acad .. ic joint 
efforts such •• the lorea llectrotecbaolog1 Telecommunications 
lesearcb Institute. 

It is aotewrth1. b01Mnr. that the couatrr• s electronics 
iaclustrr. like the other industrial branch••· displa1• aa ezt:r ... 11 
bigb degree of concentration. with the top 15 C011Panies coatrolliag 
three 41uarterr:: of the .. rket. lloreower. despite t.ecbaological 
adwances. the couatr1 has continued to depend oa i11POrt• of parts 
and COllPODeats (e.g. tuners. integrated circuits. switches). pr­
doaiaaatl1 frClll Japan ((9), p. 19). The recent appreciation of the 
1ea (wbich bas, for ezUiple. doubled the production costs for cord­
less telephones> bas resulted ia a b••YJ burden. 

(b) lfon-electrical .. chiaery 

lfon-electrical .. cbiaerr. •-ti-• also refer~ed to as 
"industrial .. chinerr". is oae of tbe 90st i11POrtant branches ia 
ter11a of industrial linkage• aad tecbnolog1 &Dd still spill­
oYer•. • It is the true uchiae-baildiag sector aad includes such 
product groups •• agricultural .. chiDerr. construction uc:hiaer1. 
teztile• ucbiaer1. ..c:biae tools and industrial paaps. The 
.. chine tool iadustr1. wbicb serwes •• industrial nucleus aad 
establhbe• the basic capabilit1 to produce .. cbiaes, occupies a 
"spider ia the web" position ((10), p. 44) and c:an legitiutel1 be 
regarded •• the "ke1 iadustr1 ia the capital good• sector •.. cru­
cial to a cou11tr1'• technological deweloJ1119at" ((11), p. 13). 

ClearlJ, tbe Republic of lore•'• non-electrical ucbiaer1 
iadustrJ. tboagb of coaeiderab!e size and vell-dhersified ia its 
product range, bas aot 1et ... rged as a ujor foreign ezcbaage 
earner. In fact, its ezport figures bave reuiaed .. rgiaal 
($0.9 billion la 1986) wbea coapared to those of electronic goods. 
Witb tbe growing 911Pb••i• 011 aut011atioa and on energf saving, 
bow.Yer, the cou11tr1's 11a11ericall1 controlled <•C> uchf~•rJ, 
including latbes, ailliag .. cbinH and .. cbiaiag centrH, ban ude 
tbeir first inroads into some ezport aartets. The technological 
leYel of the leading finu (Daewo Reavr IndastriH, Toagil and 
SWacboa) ls oalJ aoderate coapared to state-of-tbe-art tecbnolo11, 
bat tbe finu are coatiauallJ introducing aore advanced iteas, 
using a ah of foreign tecbaolog1 and locall1 developed taow-bow 
[12). •1 drawing on te1 foreign cClllponeats 11ad dHigns (both 
obtained .. inlJ froa Japan), some 41uite advanced aanufacture takes 
place. Bal tb•re h also a clear recognition b1 tbe Government 
tbat aore local content can be achieved and that this .. st COiie 011 
tbe ut.eria1 side as well as oa tbe dHign side. A recent 
asses ... nt of tbe trade situation concluded that uchiae tool 
producers ta the Republic of Korea bad so far presented little 

•It •st be noted, bovever, that with tbe rapldlJ increasing 
i11portance of coaputer nUMricaJ.11 controlled aacbl.,•rJ, t.be 
traditional distinction between electrical and nor .•ctrical 
a1cbiner1 becoaes aore and aore blurred. 
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threat to indigenous hropeu prodacers. BoMtnr. in open aerkets 
vitb a relatinlr -ak domestic indaatrr. lite tbat of tbe UDited 
Kiagdaa, low-cost products froa tile Republic of lorea and fraa 
Chi~& (Taiwaa ProYiace) bad teaded to dlstarb prices at tbe bottaa 
·~~ of tbe aartet (13). 

Ia tbh coate:a:t it is particalarlJ notewortbr that. :me fira, 
Toagil. bas receatlr acqair.C: -.joritJ OWDersbip of a aacl.iae tool 
caapanJ in tbe Federal Repablic of Gel'llADJ, Beiligeastidt. aiJllag 
tberebJ to get rapid and fall access to tile latest caapater n ... ri­
callr controlled (CllC) tecbaologies and prod11cts. Tills '"renrse'" 
foreign innsi-nt a&J signal a new -us beiag 111ed bJ tbe 
Republic of lorea and otber aevlr ind111triall&ed coaatries to 
apgrade tbeir technological capabilities and sabseqaentlJ penetrate 
denloped coantrr aarlcets. It h indeed remarkable tbat total 
nerseas lnYesb'.ent bJ firms fraa tbe Repablic of lorea do"bled 
within jast three rears. to reach ai.ost $900 aillion as of 
•id-1987 ((12), p. 34. and [91. p. 28). 

(c) .btOllObiles 

Deyelopments la tbe Republic of ltorea' s aata.othre iDda•trr 
toot a decisive tarn in 1974 0 wlaen tbe Goyenment auoanced a 
long-t•ra deyeloa-ent plan to lift the production of cars fraa aa 
assemblJ stage that bad low leYels of local coatent (14) to a stage 
tbat bad a bigber d011e1tic Yal•• added. Tbe cracial poller objec­
ti•• was to pr0110te efflcieat suppliers wlao wvald rapidlJ iacrease 
tbe local soarcing of parts and caaponeats. Vitbin tbh nerall 
poller. prioritJ was gi••• to the prodactioa of ... 11er cars. Vitb 
a Yiev to ratioaaliziag tho lada1trr•• structure. each of t.b• three 
largest firms var allocated a specific ••s-&Dt of the passeager car 
.. rtet to noid aartet fragantatioa. Under tbh plu. Briadai and 
Saehan (now Daewoo Hotors) produced 1 0 300 cc and 1,400 cc engine 
aodels, rHpectivelr, wlaile lia produced 1,00? cc Hb-caapact 
aodels. As a consequeace, and given the eshtin& fayoarable cir­
c ... tances <••ch •• consideraDle e:a:perience in .. chine-building, 
a large pool of stilled aanpover and, last but not leaat, tbe blab 
degree of protection grantad to the car lnda•trJ), the Republic of 
lorea bas ginn an ai.o1t unique e:a:aiple of bow to acbl••• inter­
nationallJ coapetltiYe prodaction under a reglae of forced localiza­
tion. After further GoYer ... nt iat•"•atioa in 1911,• DaftOO and 
Brandal -r• th• onlr passenger car producers in tb• coantrr until 
1917, wlaea lh re-entered the car aartet. Ia 1913, tbeae three 
caapaal•• aade their flr1t inroads into e:a:port aartet1. Slac• tbat 
ti .. , tbeJ ha•• been ~apturlng ... 11 bat increasing 1bare1, 
particularly of the Canadian and United ltatH aartet1. General 
llotor1 recentlJ entered into an agre ... nt vltb Daewoo for the 
production of 170,000 1ub-coapact cars annuallr a• of 1916, vltb 
SO per cent beln, earaarted for esport1 CllSJ, p. 60). In 1'17 for 
the first ti .. , the ratio of ••port• to doae1tlc sales of car• va1 

•In that rear lh va1 given a 110nopolJ position for the pro­
duction of trucks wlail• its production of pa1Hnger cars va1 CC9-

plete1J stopped. 
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creat..r Ulaa 1 •• Ute resalt of a 75 per ceat iacr•••• ia ezports 
compared to a 51 per ceat iacrease ia prodactioa. Tbe Uaited States 
•arket aloae absorbed 260.000 cars fr- tbe lepgblic of lorea ut 

1917. r.tare ~itioas are reflected ia the carreat plus of botb 
Da...oo UICI IJ111ldai to rewmmp UICI ezpead tbeir facilities to prod•c• 
1 aillioa ••it• per rear ia 1911• aad to dewelop origiaal car 
aodels bf 1990 ((9). p. 7). 

8. Iadastrial polic1 ia tbe Republic of lore~ 

1. Tbe geaeral approacb 

Siace tbe earlf 1960s. a series of fiwe-rear plaas bas sbaped 
tbe frlmMIOrt for tbe le(K.olic of lorea•s industrial priorities. 
policies aad ('erforaaace. Duriag tbe first two plaaaiag periods 
(1962-1971). eupbasis was placed oa tbe expaasioa of labour­
iateasiwe iadustries. Tile tbird plaaaiag period (1972-1976) sbOW9CI 
a sbift ia apbasis to tbe prcmotioa of b••YJ aao cb-ical iadus­
tries. wbicb was tu coatiaue tbrougb tbe foartb plaaaiag period 
(1977-1911). otber .. jor objectiwes of tbe Foartb Fiwe-Year Plaa. 
sacb •• Hlf-safficieDCJ ia iawestaeat fii=aaciag aad tbe acbiewiag 
of a carreat accoaat sarplus. bad to be abaadoaed •• a result of 
lhe crisis-affected ecoa-ic eawiroaaeat aad disraptioa of tbe 
socio-political orde;.-. ID rHpoase to tbe deterioratiag ecoaoaic 
perforaaace. tbe targets of tbe Fiftb Fiwe-Year Plaa (1912-1916) 
wre relati YelJ aodest iii ciaaati ta ti we terms. Tb• preoccupatioa 
with ciualitat.iwe targets reflected iacreased coacera about cor­
recting aabalaace'.I growtb patterns. Tile aaia aias wre to regaia 
price stabilitJ tbroagh tigbt aoaetarr coatrol. to prcmote greater 
industrial efftcieDCJ ia wiew of reduced iateraatioaal coac>etitiwe­
•••• aad to reduce tbe foreiga loaa c_,oaeat ia dOllestic dewelop­
uat fiaaaciag. Tile Fiftb Five-Year Plaa listed •• a prioritJ 
objecthe tbe i11prow .. at of social wlfar• aad eciuitr. tbe first 
tiae a pl•• bad doae so. 

rbe aaia tbeaes of the Sil:tb Fin-Year Plaa (1917-1991) are 
tbe iatroductioa of social welfare scb ... • sucb •• aatioaal 
peasioa aad aedical iasuraace scb ... •; i11proveaeats la tbe balaace 
of P•J- aeats aad tbe foreign debt situation (1987 v•• •• extr ... 11 
successful rear la botb regards); and coatiaued industrial restruc­
turing. aiaed at acblevlag an important role for scieace aad bigb­
tecb-baHd iadustriH. Tile aaaufacturlag Hctor ls projected to 
coatlaae to grov ia relative ter11s. BJ tbe Plaa•s final rear. 1991. 
tbe industrial Hctor h to accouat for a 38.3 per caat share of 
GllP. wblcb would correspond to S52. 5 billioa la 1914 pricH. llVA 
alone would COiie to aore tbaa $50 billion. It h onlJ during tbe 
1990• tbat tbe aaaufactur\ag sector ls expected to lose its relative 
grovtb 110aeatua. declining to about 33 per ceat of GJfP bJ the rear 
2000. wblle services are expected to experience accelerated growth. 

•Hrundai alone expects a total production of 750.000 cars la 
1988. of wblcb 450.000 are earaarted for export. 
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la tlae past tND ud llalf decades. a rigime of Mdi~t•ra 
plmiag bas bee• of DJ iJlportaace to the eco.,..Aic aad bd•strial 
acllie.--ats of tile a.,.blic of Korea. tile pluaiag proceH ia 
c-•ral aad tile s~alled •acllliaistrati Ye gaiduce" i• particalar 
llan bee• tll• cllief -us of easariag stroag co-operatioa bei-.a 
Gon~at agencies ud tile priYate sector. I! is oalJ d•riag 
receat rea..-s tllat tile camprelacasin scope of plan-g•ided denlop­
-•t llas IN!ea so.awlaat carbed ia faY011r of private decisioa-ll&kiag 
prerogatins.* Vitia regard to tile directin strengtll of plus. it 
is to be noted that tile pluaing regi• la&s DOt MeD maadalOtJ bat 
bas alwaJI sltillfallJ combiaed binding and iadicatiwe e1 ... at1. 

Becaase tile first tllree fin-rear plaas (froa 1962 to 1976) 
wre fttJ sacceHfal ia attaiaiag and sarpaHiag their -i• tar­
gets. it is aot sarpriaiag tllat pluaing was accepted as tile foaa­
datioa of economic advaac ... at. Daring tile Foartla Five-Year Plu 
(1977-1911). however. tile 1979-1910 economic crisis was aggravated 
bJ tile iaflnibilitJ of pluaing. Against this backgroaad. tile 
couatrr llaa 1.ace eadeaYOur,'41 to find a •- balance bet.,.en plan­
ning aad priYat• sectcr aatoa-r that is 110re appropriate to tile 
present stage of econoaic development. EaaentiallJ. tte plans beYe 
become leas compr•beosive. 110re open to reviaioa and 110re qualita­
tive ia nature. 

As -•tioned before. tile concept of planning in tile Repol'llc 
of l:orea is largelJ indicative rather tbaa aaadatorr: private r.ec­
tor activities have aot. •• a general rale, bee• atrictlJ deter­
aiaed bJ adainiatrati•e precautions but Ila•• beea steered bJ 
aaterial iacenti•e• iato tile desired prioritJ or strategic sec­
tors. To tllis end, e comprebenai•e set of incentive• va1 created 
and, frOll tiae to ti .. , adjusted to serwe tile pre•ailing industrial 
policJ objectives (16). 

Tile centrepiece of tile iacenti•e• policr bas beea tile fiaaacial 
•J•tea. wbicb bas perhaps been 110re porpo1efullJ designed aad 111te­
aaticallJ used •• an inatra91&at for targeted industrial de•elopment 
pr-tioa iD tile Republic of l:orea than ia aar otber denlopiD& 
couatrJ. Indeed, it was poblic-aector control of credit allocation 
that vaa able to brine priYate actiYitiea iato line vitb GoYer ... at 
iatentioas. above all bf proYidiag so-called low-interest "policJ 
loans" to prioritJ sectors <•bipbuildiac, steel, aacbia•rJ etc.>. 
These policJ loans, at u... accountiD& for SOiie 50 per cent of 
total baalt leadhg. aa1a9&d particular i11POrtance she• tile 
unorganized financial aarltet <kerb aarltet) va1 initiallJ a ••tJ tbin 
aarltet ester.di•& loaas at interest rates 3-6 u ... tbe official 
rates. Tile policJ loaas wre also of i11POrtaace to tbe larce 
iada1trial firas, wbicb baY& tr.ditionallJ been cbaracterized bJ 
var/ lov equitJ/debt ratios. 

*The 1trong inclination of tbe ecoa011ic policr-aalters towards 
planaed develoP119nt bH often been attributed to the influence of 
Japan, both caocraplticallJ and •• an aconoaic aentor. Indeed, it 
ii frequentlJ succHted that Japan baa 11arved as the aodel for 
catching-up ia d011e1tit> and international acon011ic develoP119at. 
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Oil tM otMr •aad. ~•Hill& tile fiaaacial sector for i-.s­
trial deftlO(lmeat was oalJ oae of senral major coacens of 
i..._•trial poller. hrthr -•••re• •aft iacladed fl•cal iacu­
tin• (taz esemptioas aad redactioas; accelerated depreciatioa 
allOllallee•;; tariff esemptioa• for aad taz rebate• oa import• 
~ind for esport prodactioa). protectin -•Hre• c .. aatitatift 
import restrictioa• aad import prolaibitioa• oa '-•ticallJ pro­
Uced ii-> aad direct Goft~t iaft•tmaat ia i-.strial ••tat•• 
aad •sport frOC•••ill& ~•. Bo•t of tll11.. iacnt:.in• 111are ai~ 
at ezport pnmotioa. u. for e:1 ... le. wa• esclasinlJ tile ca•• vitll 
additioaal esport pnmotioa falld•. preferntial foreip carreacr 
loaa• for esport fiaaaciq. aad esport-illport link •Pt-. 

It i• difficalt to calcalate tile combiaed ••aatitatiYe effect 
of tile yarioa• iaceatiY••· e>r.ler• of -.pit11de. ia-Yer. cu be 
&•qed: accordiq to u ••ti.mt• ~· bJ lloag <11aoted ia [3)). tile 
ratio of total iatere•t HbsidiH to total fi:1ed capital ia --•­
factwriq esceeded 25 per ceat ia 1972. llU-tlaermore. tima-••riH 
data are anilable oa t•e raHo of esport -b•idiH to total esport 
Yal••. iadicati•& tllat bebleea 1'62 &ad 1971 tlai• ratio flactaated 
bet111aea 16 aad •S per ceat. villi aa &Y•rt&• figare of 23 per ceat 
for t•e r••r• 1970-1971 ((171. p. •7). 

Tatiq iato accoaat tile fact tlaat lb••• 11•aatitatiYe aaterial 
iaceatiYe• laaYe alwar• been campl-ted bJ Yario•• qaalit•ti•• 
iaceatiYe• <public reco_.itioa of ..,. award• for e:1celleac1; 80ral 
.. Hioa;; adlliahtratiYe e:1laortatiou>. it h laardlr poHible to 
establhla a fira caasal iialt batwea tile esteat aad 11•alitr \'>f 
poller iaterYeatioDS oa t11• eue laaad aad tile perforaaace of tit• 
iadastrial .. ctor oa tile otlaer. lllpirical eYideace does HUHl, 
laowYer. tlaat ia tile Republic of lorea, efficieat, well-designed, 
colaereatlJ impl.-ated poller -•••r•• laaY• to a large e:1teat coa­
tribated to tile coaatrr'• ecoa•ic .. cceH < [11), [19)). ID tlah 
r•&•rd. tile followiag are vortbr of note: 

<•> Titer• bH alwar• beea sabstaatin State iaYolY.-at ia 
orgaaiziq, focusiag aad directlag ecoa•ic deYelopmeat. De•~·t• 
fr .. aeat allegatioas to tit• coatrarr. tbe Republic of lorea la•• aot 
beea a paradi&a for a free-11arltet, lai•••z-fair• approacb to 
dnalopmeat; J•t it slaoald be aoted tbat Gonr-•t poller bas 
tried to "'• .. rtet •ipd•; 

(b) Tile State bas eserted iaflueace oa iaclastrial deyelopmeat 
lH• bJ clal•l•g a large •hare of public eatarprisH ia aaaafac­
tariag (•Giie 15 per ceat of total -••facturiag dur&ag tbe 19701> 
bat •r• br perHadlag aadlor dlrectlag prhate ladustrr to eater 
tb• desired HClol'S aacl actiYitiH. Tia• HCCHS of tbls str•l•&J 
••- to i11Plr tlaat, •• a rule, "guidaace", aot "owaersblp", ii 
..... uai; 

(c) Tith approacb, wblcb ls bHed oa a loag-t.era ladustrlal 
"Yisioa", laH reHlted i• • largalJ targeted denlopment p•ttera 
aad tit• 1ab1ta11tial subsldlzatloa of prlorltJ sector•. 

Tile for91latlo11 of ecoaomlc poller la tbe Republic of lorH 
ltH be•• cbaractarl&ed •• baHd oa pragaatln <• williDgHH to 
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e:qieriwt uclosMticallJ tritll policr tooll). partic•lari• (appli­
catioa of tailor__.. policr dec\sioa• villa a low lenl of ceaer­
alitJ). ceatrali:r.atioa <policJ .._.. ia s.o.t•) aad open .. • (tile 
dlsc•Hioa of Y&riOll• opiaioas before tl<t-c isioas are _..,. To 
tM•• f•r •••eatial• c- be added a laip decree of corporati•. 
i.e. iateractioa 11iei-a tile Gon~t aad •-1'09• ec~c 
iatenst &roar• ia preperiq aad impl-tiq illd1tstrial policf. 
Ylli• iateractio. Ila• also llad llllat Ila• bee• called - • ..... c .... t 
effect•. tllat is. it 1a ...... iastnimeatal •ia artic•latiq leader­
slaip camait..at aad &iYiq tile , ... ral &•ideli••• aad implicit 
pnlllise• of ••pport tllat facilitate priYate plaaaiq• (11). It i• 
till• liaka&• of public aad priYate iastit•tioa•. la strikiac siai­
ladtr to tile .JapaaeH epproacla. tllat peraits oae to descrillie tile 
cMlllrJ"• ecoaaaic •J•taa •• beiiag. alllost paradosicallr. a 
•ceatrallJ &•ided aad co-ordiaated .. rket ecoaaaf'". 

Ia receat rears. a atmber of importut iadHtrial poller 
cbaacH ban beea iatrod•ced to lillieraliu tbe domestic .. rket 
(botll for &ood• aad fiaaacial ••rYices>. to eabaace .. rket .. cbaa-
1 .. aad. ceaerallJ. to .," awaJ fraa sector-specifi~ policies 
towards faactioaal policies. a ft is sbift ia poliCJ • followiD& 
import ••bstitatioa aad esport pramotioa aa tlae first two restrac­
tariac pla&1••· is aow ae111eu ... coaaidered .. lalwia& laaached the 
tlaird post-war reatracturia& of tbe eco&Ollf. 

OB• e11eatial el-•t ia this aev iadHtrial r .. tract.riac 
att ... t la th• emplaaais oa ... 11 aad siediamt-acale iadastrial eater­
prilH. Aa the followiD& ud fiaal Hctioa vill show, tbil .-pha-
1il has particalar releYaace for the co•atrJ' 1 eaciaeeri•& iadaa­
trl ... 

2. Policies to 1trea1tbea tbe eagiaeeriag sector 

llotvitbatudia& tbeir dpeaic aad aacce11ful denlopmeat, the 
eaciaeeria& iada1trie1 of the Republic of lorea baYe llieea 1ufferia& 
froa structural imbalaaces that have oalJ receatlJ bece111e obYioas. 
Al •atioaed before, tb•J han coatiAUed to be bi&hlJ import­
depeadeat, vit~ crowth of .. chiaerr imports haYin& recularlJ 
esceeded tbe aYera&• &rowth rate of total. imports. As a result, 
policJ-t1aker1 are aow callia& for •uurea to iacr•H• lb• local 
coateat ratio of the couatrr'• .. chiaerr productioa. 

What is tbe .. ia rea1oa for tbi1 continued reliance on crucial 
iaput1 frOll abroadf Abowe all, uatil the earlJ 19101 too •cb 
911P11a1i1 was pieced oa promotia& a11ellblJ operatioa1 at tbe espea1e 
of &•••ratia& capabilitJ in part1/coapoaeat1 productioa, whicb ii 

•soae of tbe 1111re illPO~taat •a1ure1 iaclud~ tbe rorei&D 
Capital Iaduc-•t Act of .JalJ'l914 <witb its 1witcb to a "••&atiw• 
li•t" IJlt .. ); tb• liberali'HtiOD of i11POrt liCHIH; aoti­
colla1ioa •Hares •&aiast •t1ket-doaiaatia1 aatarprilH; tba par­
ticipatloa of forai&~ iaYe1tOrf in the doae1tic stock ascbaac•; and 
aa l3crea1ed scope for operations of for•i&• banks in tbe lepublic 
of Kor~• (for details ••• (3)).' 
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u actiritr tJPie&l of Mdhe-1i&ad 1wpplier linu. nil la&1 led 
to a proce11i11& pattera bia1ed ia f.aYOWr of fiaal a11embled 
prodact1. la&1 perpetaated tit• aaed to import cncial. more 1oplail­
ticated cameoaeat1 (particalarlr ia tile field• of electroaic 
iuu-atau- ud coatrol 111i-> ud Ila• baa• oa• of tit• mcia 
ialaibitor1 of ._,tic d•li&• capabilitia1 ia ar&H 111cla .. Ilea~ 
mac:laiaeey. It i1 -t-rtlar that iD Claiaa (Taina ProYiace). for 
•z1m1tl•. i.Sa1trial priorities laa-.e baaa diffaraat; tlaara. a power­
fal ._•tic parta/campoaeata iadaatey -• 1traHed 0 aad it is out 
of parts ... afactari•& tla•t tile aHemblJ sector Ila• ••b•aci•••tlJ 
~-

n. nlati-.e bacbfardaess of parts/campoaaata ... ufacturi111 ia 
tile hl*bl ic of loraa laaa baaa tile c-•aci•••c• of •• iaduatrial 
poller tlaat f ocaaed for loo lOD& oa atr&111tlaaai111 larse iac:astrial 
eaterprisea at tile azpeaae of -.ertical speciali&atioa (20). Until 
1980. tile couatey•s 1iut baaiaeas cOD&l-rates. tile so-called 
claubol.• -r• tit• r-1- tarset of vid•-r&111i111 sapport -&1•r••· 
from aelectin import reatrir.tioaa to 1ublidi&ad bult loaaa ud 
&••eroua •spo~t fiauci111. For two decade• tlaHe 1iut ba1inH1 
croups -r• allowed to ,.aetrate sectors traditioaallJ tile domaia 
of ... uer firms aad to wallow up firaa that coald not compete. 
Tile 10&ic was "'tile bi11er. tile better•. Ylaila tile•• c011paaie1 laaYe 
coatribated 111b1taatiallJ to tbe pla••-•al acoaoaic 1rowtb.•• tb•J 
laa-.e al10 redaced tile fle:libilitJ to adapt to rapid .:baD&H in 
iatenatioaal urtet1. Iad•ed. it was tbe lar1e coapHiH tbat 
were moat 1erioasl1 bit bJ tbe rece11ioa of tbe earlJ 19101. This 
.,., d'!le partlJ to tbair bea~ depeadeace apoa baat leadi•& aad 
partly to tbe facl tbat power vitbia t~• claaebol teads to be bi&blJ 
~oaceatrated (tb•J are oftea f .. i11-ba11d) ud fanctioaal separatioa 
of capital aad -•as-•t is iasafficieat to i11Pron operational 
afficieDCJ. 

It is oalJ ia tile 1&1t fiye rears or ao th.at tbe Gonr.-at 
bas clearlJ reco1nized tbe biased iadu1t~iel size structure. Con-
1aqaent11. it bH •tarted to vitbdrav tbe priYile&H anjored bJ 
"'bi& basiaes1• and to rHtrict 1rowtll and diYersification of tbe 
cbttb91. Saall and Mdi--•ized finu are nov bein& proaoted as 
tb•J are 1een to proYide a •1afet1 net" in ti•• of reces1ion and 
to be capable of substantial innoYation an' ldtrodaction of nev 
tecbnolo&iH. 

•A tJPlcal cbaeb91 eacoapa11a1 a lar1e ~arletJ of coapanle1 and 
actlYitles. frOll as UDJ a• IOlle 30 in one case to betwen 10 and 
20 in 1101t otber cHH. One HlllPle ii tbe s ..... , Croup, wblcb 
1paaa balineH liaH froa food seasoai•&• to aircraft en1lnH and 
25ol DIAll 1ealcoaduetor ~bip1. 

••latween 1973 and 1971. tbe flYe lar111t eha•b91 alone doubled 
tbelr •bare of tbe countrr'• CllP frOll 9 tn 11 per cent; the CllP 
•hare of all 46 cbatb91 went up froe 32 to 43 per ceat la the ,._ 
parlod ([3], p. 39). 
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a tu-rear. loac-tera prnotloa pla• for -11 aad .. cu­
i!lodu&t::-r -• adopte.t ia 19&2 to raise tile nlH added aad .aplof­
:maf:. JllL .. G of -11 aed .-1- iad••trr bf lHl to 45 ucl 63 per 
cnt. respect.ivw!.f. of aatioaal totals. ne Sllall aad Bedi­
hdastrr ~Uoa Corporatioa (SKIPC) plaf• a cntral role ia for­
-latiq. iaiti•ti•s -.ad co--ordiutiq npport •U•n•. • 

A Eutller ieitiatin. tile IadHtrial S,si-tisatioa Project • 
... iatrodaced bf tile Riahlrf of Trade ucl Iaclastrr la tile late 
1970s. tills project. _.icll cowers more tllaa 3 0 000 ... 11 compaaie•. 
addresses tile pro1»1 .. ideatified abo..a. tllat is. tile lli&ll lenl of 
illported ia,.ts for tlla co.atrr•• ... ia .. riq iadastri••· It 
•••ntiallf ... ts to iatqrate ... 11 perts .... factarer• aad hr&• 
prt.. ... afactarers. -•t of tiles• -tiq ii- related to auto--
180biles, maclliaarr aad electroaic•. into cloHlf bit prodactioa 
-its. Fiaaacial sapport aad tu priYilqes are proyided to par­
ticipatiq compaai••. iacladiq. for es.., le. a redaction of tu 
pe,..at• bf 10 per cnt ia tile c .. • of d-•tic&llf parcllased 
.. clli••tJ ud bf I per cent. ia tile caH of imported .. clliaerf ucl 
eqai,..at for laboratorr &ad iaspectioa parpo1e1. rartlle~r•. 
••pe•••• oa req•ired tecllaical coas•ltucf ••rYicas are taz­
dedactible. 

tile •f•t• ll.. •-roa• prttbl.... ll-••r. Pri• uaufac­
tarers are iacllaed to ...... price cats froa tlleir part• .. ter1. 
pa111eats are oft.ea dal&fed bf 1eyeral -•tll1 aad pri .... tars IOll9-

ti•• 19dd11alf redace or stop orders. laace. aa•f probl_. r-iD 
for tile prodacers of parts &ad cClllfOD••l•, aDd tll••• call for Yari­
oas tiDds of faactioaal sapport. A srst-tizatioa promotion 
coaacil witllia tile loreaa r ... ratioa of Sllall lasiaess llas tile tasts 
of, inter alia, ez .. iai•& basiaass trusactioa1 oa a •••rterlf basis 
aad of tati•& .... ares to &Yoid dis,.tH bat-•• lars• finu sad 
tlleir sappliers. 

Fart.Iler iada1trial policf ••sares ai•d at streaitlleaia& 
... nar eaterprhH iaclade urtat reHl'Yatioa scll ... 1•• CtlleH, 
llowYer, are of le11 releYaace for ••&iaeeria& prodacts tllan for 
li1llt coas ... r &ood•) aad, -r• raceatlf, spacial support ia tecb­
aolo&f ac,ahitioa, flaaacias, aartatia1 etc. for ezport-orhated 
... 11 aad •di• eatarprhes. lzports of tbe 1Ull aad •di­
eatarprhes aow uta ap 110re tbaa l2 per cant of tbe couatrf'S 
total ezports !Dd are projacted to raacb a 45 par cent 1ban in 
1991. 

VbereH tbh stroas empba1h on bdldla1 ap Yiabla sull and 
.. diua support.in& iadastries is ba1icallf a pban011enon of tbe 

llFor a detailed r•Yiew of recentlf e1tablisbed 1a&ll iadustrf 
promotion sch ... 1 in tbe lepubllc of Korea, ia particular of the 
actiYitie1 of lllIPC, ••• (21J. 

•"Under tllH• 1cb ... 1, tb• produr.tior. incraa1e1 of lH\• finu 
in 1pacified product 1roup1 require prior GoYernmient approval. 
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19801. t~ lepeblic of lorea•a iacl•strial policJ. at least fraa tile 
earlJ 1970• oawarda. llas bee• cllaracteriud bJ deteraiaed efforts 
to ~te ~atic I aacl D actiYities (22). fte objectin 0 ltlbicll 
Ila• bee• acllieYed to a coasiderable decree. was to create aa a•toa­
omo.s iad•strial iaaoYatioa cap&citJ. aaaia vitlaia tile fr.....ort of 
peblic/priYate sector co-operatioa. Ia 1914. tile ratio of total I 
aacl D ezpeHit•re• to GDP stood at 1.6 0 lllaicll was far lliglaer tllu 
ia almost all denlopiaa c-tries aad ena ezceeded tile corres­
poadiag ratio for a •_..Mr of O!CD coaatries. sacll a• .lastria0 

Fialud ud Sp&ia. It ~· tile printe sector lllaicll coatribetes tile 
most heme 10 per ceat) to total I ud D ezpeadit.res (ezcladiag 
ailitarr aad def••••-relatea ••peadit•r••>· Tlai• bigll sbare aar be 
p&rtlJ d•• to tile substutial fiscal iaceatiY&s aYailable aader t.lle 
TeclaaoloU Denloi-at Praaotioa Act (promulgated ia 1973 aad 
~ ia 1977 aad 1911). As to tile sectoral distri!>atioa. pri­
Yate sector I aad D e:irpeacli tares are beaYilJ coac1tatrated ia tile 
eagiaeeriag iadastries. ltlbicll ia receat rears Ila•• accoaated for 
more tllu 50 per ceat of tbe total (electrical aaclliaerr aloae was 
tile beaeficiaQ of approdaatelr oae tbir.I of all priYate i aaa D 
e:irpeaclitares). 

Ia 1911. tbe e:1t•HiYe •J•t• of public rHearcb iastitates 
was rationalized. reduciag tile total aaaber of iastitatH from 15 
to 9. Tbese research iasti tutes are geared to respoad to tbe 
rasearcll aeed1 of inda1tr1 aad to generate practical 1olatioa1 to 
tile probl•• of deYalopiag aadlor c~rcializiag iaaonti•• pro­
dactioa proce11e1 or aev products. Wlaile tb•J coYer a naaber of 
different fields (as listed below>. tbere is a noticeable ellPfa••i• 
oa eagiaeeriag iadustrie1: 

lorea &dYanced Ia1titate of Science aad Tecbnologf (IAIST) 
lorea Institute of IDergJ ead le1oarce1 (IIll) 
lorea Institute of Bacbia•rJ aad .. tali (11111) 
lorea llectrotecllnologJ aad Telec0111111nicatloas lesearcll 

Institute (llTII> 
lorea Standards lesearcb Institute (ISII) 
lorea Institute of llectronics Tecllaologf (IIIT) 
lorea le1earcb Institute for Cbeaicals Tecbaologf (III~> 
lorea Ci••••& aad Tobacco lesearcb Institute (ICTII) 
lorea &dYaaced IDergJ le1earcb Ia1tltute (IAllI) 

Coapl ... DtiD& tbe 111tea of public rHHrcb iD1titutH 0 aaDJ 
pri•ate CClllpanles baYe aadeavoured to set up tbeir own I aad D 
ceatre1. De fir1t 1ucb centre va1 e1tabli1bed in 1970; bJ tile end 
of 1914. tbere were aore tban lSO private I and D ceatr ... vitb 
cbeaical and eagiaeeriag iadu1tries accounting for almo1t tbree 
t••rter1 of tbe total. rour of tbe cllaeb91 baYe e1tabli1bed I and D 
oa,po1ts in California; tbe1e focu1 on tne design of cC111puter1 and 
••icondactor1 (23). 

A• to tbe overall poller fraaework, tbere appear to be at 
lea1t t.bree set1 of aea1ure1 tbat bave e:1erted a po1itive loag-tera 
influence on tbe creation and progre11 of engineering indu~trle1 in 
tb• Republic of «orea: <•> tariff and non-tariff protection 
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granted to the ... ufacture of capital goods;• (b) tbe introduction 
of aiai- domestic content requir-nts. vitb a Yiev to discour­
qing -cbiaerf imports; aad (c) tbe enb-c-nt of YOCational 
training bJ. inter alia. making in-plant training compalsorf for 
all illdustrial enterprises vitk 300 or aore workers ((231. p. 39). 

0-stic R and D efforts ban been compl-nted bJ a tecb­
aoloer acquisition strateu that focuses on tbe build-up of local 
taow-bow and capabilities. Vitb tbe notable ezception of elec­
troaics. tbe otber branches of engineering baYe relied to onlr a 
liaited degree on foreign direct inYesbaent as a soarce of tecb­
aologJ transfer. and then onlr in a strictlJ screened and 
controlled aaaaer. Ratber, licensing in selected tecbaologJ areas 
bas been used to generate tecbaological competence. 

In tbe lc'lg ran. jast as ia tbe case of tbe count ... ,· s auto­
motiwe iadustrJ. tbis _, proYe to be • suitable .. ans 01 acbieYing 
domestic -•terr of tecbaologicallJ adYanced production processes 
vitboat becoaiag too depende~t on foreign companies.•• Seea froa a 
different angle. licensing agre-nts _, belp prepare tbe ground 
for subsequent joint Yentures in wbicb tbe domestic partner, 
because be bas alreadJ attained r certain leYel of deYelo,..nt. 
will baYe relatiYelJ strong bargaining power. Seen t.bil _,, tbe 
recent. policf eapbasis on attracting foreign inYest..ent would be a 
logical step on the count.rr' • industrial develo,..nt. patb rather 
tban a .. re react.ion to bigb leYels of foreign indebtedness. 

All in all. it. appears that once tbe preYailing iabalaaces in 
tbe sector's structure - a lop-sided size pat.tern tbat faYours 
large industrial coagl011erates, a biased processing pattern tbat 
fayours final products, aad an insufficient de1ree of horizontal 
specialization - baYe been oyercoae. en1iaeerin~ can be ezpected to 
r ... ill tbe leading growth ••ct.or of tt.e countrr' s econoaf for a 
10•1 u ... 

*Uatll 1914 tbe liberalization ratio of engiaeeria& products 
<Sl per cer~> w11 si&aificantlJ lower than tbe average liberaliza­
tion ratio (10 per ceat) ([3), p. 102). 

••"roreiga t.echnolo&J provided tbe initial base, but local 
tecbaical personnel aad I • D activities assi•ilatad iaported tacb­
nolOIJ and broadened aad deapeaed local capabilities. Ia otber 
words, bu-n resource develo,..nt and domestic I • D activities to 
develop indi1enous tecbaolo1ical capabilities .,.re viewed aot as an 
a1 ':ernative but coapl ... atarJ to laports of forei&n techaolou ." 
([£3), p. 65) 
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RECEllT OIVELOPllEllTS Ill TllE llACHillE-TOOL IllOUSTRY: 
THI PROSPECTS FOR FOUIGll DIUCT IllYISillEllT 

WITH PARTICULAR RIFDlllCI TO 
ASUll DIVILOPIJfG COUllTRIIS 

Peter O'Brien• 

A. An oYerYiev of the .. chine-tool induatr1 

1. Defining the subject 

llore than 110at industrial branches, that of .. chine tools ii 
defined in different -1• according to the purpose intended. The 
Japan llachine Tool Builders A11ociation (JllTBA) describes .. chine 
tools 1iaplJ as "llachines for .. ting other aachinerr equipment". !I 
An analJ•i• in a UllIDO docU8ent is 110re precise, stating: 

"A .. chine tool is a power-driYen tool, non-portable 
lofhile in operation, used for carrring out, individuallJ 
or in cOllbination, the operations of .. chining, forming 
and electroch•ical proce11ing of Mtala, wood, glaH, 
plastic and siailar aaterials." ll 

The document notes the wide range of .. chine tools encoapa11ed bJ 
the definition, ranging froa siaple drilling .. chines and lathes to 
.. chining centres with tool changers and fleJtible .. chining 
•J•teas, and the set of operations inYolYed in .. tal cutting and 
.. tal foraing that giYe rise to hundreds of different kind• of 
.. chine tools. 

Quantitative studies of .. chine tools usuallJ confine thea­
selves to aajor groups .11 and 382 of ISIC }/ and/or divisions 
71-74 of SITC, !/ althoulh aOMti•• the apparent rigour h -ak­
ened bJ references to non-electrical aachinerr. VhateYer the 
details, the points to be kept in aind are: 

(a) llachine tools are tools for .. king aachine• and/or the 
coap..1nent1 of aachines; 

(b) Their source of ~r can be .. chanical or electrical; 

(c) Tha aaterials so fashioned can be qulta diverse, although 
11e>st references are to aetal working; 

(d) The huge differences in the coaple1itJ of aanufacture and 
operation aean that .. chine tools can be aade in higblJ advanced 
factories or 1iaple workshops. 

•consultant to UllIDO. This article h an edited version of 
UllIDO/PPD.53 (l6 lepteaber 1987). 
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The producti~n of an adYanced -chine tool (which ii itself 
-de bJ using other -chine tools) not onlJ draws on the traditional 
(Jet ever 110re sophisticated) disciplines of Mtalluru and Mch­
anics, but increasinglJ on electrical science and, aboYe all, elec­
tronics. The chairaan-~esignate of Brown BoYeri recentlJ indicated 
that the electrical-electronic component in the costs of aanufac­
turing .. chine tools was about 30 per cent. l/ This shift in the 
nature of the product is, within the -in ....,.r States of the 
Organisation for Econoaic Co-operation and DeYelo,..nt (OECD), 
altering the character of th• indastrJ and the actiYities of the 
firu within it. 

Leading finu engaged in the substantial buJing-in of compo­
nents, especiallJ electronic control •J•t ... , haye to use large 
te ... of design engineers, including c09pater software specialists, 
to solYe their clients' probl... (packaged solutions>, aab size­
able R and D expenditures, and produce a vide range of it... (the 
coyerage of product series se ... to be a keJ factor in -rtet suc­
cess). Yet the industr1 still retains r ... rtable heterogeneitJ 
with respect to the size of fira and the technological Yintage of 
production •thods and outputs, which suggests that &DJ countq 
tr1ing to attract foreign direct inYestment to the branch bas aan1 
different segments to loot at. Which segment it concentrates its 
efforts on will depend on the kind of it .. it wants to aanufac­
ture, tbe .. rtets it want• tc. sell in, and the kinds of local 
resources it capitalizes on. 

llacbine-tool output does not reprasent 110re 'ban a ... 11 
fraction of .. nufacturing Yalue added (llVA) in &DJ countrJ. 
Table 1 shows that the .. cbinerf and equi,..nt industries in seYea 
aajor countries account for just under one half of llVA in tbe lead­
ing OECD countries as against just under one tbird in the leading 
developing countries; that about two fifths of tbe output of .. cbin­
er1 tends to COiie froa Mtal products and noa-electrical .. cbiaerJ; 
and that, •• indicated bJ tbe figures for Japan in the footnote to 
table 1, aachine-tool output ii usuallJ not 110re tban about one 
tenth of that of .. tal products and non-electrical aachinerJ. The 
share of .. chine tools in llVA, therefore, is probablJ arouad 2 per 
ceat for the leading OICD countries aad froa 1 to 1.S per cent for 
the leading developing countries. In absolute teras, .. chine-tool 
production is a .. ch ... 11er actiYitJ tbaa llOlt of tbose that have 
been in the forefront of foreign direct inYest.Mnt during the past 
decade and its iaportance deri••• froa tbe strategic nature, rat.bar 
than the absolute value, of its output. Its strategic nature, in 
tura, st ... froa the pivotal role plaJed bJ the branch in relatioa 
to other .. jor industries within the produciag countries. Up to 
now, there is no instance of a countrJ that bas engaged in notable 
uchine-tool production without having a sizeable and diversified 
industrial structure. 

2. Th• world-wide proclpctiop of atcbipa tool• 

The .. joritJ of the world out.pat of .. chine tools originates 
in 1.-e 35 countries: table 2 1-.rizes the data for 1916. The 
total output for 1916 was over $29 billion (th• highest-aver 
recGrded value of produ~tion in dollars> of which some 77.5 per cent 



Table 1. •achin•rJ and equipment indu1trie1 within the aanufacturln1 1ector, 
••l•cted countrie1, 1912-1914 

CouatrJ 

''?htE State• of OICD 

Geraaq, Federal 
lepubUc of 

Japu 
Uaited StatH 

L1ti1 411trica1 cogptri•• 

lra&ll 
.. .ico 

DIJ!lopipg cogptri•• 
l1 Alla 

I1141la 
lepublic of lorea 

.. tal 
product• 

6.2 
6.6 
7.3 

S.3 
6.9 

3 •• 
4.4 

(Percenta1•> 

lloa-electrlcal 
aachlnerr 

U.7 
12.6 
U.2 

11.2 
s.4 

1.9 
4.0 

lhare of llVA im_countr~ 
llectrlcal Tran1port Precl1lon 
aachin•rJ •tulpment in1tru .. nt1 

13.1 
U.1 
10.1 

7.1 
6.4 

1.0 
10.0 

1•.S 
10.I 
11.6 

1.1 
9.2 

1.1 
1.s 

2.• 
1.1 
3.1 

0.1 
0.9 

0.1 
1.1 

All aachinerJ and 
•tulpment production 

S0.9 
•s.9 
o.o 

32.S 
21.1 

29.1 
21.0 

~: lapdbo9t of Ipdg1trlal Stati1tlc1 1916 (United Nation• publication, lal•• No. llP.16,JI.l.3). 

~: Tia• fl1urea aiven are avera1•• for 1912-1914. All .. chln•rJ and •tuipment lndu1trle1 corre1pond to 
ISIC divlaioa 31; the fl1urei in th• laat coluan are th• total• for th• flr1t flv• coluan1, which corre1pond to IIIC 
--.jor 1roupa 311, 312, 313, 314 and 31,, re1pectlv•lJ. Kachin• tool1, tl&htlJ defined, are • 1ubcate1orr of ?ITC 
aajor aroupa 311 and 312: ln Japan, for •• .. ple, th•J account for le11 than one tenth of IIIC aajor 1roup1 311 and 
312, l.e. 1••• than 2 per cent of llYA. 

I .., 
"' 
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•t~ froa cutting tool•. SeYea countries (fiYe OICD couatrie• 
and two countries ia la•tera Europe) produced ia eac••• of Sl bil­
lion eacb and together tbeJ accounted for 79 per cent of tbe global 
total. t'lae eigbt leading deHloping couatrie•. including Cbiaa. 
oalr .. aufactured just oyer 5 per cent of tbe global figure. ca.­
biaing table 2 witb table 3. d_,astratH tbat. while tbe coacea­
tratioa of t10rld production is oa tbe iacrea•e. tbere bas been a 
dr ... tic •bifl ia t~e relatiYe •trengtb of different producer•. la 
1976 tbe sbare of tbe four cbief .. cbiae-tool-produciag countries 
oi tbe aggregate figure -• about 57 per cent whereas. bJ 1986. 
tbeir sbere -• just oyer 64 per cent.. la 1976. boweYer. tbe 
production of eacb of tbe otber leaders -" more or less double 
that of Japan (whicb accounted tben for about 8 per ceat of t10rld 
output>; bJ 1986. Japan .. aufactured more .. cbine tools tban tbe 
United States of America and the Union of SoYiet Sociali•t 
Republics coabined. EHD allowing for tbe bigb rise ia the nlue 
of tbe ren during 1986. Japan •till r-ia• clearlJ abead of botb 
tbe United State• and tbe SoYiet Union (altbougb not when tbeJ are 
taken together). 

t'lae .. p of world production bas becoae 11Ulti-ceatred but witb 
1triting shift• in t.be balance of power. Four area• are curraatlJ 
bigb-profile producers: (a) Europe. vitb tbe 12 European -'>en 
of tbe Coaite Europeea de Cooperation des Iadu•trie• de la llacbiae­
Outil (CICillO) accounting for around 37 per cant of tbe total global 
output. vitbia which tbe Federal Republic of Germaar h the doai­
naat eatitJ bJ far. followed bJ ltalJ and SVitzerlaad. botb special­
ist suppliers; (b) Asia. accounting for •oae 30 per ceat of tba 
total global output. of which Japan accounts for four fiftb•; Cbina. 
India. the Republic of lorea and Tai van Province. Cbiaa. also 
account for about 1 per cant eacb of tbe tctal global output; 
(c) la•t•ra Europe. accounting for clo•e to 20 per cent of tba total 
global output. whicb coae• aaialJ froa tbe German Dallocratic 
Republic and tbe Soviet Union; and (d) tbe United St•l•• and Canada. 
accounting for around 11 per cent of tba total global output. 

The •pread of output is radicallJ different. froa tbe aid-1970• 
and even froa tba start of tba prHent decade H JapanHe produc­
tion b•• espanded eaormou•lJ (about five ti .. • .. asurad bJ con•tant 
ascbaage ratH) and tbe output of the United Statas bas dropped 
froa a peak of clo•e to SS billion in 1980 to a total of lass tban 
S3 billion in 1986. How can tbase cbanga1 be esplained and vbat do 
tb•J iaplJf 

Japan's move to doainenca is the result of .. croeconoaic fac­
tors and tbose specific to .. chine tools. The .. croaconoaics of 
sustained grovtb at boae plus tbe buga aspor\. d ... nd abroad bava 
fuelled tbe consuaption of .. chine tools. Th• cbaractar of d ... nd 
for .. cbine tools has bean stronglJ oriented, botb within Japan and 
•l•awb•r• (aspaciallJ tba United States), to lt ... whose production 
prOCHH1 depend heavtlr on invHtaant. Outstanding aaGng these 
breaches bas bean automotive•: "Th• ladu•trr and its related con­
tractors and sub-contractors account for up to SO par cent of the 
output of .. chine tools ln Japan". ii lsport sales of automobile•, 
along vltb direct esport1 of aachine tools, have ensured tbat a 



Table 3. Iadlcator1 of 1rovtb and fluctuation la world 
aacblae-tool production, 1976-1916 

Incr1a11/d1cr1a11 In production ~/ 
Value of produc- (percent•&•> 
tlon (bllllona of l!Zt-Hl2 1112-HH 

!l!iUIEI ll 1976- 1971- 1971- 1979- 1910- 1911- 1912- 1913- 19U- 1915-
Producer 1976 1910 1916 1977 1911 1979 1910 1911 1912 1913 1914 1915 1916 

World 13.5 26.7 29.2 +11.9 +26.5 +20.0 +16.6 -1.1 -15.l -13.0 +2.0 +10.0 +33.3 

G41nl&DJ, 
Peder al 
hpubllc of 2.4 4.1 5.2 +1.3 +26.0 +21.2 +11.5 -11.0 -10.3 -1.6 -12.5 +U.O +64.0 

Ja,..n 1.1 3.7 7.1 +36.3 +53.3 +27.2 +35.7 +26.3 -20.I -1.0 +21.6 +17.7 +32.1 

USSI 2.0 3.0 3.7 +10.0 +11.2 +11.5 +7.1 -6.5 -0.5 +6.9 -10.0 +7.1 +16.1 

United Stat11 2.2 4 •• 2.1 +U.3 +25.0 +33.3 +20.0 +6.3 -25.5 -u. 7 +U.O 12.0 +3.7 

~: Amtrlc1p lacblpl1t, varlou1 l11u11. 

Al At current prlc•• and ••cbana• rat••· 

~I I•c~••••ldecreaa• in production ln tbe 1econd J•ar over tb• flr1t rear, l.e. world 
production lacr••••d bJ 11.9 per cent rroa 1976 to 1977. 

.., 
• 
I 
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large part of Uae ..__ for Japaaeae -claiae tools laaa c-. 
dlnetlJ' ud iadireellJ'. fraa abroad. lllaicla. ca.biaed villa llae 
peraiateatlJ' laip rates of srowtaa at ._ vitJaia aa eeoaoar at.roqlJ 
orinlad to iadHlrJ u llae leadiq sector. laaa proYided a coaat.aat. 
aad .-rf•l impet.H oa Uae ct--o side. Yet llaia factor ai- is 
ianffiel .. t. to esplaia llae force of tJae prodacti- ••rs• of -clai­
toola ia Japaa. Oviq to lla• aacceHfal iacorporatioa of llae teela­
aoloeical adYucea -.at.lag fraa eleet.roaica. llae \"alit.J of oaptat. 
laaa claaqad dr ... ticallJ' oYer llae past decade. 

Bore t.laaa aaJ' otJaer c-trr ia llae -rid. Japaa laaa ...,.aai&ad 
lla• prodact.ioa of •-rieallJ' coat.rollad <me> -claiae tool• aad 
part.iealarlJ' CClllPWl•r •-ricallJ' coat.rolled <c:mc) it-. A f..., 
••aatit.at.iYe iadlcat.ors aaderliae tJae est.eat. of Japaa•s c-it.nt. 
to improftd proclact.ioa •aalit.J. Table 4 deacribea tJae priaelpal 
kiada of -claiae tools prodaced la Japaa la 1915 aad slaon laow 
total oatpgt. aad oat.pgt. of me .. claiae toGls -r• diatribat.ed bJ' 
t.J'pe of -claiaa. me proclactioa accoaat.ed for i- t.llirda of llae 
tot.al aad. wit.Ilia t.llil cat.esorr. ..clliai•& ceat.rea aad latJaea 
absorbed 69 per cent of tJae assr•sate. villa electric diaclaarge 
.. claiaea aad spaeial-parpoH ii- paalaiq t.lae tot.al up to arouad 
90 per eeat. of all me proclact.a. neae are precilelJ t.lae kiad• of 
... 1,..at. ia la•aYJ' d ... ad t.laroa&laoat t.lae OICD coaat.ries ia tJae car­
reat era of reYOlat.ioaizias tlae factor, aad coaceatrat.ias oa cast~ 
llade lar1•-•cale oat.pat. 

Table 4. Japan: Proclact.ioa of .. ~al-~attia1 .. cilia• tools. 1915 
(Perceal•&• of output based oa Yalu•) 

llaclaiaias ceat.ras 
Lalla•• 
Griadias 
Special pgrpose 
llect.rlc dlsclaar&• 
BllliD& 
Borla& 
DrilliD& 
Ot.laers 

Total 

Total proclactioa 

25.4 
25.3 
12.5 
11.0 
1.9 
7.0 
2.4 
1.5 

_y 
100.0 

lfC proclactioa 

37.9 
31.3 
2.5 
7.0 

12.7 
5.4 
1.2 
0.5 

-1.:.1 
100.0 

12Ull: .nrra&, lfchipe Tool lpdastrr Japan 1916 (Tot10, 
JalJ 1916). 

~: In 1915, llC prodactloa v11 67 'per ceat of tbe Japan••• 
total, a proportion reflected la tlae 1laare1 of .. claiDi•& ceatrea 
tlaat mast, bJ their aature, be llC it .... 
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Tables 5 aM 6 i1 bstrate .1apaa • 1 c-cntrati- - me -claiae 
tools campend witll otller c-tri••· Table 5 allows tile flow aM 
stock positioa ia 1985 for Uine leadiag Oll3 prod•c•rs aM t.J bJ 
.. ftlopiag-c-tri•• ia Asia. Oa th basis of aaa•al CM1tplt. .1apaa ,.is a far lars•r 11lan of it• n•ODRH iato me prod•ctioa Uiu 
UJ of tile otlaer c-trie• do. a.rnatlJ. 67 per cnt bJ Yal•• of 
tlae -clain tools ... •fact•nd ia .1apaa an me. ail• i• Lotla th 
F ... ral a.,.blic of GermuJ aM Ute U.ited State• tile slaan is aot 
..re Uiaa 30 per cat. Tile fact tlaat .1apaa Ila• -i•taiaed ••ell a 
llip proporti- for ·- rear• is d-trated bJ tlae •tock data 
(CC111f9ted - a .. it basis) ia tile last col- of table 5, wicla 
slaow tut. as tile .1apaaese prod•cer• u. ... elYe• •aJ, Uie cCM1atrr i• 
aow la tile ·-• ia fCM1r• period: oae q•uler of all tile -claiae 
tools iastalled an of Uie me trpe. iltlaoe&la ao reliable data for 
tile Federal a.,.blic of Germ&aJ aad tile U.ited StatH codd be 
foaad, Uiere caa be little do9bt tlaat tile 11lar•• ia tiles• coaatri•• 
are far below tll• .1apu••• fis•r••· 

table 5. Prodactioa aad •se of liC .. claiae tool• 
i• selected coaatrie1, 1915 

<Percatqe) 

Coaatrr 

.1apaD 
Gem&DJ, Federal 
bpoblic of 

UDited StatH 
bpoblic of lore• 
Iadia 

me prodactioa as 
a 11lare of total 
.. clliae-tool 

prodactioa 

66.9 

30.0 
21.0 
10.2 
3.7 

me 11lar• of total 
.. cbiae tools 

iastalled 

25.7 

0.1 

S09rce1: 1ttal!!orkia1. lp1iaeeriDg aad ltrlt!tiag. 
laptellber 1916; IDdiaa .. clai•• Tool .. auf acturer• Associatioa, 
Rac!ahe Tool IadHtn Ipclia, (BOllbaJ, 1916); loreaa .. claiae Tool 
.. aufactarer• &s1ociatioa, lfcbipe tool (Decellber 1916); "Deut1clt• 
V.rt&eas-a1cbi••• •lad Spit&&", Sidcleatscb• Z,itupg, 30 .. rcb 1917, 
reporti•& oa a 1tud1 bJ tit• lottoa Coa1altia1 Group carried oat oa 
bebalf of V•r•i• Deatscber V.rt&eas-a1claiaeaCabrltea e.V. 

bll= Productioa data bated oa value; stock data bH•d oa 
Hill. 

Table 6 bl&lall11tt1 tb• posltloa for oa• of the 1101t l.,ortaat 
••t• of .. cilia• tool• developed la receat J••r•. ClfC latbe1. 
Taki•& tbr•• 1roap1, .1apaa, lb• UDit•d Stat•• aad tbe leadl•& 
V.1tera luropoaa coantriH Cescladla& oalJ SWlt&erlaad l80DI si&­
nlficaat producer•>, tbe table 1et1 out tbe 1blft1 la tbelr relative 
1bare1 of productloa, bJ val•• aad vol.... darl•& tbe period 



Tear 

1,16 
1910 
191• 

1976 
1910 
1914 

Tabla 6. Th• •h•r•• or the OICD countrl•• ln th• total 
productlon or CllC lath••• bJ value and voluae, 

1976, 1910 and 191• 

Share• at 1976 eschanae rat•• lh•r•• it current e1chapg• r1te1 
Japan lurope United Stat•• Japan lurope United ltate1 

Jtlve Cailllopa of dollar•> 

11.1 •O.I 41.2 11.1 •o.a 41.2 
n.a ll.l 29.1 ,,,, 39.• 25.2 
U.l 44.2 13.7 53.1 32.2 u.o 

!stl!IM '11nU11> 

41.0 32.1 26.1 
60.• 25.1 u.a 
72.l 21.0 6.1 

lslllEst,: Starran Jacoba1on, llectrgpic1 apd Ind111trial Pstllqr (London, 1916). 

115l1s: lurope defined a1 Prance, GenaanJ, Federal lepublic or, IttlJ, United Kin1doa 
or Great lritaln and llorthern Ireland and lweden. lh•r•• accordln1 to value 01loulated 
accordl .. to b••• rear and current eschan1• rat•• to 1how 1en1itivlt1 or the peroent11•• 
to currencr r1uctuatlon1. 

w ... 
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19:76-1914. fte rise of .1apu to its positioa ia 1914 from its aid-
1970• positioa. were brope ad tile U.ited States doaiaated ia 
teras of ••l•• aad J...-•• oat.pat was worth l••• tllaa ~~• fif~b of 
th total. coa ld scarc•lJ baY& bee• -re rapid. a. 1914. oY&r oae 
ulf of th ••l•• of th C9C latas prod•ced <••••red bf carreat 
escbuc• rates) c- frua .1apea;; •-• vitb ta coanrsioa of car­
hllCJ at 1976 rates. th fiY& Westen hropeaa c09;atries togetber 
(witb • aartet of Aro.ad 250 aillioa people> -re oalr barelJ ia 
.. Yaaca of .1apaa. Oii tile basis of -1-. Japea us alwars beea ia 
th forefroat;; aeY&rtllel•••· it bas coali••011•lJ iacreasecl it• 
share of M>rld oat.pat to reacb elosa to tllrff-qaarters bf aow. 

·i:t cu legiti-telr be •r&•ed tbat tile disparitr bet-.a tll• 
fic•r•• for ••l•• aad -1 ... is appreciable. Table 7 &iY&s •••race 
prices i• dollars for 1914 for llC cattia& aacbi••• aad sbows it ... 
made ia tile Ullitecl States sellia& at doable tile .1apea••• prices aad 
.. cbi .. • aade ia tile Federal R8p9blic of Gera&DJ selli•& at oae aad 
a Ulf ti•s H -Cb &&aia compared witb .Japea. Vllila alteratioas 
ia escbaaa• rates oyer tile past 11 -•tbs aloag vitb a ralatiYe 
aperadia& of ~apaa••• prochactioa baye cartaialJ aarrOIMd tba 
aY&r&&• price differeatials. it is still probablJ tna tbat tba 
fi&•r•• for tbe Federal h1"1blic of GenMDJ aad tbe U.ited Stat.es 
esceed tbose for Japea. fte releYaace of price CCJllP&risoas for 
.. cbiae tools is tbat relatiYe prices ar• fairlJ closelJ correlated 
witb relatiYe qaalitJ (tbe prlc• leads to reflect tbe -icbt of t.ba 
tool. aad tb• -i&bt itself is a fair approdaation of aacbiaa 
powr>. 

Table 7. Ullit prodactioa aad tbe uerac• price of llC 
aetal-catti•& aacbi••• ia selected couatrie•. 1914 

Total prodaction 
of aet~l-catti•& AYarac• price 

aacbi••• (aeasare~ <S carrent 
Uaits bJ nlaa) escha•&• 

Coantrr delinred <percent•&•> rat••> 

rraac• l 294 51 
Geraaar. Federal 

lepublic of 9 966 .. 99 000 
ltalJ l 520 20 
Japaa 31 036 67 65 000 
Uaited liacdoa 2 630 50 
Uaited Stat.es 5 163 39 131 000 

~: 411tricap fttcbiai1t, PabruarJ 1916. 

The a\s of llC aacbia• tools la .Japaa is thus orieated towards 
... ner it ... tban tboH aade bJ its c09petltor1. Within Japsa 
itself, and aboY• all interaationallJ, tbe thrust has been towards 
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tile prod•ctioa of l•H t._ tile top lize of llC aaclline tools aacl 
tills -rbt •esa••t • ._ to llan bee• nry large. To a conald­
•~able de&ree. Japaa Ila• created tile martet ud capt.red it. 

n. ••Htioa is lllaetller tile denlo ... nts : E recent rears are 
likelf to be a reliable pointer to tile remainder of tbe decade. As 
witll •- otllar. related, iad••trial bran~b••· a cncial •l-•t 
affecti11& tile campetitin stngale in tile uear fatare ls tbe trade 
slt .. tioa beblleea Japan aDd tile United StatH. Since about 14 per 
cnt of tile Japa•••• production of -cbhe tools is sold in tbe 
a.erlcan -rtet. tbe application of sharp trade liaitatioa• coald 
sllift -rtet •bares ud eacoarag• reactions on tile part of Japan••• 
firm. Fo~st aaong tlloH respons•• -.ld probablJ be foreign 
direct innat.eat; section B will •• aah• tbe •Yidence on tbh 
point. 

Production relocatioa is. b-Yer. oalJ part of tbe pictare. 
Tb• size and geographical origin of deaaad, •• well •• its fluctua­
tions, will ban a aajor influence oa production •bares. Bacbiae 
tools are producer darablH purchased as part of an inYest.eat 
decision ia other braacbes. Tb• sustainable annual rate of deaaad i•. therefore, a faactioa of inYest.eat crcles. tbe ecoaoaic life 
of aaclline tools Clllaicb in periods of rapid tecbnical progreH 
d--~nd• •• .. cb on tbe real productiyitJ of aaw Yintagea of .. uip­
MDl as oa pbJlical wear and tear) aad tbe prospects of extending 
tbe use of aacbin• tools into new areas. Subsection 3 below loots 
at trends in conam'lption. 

3. Tbe consgptioa of aacbiae~ 

Table I sbovs apparent consmaption (production l•H tbe trade 
balance. tb•• l~aYiag aside •DJ aGY&Mat ia stocks) in 1916 for tbe 
sis aajor aartet1 Caal•• in esc••• of $1 billion>, tbe four leading 
denloplag coaatriH la Ash, as well u Brazil and llesico. Tb• 
wrld'1 top four industrial countries stand oat oa this lades: 
tb•J absorb •- 60 per cc.at of global output. Tb• iaversi.,a in 
tbe rantings compared witb production for tbe United StatH and 
USSR on tbe one band and Japan and tbe Federal Republic of GeraaaJ 
oa lb• otber reflect tbe trade patterns of tbe couatriH, •• will 
be shown la tbe nest subsection. 

table I. lstiaated apparent coasmaptioa 
of aacbine tools, 1916 
(Millions of dollars) 

Couatrr Apparent coasuaptioa 

!tip wtrttts <>ll.090 ailliog> 

USSR 
United StatH 
Japan 

5 072 
• 470 
• 400 

continued 
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Table I (continued) 

COantrr 

Gera&aJ, Federal Republic of 
Uuited Ungdoa 
IlalJ 

Deyeloping coantries in Asia 

Republic of Korea 
China, ezcladiag Taiwan ProYince 
India 
China (Taiwan ProYince) 

Other deyeloping countries 

Apparent consumption 

3 111 
1 256 
1 021 

532 
479 
396 
177 

Braz.il 379 
llezico 216 

~: Allerican !acbini1t, Februarf 1987. 

!m: Apparent con1Q11Ption Masured as production 
plus ill(IOrts less ezport1. lzchange-rate conver1ion1 are 
the , ... a1 for table 2. 

The deaand for aachine tools i1 strongly cyclical in character. 
ID tbe absence of adequate ti• 1erie1 for sales, the changes iD 
..orld output, Ht oat in table 3 above, can be talten as a proaf. 
TheJ 1bow that the past decado splits into three 1ub-period1. Proa 
1976 to 1980, tbe fear-on-fear 1bift1 were all positive and gen­
erallJ wel 1 iD HceH of 10 per cent (the lilll'l• average was 
+18. 7 per cent); tbe period 1980-1983 WH a phase of output falls 
averaging close to 10 per cent per rear; while the period 1983-1916 
witne11ed another upswing in output, above all in tbe period 
1985-1986, when it rose by one third. Tb• annual absolute shifts 
(i.e. ignoring the 1igr. of the cblange) varied 1ub1tantiall1 dlOng 
th• leading countries, averaging around 29 percentage points in 
Japan, 20 percentage points each in the Federal Republic of Germany 
and tbe United States, and slightlJ over 9 percentage points in the 
Soviet Union. ror three of these four countries th• ratio of ri1e1 
to falls in percentage points WH 1:2, while for the Federll 
Republic of Genmanr the ~•tio was 6:•. The evidence of quite sharp 
annuel changes, therefore, is prettJ clear. (lven at constant 
Hchange rate1, the Japane1e 'figure would be high, as witneued bJ 
the feet that the lltHt annual shift, the 12 110nth1 in wbich the 
b·lggHt alteration in the dollar to yen rate has occurred, h not 
much above the average). 

An lndu1trf wltb these feat.ure1 ii verf likely to exhibit 
periods of over capacitJ 1nd under capacitJ in pr,,duction, acroa­
panied by pronounced 1wing1 in tbe rat•• of utili&ation, and 
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probablJ big cb1Utges in stocks and the occasional price war. These 
points will certainlJ be pot into sharper relief as product qualitJ 
is altering rapidlJ owing to technical change. All ongoing process 
of .. jor industrial reorgaaiztioa is to 0. fouad within, as well as 
..,ng, the top prod11cers. While complete eYideQce in the fora of 
detailed series of figures bf couatrf is bard to come bJ, ill11stra­
tiwe data abound. 

Prod11cers in the Federal Rep11blic of Geraaar bad an e:itremelJ 
difficult ti• during the first half of the present decade, wbea 
... , of tb- collapsed coapletelJ. Tlae companies that bawe doae 
well baYe been forced to .. te .. ssiYe (relatiYe to output) iaYest­
.. ats and to adopt bigblJ selectiYe product strategies often 
iaYOlYiag an effectiYe withdrawal froa tbe wolam end of .. cbiae­
tool production. Dectel, for e:iuiple, wbich c~ads about 50 per 
cent of the .. rtet in the Federal Republic of Geraaar for its prin­
cipal prod11cts (11aiYersal ailliag and borillg •~ehiaes), tripled 
capital speadillg ia the period 1984-1986 and par· ,J the lfC propor­
tioll of its output to 85 per cent todaJ as agaiest sOM 30 per cent 
at the start of tbe decade. 

la Japan, tbe slowing dowa of invest.at in new plant (abroad 
as well as at home) and aodel retooling bJ the aut0110tiYe producers, 
along with the trad11 tensions Yis-a-wis the United States, are 
tating their toll. A surveJ conducted bJ the Japan llachinerr 
Esporters Association (JllEA) at tbe end of 1986 revealed that SOM 
76 per cent of the firas interviewed found the situation in wbicb 
tber were placed bard to handle, and bad liaited scope for reduciag 
tbeir operating costs furtber. Large f1ras such as llori Seiti, for 
wboa exports to tbe United States hava on occelion reached 60 per 
cent of output, as well as ... , ... 11er ones drawn into pr~ductioa 
during tbe booa rears, will all find tbe situation tough. llITI 
reported at. tbe ead of 1986 tbat orders bad decreased bJ 20 per 
cent, compared with 1985, and a lar5e-scale reorganization of t!l1t 
branch se&Md unavoidable. 

The stor1 in the United lingdoa is one of aassive shifts that 
are by no -•ns over. In tbe field of CJJC letbes, for which the 
aartet in the United lingdcm is about 1,800 unit.s per annua, 110re 
than 100 coapanies offer products but one fira, Tl, currentlJ aalte• 
aore than half the total. Tet the opening of the Y ... zati plant in 
earlJ 1987 boded an i .... nse upheaval in that aartet. When full­
scale production has bHn achieved (which was scheduled for earlJ 
1988) the annual production of CJJC lathes and .. chining centres is 
expected to reach 1,200 and TI, despite record orders of SOM 
$38 aillion in 1986, has alreadJ indicated the likelihood of selling 
off its wbole ••chine-tool business. Since plant aanagers at 
Y ... zatt nevertheless saJ that about 80 per cent of its output will 
be exported, the shock waves vi 11 spread to other HC aartets And 
will probablJ cause price vars ha what will increasinglf becoae cut­
throat coapetition. 

The preceding coments have aade no reference to upheavallt 
within the '.'nited States where the d ... nd for aacbine tools bas 
been 1trong, 1et domestic output ii well below the levels attained 
at the beginning of the decade. To under1Jtand thh better and 
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iadeecl obtain a full .. p of competithe tensions ia the iaduslrJ. 
aa esaaiaatioa of trade patterns is reciuired. 

4. Iateraatioaal trade ia .. chine tools 

Earlier sectinas of this article haYe brought into relief the 
striltiag changes in production and consaption. driwen bJ iawest­
-nt c1cles &a•t technological innowation. that continue to redraw 
th• lfVrld .. chine-tool .. p. International trade flows are the 
clearest indes of the relatiwe positions of countries. Table 9 
briags together. for the .. in producing countries listed in 
table 2. the ratios for 1916 of esports to production. i11pe>rts to 
apparent coas1111Ptioa. and the tr&de balance compared vith the sua 
of esports and imports. Tbe seccnd col- showt that for al 1 the 
.. in OECD aad Eastern European countries (vith the esception of the 
Sowiet Union) the share of output sold abroad in 1986 vas high bJ 
&aJ standard. Tbe proportion was lOMesl in the Uaited States. Jet 
ewea there was close to 20 per cent; for other countries. it ranged 
fr- a little more thaa 40 per cent (Japan> to aearlJ 90 per cent 
(SVitzerland). BJ combining the third columa vith tbe second. the 
est.at to which .. chine tools were characterized bJ intra-trade caa 
be seen. With the esceptioa of Japan. where i11pe>rts -t approzi­
.. tel1 S per cent of local deaand, the share of imports ia apparent 
coas1111Ptica esceeded 30 per cent for everJ OICD and Eastern European 
countri of weight. for the ... uer producers of specialist items 
<SW!ld•n. SVitzerlaod) the share of i11pe>rts was about 70 per ceat; 
fraace aad the UDited liagd- were not aucb different; and aachiae 
tools produced abroad accounted for at.ost SO per cent of aaebiae­
tool consumption in the United States. 

Table 9. Indicators of international specialization 
ia aacbiae tools, 1986 

Iaports as a 
!sports as a 114rcentage of Net trade as a 
percentage of apparent percentage of 

CouatrJ prod1&ctioa consuapti on !/ gross trade )!/ 

Lttd![f 

Genaaa Democratic 
hpublic ~/ (100) +87 .9 

aenaaar. ftdtral 
Republic of 60.0 34.9 +47 .8 

ltalJ S6.9 32.0 +48.4 
Japan 41.0 S.6 +84.4 
llvit&trlaad 88.S 67.9 +Sll.6 
United States 19.4 49.2 -S9.4 
UIH 6.9 32.9 -73.7 

continutd 
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Table 9 (continued) 

CountrJ 

Exports as a 
percentage of 
production 

Significant OECD countries 

France 
United lingdom 
Spain 
s-den 

45.8 
51.2 
50.0 
71.2 

Principal developing countries 

Brazil 10.5 
China, excluding 

Taiwan Province 2.1 
China (Taiwan 

Province) 69.6 
India 8.4 
Mexico 5.6 
Republic of lorea 10.3 
Singapore !II 

Iaports as a 
percentage of 

appar'!lnt 
consimption !./ 

60.6 
11. 7 
36.0 
74.0 

12.7 

25.7 

39.5 
42.2 
92.l 
59.4 

Met trade as a 
percentage of 
groH trade ~I 

-29.1 
-41.4 
-21.5 
-7.1 

-10.3 

-87.8 

+55.4 
-77.7 

-100.0 
-84.7 

Sources: Calculations froa data in Allerican llachinist, 
Februarf 1987, and Financial Ti .. s, 27 April 1987. 

~I The computation is •• f~llows: i11pe>rts divided bJ produc­
tion plus iaports less exports. 

b/ The difference between exports ane imports divided bJ their 
sua; a positive sign indicates a positive balance of trade. 

~I "As usual, the East German export figures are bigber tban 
produ .. tion ... it bas sOlleti•• bHn uplained bJ tbe differences 
between GDR urks (in whicb production is Masured) and valuta 
urks <in which trade wltb COllECOM countries ls conducted). This 
ti•, the uplanatlon ls t>eported to be .. tnlJ tbat there were 
uports of unsold stocks of .. chine tools." All!.£jcan K!cbtnht 
(Februar1 1987), p. 66. 

!II Tb• iaportance of re-export, and tbe difficultJ of separa­
ting tbls entrep0t trade frOfl trade based on local production, ren­
ders the calculation of t.be share of Singapore too imprecise to 
warrant its inclusion in the tabla. 

The trade balance in relation to overall trade brings out the 
significance of these shares. Among tbe world's top seven produr­
tlon locations, tbe Soviet Union and the United States are ver1 
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bea~ iaporters wbile the rest baye strong positiYe balances <ratios 
fraa near SO per cent to aboYe 10 per cent). The negatiYe balance 
picture carries oYer to France and the United ltingdaa and is eYeD 
.. rgiaallJ tbe case for 5'1edea. wbich is generallJ reckoned to baYe 
a quite successful specialist .. uufacturing base and to be a quite 
rapid iaaoYator and user of foreign innoYatioas. Giyeu that a .. jor 
part of Eastern European trade tends to be within the region. the 
figures for the German Democratic Republic and the SoYiet Union 
largelJ cancel each other out; coasequeatiJ the present pattern 
within OECD countries apbaticallJ points to the united States as 
the doaiaant absorber of eaports •t-ing froa the four producers 
with high positiYe ratios of net to gross trade. As this deYelop­
.. ut bas becOllll particalarlf pronoaaced within the past two-three 
fears it is aot s.arprising that tbe carreat position is fraagbt 
with tensions. 

Wbere do the deYeloping countries stand as regards trade? For 
the seYea keJ coaatries listed ia table 9. the findings reweal a 
ah.,.S set of situalioas. Vitia regard to the eaport to production 
and net trade to gross trade indicators. Taiwan Prowiace. Clliaa. is 
distiact froa tbe rest. It eaports S7 out of ewerJ SlO producad 
and. aotwitbstaadiag aa iaport/coasaaptioa ratio that is aot 1111&11. 
bas a positiwe balaac• that cOllfares Ye~ faYoarablJ with tbe lead­
iag OECD eaporters. Tb• other deYeloping couatries bawe negative 
trade balances aad Brazil bas an owerall participation ia trade that 
is low compared with anf of the other countries listed (eYen the 
Sowiet Uaioa). For ladia aad the Republic of lorea. their iadus­
triali&atioa thus .. tea relatiYelf bea~ use of iaported .. cbiae 
tools despite tbe stress laid bf both couatries. albeit ia dif­
fereat wa11. oa streagtbeaiag d011estic productioa capabilities. 
These data suggest that the trade pictare raises rather separate 
~aestioas for tb~ deYalopiag countries aad tbe OECD couatries. Ia 
the foraer case. the probl• is bow to use iaports to reinforce 
local capabilities. whereas in the latter. the current aphasia is 
aot onlJ oa dewelopiag aa e&port iadustrJ. but also oa ensuring that 
dClll8stic output will ... t the d ... nds posed bJ a total reorganiza­
tioa of .. nufacturiag. This Hbsection looks first at the situa­
tion of the OECD countries aad then at that of the developing coun­
tries • 

.Jast as ia automotiYes. so ia .. chine tools the lteJ .. rut 
towards which all producers la this stronglJ trade-oriented branch 
are pulled is the United States. Earlier tables have shown how the 
aggregate value of iaport• into the United State• ha1 ri•en. 
Table 10 provides a brealtdowa. bf couatrJ of origin. for benchmark 
fears over the pHt decade. There ii both contlnuitJ and cbaage. 
In 1976. the federal hpubllc of Geraanf and Japan d011inated as 
1eller1; during the following 10 fears their grip strengthened but 
with a .. jor reverHl of roles as. liace t.be •tart of the 1980•. 
Japan alone baa taken elo1e to half the United States iaport .. rket. 
Thia does not .. an that the composition of Japanese e&portl baa been 
unalt•red. Al of now. for ea.-ple. Japan baa a share of the whole 
United St.at•• aarket <i.e. including dOll8atic output) for IC lathe• 
and aachiaiag centres of 110re tbaa 70 per cent and a share of the 
aarltet for punching and shearing tools "f about 0 per cent COii-­

pared with shares of SO per cent and 19 per cent. re1pectlvelf, in 
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1911. Tile Japueae trade tlanst. tlaerefore. llaa switcllecl rapidlJ' 
ud dechinlJ' to llC it-. Tia• sllare of tile U.itecl ltiqd- h aow 
down to llalf tile lenl of 1976 wllile ItalJ' aad SWit&erlaad. llaYiq 
l~•t groaad ia tile 1970•. are sliglltlJ' stroqer tlaaa a decade ago; 
Taiwaa Prowiace. Cbiaa. Ila• aow reecbecl foartla place 8mOD& foreign 
•appliers. eaoagll to gin it tile doable-edged distinction (as will 
be s-n below) of joining tile Federal lepablic of C:.l'mUIJ'. Japan 
aad SWit&erlaad a• targets for Yolaatar,. Eaport Restraint• (YER). 

Table 10. Imports into tbe U.ited States of .. cbiae tools. 
bJ' coantrJ' of origin. 1976 0 1911 aad 1915 

Sbare in total Yalae of i11p9rt• (~) 
Coan tr,. 1976 1911 1915 

China 
(Taiwan ProYince) 4 7 7 

Germ&nJ'. Federal 
lepablic of 29 14 14 

ItalJ' 5 .. 6 
Japan 21 49 49 
SVilzerland 9 6 8 
United ltingdca 10 11 5 
Otbers -11. _!. ...!! 

Total 100 100 100 

Sources: World '°P-llectrical Bacbiaerr: AD l!!pirical stady 
of lb• Bacbine Tool IadHtrt (United lations pablicalioa. SalH 
lo. 1.13.II.B.5>; ll!talwrtlg h&iHering and 11&rtethg (lago1a. 
Japan). September 1916; AMricaa Btcbhhl (lw York>. 
Februar1 1917 • 

Looking al trade flows for OICD countries frOll aaother angle, 
table• 11. 12 aad 13 proYide iaformation for 1985-1986 0 bJ destiaa­
tioa of .. cbine-tool esports. for Japan, th• luropeaa lconoisic COll­
.. ailJ (llC) aad Switzerlaad. Japan is S1Uch 110re depeadeal on the 
Uaited StatH aartet lban otber esporters are aad J•l llOre diver­
sified ia tbe destination• of it• trade. ~ tbird• of it• foreiga 
sale• go to tbe OICD coaatri••· tbe ratio for tbe United Slates/ 
lurope beiag 2:1. First. few esports of llC producers go to Japaa 
CcertalalJ l••• tban 5 per cent of tbe total), 1econd, 15 per ceat 
onlJ go to lorth AMrica a1 a wbole; and tbird, iatra-trade between 
llC lle9ber1 ls perbap1 le11 latea1e (just under one third of total 
esport1> tban •l&bt be espected. Switzerland, which 1ell1 half its 
esport1 to llC, l1 the trader with bJ far the beavie1t reliaac8 on 
llC: its relatlv• sale• to the United Ital•• are at about the , ... 
level a1 tbo1e of llC. 
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Table ll. .Tapaa: Breddowll of ezporta of 
•cilia• tools bJ recioa. 1915 

ltqioa 

lfortlt a..rica 
Westen hrope 
Far Saal 
Sasten hrope 
SO.U-llast Asia 
Oceuia 
otbera 

Sllare (~) 

44.9 
22.5 
10.3 
9.3 
6.0 
3.1 
3.2 

~: Jll?llA 0 laclliDe Tool IadHla .Jaeu 
1916 (Tokyo • .JulJ 1916). 

Table 12. EEC: !/ bporta of •lal­
workiag ~/ .. cilia• tools bJ regioa. 1915 

legiOD 
Sbare £/ 

(~) 

Iatra-llC d/ 
Wortb a.erica ~I 
Austria. SWedea aad 

SVitzarlaad 
USSR 
China 
Iadia 
Other• f/ 

31.0 
15.0 

10.0 
1.0 
4.0 
2.0 

31.0 

!2!!I£!: CSCillO. ltatiatical Spryer of 
lfcblge 10011 1915 (lru11al1. August 1916). 

~I lscludiag Creeca. Irelaad and Portugal. 
~I Collprialng tbe .. joritJ of .. cbiae-tool 

esporta. 
~I louaded to aeare1t wbole allllber. 
j/ Defined to laclude th• 12 ...t>ere of 

nc. 
•' Uaited State• 13 per c•at. Caaada 2 per 

caat. 
ti Partial aYldaaca 1u11•1t1 tbat th• 

share of Asia (ascludlag Chia• aad ladia) could 
bave beaa 6-7 per caat. 
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Table 13. SWit&erlaad: llacbine tool ezports 
bJ region. 1916 ~/ 

Sb are 
legion <~> 

Cer.ur. Federal Republic of 
otber llC countries 
Uai~ed States 
Japan 
others 

~: Financial Ti-•. 27 April 1987. 

!!/ Januarr to Septellber. 

28.0 
22.0 
12.0 

5.0 
33.0 

Altbougb a fullJ disaggregated countrr breakdowa could not be 
obtained. tile eYideace indicates tbat lsiaa couatrie1 probablJ 
absorb arouad 17-11 per ceat of Japaae•• -cbiae-tool ezports aad 
perbap1 SOiie 13 per ceat of tbose froa EEC. CiYea tile curreat booa 
ia lf!Drld .. cbiae-tool trade, tbe absolute size represented bJ tbo1• 
1bare1 is bJ ao .. ans negligible; aad if most forecasts of coapara­
tiYe regional growth rates for iadu1tr1 for tbe aezt few rears are 
to be belieYed, tbe .. rtet for .. cbiae tools is litelr to be oae of 
tbe fastest to ezpaad. 

Tbe question tackled ia tbe aezt 1ectioa relates to tbe ques­
tion of the lsiaa countries becoai:lg a production location ratber 
tbaa oalr aa ezport urtet aad tbe po11ibilit1 tbat tbeJ could be 
emplored as 1ite1 froa whicb to a119llble aad ezport .. chiae tools 
to otber couatrie1 as tNll as to increase d011e1tic 1elf-1uff icienc1 
<-asared ia tbe crude sease of coapariag tbe number of locallr 
uaufactared .. chiae tools to tbe total auaber con11J11ed). But if 
the .. rtet for e1:port1 ta tba OICD couatrie1 tNre to become tigbter 
still, tbe lsiaa co•atries Cezcluding Japaa) would probablJ becOlle 
a ujor areaa for coapetitioa betweea unufacturers, aad a flurrr 
of actiYitiH, raagiag froa trade to foreign diract inYHi-nt to 
tecbaologr transfer arrang.-at1 of Yariou1 kiads, aight well be on 
tbe cards. Tb• question of where tbose deals would be located aad 
what tber would consist of is aa open oae. 

Tbe data oa trade patterns biota at another aspect of tbe 
aartet bebaYiour of ucbiae tools on whicb oalr sparse inforaation 
could be obtained, ret which aar be of appreciable importance. 
Japaa•1 rlH in tbe Uaited States urket oyer th• past decade, 
along witb tbe alz of regions to wbicb its foreign 1ale1 baY• been 
directed, demoa1tratH tbat a succHlful iateraatioaalhation of 
its actlYities bas occurred. But tbat success h due aot onlJ to 
it• perforunce 11 a producer. ia uchine tools 11 elsewhere, but 
also to the global reacb of it• aarketlng. 
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llarketiag bas beea baadled aot oalJ bJ tb• prod•cer ca.paaies 
tb-elns, Ht also bJ tbe famDH tradiag h'1tllses (SOga Sbosba). 
Ulail• it is tne tbat tbe 10 largest Japanese .... fact.ran of 
.. cbiae tools account for about oa• balf of the co•atrr'• oatpet, 
aad that tbeJ are stroaglJ ezport-orieated aad probablJ do 110st of 
their Oltll .. rketiag, tbe agregate ezport bias of tbe iad•strr 
•aa• tbat a sizeable share of ezports -•t c- from ... 11 to 
mdi .. siu firM tlaat draw oa tbe Soga Sbosha as ~keters. A 
good part of tile opeaiag ap of .. ruts, partic•larlJ to nlatinlJ 
.. u aad .. ,.,. one-off HJ•rs, -•t certainlJ be credited to the 
tradiag boases. fartbermore, tile last fin J••r• baYe seea ••l>­
staatial foreign direct iaYestmat bJ JapaaeH firms ia aatc.o­
tiYes, especiallJ ia the uaited States, aad this bas brought 
.. cbiae-tool ezports tbroagb tbe -11-establisbed ties ia Japaa 
itself bet-•a tbe aatOllOtiY• prodacars aad .. chine-tool sappliers. 

Tb• d..,nstratioa effacts of these plants baye not oalJ been 
·-.,fined to tbe -cb Yaaated Ullag ... nt aad orgaabational abili­
Li•• of Japanese prodacers (e.g. tbe Bonda plant ia Tennessee> bat 
baYe also led to tile plants becoaiag silo.cases for Japan••• .. chine 
tools. Tbis fora of adnrtising, bJ exhibiting the prodact ia 
action, bas certaialJ added to the .. rketiag i91Pact. Allied to the 
powerful network of off ices of the Japanese £sternal Trade Organisa­
tion (JITIO) to be found ia all .. jor and a large nallber of aiaor 
.. rkets, the foreign direct inYesblent ia associated branches, 
along with tbe efforts of tbe trading bo•Hs, proYide enn fairlJ 
... 11 producers vitb opportunities for increasing tbeir esports. 
GiYeD that soae 69 per cent of tbe 113 aeaber• of J1lt8A are ... 11 
to aedi--sized firm <u .. asared bJ tbe allllber of ..,1or•es> ,• 
tbe -lti-di-nsional .. rketiag effort is probablJ a .. jor factor 
iD e&port sale1. 

SWit&erland bas been a successful esporter vitb a siailar 
production structure (108 prodacing firms, few transnationals, aa 
anrage pa,roll of less than 130 eaploJ .. •> bat vitboat the other 
a1pect1 of tile receat Japan••• pgsb. lat in tbe ca1a of 
SWitzerlaad, tba emphasis on bigblJ specialized .. cbiae tools bas 
bean an adYaatage. Ia 1'86, tba average prica per tonae of •sported 
.. china tool• ... above swr 50,000, .. agaia1t aa i.,ort price of 
Swf 24,000, Wile table 14, uliag C011paratiye data for 1981 antf 
1985, •bows SWitzarlaad to be verf aucb tbe bigb-price-bracke~ 
producer. UndoubtadlJ tba couatrf'I general 1 .. ga •• a to~ualltJ 
1applier of all good• and se"ices bas a11htad it• .. rating aad 
contributed to tba villingne11 of bufer• to accept evaa long lag1 ia 
dellverJ. At tbe ead of 1986, la1taace1 of lags of 14 to 18 llOntbs 
-r• quoted al bavlag bean accepted bJ foreign fita1 vi1blag 1peclf-

•Tile 1lza of JllTBA aellbar1 la 1985 va1 dl1tributed •• follow•: 
1H1 tban 49 eaploJ•H, 11.2 per cent; froa 50 to 99 eaploJaH, 
17.8 per cent; froa 100 to 299 eaplor•••, 40.l per ceat; froa 300 to 
499 ..,101H1, 10.3 per cent; froa 500 to 999 e11plOJHI, lJ.l per 
cent; aad above 1,000 ..,101•••· 7.5 per cant. 
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icallJ to ... , SWi•• .. c•i•• tools. For a ~•alitJ prcMblcer aad a 
.. alitr-nl- prod•c•r. Uaenfon. Uae marbtiq dl8easioa al8ost-..... 
certai•lJ plar• a pa.erf•l role i• Uae iateraatioaali&atioa ~··•· 

Table 14. &nrqe 1al•• per tOllH of .. tal-c•ttiq 
-c•i•• tools prod•ced bJ leadiq hropeu 

CCM11ttries 0 198) aad 1985 
(TlaCMl•aad• of SWi•• frucs) 

eo.atrr 1981 1985 

Prue• 30 "2 
'1erm&aJ 0 Federal 

bpablic of 29 37 
It.alJ 20 22 ~/ 
s.cs- 11 •' 21 •' SVitzerlud u 48 
UDited liagdoa 14 •' 
~: CECD!ID. Statistical SarYeJ of 1&c•l•• Tool• 

(lt11•••l•. April 1913 and All&••l 1916). 

•' Referring to esport .. rtets alone. C11rreat 
esc•anc• rates applied qaiast tbe SVi•• franc eac• rear. 

Tbe trade position .. , be at a tarniag point owiag to de1elop­
••l• iD lb• Uaited SlalH urlltet. ID 1916. lb• Uaited StalH 
alone absorbed about 23 per cent of world (escladiag lb• USSI) 
imports ead towards tbe ead of tbat J••r d ... aded tbe iatroduction 
of Yll bf GetuDJ. Federal Republic of. Japaa. SVi t&erlaad ud 
Taina Pro1iace. Cbiaa. Tbe ecceat n• oa rolliag bact tbeir 
•bares of tbe .. rtet. 

SpecificallJ. Japanese ••l•• of llC lathes aad .. chiaiag 
ceatres IMre to be pat bact to the 1981 le1el of SO per cent. aad 
sbeari•& and paachiag .. uip11aat bact to the 1911 le1el of SO per 
ceat. aad sbeariag aad paacblag .. ai1111&•l baclt to lb• le1el of 
19 per ceat. Siailar product tarcetiag caa be foaad ia tbe fi1e-
1ear agre-•t with Taina Pro1iace, Cbiaa. Tb• .. rtet sbar• for 
con1eatioaal lalbH would be llaited to 24. 7 per cent (H ogaiHl 
tbe fig.re of 29. 7 per ceat recorded la 1915); for llC lath••· 
3.2 per c .. t; for coa1eatloaal allllag uchl•••· 19.3 per ceat; aad 
for .. cblalag ceatrH. 4. 7 per c .. t. TbeH flgarH are ladeed 
reJeall•I· lfot oalJ Wllre celling• iatrodaced for tbe ••1•• of coa-
1eatlona1 product• ••re low-cost, efflcieat prodactloa had be•• 
ballt ap. bat also there was ad1eace protection agaiast "taota hop­
piag" for 110re sopblstlcated aachiae tools Cl.a. efforts bJ Japaae•• 
aad other ?rodacers to relocate to Taiwan Pro1lace, Cblaa. H a 
de1lce for reducing the iapacts oa th ... el1e• of a Yll r•gl•>. 
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CertaialJ tills does -t ~ftllt tile telocati- of prodacti- else­
..._re Mt tile calealati- of tile Ullited State• was ~.-blJ lllat 
ot.Mr sit•• MMlld M a &ood deal l•H attracti- < .. uiac. -s 
ot.Mr tlliqs. tlaat tile prodacti- of more adwuced -claiae tool• 
... -liulr to Ma footl-• actiritJ). 

It appears tllat .1apaa Uld Tai-.a Prowiace. Claiaa. Ila- accapted 
'fl'! Uld aecotiati-• witll tM Federal .... blic Of Ge~J' -J' laa­
beea partiallJ' ••cc•••f•l. lat SVitzerlaad Ila• catecoricallJ' 
refased to c- to HJ' arraq-.t. 

-..ne taned t.M A4111••t dcNa poiat-bluk Uld nl>­
• .. ••atlJ said it MM1ld -t couicler a proposed ceillq 
oa a-ric•llJ'-c-trolled eattiq Uld pmu:lalq -it• u 
billdlq ud tltreateaed to "tab steps• if Vultiactoa 
acted aailaterallJ' tG restrict cleli-ries.• }/ 

Tit• impact of 'fD poliCJ' is aaclear for seweral reuoas. 
First. tile reatraiata are set ia tar• of altar•• of tile Ullited 
State• -rut aad tile o-rall bellawinr of tllat .. rut la laard to 
predict. Secoad. ezperince witll YD were allarea are cC111P9ted la 
nlatioa to tile a.-.rs of aait• sold allows tllat tile 1cope for 
aperadiq tile •••litJ' of a product i• ••••llJ' well ••ad bf' 
esporters. Tlaird. tile ezteat to wllicll 'fD will actuallJ' be 
obaerwed is open to coaaiderable doabt. Fnrtll. apace r-l•• for 
prodactioa relocatioa. botll to tile Uaited States aad elaewlaere. 
wllicll coald ••Hr• tllat import allarea of tile America• -rut coa­
ti••• to rise. Wlaat tile 'fD approacll does aipifJ'. lt-Y•r. la a 
1troac nraiac to foreip prodacera; tlleir fatare production aad 
laweat8eat atrate&iH will certaialr aot relJ' so lleaYilJ' oa sale• 
to tile Uaited States. Tile implicatioaa for foreic• direct iaweat­
... t are ea .. iaad la tbe aeat aectloa. 

Tia• circ ... taace1 of tbe leadiac deweloplac coaatri•• •• 
rqarda trade are ••it• dlffereat. Ia Latia America. foreip 
ezcllaac• abortac•• ... t certel•lJ' laawe r.oatrlbated to ll•itlac 
imports as wll as curtailia& local outpat (aborta&H of COllPO­
aeat1>. Tbal iD .. .dco, de1pite tbe YerJ' bi&la import to COHllllP­
tioa ratio, tbe current lewel of aew laweatlleat la -cblae tool• 11 
estr ... 11 low wllll• la Brasil, apPareat coa1amptloa ba1 be•• 
1ewerelJ •••••&•d aad import• kept to a low abare of tbe a11r•1ate. 

Ia Asia. b-wer, tlae po1ltioa differs eaormoa1lJ as tile l•ad­
i•& dewelopia& couatrie1 bawe praised oa witb ladaatrial laweatlleat 
aDd 1oucbt to aperad• tbelr 1tock of -cbiae tools. Ia Telwaa 
ft'owlace, Claiaa. tbe .. cbiae-tool braacb was de1lcaatad a 1trate1lc 
lada•trr la tb• earlJ 19101 aad receiwed dewelo,..at aab1ldl•• froe 
tbe Gower1111eat aloac wltb iacrea1ed tariff protectioa la tboae area• 
wllere it wa1 felt tbat local flras could laproY• tbelr cepablllti•• 
••icklJ if 10.. liaited (ia eateat aad duratioa) protectioa coald 
be &iYea a1alo1t low-co1t lmport1. !I 

India launcbed a tea-rear plaa la 1914 for Hctoral dewelop­
... t aimed 1troa1lJ at tbe CIJC •• ... •l of tbe .. cblae-tool lada1trJ. 
lat it w11 clearlJ for••••• tbat latea1lfled lmport1 woald be 
aece11erJ to a11i1t la tbe laproY ... at of local capabllltl•• a1 well 
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u to fill tile -ltifarioes saps ia edstiag local procl•ctioa. Ia 
arraqias its policJ ia tlais -•· Iaclia -• followias its 
lradi tioaal apprvacll of reiaforeiq local ski Us < aa approacll tllat 
... laed •i1:acl re .. lts ia otlaer iadwlstrial braaclles illoM9Yer).• 

&a attampt to diYersifJ i11pOrts bJ soerce llu bee• 8ad•. bat 
tlle list of ••ppliers does aot differ so .. rkedlJ froa tlaet of tile 
OICD coeatries U .e. ia 1914, eroead lllO third• bJ Yal•• of all 
illpOrt• c- fraa tile Federal a.,.blic of C:.niaaJ aacl Japaa, villa 
Czec:llodoYakla. tlae C:.rmaa O..OC:ratic a.,.blic. SWitzerlaad, tile 
Ullited Uasdoa aacl tile uaitacl States •• tile otller sigaificaat 
soerces). lllpOrt liceaces are &rad••llJ beiq &iY•• to E/CX 
it ... altlaoegla. i• tile .. ia catesories of i11pOrt. tile slaift is aot 
.. ,.eiallJ .. ick. TllH a disagsresatioa of i11pOrt• of .. cilia• 
tools for 1914. bJ YOl ... aad Yal•• of each prod•ct. allows tlaat of 
219 &rilldiq .. chi•••. 9 wre IJC/CllC; of 111 latlaH. 93 wre 
IJC/CllC; of 124 presses. S wre IJC/CX; of 97 boriq .. claiaes. 
12 wre IJC/CllC; aacl of 17 ailliq .. cbiDH, 5 wre llC/CllC. 

Vitia lb• e1:ceptioa of Tai-• ProYiac•. Cbiaa. the cncial 
••••tioa• for deYelopiq coaatrie1 re1ardia1 trade pertaia to 
i11pOrt 1tratesie1 ratlaer tbaa e1:port .. rket1. Bat the &rowiq ~o•­
flicts onr 9'Urld .. rtet1. aloq with tile price cattiq aad tile 
pre•••r•• for reor1aai1:iq botb iada1trial atnctare aad prodactioa 
locatioa. aeaa tbat tba 1itaatioa ia deYelopiag countries is 
affected bJ fierce competitioa betwea leadi•& firas. This is wbJ 
a fairlJ complete accoaat of that competitioa bas beea aeces••rJ. 

1. Foreign direct iayestaeat: a response to 
CC!!!p!titiYe presaare1? 

1. llachine tool• aat foreign direct iaYestaent 

As tile aachiae-tool braach is saall ia relation lo eagiaeeriag 
ladastries a• a wbole, it 9'UUld aot be surpri1iag if foreign direct 
iaYe1taeat la aachiae tools wre but a saall fractioa of the OYer­
all e1:teraal iaYe1taeal bJ the leading coualrle1. Ia fact. aYail­
able data are gaaerallJ aot sufficleatlJ disaggregated t.o peralt 
iaYestaeats ia aachlae tools as such to be identified; instead. the 
figures asaallJ relate to th• .. ch broader cateiorle1 of .. cblaerr 
aad eacomp&1• .. talwrtiag, fabricated aetall. Tables 15-11 set 
out tbe pertiaeat laforaatloa for lb• Federal Republic of GeraaaJ, 
Japan. the Uaited liagdOll aad tbe Uait•d States, re1pectiYelJ. For 
both Japan and the United States, tbe 1toct position for 1915 could 
h obtalaacl, and for the Federal Republic of Geraaar tb• stoct 
po1itioa for 1914, aad for th• United llagdOll tbe cuaalatiY• inYe1t­
aenta for tb• fiH-Jear period 1910-1914 laclaslH. Ia addition, 
teble 11 pr0Yide1 net flow data for 1915 for lb• United States. 

*Th• Perspecthe Plan 1cbedulH a production <'f 100 IC/CJJC 
aachiae• for 1992, equinleat to 25 per cent of total output for 
that rear; ia 1915 local aaaufacture accounted for 65 per ceat of 
appareat con1umptlon. 
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Table 15. FMeral .. peblic of c:.mur: Direct 
ianst.eat abroad. stock at tile ead of 1914 

(lillioa• of d .. taclae mark) 

Stock 

1.11 sectors .. 145.4 

.... factarig.: 

lllcllaaical eqia .. riq 

• 62.7 .... al to 43.l per c-t of all 
forei&D direct ianst.eat 

• 5.7. eci•al to 9.1 per ceat of 
Mll•factari•&. of ""icla: UDited 
States ... 1.7; EEC ... 1.4; aacl 
lruil • 1.1 

~: Dewtscla• hadesbaak. l!o•atsbericlat. rebnarr 1916. 

1f2W.: Tia• totals iacbde direct ud iadirect ianst.eat. 
lraacla cla1sificatioa accordia& to tlaat of tile recipieat fira. la 
tile case of .. claaaical eqia .. ria&. tile dlffereace ia tile total for 
tile brucla ii coasiderabl• CCJllP&red vitla a diYhioa of braaclaH 
accoriia& to • •stor fira. wlaere tlae fi&ar• ii Im 9 billioa • 
.. itlaer claHificatioa. lloweYer. 1ield1 a 1i1aificaat fi&ar• for 
deYelopiac coaatri•• ia &.ia: Im 76 aillioa oa a recipieat ba1i1. 
• 147 aillioa oa aa iaYe1t.eat basis. 

Tit• tables lal&lali&lal seYeral keJ poiat1. first. forei&• direct 
i0Ye1t.eat ia .. aafactori•& .. claiaerf i• aotablJ 1•11 tlaaa laalf tile 
total forei&• direct iaYe1t.eat for all foor .. jor iaYe1tors: 
•0-45 per ceat for tlae federal lepobl le of Genuaf. tlae Uai ted 
liqdoa aad tile Ulsited States aad 1H1 tbaa 30 per ceat for Japaa 
vitla its wll-kDOWD coaceatratioa oa Hearin& acceH to aatural 
re1oorce1 bf forei&• direct iaye1tmeat. 

rable 16. Japan: Direct iaYe1tmeat abroad, stock 
at tlae ead of 1915 

Clillioa1 of dollars) 

le&ioa aad 1ect~r Stock 

All 1ecton 
.. auhcturia& 

.. cbiaerJ 

•12.1 CS47 la 1911-1915) 
S24 CSll.7 ia 1911-1915), equal 
' to 29.2 per ceat of all iave1tmeat 

$1.941 CSl.077 la 1911-1915), equal to 
1.1 per ceat of .. aufacturia& 

contiaued 
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.... fact.ring 

- 47 -

Stock 

$19.3 ($7.5 in 1911-1915) 
$7.4 ($2.9 in 1911-1915>. equal lo 

31.6 per cent of all sectors 
Bacbinerr $0.571 <I0.307 in 1911-1915). equal lo 

7.6 per cent of .. aufacturing. 
29.1 per cent of braacb 

So•rce: lliaistrr of Iatenaatioaal Trade and Iudustrr. Tb• 
Secoad Basic S•rY•I oa Jap&Dese Pirms Activities Abroad: Statistics 
oa Iavest.enl &broac! (Tot.ro. August 1916). 

llotes: Tbe data are based oa lb• beacbmart surY•J carried out 
in 1913 aad Hppl-•led bJ data for tbe last lbree rears. Tb• 
totals are lbe saa of tbe invest.eats approved froa 1965 to 1915 
inclusive. As Japanese sources do not sar vbelber tile approvals 
wre acl•allJ realized, it is probable lbal tbe figures overstate 
lbe real invest.eats froa Japan itself. Indirect investments are, 
however. escluded. 

Table 17. United liagdoa: OUlflow of foreign direct 
invest.eat. 1910-1914 

(Billions of pounds sterling> 

Invest.eat bJ sector Amount 

Agsregate foreign invest.eat 1980-1914 

All sectors £19.6 

lfpgftctariu: £8.96, aqual to 45.7 per cent 
foreign direct inv&1t.ent 

.. lalwortia& £0.342, equal lo 3.8 per cent 
.. nufacturing 

.. cbaaical eacineering £0.728, equal to 1.1 per ceat 
Mnufacturia& 

Jpye1tllfpt ip developing couptries of Asia 

of 

of 

of 

llanufecturia& £0.471. equal to 5.6 per cent of 
world total 

.. talworltia& £0.0046, equal to 1.3 per cent of 
world total 

.. cbeaicel lngtneeria& £0.0235, eqval to 3.2 per ceat of 
world total 

all 

~: Bu1ine11 lopltor (H.M. ltationerr Office, MaJ 1986). 
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Table 11. United States: Direct inYest.eat abroad, 1915 
(Billions of dollars> 

lnYest.ent bJ sector 

Stock at the end of 1915 

ill sectors 

llaaufactariag 

Of wbich: 

Pri .. rJ aad fabricated 
-ta ls 

llachiaerJ except 
electrical 

.lllount 

$232.7 

$95.6, equal to 41.1 per cent of all 
foreign direct invast.ent 

$5.5. equal to 5.1 per cent of 
.. aufacturiag 

s11.1. equal to 19.1 per cent of 
.. nufacturing 

Of total of pri .. rJ and fabricated -tali branch: stock in deYelop­
iag countries in Asia. S0.13 billion, equal to 2.4 per cent of tne 
branch; stock in Canada and IEC countries, $3.1 billion. 

Of total of non-electrical .. chinerJ branch: stock in developing 
countries in Asia, S0.421 billion, equal to 2.1 per cent of the 
branch, stock in Canada aad IEC countries, $14.4 billion. 

••t flow for 1985 

All sectors 

llanufacturing: 

Of which: 

Pri .. rJ and fabricated 
Mt ah 

llachin•rJ except 
electrical 

$18.7 

S10.5 

S0.410, equal to 3.9 per ceat of 
.. aufacturing 

$4.3, equal to ~l per cent of 
-.nufacturing 

In both branches, invest.at in developing countries ia Asia was 
negligible. 

lo.ca: Coaputad frOll US Depart.at of Comerca, SurYH of 
Current By1ina11 <Washington, D.C., August 1986). 

Second, the stock of foreign direct iav11t.at in the broad 
category of .. chinary iadu1tria1 (or Mchanical englaaering in the 
ca111 of the Ptdtral iepublic of Cet9aDJ and tbt United liagdOll) is 
not a large 1bara of tba .. aufacturiag total; the •bare of almost 
20 per cent of the United Stat11 ii 112ra than double that of aacb 
of the other three inv11tors viler• tbt proportion ii la tbe range 
or 8-9 per cent. Civen that .. chine tools art but a part of the 
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-cbiaery iaclHtries, tile United States is sapposedlJ tbe oDlJ 
cCM1atr7 wlaere, oa tile basis of stoct, past foreign direct iayest­
-•t ia -cilia .. tools -1 bawe beea more tbaa l or 2 per ceat of 
tile -••facturing aggregete. 

Tbird, tile sberes of iaYestmeat ia -cbiaery ia deweloping 
couatries ia Aaia bawe been .-11 sawe for iawest.eats froa Japan; 
wtaile close to 50 per ceat of Japan's foreign direct iaweatmeat ia 
-clliaery bas goae to its aeigbbours, tile otber tbree countries 
ban iawested about 3 per ceat or less in Aaia. 

rourtb, tile tbree preceding points stronglJ suggest tbat. ap 
till aow, tbe -cbiae-tool sector bas aot beea notable for attract­
ing foreiga direct ianst.eat aad tbat uh bas aot beea a -jor 
recipient of sucb iawest.eats as •1 bawe occurred. (Tile liteli­
bood is tbat EEC -1 bawe beea tile te1 area.) 

Fiftb, tile figures ia brackets ia table 16 are rewealiag aboat 
Japaa•s foreign direct iawest.eat. On a global basis. around balf 
of tile iaYestmeats were •de daring tbe first balf of tbe present 
decade 7et for .tsia tbe proportioa leaded to be around •o per ceat 
Caltboggb it did ezceecl oae balf specificallJ ia tile -chiaer1 
sector). OD the wlaol• the tread ia recent 7ear1 has beea awar froa 
uia. Tile data for the Uaited States for 1915, presented ia 
table 11. tead to reinforce tile poiat: although net •9chiaerr 
iaYestmeats abroad were at the c011paratiYelJ higb rate of U per 
ceat of all -•ufacturiag (double the .... ratio for esi1tiag 
stoct.>. foreign direct iayest.eat ia de•relopiag countries ia bia 
was negligible. 

Iaformatioa released for 1916 on flows of foreign direct 
inYest.eat froa tbe Federal Republic of Germ&DJ points ia a 1i•ilar 
direction. !/ It 1bows a aet world-wide foreign direct invest.eat 
of mr 11.2 billion <soae 11 per cent less tbaa 1915), onlJ 6.1 per 
ceat of wlaicb weat to deYelopiag couatries (coapared with 30 per 
ceat la 1913). Althou&b a precise figure for d•••lopiag countries 
ia bia is aot aYailable, the data do allow a ceiling to be put oa 
tbe share: it could aot have esceeded 2 per ceat. Of particular 
interest is the !hare of tbe eagia'. .. ria& iadustrr of oalJ just over 
5 per ceat, !lin~• vehicle -•ufacture. at almost 20 per ceat, was 
•cb tbe 110st i11portant sector. It •J be that tbe purchase of 
•chine tools to support foreign direct investment in ••hicles was 
reflected ia ezports frOll the Federal Republic of GerunJ. Tile 
eYidence points to a aachine-tool trade effect, rather than a 
aacbine-tool inYest.ent effect, of the international investment 
proce11 in autoaotive1. 

Tb• evidence 10 fir bas concentrated on inve1t.ent1 in •chine 
tools in relation to other industrial branch•• ind 1bowa th .. to be 
tinJ. It •i&ht rea1onablJ be argued, however, that a better 
Masure of the industr1•1 propensitJ to invest would be 1 coa­
pari1on of foreicn direct investment with total investment or tot1l 
output in the branch, calculated on 1n annual ba1i1. As coaparable 
nuabers of this trpe could not be obtained, the best tblt can be 
offered ii a verJ rou&h approlti•tion, drawing on such ficures as 
do esht. 
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In 1985, tlle productioa of •tal-cutting aacbine tools in 
Japan accounted for 10 per cent of tile output of all industrial 
.. chinerf. If tile , ... proportion bolds for foreign direct invest­
•nt, then about $220 aillion vas invested globallJ in •tal-cutting 
.. chine tools bf Japanese firms in 1985. Also, in 1985, Japan 
produced •tal-cutting aacbine tools worth $4.4 billion; taken 
together these figures would pat tile ratio of foreign direct invest­
.. at to current output at about 5 per cent. Using siailar computa­
tions for tbe Uaited States, tbat s ... ratio woald CClll8 to 4.8 per 
cent so a percentage figure of 4.5-5 per cent aigbt be the right 
order of .. gnitude for tile relation between foreign direct invest­
•nt and current outpat of .. chine-tools at tbe ._nt. Compared 
with data for tbe auta.»tive industrr for the first half of tbe 
1980s, tbia ratio is low as it is agaiaat data for 111>at branches of 
electroaica and electrical equipment, not to •ntion areas tbat 
beve traditionallJ been at the core of fcreign direct inveatMnt in 
.. nufectaring; for esa11Ple, testilea, garaents and food processing. 

Further evideace oa tbe role of foreiga direct. invest.at ia 
aacbine tools is givea in the table below, wlaicb tries to ascertaia 
wlaat tbe bebavioar Gf firms ia tbe Federal Republic of Geraanf bas 
beea air regards foreiga direct investaeat, drawing on illforaatioa 
for tbe period 1961-1983. Although tbe definitio~s eaplofed in tbe 
basic data bank are aot as precise as tbeJ aigbt be, the aaterial 
suggests tbat 3.2 per cent of all recorded cases of foreign direct 
iaveatMnt were related to aacbiae tools. rawer tbaa one tenth of 
these <13 cases) were ia developiag couatries in Asia while about 
three quarters were ia four couatriea traditionallf iaportaat to 
tbe Federal Republic of Gera&DJ, aaael:r, Austria, Brazil, 
Switzerland and tbe Uaited Stat.es. Tbe data abov that in 50 per 
cent of the cases, wlaollJ OWDed affiliates were foraed and only in 
20 per cent did ainoritJ-OWDed joint ventures result. 

Federal Republic of Qeraan1: Features of the outflow of 
foreign direct igveat11ent in aachine tools 

and related productioa activities, ~/ 
1961-1983• 

.. chine-tool iave1t.ent within the total 

Total recorded caaea of iaveataent, 1961-1983 
Cases of aachiae-tool inveataent ~/ 
.. chine tools as a share of the total 
luaber of aachiae-t.ool firaa 

Pe•tinatioga of .,cbipe-t001 ipve1t11tnt 

Au1tria 
Brazil 
Switzerland 
United Statt1 
Developing countrie1 in A1ia ~/ 
Other 

3 899 
124 

3.2 per cent 
71 

9 
40 

7 
34 
13 
21 

•coaputed frOll data given in rollttr rrobel, Jurgen Heinrich1 
and Otto ltrefe, uvrucb lg dtr V1ltwirt1cbtft (ltinbelt, 1986). 
table III-Al. 
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Dates of establisbllent of fir.11 abroad 

Up to 1970 ~/ 
1971-1975 
1976-1980 
1981-1983 
Unspecified 

lguit1 share in foreign fir.11 !/ 

100 p..r cent 
50-99 per cent 
0-"9 per cent 
Unspecified 

Size of foreign fira <number of eaployees) (/ 

Up to 30 
31-100 
101-250 
251-500 
Over 501 

Type of .. cbine-t001 production g/ 

General .. chine-tool production 
Puap1 
llacbine-building 
Swaging 
Lathe production 
Drilling 
Killing 
Other 

llfchine-tool inve1blent1. 1981-1983 

Brazil 
United .States 
Developing countries in Asia 

Ipve1t11ept in , .. 11 firllf Cup to ~O eaplo1ee1) 

Brazil 
United States 
Developing countriaa in A1ia 

26 
H 
u 
26 
17 

61 
33 
25 

5 

51 
31 
21 
12 

9 

38 
19 

8 
6 
6 
5 
4 

38 

6 
15 

1 

9 
22 
s 

NU8ber of ainorit1 ioint venture• <equit1 holdipg of up to 
49 per cent) 

Brazil 
United States 
Developing countrie1 in A1ia 

10 
2 
s 

J/ The basic 1ource cla11ifies investaent into 10 areas of 
lconomic activity <•scluding finance and trade). The c11e1 cla11i­
fied a1 relating to aachine tool• in tbi1 table are defined on the 
ba1i1 of the itea1 actuallJ produced in the foreign affiliate. 
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~I Excluding two instances of finu lhat were established aad 
tbat subsequeatlJ closed. 

£/ Iadia. the Republic of ~orea aad Singapore account for all 
tbe cases except oae (Pakistan). 

~I Iacludiag two finu set up prior to 1961. 

!/ The original data do aot specifJ if the equitJ shares giYea 
are the initial ones or the actual oaes <if different). 

f/ Tbe original source does aot specifJ whether this is 
initial or actual emploJ119nt. 

g/ The brealtdowa of products -• the fullest that could be 
.. de oa tbe basis of tbe iaformiatioa aYailable. 

There is •- eYideace of an acceleratit ia foreign direct 
inYestaent during recent rears witb an aaaual rate of &Olle eigbt or 
aiae cases preYailiag since 1976. Altbougb ao 80aetarf figures to 
.. asare tbe size of finu are giYea. tbe data oa emplofees exhibits 
a clear inyerse trend: the larger tbe fira, tbe fewer tbe number 
of iayestaent cases. InterAstinglf enough. tbe teadencf is 
pronoaaced for tbe United States bat aot so for Brazil (a90ag 
deYaloping countries tbe .. jor recipient bJ far of investllents froa 
tbe Federal Republic of Germ&nf). Using the .... cross-coaparisoas 
tbe reletin incidence of •iaoritf-owaed joint natures is much 
bigber in cases where foreign direct iavHtlleat is directed to 
deYelopiag countries rather tbaa tbe United States. but. impor­
taatlf, the frequeacf of iavestaeats in the Uaited States is con­
siderablJ greater in tbe 1980s. 

AdmittedlJ, tbe eYidence on patterns of foreign direct invest­
.. nt la .. chine tools bJ the leading OECD producers leaves plentJ 
of gaps and tentative conclusions could be overturned bJ 80re 
adequate iafonution. That said, a sketch of the situation would 
be as follows. The .. chine-tool branch is onlf a tinJ one in 
absolute tenu for foreign direct invest.Mat and the bullt of that 
i~vestaeat has beea emphaticallJ directed towards EEC countries and 
tbe Uaited States; verf little bas gone to developing countries in 
Asia. Tbe propenaitJ on the part of .. chine-tool producers to 
invest abroad sugge•t• that the branch bas not been stronglf 
oriented in tbh diMnsion. There is, in short, a dr ... tic con­
trast between the internationalization of •chine tools, as .... -
ured bf the degree of intra-trade between producers, and the still 
circumscribed e1tent of foreign direct inve1taent. 

rurtbel'llOre, the partial data available further indicate bias•• 
in recent inve1taent1 towards the •in OICD centres Ce1cluding 
Japan> along with a tendencf to put cash into vhollf owned affil­
iates there of ••11 size. BJ anf -••ure, developing countries in 
Asia have been •rginalhed in activities in the last few fears; 
such frac-nts of information as can be a11eabled stronglJ suggest 
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tlaat, vitlaia deYelopiag countries as a whole, tlae preferred coun­
tries for foreign iaYestors would be tlaose tlaat alreadJ laaYe strong 
industrial structures and a clear cOllaitlleat to upgrading teclallol­
ogies, .... 11. Brazil, India, tlae Republic of lorea, Singapore end 
Taiwan ProYiace, Claiaa. 

Froa tlais picture two te1 qaestioas can be discerned. Are 
tlaere a111 reasons to assume tlaat foreign direct inY&stlleat in 
.. claine tools will bee- a .. jor factor in tlae reorganization of 
tlae brancla on aia international scaleT If foreign direct inYestlleat 
did ass1111e significance, could deYeloping coantrie• tbat lacked &DJ 
substantial local capital-goods prodaction enter into tbe produc­
tion network bJ becoming sabcoatractors of one kind or anotlaerT 
tbe ae:irt. sub-section tackles tlaese issaes. 

2. Foreign direct inYestllent aad tlae ongoing reorganization 
of .. claine-tool production 

Altbougb iateraationalizatioa bas llOStlJ sbown itself ia tbe 
ezpansioa of trade, futare patterns of competition could ezlaibit 
otber form of croH-border penetration. tbat tlae brancb will 
retain its international character ..... YirtaallJ assured: what­
eYer tbe trade conflicts or disparities in tbe rates of innovation 
and diffusion .. , be, ao countrJ ia tbe nezt few fears will eitber 
want, or be able, to erect and .. intaia crippling barriers to 
.. cbine-tool iavolv ... nt ia its .. rket bJ otber countries. tbe 
reasons are eas1 enoqgla to enU11erate. 

First, although tbe iadustrf as a whole has 110ved far from tbe 
.. tal-11eclaaaical base it laad when tlae original .. cbine-tool branch 
was its core, tbe 110v ... 11ts ia tbe .. chine-tool branch itself bave 
beea just as fast. Its incorporation of aicroelectronics, sup­
ported bf tbe internal advances in design, bave given 110dero aachioe 
tools sucb precision and flezibilitJ tbat tbeJ ar11 now a vital 
el ... ot in the new industrial revolution. •o countrJ tbat wants to 
keep its industrial sector competitive can tberefore afford to 
bJP••• tbe use of tbe aost recent vintages of .. cbioe tools even if 
it is not producing tbea. 

Second, the nature of co.petition in the sector ls sucb that, 
notvitbstaoding tbe nuaber of differentiated products, prices are 
kept down quite firal1, tberebJ liaiting invest.ant costs for other 
branches. ConsequentlJ an att911Pt to cut out cross-couotrJ trans­
actions would aot onlJ iapoH costs 011 tbe doaestic .. chine-tool 
brancb, but also worsen tbe production costs elsewhere. 

tbird, all .. dtua-size to large producing countries bav• 10 
far .. naged to keep a foothold in one or 110re niches of tbe foreign 
aartat so that, even in countries where net trade balances are 
1troagl1 negative, no producing couatr1 is tr1iag to eliaiaate 
trade altogether. 

rourtb, corporate 1trategies are stroaglJ geared to inter­
national bu1ioes1 since 10 aanJ cu1toaers are tbea1elves firas witb 
international di•nsioos. Tb• 1ecurillg of purchaH orders in one 
countrJ aa1 well be a step towards obtaining thea el1ewhere and aa1 
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hlplr feter• iateraatioaal trada. foraiga direct iaYe•lmeat or •ome 
fora of licaHiag arraag-at. 

Bawiag ••tabli•bed tbe iateraatioaal reacb of tbe .. cbiae-tool 
iad••trr. tb• ewideace •o far pr•••ated ia tbi• article points to a 
bigblJ coaflictiag proc••• witb tb• relatiY• roles of trade. iaYe•t­
-•t aad lic•asiag arraac-•ts ••it• ••clear. n. factora tbat 
weld eacoerage prod•ctioa ti•-•P• of oae fora or aaotber are a• 
follOll9. Fir•t. tb• impositioa of trade barrier• ia oae or more 
markets. Sacb obstacles coald lead to foralga direct iaYeatlleat ia 
tb• coantri•• impoaiag tb... to foreign direct iaYeatllent in otber 
major .. rketa to pre-empt aiailar mow.. tbere. aad to foreign 
direct inYeatmeat in locatioH tbat. wlaile aot iaportant .. rketa 
tb ... •lY••· aigbt offer co•t• or otber adwaatag•• tb•r•bJ renderiag 
tb .. aaitabl• alt .. fraa wlaicb to export to tbe original .. rket. 
Second. tb• ••ed to r_.in close to good caatomera at boae wlao. 
tbroagb foreign direct iaw .. tllent. are relocatiag a large part of 
tbeir prodactioa abroad. nird. tbe prospect of obtaiaiag easier 
ace••• to t•r prodactioa compoaeats. baaaa or aaterial, tb• aae of 
wlaicb coald iaprowe real prodactiwitr eadtor product 11aalitr. 
Foartb, tbe opportani tr to reinforce coatrol ower tbe relewaat 
parts of tbe interaatioaal prodactioa utwort. br building up a 
local preaeace ia tboae locatioaa. To wlaat esteat is eacb of tb••• 
factors likelr to operate la tb• carreat straggle ia tb• aacbiae­
tool braacbf 

Tb• paab to foreign direct iaweatmeat. baaed on trade barriers. 
baa tw different straada in tbe aacbina-tool aarket of todar; one 
relates to firms setting up ia tb• Uaited stat .. aad tba otber to 
inwaatlleata in EiC countries. For foreign direct lawestment la tbe 
Uaitad Stat ... tba obYloH coaatrr to start looting at h Japan. 
given tbe size of its ••ports tbara (almost 45 per cent of all 
asports, aboat 14 par cent of total oatpat). tba VII e:1plicitlr 
aegotlated and tb• prevailing atmospbere of trade tanaloaa between 
tb• two countries. According to a cOllll&ntarr appearing at tbe .... 
tl• as tbe VII was agreed (lk>Yeaber 1916), tb• JapaaeH "aacbine 
tool aaker• baw• mowed alowlr over tb• past few rears to establi•b 
some anaablr operation• overHaa. llost are in tb• United Stat•• 
aad onlr produce a ... 11 aumbar of units". !I 

It h not 1urprhing tbat tbe a:saaplH are liaited if it h 
kept i• aind botb bow new tb• trade thra•t h and bow diffaraat 
aacbine tool• often are in taras of production aad aartating 
proca11a1. Vnla11 producer• baY• 1olidlr founded rea1on1 for 
anticipating severe trade barriers, tb•J are ao1t unlltalr to invest 
la adnnce of tbeir lapolit'?D and will Un tba absence of otbar 
drlwing fore••> onlJ lDY .. t HbHl)uant to tbalr lapo1ltlo11 if tba 
profit 11 bigb enougb aad it 11 not possible to aalntain aggregate 
•sports bf switching •al•• to otber aarltata. 

Wbetber or not Japaaa .. 1eller1 could bave bHD espactad to 
engage in ••tlelpatorr iav••tlle•t• l• ope• to t)uestioa. n. 
precedents lD tbe autoaotlve (VII since 1913), steel and •-i­
coaductor braacb•• w.re. it i1 true, alreadr tbar• but tbo•• 
br•ncbe•, espaclallJ tbe autoaotlve, ware area• wlaere Japan bad for 
1oae tl• been tbe 1ole target. In aacblne tools, otber countries 
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ban also been in tile forefront ud .JapanH• prodncers coald be 
forginn for caution. Int tile arg ... nt jastifJing a sl011er 
approacb •c•uires greater force in tile contest of .. cbine-tool 
production aad .. rt.ting. 

In all prodncing locations <not just Japan), prodaltJ ii of 
Yital importaaca to .. cbiae-tool ... afactanrs: proaialtJ to 
anppliers of bigb-cfnalitJ .. teriala and components; proziaitJ to a 
labour force trained to •- eatent bf tile .. claine-tool indaatrr 
i taelf ;· and prodai tr to baJ•r•. ..., of wlaoH orders are of a 
cuatoa-aade lJP&. Tia••• are s11t .. ret•ir ... nta or ezternal econo­
aiea tbat caa be reaped bJ tile fira witbout it bawing to paJ for 
... , (or often uf) of the coats of deweloping tb ... 

Al will be s"n later in tbil article, a .. jor barrier to 
eztensiwe foreign direct innataent in aoat deweloping countries is 
the absence of tbese 111t.. adwaatagea. CertainlJ tile United 
States po11as1e1 attributes of tile .Japanese 111t... bat its 111t .. 
ii not tbe JapaneH one and adaptation to it r .. airH significut 
shifts froa wll-establilhed aodH of behawioar. .JapanHe 
.. chine-tool producers are accast-4 to tile following: close 
relatioH witb, aad support froa, tile GoY•~nt (especiallJ tbe 
BinistrJ of International Trade and Indastrr (BITI); a tigbtlJ tnit 
producers• association; specific linkl vitb suppliers and baJers 
tbat facilitate econoaies ower inwentories; and labour relatioH 
and a lJP& of plant-leyel bierarcbJ that are still rare ia tbe 
United States. Tile difficulties of adaptation are certainlJ not 
insaraoantable bat tbe conditions for oyercoaing tbea are probablJ 
along tbe following lines: tile fira abould be fairlJ large <about 
35 .. cbiae-tool coapanies ia Japan eaplored 300 or aore people in 
1915) ;• ban a product range witb a significant aaount of it ... 
tbat c&P be sold off tbe 1belf; po11e11 sufficient ezperience of 
negotiations witb tbe United States to know vbere to baJ as well •• 
to Hll; and be willing to iawest beawilJ in training a labour 
force tbat is .. ,be not onlJ anfaailiar witb .Japanese aetbods, but 
also relatiYelJ unskilled in tile aost aodera producti~n 111t .... 

For a .Japanese coapanf po1H11ing tbaH att.cibat••, foreign 
direct inwestaent in aitbar a "greenfield" plant or a tateoYer of a 
United Sbtes coapaaf could be interesting altboagb a joint ven­
ture, espe~iallJ of tbe ainorilJ tJpe, aigbt not be too fayoarabla 
as it woald probablJ coaplicate, ratber tban lllO.ltb, tbe adaptation 
process. Tia••• arguaents aean tbat tbe nuaber of candidates litelJ 
to engage in foreign direct inve1taent ii fairlJ liaited and, even 
aaong tbea, a further pu1b could be decided bJ lb• particular war 
in wbicb VIit (assuaing it it adhered to) is distributed aaong 
esportlng firas. ID lb• aatoaollH brancb, for esaaple, BITI bH 
regular dhca11ioD1 witb tba prodacars and publhbH annual lists 
of tba units aacb coapanf are peraittad to sell in lb• United 

~In botb Japan and tba United ltate1, lb• top 10 firas produce 
50 per cent of tbe output in eacb coantrJ, vbtle in tbe Federal 
lapublic of Geraanr, tba saae nuaber of firas produce 26 per cent of 
tb• output. 
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States -rtet. Altlloqb tile leadiag firms baYe iaYested ia tile 
U.ited States, lb•J ... re aedoabtedlJ helped to reach tlleir decisioas 
as far as the details ... re concerned bJ taowledg• of tile eqiort 
fic•r••· ProbablJ lb• sitaatioa ia tile -chine-tool braacb is a 
Sood deal 9Dre complicated for tile two limple re&IOH lbal there 
are _., more fil'9S and trpe1 of proclact1. Until the real impact 
of trade restraiat is clarified, there _, coatiaae to be lags ia 
tile foreica iawestaeat process. 

lawe1taeat ia IEC coaatries, aalite ia tile ODited States, 
raises i••••• of past a1 ... 11 as carr•al responses to trade 
barriers. The ... airie1 -d• of national as1ociatioas of .. cbia•­
tool proclacer1 iD IEC coaatries, and tbroacb CEClllD, did aot field 
&DJ solid data that woald perait a -ppiag of foreign direct iawe1t­
... t vitbia IEC, 10 ewideace is Y•rJ stetcbJ regardiag the presence 
of foreign campaaiH.• It a.- probable that the leadiag United 
States firas bawe be•• installed ia 101111 IEC coaatrie1 for 1eweral 
rears. Ciaciaaati Bilacroa bas 1ab1idiarie1 ia France, the Federal 
Republic of Genl&DJ aad the UDited Uagdoa, while h-Cell-0, Duplo­
-tic, Littoa, TeledJD• Laadi1, Teatroa and pos1iblJ 1eweral other• 
bawe plaat1 ia lb• United liagdoa. 

•S0191 of the re1poa1e1 to eaqn1r1e1 read a1 follows: CICIJIO: 
"OUr C:O..ittee does not po11e1s iafor.atioa regarding iawe1taeat bJ 
.. cilia• tool builders of ....,_r countries of CIClllD, wlletber refer­
ring to iawe1t.eat1 ia their European beadqaarten or iawe1taents 
abroad. But it i1 po11ible that some iafor.atioa .. , be awailabl• 
witb ....,_r a11ociatioas of CICllm ••• ". Tb• llacbiae Tool TradH 
As1ociatioa of tbe Uaited tiagdoa aoted: "You will appr•ciate tbat 
a auaber of .. cbiae tool coapaaies bawe deweloped close di•lributor 
relatioa1 witb countries aad coapaaie1 in Soutb-hst Asia but tbe 
onlJ direct iaYHllleat of whicb ... are aware b&1 beea .. de bJ 
Bridgeport llacbiaH Ltd. This coapaar bH establf.sbed a 1ucce11ful 
.. aufactariag plant ia Siagapore." SJadicat de la .. cbiae-outil, 
de l'a11eablage et de la procluctique as1ociee of France stated tbat 
iaformatioa could aot be prowided owiac to it• coafideatial aature. 
Tb• •atioaal llacbia• Tool Builders' Aa1ociatioa of tbe Uaited Stat•• 
wrote: "Unfortuaat•lJ, ao 1ucb iaforaatioa eai1t1. Ve cannot 
track such practicH becaaH Uaited StatH .. cbia• tool builden 
are ceaerallJ priYat•lJ bald firms who do aot report 1ucb actiyitJ 
to aar ceatral autboritJ. Ve are aware of a few firms witb foreicn 
joiat Yeature1 etc. but do not baye a coaplete listing." Tb• lorean 
Ia1titut• for lconoaic1 and Tecbnologr stated that no lorean fira 
bad been fouad vitb eaperience of foreign in•••llleat ia otber Asian 
countries ia .. chi•• tools. One loreaa fira, Doo-Son llacbiaerJ Co. 
Ltd., eaport•d to Iadia earlJ ia 1917 a tacbaolou for producing 
radial drilliag .. cbiae1. Doo-Soa bad deYeloped it• ovn llOdel for 
a radial drilling .. china and bad bean Hporting lb• .. chiDH to 
Soutb-l&1t Asian countriH since 1912. Tb• roraltJ for tb• tecb­
nolocr transfer vaa 3.1 per cant of total net 1ale1 for fiY• J•ar1. 
Tb• •ational Council of Applied lconoair. leHarcb in India noted 
that inteniev• with Indian .. chine-tool firms would be necHHrJ 
to obtain inforaation regarding foreign direct inye1t11ent; 1011& 
utarhl •i&ht be awailable H a rHult of the on1oin1 1tud1 of 
technological development in tbe CllC .. chine-tool indu1trJ in India. 
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Villi• llC c011atries. tile focH of tl• Uaitff States is oa 
c-tri•• alreaclJ f-.s for tlleir owa -cli--tool iadHtries 
<liaitff iaYestmieat i• ItalJ ..... to be tile ezceptioa); Irelaad. a 
co.atrr reaowaed for offeriq oatstaadiq facilities to foreip 
iaYestors. las bee• icaored bJ -cliae-tool firms &ad of tile ••t 
rec-t eatraats. Speia. is tle oalJ 011e tlat aiglt attract finu. 
&ltJaOllP la ••t iad1tstrial sectors cros•-pe-tratioa of llC c011a­
tri•• bJ tlleir ia .. stiq la eacl otler Illas beea a priacipal featac-e 
of corporate strateu to atili:u •..ae wider -rtet. tile scaatr 
iaformatioa oa -c•i- tools ••nests tlat tills llas certaialJ aot 
bee• tile cue for tile braacb. 

Oil tile coatrarr. tllere 1111M1ld appear to laYe beea little foreiga 
direct ia .. st..at 1110rtla the ..... of till• 124 cases of iaYest..at bJ 
tle Federal lepeblic of Germ&aJ ez .. iaed ia tile table tllat appears 
ia tbe tert beU...a tables 11 aad 19. •Ot a siagle oae toot place 
la aa EEC coaatrr (the baadfal la Creece aad Spaia date from at 
least a decade prior to tbose States joiaiag EEC>. while a listiag 
of llllllber fil'llS of KITA la tbe Uaited liagdom proYides tbe ..... of 
oalJ oae or tlllO eaterprises la whicb iaYest..at froa elaevla•re iD 
tbe C:C-aitJ s.- to baYe occarred. Earlier tables bne ab-. 
tbat iatra-EEC trade ia -cbiae tools bas beea iateasiye eaoagb aad 
it is 11aite litelJ tbat iateraal barriers to trade baYe ber l low 
hritb a bigb degrff of coacordaace beU...n iadustrial staadards>. 
Beace tb• iaceatiYes giYeD to foreiga laYestors bJ finu from ..... 
ber States _, aot baYe beea sufficieat. giYea tbat otber wa1• of 
ezploitiag tbe -rtet 111are aYailable. 

Bat what of tbe carreat situatioa aad ia particular tbe 
bebaYiour of .Japa•••• prodacarsf n•r• is oae -jor iaYest.eat 
tlaat HYertbeless cr1stallbes tbe possibilities and coaflicts ia 
tbe preseat coatezt. Ymazati, sapported bf a direct graat of 
£5.2 aillioa from tbe GoYer11811at of tba Uaited liagdoa, Ila• set up 
a aoa-•aioai:ud factor1 lllOrtb £35 aillioa ia Worcester, Uaitad 
liagdoa, to produce. at full-capacitJ output (scheduled to bue 
beea scbieYed ia spriag 1911), 1,200 CllC latbes aad .. cbiniag 
ceatres per aa•-· nis productioa layel i• to be reacbed witb a 
1110rt-force of 110. nere are 65 .JapaaHe staff 011 site, aaialJ 
eagiaeers, that are eYeatuallJ to be reduced to aiae. 

Of aajor significance are some aspects of tbe plant (whicb 
began productioa in earlJ 1917). first, tbe aggregate production 
at full capacitJ h ezpected to be arouad one balf of tbe eatire 
oatput of CllC aacbiae tools bJ tbe Uaited liagdoa. ne c011paaJ 
HJ• tbat 10 per ceat will be ezported, cbi•flJ to otber llC 
Mllbers, J•t claiu tbat its sbarH of tbe aacbining-ceatre a:id 
latbe aarket• in tbe United liagdoa will be approzt .. telJ doubled 
froa tbeir preHat lnels of 15 and 10 per ceat rHpectivelJ. 
nese figures suggest .. jor tusslH la Hveral llC countries, aot 
onlJ tbe Uaited liagd.. Secoad, it appears tbat sOM luropeaa 
firas bave bitterlJ opposed tbis tJpe of forei~a direct invest.eat: 

I 

"Vest Ger.an producers - such as tbe big lathe aater 
Oild-hter - whl1cb baYe beea in a pttcbed battle wit.la 
tb• .Japanese oa their h0!9e turf, fought. t.ootb aad nail to 
preveat T ... zati s~ttiag up la Vest CeraaaJ." ti 
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Wllile t•• balaace of iaterests .. , fawo.r JapaaeH foreip 
direct ianst.eat ia tH Baited States. t'9 hropeaa eawi~at is 
differeat. ...t Ue Federal lepwblic of C:.~J/Ullited l.iagdcla split 
.. , be iadicatin of aa onrall c-trast of Olltloolt. Wllenas tH 
Federal lepwblic of C:.~J nMi•• a ~li- prod•c•r wit• .. jor 
tec:lulol0&i•• of it• owa &M does aot -.l eitHr -tward or i-rd 
ianstmnt (._..trated bJ tM •bs-ce of .. c•i--tool plaats c-­
trolled bJ t'9 Federal lepwbli~ of C:.rm&aJ els._re i• DC cCNa­
tri••> tH stnct•n ia tH Bailed l.iagdcm is a nflecu-. oa a 
aiaor scale. of en.ts ia tH U.ited States. Ianstme.ts bJ 
Japaa••• compaaies will iadeed be coaflictin bat are likelJ to be 
-co.raced bJ boU Ue C:On~at aad traditi-•l .. c•i--tool­
prod•ciD& regioas ""9re iS1pOrts ••n alreadJ cloae -c• daiqe. 

nird, as wit• otlaer prod•cts .... ia ltlC coaatri••· tH 
~raJ probl .. of local coateat eaists ia t•• .. claiae-tool braac•. 
Y~i clai- t••t it will ca•icllJ aclaien a local coatnt of 
60 per ceat. defi•ed broadlJ as eacClllP&Hiag wages aad factorr 
opwrati•& costs. aad tlaat is tlae tlareslaold fi1are to satisfJ ral•• 
of ori1ia of DC •ad tlaerefore to CJHlifJ for tariff-fr" sales 
wit.Ilia tlae IEC region. Iatri&aia&lJ eaoa11a. •••• as tlae dispate 
abo•t Yaaa&alti'• est.eat of local coateat persists. tlaere is ewideace 
tlaat firas ia tbe Uaited l.iagcloa itself .. , aot satisfJ tlae criter­
ioa. Tlaus .... aJ Britisla .. claiae tool -•afacturers ase a 1reat 
-., Japaaese coapoaeats. & 1reater proportioa t.baa ewer baild 
.. claiaes fr- JapaaeH kits". !/ Ewea Brid1eport. wlaicla laas tile 
lar&••t tara~Y•r of &aJ .. ter of aaclaiaia& ceatre• locatad ia tbe 
U.ited l.in&d-. bas its borizontal .. claia•• desi&aed bJ Yorada aad 
aates tb• .. ialJ !r- coapoaeats fr- EEC coaatries wlaile TI 
receatlJ be&•• assell!Jlia& Taltisawa wertical aacbiaia& ceatres. 

Ia •-· tb• iaYestaeat DJ Y ... zalti is more tlaaa tile prettJ 
tbiclt ead of wlaat coald tvra oat to be a lar1• w.d&• of Jap•••H 
forei&D direct iaYestaeat. for the coatroyer•J sarroaadiD& it laas 
brou&lat into tlae opeD Yarioas forces tlaat are movldia& tb• slaape of 
tlai•&• to coae iD Europe. Tlaas tbere are r-rfvl hropeac firas 
aad 1roaps worlti•& a&•i••t. •• well •• for, •sternal iawestaeDt ia 
aacbiDe tools; aartet sbare• caa be dr ... ticallJ sbifted aYeD bJ a 
sia1le iaYestaeat. Tlais su11e•t• tlaat tbe loa1-liYed structure of 
... , ... n &Dd .. diua-sized firas could be &hi•& va1 to 1reatar 
coaceatratioa. and tbat traDsforaatioD could be fast. rorei&a 
direct iaYastaeat is clearlJ aot tbe ODlJ route tlaat is beiD& used 
bJ tbe JapaDese to peaetrate aarl:ets: ~b• asseiablJ •J•t .. for bi&b­
Y&lue adyaaced tecbDolo&J it ... bas alre&dJ taltea root. Prodact 
betero1aaeitJ ia aacbia• tools cautioas •&aiast tbe uacritical 
estrapolatioD of tbese fiadi•&• to tbe wlaol• braccb but eaoa&b 
eYideac• ••i•t• to bazard tb• &•••• tbat. ISC countries aaJ be 
cbaa&i•& •••• fast.er tbaa tb• UDited Stat••· 

Siace aacbiae tools are a capital &ood• iadustrJ, wlao•• d ... ad 
... oat.a• froa quit.a a saall set of aajor iRdustrie• (priaarilJ tbe 
aat.oaotiYe, aircraf~ and ailitar1-relat.ed oD••> tbat are doaiaated 
bJ a relativelJ liait.ad aUllber of lar&• firas ia eacb of tb• aaia 
OICD coantries, tba aat.ent and locatioa lf aacbina-tocl output h 
stroa&l7 iafluaaced bJ sbift.s ia wll•t aad where tbote f iras produce. 
OYer t.b• J••rt tbe autoaotiva ladutt.rJ bas been t.ba crucial one: 
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firm ia tlae U.it.ed States llan eagqed ia nbst .. tial 09tpat 
abrod for • loag u- aad Yoltawaa.-rt II: ll•• bee• acth• for 
••nral rears. a.t it i• tile Japaaese ••tclllotiwe iad••trr•• iater­
aatioaal spread d•riq tile prea .. t decade tlaat , ... rates tile most 
iatenst i• -clli•-tool ianst:.eat. llolMla. llazda. •iH.. aad 
Torot• laan all set •p. joi•tlJ vltll motor-nllicle prod•c•r• ia tile 
U.ited States or - tlleir -· lar&• pl .. ts ia tile Ullited States; 
tlleJ all ia.- larce facilities proclaciag DJ cClllpOllftts i• .. dco 
u • nnlt of foreip direct ianst:.eat la tile preseot decade. aad 
•- of Uaee i• additi- to Bits•bislli aad. to a lesser e1:teat. 
S.zeki aad Isu•. laan made appreciable i•-•t:.e•t• ia ac co.atries 
(Ullited UagclGm). !East Asia (tile lepabllc of Korea alld Taiwu 
ProYiace. Claiaa) aad co.atries beloagiq to tile &ssociatioa of 
S-tll-IEast &sin ••lions (.ISIAll> (Bal•J•i•. tile Plailippiaes. 
Tlaailaad). 

All tlaese ianst.eats set •P a lar&• iaitial (at tile ti- of 
tile factorr•• establis ... at> damaacl for .. cilia• tools pl•• a lower 
cODti•-• d-..d to npport 01110111& prod•ctioa (Dot to be ... ated 
witla tile d..aacl for ••tamotiYe campoaeats. wllicll is .. ell larger ia 
term of YOl.. tlloup aot aeceHarilJ ia Yahe). Tia• circ-tu­
tial eYideoce atrOD&lJ ••&g••t• tllat tile Japa•••• motor-Yellicle 
prodacers llaYe soarced tile oYerwlaelaiD& .. joritJ of tlleir .. clliae­
tool parcll•••• (probablJ all .. cilia• tools for most of tile foreiga 
direct iaYest.eot> frc. Japuese firaa (tllis bolds tnae ena for 
tile priacipal joiat Yeotare ..... 1, tile Torota/Geaeral llotors plaot 
at Fremont. California). It appears tllat tile .. clliae-tool compaa­
ies llaYe -t tile orders tllroap e1:port bet tllis pattern aar be •ab­
ject to cllaage. Wbat factors are at MDrtf 

OD tile plaHible sappositioa tllat tbe aajor wan of foreiga 
direct iDYest.eat ia tile aatamotiYe iadastrJ froa Japaa bas alreadJ 
speat itself, it •i&bt be tlloapt tllat aacbiae-tool prodacers ao 
loager baYe (at least froa tbis perspectin> aoJ iaceatiYe to 
iDYest abroad; tbat coaclasioa. llCMMYer. MOald be too llastJ. 

First. tile demoastratioa effect of lb~•• plaats, MDrtiag 
almost eatir•lJ oa tile ba1is of Jap••••• .. cbiae tools, is tile best 
adnrth ... at for tbHe prodacts ia tile Uoited StatH aarket aad 
slt~ld lead Cotber till•&• bei•& .... u to eobaaced d-ad from 
prodacers ia tile aatc..otin aad otber beat')- capital lansllleat 
iDdHtriH iD tile Uoited States. Tlaat d-Dd is better Hthfied 
bJ local .. aafacture ratll•r tllaa e1:ports from Japan bee•••• tile 
Japaa••• prodacer is lDYOlYed not oDlJ in aaaufactare. bat also la 
deSl&JI MDrt and probl .... aolYiD& JoiallJ vltb the Uoited States com­
P••J pgrcbasia& tb• .. cilia• tools. For till• tlad of .. rut, tiler• 
are appreciable adYaat•&•• to be 1aiaed froa produci•& vltbla it.• 

•ne point bas been pat sacclnctlr bJ lb• Ylce-PrHldent for 
corporate Plannla& of Honda, Ualted Slates. lrotln& tbat wll•• 
prodacton be&an in 1912 tile declston "obYloaslr didn't .. t• econo­
•lc senH" •II• straHed tbat lt did "make plallo1opbical HnH" and 
stated: "Wilen JOU be&ln to .. rut products lo a coantrr and enjoJ 
sacc••• JOD 1bould tblnt about .. auf acturln& tiler• •• soon •• pos­
sible. Ve don•t spend •ell ti• lo tills complDJ dhcuHlng the 
bottoa line: tile profit• vlll com. la tile e:ad lf rou Hl~•fJ 
ca1toaers" C"levare tile slapl• solution", rlptpclal 11.,1, 
11 ... , 1917>. 
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To ,.t tJae point • litUe differeatlr: tile fira esploits tile 
.. rtet edge ~t bas obtained bJ sbowiag itself to be a first-cl••• 
provider of aamero•• more or l••• castaa-.ade it... fittiag 
togetJaer into • cobereat advuced prodact ion •r•t- and makes 
itself available pan1UteatlJ. oa tbe spot, to otJaer clients of tbe 
•- ltiad. nis vas not Heb u imperatin for tile origiaal 
.1ap.aese iavestors iD tile aatamotin iadastrr bee•••• tll•J and tbe 
.. cbiae-tool prodacers bad alreadr been 1110rltiiq; togetber for a lOD& 
ti .. ia tile .1•paa••• contest. 

Second. tile .1apaaeH .. cbiae-tool fira studs to bea•fit, ia 
its owa rigbt, fraa a prodactioD presence iD a -jor locatioa 
becaase tbat widens tbe raage of tasks to be confronted and tbere­
fore capabilities to be deYelopecl. If competition iD aacbi•• tools 
OD aa iateraatioaal scale bu bitbert.o been conducted cbieflr bf 
trade. tbat fr-rlt is alteriag. To r-i• oa tile froatier is 
aot o•lJ. not eveD pri .. rilJ, a qaestioD of parisag dOWD costs and 
prices for st&Ddard products: it is still more a aatter of 
Hbibitisag a wide range of design &Dd probl-solvisag abilities 
tbat are tailor--de to -t specific d-Dd• ill all lteJ .. rtets. 
For tbi1, foreign direct iavest.eDt is required. 

ntrd. tbe pro1pact1 for profitable joiDt-vaatare arra11g ... at1 
ia varioa1 iDt.araatioDal locatioDI bet-• .. cbiae-tool producers 
and tbeir clients .. _ to be iDcreasiag, agaia owing to 1bifti11g 
pattens ia d-•d. ODc• more. tb• damc>DstratioD of detailed ltDow­
ledge of, ud asparieaca ia, eacb eaYiro-at, vbicb are •Hats 
acqaired fraa prodaciag and not jail selling, is a critical el ... at 
iD bacomiiag a good partaer ia 1acb d•als. 

Foartb, tbe .. iataaanca of 1ale1 over ti .. , as opposed to oae­
off orders, .. , be affected bJ reqair ... ats regardiag local coDtaat • 
.last •• Torota, for anmpla, bas to 1bov it h a producer iD tba 
Uaitad Statas, 10 Tosbiba Bacbiaa .. , ban to de111>utrate growing 
degrees Of local CODtaDt. nil .. aDI DOl ODlJ local prodactioD, 
bat also local provision of tba aaterial1 for tbat production. lf 
large firms ban usaallf baaa able to kaap dova tba prHsare for 
iacreasiag tba local coataat ia fairlr ... u and lH• iada1trial­
i&ed countries, tbere is la11 likalibood of tbair being able to do 
10 iD tba .. jor OECD couatria1. 

Tba tbird poHibl.a reason for foreign direct invHt.ent, givaa 
earlier in tbi1 1ub-sactioa, refers to tbe pro1pact1 of iacraa1iag 
productivitr tbrougb obtaining acca11 to cbaapar aadlor batter 
ba11aa and .. terial ra1ourca1 for production tbrougb raloc•tioa. 
For aacbiaa tools, it h uaaqulvocallJ lb• leading OECD couatriH 
plus a f.., developing countries in Asia, viz., India, tba lap.ublic 
of lorH, Singapore, Tai111a Province, China, along witb lra&il, 
tbat offer tba 1y1t- 1Upport1 for effective .. cbh•··lool produc­
tion capable of .. •ting iatarnatioad and lcx:al d-ad. Otbar 
aatioa1 .. , provide cbaap lAbour but tbe value of tbi1 a11at 
dapeadl OD bow .. Cb tba productiOD erocall CaD ba brOUD down iDlO 
labour-i atanli ve Hg.ants, on tba i.,ortanca of labour cost• in 
total cbaages, and tba 1igaificanca of tb• co1ts of tr1nsport 
bat1Man tba loc1tioa1 lnvolvad in tba production aat,-or~. Vb1t c1n 
be said on th••• l11ua1 la rel1tlon to .. cblna tool1f 
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A dhtiactioa bas to be drawa between llC aad aoa-llC -chiae 
tools. for lb• simple reason tllat tbe foraier incorporate a aabataa­
tial electrical/electronic component vlaile tbe latter do aot. Thia 
•aaa. ia t•n. tllat firms prodaciag llC .. cbiae tools .. , ban to 
b9J ia a large part of their prodactioa iapata. eYea more ao if tbe 
llC it ... are ude of special qaalilJ ateela and/or otber relatiY•lJ 
•- -teriala. Aa tile Chairua of &c.-Clenlaad. aa i11pe>rtaat 
... •fact•rer of .. cbiae tools ia tll9 United States. sacciactlJ pat 
it: •tad8atriea are moYiag avar froa tbe idea of takiag big cbaata 
of steel aad .. cbiniag avaJ tbe scrap.• 10/ To tile esteat that 
denlopiag coantriea HpplJiag cbeap labour bee- effectiYe aab­
coatractora in electroaica. and tbe anita .. de are incorporated 
into the .. chine tools produced ia OICD coantriea. tbea tbe 
indirect labt-ar content fr• deYelopiag coaatries .. , be apprec­
iable. 

Yet tbat still doea not deal vitb lb• iaaae of direct labour. 
!Wu possible acthitiea that could be located in denloping coan­
triea W08ld s•- to be •lalwortiag and .. cbiniag. and aaseablJ. 
In •lalworting. it would be a case of Cindiag a safficienllJ 
esperieaced wort-force to aadertate tbe taata allocated. Since the 
coantriea were cheap labour ia aYailable. bJ definition. esclude 
places were a reasoaablJ estenaiye. aopbiatj~ated and loag­
eatabliabed .. cbine-tool branch esiata. there ia a conflict betw.en 
lb• 8IOD•tarr coat of t.be labour and it.a aaitabilit.J. A training 
period would be necessary with tbe benefit.a accruing aabaeqaently 
ia terms of enhanced real prodactiYilJ. The absence of detailed 
breatdowaa of tbe •t.alwortiag/ .. chining taalta aeeded t.o .. nafac­
ture ataadard .. chine t.oola. the anit. coats of carrring oat tbese 
tasta aad tbe differences in real labour coat.a (asaaaing people 
ratber tbaa .. cbinea w.re carrring oat tbe taslta) comparing. for 
esemple • .Japan and Sri Laata. ailitate agaiaat any bard and fast 
aaaes ... nt of tbe prospects for tbis tJpe of foreign direct inYeat­
•at. 

Iaformd gaeaswcrt. nevertbeleaa. can ofFer aoae useful point­
ers. To jaslifJ tbe innstaeat. a foreign fira would need to be 
producing a fairlJ large batcb of an it- (probably of a standard 
kind) for sale in eitber it• boae baae or a tbird .. rtet since 
production tbat ia .. inly oriented towards sale in the countrJ 
carr1iag oat tbe contracted tasta ia unlitelJ to find sufficient 
oat.lets. Thia •ana. boeNY•r. t.bat qualit.J ataadarda will be bigb 
ia relation to tbose in tbe deyeloping countrJ; the hand setting 
and band gauging of tools. for eumple, will probablJ be inade­
qaate. The laesorabl• tendeDCJ la to shift auch a .. i-atilled 
operating taata onto .. chin•• and tbus reduce the need for baman 
labour. lo the scope la prob•blJ restricted and becoaiag narrower 
rapidlJ. ror aa1 one coua~rJ to succeed in enticing and keeping 
foreign direct ioveataent is a daunting task in the present conte1t. 

At first blush, a11eablJ wort .. , ••- tbe aore proaising area 
for inYestaeat, especiallJ since it has be•• lb• focus of 10 •cb 
foreign direct iavestaeat in cheap-labour count~i•• in the paat two 
decades. Autoaotive1, gat .. at.1 and electronic• have all been prt .. 
t.arget.1; but t.b• question i1 whet.bar asseablJ wort in .. chine tool• 
baa tbe , ... •an lag and relevaace a1 in these other branches. 
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BHicall:r, aHeablJ wort is of two sorts: putting together whole 
tits (in the case of autOllOtiwes) and putting together sub­
CCJllPOD•nts at the s ... ti88 as carr:ring out seweral specific produc­
tion operations (a process reaching its fullest expression in 
garment aanufacture where the foreign fina supplies the cloth, the 
designs and then undertakes the aarteting). C~n to the two 
sorts of asseablJ is the emphasis on large-scale aanuf acture 
directed al.llOst exclusiwelJ (except for SOiie auto.otiwes) to export 
aartets. The aacbine-tool branch appears to be in an inter88diate 
position. Recent c~ntar:r on industrJ in the Unitotd Ungdoa 
emphasizes the relewance of asseablJ and, as 88Dtioned aboYe, 
points to the growing nllllber of aacbines that hawe been built in 
the United Ungdoa froa Japanese tits. Yet this aHeably wort ia1 
banQled b:J relatiwelJ stilled and experienced workers and the 
products are frequentl:r (probabl:J in aost instances) directed at 
the aartet in the United ~ingdoa itself. The purpose of the i11port­
ing enterprise bas nothing to do with earning foreign exchange (on 
the contrarJ it is a net user> and everrtbing to do with banging 
onto a place uiong doaestic suppliers. Jloreover, the asseablJ of 
.. chine tools cannot be a big vol1111e actiYitJ: all the figures 
quoted in the present article for units of output are far below 
those usuall:r cited for other industrial branches. There .. :J be 
.. D:J stages of asseablJ ret both these and the bandling of parts in 
general bave to an even greater degree been taken over bJ such 
advanced equipment as autOll&ted guided vehicles and coaputer­
operated stacker cranes. So in this respect, too, there ate few 
grounds for opt1ai.. about attracting foreign direct investllent 
froa OECD countries to cheap-labour sites. 

Observations on the cheap-labour arguaent. for foreign direct. 
investllent would be incomplete if t.heJ failed to stress t.be extent. 
to vbicb aore advanced countries and enterprises are shifting awar 
froa labour and, where tbeJ do use it, towards a different tJpe of 
labour. The aassive shakedown in the United States since 1981 bas 
witnessed tbe deaise of 300 out. of 800 aacbine-tool companies and 
an overall reduction of eaploJJMtnt froa 100,000 in 1981 to 70,000 in 
1986. Even Cincinnati Milacron, one of tbe foreaost companies witb 
strong international lints, cut its wort-force froa l•,OOO to 9,000 
during tbe period 1980-1986. Regarding the qualitJ of labour and 
corporate 11trateg1, tbe approach of Dectel, tbe aajor producer of 
universal ailling and boring aacbines in tbe Federal Republic of 
Ger9anJ, is aost instructive. Th• coapanJ eaploJ• some 
2,300 people, and tbe investllent in tbea bas been a critical part 
of overall investllent. during tbe past five fears. Given tbe sharp 
aove t.o llC products, in-house training bas becoae tbe corner-stone 
of personnel developaent.: 

"About. 30 per cent of its apprentices (120) go 
tbrougb a double or triple progr .... , vbich adds elec­
trical and electronics stills to .. cbanical training. ror 
those doing all tbree, the learning ti .. is doubled to at 
least sis rears, wit.b wages, instruction and equipaent 
costing Decltel soae Dll 200,000 per person." 11/ 

As the Chairman of Decltel eapbashed: "You can't go out in 
tbe open .. rltet and find theH people. It's clear we had to aalte 
this comiii..nt." !11 All in all, there are few chances that 
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-chiae-tool producers of &DJ -ight will look for locations for 
cheap-labour-oriented foreign direct investment: tiler are invest­
ing llOre in heme-based staff and not trring to cat costs bJ going 
abroad. 

l'be final reason for foreign direct invest..ent stated earlier 
is the reinforc-nt of control over the international production 
network. In essence, this means locating .. nafacturing plants and 
keJ -nagerial staff in countries possessing one or more of the 
following: large -rkets, the natural resources required for the 
-nufacturing process, and highlJ innovative enterprises within or 
without the .. chine-tool branch frOll which the investing fina can 
learn. UndoabtedlJ, this pull to foreign direct invest.ant partlJ 
overlaps with other considerations, especiallJ the tariff-barrier 
argamient and the linkage with large finas at home in related indus­
tries. UndoubtedlJ, also, the keJ countries n ... d 111>re than once 
in this article and around which the world .. rket for aachine tools 
rotates are also the onlJ locations that would be seriouslJ ez-­
ined for this kind of strategic investment. No developing countrJ 
outside that s-11 set of countries would be considered. If the 
chances of attracting foreign direct investment for the preceding 
three reasons are sli•, the prospects for attracting it for this 
last reason are virtuallJ nil. 

l'be 911phasis throughout this section has been on invest.ant bJ 
-jor finas and countries. A full picture mates SOiie reference to 
three other issues necessarJ, viz., the possibilitJ of foreign 
direct investaent bJ soae leading developing countries in Asia (the 
so-called neWlJ industrializing countries (NI Cs)), the nature of 
co-operation arrang ... nts and the role of incentives and c011peti­
tion between different countries in attracting foreign direct 
invest..ent. These points are brieflr dealt with in the following 
sub-sections. 

3. The international horizons of newcOller{ 

After the inclusion of a few of the large to .. diua-sized 
Latin Allerican countries in th• categorJ of NICs in the 1970s, the 
focus ..... to have returned to the four Asian countries, the 
founder 11811bers of the group, n ... lJ, Hong !Cong, the Republic of 
lores, Singapore and Taiwan Province, China. Of these, Hong long 
will for..lly revert to becoming part of China in 1977 and is of 
less interest for the purposes of this article. But the other 
three have all definitelJ emphasized the strengthening of their 
d011e1tic capital goods capabilitJ (less so Singapore, which is a 
11Uch s .. ller countrJ, in tenas of area and population, than the 
other two) and s11t ... ticallJ incorporated ever 110re advanced tech­
nologJ, •• well es extended the international reach of thelr finas 
through foreign direct investment. ConsequentlJ the three coun­
tries and, above all, the Republic of !Corea and Taiwan Province, 
Chine, have progre11ivelJ devoted 110re attention to the production 
of .. chine tools and its ver1 international di .. nsions. The 
question is to what eztent should the global picture be 110dified to 
take account of their presence. 
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Tables 19. 20 and 21 set out wbat is tnown about the behayiour 
of Ute Republic of Korea. Singapore and Tai-• ProYiace. Cbiaa. 
respactiYelJ, as regards foreign direct iaYest.eat. For the 
Republic of lorea and Tai-n Province, Cbiaa. tha value of the 
stock of foreign direct iaYest.ent is partiallJ disaggregated bJ 
recipient area and sector. wbile for Singapore. table 20 classifies 
the ownership pattern of iDYest.ents (alllost eatirelJ ia Asia) and 
tl•e footnote giYes s- figures for the Yalue of iDYest.eats in 
other .ASEAll countries. 

Table 19. Republic of Korea: Direct 
iayest.eat abroad, stock in 1984 

Couatr1. region and sector 

All countries and sectors 

lag ion 
•orth Allerica 
Asia 
Oceania 

Sector 

Kiaiog 
Kaaufacturiag 
rorestrJ 
Trade 

Others 

AllOllDt 

S444. 7 •illioa 

Percentage 

32.5 
22.8 
18.4 

37.9 
16.3 
13.0 
12.6 
20.2 

~: Yoon-Doe luh and Sang H. Kia. "Foreign direct iavest­
•at froa developing countries: the case of loreaa fit9S". ~ 
Developing lconoaies (TOkJo), June 1986. 

•ote: Data are based on iofor.ation froa the Bank of lorea. 
figures refer to realised iave1t.ent1 but include real-estate 
purchases and loans. The real-estate share of the total is 4.5 per 
cent. 

Table 20. Singapore: Foreign direct investment bJ local 
finaa according to tfpe of invest.ant and 

recipient couatrJ, 1985 

WhOllJ-OWR•d Kajorit1-owned Kioorit1-owned 
CountrJ 1ub1idiar1 joint vent11res joint ventures 

AS!Alf ... bors 11 8 36 
China 11 
Hoag long 3 4 7 

continued 



Table 20 (continued) 

CountrJ 

Sri Lanka 
others 

Total 

WbollJ-c.-""!led 
subsidiarJ 

....l 
16 
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llaj or i t1-owned 
joint ventures 

_]_ 
19 

llinorit1-owned 
joint ventures 

3 
...! 
66 

Source: Pang Eng Fong and Rajah V. lClll&ran. "Singapore aulti­
nationals". The Colllllbia Journal of World Business <•ev Tork), 
s-r 1985. 

These tables perait c~nts as fol!ows. To begin with, tbe 
stocks are certainlJ tinJ coapared with those held bJ the leading 
OECD countries. The fairest Jardsticlt is Japan, being an Asian 
countrJ, which is the closest to tbe •Ics, in teras of incoiae per 
bead, and the latest starter in foreign investllent. A s11111a&tion of 
investllent stoclt for the three countries, as of tbe aid-1980s, 
Jields ~ figure of the order of $2.5 billion to $3 billion. or not 
auch above 3 per cent of the Japanese total. As for Japan. tbe 
prioritJ destinations for foreign direct investllent are Asia and 
the United States. while fra ... nts of in!ot'llatlon confina tbat 
lnvest:Mnts -de bJ tbe Republic of lorea and Taiwan Province, 
Cbin1 , in tbe United States, lite those -de there bJ Japan, are 
aostlJ of post-1980 origin. 

In a sectoral breakdown there are divergences, especiallJ 
between tbe Republic of lorea Hd Taiwan Province, China. the 
fonaer bas tbe sectoral profile of Japan although it is 11e>re pro­
nounced: tbe search bas been for natural-resour~e investllents 
(aining and forastrJ approaching 5~ per cent of tbe total> with 
onlJ 17 per cent directed to -nufacturing. 

OnlJ the data for Singapore (table 20) provide information on 
patterns of ownership and reveal a -rited preference fo~ joint­
venture arrang ... nts. Of the cases exaained, onlJ 16 per cent were 
vl!ollJ owned subsidiaries while ainoritJ joint-ventures -d• up 
vi~tuallJ 67 per cent of the total. Tb• bits and pieces of avail­
able infot'llation on the other countries tend to corroborate this 
finding: foreign direct investllent froa •ICG 11 usuallJ channelled 
into joint-venture arran ... nt• that are 111ual11 of the ainoritJ 
tJpe. There i• i~•d•q~ate data to datenain• whether tbe deviation• 
froa tha overall contours are pronounced for individual branches 
but there ii at lea1t no 1olid evidence again•t Htting up joint 
ventures in the engineering branch•• including .. chine tool1. 

Tb• ca•• of Taiwan Province, China 11 totallJ different, •bow­
ing bJ fer the greate1t orientation to .. nufacturing Calaost 90 per 
cent of the total invHtaent> of all the countriH for which data 
on foreign direct investment esi1t. Within aanufacturing, a varJ 



Recipient 
countrJ 

U.lted ltatH 
Iadoaeda 
ftlllppiaH 
ftallud 
llqapore 
.. 1.,11a 
Otb•r• 

total 

Table 21. Taiwan Province, China: Direct lnve1t.ent 
abroad, 1tock in 1915 Al 

(llilllon1 of dollar•> 

InvHtMnt )t/ 
All .. cto-·1 .. n11fact11ring '-' Balle Mtall 

113.S 96.0 0.1 
24.1 24.6 o.• 
10.1 10.0 
9.5 1.9 0.1 
9.S 1.9 O.'I 
7.S 7.2 s.2 

..l.L.l .JL.l. LI 
209.9 112.S 6.7 

llachinerJ, 
•tul,..nt and 

in1tr11Mnt1 

0.1 

0.1 
2J. 
1.0 

lmlis!,: Cbe-lun1 Chen, "Taiwan'• for•i&n direct lnve1taent", Jourpal of World 
tradf Lly (tvictenb .. , United lin1d011), Movellber-Dec .. ber 1916. 

•' th• fl1ur•1 refer to all th• inv•1tllent1 approved frOll 1959 to 
Septellber 1915 a1 publi1hed bJ th• Inve1tllent C01111l11lon of tha Kinl1tr1 of 
Scoaaaic Affalr1. Alllo1t tbr•• quarter• of the total, •150.7 aillion, were 
approw.d duria1 tbe period 1910-19!5. 

)ti there are aajor dhcreparaclH between th•H flgurH, whlch are baHd on 
iaforaatioa fraa official 1011rce1 and publication• of recipient co11ntria1. 
Iadonella, for esu.ple, 1ive1 lnvHt .. nt froa Taiwan Province, China, for th• 
period 1967-1914 a1 •1s2.1 aillion, which l1 aor• than five tl .. 1 th• figure given 
above. Vere tbl1 ~actor to bold true for all klnd1 of lnva1tllent (i.e. countrJ and 
aector) tba total for baalc Mtal1 and ••chinarJ would be around ••o allllon. 

'-' th• daalnant branch•• were tho•• of electronic and alactrlcal applicancea, 
aad cb .. icala, which toaetbar accounted for aroQnd 60 per cent of all aanufacturlng 
(moatlJ 1oing to th• United State1). 

s: 
I 
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er.de approd-tioa of tile importaace of eagia-riag goods is ghea 
br addi11g tle last two col...a• of table 21 (basic .. tal•. aad .. ch­
iaerr. eq11l .... t ud i••t~•t•> aad campariag th- with th• -na­
factarlag aggregate. the cmbiaed total of $7. 7 aillioa is sc.. 
4 per ceat of all aaaafactariag; villain this. basic .. tals accoant 
for tile -joritJ. aad aearlr half the total for bHic •t•ls 
represents foreign direct iDYesi-Dt la Balarsia. Ia tlle .. chia•rr 
braach. almost all tlle iaYesi-at is ia the Baited Stat••· ••&&••t­
iag. oace aor•. tile coaceatratioa oa tllat coaatrr ia trade and 
iaYest .. at. 

Wlaat. tlaea. is tile state of -chia-tool prodactioa ia th••• 
c091ltri•• ud nat aipt tiler vtsll to accomplish abroad? ID tbe 
Republic of Korea, tlle prodaction of $350 aillion ia 1916 
(cf. table 2> st...aed. officiallJ. froa 110 registered finu. Baar 
of tbeH. laOIMYer. are Yer, ... 11 aad a large slaare of th• total 
ca.es fro. ODlJ a few COllp&Di&S Of ftich Dae Woo BeaY)' lndastries. 
Tonsil and SW.cllon are tile aost sig.'lificaat. their carraat tecla­
aological leYel is. in global taras. onlr aoderate bat th•J are 
astandiag coatiDaallr lato aora advaaced it-.. asing a ab of 
foreign technologr aad locallr daYaloped lalow-bow. thus Dae Woo 
incorporate• raaac controllers in it• prodact• while tr,ing to 
design aad prodace its Olftl Ca procaH that the ce111paar Hti .. t•• 
.. , reciaira another three to fiY• rears). BJ drawing on ter 
foreign c011pOaaats and dHip• Cbotll obtained •inlr fr- .Japaa>. 
same cialta advanced aaaafactara take• place but there h clear 
racogDitlon bf tla• Goyaraaant that local coatant i• n•c•~••rr both 
H regards .. tarial and design. Till DOW lorean flnu h&Ye been 
notablr l••• saccassfql in ••porting aachln• tool• than other 
indastrial it-.. a striking ladicator of relatiYa failara being 
the fact tlaat it has not be•• aacessarr to negotiate a YEI for the 
United S~at•~ aartet. GoYet1111ent indicative targets for 1987 
incladed a doablin1 of &sports (coapared with 1986) to S5S aillion 
and •• aspaaslon of dc..stic output to a.so alllion. rrasaeatarr 
data on tlaa aartets tlast are earmarked for th••• asports saggest 
that th• output aar be ·~~tched ciuictlr to laropa Ccurrantlr. over 
half tlaa total goes to tlaa United StatH) where, it h obYiouslr 
felt, tlaera MJ be 110r• scope. A s-.rr aHes ... nt of the trade 
situatio1 ~oncludad: 

"loreaa aachiaa tools laaYa sc; far praHntad little 
threat to lndi1anous laropean producers. lotMYar ia open 
•rltets with a ralr.tlvelr wat dc..stic iadustrJ, lite 
tlaat of tlae United llagdoa, low-cost lorean H wall H 

TaiwauH product• laava teaded to disturb price• at tlae 
bottoa e'MI of the .. rtet." !I 

Tia• picture for Taiwan Proviace. Clain•. varies froa tlaat of 
the hpubllc of lorH la that the for.r ••- to be tachnicallr 
aore advaacad. witla a lar1ar vol .. of asports (aad • proportioa­
at•lJ large trade surplus in aachlaa t.ools) aacOllp&HiDI • lalpar 
9aalitr product ais. Altlaoap tlaa data la tabla• 19 aad 21 do not 
paralt specific stat ... at• on forai1a direct iavasi-at in -claia• 
tool• to ba •de, it .. -. fair to HJ tbat whataver iavHi-nt 
abroad h•• occurred ha• probablJ coaa froa Taiwaa Proviace, Clalna. 
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Tlte preferred deatiaatioa •as beea tile Uaited StatH as prod•cers 
'•" s09gllt to biproft botll lcaowlcd&• abo•t. ud trade relations 
vitll. tile U.ited StatH. 

Tia• ca•••tioa. laowaffr. h wlletller firm ia tile hpeblic of 
Iona ud Taina ProYiace. Cilia•. coeld look for production b•H• 
•ls.,.•n ia Asia. leepiag ia aiad tile dhc•Hioa aboet nasou 
for foreiga direct ia ... at.at preaeated ia tile preW'iollS nb-sectioa. 
tlaere la OH biporbat differeace wllea campariag llICa vitll tlaeir 
Aalea .. i~ra: at preYailia& ez~aaa• rates. tile was• differen­
tial• are -11. Tia••. wllile va&H ia tile hpeblic of Iona aiglat 
be aboat doeble tllo•• ia a .... ral otller Aaiaa coeatri••· tills 1•P la 
lulgaificaat wlleD -•nria& UJ of tlleH utioas against. HJ • 
.Japea. It follows tllat. nleH tiler• were trade-barrier reuoaa 
for nlocatia& prod•ctloa. for •KlmlPl•. tile circ ..... atioa of 
ca•otas. tile coat adYutq•• MMlld 1anlr aot -rraat aar foreiga 
direct ia ... st.at. Ia tile aear fut•re. tllat is to ••J. ia tile aest 
rear or so. tile oalr reaaoaa for •lteriag tllat coacl•sioa. tlaer­
for•. MMlld be a cla&a&e ia trade barriers or a reali~at of 
esclaaa&e ratH. Tile latter does indeed .... q•ite liblJ: tlla 
Uaited States bas beea esertiag considerable preHare oa botll tile 
bl*blic of lorea aad Taivaa ProYiace. Ciaiaa, to reYalue tlleir 
c•rreaciea qaiaat tile dollar bJ a si&eable aar&i•. • Tile preHare 
la oa accoaat of tile trade sarpla••• botla coaatri•• llaY• vi tla tile 
Uaited Stat•• aad its coaatut efforts to be •H• •• u iadastrial 
.ortallop ratll•r tua •• industrial fair wllere eYerrtlliag cu be 
boapt. A alaift ia tile croH rates j11St referred to -•ld -u. 
otller tlliaga beia1 eca••l. a deYal•atioa of otller Asian carreaci•• 
qaiast tlaose of tile Republic of lore• aad Taivaa ProYiace. Ciaiaa. 

Coa•eca•••tlJ tile otller coaatri•• -.ld become aor• laterestiag 
•• prod•ctloa locations altlloa&ll tile slaift ia escllaa1• rates aigllt 
aot la ltHlf be decislYe (cf. tile .JapaaHe aatcmothe esperleace 
wllere for ._. ti- tile esportiag ca.pules did not aodlfJ dollar 
prices la tile UDlted State1 bat instead accepted lover aait profit• 
U....elYea; tile avitcll of bellaYioar occurred as tbe r•• appreciated 
too •ell aad tile VD regi• c ... ia). OD balance. ll°"9Yer 0 it h 
••likelJ tbat carreacr cbuges will be eao•gll to eacoarag• foreign 
direct laYeat.at oa aar scale froa tile Aaiaa llICs; froa tbh 
directloa also tiler• is aallk•lJ to be aacb i.,.t•• to aaclliae-tool 
oatpet elaewllere la tbe re1ioa. 

•· Tb• pat1re of c0=9ptratioa arraag..,pt• \p Ali• 

Tile rafereace1 to tbe ezperieac• of Asian llC• la aaclllae-tool 
prodactloa ud forelp direct 1a ... 1t.8eat llaY• upllcltlJ tlgnalled 
tbeir ••• of forelp espertlse altlloagll tbl• bas rarelJ be•• 
t•roap forelp direct laYHt.nt. Delpit• tbe paacltJ c.f data. 
tbea. tb•r• doe• H• to be a 1ood dHl of forelga collabonth•• of 
oae tiad or aaotller tatia1 place la tile lad11trJ. Table 22 
, .... rise• la1taace1 of collaboratlY• arraa1 ... ats lawolwlag uiaa 

"Tai-• ProYl•c•. Clllaa, ba1 large r•••rw•• of for•l&• 
escbaage. carreatlJ estlaated to be la esc••• of S50 blllloa. 
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co.atriea dariag tile period 1914-1916. tile co.atriea Hlected are 
tile blD -i• oaes of tile precediag s11b-aectioa, plH U.. tJaree 
largest aatioas; U.. claoice ... dictated bJ tile fact tbat tile fi1'9 
co.atries .-race a vid• raqe of t~loalcal aluatioaa: all 
elti..r •a.,., or ezplicltlJ plu to un ... lte laqe macllae-tool 
i.._atriea bJ ti.. earlJ part of ti.. aert decade, ud bJ tile prag­
-tic ret llOlletlleless lllllaiaatiag coaalderatiOll tllat led••tlT 
aoarces rarelJ ... uoa ur otller .&aiu co.atries. 

Penaps it ia aot aarprlslag tut, of tll• 15 cues listed, 
Ualted States partaers predoaiaate; foar e&H• iaYC.i.n Ciacluati 
Bilacro. ud ~ Croaa ud Trec:ter, aloa& vitll farti..r es..,les 
briqiag i• FlCllf SJ•t-. Allto 9-rlcala ud 11:-C.ll-O. 

tile -terial pre1eated earlier ia tlls 1ectloa polated toward• 
a greater degr" of iatenatioaaliz.atioa <ia tile ••••• of deals 
abroad otlaer llaaa ezporta) bJ U.ited States firms tlaaa tlloH of 
otlaer coaatrie1. Wlaat table 22 cloe1 ii to give 1cma Hb1taace to 
llaia aotioa. .la cu be s ... frOll table 2:!, licftaiag arraq-.ts 
occar fr .. aeatlJ, especiallJ wlaea Ciaclaaatl Bilacroa l1 tile 
... ricaa prodacer, wlaile Cro11 aad Trecter 1.ams r•adJ to eater 
iato joiat-.-.atare arraag ... ats (aad la t~r.. dlffereat coaa­
triea). Tile prodact1 are ••teroa .. eoa• r•t HrprislaglJ f.., are 
EIC9C (all coatracta vitl tile lepebllc of lor•a foe•• oa llC/C9C 
latlles aad tile oalJ other C9C arraag ... ats ... re coacladed la Cblaa, 
bJ Tnmpf of tll• Federal lepablic of Gemur. aad la Iadia. bJ 
Beaver of tile Uaited liagdOll). 

Tll•r• is clearlr a 1troag drive bJ Yarioa1 fin1a la OSCO coaa­
tri•• to collect retan1 41alctlJ oa llaeir tecboloaical uaets, 
probablJ ... aced bJ the prospect of rapid ob1ole1ceace aad 
eacoaraged bJ tllat of 1elliag .. •ipmeat aad cOllpOaeats vitlaoat c~ 
•ittiag casb of tbeir Olla. Iadeed, tile carreat pictare ia la 
••••ral respects a classic oae. Compaale1 located ia OSCO coaa­
triH wll•r• .. rteta ar• most HverelJ 1trataed bJ i11POrtl aad 
actaal-c~l.,.adiag foreiga direct iayesbleat are fiadiag tlaat aot 
oalr are tbeir .. rtet 11larH falling at laome, bat also tbelr 
•sport• too are 1abject to a 1eYere battering. Vitia falling aalea, 
e1peciallJ la aa iada1trr wllere job order• are aot ea11 to orgaai&e, 
a li41aiditJ probl .. i• bouad to arise for firms. raad1 for foreiga 
direct iaYe1bleat are tba1 aot eaar to fiad, wblla tbe c_,.tltlv• 
1trala1 iacrea1e tile t..,tatloa t.o iacreaH cHb fl'* bJ reatl•& 
iataacible a11et1. Altlloacb table 22 i' oalr llla1trati~e aad 
.. 1ce1 ao preteace wlaat1oeYer of pre1eatla1 a cC311PrallaaalY• picture, 
tile ••ldeaca i1 fallJ coa1i1taat vltb tile claa1lcal pattera: 
llcea1la1 bJ firms iP th• Uaitad lla&dOll aad tile Ualtad ltata1, aot 
oa• ca•• of licaa1ia1 bJ a Japaaeae cC311PaDJ, aad 1 baaYJ coacaatra­
tloa of aalH of tile products of tbH• arraag ... at1 ta tbe Ile.a 
.. rteta of .&alaa coaatrle1. 

Tile tabla bu 1cma otbar, lHI obYloa1, faatarea tbat •rlt 
ca...at. A Cbl•••• firm CPetla& llo. 1 Bachiaa Tool Plaat> aad oaa 
lD tlaa lapublic Of lorH (fODgll) h&Ya iDYHtad tla .. elYH bJ 
tatia& oYar a flrm ta tile Ualtad ltatH aad oaa la tba federal 
Republic of Geruar, re1pectiYelJ. lotb iDYe1bleat1 lavolvad 1••• 
tlaan full 011Darsblp, as tla• ClalHH CGllP&Df shared lt1 purcbaH 



Table 22. laaapl•• of co-operatlon la th• aachlne-tool lndu1tr1 b1tve1n A1\an 
countrl11 1nd for1l1n partn1r1, 191.\-1916 

rorel1n flrwi llatur1 of 

CollDtrJ Year (countrJ) Local flra arran&•MDt Product Maln aark•t ... lrkl 

Qhla 1916 Cron and lumln& Jolnt co-ordlnate Cl\\DI 

ncludla& treck1r BacblH productlon •1uurln1 

Tal-• (UDlted State1) Tool •acblftll 

ProYlaCI 

1916 Clnchaatl WUal 1.\CIDCI Internal Chlna to1altJ pa1a1nt1 

•Uacron Bachln• a1r1-nt 1rlnder1 ver1 eapected to 

(Ualted Stat11> Tooll 
1tart la 1911 

19U Tr1mPf - Iaport of CllC Mtal- Cb ha 

.. 1cbln111hbrllt now-bow plat• 
.... 

(federal and equlp- proc111ln1 
0 

lepublic of MDt to •achlnu 
Gena&DJ) 1tart 

product loll 

1915 Plow SJ1t1a1 - l.\CIDH Cuttln& Chlna: r\v1-1ear a1r1 ... nt: 

(UDlted Statu) asr•e•nt ••chin11 forel&D U.5 aUlton 
flrwi bll 
rl1bt to 1111 
cl\\neu-aade 
aachlH• 
ln Alla 

191.\ Auto llvaerlcal Pllth& Takeover of 50150 purcha11 deal 

(United Statu) 110. 1 AMrican wltb 1u1anto Group 

B1chlftl flrwi bJ (HODS Ion&) 

tool Plant Chln111 
flrwi continued 



Table 22 (co1tl11!d> 

rorel11 flna Nature of 
Couatr; Tear (cou1tr1i al flna arra111e .. 11t Product lain aartet 1 ... rt1 

191• lz-Cell-0 Nlll&J la111 Licence - China, other lo1altle1 to be pald 
CU1lted State1) llachhe to build Pac Ute for 10 JHH 

Tool OH Of couatrlH 
CoapaaJ Amerlcaa 

fln1'1 
product• 

lepubllc 1916 Cincl11Htl Rf\llldal SupplJ of NC lathH (United Plve-1ear a1re ... nt: 
of lorea •Uacron lo tor flnal 1tate1) 1uppl1 of 300 u11lt1 per 

(Ullted State1) product 1ear, valued at 
810 atllloa per 1ear 

1916 Claclaaatl HJU11dal Licence S..11 CNC lepubllc of Amerloaa flna to buf 
•UacrOR ht or aare ... nt turnl11 lore a part.1 for tur1l11 ... ... 
CUllted State•> centre• oe1tre1 frOll lf\ladal 

•• r•rt of lft»rld-wtde 
IOW II 

- - - -

1916 Toaall Local tln1 1 1 lzport 
develo,..at 
of CllC to 
be lacor-
porated h 
latbH Hd 
aacbl11h1 
ceatru 

1915 He11l1en1taedt Tonall Acqullltlon CNC Turnover of forelaa 
(federal of aajorltJ turaln1 flna w11 Dll 100 per 
lepubllc of OWlleHblp aachlllH 1nnua 
Genaan1> of torel1n aad profile 

flna alllln1 
a1chlaH 

contlaued 



Table 22 «s11~i111~> 

rorei&• flra Natvre of 
eou.trr Tear Ccovntrr> Local flra arrang ... nt Prodvct Kaln 1tark•t 1 ... rk1 

Iadoneala 1915 •etalHport - Jo\nt •achlne lndonHla 110.s alllio• ventvre 
(Poland> ventvr• tooll capital. 7St. of th• 

part• to b• laported 
inltlallr1 local content 
1hovld be 10ot. bJ 1990 

Leadwell CllC Tooh Plant con- •aclltn• llldonHla 
.. cllinH lndonella atrvctlon tool• 
(China (Taiwan 
Province>> 

Iadla 1916 Cron and If a ore Joint Unlvenal lndla, later .... 
Trecker llrlo1kar ventvre tvraln1 other A1lan N 

(V.lted Stata1) .. ch he covntrlH I 

llDH 

l91S l•a11er ••chlne llyaore Licence Vertical lnd\a lrltl1h flra to 111pplJ 
Tool (Saha) llrlo1kar a1renent and ooaponent1 and 
(United lla,doa) hor\aontal ..... bu .. 

.. chln\a1 
centrH 

Clliha 1916 Cron and Poulble Low-001t Alla and 
(Ta\-• Trecker Htablhh- .. chlne- United 
Pro•l•c•> (Ual\ad StatH) Milt of tool lt&tH 

10ot. coaponent1 
afflllat• 

bllll: ladvatrr journala, flnanclal pra11. 
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vitll Uie S.aaato Groep of loq loa& aad Toqil a~ired -.)oritJ 
oemer••ip. Ia eacl c•••· Uie aia ..... to ••we beea rapid aad f•ll 
ace••• to llC aad CllC tec'8oloei•• aad prod9cta. Tbi• rewer•• 
foreip direct ~aw.st.eat .. , wll be a ca.lag tread •• Uie le&YilJ 
c-1tted ht l•H adYUCed &aiu CCMlalri•• ·-t to trid- t .. ir 
tec .. ical c~ aad prod•ct ra11ge. ftia is •-ti-• •Hier to 
do if a fira .ate• Uie iaw.at..at itself ratler Uiaa beinc iawested 
la or peJill& for Uie ••• of a tecbol0&1 Uiat it trill aewer - aad 
tlet .. , bee- obaolete t•ite faat. ObYi-alJ HU iaweatllaat ii 
beat doae •r a tabower ratller Uiaa a c~afield operatioa aed. 
cina tlae Uaitatioa• oa fiaaacial re•-rc••· will •Hallr be 
directed at ao more Uiaa 8edi.._ai&ed h•i•••••• in tle OICD c0911-
triH. 

leace tlere is a clear coatraat betwea Japaa••• and otler 
Aaiaa foreip direct iaYeat..at ia OICD coaatriea: Uie for.er aU.. 
moatlr at ••iag it• 011D teclnoloer. it can often be creenfield and 
large acale. and •stead• aa iatenatioaal net..ort, .tail• tle latter 
aU.. at c•i•inc ace••• to t•• teclaoloeical ••••t• of otber firms. 
1t will be of tbe tateoYer trpe and tlat on a 8edi- acale. and is 
probablJ •• -c• coacened witb raiaiq tHlitr for •- and 
estenal .. rt.ts as will HJ tiad of iatenatioaal aetwort. Toqil. 
for instaac•. is kaOllD to be teea oa espaadiag its sale• of .. cb­
iaiq ceatres ia a.rope Can esport target of about $13 aillioa for 
1911) aad ao cloabt •••• tle •ct•i•itioa of leJlicenstaedt •• • pri .. 
r-t• to tb• acbieY ... Dt of tbat tarcet. 

Tbere appears to be oae cHe of a tunteJ operation and, 
lntriguiaglJ enoucl, tb• ••ller i1 a companr based iD Taivaa 
PrOYiace. Claiaa Caltboucb it aar ba tbe affiliate of a flra ia tb• 
Uaited States). Ia geaeral. •cbiae tools are aot a braacb .taere 
tunter operatioa1 are fr .. ueat. Vbereas la cb-ical 11agiaeeriDC 
Cto tate tbe tunter sector ear enelleace) -cb of tbe final 
produc•. performace depends oa plant de•l1•. iD .. cbiae tools tbe 
product deslp bas bitlaerto beea oYer.taelaiaclJ tb• teJ f1::tor. 
villa -cb of tbe productioa located ia •i11ple worksbops or lar1er, 
but •till tuit• crude, factori••· AdaittedlJ, tbe relatioaabip 
betwea plant deaic• aad tile soplahtication of tbe product .. , be 
altariag witb tuaataa leaps ia tbe latter, coapelllag bu1• advances 
ia tbe formar. llowbere is tbh better eYideaced tbaa iD tb• 
Yma&ati plaat ia VorcHter. Uaited liDcdom, .taere tbe productioa 
tecbaologJ Hed updatH tbat asad la tbe caapaDJ' 1 ba.e plant. at 
•lalmoto aad la tbe facilltJ it Ht&blhbed la 1912 at leatuckJ, 
tbe Ualtad Ital••· Tbe plant area coY•r• 16,500 •tuare .. tr•• aad, 
to .. at tbe caaples r .. u1r .. nt1 of tb• CllC latb1 aad .. cbialag 
ceatra1 produced tlaere, includes features 1ucb a1: isolation of 
tbe floor la tbe saper-flahblag saction to ahiai&e vibration; a 
fullJ aato.ated anderfloor pipe •J•t- to baadl• tbe coolant 1upplJ 
for tlae production •cbine1; an overtead aoaorall to transport 
replac .. nt tools; a buffer 1tora la tbe central aill• of th• 
plant; and a precision •cbialag area tbat ii eatir•lJ caaputer­
coatrolled. 

Larout la 1ucb a plant l• clearlJ of th• utmo1t laportaace, J•t 
•Yea 10 tbere l1 a b••YJ d ... ad for internal tran1portatioa, whlcb 
lacladH flYa autoaatad guided veblclH and 14 coaputer-controlled 
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•tacker craaea. S.cll a plaat aeceHitataa iatease ianl,,_at oa 
•.H pert of tile .. cilia-tool ~cer ia it.a deaip alMl perllapa 
.,,.. ia act•al coaatnct.ioa aad it. cowld be lllat. a liae of .,.ala••• 
will be&i• t.o grow ia tile plaat. deaiga aad erect.ioa area. Ia tills 
aeaae, tile Iacloaeaiu operat.ioa of tile .... fim baaed ia Taina 
ProYiace, Cbiaa. -r tll•• be Uae fonnuer of a ••ri•• of act.iYi­
t.iea ia t.llo•• &siaa cCMUat.ri•• llllen Ulen are eneaain plaaa for 
raiaiag .. clliae-tool o.t.put. •••lit.atinlr as 111111 as ••aatit.atinlr 
aad for .. iataiaiag Hbst.aat.ial aatioaal OM1er1bip of tile facili­
ties. 

Prodwct. .artet.iag is fil"8lr orieat.ed towards tile proc111cer 
c09atrie1 Ua-•lns .,.t. Uaere are SOM iastaaces nere sales .. r 
be ezt.eacled t.o otlaer parts of Asia aacl ia a coaple of cHH. tile 
Uaited St.at.H itseU is also tarset.ed. Tbe ail: fits 111111 wit.la 
c•rreat coaclitioas and most. forecasts for tll• aen few rears: t.H 
larsest &sin coaatriH are aiaiag at ezpaadiq t.lleir oat.pat of 
.. cbia• tools t.o ... t &rowiD& dOMst.ic de9aacl, iadast.riali&atioa i• 
ezpected t.o coatiaae ezteadiq itself. aad tiler• will be a coast.eat. 
effort t.o combiae iaport. sabstit.at.ioa villa asport srowtb. Collab­
orat.ioa arraq ... at.s will reflect. t.bH• objectiYH, llllile saaller 
Asiaa aatioas, and particalarlr tlaose wllere tb• absolate si&e of 
tbe ladastrial sector is t.iar br iateraat.ioaal staadards, aar trr 
t.o obt.aia a .. rgiaal li•lta&• witb •OM sappliers of aacbiae tools; 
tile bi&&er St.at.H vi 11 10 for accords t.bat aaiataia a deer•• of 
iadepeadeace for tb .. elYH aad wllere titer caa coast.aatlr daa&l• 
access to tlaeir aartet.s as a bait t.o foreip prodacers. 

Piaallr. table 22 reYeals t.be s•ra of oae loager t.•m collab­
oratloa of aa iat.enaatioaal aat.are, Yi&., t.b• liat betlMea sraadai 
llot.or aad CiaciDDati Bilacroa. lyuadai llotor (of wllicb Bitsabisbi 
01111 1S per ceat> is tbe aajor aut090t.in prodacer ia tu lepablic 
of lorea, witb aa oatpat of 420,000 cars ia 1916, 600,000 ia aid-
1917 aad a scbedaled capacttr of 750,000 br tbe ead of 1917. Tbe 
llortb Allericaa axis of its operatioas is Yital, b01111Yer: la 1916, 
ezactlr 40 per ceat of its oat.pat was sold ia tb• Uaited States aad 
tba tars•t for tbis rear WH aa iacnaH of bet-•• oat fifth aad 
one half of total salea ia tbe Uaited StatH. Tbis leap iato tbe 
Uaited Stat.ea aartat bas iaeYitablr raised qaest.ioaa of ponlbl• 
Yllt iapositioa aad tberefore foreisa direct iavastlleat la tba 
Uaitad Stat•• br Brandal: 

"Tlaa COllPa•r h baildiD& a 100,000-a-rear car plant 
la Caaada, dae to COM Oil str,. .. ia 1911 aad bas said 
tbat it will decide wit.Illa tb9 nest rear or two wlletbar 
to ••t •P iD tb• Ullitad Stat••·" 111 

Ia tbat coat.Ht c. cloH lillt witb oae ot tb• world's specialist 
producers of aacbiae toola, based in tba Ullitad States, is elltiralr 
aaderataadabl• Hd -tuallJ beaaficial. A croH-fart.ill&at.ioa r.f 
aartats alld product• call tata place witb Brandal stronslr depelldant 
on actiYitles ia tbe Ullitsd Stat•• alld Cincinnati Bilacroa ulldCNbt­
edlr illtarasted in sacuria& as a captive customer Olla of tba aajor 
iadastrial flru ill oH of tba most iaportant and f&1tHt-1rovin1 
Asian coaatrias. rurtbar Y&nturas of tbh ti ad •i&bt -11 be a 
feature of future davalop119nts ill tba aacbina-tool sector. 
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5. Tia• lipificaac• of ian-at iacntin• 

So far, tlah ••ctioa lau coaceatrated eatir•lJ oa tlae fuda­
... tal fore•• at 110rt, .. cro-ecoaaaicallr ia tile OICD coeatri•• aad 
ia tile .. claiae-tool braacla itHlf. tlaat iafbeace foreiga ian•t­
-•t dechioa•. A brief c-.at oa tile role of ian•t..at iacea­
tin• b (ll'OYided bel- aad tlae wabe, ii aar. of ia•tit•tioaal, 
legi•latin aad fiaaacial actioa• vitlaia pro•pectin recipieat 
coeatri•• i• di•c•••ed. 

tile carreat iateraatioaal ecoaoaic eaYiro-•t b claaracter­
i&ed bf senral feat•rH la relatioe to owerall foreign direct 
ian•t..at. Fir•t, tla• &rU1aal rate of foreign direct ian•t..at i• 
falli11& la all .. jor OICD coaatri•• escept Japan wlaere, oa tlae coa­
trarr. tlae recent period repr••••t• a booa. Second, tlae United 
Stat•• accoaat• for aroaad 30 per ceat of tbe lllDrld"• foreign 
direct ian•t..at, -11 bel- tlae 46 per ceat at tlae •lart of tbe 
1970•. t'llird, tla• United Stat•• i• tlae .. jor recipient of foreign 
direct ian•t.eat vitla a •laare probablr approaclaiag on• tbird of 
tile total; la tbe period l April 1915 to 31 llarcla 1916, about 
45 per ceat of Japaa• • foreign direct iawe•t.eat va• directed to 
tlae United Stat•• wlail• ia tbe calendar rear 1916 •a.e 30 per cent 
of tlae aggregate of tlae Federal Repablic of Genuar -•t to tbe 
United State•. Ia 1915, of tbe 912 ca••• of aajor iavard iaY••t­
.. at•, H claHified bf tlae US Depart..at of ~rce, approd­
.. telr 24 per ceat -r• Japan•••· roartla, tlae economic cri•i• tbat 
coatiaaH to aHail •cb of tbe tlaird M>rld bH led to a fair 
degree of dhiDYHt..at tbere, altlaoagb Ada laH beea tlae region 
l•a•t affected bf it. IYun wlaere dhiDYHt..nt laH aot occurred 
tlae accent laH been oa coa•erwing tile parent ce111paar•• finance•. 
In Latia .IMrica, for es.., le, about tM> tlaird• of tile foreign 
direct inYHt..nt froa cC111p&niH la tile United State• •t ... froa 
tlae reiawe•t..nt of tbe profit• of ••b•idiari•• alreadr ••tabli•ll•d 
tiler• and rht capital repr••••t• onlr a quarter of tile fund• 
obtained bf affiliate• aad till• wlail• tiler• Ila• bean oalr a •light 
drop iD profit r-ittancH in tile werr period wlaen production bf 
••b•idiaria• ba• fall•• con•iderablJ. Fiftla, a .. jor tlaru•t, 
backed Dot onlr bf the iateraational f iaaac• boa••• but al•o bf the 
World Bant H part of it• poller adwice, h oa dJD•izing credit 
aartet• ia dewaloping c.,aatriH of A•ia. tile idea h to 110bllize 
local rht ::apltal and facilitate accH• to it bf COllfaDiH Htting 
ap la tlao•• couatri•• in order to reduce th• p~oportion of for•i&• 
•ourced capital la tr••••ctioa• oYar forei1a direct iDY••t..at. 

ID trri•& to aacoara1• forai1n direct lnvHt.eat, developing 
coaatri•• are claarlr confronted vitla •• aplalll ta•t. So •tr••• i• 
often placed on ••ttln1 up a batterr of incentlYH altlaougb their 
affectiYH•H h llalted and tlaat for staple enough reHoH. All 
coantriH la tile budnH• tend to lHtltutionall:&• aora or l•H 
•iaila. pact•&••· wlaicla put tb-, •• it ware, la tba .... •tarting 
block• bat without 1lvla1 ••r one a partlcalar advant•&•· 

As •• es..,1 •• tabla 23 brln1• togatlaar under five HctloH 
26 condition• tlaat iava1tor1 u1uallr con•idar favourable and look• 
at tlaair occurrence in tile fiYa aaiD ASIAlf countrlH. In aine 
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Table 23. s...ar, of forelsa law.at.eat lacaatlw.a awallable 
la ..sSAll CCMaatrl••• 1986 

Iacnti'ft tadoae•la Balapla PlllllppiH• Slqapon Tllallud 

la!lc rlpta ud 
IJtrUtHa 
&&alut eirpropdatiOll 1: 

A&aiaat lo•••• owias to: 
.. tioaallutioa 1: 

var~· 1: 
eoaw.rtibllltr 

of carnacr 1: 
lapatriatloa of: 
.. rai11&• 1: 

Capital 1: 

Protectloa ud 
Kioritl•• 
IDlplo,..at of all••• 1: 

Pat .. t protectio• 1: 

Prefereace for 
1ow.r1111eat lo••• 

Protectioa a&•ia•t 
cClll(tetitioa fr•: 
lllport• s 
Gon~•t 
Local 1: 

Olnlerabip of real 
••t•t• 

IHMtiOH frC!ll 
tag•• apd tariff• 
Capital &•i•• 
Corporate iDcome 
Imported capital 

&ood• ll 

lllported r-
.. ter i ah s 

loJaltlH 
tatereat OD 

for•i&D lo••• s 

PtfactloH fr• 
ta1able corporate 
1lllB 
Accelerate 

depreciatloa 

lsport allowaDc•• 
laiDwe1ted profit• 
lDYHt9&Dt. 

allowaDCH 

lptcial igcegtiytl 
ror tra111ati0Dal 

corporatloa1 
ror esporten 
IAWI benefit.ia& 

for•l&D inYa1t.or1 

:I 

:I 

I 

ll 

:I 
J: 

ll 

ll 

:I 

J: 

I 

J: 

ll 

:I 

ll 

:I 
J: 

ll 

:I 
:I 

ll 

I 

I 

ll 

:I 

ll 

ll 

ll 

J: 

I 

ll 

J: 

:I 
ll 

ll 

:I 

:I 

ll 

:I 

I 

laW.f: Data aHnbl•d "' t.b• AllAll c-tt.t.H OD IDd••t.rr. •lHral• 
aDd l1ar1J, Decnber 1916. 
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la•taace•, tlae situatioa is tla• • ._ for all tbe couatries aad ia 
fa.r otlaer•, oalf oae couatrr differs fr• tbe r••t. OD what are 
repl&rlJ cited bJ firms ia o&CD couatriH <aad tlaeir GoYenmeats) 
•• ••••ltin ls•••• tbe table is eloqaeat: oa guarantee• against 
ezpropriatloa aad aatloaallzatioa, aad oa tbe repatriation of earn­
iD&• ead capital; oa patent protection, tbe ..,1.,,_at of foreign 
staff, ud tlae protection of imports against ca.petition <tbe 
Slqapore dinrgeace bere coant• little giYea it• special trading 
po•itioa); oa ez..,tioas fr• tariffs oa imported capital goods aad 
raw .. terlals; oa corporate taz dedactioas for tbe relaYest.eat of 
profits; aad oa special laceatiY .. for ezporters, oa all tbeH 
l••••• tlaere i• anaalaitJ. Tb• ••••ntial ingredients of tbe incea­
tins code are pr••••t tbroagbout tbe sab-regioa, onlJ tbe decora­
tion• Y&rJ ..,DI tbe coots. In effect tbe iastitatioaalizetioa of 
all tlaese iacentiY•• doe• little aore tbaa pat a couatrr'• • ._ on 
tlae list •• a PG••ible candidate for recelYiag foreiga direct 
lanstmeat: it does act ghe tbe countrf anf special position. 
Tbe aore couatri•• as a group trJ to compete against eacb otber, 
tbe wrH off tb•J are eacb llblJ to be: tber will be plaring a 
aegatiYe •• g._ iD wblcb eacb one c~• out a loser. OD• 
aa&lJ•i• of tbe Latia Allericaa situation bas con~luded: 

wQuestionaaire surY•J• 1aong transnation~l firas sbow 
tbat tbe lncentiY .. to foreign inY .. t.eot bave, witb tbe 
ezception of protection against CCJllP&ting iaports, little 
or no iaflueace on iaYest.ent decisions, particularlf as 
regard• production for tbe d~•tic aartet. Ia aaf case 
tbe effects of iaceatiY .. Sl)ecific to foreign inYHtment 
are uncertain and lose tbeir effectiYeD••• tbe aore 
complez tbeJ bee~ and tbe aore often tber are 
aodified.w U/ 

Tb• rreceding r ... rts tbus •bow tbat incentiYH certainlr do 
not, of tb-.elYH, persuade flru to aate innstments tbat tbef 
would not aalte otberwhe and tbef are also aos:t unlitelf to baye 
•cb influence on location since lo todaJ' • world tbere h con­
•iderable baraoniza~lon of leghlatloa (at leut in Asia). 
Decision• are aade la responH to fuad-atal aacro-economlc coa­
dltloa1 and evolYing pattern• lo tbe international industrial 
1tructure. Wbat l1 done legl1latlvel1 and ln1tltutlonallJ bJ 
ladlYldual countrle1 bopln& to attract forel&n direct inve1tment is 
of 1l ttle 1wa1. 

c. Pro1pects fo; dtyelopip& c01aptrie1 in A1ia 

1. tb• Aflap copte1t 

Glvea tbe 1ravltatloa of tbe world'• lndu1trlal econoaJ 
toverd1 Asia and tbe particular w.i&bt tbat prlaarllJ Ja~an and, to 
a le11er de&ree, the Republic of Korea and Taiwan Province, Cblna, 
bave rapidlJ &•toed lo tbe aacblae-tool aarltet, tbe 1aaller A1lan 
countrle• out1lde tbe Pacific re1ton, of which Sri Lanka, ii th• 
prtactpal ca1e, are in 1ertou1 dan1er of aar1lnallzation. An 
uader1tandtn1 of tb• A1tan conte1t require• further e1ploratlon of 
tbe tnve1tment 1ttuatton. 
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It appear• reasoaable to begia with Japanese iayest.eat •ince 
Japan i• located in the region, is the world leeder in .. chine 
tools and now •hows the highHt •rginal propensitJ for foreign 
direct inYest.ent. Table 24 •hows the uiount of Japanese invest­
-at bJ coaatr,, in Asia, between 1 April 1915 to 31 llarch 1986. 
Ten countries are listed specificallJ and 111>re than 91 per cent of 
all foreign direct \oyest.ent in the region -• c~itted to th­
in the period under reYiev. Th• general figures, however, do not 
tell the whole storJ. Some of the stronger c01111entaries argue that 
Asia has been left out of 1;he booa in foreign direct inYHt.ent 
froa Japan. Thus one recent asses ... nt COlllMnted that "except for 
•igoificant iocrease• in iDYest.ent in Singapore, South lorea, 
Taiwan and to a lesser extent India, the Japaaese are leaving Asia 
high and drJ". !!I And "as Japaa llOYes iato the information revolu­
tion, it has also lesseaed the aeed ior South-East Asia's raw 
•terial• its surYiYal oace depeaded Gpoa". 14/ 

Table 24. Japaa: Foreiga direct investltent in developing 
countries in Asia, 1985 ~/ 

COuntrJ 

Indonecia 
Singapore 
Rep•1blic of lorea 
Rong long 
China (Taiwan 

Province) 
China excluding Taiwan 

Province 
llalaJsia 
Philippines 
Thailand 
Brunei Darussalaa 
Others 

Total 

.AllOunt 
CS aillion) ~/ 

408 
339 
134 
131 

ll4 

100 
79 
61 
48 
21 

___lQ 
1 435 

Change coapared with 1984 
(~) 

+9 
+51 
+25 
-68 

+75 

-12 
-U 
+33 
-60 
-80 
_:1. 
-12 

~: ~. 25 October 1986, drawing on data froa 
llITI. 

1/ ror the fiscal JHr 1 1..pril 1985-31 Karch 1986. Figures 
refer to all sectors. 

bl Converted at current Hchange rates. the aggregate fill 
froa l984 to 1985 aeasured in dollars would therefore be greater 
aeasured in Jan owing to the riling value of the Jen against the 
dollar in the latter half of the fiscal Jear 1985/86 <i.e. sub­
sequent to the GS accord of Septeaber 1985). 
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The figures for the past couple of rears Y&rJ 1harplJ frOll the 
pattern of the late 19701 and earlr 19801, especiallJ for the ASEAll 
countries. FrOll 1977 ~o 1983, the annual aYerage growth rate of 
Japanese foreign direct inYest.ent in -•afactariag was 11. 7 per 
cent globallJ and • \)erior 20.6 per cent in the ASEAll coantri•s. 
Corresponding M>rl1 · ASIAll coantrr 1tatistic1 for 1976 to 1983 
1Mre for tbe fJnitec 4te1, 6.6 per cent and 13.3 per cent and for 
the Federal Republic of Ge~nJ, 12.2 per cent and 12.8 per cent. 

A more detailed picture in relation to foreign direct inYest­
•nt can be gleaned frOll aa.e other recent research. Japanese 
foreign direct inYest.ent t.n the ASIAll countries (less Brunei 
Daru11a1 .. and Sibgapore) ii roncent.~ated far more on 11&11afactariag 
than ii inYest.ent froa the United States. Data frOll 1913 show 
that the 1bare of unafactaring in the United States total ranges 
fr«111 about 4.5 per cent for Indonesia and Thailand to About 35 per 
cent fQr the Philippines, whereas the corresponding span for Japan 
runs froa 27.5 per cent for Indonesia to 75 per cent for Thailand. 

Within unufact.uring, Japan pat close to one third of it• 
total invest.eat into -tall and -tal products and the United 
States just one seventh. A failure to .. te an i11Pre1sioa on Japan 
would thus -an t.bat invest.eat in the .. chine-tool and .. tal­
worting areas would have to be sought in bits and pieces froa firas 
located in countries tha~ are either not at the core of the branch 
or losing their position in the core group. Since, 110reover, tbe 
labour inten1it1 of Japanese inve1t11ent1 in .. cbiaerr industries is 
high COllpared with those of other countries,• the ..,10,..at effect 
as well a1 the foreign ezchange effect is significant. 

Tbe ASEAlf countries .. , be the moat obvious investment targets 
in the region, in the 1en1e that theJ are activelJ seating foreign 
collaboration and do not (with the azception of Singapore) ret have 
1ufficient11 strong domestic iadu1trie1 of their own. The table 
below brtngs together some characteristics of the .. chine-tool 
iadustrr in five countrie1 <ezcl •("ng Brunei Daru11al .. ). No 
1&thfactor1 estt .. te1 of the ove1 value of output could be 
obtained but other aspects of branc •'• structure and the approach 
of Gover11Mnt1 to uclline tools could be ascertained. The uh 
findings are 1111111&rized below. 

•rigure1 for 1983 esti .. ted that for ever1 ~l aillion of 
Japanese assets in the 11achiner1 1ector ta Asia, 59 people were 
emploJed; the corresponding figure for the United States vas about 
15 per cent lover. 
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Some characteristics of tile .. cbiae-tool 
Iadastr1 ia ASEAll coaatri••· 1915* 

lhlmber of prodacers 

Iadoaesia: 
Tbailaad: 

Singapore: 
Pili Uppiaes: 
llalaJsi• 

••tare of product 

13 
l~ 

10-15 
5-10 
47 (iacluding .. talworking aa~ woodworking) 

... tal foraing ratber tbaa .. tal cutting <escept for Siagapore). 
Iatermediate leYel <escept for Singapore>. iacludiag 

recoaditioaing aad rebuilding of imported .. cbiaes 
(particularlf ia tile Pbilippiaes>. 

Productioa .. tbods 

Use of .. chiaes (escept ia Singapore> tbat are freqaeatlJ 
more titan 10 rears old. 

Job orders ratber titan continuous production. 
Reliance oa imported raw .. terials, particularlf special steel 

C.llOJS. 

Investlleat and OVDership 

Lack of investors (dCAlestic aad foreign> despite: t.be high 
prioritJ given to .. chine tools in all the countries• 
~nvestllent plans. Risks seen as wolatile dV11aad, advanced 
and changing technologJ, aad weak support industries. 

Current owoerthip is aainlw national. 

First, the nuaber of producing firas is ... 11, around l~ to 15; 
the higher nuaber for llalaJsia includes several .. talworltiag and 
woodworking enterprises whose eliaiaatioa would reduce that coun­
trr' s total to the s... range as elsewhere. If tbis nuaber, 
unweight~d for size of eaplo,..nt or nlue of output, is compared 
with the nuabers ia other countries, then tile average for the .ASIAJI 
countriH is not auch more then 10 per cent of the iodustrr size 
in, for exaaple, Japan or tile Republic of lorea. 

Second, there is an absence of leading firas, that is, enter­
prises tbat have a powerful iovestllent aod production base. Tbus 
in an Inoonesian coimentarJ of 1916 on the plans to enhance the 
branch, it was stated: "Tb• gover..ent has authorized 11 coapanies 

*Derived frot1 aaterial collected bJ Technonet; Singapore, in 
the dfchine-Iool Indu1trr in th• AllAlf legion: Option• and ltrat1-
gl11. Isle I11ue1 at Regional L!vel (l•J 1916) . 

.. 
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to e~ UICI deYelop t .. ir •claiae-tool actiYiliH. U.til aow 
fil"M laaYe oalJ beea -11 UICI laaYe aot beea able to campete villa 
i91pe>rts. • 15/ Tlaere doe• aot. fart .. rmore. appear to be eYideace 
of a State-sector fira of •i&•ificaal si&e operatiaa i• &aJ of tile 
coaatrias. 

Tlaird. aad closelJ related to tile precedi&& poiat. all ASUIJ 
coaatri•• recoaaiu a deartla of iaYestmeat ia •clliH tools aot­
lfitlastaadi&& tile i91pe>rtaace aHi&•ed to tlMa i• aatioaal plaaaiaa. 
As •llaoMa i• tile last sectioa of tile tabla abon. tu iuereat risb 
of proclaciaa •cilia• tools teed to be acceataat• ia tile deYelopiaa­
coaatq coatest. tllaereH tu ••••~• of tile preseat decade Ila,,. 
bee• siailar to aa eartlaqaab i• HYeral OICD cOt1atries. bri&&i&& 
clOllll M&J fir-. aad forciaa otlaers to be rebeilt oa totallJ dif­
fer.at stractRral bas••· i• tu AS&lll cOt1atries tlaeJ Ila•• acted as 
a brake oa 1ettiaa tile iedastq off tile 1roaad. 

Report.a froa soarc•• lfitbi• speciali&ed iDClastri•• emiphasiz• 
botb tbe coatiaaed lfisb of coaatri•• to eabaace •clliae-tool 
prodactioa aad tlaeir recoaaitioa tbat foreiaa direct iaYe&t.•nt 
offers tile most. proaisiaa route for aclaieYin& tLat aia. AD 
aaalr•i• ia 1915 stated tbat: 

•Altboug~ a couatrJ tlaat can aow produce 1.550 
•cbia• tools a rear. IDClonesia'• aMl9st 5-J•ar plan call• 
for productioa of Zl,000+ aetalwortin& aacbiae• per rear 
bJ 1919 • • • preHnt. facililiH co•ld aaaage 3,600 units 
per rear bJ tbea, aad tbe rest will baY• to coae froa aev 
facilitie11 froa joiat nntarH aad forei&a inYH~ .. nt. 
IDCloaesiaa tecbaologf officials baYe anaoanced tbeJ would 
prefer to set Ute capital aad taowlaow froa tbe US aaclaine 
tool i~d••trr.• 16/ 

lloreoyer, ia ••rlJ 1916, tbe iaport dutJ on aaclaiae tools vas 
1aised bJ soae l~ per ceat to encourage domestic octput; tbus far, 
bCMMYer, tbere is scaat &Yideace tlaat forei&• direct. inYestaent bas 
actuallJ occurred. 

Ia tile caH of Tbailaad, tbere va1 aa undisguised initiative 
bJ tbe Board of InvHtaeat in 1916 to encoura1• aetllwortia& aad 
aacbiaerr firas in tb• Vaited State• to loc1te pleats ia Tb1iland. 
?bus: 

9Tb1ilaLd ba1 moved tato a better position to compete 
for VS aaaufacturia& operatioas in tbe vate of risin& 
labour co1t.1 elsewbere in Asia, includin& Hon& Iona, 
ilel11•ia, Taivaa and Soatb Korea. It bas a •i~eable pool 
of ••&ineers &ad tecbaiciaas aad it• a11111blJ lJne worker• 
aatft lH• tben IVS • per d•·J. Goi•& va1• ratH for 
1ti lled workers ran&• up to SUS 6 per daJ, vb i le typical 
1alari•1 f~r tecbaician• aad ea1ine•r• are $US 150-250 per 
montb end $US 300-500 per montb rHpecl!.velJ. leaefit 
pecta1H usua!lf coae to about 50 per cent of va1H and 
1al1ri••· Standard 1ov•~ .... ct incentive pact•&•• include 
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ian1t.aat 1•araat-•. •P to I rears of corporate iac­
tu alld naiae11 tu ez-.ptloa. d•tJ f~ import of 
•c•iaerr. ...i,...t alld basic raw •terial1 lad 
CCl9fl0Deat1.• 17/ 

I• t .. tllai case also. tile 1..-cts of tlai1 dti•e to eaco.r11• 
fKei&• direct ian1t.nt ia tllailUICI •a- J•t to be nali&ed. 
ObYi-llJ Ulen are t•~ t.iad1 of ti•-111 ia tlai1 proce11: Yi&. 
tile iaformetioa lac fna tile Gon~t to t .. poteatial iaYHtor. 
tile approwal 111 for acceptuce bJ tile loard of Ian1t.eat of HJ 
proposed foni1• direct ian1t.nt. alld t .. 1e1tatioa 111 for t•ra­
iac aa accepted propcsal iato aa act•al prodactioa operation. 
Toeetlaer tla••• 111s an ••ite ••fficieat to accoaat for tla• ab1eace 
of act•al 1tart-•ps aatil aow. ~e pass11e of ti• coald wall lead 
to a .. rted ted•ctioa of tile iaformatioa 111 aad possiblJ some cat­
bact. of tbe approwal 111- Yet tbe &Htatioa 111 is alva1s lilr.elJ 
to be present. especiallJ i• u iadastrr 11 wolatile as .. claiae 
tools. Barket coaditioa1 cu alter bebneD tbe date a proposal is 
pat toeetber aad tbe ti• tbe iawe1tmat is r•adJ to 1>e1ia. 

letaraiag to tb• last table. tla• foartla point to anderliae, 
aad one of considerable importance. concern• tile tJPe• of products 
and proclactioa teclaDolo11 pre•ailia1 ic &SIAll countries. Sia1apore 
studs apart frca tbe otlaer fo•r coaatries vitla a profile res-.bliag 
tbe adwaaced OICD coaatries in its 911Pb11il on ap-to-date •tal 
catting ... i,..at of recent wint11• and its ezport orientation. 
But tb• foat largest &SIAll cuantrie1 are in a ••ite different coa­
tezt. Althougb tla•J laave roa1blJ tile sa. nubt-r of finu 11 
Silllapore. wbat tla••• finu actuallJ do i1 b~ no •an1 t011Patable. 
To be&in vitb. tbeir actiwitie1 are concentrated on •tal fonaiag, 
a1icg iatetmediate-l•••l .. claiaerJ tlaat is often second-band. Tb• 
average age of tile Mcbiaerr ii therefore bi&b cCJllPated vitb tile 
stock found in more 1d•&aced proclaction locatlon1 (tlai1 1tat .. at 
can be Md• vitb some confidence owing to tile introduction of new 
tecbnolo1ie1> and the ... i,..at i1 bein& a1ed to produce for 
specific orders ratlaer titan large batcbH. It ii true tlaat tbe 
deMnd for .. cilia• to~l• anJvb•r• bas a 1ab1tantial job-order cOll­
poneat bat a 1troa1•r braacb wbere f!nas bave more flesible prod~c­
tioa .. ui,..at can usuallJ .. aage (escept in pba••• of v•rJ li•ited 
deMnd> t.o keep low ratH of •cbine dovnti• aad reasoaablJ bigb 
and stable levels of capacitJ utilization. Tb••• indices are 
definitelJ unfavoarable for &SUll coaattiH and -•t lead eveat­
uallJ to bi1ber product pticH ud/ot lowr CQ11Pan1 profit• tban 
woald prewail in a situation wt.ere tb• braacb vas 1tron1ar. 

Tb• reliance on imported raw Mteria11 accentuatH t.be 
probl ... not 10 -cb in tbe f .. lllar ••••• of tbe risk tlaat for•i1n 
ezcb&a&• will be unavailable (alt.bough tbh aight be a difflcultJ 
on occasion, especlallJ in lndoaesia and tbe Philippi•••> but 
becauH of tbe dhjunct.ure betwen .. terial qualltJ and equir,;111ent 
vintage. Tbere ii carrentlJ a contradiction between tbe declared 
ai .. of aapieatiag tbe qualits of .. cbine too1' and tbe tools at 
tbe dhpoal of tbe iDdu.trJ to acbi••• tbet objective. Ia &SUll 
couatries, tb• sector i• tbu1 awaiting its own definition - ~ow to 
cClllbia• .. etiag tbe siapler. lover-gr•~• requir ... nt• for aanJ 
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br:.ac .. s of local o•tpet witb tbe ••dnbtecllJ eHeatial iatroclac­
tiOD of prognHiYelJ 80re adYaacecl tecbaoloaiH to Hpport tbe 
.oclera ieclastriea. hell of tbe foar co•atries <leariag aside 
Siqapore) will baYe a differeat respoase oa accoaat of tbe Yariecl 
iadastrr ai:les tbeJ poHeH aad as of Dow tiler• is ao siga of _, 
•l..,..ts of a c~• approacb. 

2. Foreign direct iarestaeat ia cbeap=labnr coaatri•• 

tile aajor sbifts ia strvct•r•• -d leY•l• of prodactioa costs 
tlaat are ..,..piag tbrnagb tile indastrial sectors of tile OKCO coaa­
tries are particalarlJ proao•acecl i• tit• .. cbine-tool aad ecgia .. r­
iag braacbes wllere tile combinatioa of electronic aad -cbanical 
procaHes bas tot•llJ altered ti&• nature of proceHes (allowiag a 
felicito•• •is of batcb and casto.-aade prodactioa> aad drasticallJ 
cbaagecl tile still reci•ir ... nts for staff. Production in cbeap­
laboar countries is bigblJ Yalnerable to sacb deYelopaeats and that 
creatH real teasioas aroaad inYest.aeat decisions. llacb ti- ill 
reciuirecl to establish urtetiag cbaanels and long-tera customers. 
IY•a if tile original iayestaent costs caa be recouped relatiYelJ 
qaictlr. aecliuato lor:.g-tera profitabilitJ is a function both of 
continuing cost efficiencr and qualitJ aaintenance <variables tbat 
depead, &80ng other tilings. on wlaetber significant tecbnolo&ical 
changes are occurring) and tile abilitJ to retain a urteting grip. 
Tbe pr..:bl- in countries witb a cheap-labour edge is that this 
asset is constanllJ liable to erosion (or even a sudden landslide) 
owing to technological changes. 

ConsequenllJ the single advantage of cheap-labour costs is not 
enough. What is ~•quired is at least a second asset, preferablJ of 
a •rst• ltind that caa proYide some cushion agaiast technological 
iaproY ... nts. Tbe long-tem building of that asHt bas to be the 
focus not onlJ of policr, •••• as a succession of aanoeuvres. but 
also of strategJ, wllich is not t~e .... as econoaic planning as it 
hes ~••• conventionallJ understood and widelf castigated. lather, 
it is a social-cua-econoaic process of integration that recognizes 
that domestic eotrepreneursbip devoted to long-tera proflt-ulting 
through industrial production (as oppoHd to finaaci l\ spacul•ti·:>D 
and trading) is esHntial to iaproving not onlf tbe o1ealth of the 
econoar. but also its rHilience in the face of en r>Pal shifts. 
~•tic entrepreneurship will onlf flourish if -~lie-sector 
support ls available and lf the public sector l~ ·~itted to 
creating a well-derined lfpe of economic structure. l'oe COl90a 
feature of tbe econoaicallf succeuful Asian countries hH been 
preciselr the sharpness and insistence of tbat definition. 

Developing countries ln Asia that are tr1ing to attra~t 
foreign direct lnVHUlent froa the ucblr.e-tool HCtor are thus 
pursuin& a hlgb-rhlt option. Table 25 bric&• together, for tha 
latHt 1ear for wbicb a <iizeable suiph of countrlH on a com­
parable bash could be obtained, data on hourl1 wagH "nd labour 
costs iP. eaport production. Tbe nllllbers tell their own stor1: lri 
Lenka i• bf far the cbea,.st location wltb costs of one balf to one 
third of thoH prevailing in hdla, the PhilipplnH and Tballaad. 
The ~able shows vividlJ bow (even in 1913) Hong Ieng, the lepu~llc 
of lorea and lincapora have becoae, in tba Asian conte1t, location• 
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vltb higla costs of labo•r aacl baY• therefore been driYeD to •••king 
other aclYaatag•• to •••lain their esport thnst. OD aDJ a:sess­
... t. aacl especiallJ when th• discipline. •kill and literacf leYels 
of th• labo•r force in Sri Laaka are kept in aind. that countrf is 
... •••tioaablJ the chea~ost site. 

Table 25. AY•rage bo•rlJ wages and aYerage bourlf costs of 
labour ia •sport processing &ones aacl world aarket 
factories in selected deYeloping covntries. 1983 

(Dollars> 

Countrr 

China (Taiwan 
ProYiace) 

Bong long 
India 
BalaJ•ia 
PbllippiDH 
lepablic of 

lor•• 
Singapore 
Sri Lanka 
Thailand 

AYerage bourlf wag•• 

0.•0-1. 25 
0.90-1.65 
0.•0-0.75 
0.50-0.70 
0.25-0.70 

J.60-1.20 
0.60-1.25 
0. 'l.l-0 .15 
0.35-0.50 

AYerage bourlJ costs 
of labour ~/ 

0.50-1.50 
1.12-2.10 
0.50-0.80 
0.65-0.90 
0.30-0.90 

0.75-1.50 
0.90-1.80 
0.15-0.25 
o.•0-0.60 

Source: Politer Probel. Jirgen Beinricb1 aad Otto lrefe, 
Ulbrpcb in der Weltvlrtscbaft \lleiabek, 1986). p. 470. 

11 Labour co1t1 differ froa wages bJ including social P•J­
.. ats. 

Since tbe latter half of l98~ lb•r• ba1 beea a .. jor realign­
.. at of escbaa1• rates, especiallJ in tbe paritJ of tbe dollar and 
1••· nil bH altered lavHblent co1t1 la different coun~ries 
according to tb• bebaYiour of tbeir curreacie1; the results likelJ 
for the t1110-J••r period, ead-1985 to ead-1987, are given ia 
table 2i. Th• onlJ countriH, cOllfared witb Sri Lanita, that are 
becoaing cheaper for iavestor• both in dollar• and J•n are Indone1ia 
and tba PbilipplaH, vitb not •cb difference in tbe auabera for 
.. lafsla. OD one level, tbh coaftr.9 tbe view esprHHd earlier 
tbat AllAll coa~tri•• and Sri Lanita are tbe aain cC1111-9titor1: tb•J 
bave tbe lowe1t labour co~t• (fras-entarJ inforaatlon for Indoae•i• 
HHHll tbat, could it have been included in table 25, its ratH 
tfDtlld bave been clo1e1t to those for lrl Lanita> and tb•i~ eschange 
rat•• ere dl fairlf wait. OD a different level, tbe Hallable 
evidence also lead• to tbe r.oaclusion tbst nothing aucll ii to be 
1ained for anf eountrf bJ aaf further att911Pt1 at coapetltlve 
deval•atloa1, cuts la wage rate• or effort• to l111>rove laceatlve1 
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for foreign iinr .. tora. lot oalr wo•ld tit••• -H•re• be llblJ to 
backfire. ia tltat aeiglaboariag co•atriH -ld probablr -.cliff 
policies to n••tralize tile slaifts. ht tlt•r woald serioaslr call 
into ~·•stion tla• net benefits to tltat coantrr of aa eaport­
orient~d .... factariag tlanst. Olliq to tile abHace of data. it 
bas not beea poHibl• to prH••t Hli-tH of ••t eaport eaniq• 
ht titer are certainlr aot tlaat Hbstaatial owiq to tit• illport 
coatent of eaport-clirectecl ... •factariq prod•ctloa. AaJ fartlaer 
policies allowing part Qf t•• beaefils lo be lake• ..,.. W011ld leaYe tit• co•atrr with little to slaow for its efforts. 

Table 26. Projected claaqe ia iaYesi-nt cost• -•••reel 
in dollars and J•• ia selected Asiaa co•alri•• for the 

period ••d-1915 lo ead-1917 

Couatrr 

Clain• (Taiwan Province) 
India 
Indonesia 
llalaJsi• 
Philippines 
Republic of Korea 
Sri Lanita 
Thailand 

(Percentage) 

Change in r•• 

-5.1 
-26.4 
-43.5 
-29.6 
-31.6 
-12.1 
-30.2 
-11.7 

~: Bu1iae11 Afia. 16 llarcb 1917. 

Claaage in dollars 

+17.5 
-1.7 

-24.5 
-5.9 
-1.5 

+17.5 
-6.1 
+1.7 

~: Percentages calculated ce>11parta1 actual ead-1915 rat•• 
vitb projected aad-1~17 rates; the basis for lb• projection is not 
••plained. It h not clear wbelber full allowaace bH been .. de 
for potsibl• shifts in co1t1 otuer tbaa eacb••I• tat•• (e.g. altera­
tion• ta gover1111eat policies re1ardin1 foreia• lnve1tlleat). 

tc 1ua up, wbat tben ar• tbe cverall pro1pect1 for tile Ai.,aa 
developiar couatrie1 lo attract .. cbiae-t~~1 inve11-nt fr011 abroadf 
As a ba1i1 for ani"9ria1 tbl1 que1tion, tile quiate1•eat•·1 feature• 
of fo~•i1n direct iave1taeat la the .. cbine-tool branch are r~i~er­
ated bel~,..... 

<•> So fu, forei1n direct invHi-at. in MCiaine tools bat 
aot ta6tea place on a lar1• 1c ale C compared wt tb IK.'b tbe OYe• all 
proiuctlon of Mclaine tool• aad tbe for•i1a direct inve1i-at 
ratio• in otber braacbe1 of Mnufacturia1>, but it la•• been 1boviag 
a tendencJ to increase; 

Cb> rorei1a direct laYHi-at related to MCblae tooll h 
clearlJ ..oag tile 1101t d ... adln1 trpe• of foreiga dtrect lnYe1i-nt, 
botb la ten.. of 1upplJ a1 well as d ... nd. On tbe ••PPlJ side, tbat 
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i•. tile iawe•t..•t precoaditio•• rel~tiag to factor aYailabilities. 
it pr• .. ppo••• tile ••i•t••c• of lliglllJ stilled labo•r resource•. a 
-u.ort of Hpp:!iers of specialized iapets aad a soplaisticated .. P­
portiag ••rYice sector <••ell a• local ca.pater soft.are •pecial­
ists>. Oil tile d-.ad side, a large 4-stic -rut llas •ll­
itself to be of DJ hlportaace. Foreiga direct iaYHt..at llrs 
sosglat pri-rilJ either to -iataia ace••• to a protected dC191stic 
-rut (e.g. ianst..at ia tile uaited StatH triggered off bJ tbe 
tllreat of VIit> or at least to combi•• ••port prod•ctioa witll 
prodactioa for tile bost-co•atrJ -rut .ritbia a strateu of risk 
coatrol. llovbere bas foreiga direct i•Y••t..at in .. cilia• tools 
beea •tili&ed so far jast •• aa es.port platfora. 

Tbese claaracteristics obvio••lJ implJ tbat for tbose deyelop­
iag couatr~es in Asia outside tlae core gro•p of Illes. tbe prospects 
for attractiag inYe1tmeat for tbeir .. cbiae tools are not partic•­
larlJ briglat. Tbi• is aot to ••J. bOINY•r. tbat tile potential is 
aoa-edsteat. What follows is rather tbe aeed to design a clear 
loag-teru strateu in tlais araa. Tb• aYailable •Yideace d..an­
strates tbat in no case bas tbe production of .. cbine tools deYel­
oped in isolation froa t.he oYerall ir..tustrial sector. Being a 
braach vitb strong backward and forward linkages ... chine tools can 
onlJ pro•per as an iategral el ... at of s larger industrial srstea. 

Renee, the cbaaces of attractiag inYe•t..nt appear to be best 
ia those couatries with a stroag iDdustrial-policJ comiit.ent to 
denlop and upgrade their •talworting aad eagineeriag iadustries. 
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TllTILI POLier ISSUES FOi DEVELOPillG COUln'llES 

Secretariat of UllIDO" 

A. Chaag•• in tbe international textile indastr1: 
new par ... tera for deYelopi11g coantri•• 

Because in ... , countries tbe textile aad clotbiag iadaatrf is 
oae of tbe largHt industrial ..,101era and tbe te1 industrial 
earner of foreign excbaage. it baa asuallf been coaaidered -
depeadiag oa tbe point of wiew - •• eitber a prC1110ter of industrial 
dewelo ... at <tbe Yi- ia dewelopiag countries) or a tbreat to 
iadastrial 911plo,..at (tbe wlew ia ladustriAli&ed countries). 
"lzport-led growth". tbe 11a1ic for.ula uaed to describe tbe excep­
tioaallf bigb grawtb rates of .. Yeral Asian deYelopiag couatrlH 
ower tbe last tw decades • was 110r• er l•H sponJllOa• vi tb 
"teztile-led growtb". Yet. recent tread• ia tbe iatrraatioaal tex­
tile aad clotbiag •r•t• indicate tbat tbHe iadastriH _, iD 
future plaf a different role ia economic deYelo ... at tbaa tb•J once 
did ia certain Asian countries. Tbis article is baaed not oalf oa 
tbe persiateace of tigbt iaternatioaal control• oa trade ia textile 
aad clotbiag goods. New tecbnologiH. cbaagH ia iadastrr 
structure botb witbia aad betW9ea couatri••· aad widespread goYera­
.. at iaterweatioa• through apecific industrial pollciea are leading 
to •- iateraatioaal coaatellatlona of COllpetitioa aad "aaa-ll&Cle" 
comparative adwaatages. Tbia article will outline aad aaalJ•• ae111e 
of tb• trend• in the interaaticnal testile/clothiag •r•t• tbat 
constitute •- par ... tera for dewelopiag coaatrlea ia their efforts 
to prOllOte tbeir textile aad clotbiag industries. Tb••• treads are 
revealed bf tbe data coataiaed ia the tables ia tb• appeadlz. 

1. Chaagea ia iaterpatioaal textile/clotbiag trtcle: 
•- cust9!1tra aad ,.., suppliers 

During tbe last tw decadH. algnlficaat chaDgH occurred la 
tbe lateraatioaal trade flova of testile and clotbiag product•. 
reflecting cbangea in tbe ca.petitiYe positioaa of countrlH aad 
couatrJ groupings. Tb• eatr1 of a grovlag number of developing 
countries lato world -rketa - aad particularlJ into tbe .. rtet1 of 
iaduatriali&ed couatrie1 - reaulted la toda1'• bigblJ regulated 
a11t.. of teztile aad clothing trade, wbicb la 1984 ca11prised 
48 per cent of wrld ezport1 of teztile1 and clotbiag. Protection­
ilt barriers and the international receHloa abarplf reduced tbe 
grovtb of global teztile ead elotbiag ezports ia tbe firat balf of 
tbe 19801. compared to tbe preceding tw decades. 

Table 1 prowide1 aa overvi.., of tbe ebaagiag product coiapo1i­
tlon of tbe wrld trade ia testilH and clotbiag betwen 1965 and 
1985. Tbe 1taad1 decline in tb• •h•r•• of 1•ra1 aad fabric• <for 

•ni1 article 11 a 1ligbtl1 rawlsed Yer1ioa of UJflDO/PPD/ 
l.5(1PIC), 20 Augu1t 1917. 
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tbe former siace tbe 1970s. for tbe latter siace tbe 1960s) aad tbe 
rapid growtb ia tbe sbare of gar.eats ... rge as tbe te1 treads. Ia 
fact. rans aad fabrics e:sperieaced absol•te decliaes. ia wal•e 
terms. ia tbe '!arlJ 1910s (ia tbe case of proceHed cottoa J•rD• 
aiace tbe aid-1970s). reflectiag botb tbe build-•p of sizeable 
prod•clioa capacities ia dewelopiag co•atries aad tbe growiac 
wertical iatagratioa of tbeir te:stile/clotbiag CCJllPlH••· Ia tbe 
case of fabrics. rapidlJ growiag e:sports of •JDlbetic fabrics 
reacbed aad surpassed e:sport• of aat•ral fabrics ifl tbe 1970• and 
earlJ 1910s. altbo•gb bJ tbe aid-1970• tbe latter also begaa to 
caia. coaiag close to tbe lewel of •JDlb•lic fabric e:sports bJ 1915. 

ne cbaagiag prodact CCJllPOSitioa of world trade ia teii:tiles 
aad clotbiag reflects substantial cbaagas ia tbe iadastr1•• iater­
aatioaal diwisioa of labour. resalti111 froa tbe cbaagiac CCJllP&ra­
tiwe adwaatages of iadiwidaal co•ntries aad coaatrJ croups. Table 2 
and figures I and II proYide aa owerwi- of tbe cbaagiag world­
e:sport shares of tbe deYeloped aartet ecoaoaies (DllEs). tba cea­
trallJ plaaaed ecoaoaies (CPI•) aad tbe dewelopiag coaatries. n.o 
sabgroaps of dewelopiag countries are distiagaisbed to tate into 
account tbe pace and tiaiag of the countries• entries iato tbe 
world aartet of textiles aad clotbiag. ne first subgroup coa­
prises tbose dewelopiag countries tbat (a) haYe reacbed a aore 
adwaaced leYel of iDcOlle per capita* and (b) daring the 1970s aad 
earlJ 1910• gained aajor shares ia tbe textile/clothing iaport aar­
tets of tbe United States and/or tbe EEC. nese countries and 
areas. wbicb .,ill be referred to as adyaaced textile e:sporters 
(.lTEs). are Hoag loag. tbe Republic of lorea. Bra&il. lledco and 
Tagoslawia, all of wbicb satisfJ criterion ta). Criterion \b) is 
satisfied bf Hong long aad tbe Republic of lorea wttb respect to 
both tb• EEC and tba United States. bJ Bra&il and lledco wltb 
respect to tbe United States onlJ and bJ Tagoslawla wltb respect to 
th• EEC onl1.•• All other deYelopiag countries constitute tbe 
secoad sabcroup aad will be referred to as other deweloping ecoao­
aies (ODls) la tbe following discussion. 

h a croup. tbe ATE• ea:paaded their share of world esport 
aartets at aa increasing pace froa tbe •id-1960s to tbe aid-197Gs. 
letwen 1965 and 1970 tbef c•ined aartet shares at tbe ea:pense of 
botb tha deweloped martet ecoaoaies and the ODls. bat after 1970, 
their gala was fully at tbe espease of Diii exports. ID tbe second 
half of tbe 1970s, tbe ATE sbare of world esports basicallJ stag­
aated la tbe face of rapidlJ espaadiac esports of ODls. 

*Tbese countries are classified bJ tbe World Baalt as upper­
aiddle-iacome countries. Tb• rationale of this criterion ls tbe 
focus la this chapter on clobal ch••&•• at various proce11lag 
stages of tbe textile/clothiac production cbaia. Tb••• cbaages are 
closelJ correlated with develo.,..at 1ta1es, a proxf of wbicb is 
tatea bare to be iacOlle per capita . 

.. China (Taiwan Province) would bawe fulfilled botlt. criteria 
but could not be included because its trade ls aot espllcltlJ 
included in United ••tions trade statistics. 
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Table 2. Share of selected cou·itry groups ia the world trad• of 
tostiles aad clotlliag 

<Perceatage> 

Trsde 1965 1970 1975 1910 1915 

hports 
DeYeloped .. rtet 

ecoaoaies 12.0 10.3 12.0 66.0 55.1 
AdYaaced testile 

esporters 9.6 12.0 17.3 11.0 21.2 
Other deYelopiag 

econmies 6.1 5.7 7.1 13.4 20.9 
CentrallJ planned 

econoaies 1.6 2.0 2.9 2.6 2.1 

Imports 
Developed .. rtet 

ecoaoaies 70.3 75.6 71.0 77 .5 10.1 
Advanced testile 

"sporters 5.0 7.5 5.3 6.0 1.2 
Other developing 

econoaies 21.5 12.5 11.9 13.1 9.1 
CeatrallJ planned 

econoaies 3.2 4.3 4.7 3.4 2.6 

Tile share of DllE1 ia world esport .. rtets was thus reduced, ia 
tile first half of tile 1970s because of the rapidlJ espaadiag esports 
of tile ATls, and in tile second half of tile 1970s .. inlJ because of 
tile rapidlJ espandl.Dg esports of tile ODEs. Tbus, altllougb their 
esports bad increHed, oa aYerage, bJ 110re than 16 per cent per 
rear between 1970 aad 1910, tile Dims saw their share of world 
esports drop froa 10 to 60 per cent. la the 1910s, the Dims 
suffered a further sharp reductior. of th.tr share in tlae world 
.. rtet, tills ti .. , bowllver, because of tile rapidlJ espaading 
esports of both ATls •ad ODls, H wll H an absolute contract\ on 
of their own e11port1. 

Tbis contraction also affected intra-Dim esports, wbich since 
1970 bad accounted for llOre than three quart•~• of all Oii& esports 
of testiles and clothins. Tbis sbar• r ... iAed alllOst constant 
tbrousbout tbe 1970s and tbe first balf of tbe 1910s, dHpite 
declinins overall sbare1 of Diiis '8 tile world espnrt urtets of 
te11Ules and clothins. rroa tbis obsernUon it can be eoncluded 
tbat esports froa deYeloping countries increasiaslJ displaced ~~•de 
betwen the developed .. ttet econe111les.• 

•otherwise the share of intra ... IJllll esports would hne lacreased 
la view of the shrlntias Oii& shar~ of world esport .. rtets. 
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Figure I. Share of selected coantr1 groups in 1110rld exports of 
textiles and clothing, 1965-1915 
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Figure II. Share of selected couatrJ groups ia 1110rld imports 
of teKtiles aad clotbiag. 1965-1985 
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&a tbe abare of llllEa in world ezporta declined. tbair abare of 
~rld i11pOrta increased until. in tb• •id-1970•. tbe trade balance 
of C:beir teirtile/clotbiag c011pl•ir bee- aegath·e.• ?be increase 
of tbe 1111Ea• •bare ia world i11pOrta is largelr baaed oa •trade 
creatioa•. i. •. oa •addi tio111a1 • imports of goods that tb•J bad 
prewioualr prodaced tb-•l•••· and aot oa ••traa• diweraioa• 
tbrougla growiag ecoaoaic integration betwea tbe Diiis. ?be abare 
of intra-mm trade ia total DllE i11pe>rta fell froa 10 per cent ia 
1965 to 50 per ceat iD 1915. 

tlaeae cbaages in tbe owerall position of llllEa i• tile iater­
aatioaal teirtile aod clotbiag .. ~keta went band ia baad vitb 
cbaagea ia tbeir trade structure (figures 111 aad IY). Eirporta of 
natural raraa pl•Jed oalr a negligible role tbrougboat tbe period. 
nereaa eirporta of aptbetic raraa peaked i11 1970. wb•• tber bad a 
sbare of 22.2 per coat. in response to tile growing d ... ad for 
iaporta on tile part of botb tile A'tE• and OOEa • Rovanr. as tile 
dewelopiag countries Cparticalarlr lb• A?Ea) built up tbeir owa 
sptbetic rara production capacities. tbe weigbt of •JDtbetic rarna 
iD tb• DllE ezport baatet was reduced again. the abare of fabrics 
dropped, froa allloat 36.0 per cent in 1965 to aroaad 30 per cent ia 
1970 0 and flactuated aroaad tbh Yalae for tbe r ... iader of lb• 
period. Tb• fcbric •is cbaaged sigaificaetlr. bovawer: aptbetic 
fabrics increased tbeir sbare froa •boat one tbird of fabric 
eJtporb in 1965 t-, allloat two tbirda ie 1975. and still accounted 
for 56 per cent of fabric ••ports in 1915. Perbapa th• 11e>at 
surprising obserwation. gin• tile labour intensitJ of the prodcc­
tion process, is the strong and conti11uoas increase of DllE clothing 
••ports. Tbeir share increased froa 11. 7 per cent in 1965 to 
27. 7 per cent in 19115. representing largelr ir.tra-ioduatrr trade: 
between 1970 aad 1915 the share of clothing urorta directed to 
other DllEs fluctuated at between 17 aod II per cent of total Diii 
clothing ••ports. aad the growth of tbh trade flow accounted for 
alllost 25 per ceLt of th• total increase of DllE teJttll• and 
clothing eslJ)Orts betw.en 1965 and 1915. Together. ••ports of 
clothing and taltw.ar (90.6 per cent of the latter were destined to 
other Diii• la 1915) accounted for 51 per cent of tha DllE increase 
la ••ports ower this period. Tllas. intra-industrial trade betw.ea 
Dflla ia taitvear and. particularlJ, clothing (wbere J.t .. , be 
assumed that cost la not the .. jor deteraiaaat) baa been stabiliz­
ing their testlle and clothing ••ports •• aev coapetltora ... rge ta 
ialeraatloaal aarteta. 

Tb••• trends are reflected on the laport aide, where clothia& 
aad knitwear coat~~uoualJ increased tbelr coablaad snare in the Diii 
lmp.>rt baatet. froa 46.I per cent la 1965 to 67 .I per cent la 
1915. Of tbese laporta. 41 per ceat were purchased frOll other Diii• 
in 1915 (37.9 per cent of clothing laporta. 45.6 per cent of knit­
w.ar laporta). Till•, hovavar, l• al&nlflcaatlJ 1••• than the 
75.9 per cent share accounted for ~J latra-DllE trade la 1965. 

*Tb• balance l• poaltiwe, bovaver, if eirporta of teirtlle 
.. chlaerr and lateraedlate products are tak•a into account. 
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Figure III. lzport CClllposition of deYeloped .. rket economies, 1965-1985 
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Figure IY. Import composition of deYeloped .. rtet econoaies, 1965-1915 
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The te1:tile and clotbiag industries of tile ATEa bad acbieYed 
posi ti we trade balances as far back a• 1965 , when tile i r share of 
110rld e1:ports -• a1-st tbr- ti-• as large as their share of 
110rld i11POrts. The ATE• rapidlJ gained shares in iateraationd 
.. rkets antil tile aid-1970•. Bet.,..n 1975 and 1910, tbeJ were able 
to improwe their international .. rket positions onlJ sligbtlJ, 
ncaase their e1:port• faced both increasiag protectionist barriers 
in indastrialized coantries and growing cu.petition froa other 
deweloping coantries. Then, in tbe 19101, tb•J -r• once agaio 
able to increase their •bares in international .. rket1, at tile 
ezpen1e of ezports froa tile DBE•. This growth io ATE e1:ports -• 
accompanied bJ growth io their snare of M>rld iJIPOrts of te1:tiles 
and clothing, froa 3.4 per cent io 1965 to 1.2 per ceot in 1915. 

ID 1965, clotbiog anci bait-ar alreadJ accoanted for 63 per 
ceot of tile tHtile aod clotbiog e:m:ports of ATls (figare Y). BJ 
1915, this 1bare bad increased to 76.5 per ceot. llatural fabrics 
e1:ports equalled bi tweer e1:ports io 1965, at which ti- each 
accounted for 26.4 per cent of tile total. Between 1965 and 1975, 
natural fabrics rapidlJ lost grouod, aod tbeJ coiatioaed to dec!ioe 
uotil 1985, bJ which ti• their 1bare bad fallen to 6.2 per cent. 
E1:p.>rt• of •JDtbetic fabrics, on tbe other band, contiouou1l1 
increased tbeir share and bad becoae tbe third largest product 
categorJ in tbe ATE esport basket bJ 1985, accounting for 10.6 per 
cent.• Of Lbe1e e1:port1 of IJDtbetics, 45.3 per cent -re direct~~ 
to ODE•, 20.6 per cent -• trade bet-en ATI• and 25.1 per cent 
went to DM11. Trade betlMen developing couotrie1 thus accoaat1 for 
tM> third• of tbe •JDtbetic fabric e1:ports froa All• and coasti­
tates tile 1101t i11POrtant trede flow of tutile and clctbiog goods 
between developing coaatrle1. 

Fabrics coa1titated tile largest product group lo tbe ATE arraJ 
of i11POrt1 tbrougbout tile period, altbougb their share declined 
frOll 59.8 per cant in 1965 to 41.7 per cent iD 1915 (figure YJ). 
However, tile fabric ab changed. Cotton fabrics lost ground and 
•JDtbetic fabrics gained rapidlJ bvtlMeD 1965 and 1970, H tbe 
ATE•' ilP.port-depeadeat clothing esport ladu1trie1 adjusted to aev 
d ... ad requireaeat1. Since tbea, tbe 1bare of natural fabric• bas 
r ... iaed relativelJ stable, at aruund 20 per cent, but tbe share of 
11atbetic fabrics bas fallen coatla1oous11, reflecting tbe estab­
li1bllent of production capacities in ATE1, tbE stabilization of 
international d ... nd for natural fabrics and the drop in petrole111t 
prices. The profile of suppliers of tbese imports r_.ined rela­
tivelJ constant in tbe caH of natural fabrics: mms supplied 
bet1Mea 35 and 40 per cent, and ODls b•tween 45 and 47 per rent. 
la tbe cHe of •JDtbetic fabrics, bowewer. tbe supplier- profile 
cbaaged dr ... ticallJ: tbe 1bare of DK11 in ATE l11POrt1 drt"pped 
frOll 11.9 per cent in 1965 to 46.4 per ceat ia 1915. The wianers 
1Mre the ODii ead intra-ATI trade, lfhicb, altbougb tbeJ bad been 

•It th• large •tnthetic fibre capacitJ of China <Taiwan 
Proviace) bad been included, tbil sbare wovld have be&il 
1igaificaatlJ higher. 
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Figure Y. Ezport COllpo~ition of adwanced te:tile-ezportlng 
countries, 1965-1985 
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Figure YI. Import cC111pOsitioa of adYaaced teKtil~-eKportiag countries 
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at.oat aon-e:dstent in 1965 1 supplied 24.8 per cent and 26.4 per 
cent. respectiYelJ. of ATE• ill(IOrts of •JDtbetic fabricR ia 1985. 

tbe ODEs plaJed a relatiYelJ modest role ia world tr1Ae of 
textile and clothing goods up to the aid-1970s. In fact. ODE• .. re 
bigblJ dependent on iaports of textile and clotbiag products 
throughout the 1960s and 1970s. Ia 1965 th•J accounted for 
21.8 per ceat of M>rld iaports of these products. but for oalJ 
6.8 per ceat of M>rld expot"ts. Ia the aecoad half of the 1960•. 
the ••tablishlleat of sizeable production capacities in these coun­
tries caused a steep reduction in their share of world ill(IOrts. It 
bad fallen to 12.7 per ceat bf 1970 and bas fluctuated around this 
leYel eYer since. Yet it was not until 1980 that •~paading exports 
were able to eliainate the ODE•' oYerall trade deficit in texciles 
and clothing. SubsequentlJ tbeJ bee ... significant net exporters, 
and bJ 1985 their 20.9 per cent share of M>rld exports stood in 
contrast to their 9.1 per cent share of M>rld ill(IOrts. 

Between 1975 and 1985, the ODE• al.Jlost tripled their share in 
M>rld export aartets. from 7.8 per c•nt in 1975 to 20.9 per cent in 
1985. With e:rports growing at an ayerage annual rate of 31.1 per 
cent, the rapid penetration of world export aartets bJ ODE• between 
1975 and 1980 was aatcbed bf a corresponding reduction in the 
Hport shares of the DllE•. Tbe relative position of the ATE• 
r ... ined largelJ uncbaaged, although their textile and clothing 
exports grew at an aYerage annual rate of 18.6 per cent. The stag­
nant position of the ATE• between 1975 and 1980 was due to the c09-
bined iapact of DllE trade barriers against ATE exports, wbicb 
facilitated the penetration of int .. rnatlonal aartets bJ ODE•, and 
of the relatiY•lJ greater c011P9titivenes1 of ODE• against ATE•. 
Between 1980 and 1985, the further steep rile ia the aartet •hare 
of tbe OD!• again parallelled tbe new aarket share gains of tbe 
ATE•, but the aYerage annual export growth rates of ODE• (11.7 per 
cent) continued to be significantJJ higher than tbe growth rate of 
tbe ATE• (4.3 per cant>. Still, tbe e:rport grovtb rates of botb 
groups of developing countries fell significantlJ abort of the 
rate• recorded between 1975 and 1980, reflecting not onlJ increas­
ing trade barriers, but also tbe drop in d ... ad bJ OICD countries 
for taxtile• aad clothing. However, a decrease in the value of Diii 
exports between 1980 and 1985 by a total of 6 per ceat allowed 
developing countries to gain aartet •hara COllJl&rable to tbe gains 
achieYed with auch higher growth rates between 1975 and 1980. 

Unlike in the other group• of countriH, exports of gref !tad 
proce11ed r1rn1 con1tituted an iaportaat el ... nt of the export 
basket in tbe ODE• until tbe aid-19701, with a peak 1hare of around 
OH-fifth in 1970 <figure VII>. Tbe tlestlnation of tbHe exports 
nrhd significantlJ witb tbe level of proce11ing: wberea1 
57.1 per cent of exports of gre1 rarns were deliYered to developing 
countrie1, 52.6 per cent of exports of processed J•ra1 vent to the 
CPI•. BJ 1975, thh share bad increased to 73. 7 per cent. BJ 
1985, hoveYer, the share of processed rarns in the export ba1tet of 
ODI• bad dwindled to 0.1 per cent, reflecting both a 1ll1rp reduc­
tion in 1uch imports bJ the CPI• and increasing forward integration 
of their own textile c011plexe1, who•• exports of clothing developed 
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Flgare YII. Ezport co.position of other deyeloping econ01aies, 1965-19•5 
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dp-icallJ .• As a res11lt of tbi•. tbe •bare of clotbiag in ODI 
esports to•• fra11 30 per cent in 1975 to 40 per cent la 1910. aad 
tbe share of ODI• in world e:xports of testile and clotbiag ~~od11cts 
to•• ftClll 7.1 per cent to 13.4 per ceat. Ia tbe first balf of tbe 
1910s. tbe coatia11iag peaetratioa of OHs esporters iDlQ iater­
aatioaal testile aad clotbiag .. rtets was supported bJ a steep rise 
ia tait.IMar esports. wbicb grew ia Yalae teraa at aa aYerage aaaual 
rate of 16.9 per cent bebleea 1910 and 1915 a,d increased it• share 
of ODI testile and clotbiag esport• fra11 11.3 per cent to 22.7 per 
cent. 

Imports of ODE• are da11iaated bJ sptbetic fabrics. wbicb 
accounted for alllost oae third of tbeir testile/clotbiag imports ia 
1915 0 followed bJ clotbiag aad sptbetic raras (fig11re YIII). 
together. sptbetic Jara• aad fabric• accoaated for 50.3 per ceat 
of ODI imports ia 1915. 

2. testile aad clotbiag iad11strie• and ecoaa11ic deYelofll!al: 
a fresh loot 

An es .. iaatioa of tbe oYerall balance aad cbaagiag cC111pOsitioa 
of tbe testile/clotbiag trade of ATI• and OD!• since tbe 1960• 
fields SOiie insight into tbe c~D patteras of tbe teirtile and 
clotbiag industries ia d•Yelopiag countries. Tbe pattera for saall 
aad -diua-1ized deYelopiag countries is •-riz.ed ia figure U:. 
Tb• tar Yariable is tbe cbaagiag aet trade balance a• a couatrr•• 
teirtile and cl'>tbiag iadustrJ dnelops. TbHe trade balaacH bave 
also been detenaiaed separatelJ for teztiles aad clotbiag. To 
eliaiaate tbe scale probl .. resulting frClll differences la tbe size 
of iadiYldual deyeloplag countries aad fror' correspoadlag differen­
ce• in their absolute trade figures, tbe cbaages in trade b•laace• 
ware calculated as ratio•: t:he ratio of ezports over iaports of 
teirtilH and clotbiag cOllbiaed; (curve 1); the ratio of ezport• 
over iaport• of clothing on11 (curve 2); and tbe ratio of iaport1 
over ezport• of teztiles (curve 3). Ia the first two cases, ratio• 
vitb a nlua greater tbaa 1 indicate a aet ezport status; in the 
latter case, ratios of greater tbaa 1 indicate a aet import status. 

Tbe figure 1bow1 tbat developiag couatriH ware usuallJ aet 
importers of teztile and clothing products before tbe~ bee.- net 
ezporters (pbaH IV>. During tbe period of aet iaports, thre,. 
separate phases can be t1pical11 discussed. Tbe phasH aa1 be 
characterized as follows: 

(a) PhaH I, 
characterized bJ aet 

the "iafaat iad111tr1" 
iaport1 of botb clothing 

phase, which lo 
<ratio of ezport• 

•BecauH of forward iategratioa, the share of woven natural 
fabrics ta the ezport basket of ODI• also fell contlnuou1l1, to 
13.4 per cent in 1915, froa 51.7 per cent in 1965. TbHe trends 
were rein!orced bJ the growing protectionisa of Diii• against 
clothing uport• of lTI•, which reHrvad niches for ODI ezportars 
in th••• .. rtats. It was basicallJ tb••• asports which bad bJ 1910 
eliainatad the overall teztilalclothin1 trade deficit of 0011. 
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~igare YIII. lllport eampositioa of otber dewelopiag eeoaoaies. 1965-1915 
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DeYeloP11eat patteras of teztile aad clothiag industries 
in ... 11 aad llediua deYeloping countries 
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ower i11POrt• <1) aad le&lil•• (ratio of importc oyer eaports >l'• 
bat vitb deeliaing tread; 

(b) Pb••• 11. lb• "•sport pl'ClllOlioa !:!!! import ••b•liletioa• 
pbase. daring llllicll lll• oYerall trad.i deficit of lb• testile aacl 
clotbing co.plea is iacreasinglJ redaced bJ growing aet •sports of 
clotlling aad grawiag .. bstitwtioa of teatile imports; 

(c) Pbase 111. tbe "clotbing-led grovt.ll" pbase. ia vbicb 
tertile import sabslitatioa ends. lboagb lJPicallJ at a modest aet 
trade deficit of leatile goods. bporta of clotbing coatiaa• to 
espaad. bat lb• sarpl•• of net clotbiag esports is insafficieat lo 
compensate lbe persisting deficit of teatile trade; 

(d) Pb••• lY. lb• •sarplas pbase•. ia ..taicb ••ports of 
clothing are greater lllaa iaporls of teatile• (lYa) aadlor teatile 
esports are ~realer tbaa teatile imports (IYb). 

Usiag this foar-p~ase approach. table 1 illustrr.tes SOiie of 
th• cbaages that occar~ed. couatrr bJ coantrJ. in tbe global 
te&tilelclotbiag •J•l• bet-•• 1962 aad 1915. Oaring the 1960s. 
the teatile aad clotbiag iaclastries of ••t deYelopiag coaatries 
-r• still in the earlier phases of their deYelo,..dt. EaceptioP• 
.. re deYelopiag coantries vilb large interaal .. rtets aadlor si&e­
&ble dOlleslic resource bases (cottoa). sacb •• India. lleaico. 
Pakistan and lra&il. I• large deYeloping coantries, trade tends to 
account for a ... 11er sbare of domestic production and conHap­
tion. The potential offered bJ the interaal .. rtet. supported bJ 
prote~tiYe CoYeraaent policies, faYours the deyelopmeat of testile 
prodactioa for the d011estic .. rtet aad allows modest trade sarplase• 
in teatile goods at relaliYelr earlJ •t•ge1. &sport-oriented 
clotbing prodaction. the driYing force in phase~ III and IYa of the 
... u and Mdlaa-sbe coantrr pattern. is leH releYant lo tbe 
deYelopment of testilelclotbing c011pl•s•• tn large deY•loping coua­
trie1. A second group of ••~~~:•~•• is .. de up of outvard-lootiag 
countries and areas such as Rong long and tbe lepablic of lore• 
(tbe latter bas "looted outward" since the aid-19601). 

BJ 1970. some .. diterranean countl:'i•• bad .. de particularlJ 
significant adyances (Greece aad Jlorocco frOll I to lI, Spain and 
TurteJ froa l to IYb). These gains continued la Uae HrlJ 1970•, 
and bJ 1975 onlJ Indonesia r ... ined in pba•• I. Greece and llorocco 
bad entered surplus phase IV•. and HYeral of the countries often 
referred to •• the second generation of newlf iadu1triali&ing coun­
tries (Tunisia plus 1oae countries in Asia) clustered in pba1e1 II 
and III. ln the first half of tbe 1910•. all tbe countries inclu­
ded in tbe table, escept Singapore, bad reached 1urpl111 pbase IV. 
How.var, since tb• aid-19701, tber• appears to baY• been a halt <or 
at least a slow down) in tbe gradaation process that was obserYable 
tbroagbout tbe 19601 and 1970s. Ilona of tbe countries tbat found 
tbeaHlYes in phase IYa iD 1975 .. aa,ad to procaed to phHe IVb 
<net esports of both tastlle• and clothiDg>, witb tbe result tbat 
th• .. joritJ of denloping countries included ta tbe table r ... in 
clustered in phase IYa. 
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To •- •P· a cllaracteri•tic feat•n of tile dewelo,_.t of 
te:atile aacl clotli11& i ... •trie• ia ... 11 aacl ... i ..... •i&e dewelopi11& 
cCNatries has beea a sipificaat trade deficit ia te:atile &ood•. 
renlti11& frcm capacities tllat .. re too ..all to fallJ sati•fJ 
._•tic d-.d aacl. at later •U&H. to npport. rapidlJ ezpudi11& 
•sports of &U881ltS. I• ... , dewelopi11& -;:;,atri••· 1u.nt •KPOrt• 
ori1iute witll ... •fact•nr• baaed i• •KPOrt-proceHill& soaes. no 
tab ntr-fr- illports of iatermediat• te:atile &ooda aacl proc•H 
tllea f•rtller. la tile comrse of tlaeir i ... atrhl dewelo.-.at .... , 
deftlopi11& comatries .. cc_... ia Htablislli11& iacnasi11&lJ werti­
callJ iatecrated te:atile/clotlli11& ca.pl••••· lllticll i• adYaaced •ta&•• bee:- ••t •KPOrt•r•. ao..wer. tllis , ... ral, llistorical 
patten does aot fdlJ reflect tile esparieace of ewerr iadiYid .. l 
dewelopiq coaatrr. aor caa it be eapected to aaia..tic•llJ parsist 
ia tile f9~an. 

~ qaalificatioes .... to be espressed at tills poiat. ODlJ 
a fav coaatriH llaYe acllined 100 per ceat i11POrt-.. batitatioe of 
tertile prodacts aad l'..,.r still Ila•• ... qed to acllien a trade 
.. rpl•• for sacll prodacts (tile d""""1lrd-slopiq daslled esteasioe of 
cam (3) ia fi&•re ll). Tile fact tllat tile -joritJ of deftlopi11& 
coeatries co•ti••• to be aet i11POrter1 of testile &ood• reflects. 
first. tile difficalties of proar•HiD& froa a 1rowtla •la&• led bJ 
1armeat esports (villa parallel i11POrt• of testil••> to oae claarac­
terised bJ lite iatecrated deYelopmeat of testile/clollli•& c~ 
pl••••. Ia fact. ia receal rears •- deYelopiq coaatries. ••ell 
as lit• Philippi•••. Sri L&llta aad Tllailaad. llue esperieaced a 
rnersal of tlli• tread as tlleir depeadeace oa testile i11POrts asaia 
be&i•• to 1row (tlae upward-slopi•& dashed esteasioa of curYe (3) la 
plaasa IY> . It also reflect• tlle succeH of iadastrial i&ed coaa­
tri•• • duri•& tile last decade, ia moct.raizia& tlleir testile iadus­
tries. Ia -ar iadastriali&ed couatries (aad la SOl9e adYuaced 
deYelopia& coaatri••>. till• ••cc••• .,.. tile result of specific 
iadastrial policJ pro1r-•. as will be elaborated la sectioa B. 
Tia••• policies ai... at mocleraidn& tlae testile iadustries of tlae 
respactiY• cooatrie• aad adjo1tia1 tlaeir product •is to aav .. rte~ 
requir ... ats in order lo r•&•h or secure •- and soaad loa1-t.era 
comparative adyaata1••· 

3. Clt•a1•• 11 ipdu1tr1 ll[!clare: copceptratiop 
apd i•ttFJ•tionalizatlop 

Tlaere la&Y• been slplficaat structural cbaa1•• ia tbe testile 
aad clotbia& iada1tries aot onlJ at lite iaternatioaal lenl bat 
also at tlae lenl of ladiYidual cooatries. Vall 1 receDtlJ. tlae 
testile aad clotbin& iada1tries la llOll couatriH wra claaracter­
lzed bJ a lar&• aamber of ... 11 and •dl--slud firat, oftea 
f•llr-owaed. u a coaHtH•c• of ... u. plaat1 aad low barrlen to 
tbe eatrJ of aev producer•. tbe 1•••1• of lada1trlal coaceatratloa 
baYa 1enerallJ been below tile awer•&• conceatratloa la otlaer kinds 
of .. aafacturh1. In tbe United lln&doa, for lHtance. tbe 100 
lar1est clotbla& firat accou1. ~ed for aboat 9 par caat of oatpot la 
1973, compared to •O par cent for all .. aafacturln& flnu. In tlae 
Federal lapoblic of Garaa•r. tba tbree largest clotbl•& flrat 
accouated for less tban S par cent of output, c911Parad to 2S per 
caat for all lndu'ltrlal flrat. la Japan. th• , ... fras-ntelloa 
prewalled, wltb tbe flwe ler1e1t clothl•& flrat accouatln1 for \e11 
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llu 20 per c"t of oatpet, cm.pared to 50 per ceat for ell .... _ 
fact•ri11& fira1.• 

O..r th last f- decades. tici.anr. a tr.ad i-rds oli10-
polistic Mrbt stnct•n• llu bee- Hicleat, pertic•lUlJ la 
ACU'd to th prodacti- of ~· fibres (lml'). ... proclacers 
are tnic•llJ diriaiou vitlai• laqe -ltlutioaal, •lti-proclact 
fira1, ud tlaeJ bn sizeable fiaaadal, tecbical ad ... 11&erial 
naOU"C••· Of all tlae •...-t• of tlae tertil• ca.plea, lmF pronc­
u- i•-1-• tlae -ll••t a..._r of fira1 ad njo1• the most 
fawoarable ecoaaaie• of scale. It h also tile moat capital­
iateasin ud .... 111 tlae moat efficieat oae of tile •...-•ts. tit••• 
ac;nalll& .. dhaipete rapidlJ la tlae dCMlstre• •...-•ts. wlaicll are 
claarac~riaed bJ 1nater a811bera of firm, lH• faYOarable ecoaoaies 
of scale, l••• efficieat prod•ctioa, 1nater lalKMar iateasitJ, •Del 
more foraidable iatenatioaal campetitioa. As a res11lt of tit .. • 
atnct•r•l diffaraacea, lmF prod•c•r• laaY• coasiderable .. rtet 
pGIMr Yh-l-Yh iadiYid•al te1:til• cmmpaale• ia terms of prod11ct 
tJpea, prod•ct •••lilt aad price. tlth h particalarlJ tne of 
foni1a Hbaidiari.. ia deYelopiq coaatri .. , wlaicll sllelter tit• 
froa erteraal campetitioa tllroa&ll import barriers. 

OalJ aboat 50 coaatri•• prod•c• lml'. Table 4 allows tile sllare 
of wrld prod11ctioa of aoa-callaloslc mlF clai_. bJ aacll of silt 
world resloas. tlta two world leaders ia prod•ctioa, tile uaited 
States aad Japaa, are sllowa as separate eatriH. Of tile 14 mlr­
prod11clq coaatri•• la Westen larope, tile lar1••t are tile Federal 
lepebllc of Germ&DJ &ad ItalJ. laatera larope'• •i&llt lmr-prodacia1 
aatioas laclad• tile U.ioa of SoYi•t Socialist lepablics, wlalcll h 
tile lar1••t prod11cer la tills &rl'ap. •e1:ico &ad lradl are tile 
lars••t prod•c•r• of .. a-.. d• fibres la tile 12-aatioa cate1or1 
"otller .._rlcaa". tit• r•1ioa desi1aatad •• "all otll•r" iacludH 
Asia, Africa aad Oceaala. Dare are approd .. telJ a dozen Aaiaa 
mr prod•cers, wlall• Africa aad Oceaaia taYe abo11t fo11r eacll. tit• 
lepabllc of lorea aad Cltiaa CTaivaa ProYince) are tile largHt 
prod•c•r• la till• resioa. 

tit• 1•01rapbical coaceatratioa of tile lllF iadustrJ bas aa 
1.,.ct oa tbe relatiYe bar1aiala1 •traa1tb of tbe more videlJ dis­
persed ta1:tile aad clotbh& lad11atri•• t:aat h campouadad bJ tbe 
lll&ll de1r•• of coaceatratloa aad •pec!allsatloa of tbe lllF companl•• 
tb-•l!!a. Table 5 ll•t• tbe lar1est laropeaa, Japaia .. • Hd 
U.ited Stat.. lllF-prod11cla1 compaalH aad tbelr 110•t h1portaat 
flbr... tit• bl&ll de1r•• of laternatioaallzatioa of tbe ladastrr 
aad tbe r•••ltln& relatiwe depeadeacr of otber r•slo•• of tile world 
oa ... , of tile•• compaaie• ls pr•••atad la tabla 6, wlalcb prowld•• 
data oa tb• locatloa of tb• ••-llad• fibre prod11ctloa capacltJ of 
20 of tlaa world• • lar&••t lllF prod11cer fl ras • tit• laropeaa fi ras 
laaYe tb• lar1••t perce"ta1• of tlaelr production 011t•lde tbelr owa 
rasloa (32 per ceat), foll°"'9d bJ United Stat•• flras Cl2 per cent). 
Japaae,. productioa capacltJ, bJ coatrHt, ii al.Jlo1t a1:cl111inl1 
(95 per cent) la tlae Far laat. 

•JOI' d• la Torre, Clotlllu-Ipdutn AdiHtMDt \p Qt!!lOHd 
eountr111, Tll ... 1 l11a1 lo. 31 (London, Trade PollCJ ltsearcb 
C.atre, 1915>, pp. 15-16. 



Table •· froduct\on 1hara1 of th• 1eadln1 non-cellvlo1\c .. n-••d• flbr•• 
bf 1•01raphl~ re1lon, 1973-1917 

(Percent11•> 
-
lSEll~s ••• liilllSEll~s lllH aa• IU•hl l!llllll~IE 1a~1i 

l•&lo• 1913 1911 191S 1917 ,, 1913 1911 l91S 1917 ,, 1913 1911 1915 1917 J/ l973 19£1 \~15 1917 ,; 

-
Wnter• hrope u •1 " 35 31 u zo u 27 11 u 13 31 u zo 11 

IHt•r• hrope ' ' u 13 9 1S 11 22 • 9 10 11 • 11 12 13 

United State• 22 1S 12 10 31 32 31 39 u 32 23 2l 35 H n 2l 
' 

OU••r AMrlcH 3 s • 1 1 I 1 12 1 I 1 1 • 7 1 I 
..... .... .. 

Jap .. 2l 11 11 1S 12 ' 9 10 13 u 10 ' u 12 11 10 I 

All 0U1er .....! -1! ...ll ..1Sl -1 ..ll ...li ..ll -1 ..ll _ll ..!!l -1 ...ll ..ll ..l2 

Total ~/ 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 

12ll£SS: Ca.pll•d froa Te1tll• 0£11ng9, •arlou1 l11ue1. 

11 l1tl .. ted Ca?acltf. 

~I Total• .. , aot add due to roundln1. 
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T•bl• 5. Bala fibrH of leadlq mF prodacers 

l&cbard Forward ea.pa, Bala fibre(s) lategratioe lategratioe 

Westen brope 
lloecllst Polr••t•r Yes llo 
C:O.rtadd• kr,lic llo Yes 
Barer kr,lic Yes llo 
ICI Polr••t•r Yes llo 

~loa Yes llo 
lab Polr••t•r llo llo 

•rloa llo llo 
llaOa-Pollloac Pol rester Yes .., 

•rloa Yes llo 
lloatefibre PolJHler Yes llo 
DIC krrlic Yes llo 
SllIA •rloa Yes llo 

Uaited States 
DaPoat Polr••l•r Yes llo 

•rloa Yes llo 
krrlic YH lie 

Cel&DeH Polr••ler llo llo 
lasi.aa PolJHler Yes llo 
lloecb•t Polr••ter llo llo 
Allied •rlon Yes llo 
lloa1aato •rloa YH llo 

krrlic Ye1 llo 
ladiscbe •rloa l•• l•• 

krrlic llo Tes 
&k&oaa •rloa llo lo 
.America• craa .. id acrrlic TH lo 

Japaa 
Torar PolJHler YH Tes 

•rloa TH l•• teljlD POlJHler YH Ye1 
uabl kr•lic YH llo 

l.r1un TH llo 
torobo POlJHlar •o Tel 

&crrlic •o Tel 
lararar POlJHler llo Tes 
Ualtllta IJlOD lo Tai 
laaebo PolJHlar •o TH 

12llu.: "Globd llr&lellH for Ult-llade flbrH la lb• 
elsbtlH", la l!lsi1i2a 11121£s11 (C18brld1e, Artbur D. Little, 
~1 1912). 



Table 6. Locatloa of tb• world'• aaa-aad• flbr•• cap1clt1 bJ lndlvldual r.1111p~nJ, 1913 
(Tbou1and1 of tonne•> 

Dufoat 
Celaae1e 
ADO 
Torar 
Roecll1t 
Teljla 
D&ae-fouleac 
lloa1aato 
ICI 
Allied 
lloateflbre 
h1taaa 
Aaalll 
•ar•r 
SllU 
AllIC 
et-urtauld1 
ledhclae 
•lt111bhlll 
TOJObo 
All otll•ra 

Total 

llorth AMrlca 

1 534 
640 
156 

234 

399 

111 

251 

5 
131 

_..iz2 

3 105 

Latia AMrlca Ve1t~ca lurop• Par la1t la1tern lurope Other• 

61 
226 
130 

11 
5 

113 

27 
37 

12 

m 
951 

112 

276 

260 
17 

310 

290 

261 

11 
115 
174 
204 
161 

23 

_ll! 

2 561 

4 
575 

449 
25 

30 

226 

17 
101 

L.lll 

4 127 

Lill. 

) 699 

10 

11 

53 

12 

m 
us 

Total 

17U 
116 
576 
575 
523 
471 
01 
399 
373 
271 
261 
251 
20 
224 
211 
204 
11:; 
131 
122 
101 

.LU2. 

13 601 

~: Prevlou1l1 uapubll1bed e1ti .. te1 bJ llon11nto, JulJ 1913, reported in David A. llck1 11...Jl., 
~U.lt1d lt1t11 lan-.. d• Plbr11 Jpdv1try: Global C111ll1n111 and 8trtl,•1l11 .for th• rutvr• (Coluabla, 
SGutll Carolla&, Unlver1lt1 of South Carolina Pre11, 1914). 

... 
=: 
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A ter factor iafl•eacias t'• campetltin•••• of aatloaal tez­
tile CClllPl•••• i• the degree of nrtical iatecratioa. I• tlte c .. e 
of lllF prodactioa. backward iategratlora coa•l•t• ia tit• proc:e••iac 
of • campmtJ• • Ollll Chai cal raw -terlals. ...n•• forward lat­
gratioa coa•ht• ia - lllF co.paar•• •••• of it• ..... fibre• to 
prodtlce tertil••· Forward iatecratioa c- also iaclade other clcMl­
•tn- ectiYiti••· ncla .. the ... •factan aad dbtrlbatioa of 
clotltiag. tile iategratioa •trateci•• of lllF prodwcer• .. n 
iadicated i• table 5. Ia V.•ten .. rope. all bat oae of tit• lllF 
fin. ... 101 80•tlJ bacbfard iategratioa •trategie•. !'Ile .... 
patten geaerallr 'old• for U.ited StatH finu. Japau•• r.....­
ie•. bJ coatra•t. are more proae to ••• iateraatloaal fnrward 
aad/or bacbfard iategratioa •trategl••· For •• ... le. oae of 
.Japaa•• largHt fibre CClllP&Di••· Torar IDd••trlH. wtaollr or par­
tiallr 01111• a-roa• tenile aDd clotltiag CClllP&Di•• Uaroapoat 
Soatb-la•t Asia. 

Forward iategratioa gin• lllF producer• coasiderable CC111P9ti­
tiye adYutagH onr more fr .... ated aDd iadepeDdeat •rr•ac-•t•: 
the producer ls directlr liated to tbe -rtet. ud it• R aad D 
ectiYiti•• beaefit from a first-bud bowled&• of f .. bioa tread• 
aDd cbaagiag fibre prefereaca• of tile -rtet.* Deeaad h more 
•table •lace it h •pread oYer -•r -rlcet•. leaalag to ecoaoaiH 
of •c•l• la tba production not oalJ of fibre• bat al10 of testll•• 
ud clotblag. Quota• impoHd bJ i111POrtlag couatri•• can be more 
•••ilJ clrcU11Yeated bJ •biftta1 productioa from oae couatrr to 
aaotber wtaea the quota for tbe flr•t coantrr l• filled. 

Iaternatloaali&atlo~ aad coaceatratloa ~read• are •l•o eYi­
deat. altboagb to a l••••r degree la tbe testile ladu•trr. U.llte 
la tbe c••• of l9'F productioa. hOtMYer. t'l• doe• aot lavolYe •ub­
•t•ntial foreign direct iDYHteeat•, e:icapt ia the CHH of the 
hpabllc of Korea aad .Japaa. I••tead. latenatloaall&atloa ls 
nldeaced bJ the •ub•taatlal •blft• thet bne occurred in the 
lateraatloaal dhhlon of production. the deYelo,..at of later­
aatloaal llakage• bJ Sa.-opeaa. .JapaaeH. aad Uaited ltatH tradiag 
campaale•. aad tbe ladu•trlel adju1t8eat1 being uadertatea bJ 
aatioaal lada1trl•• aad promoted bJ their Gove~at1. Techao­
loglcal progr••• ha• led to the lategratloa of 1plaaiag aad weaYlag 
actiYitl•• iato large-1cale plaat1; 1ab1taatlal lacr••••• la 
capital lateHltJ. labo:ir productlYltJ aad preiodactlYe fledbllltr; 
aad 1ub1taatlal iapro•-•t• la product qualltJ (defect-free out­
put, te:iturlag, fibre bleed• aad 10 oa). Th• rapldlJ 90UDthag 
co1t1 of moderaizlag testlle plaat• aad the testile productloa 
proce11 will place HYer• bardea• oa 1Ull aad •dlum-1bed flnu 
with ll•ited fiaaacial re1ource1 ual••• public fuad1 are .. de 
anllable to 1upport sucb laY .. tmeat•. Gover ... at-led progr.-.1 
to ratioaall&e the production of fibre•, testll•• aad clothing la a 
a.a..r of couatrlH bave also had tba aet effect of coacaatratlag 
production, a1peclallJ la testlla1. 

COaceatratloa pre11ure1 bava aot beaa H 1tron1 in clothing. 
Vblla tecbaological cbaage ba1 beea ralatlvalJ rapid la cuttlag and 

*Tbh lategratloa 1trata11 coatrlbut.. to the coatlaued 
1treagtb of t~a .Jap••••• prcducer1 of fibre• and fabrlc1. 
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pre•siq, it aa• beea coa•iderablJ slOll'9r ia •ewiq, ~. labo•r­
iateasin a•cl••• of tllh partlcalar ••peat of tile teztile c_. 
ples. a..nr, recc.at tecluloloaical adYaac•• MJ be a siga of 
.... piq tecluaoloaical aad •tnct•ral cllaqH ia tile prodactioa of 
clotlaiq, siailar to pa•t cllaqH ia tertilH prodactloa. tile 
elreadJ laigla •peciallutloa ratios of tile lada•trr ia ••J cou­
trl•• MJ force farther ratloaall&atioa aad coaceatra~ioa. 
Clotlaiq firm •pedallnd almo•t esclasiYelJ la a partlcalar tlad 
of clotlliq are lalglllJ nlaerable to claaqH la tile operat.ioa•. 
8- .. cceHbl, growtla-orieated U.it.•d Stat•• clotlalq c011p&ales 
n•poaded to tlah preHar• bJ adoptiq a •pote-aad Wffl coacept to 
balaac• ecoaaai•• of seal• la prodactloa, dhtrlbatloa aad lawea­
torr co•ts.• Senral Qfltl•l-•i&ed aaaafactarlq plaats v.re 
liated bJ a large, gaoar. ,talcallJ ceatrali&ed dhtrlbatloa wara­
laoaH aad adaiaistrat.in offlc••· tile warel!08H aad office• v.r• 
tnicallJ located la a large urbaa area, llad tile plaat• v.re 
located la nral areas, were labour was relat.iYalJ iaespea•iYe. 
tlaese COllp&ales beaeflted froa l011'9r wage•, acoaaalcal plaat sl&es 
&ad ecoaaai•• of ceatrallutloa la tbO•• actiYitias tlaat were c_. 
110a to all plaat operations. tile .... coacept is also belag usltd 
bJ fira1 la .Japaa aad tbe .. public of lorea, witb the •la differ­•ac• beiq tbat tbe plot• are located la otL•r couatrles vi tb 
lowr wagH. 

•· Cballepges faciag d•••lopiag couatrl•• 

Testile aad clotbiag ladu•tri•• arouad tbe globe baye eacoua­
t.ered coa•lderabl• cbaage la tbe l••t tbree decade•. tll••• chaage• 
are ~spected to coatloue aad •o will coa•titute bladlag par ... t•r• 
for GoYeroaeot• a• tb•J •••t to deYelop, reYltall&e aad/or reetruc­
ture tbeir l•d••trl••· tla•J caa be s .... rl&ed •• followe: 

1. Ia tb• loduetrlali&ed couotrle1, d_.Dd for tHtilH •ad 
clot.biog i1 groviag .JOre 1lowl1 tbaa the &11regate d .. ad lacreaee 
•••ociated with rieiag per capita lncom. Coa1 .. ueatlJ, tbe 1bare 
of clotlalng espeodlture la total coa11111Ptloa i1 bigber at low 
lacOM leHll aad hH beea falllag ligalflcaatlJ la ai.o1t all 
deyeloped couatrle1. Addlag to tbi• tbe per1l1tiag hlgb dlffereo­
tlal1 la population growtb ratH betweea denloped and dueloplag 
countrte1, it can be coaeladed that tbe .. la growth aartett for 
clotbiag will be lo tile dewelopiag coaatrlH aad, to a lener 
••teat, la tbe ceatrallJ ,1aaaed ecoaaales. lecau1e tbe aartet• la 
botb groap1 of coaat.·ie1 caa be espected to r_.ia blgblJ protec­
ted, tb• opportualtJ to eara fote~ga escbaag• tbrougb testlle1 aad 
clotbiag esport1 will be llaited, for the 11C1t part, to tile 1lowlJ 
growlag aarbt1 of tb• indHtrlalbed couatrl••· tlaer1•fore, tile 
poteatlal of lateraal aartet1 la d•••loplag couatrle1 coastltut•• a 
1oarce of growtb nicb d•••loplag couatrl••' testil~ lndu1trie1 
will baYe to lacrea1lagl1 r•lJ oa la tbe future. 

•••• .Jo•' de 11 Torre and otber1, '2fPOt•t• lt•POP•• to Iaport 
COWpttltlop lg tbe U.I. Apparel Ipdp1try, le1earcb lloaograpb lo. 1• 
(Atlanta, Oa., Georgl• It.at• UalYer1!tJ, 1971). 
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2. Thi• conclu1ioa. which i1 ba1eci oa d_.and coa1lderation1. 
ii 1upported bJ trend• on the supplJ lide. Al national COllplHes 
ud indiYidual c011petitor1 redouble their effort• to gain -rt.et 
1hare1 on a global 1cal~ or to protect their d011e1tic aarket1. tbe 
nature, degree. ud c011pledt1 of c011petition within tbe global 
testile COllples caa be espected to inten1ifJ. llore aad 110re 
tHtile/clotbiag cOllplHes iD developing countriH have ccmpleted 
tbe tranlitioa froa overall trade deficit pha1e1 to trade 111rpla1 
pba1e1. IOW9ver, a1 outlined in 1ection A.3. tbe proce11 of 
"graduation" •••.a to have reached a critical stage, a1 110re and 
110re developing countries 1ettle into tbe 1urplu1 pha1e. Tbi1 bas 
been 1apported bJ tbe •elective protection provided to tbe clothing 
industrie1 of tbe developed countrie1. The e1tabli1bllent of 
couatrJ-specif ic quota• f avouriag tbe le11-advanced developing 
countries ba1 accelerated the develoJ1119nt of even lower-co1t 
clothing indU1tries in tboH couatrie1. CountriH and area1 1acb 
H Japan, Hoag l'.oag and the Republic of l'.orea have 1ougbt to 
circaavent tbe1e quota• bJ e1tabli1biag clothing facilitie1 in 
tbe1e countrie1, and the iadu1trie1 of several developed countries. 
notablJ the Federal Republic of Genunf aad the Netherland•, have 
1ougbt 1ub-coatracting arrang ... nt1 with clothing aanufacturer1 in 
low-cost countriH in Ea1tern Europe, in order to r.-in COllpeti­
tive ia their d011e1tic .. rt.et1. 

3. llanJ developing countries languilh ia 1urplu1 phaH IVa, 
in which aet clothing esport1 overc011pen1ate a deficit of trade in 
testile1. Per1i1tiag deficits in tbe trade of testiles are a 1ign 
of the difficultie• that developing countries face wbea theJ trJ to 
establish fullJ integrated testile/clothing coaplHH. These 
difficulties include the 1ucce11ful efforts to restructure tbe 
testil-. iadu1tries of industrialized countries aad the lack of 
analogous efforts in 1101t developing countries as well as the prob-
1... po1ed wbea "aewc011er1" trJ to proceed froa garment esports 
utilizing iaported iatermediate1 (often in export processing zones) 
to garment exports b&1ed on iategrated textile/clothing coapleses. 
Tbe latter set of probl... includes the exi1tence of .. _1-
establhbed distribution .ad trade channels between iadu1trialized 
countries and the aaiL esporter1 of testiles and clothing in 
developing countries; the fact that the production of developing 
countries is often oriented to the coas1111ptioa pattern• and 
f&1hion1 of iadu1triallzed countries; and the high cost of iater­
aediate iaput1, given the urtet power of foreign 1uppller1 and 
exi1tiag trade r'giaes in developing countrie1. 

4. lational industrie1 specialize ln tho1e 1egaent1 in whlcb 
tbeJ eajOJ coaparative advantage1 (e.~. aan-aade flbre1, textlle1 
or clothing aad, within the•• major 1ectors, la particular tJpe• of 
flbre1, f1bric1 and clothing). The international aartet1 for tes­
tilH are lncrea1lnglJ divided into two dlltlnct aartet1: undif­
ferentiated (com.oditJ-tJpe fabrics and rarn1) and differentiated 
(1peclaltJ-tJpe fabric• and 1arn1). The flr1t aartet ls for ba1lc 
1arn1 and fabric1, whlcb caa belt be aade ln loag production run1. 
Of the lh~u1trlalized countrle1, the United ltate1 i• currentlJ tbe 
1101t efficient producer of these tJpes of fabric•. Howe Yer. the 
aartet i1 dependent on a high-co1t clothing ln~u1tr1 that 11 unable 
to c011pete lnternationallJ ln tbe low-price, blgb-voluae end of the 
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.. rtet. Tbe CClll(>&ratin adnatage for thil tne of teztll• ~tet 
will be held bJ th• -rging teztil• iadaatriH ia denloplng 
coantrlH, prodded th•J are llatecl to strong, ezport-orlented 
clothing ladaatrl•• that h•Y• larsa pools of low-coat laboar, that 
a.ate aae of llOdera prodaction techalta•• aad techaoloSJ ud that 
prodace the taalltJ of clothing d-.ded bJ the -rlcet• of th• 
deYeloped coaatrles. It la thaa the tertlle prodacers la adYuced 
deYeloplng coaatrlea llho are dlrectlJ competing with Ualted States 
..oafactarers. Tbe second -rlcet h for speclall&ed ran• ud 
fabrics. Tbl• .. rtet, llhich ha• 1rOWD aabatutlallJ iD the last 20 
rears, la the resalt of tertile fims haYlng so111ht to beccme 
dCllliaut la specific .. rlcet ..... ata ud the 1rowing aophisticatloa 
of clothing .. rteta la denloped coaatrlea. Te1tile iadaatries la 
Westen larope particalarlJ haft targeted their moderai&atioa aad 
reatractaring efforts at this .. rtet. Tbe iatrodact\oa of •-· 
fle1lble .. chiaerr allows th••• campaaiea to react taictlJ to 
changing d-•d la high-faahioa .. rlcet• ud to prodace nea ... 11 
lots coat efficieatlJ. Acee•• to the llOre afflaeat .. ri:.ts, close 
llats to ... -11a11e fibre finu, the dCllllaatioa of adYaaced fabrlc­
foraiag and -finhhlog tecbaologiH, experience la .. rteting oa a 
global scale aad, lHt bat aot leHt, close llats to the ... 11-
factarera of te1tlle .. cbl••rr aapport these •-lf established 
COll(>&ratiYe adYaatagea of Vest laropean te1tlle ... afactarers. 
Denloplng coaatriH do aot appear to be cOll(>eting witb laropeaa 
prodacera la thHe •- prodact llaH aad .. rut se.-ata; ladeed, 
GoY•~•t• of the UC reportedlJ toot a .. cb 110re liberal stand 
than the Ualted States GoYermleDt daring the foarth roaad of 
llalti-ribre &rraag ... at <llr&) negotiatloaa. 

5. Traditional models, aacb H the Rectscher-Ohlin model, 
that e1plala cbaaging COllfaratiYe •~nntagH in tenu of eYolYlag 
relatiYe factor eadC*meats la tbe coarse of deYelo,..at• haY• oalJ 
llait~d analftical Yalu• la e1plalalag obaerYabl• treads. Iaatead, 
the lateraatloaal te1tile-clotblng •J•tea h adnaclng frClll ..... _ 
made fibrH" to ,....-llade COll(>&ratln adYaata1H". Tbh relatH 
botb to chaagaa ia th• atractare of th• ladastrJ prodaclag .. a-llade 
flbre1 aad cbeaical lapats llhlcb tead to lacreare tbe .. rtet power 
of thh lada1t.r,, aad to the grovlag l1111act of 1overnMat loter­
Yeotloo oo COllf&ratlve adYaatag••· Ia fact, th• teJ el ... at• tbat 
will deteral•• future COllfaratlYe adYaota&•• la te1tll•• and 
clotblog prodaetloo - aach •• access to •- techoolo1le• aad 
1upport for their dl••ealaatloa la order to lacrea1e the fle1lbll­
i tJ of prodactloa; ace••• to nece•••rr lapat• (e.g. oil aad &•• la 
tbe case of .. a-llade fibres; .. a-llade fibre• and chealcal laput1 la 
the case of teztllH; aad fabrics la the e&H of clotblag>; aad 
ace••• to aafflclentlJ large .. rlcet• to 1aln ecoooales of scale aad 
rulH affectiag labour cost• aod labour productivltJ - are bl&blJ 
su1ceptlble to policJ actioa. Altboa1b technological laoontloo -
prlaarllJ lo tbe te1tlle sector, bat also la tbe deslga aad cutting 

•.&ccordlag to tbh vl-, developlag couotrles would "accuau­
l•t•" relatlvelJ 110re capital tban labour, wlllcb would confer upon 
thea new comparative advanta1es in 110re capltal-lntenslve production 
liaH. 
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...... t of tile clotlliq •ector - is ia priaciple awailable to all 
c:oaatrie•. it is placiq iacreasiag fiaucial and traiaiag b9rdea• 
oa illdiridaa1 fi~. As ca.petitioa for -rut ••are• iateaa·_n .. 
alld aev atilla la ~tetiag alld ... ac-•t bee- aeceaaary. fi~ 
are b9rdeaed bJ tile need to fiaaace iacnaaiqlJ ezpeaaiYe pluts 
alld ... 1 ... at alld to traia tlleir .,rtera la tile ••• of tills .. aip­
••t. 

6. la 80•t coaatriea. tile tertile/clotlliag ccmplez gr­
a ..... tlallJ but ia a bacbard -...er (i.e. first a clotlliag 
iadaatrr based oa imported iater.Hiate prod•cta denloped. tllea a 
tertile illdaat.q. ud fhallr • ... ___.e fibra iad••trr>. ud it 
wa anallJ part of a deliberate iadaatrialiutloa piogr-. llow­
enr. u •• • ._. atilidag trade ratios. tills patten ia aot 
iaeYit.able. Baar denlopiag coaatriea aenr ... age to acbien 
complete teztile import Hbatltatioa or en.1 to beccme aet teztile 
ezport•r•. Iadeed. •- coaatriea aow ezhlblt a re....-d dependence 
oa tertil• imports to sapport tlleir ezporta of gar.eat•. Tiie 
ezperleacea of U.s Repablic of Korea ud Clalaa <Taiwan ProYlace) 
HUHt tlaat tilt. relatiYelJ adYaaced tlllrd .,rld coaatriH will 
eYeat••llJ lose 90at of tbeir adYaatqe ia tile proclactioa of aadlf­
fereatlated teztllea ud clotlliag to tbe ap-aad-c•iag. l•H­
adYuced denlcpiag couatriea. Vbetber tiler also lose tbelr 
adYutage ia teztilH ud clotbiag onrall will depeacl oa tbeir 
abilltJ to fiaaace aad aapport adyuced aacl .,re flezibla teztil• 
llldHtrlea aad oa tbeir abilltJ to lean tbe .. aufacturiag aacl 
.. rtetlag tecbalqaes of tba•• iadaatries. 

I. tegtile policle• of deYalopi91, coaatrie•: iaclaatrial 
e1pu•iop f!d 80derpl1atioa 

Daring tbe last i., decades tbe deYalopiag coaatries baY• 
takea u actiYe part la pr0110tlag tbeir teztll• aacl clothing 
lDclHtrie•. Iba .. 1. objactiYe of tbeir teztll• pollclH was to 
ezpaad tbe relatiY•lJ rouag ladu•tries aad to 1treagtbea tbelr 
ea.paratiY• adYaatagea, a1tbC111gb tbe world-wide rac•Hioa la tbe 
earlJ 1910• forced ... , C:Oyeramaat• to sbift tbeir ..,ba•i• to tb• 
coaaolldatioa aad •bort-tera •arYiYal of tbe iacluatrJ. lb• 
GoYenmeat• of acme deYeloping couatrie• baYa eyea goae 10 far •• 
to laltiate •tnctaral adjust.eat progr._.a tbat would Ht a 
aouader baah for growtb ghea tb• cbaagecl set of iateraatioaal 
par ... ter1. Iba followiag aub-sectloa1 coatala aa oYarYlev of tbe 
nrloua poller laceatlwe1 11Hd bJ denloplag couatrlH to prOllOte 
tbelr teztlle aad clotbiag taclu1tri••· 

1. Protectiop of cl91111tlc .,rlttt• 

ca.pared to tbe tariff• luled bJ laclaatrlallzed countrlH, 
wlllcb ea..,t each otber froa quota re1trlctloa1,• tbe tariffs 

•teatile aad clotblag trade between laduatrlall&ed couatrlH 
11, bo...Yer, subject to tariff reatrlctloaa. Iba w.lgbtad average 
tariff tor teatllH and clotblag la OICD eouatrlH h geaerallr 
blgb (19.0 per cent la tbe Ualted ltate1, 11.s per cent in lurope, 
11.S per ceat la Japaa aad 21.S per eeat la Canada aad Australia) 
C011Parecl to tbe tarJffa levlecl tor other .. aufactured proclucta. 
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leYied bJ -•t denlopiq coutriH oa imports of te:rtllea (Janas 
aad fabrics) aad clotlalq an -ell lllper <•n•llJ beW..a 20 aad 
100 per c .. u. • tlte lower .. vlffa are for fibres aad J•ta•. tile 
lliper tariffs are for fabrics aad clotlalq. For ez-.i.. tile 
tulffa leried bJ Paklatu an 65 per ceat oa J&ra•. 130 per ceat 
oa fabrics ud 160 per ceat oa clotlaiq. tll• tariffs leYied bJ tile 
..,.bllc of Korea an 20. 35 aad 40 per ceat.. reapectlftlJ. 

Ia addlt.loa. -•t defflopiq coutriea llaY• otller h,.ort 
natrlctioa•. ncll •• illport lie•••• ret•l~t.•. import prolaibi­
tioaa. aad otller aoa-tarlff aad aoa-41aaatlt.atln trade natric­
tioaa. ••cl as caal deposits oa imports. price coatrola ud orlci• 
11Srkia& ret•irt1D1eata. For e1...,1e. tile Repoblic of Korea r .. alna 
a 20 per c .. t caab deposit qaiaat. all te1tile aad clotlliac imports 
aad laaa eatabllaled a •J•t.• of t•ot.aa. lllporta of te1tll•• -•t. 
also llan tile approyal of a te1tlle-lllport aaperYiaorr board. 
otlaer coaat.riaa. aacl •• Brazil. Pena, ladle aad Tlaallud, problbit 
tile illfOrtatloa of certaia teat.ilea aad clotllia& items. 

TJaeH tariffs aad trade rHt.rictioH Yirta&llJ cloH tile tel­
tile aad &•rMDt ..rut.a of MDJ deftlopiac coaat.rl•• to f:: .. !p 
competlttOD 0 &lYiq local producers tile opport11ailJ to Hbaidiz.e 
foreiga aalH wit.la bip clcmsatic coatribetloaa. Tile creat•r role 
of protectioa ia tile poller fr__,rk of denloplac couatrlH. 
CClllP&red to deyeloped coaatriea. correapoad• to tile differeat 
policJ objectiY•• of tla• former. i.e. to eatabliab aad eapaad tbeir 
J011D& ladaat.rlea. Ia addl tioa, tile lalp pron ta &•••rated oa 
clcmsatlc sales are ••ed to offset tile lower profit ll&l'&l•• obtained 
fraa e1port. salH. Tiler• are. llowYer, aerloaa drawbacks to tills 
approach, aal••• offsattiq policies are iatrodacad. Ia particalar. 
eaporta are belac dlacrlalaatad •&•last. bee•••• aoa-esportla& 
teatile aad clotblac COllPUiH la••• a profit adYaatac• o••r c-­
paalea t.bat ••• tbelr "closed aarbt" profit• to aubaldiz.e esport•. 
Ia addltioa. aaless protectloa la ca.pl ... ated bJ •• act.lye poliCJ 
of aoderal&la1 aDd reatractarlac tile laduat~. it aaJ result la aa 
iaefflcleat iadustrr c011Prislac a larc• nllllber of ll&l'&i••l coapsa­l•• · Closure of lb• aarltet also eacoar•c•• coatrabaad. eapeciallJ 
if tit• local prodacta are aot comparable to forelga-aade products 
la terms of faabloa. deal&•. qaalitJ or fabric assort.eat. 

2. ltctgrtl •id MffUrH 

Tiara• lJP&• of sectoral aid -••urea ware •••d bJ oae or -r• 
of tbe coaatrlH coHrad la table 7: CU aubaldlH to aniat la 
tile aoderal1atloa of tile tarcated laduatrlea; (2) aubaldl•• to 
radac• lit• coats of aeeded iapota; aad (3) craatioa of atate-owaad 
laoldiac CCJllP&ai•• to pr•••rY• jobs. 

<•> llPdtrpl1atlO)I •••lat.ape• 

Testll•- aad clotltlac-apeclflc aubaldl•• to aodaralz.e tboae 
partlcalar •• .... t• are cCllll90a. also la devtlopl•& couatrl••· Of 

"Tb• oalJ alcaptloa la tba fr•• port of Hoag lo•&· 
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Table 1 teoatlaued> 

" .. or dd 

Tu-k1ed 
f~tloa or 
la'H1tmeatl 

Ta1-~a1ed 
pc'GllO\!O .. of 
a.,.rt1 

Iraan 

lac- tu aad 
HlH taa •• _,.. 
tloH. Tarlfr 
ea-.Uoa1 oa 
,.re'•••• for pro­
duct lo•. Trobll•& 
of dopreclatloa 
rat••· llUltlplo­
''ltt MDUHI. 

Taa roductloa1 oa t'• ba1l1 or tla• 
proportlo• or total 
turao'ftrleaport 
t•rao••r. laport 
tradlaa c011Pa•l•• 
caa deduct 
dlf fer••c• kt .. •• 
•-•tlc prlc•• aad 
f.o.b. ••luo1 from 
taaabl• proflt1. 
lllocatloa or a ta& 
credit to e.,.rt•r 
la ....... t or tla• 
turao'ftr taa rate. 
Pl'oferoatlal treat­
... t tor t'• lD1POrt 
or •aport-orl••t•d 
&oodo. 

llODI lOD& 

llo 1peclal .. a1uro1 
but ta•ourabl• taa 
fr... fra..work - DO 
capital 1ala1 taa, 
uallal tad carrr­
forward or 101101, 
DO dhldead ta&; 
fa•ourabl• dopro­
cletloa r•1ulatloa1. 

lo taroraatloa. 

IDdla 

lot. depreclatloa 
allowaaco •• r•ar 
of purcb••• or 
••l•ct copltal 1ood1. 
SOI. t ... dtato wrlto­
otf po11lblo tor 
toatll• and clotbl•& 
.. cbl•••· 1-r•ar 
corrr-forword of 
lo••••· Toa-fro• 
allowance la oorala& 
toa for up to ZST. 
of capital &ood1. 
COllpa•l•• COD deduct 
• percoat .. • of capital 
1toct fraia toaobl• 
l•c- tor ' r••r•. 
rtra. ••ta1a1111aed 
1911-1916 c .. deduct 
IOS. Of COl'fOrate ta& 
tor •-roar period. 

Taa roductlODI OD 
01port oarala11. 
Taa .. ..,tloa h 
eaport-orloatod fr•• 
&ODOI (S roar• OD 
earala11, no laport 
cbar101, d-1tlc 
1upplle1 couat aa 
Olport1, DO lalol 
ta1). lolldlur1 ... at 
of pald d ... 1tlc 
ladlroct taH1. 
lefuad of laport 
chara•• for 01port­
orhated prt .. rr 
product1. 

Pakhtan PlalUpplne1 

loductloa of laport Tai bolldar1, 1011 
dutl•• for .. cblae1 carrr-forward 
aad taaalblo prl•ll•&•• and ta1-
a11et1. 11 .. ,_ fro• a11owaac•• for 
tloa froa tac... cortala flra1 and 
ta1 tl11 1911 for .. c1atae1 aad part1. 
nowlr e1tab\l1bod Alic SOI dutr 
clotbl•& flra1. 01..,tloa oa 
s-r•ar taa •• ..,.. taported °'ul,..nt 
tioa la d•••lo,..at and port1. llport 
oroa1. Otlaer latea1ttr 11 a 
roaloaa1 d•••loP- .. jor crltorlon for 
...t lacoatl•••· oll&lbllttr. 

laoaptloa froa 
laport claar101 for 
1ood1 ro,u!rod for 
01port. Doductlon 
Of SST. Of Olport 
procoed1 froa ta1-
abl• lac .... 
l1port-proco11la1 
aoao oaoapt froa 
he ... ta1H for 
at loa1t S roar1. 
lolldlur1 .. at of 
dutlu aad 
ladlroct ta101 la 
aocordaaco wlth 
1taadard ratu • 

S-10'\ ta1-froo allow­
aaco oa earala11 
froa total proflt1 
or eaport proceed1 
for s-10 r•ar1. Ta1-
froo a11owaace1 la 
earala11 to& for pald 
CUit ... dutlol aad 
laport1 claar1••· 
Doublla& of aoraal 
deprocletloa rat••· 
Coapl•t• 11oaptloa 
froa ta111 la 11port­
orl1ated tr11 trade 
aoa11. Doubll•& or 
tr•l&lat co1t1 and 
addltloaa1 doductloa1 
a11oclat1d wltla wa111 
aad .. t1rla1 11pea101 
-- ·- 4•• -· -----· 
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Tabla 1 (soatlaptf> 

""9 or aid 11,ubllc of lor•• 

Ta1-ba1od ~o.otloa lpeslal laoeatl••• for 
of l1vo1t.e1t1 ... ii- ••d .. dlua-1l11d 

flnu - tea-fr•• l1vo1t­
... , 1llow11011 aad 
••later doproslatloa 
r•t••· A110 ot••r t11 
provl1lo11, 1uoll •• ta1 
•olld•J• ate. 

T11-ba1od ,ro.otloa 
of osport1 

Prowl1lo11 dopead oa 
wtlot••r ~lnu are froo of 
forola• •••r• or aot. 
Aleo, 01,.rt latoa1lt1 
• aajor orltorloa. 

T11-fr10 r111rw11 to tll1 
11t11t of lt. of 11port 
turao?Or la 001v1rtlblo 
ourroacr for 11port 
101101. Ta1-fra1 r111rv11 
for tll• d1w110,..1t of 
for1l11 .. rt1t1 to tll• 
..ouat of lt. 01port tura­
oYOr ,, OOIYOrtlbl• 
ourroaor. T11-froo 
•llowaaoo for a rate of 
3~ of tll1 doproolatloa 
value l11of1r •• a1port 
proo••d• s~ of ta11bl• 
llOOllO. 

Taiwan 

T11 11 ... tlo11 aad d1-
pr10 l1t loa 1llow11011 
11••• flnu ... tlaa 
1peol1l r1tulr ... at1. 
J1oludo1 11paa1toa 
pl1a1, r1pl10 ... at 
plaa1. AllO OUltClllo­
frH \llfOrt Of 
Nolllau. 

lo trade t11 for tll• 
01port 1har1 of total 
turaover. T•1-fr11 
r111rv11 to tll• ..ouat 
of lfo of tll• •r•vlou1 
1•ar•1 11port tura­
over. T•1-fr11 
r111rv11 for a rate of 
1'" of tll• ,uroll••• 001t1 
of for1l1a .. alll101 la 
0110 or for1l1• 11oh••1• 
101101. l1lllbur1 ... nt 
of lllfOrt dutt11 paid 
for 1ood1 r•••lrod for 
ro-11port. 

Tllall•nd tvnl1I• 

11..,t frOll profit t11 lo tafor..tloa. ,_, , .. ,.. ,_,,,, 
01rr1-forw1rd of 101111 • 
Qvloter d1pr1ol1tloa 
r1t11. s-111r t11 
..... tloa 01 11••••••· 
ooao111loa1 1to. Doubll11 
of d1duotlbl1 11pe1111 
for tr111port end 111r11 
••P•ll11. 11..,tloa or 
ll1lvl11 of lllfOrt oll1r111 
for .. 0111111 1to. r .. alr•d 
for •roduotloa. Depend• 
oa 1oa1 11d tJpe of 
•09P••1· 
T11-fr11 allow•••• la 
11rnl111 ta1 for St. 
of ''' 11au1l lnoroa10 
of 11port 1aral111. 
11..,tloa1 frOll taport 
ohar111 for 1ood1 
r1,ulrod l1 oonaaotloa 
wltll 11port1. l1011ptloa 
froa oaport dutl•• aid 
turaower t11. 

11..,tloa frOll trade 
l~oOlll ta1. l1duo1d 
ta111 for 10-11ar 
period. 11-.uoa fr011 
r1at11 ta• for 20 r1ar1 
(1~). 11 ... tlo1 frOll 
lllfOrt ollar111 for 20 
r••r• for 1ood1 r•t•lred 
for •roduotlo1 for 
11,.rt. lo tur1ow1r t11 
for 1 period of 20 r••r• 
for t•• •rooar ... at of 
d01111tlo 1ood1 r1tulr1d 
for •rodaotloa. Alto•• 
t11 •rlrl11111 1r1 
..,,.,.. 11d 1r1 lower 
for 1111 11,.rt-lat1a1I•• 
flru. 

ll!IIS.I.: Cc!wpttltlop Copdltlop1 ap4 pl1tortlop1 gC gowpttltlgp Ip World T11tll1 Trade <rr11tfurt, C11tral Conf1d1r1tlon of 
•--•

1
'- •-~--·-- a.·~-•-~·-·' ...... ~,,~ ft• a ....... _ t••~'- ka~l•• rY and Y. 

i 



- 127 -

tile ai- comatrie• ll•~ la tule 1. ala CIMla. Pd:lstaa. 
"ilippl••· tile ae,.•lic of Kon•. Clliu crai- Prcnrlse•> ... 
'haisia) proYidacl n•sldles for moderaiutloa. Ia most cues. tile 
nHidle• lawolnd credits for tile ,.rcllue of - maclll•Q. 

ror u-.1.. •• part of its lH2-lH6 ecoacmic deftlotmnt 
plu. tile ..,.blic of l'ona pnwideot tile tertlle i ... stq witll • 
moderaiutioa f_. totalliq '36.• alllioa (30 blllioa ..,., . n.se 
f.... ..re to be ••ed to replace asol•te aaclliaeq. partinlarlJ' 
spiui-a aaclll••· witll - ... l,...t. tlleJ' took tile fora of 
eipt-par l_.. at u iaterast rate of I per c•t. 

n. "ilippiae• is takiq .. Yeral -H•n• to nc09rqe tile 
moderalutioa of its tenil• ... clotlliq l ... stri••. tlles• 
lacl... n .. idi&ed capitalizatioa arraq .... ts. special res•l•tioas 
for tile ,._-oc:•r .... t of fonip ezcllaqe. ... 1oaas froa tile State 
DeYelotmnt Buk. World 8aak loaas totalllq $150 aillioa are 
beiq ••ed to fiauce moderaiutioa projects at YerJ' faY011rabl• 
terms. ec.paaies participetiq la epproYed projects .... c011trl­
hte OlllJ' 25 per c•t of tile ianstaeat. bport-orl•~ firms an 
all_. to reta~a pert of tJt,•ir ezport earaiq• for tile ,.rclla•• of 
i.,ortid' .... i• :.eat ... r- -terlab. ria•llJ'. tile State DeYelo~ 
... t Ink proyidH loaas to lUo.r-lateasiYe -11 ... aedi--si&ed 
firas; 14 per cnt of tiles• Ian• beea 1rnted to teztil• ... 
cloUtiq compaaies. 

Tia• aoderaizatioa -•••r•• beiq tat.a bJ' tile otller cCH1atrie• -
Iadia, Pakistu. Clliaa <Taina ProYiace> ... haisia - an siailar 
to tlloH described aboYe. Ia 1neral. tlleJ' iawolYe Ute direct 
participetioa of tile Go•eraant la tile fiauclq of -.deraiutioa 
projects, proYided Yiabl• loaa-tera jobs are crea~. aew &CJ•ipaeat 
is parcllHed aad/or tile project is ezport-orlnted. Ia some 
coaatriH Cladia. for H..,l•>. capacitJ' ezpaadoa projects are 
also sabsldi&ed bJ' tile GoYeraant. 

(b) l•b•idies for tile p!rcllast of i1p1t1 

tlat GoYtraaaat• of Patistu ud rltailud e2b1idize tilt pare~••• 
of r- Mterials. Ia tile caH of Pakhtu. tb• GoHraaaat l• 
dirtctlJ' laYOlYed. It prowidt• credits tltat tfftctiYtlJ red•c• tbe 
co1t of imported raw aaterhll. spec:ificallr cottoa. Ia tilt CHt 
of rltailud 0 tilt a1si1taace is iadirtct. n. GoYtraaaat redh­
coaats comercial but loaas witll aa iattrtst rat• of 6 peC' ceat 
aad coYers U-90 per ceat of tile aaoaat r&CJ•ired for tilt parcltast 
of r- aaterlals. 

<c> 1ob=tr•••ryat1oa 111l1t1ae1 

Iadit tad Patiltaa llAY• created statt-Hpporttd lloldia1 c-­
peal•• to absorb aac011pttltiYt coapaalt• la order to prt•trY• 
jobs. ror .. ..,1,, it lllH beta t1tiaattd tllat tilt Iadha GoYtra­
-•t .... Iliad to absorb aboat llO •DCOllpttitlYt cottOD-tMIYiDI flras 

, <or 21.7 per ctat of tit• couatrr'• 600 l1r1t1t t1:1tlla flru). 
lpeclficallr. tit••• llioldia1 compaait• ••••rt jobs for tile afftcttd 
wrbrs. 
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IJ slaelteriag lateraatioaallr i-fficlaat c-eaalas la on.r 
to HfagHrd -.1..,...t, 19dla aad Paklsua are folla.iag tlae job­
pnsar.atioa strat.e&iH of Fruca, Italr aad tlla Ualted Uagdaa 
ariag tH 1970s. la tlae latter Uar- CCMmtrias, tH strat.esias 
lad to dacll•ill& lateraatioaal compatiti ..... •• aad a daallstlc 
spua -.rel• u affectin prl-te sector uistad siM bJ siM 
wiUa u i-ffectiq ,...lie sector. Ia , ... ral, Ulla qiproadl dis­
crilliaates asai .. t Ulosa c-eaal•• wlllcl des attempt to bece111e 
lateraatioaallf COllP&titln. thJ -•t ca.pate aot oolJ wiUa 
llPlr COllP&titiq c-eaai•• ia fonip ..nets bet also wiUa 
laeaYilJ nbsidi&ed p.blic ccmpuias ia tlla!r dClllesUc ..nets. Ia 
110st ca•••, boUa la Ua• d•••lopacl aad •••lopiag cCMmtri••, a 110n 
affecti" approacll to -i•uialq -.10,...t is aa approacl Uaat is 
&•&rad to nplaciq uti.-ated capacitJ wiUa modara, lataraatioaallr 
c011P&titi" capacitJ, cnplad wiUa asar•Hin .. rteuaa to •zpaad 
esports. Tiles• alteraati•• approaclaes are carreatlJ beiq p.rsaed 
bf coaatries Hell as tlla Rep.bile of Korea, Spaia aad Clliaa <Taina 
ProYiace). 

3. Tu-based iac .. ti-• 

two trpas of tu-based laceati•as are anallr poHlble. lotll 
un beell ased bf Ute aia• coaatrlas listed la table 7. ft• first 
pro•id•• profit or earaiaa• tu raliet, fr .. •••tlr bJ peraittiaa 
esclasioas la tlle deteraiaatioa of tuabla iace111e. Slac• Uah 
iac .. tl•• streqtlaeas Ute capital stock fo~tioa of caepaai•• Uaat 
operate at a profit. it .. , aot Ila•• aa i91pact oa all Ute caepaaies 
tllat are tla tar1at of a ra•tracturiq pr0&r ..... • 

nae ••coed kiad of iaceatin ls tlaa ... ipalatioa of cost­
ralated tasas l••ied oa i.,orts or asports. &sported products are 
relia•ad of cost-related tuas bJ appropriate caepaasatloa. tlah 
_, be cloaa bJ dadactiq Ua!I actual ~•l• of specific tues, bJ 
dadactiaa oaa lllllP-• .. perceataa• froa Uta f iaal product price, or 
bf dadactiaa •arin• 1..,_... percaatar•• accordla& to establlslaad 
prodact prlorltias. 

Olla or botla of tlteH tu-based subsidJ .. asares are Hed bJ 
... , de••loped coaatrie1 to stl .. lata l•••st11eat1 <•·I· tile Ualted 
States Ila• aa la .. 1t11eat tu credit>. asports <•·I· tile laropeaa 
C-altJ laas a las rebate oa uporll>, or botll. nae ala• da•alop­
l•1 CO.Dlrias iacladad la table 1 are DO escaptloa. tlaaJ prOYide a 
wide raa1• of las-based l••••ble•t aad asport pr0110tioa laceati••• 
tllat are fr .. aeatlJ specific to tlae testile aad/or clotlal•& ladH­
trr. Tile la•••tlleat laceatl••• laclade partial or caeplete ••&111>-
tloa froa profit tas•• for a perl~ of ti ... 1•••rallJ foar to tea 
r••r•. or a reductloa la lb• basis of a ........ t tor profit las ,, 
.. aas of tas-fr•• allovaace1 aad tlle r1l1la1 of depreclatloa rat••· 
Ia addltloa, tas-fre• coati•&••cr r•••rY•• aad allowaac•• tbat 
redace profit t•••• are a•ed to 1ti .. 1at• •sports. 

~· IHae of wllicll eaterprh .. •lloulcl 'COD•titata tile tarsal 
1roap will be dhcu11acl la 111>re detail la Hct,loa D.l. 
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Tu -u•n• tllat rechaca coats lacl941e tariff e1:...,tloa• or 
red•ctloaa for imported -clalae~. -terlal l.,.ta. aad auill~ 
•terlala aad aeai-flalalaed prodllcta. u .. 11 •• tile rel-.r•-•t 
of ladlrect clcmeatlc tu••· Ia ..... cues. ••l•• &ad e1:cl•• tua• 
are also eliaiaated. It lau beea eatlmated tlaa' i• Iadla. rlaallaad 
&ad tile Plailippiaea tile ref.actiq of iadirect tuH la snat.er tllu 
tile ori&iaal tuatioa.• 

Of tile cotllltriH &ad areas coaaidered i• table 1. loll& Eoa&. 
tile bP9blic of Iona. Clal•• (Taina Proriace). arasll &ad r.rter 
do aot proyide t.ezt.ile-iachl•~-•peciflc tsz .. u•n•. "'•raa• 
rlaallaact. Iadia. Pakiatu &ad tile Plailipplua clo proride tu 
••nn• to apeclficallr .. co.race tit••• lad•atrl••· Vhll• Boa& 
loll& offer• ao tu-baaed lanatmat or •KPOrt proaotloa •u•rH. 
its f.act-•tal tu atnct.re nco.ras•• IMlalaaH: lt laaa tlaa 
1G1Mat baal•••• ta1: la tile Far last. ao capital &•las ta1:. ao tu­
atloa of diYideada 0 &ad fawo.rabla dapraciatloa r&&alatloaa. 

Tile bpublic of lorea. Claiaa (Taina Prowiace). Brull aDd 
r.rter prowide tu-baaed laceatlwea tlaat are aoaetl-• of a &•••ral 
aatare. la _.icla ca•• tbaJ apply to all ladaatri••· aad 1oaetl•• 
specific. la _.!.ell ca.. tla•J applJ oalJ to tar&•ted ladaatrl••· 
••ell as tlao•• da1lsaated •• ter iadaatrl•• bJ tile bpubllc of lore• 
or "'4>•• deaisaated •• atrateslc iada1trlal braacll•• bJ Clalaa 
<Taina Prowlace). Altlaoa&b tile te1:tll• aDd clotlalaa iada1tri•• of 
tllH• foar co.atria• ltawe aot beea alasled oat u bela& '"b,.. or 
'"•trat.esic'". tile ta1:-ba1ed •HarH tlaat applJ to all lada1trla• 
caa la tla ... alwe1 be ••ite 1l1alficaat. 

Tit• bpublic of lore•. for e1:uipl•. &iYH ... ll aDd Mdl-­
aiucl flma C700 or fewr ...,101•••) iaYHtaeat tu allowaacH of 
•P to 15 per eeat of fil:ed •H•t• aad allows tit- a 50 per caat 
lacr•••• la tile aormal dapreciatioa rat••· ... , teatlle •ad 
clotlaia& fin1a fall vltbla tlail li:r.e cate1or1 aDd 10 caa beaeflt 
directlr. Te1:tlle aad clotlala& fin1a also beaeflt froa &•••ral 
tu-bued ••port promotioa •••arH tlaat laclade tiara• tu-free 
coatl•&••cr ra .. rYH aad 1 special depreciatloa allowaace. Tit• 
coatl•&•DcJ faad1 are to cower ••port ln11e1 Cl per ceat of 
tanower>. dawelopaeat of forel&• aarbt1 (1 per caat rf Hport 
tanower la coawertlbl• carreacr> , aad price flactuatloa• (5 per 
eaat of ••port tunower). Tia• 1pecial depreclatloa -.·1~ac• 
(ta1:-fr•• allowaace of 30 per ceat of tit• aoraal depreciat•,D rate> 
ii prowided .... 50 per cent of tuabl• lacoae ii deriwed froa 
e1:port1. 

Clalaa ('falvH Prowlaca> allo prowldH &•••ral iDYHtaeot aad 
••port promotloa tu-b11ed MHure1. ror capacitr HP•Hioa 
lowa1taeot1. for ••..,l•, coapaale1 racalY• a four-rear t•• ••...­
tloa or a 1peclal dapreclatloo allowaoce. Alao, e1:port1 are 
eocoaraaed bJ prowldlo& t••-••..,t coati•&••cr fuod1, tile relm-

-XrHH•tlgal CorHrttlOH lo 
1od C1otblp1 lpdp1trl•1 (Ualted 
Ito. 1.17.11.A.Jl). 

tll• ltp=Wlfl• r11tr11. 
••tloo1 publicat~oa, 

THtlla 
lalH 
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b.ar•-•t of c••toms d•ti•• and tbe red•ction of tues oa ezport­
geaerated iac.- (a 2 per ceat redaction la tb• tuabl• lac.- of 
ezportiog <ClllfUli•• that ... t. aot, h01Nwer, esceed 25 per ceat. of 
ezport proceeds). FiaallJ, firm- ... ratiog ia czport-proce11iag 
&o••• receiY• a fiY•-J•ar tu es• · '··, do aot paJ 1ale1 or esche 
tase1 and .are es..,t froa c••tcmi. 7 .tie• and import chargH for 
.. chiaerr and rav .. terial1 r .. •ired tor prod•ction. 

In general, tu incentiY•• hew. proYed to be ••cce11ful in 
cOllbination with other trpe1 of -a••r••· Th• Repgblic of lorH, 
whose testile policie1 will be reYieved in 110re detail in 1ection 
B.5, va1 1•cce11ful in enco•ragiag it• testile and clot.bing 
companie1 to become ezport-oriented. It did thi1 through the 
careful application of tariffs, general tas allowances and branch-
1pecific 90deraization a11i1t.ance. 

4. Aasiliarr 1erYice1 

Until recentlJ, aasiliarr 1erYice1 generallJ referred to 
R and D actiYitie1 a11ociated with the deYelo(lllent of •- tea:tile 
and clothing prod11ct1, 111cb a1 new fibre1, new fibre blend1 and aev 
.. aaf,ct.uring proce11e1 and technique• lo improYe productiYitJ, 
product q•alit.J etc. TodaJ, hOINYer, ausiliarf 1erYice1 al10 
embrace the develO(llleDt of .. rtet and .. rtetiag-related activities 
and lin'ts, such •• the deYelo(llleDt of international contact.I with 
111b-contractor1 and barer groap1, licen1ing, fa1hioa and de1iga, 
da.e1tic and foreign .. rtet 1tadie1, and training progra ... 1. 

In the pa1t, 1101t g0Yerm1&nt and iadu1tr1 attention foc111ed on 
the production a1pect1 of fabric1, thread• and clothing. Tod•J, it 
h iacrea1iaglJ apparent that fa1hioa, de1iga and fabric cOllbha­
tioDI are .. important H price and product quali t.J. Belgiua and 
Spain, wbich will be treated 11 case studies in section 3, are good 
enmplH of developed countriH that. have esplicitlJ incorporated 
th••• 11pect1 into their t.estile plans. Developing couatrie1, too, 
particalarlJ advanced deYelopiag countries, are pafiag 11e>ra and 
110re attention to thHa Hpectl. Ona Hample h the Republic of 
lorea, wbose rHtructuriag progr.... will be aaalr••d in 110re 
detail in the following section. All three countries have included 
in their tast.ile and clothing restructuring plaa1 progr .... 1 
designed to 1ti1111late <•> fashion and design activities, <b> .. rket. 
and •rlteting 1ervicH and (e) countrJ and brand i .. ga pr0110tion 
activities. Tb•J have also created non-profit in1t.itution1 to 
aclainhter their rHtruct.uriog progr .... 1. H well 11 centrH for 
rHearch and davelop11ent, c~rcial activltiH and production and 
.... g ... ot training. 

5. Case 1tud1; the Btpublie of ~oraa• 

ChangH in the regulations governing international trade in 
t.astile1 and clot.biog, the ... rgenca of lover-co1t tastlle and 

*Tbli 1ectlon i• based on llooo-lbln Hong, "The test.Ile 
lndustrf in tbe Republic of lo:aa; probl... and prospect•", en 
unpubli1hed report p~aparad for UllIDO, fabru•rJ 1916. 
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clotlaiag iad••tri•• ia otber tlaird 9'0rld coaatri••· aad tbe ••cc••• 
of tlaeir °"'8 iad••trializatioa progr .... • baYe caa•ed ••Yeral 
adwaaced teirtile-ezportiag ccnaatri•• to lo•• tlaeir comparatiY• 
adwaatage in certain product li•••· tit• Republic of lorea h no 
eirceptioa. Its teirtile aad clotbiag ezport• increa•ed fcnarfold 
bet.ea 1973 ud 1910. nile tile People•• Republic of Claina 
iacrea•ed it• teirtile ezports 11-fold aad ?laailaad. Singapore ud 
Balapia •ur tbeir ezports rh• br 100 per ceat in tile •­
period. Vage• la tbe ASIAll area aad tbe People•• Republic of Claiaa 
are eirpected to r ... ia lOWllr tlaaa in tbe Republic of lorea for •Olla 
ti.8e to cOlle. so tbe llOderaization of the iadustrr h a bigb­
prioritr h•••· 

(a) Rationalization and llOderaizatioa 

Ia re•po••• to tbe aev trading eaYiro ... at tb•~ bad deYeloped 
br tbe late 1970•. tbe GoYe~at of tbe Repabli,. of lorea •ougbt 
new poller approacbH aad iHt~•t• to facilitate tbe required 
llOderaizatioa. ?lae tar objectiYe• of tbi• effort are tbe ... 1g ... -
tioa of •-rous inefficient production uait• into larger. more 
efficient unit• to acbi•Ye econoaie• of sc•l•. redire~tion of 
inYHt.eat towards tbe dreiag and flahbiag subHctor•, increased 
replac ... at iDY••t.e•t. and tbe introduction of production .. tbod• 
tbat are more tecbaologJ- and capital-iateasiYe. ID tbe past, tbe 
Republic of lorea•s large-scale aa•• prodactioa wa• tailored to tbe 
need• of tbe larger foreign wbolesaler• wbo boagbt in bag• quanti­
ties. Under tbe new •r•t .. , large fil'llS will concentrate oa 
deYeloplag sopbi•ticated r•n• and fabrics requiring large inYeat­
.. ats; general trading ce111pani•• will deYote tb ... alY•• to aartat­
ing; aad 811&11 ce111paaie• will •••- tb• ta•t of garment production. 
Ivan garMat-aatar•, bC11Mver, are inYestlng beaYilr in labour­
•avlng .. cbl••• and equlP119nt, •ucb a• aut011&tic cutting .. cblnes, 
•pecl•l-purpo•• •ewing aacbi•••· autoaatic ironing devices ••' 
autoaatlc fu•ing .. cbin••· 

nae poller frUMWOrt under wbicb tbe Gover ... at supports the 
re•tructurlag of tbe teirtlle indastrr i• taowa •• tbe Basic 
llodernl&atloa Plan for Testll• Indu1trle1. Introdaced in 1910, it 
ii ba1ed oa tbe Law for tb• lloderal&atioa of tb• Testile Indus­
triH, enacted la 1979. ftil law giYH the KinhtrJ of Trade and 
IDdu1tr1 a tar role la prOllOtlng the iadu1tr1. AD laportant 1ource 
of financial 1upport to the iada1try ba1 been tke Tastile Iadu1trr 
lloderal&atloa ruad, wblcb wa1 aadC11Md with a total of •36.4 ailllon 
(30 billion woa). Betw.aa 1911 aad 1914, tbe rund provided 
•19.4 alllloa (16 billion tft>D) ta loaa1 to belp coapanla1 llOderal&e 
tbelr tastlla plaat1. tit• fund draws lt• fiaaaclal ra1ourca1 
equallJ froa private aad gover ... at 1actor1. Tastil• coapaale1 caa 
borrow froa the ruad at iatara1t rate• of 6-1 per cant, witb aaturi­
tia1 r1aglag froa five to algbt J•ar1. 

Ia addition to tbl1 braacb-1peclflc fund, testlla and clotbiaf 
coapanlH beaaflt froa tbe Govar ... at'• efforts to u1ht ... 11.r 
coapaalH tbrougb 1ub1ldl&ed prlorltJ loan1 for llOderalutlon and 
tbrougb gradual cban1•• la tbe esport r'1t .. , fr.oa esport quota• to 
1trataglH favouring ... 11ar antarprilH. ,..11 and .. dl1111-llze 
anterprl••• of all lndu1trlal brancba• can borrow up to v 300 all-
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lioa at 9 per ceat iaterHt fraa tbe S..ll aad llediaa BusiaeH 
Prcmotioa had, witb repa,..at periods of up to eigbt rears 
(capital fuad1) aad tbr .. rears (operatiag fuad1). So far, a total 
of W 16 billioL bas beea loaaed to testile aill•, accouatiag for 
19 per ceat of all tbe loaa1 out1taadiag fraa tbe Faad. Testile 
coapmaie1 also gala fraa gaDeral tas beDefita prowided to induatrr 
tbrCMllla warioua tas iaceatlwe 1cb ... 1, iDcluding tas es..,tioD• or 
redectioa1 (e.g. tas reduction• OD paid diwidend1 aDd es..,tioD of 
d11tie1 oa imported raw .. teriall); iDcaae tu deduction• (e.g. on 
•-ru-aawiag aad I aad D iDYHU.nt>; depreciation allowances 
(e.g. 20 per cent eaban~ed depreciation OD .. cbiaerr aad 100 per 
ceat write-off OD eneru-aawiag iDve1t.ent>; and 1011 treatment of 
contingencr funds (e.g. I and D failure• aad esport 101se1). 

(b) Proaotion of research f!d dewelo,..nt 

Ia tbe past, tbe Republic of lorea va1 aa exporter of lov­
•ualitr testile products, but a concerted effort iii being -de to 
dewelop new aad bigber-walue-added products and to f iad new niches 
in tbe international testile .. rltet. Tb• countrr ia proaoting 
I aad D to support tbe moYe fraa bigb-wolUM production to bigb­
nlue-added products. It gawe $20.6 aillion CW 17 billion) in 
loaas to I and D project• of textile companies between 1976 and 
1913. Tbe most actiwe participants in I and D are tbe .. nufactu­
rer1 of .aD-11&de fibres, wbo focus on fibre• vitb properties 1iai­
lar 'o tboH of natural products like cotton, sillt •ad wool. Tb• 
large IJDtbetic fibre producer• bawe developed rarn1 aucb as 
tbiclt-aad-tbin r•rD <TTY>, bigb-ela1tic rarn, miodified-cro!s-
1ectioa ram, 1uper-1111lti-rarn, moisture-absorbent fil ... at and 
fiae-denier r•rn. 

(c) D!v•lop!l!pt of aev de1lga1 aad faabion 

Tb• CowerDMat. aad industrr bave started to co-operate ia 
addre11ing t.ba two v.alte1t lialts la the iadustrr's drive for 
bigbar-walue-added products, i.e. tba dreing and design Hpi&nts. 
To upgrade tbe draiag sagaM1at, tbe lllahtrr of Tuda and Iadu1trJ 
bH laducad drer1 to llOH iato industrial caaplases establilbed 
witb CoverDMnt fuadlag. Praseatlr, tbere are two lndu1trlal coa­
plHH for draing, boating 120 firat. Another complez if under 
construction ia Pu1&a. Under tbe proaotion plan, the Republic of 
lore•' s dreing tecbaologr wH espected to have aat.cbed that of 
adwaaced eountries br 1917. 

Kear activities bave been initiated t.o develop tbe skills 
recJuired to create better fa1bions. CurrantlJ, designers wbo bave 
studied over•••• are leading tba industrr. To facilitate the 
latroductioa of foreiga fa1blon1 aad tbarebr 1tiaulate daae1tic 
de1lga actlwltle1, tbe Govar ... nt ba1 ravi1ed 1everal regulation•. 
otber actlvltle1 laclude tbe opealag of new faJbion design 1cbpol1; 
e1tabll1ba9nt of 1i1tar relatloa1bip1 with foreign fashion 1cbool1; 
1pon1or1bip of lateraatloaal fa1blon fair•; aad increa1ed partlci­
patloa la iateraatlonal fa1bloa 1bov1. 
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(d) llanage11ent of tbe ezternal sector 

Given tbe bigb degree to wbicb tbe ecODa.J' 9f tbe Republic of 
lorea is oriented outward•, 1111nage11ent of tbe ezternal sector is a 
prioritJ. leJ tasks are to secure tbe supplJ of raw aaterial• and 
to diversifJ ezport aartets. The couatrJ'• teztil• industrr 
depends beavilJ on imported aaterials sucb as raw cotton and wool, 
and it ill(IOrts 60 per cent of its cb•ical fibres, ll&Jting tbe 
Republit of lorea•s teztile prices bigblJ sensltiYe to fluctuations 
ia M>rld prices. The Goyenment is curreDtlJ taltlag HYeral 
measures to secure a reliable and ti•lJ supplJ of teztlle r­
aaterials. n.ese include financial aHhtance for tbe import of 
raw aaterials (e.g. raw cotton>; tbe reduction of i11pe>rt duties 
(e.g. wool); guaranteed supplf at tbe current world aartet price 
(e.g. •JDlbetic fibre•>• policies to stabilize tbe prices of iater­
aediate aaterials (e.g. purcbase pool and inYeatorf build-up); taz 
incentives (e.g. a reduced consumption taz on band-made products 
and carpets> . 

Ezports of tbe counlrJ'• teztile industrJ are concentrated in 
a verr few markets. For instanr.e, tbe United States and .Japan 
account for 110re tban 40 per cent of total teztile ezports, ll&Jting 
tbe industrf particularlf vulnerable to trade restrictions i11pe>sed 
bJ those ~ountries. Tiius, both Gover ... nt and industrr ~re 

911Phasizing the development of new aartets. IndustrJ is switching 
its .. rteting efforts to non-quota areas, such •• tbe Biddle East, 
South .Aaerica, Africa and Soutb-Eaet Alia. Thh diversification 
effort is c011pl ... ated bJ tbe development and production of prod­
ucts not subject to import quotas (e.g. silk products>. tbe initia­
tion of joint-venture projects witb non-qwoot& countries, and tbe 
direct participation of teztile CCJllPanies in tbe distribution 
s1stea of iaporting countries, tbrougb tbe opening-up of self­
operated retail and wholesale stores. Tbe Cover ... at provide• a 
varietJ of supports for sucb overseas aarketing activities bJ tbe 
countr1's tutile COllP&nies. Finallf, tbe s1st• of uport-quota 
allocation, which gives prioritJ to tbe filling of quotas for 
high-value-added iteas, is belpicg to diver1ifJ tbe ezport basket. 

(e) Institutional fr..,wort 

Under ~be Law for tbe llodernizatlon of tbe Teztlle Indu1trles, 
tbe lorea Federation of Teztile Industries (IOFOTI), a non-profit 
org•ni&ation repreHnting tbe countrJ' s tntlle industries at hoae 
and .broad, ls the principal 1tatutor1 eotitJ for carrflng out tbe 
aodernlzation aad development of the•• lndu1trles. IOFOTI operates 
the rund for the llodernization of Teztile Indu1tries, to wbicb both 
the Governaent and the inJustri•• contribute. It carrle1 out aaDJ 
activities in connection with this Fund, lllODI th .. tbe following: 

<•> It fontUlates long-tera plans for tbe structural iaprove­
aent of the tntile lndustrJ and prOllOtH tbe replac ... nt of out­
dated testile facilities; 

(b) It. prOllOtH the development of oew and better tntile 
aaterlals and clothing design1 and it fo1ter1 the dJeln1 lndu1tr1: 
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Cc> It reinforces R and D in teztile teclanolo17 and promotes 
the introduction of new technology and the training of tecbniciana; 

(d) It co-operates with KOFOTI"s oYeraeaa counterparts bJ 
seeking to deY-:ilop teztile trade. diapatcbing tHtile aiaaioaa 
abroad. receiYiag foreign teztile aiaaiona in the Republic of 
lorea. holding and participating in iatenaational aeetinga. fairs. 
ezbibition1 etc.; 

(e) It proYides aerYice1 and inforaation concenaing domiestlc 
and lntenaational deYeloP119Dt of te~tile industries through Yariou1 
research actiYitiea. coaYeniag of •-iaar1 and lectures and otber 
aeaa1; 

(f) It c-nlcatea the Yiev of the ladastrr oa Yarioua 
issues to the GoYer ... at. and recC1111aenda policJ in the latereat1 of 
the indastrJ. 

C. teztile DOliciea of iadastriali&ed countries: 
reatnacturiag to aeet low-coat CC!!p!tltion 

In reapoaae to -rcing low-cost competition from deYeloping 
C.;)UDtrie1 0 GoYeniaeata la deYeloped couatriea baYe used a wide 
range of policr inat~ata to support a reatracturiag of tbe 
ladustrJ. Ia proYidiD& aa oYerYiev of these policies. this section 
focaaea on iad01atrial policies and for the aoat part passes ower 
the c011ples fraaework of re1ulation1 cowerniag lnteraatloaal 
trade. (trade policies are. h-Y•r, occasloaallJ referred to 
because la aoat countries theJ are a 1upportla& or lialting 
fraaework of iadastrial poller. and la ,_. couatrles tbeJ ewea 
r11place it.> 

1. Polic1 orientations f!d iaatrameata• 

rroa the earlr 19SOa aatil aboat 1970, pablic lnterYention in 
aost laropean countries was confined to goYernaeut support for 
industrial develo(lll8nt pro1r-• of a general nature. and to the 
conclusion of orderlJ urketln1 arran1-•t1 to control tbe leYel 
of i11POrt1, first froa Japan and later froa the developln1 coun­
tries. lscept la the caae of Japan, wblch was forced to reduce 
capacltJ la IOlle of its aost sensltiYe sectors, the period was one 
of 1eaeral espansion. lloreower, there 119re 1l1alficant opportuni­
ties la other ladustries to absorb _,10,..at lo11es la decllnin1 
sectors of tbe clotbln& lndustrJ. 

BetlMea 1970 and 197S, bOINYer, conditloDI cban1ed drastl­
callJ. Growth in d ... nd for testlle1 and clothing stabilized or 

•Inforutlon presented in tbi1 section on testile lndustrf 
pro1r-• pursued bf OICD llellber ltate1 ls based on Benoit 
8ou11 ... rt, "L' ajust-•t structural daDI la dlllire testlle", a 
report prepared for tbe OICD (Paris, 1986), and on JUr1ea vt ... aa, 
"lelectiYe pro~ectloal111 aad structural adju1t..at" (Berlin, Cerun 
DeveloP119at Ia1tltute, 1983). 
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•-• dec:liaed. ud at tla• s- ti- tile scope ud iateaaitJ of 
import ca.petition iacreaaed. To cope vitla tlaia. tlae go-~ats 
of iadHtriali&ed cOt1Dtries resorted to • wide raage of iadastrial 
policiH. accordiag to tlaeir aaderlriag political plailosoplaies. 
BroadlJ. tile tertile ud clotlaiag iadHtriH ia iadastriali&ed 
cCMUltries beaefited froa tlae followiag: 

<•> General iadastrial iaceati-s. wbicll W9re beiag provided 
to all iadastrial bruclles; 

(b) Special iaceati-s to promote de-10,..at ia stractarallJ 
less de-loped regioas; 

(c) Brucll-specific iace•ti-s. aiaiag at rHtractariag and 
revitali&iag tile tertile ud clotbiag iada1trie1. 

A general overview of policJ ia1t~ats ia tb••• tbr .. 
categories ii provided ia table I. It 1boald be noted tlaat tla• 
liae bet-• geaeral. regioaal ud braacb-speclfic iaceativH is 
aot .i-rs clear-cat. legioaal iaceativ•• bave ... , of tbe s ... 
effects as brucb-specific inceatives ia cases wb•r• tbe braacbH 
are coaceatrated in - or, tbrougb tbese iaceatives, attracted to -
specific regioas. Also, Hveral of tbe geaeral iauatives listed 
ia table I (or special teraa of sucb iaceativ••> bave beea gruted 
oa • braacb-specific basis oalJ. Braacb-1pecific iaceatives ba.e 
beea offered either ad boc or in tbe fraaewort of comprebeasi.e 
"te:a:t il• plus". 

Tb• -i• differences betften tb•H policiH and tbe policiH 
applied bJ developing countries, wbicb W9re 1U1111&rized in table 7, 
are tbe formers• ..,basis oa research and develo,..at. tbe 
collection and di11eainatioa of -rtet inforaation aad lb• training 
of worters. While developiag coaatries bave not complet•lJ neglec­
ted tbeH acthlties, tb•J ba.e, vitb few u:ceptioas, paid less 
attention to tbea. 

In lb• llC, c~n testile aad clotblag policies bave geae­
r•llJ beea coafiaed to tbe •r•• of trade poller (in tbe framework 
of tbe various ••tensions of tbe .,.A>; an esception was tbe brancb-
1pecific allocation of 3.9 aillion ICU (approsiaatelf ••.5 aillion> 
in connection vitb tbe llC progr.... to promote research and 
develo,..at. Rowver, tbe testil• iadu1tr1'1 sbare in funds 
provided bJ tbe llC reaaiaed ... 11, and tbe C0111i11ion of tbe 
laropean Collllunitie1 even intervened in various c•••• •&•inst 
specific incentives contained in tbe support 1cb ... 1 of aeaber 
States. Tbe Coveraaents of 1011e llC aeaber States, 1ucb •• 
lelgi•, tbe federal .,_.,abllc of GeraanJ, France, ltalJ and tbe 
.. tberlands give aign~tlcant support to tbe I and D activltlH of 
tbelr testlle iadu•tries (botb individual and joint enterprises). 

Allong llC coantries, tbe least lnterventlonlst re1poa1e to the 
probl ... of tbe testlle aad clotbiag ind111trie1 vaa that glvea bJ 
tbe federal Republic of GeraanJ, wblcb opted not to applJ brancb-
1peclflc policies. Inn bare, bowver, tbe rHtructurlng of the 
two lndu1trlal branches va1 not completelf left to tbe free pl•J of 
11&'.rtet forces: testll• and clothing entarprl••• w.re protected 



Objective 

lllproH tbe 
fuactloala1 
of aarket1 

Iaflueace 
re1ource 
allocatloa 

le1tructure 
aad .oderal&e 
tb• ladu1tr1 

lelleve 
ca.peti t lv• 
prHIUrH 

Table I. Cla11lflcatloa of pollcJ la1tr111Mat1 aad pro1r .... 1 provided to 
tbe te1tlle aad clotbla1 ladu1trle1 of developla1 countrl•• 

Geaeral ladu1trl1l 
dev.io.-.at 

Ca.petltloa aad aatl-tru1t 
pollciH 

le1ul1tor1 eavlro ... at 
•atloaal lav11tmeat1 la 

lafra1tructure 

Iac1atlve1 for ladu1trl•l 
r•••arcb aad devalo.-.at 

Accelerated depreclatloa 
all-DCfll 

Labour tralala1 1cb ... 1 

Ceaeral .. r1er :-ollc1 
Iave1tmeat aad dlvldead 

tu pollc1 
larlJ retlr ... at aad 

aborter worklaa week 
letr1lala1 aad relocatloa 

1r1at1 

Dlplo,..at 1ub1ldle1 
I•~••tmeat 1r1at1 tled to 

911Plosaieat aalnteaaace 
Coapetltlve devaluatloa 

Poller and oroar .... orleatatloa 

le1loaal d1v110.-.at 

lllprov ... nt of tbe lnfra-
1tructure aad otber b11lc 
1ervlce1 

le110val or reductloa of 
co1t dl11dvaata1•• 

Iava1tmeat 1raat1 •ad 
coace11loa1 

Pl1cal advaata1e1 
llobllltJ aad tralnl•I 

1raat1 

Added laceatlve1 for reloca­
tloa of facllltlet 

l1eaptloa1 frCMI crl1l1 
.. 11ure1 appllcable e11e­
wllere 

IacOlle ulnteaaac• 1che .. 1 
Support for coatlaulaa vase 

dlfferenthll 

lraacb-1peolflc .. a1ure1 

lpon1or1blp for tbe oollectloa 
aad dl11 .. laatloa of lnfor-
utloa 

PrClllOtloa of Jolat lndu1tr1 
ra1earcb aad productlvltJ 
oaatr•• 

lub1ldle1 aad 1pecl1l 1raat1 
for ra1aarcb aad develo.-.at 

Govar11111at proour ... at 1cb ... 1 
Def Hee 1pead 1111 
Labour tralnla1 1cb ... 1 

Stat• owaar1hlp aad ratloaal­
l&atloa 

CapacltJ reductloa 1ob ... 1 
PrC1110tloa of .. r1•r1 and 

takeovers 

Trade protectloa 
creatloa of crl1l1 cartel• 
Wa11 aad .. ,10,..nt free111 
lllplo,..nt 1ub1ldle1, lave1t-
.. nt 1r1at1 

li!IIs!.: Adapted froa Jo•' de la Torre, Clotblp1-Ipdu1tr1 Afiuitwtnt ln Rtv•lpptd Coun\Lfa11, Tb ... • 
11111 •o. 31 (Loadoa, Trade Pollc1 le1earcb Ceatre, 1914), p. 7. 

~ 
w .. 
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agaiaat extenaal competitio• fraa denlopiag coaatrl•• tbroagb 
trade reatrlctlona Degotiated bJ' tb• EEC aad tb•J' al•o beaefited 
algaificutlJ' fraa regloaal denlopmaat progr-•. For iHtnce, 
la 1979, 19ao. 19a2 ud 1984, ianst.eat sabaldlH or sabsidi&ed 
lous receiYad bJ' tbe teztil• ladastr,. aader regloaal deyelopmaat 
sell ... • accoaated for 9.4 per ceat, 7.5 per ceat, a.a per ceat aad 
9.5 per ceat of tb• ladastr,.•• laYestlleat la tbo•• J'•ars.• 

lilllereas tbe sapport giYea to textile eaterprl••• ia tile 
Federal lepablic of GerllUIJ' was aot liaited to tlais brncb ud was 
la priaciple applicable to all iada•trial eaterprhH. otber IEC 
coaatri•• ~id applJ' braacb-specific laceatiYas. As •• ex911ple. tb• 
U.lted l.1agdoa iapl ... ated a £20 aillioa Wool Plaa ia tile earlJ' 
1970• ud a £20 aillioa Clotbiag IadastrJ' Seta... bet-• 1975 aad 
1977; it iateaded ia l9a4 to iastltate a £20 aillioa scta ... to 
mH!enai&e ... 11- aad aedi--•cal• eaterprhH, bat tbe C~issioa 
of tbe 111ropeaa ~aitie• iaterYened agaia•t tbi• •cbeae. 

Ia ItalJ', ••b•idized inYestlleat loan• baYe been granted since 
1971. aao •ince 197a State loan• or loan gaarantee• bave been 
proYided for tile restructuring of tile iadu•trJ'. IYen aore 
iaportaat, tbere bas been tbe direct inyo!Yeaeat of tbe State 
tbrougb poblic enterprhH, partlcularlJ' in tile aaa .... d• fibres 
Hgaeat. Tbh iaYolYeaeat bad a positiYe iapact on dowa•trem 
••cae•t• of tile coaples, wbicb benefited froa interaediat• input• 
at faYOurable prices. Ia tile late 1970s, tile Italian State 
financed the accuaulated deficit of lloatefibre. Tbrougb lute 
•azioaale Idrocarboru. tile State holding coapaDJ', the State con­
trols the couatrJ''• largHt textile coapaDJ' CLaaeroHi); it also 
secured tile •urYival of aaaJ' aargiaal textile aill• througll 
Ge•tioai • Participazioae Iadu•triale CGIPI).•• 

It h not oDlJ' in ItalJ' that public eaterpriH• have been 
iaportaat to tbe textile iadustrJ'. In France the lh6ne-Poulenc 
group wa• nationalized and in the •etherland• in 1979 eight textile 
aill• accounting for 90 per cent of tbe countrJ''• production 
capacitJ wre Mrged into a holding la which the public share va• 
49 per cent. 

Flaaacial laceatlvH haH also been offered to tbe textile ia­
du•tr1 bJ iadu•trlalized couatrie• tbat are not Maber• of tbe llC. 
For instance, •orva1 supported inve•blent la aev aachiaer1 froa 
1971 to l~a2 and Canada iapl ... ated a progr .... of Scan 250 alllioa 
CapproxiaatelJ' S195 alllloa> in 191l-19a6; la tbe United States, 

•?be textile industriH of Finland and l:pain al•o benefited 
froa regional development sch ... s. 

••OIPI ls a public financing coapan1 whose aia i• the financial 
rHtructurlng of troubled private coapaniH to ensure tbelr 
survival. OIPI VH intended to becoae involved la thHe 
trouble-shooting as•ignaents onlJ on a short-tera basis, but 
political pre•sure to aalntaln eaploJD9nt has aeant that its 
lnvolv ... nt often a.ounts to peraaneat State participation. 
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519 clotlaiD& aad 71 teztile eaterpri•e• .... filed bet..ea 1975 aad 
1912 frca adjust.eat .. pport i• lle fr.wort of federal trade 
lqislatioa. 

illlosp lle _a .. rH (Mlr .. ed bJ llHe c09atrles .. re more 
braac'-•l*Cific tlau llose (Mlr .. ed bJ tbe Federal lteP9blic of 
Get8UJ. lleJ did aot constit•t• camprelaHs\n progr-• for 
.. ure teztile-clollia& camplues. sacla as .. re illpl-•ted bJ 
lel&i-. Fraace. tile .. thrlaads. Portqal aacl Spaia. ft• te:a:tile 
plus of llese fin cot1atri•• geaerallJ did llree ilia&•: 

(a) S(MICified iadHtrJ-vide restnctaria& objectins based oa 
a camprelaeasin asse•-•t of lle iad••trr•s stat••· denlo..-at 
potential aad resoarces; 

(b) ProW'lded fiaaacial sapport to campules to re-stablislll 
tile fiaucial W'iabilitJ of enterprise• ("Hlaac-slaeet restnactv­
ia&•>. to moderaize eci•i(l99Dt aad adapt tile prodact ai:a: to claaaged 
aartet reciair ... ats (•teclaaological aad prodact-ei:a: restractar­
. "g•). ud cllaa&•• la campuJ stractare aad teclaaologJ coashteat 
will ll• aW'ailable laboar force; 

(c) !stablhlaed aev iastitatioaal arr911&-ats wlaerebJ tbe 
aaia agaats co-operated la ~la• iapl ... atatioa of tile plaa aad/or 
tile moaitoriag of its progress. 

ne fact tlaat tile iapact of tlaese claugas oa tile iadustrr•s 
labour force laad beea considered beforelaaad taraed out to be a ter 
factor ia tile succeH of restracturiag pro1r-s. Fir•t • 
.oderalzatioa la tile te:a:tile lada•trie• of iadastrlalized couatrle• 
laH a scale effect. reduclag la ab•olute terms labo•r recialre­
-•t•. Ia re•po••• to till• reductloa. W'arlou• coaatrl•• sab•ldlzed 
tile reallocatloa of laboar to otlaer ladustrlal braacb•• (tbroagb 
traialag graat... for lHtaace> or prowlded earlJ retlr-•t beae­
flt•. Secoad. tb• ••e of aev .. eblaerr aa•t be aa:a:lal&ed. reciulr­
iag labour legl•latloa tbat l• 110r• fle:a:ibl• la tile .. tter of algbt 
aad -•tead wortlag boar•. ftird. tbe bigb laW"e•i-at cost of aev 
teebaologle• call• for tbem to be operated optl .. llJ. tbat ls. witb 
a reduced laboar force. Ia response to tbh. goW'etameat• ••bsl­
di&ed laboar •tudlH at tbe •bop floor leW'el to laproH wort 
orgaalzatloa and .. terlal flOW9. 

ne ae:a:t two ••etloa• reW'lev tbe ter el ... at• aad lastr1111e•t• 
of rHtrueturlag plaa• lapl ... ated bJ ladHtrlali&ed eoaatrlH la 
110r• detail. HlDg .. HaaplH tb• te:a:tlle plaH of lel&l- aad 
lpah. fte Hperlenee Of lelgl• is iaterHtiag aot ODlJ beeaaH 
it wa• ••rr •uec•••ful. bat al•o beeau•• it e:a:..,llfles tbe l••••• 
tlaat -r• laportaat la otber ladu•trlall&ed eouatrles.• Tiie 
e:a:perlenee of lpala is laterHtlag because tbat couatrr tnlfl•• 
tbe te:a:tlle-e:a:portlag .. dlterraaeaa couatrl•• tlaat will be eompe~lag 
stroaglJ vltla Aslaa aad Latia Aaerleaa e1port•r•. lpaia'• ladu•trJ 

•Ia fact, lelglua•• approacb va• verr •lallar to tbat of 
rraace. 
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is ..-r creat pre•nre to adJ••t la tile face of e ... tltloa fraa 
otller l ... •triallnd eoatri.. foll-tac its .. tq iato tile llC. 
Ia till• ...... Speai•• lact.•trJ" l• la a posltloa .. c• lite tllat of 
l ... •tri.. la denloplac eoatrl••· were con~ts un tat.a 
(or an eoasideriac taklac> ..... re. to u .. rallu tllelr trade 
rial-.• ud to ezpose tllelr l ... •trJ' to more eateraal e ... tltloa. 
n. S,..hl ea•• .,.. elo•- to eumpllfJ re•trwcblrla& pncr-• 
tllat cu llelp l ... •trJ' edJ••t to a aew e ... tltln .. .-l~t. 

2. CUe •t!!lt: tile ltl&ly tgtilt ply• 

Trollbled t>r u aceeleratlac deell• la tertil• ud elotllla& 
... 10,...t, a loH of mrt-st ••are ia tile llC, ud tile buknpter 
or wol-t&E'J' eloslac of a laqe a...,r of tertil• ud elotlllac 
ca.pule•, tile ltl&iu Gon~t deelad la 1971 to laternae la 
u attmpt to (a) •tablllu ... 10,...t ud (b) reYltallze tJae 
e ... tltiYU••• of tilt•• l ... atrle•, at le .. t wltllla tile llC. 

(a) Ia•tlt•tioaal fr.....,rt 

To deYelop approprl&te pollel•• alld prosr-•, a tripartite 
ee11111itt.. .,.. establlsled eoaslstlac of repr•••atatl.-es fraa 
c:o-~t. ...101.:ra• aHoelatloa• ud labotlr oqulutloas. TH 
restnct•rlac propoHb de.-eloped bJ tills ce11111ltt .. -r• baaed oa 
tilt re .. lts of lar&•-•cale ladHtrr •t•dlH eadertatea bJ tbr .. 
eoa••ltiac firms. 

Oil tbe bHh of tile CC11111ltt .. •• eoa•lderatloa of t•• rec~ 
ll&Ddatloa of tbe coa••ltiac firms, tbe CO.acll of Blalater• 
fon111lated a reatnet•riac pl•• tbat .,.. approYed bJ tb• CCllllliasioa 
of tbt hropaH C:O-altl•• oa 11 lloYellber 1911... Tia! pri8uy 
objectiY• of tbe plaa was to atabiliu ..,10,..at at aboat "100,000 
cC11111erclallJ J••tlfied job• l• a llOdenind ud c ... tltlye testll• 
aad coafeetioa aeetor bJ 1915". 

A dechioa atnetnt iDYOlYlD& two lHtltatioaa waa pot la 
place to 1_,1 ... at tbe plaa. Fir•t, tilt taatlt•te for Ttstllea aad 
Coafeetloa of ltl&l- <ITCI), a tripartite (GoYe~at, -.1orera 
aad laboar) aoa-profit orcaalzatioa, was created to Yerlfr tbat tl• 
pbilosopbJ of tle plaa .,.. "l•& edlered to, aad to racein &ad 
aaalJH tbe reqaHt• for Hal&taace. It wa• also r .. poaslble for 
1.,1 ... atiac tbe •••illarr aer.-lce ••cmeat of tb• pl••· ltcoad, a 
pobllC bOldlD& CClllP&DJ, tbt •atioaal C:0.,.DJ for FlHDelD& aad 
l!•tractarl•& of •atioaal ltctora c-.>, rtctlYed ITCl-apprned 
req~••t• aad eltb•r ratified or dlaapp~oyed tb... Dlaapprned 
req .. •t• .,.r, ••llllltted for arbltratloa to tb• •latater of rlaaac• 

-rial• ••ctloa ls ba1ad oa VlllJ a..boer, "Tia• ra1tract•rla1 of 
tb• testile iadHtrr la ltl&i• - a .. cc&11 •torr", aapoblhbed 
report prepared for UIJIDO, lloYeaber 1915. 

••llC ll&llber ltate1 are la prlaclpl• obll&•d to aotlfJ aad 1•l• 
approYal froa ISC a•tborlti&1 of ••J 1peclflc aid M&Hr&I tb•J 
latead to 1.,1 ... at. 
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...t tile Biai•ter of lcoaciaic Affair•. 1'ke laoldl11& campaaf ... al•o 
••ed a• tile fiaaaci11& welalcle fer Gon~t participatloa la 
.,.rowed re•tractari11& project•. 

TH plaa coa•bted of t.laree dbtlact r•t -t••llJ •-..ortln 
.-.U: fiaaacial ...t 80Hraiutloa re•tnctarl11&; auiliarr 
••nice denlo,..at;; ...t •oclal Hnlce npport. 

·It) fiaaaclal ...t 9deplHtiOP AftnchrlM 

TH parpo•• of tile re•tractarl11& •..-at of tile plaa ... to 
redace fised costs •r redaci11& ••c••• capacltr ...t owerlaead costs. 
Yarialtl• co•t• -re also to M trlwd tlaroaala imprond prodac­
tlYi tJ. 1-r parclaul11& costs ...t 1C1111ar eaeru costs. To aclaien 
tile•• oltjectins. lt •• Mliend aec•Harf to •tre11&tllea tile 
capital •trac~•re of iadiYidaal campaai••· 

A a1mber of coaditiOll• -re ••t: 

(a) Compuli•• participati11& in tlae r••tnct•rlll& prosr­
-r• 1electad oa tlaa ksl1 of tlaair fiaaaclal YialtilitJ •ad tlaa 
projects tla•J laad ••llaitted. TH campaaias laad to M Yialtle at tlaa 
time tlae project •• 1allaitted or tlaaJ laad to aclalan YialtilitJ la 
l•H tlau tlar- rear•. llo aid •• awarded to campaales la Hrloa• 
fiaaacial difficalties;; 

(It) De project coald aot lead to aa iacraua ia capacitJ. •• 
it was aot tlae iateat of tlaa lel1iaa C:OYenimeat to create 
additioaal capacitJ la UJ •actor or Hit-sector of tlaa coaatrr•• 
tastil• ...t clotlaiD& lad••tries;; 

<c> na compaar applJlDI for Hpport •• r .. alred to coa­
trlltate 30 par c .. t or -r• of tla• r .. aired flaaacl11&. aad tla• 
fiauclal Hctor Cbaau) aaotlaar 25 par c:aat la tla• fora of a 
flYe-rear loaa at a sabsidl&ad laterast rate of 7 par cnt. TM 
GoYar...at•1 slaare ia tile project coald aot asceed •5 par caat aad 
was to be repaid witlaia 15 JHrs. witla rapa,...t• startia1 la tlaa 
shtla rear. It n• coaslderad critical to tlaa saccaH of tlaa 
project tlaat tlaa compur bear a slpiflcaat portloa of tile risk 
associated witla it• plaa; 

(d) De GoYer...at•s laYolY ... at was tlaroa&la tlaa lllllS laoldlD& 
COllP••J. .talcla parclaHad aoa-yotl111 stocu ia tile tar1eted c-­
paaie1 la tile ..oaat aaadad to flaaaca tlaa project. 

lacla comp&DJ aad it• project •• aYalaated to detanala• 
wbatlaer it was cCllll99rclallJ Ylaltla froe tile staadpolat of tile .. rtet 
sltHtlo•. labour ralatloa• ... aa1-11t capaltllltlH ate. TlaaH 
aYalaatioas were aadartatea bJ spaclall•t• laired bJ ITca. 

(c) 411ill1r1 sarylcas 

Tia• lel&laa GoHr-•t departed fr• tlaa tradltloaal approaclaas 
••-' to reYltall&• or rastractara ladastrr .taea it decided to ••lt­
sldlu Hwertl aoa-prodactlY• aaslllarr actlYltlH &Hoclatad witla 
tlaa .. rtetlDI of tHtllas &ad clotlaiDI• naH tCtlYltlH lacladed 
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fuHoa ud desip, Mrbt abdi .. aad c-rcial 119dert.akiqa, 
n•urcll ud denlopmat, ud traiaiq. Tile naaoa for iacluiq 
tM•• Mrbt-orlHbd .. rYic•• -• U. onrall ,.rpoae of tile 
n•tnctariq prop-- - to upud lelgi-· • ••are of llC tertile• 
ud clotlaiq Mrbta. 

A .. rYicea cHtre creabd witlaia tM DCB .... napoaaible for 
illpl-.tiiq tlah ...... t of tile plu. Its role was to onrc-
t.M l .... tq•a ... polata - fullioa, creatiYitJ', prodwct illllOY&-
tioa ud Mrbtlq - ud to couolidate tile atroq polata -
... litJ', flezibilitJ', YlabilitJ' ud e11alaler ••rYice. 

Ia additloa t<. creatlq a better onrall imqe of tile lelgiu 
tertile i ... atr,. la llC Mrbta. efforts .. re coaceatrated i• tlarH 
anu: Ca> creatlYltJ' ud prcmotioa; (b) reaearc• ud duelo .... t; 
ud Cc) traiaiq. Partie11lar attutioa wu p&id to collecthe 
actioaa ••itable for .. 11 ud medi--•ized cC111pAai••. as it -• 
felt tlaat laraer cC111pAai•• ware able to deal witla t•eH areas oa 

tlaeir -· 

To •t1-late creatiYltJ'. ItC8 proyided aHhtuce aad 
fiaucial aid to clotlaiq, Haler,. ud lume fanahlliqa CClllpAlaiH, 
allowlq t-. to recnit •tJ'lhta, -i•lJ' oa a fr--laaee bash. 
ud to prod•ce more faa•ioa-ori .. ted elot•lac. 

DCB also eaenrqed i-se-improYiq actiYi u.. ia tile appro­
priate -rbt•. ror ez ... le, a larse-acale e ... aip bolstered tile 
c:oacept "tllh h lelsiaa". Also, campetltioaa are behs laeld to 
sin J'08-S deaipera tile opport•aitJ' to dlaplaJ tlleir collactio•• 
ud danlop t•eir creatlYe atllla. riaallJ', tile lelsi•• Office of 
rorei1• Trade aapporta p&rticip&tioa iD foreisa ezllibitioa• aad 
trade falra, lflaere it .. coarqea collectiYe ataada . 

... earcll aad deYelo,..at actiYitiaa, pri .. rilJ' collectiY• 
oaea,• wre also Hpported. lloat I aad D -• carried oat bJ' 
eaiatiq laboratories; oaa project deYaloped a coloar-t1atclaia& 
•J'•t .. ; aaotber, aer-Yicea for tile aYalaatioa of .. •r&J' coaa1111ptioa 
&ad HYlqa; aad J'et uotller, a HrYlce for tile ••alJ'•h of 
dJ'e-bat••· Ia tile clotlllq Hctor, lflaicll lacks reHarcll caatrH, 
iaitlatlYea baYe be•• tatea tllat jolatlJ laYolYe ITCI, professional 
orsulsatloaa, &ad aroap• of .. 1a11 ... 11 aad medl .... alud finu. 
ror ea ... le, Hpport -• &iYea to ala co-operatln afforta to 
danlop u ecoD011lcal •J•t.. for compater-aaaiated 1radiD& aad 
dr•las of patten•. •• l•te&r•ted .. terlal• .... , .... t •J•t.. ., .. 
•atrod•ced lato tile clotlll•&• ual•rJ ••d aplaai•I Hctora aad a 
prodactloa eoatrol •J'•laa was latroduced lato tlle lloalerf Hctor. 

Tile lack of tralaecl •f'cl&llata <•·I· testlle .. 1laeera> Ila• 
created SOiie probl ... for tlaa affected ladoatrlea. To l11prove tile 
t-se of tlaaH illclaatrl.. H placH to Halt ud deYelop careers, 
tlaa ITCI ••• laaaclled a allllber of pre•• c ... alpa. It Ila• •lao 

1'Groap projact• recelHd 1reat.er .. batdi&atloa tban ladlvld11&l 
eomp.•J projects. 
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.... rtakea a •t.SJ to deteraiae t'9 tiad• of trai•ia& t'e4l•ired aad 
t'9 a-..r of •peeiali•ts ...... for tile taztil• &ad clotlaia& 
i ... •tri••· 

(d) Social .. rYic•• 

BaaJ coaatrie•. particalarlJ tile deyeloped coaatri•• <•·&· tile 
Federal lepablic of GeraaaJ. t'9 .. t'-rlud• ud Japut) i .. 1-•ted 
edj .. t.nt prosr-• to •llifl lalMMtr to •n proactlye iada1triH 
or pnYide for ••~lJ nti~t or t'9 ntrai•ia& of displaced 
-n.r1. Tile lel&iaa n•tractarias plaa iacladed tile followiD& 
pnYi1ioas ie it• social ••rYice• ••s-eat: 

(a) U.emplo,..at allowaace• -n 1raated to f-1• aad aale 
110rter1 l••• tlaaa 52 ud 57 rears old. r••peetiY•lJ. Tia••• allow­
aacH -n craated ia additioa to aomsl aaemplo,..at allowuacH 
for two-rear pariod1 ud -r• liated to t .. co•t-of-liYia& lades; 

Cb> r-1• ud -1• -rt.rs 52 aad 57 rears old or older. 
n1peetlY•lJ. wbo laed lo•t tlaeir jobs Wllr• &i••• iateria allowuaces 
... al to I0-95 par ceat of tbeir ut sala~ aatil tb•J reaclaed 
paalioa qe; 

<c> &arlJ retir ... at beaefit1 Wllre craated t~ f-1• aad aale 
-rt.rs at tile as• of 52 aad 57 r•ar1 o?: •r•. ra1pactiYelJ. wbo 
bed beea dia __ .. froa t .. ir jobs betW11aa 1 JuaarJ 1911 aad 
31 Decellber 1915. .I.boat 7.000 par1oa1 applied for tbi1 ratir ... at 
allowaace between 1911 aad 1915. 

<•> IYalaatioa of tba pltP 

Tt.e plaa •~• achiaYed aaa1 of it• orisiaal 1oal1. ror 
asaaple. la1tead of emplo,..at decliala& to 75.ooo. which bad beea 
forecast for tba ca1a la wblcll ao actioa n1 takaa. aaplo,..at la 
the testile aad clothia& iada1tria1 actaallJ iacraased froa 101.500 
la 1913 to 102.100 la 1914. Ia additioa. tlle iada1trla1 1accaaded 
la r•&•l•iD& their shares of aartet la th• llC. Tia• l•l&laa 1bar• 
of oYerall llC prodactioa of tastilH iacr .... d froa 6.5 par ceat 
to 7.5 par ceat ud it1 1bara of clotllla& prodactioa lacraasad froa 
3.6 par ceat to •.o par caat. 

Oaa laportaat raa1oa tlla plaa n1 1acce11fal va1 its aaplla1i1 
oa tba sapplJ of risk capital. lowieYar, tba coapaales aaedad to be 
fiaaaclallJ Ylabla at th• tl• tb•J racaiYad sapport or tll•J at 
laa1t aaadad to la••• &ood prospects of becoaia& f laaaclallJ •tabla 
lfitbla a short ti... A110, tlla project• lied to be practical aad la 
llaa vltb aartet coadltloas. 

A sacoad raasoa for saccass ns tba aalti-di•asloaal, iatera­
allJ coa1lstaat nature of tlle plaa, wbarebJ flaaaclal ra1tructuria1 
was beia1 coapl ... atad bJ acti•ltlas la tll• areas of mdaral&atioa, 
c01111erclall&atloa, craatl•itJ aad prodact laanyatloa, aad tralal•I· 

Tb• lal1iaa as..,1. sapports tlle coataatloa tlaat tll• tastll• 
aad clotllla1 lada1trlH are saffarla1 aora tllaa just • lack of 
flaaaclal rasoarca~. W.11-coacelvad aatloaal plaa1 caa plaJ • 
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ai&alficaat role ia so1Yi111 tlleir probl,... ne Bel&iaa ezperieace 
al•o d-•trat•• tllat tile mod••t •ize of lll• CClllp&Di•• doe• aot 
aeecl to be aa ia•vrmoaalable barrier. AgreHiYe -rkellaa. cri1ia­
alilJ. prcmolloa ud collecli- aaderlakiaa• cu oYerc- tile defic­
ieaci•• aormallJ •••ocialed vitb ... 11 aad macli .... sized CClllpa•i••· 

3. Ca•• at11d1: tile Spaabll teztile plaa• 

<•> Bacl!&roud ud obiectin• 

PolicJ ialerYealioa ia tile l•slil• ud clolllia1 iadastrJ dales 
beck to 1960. Froa OClober 1960 to April 1910. eigbl lestile plus 
wre approYed ud i11Pl-•led. Coaceniaa tile objecliYH of lbese 
pl•••· blo plaases cu be dhliqahbed. Daring tile first pbase. 
fnm li60 to 1967. ..,aaash was placed oa tb• modenizalioa of 
eqaipment. including tile scrapping of outdated .. cbiaer1. tile 
ratioaalizatior of eaterpri•e•. ud iacr••••• ia tile capacities of 
esisting eaterprises or lll• establi• .... at of aaw eaterprl•••· 
Prefereatial credits wre proYided for tb••• parpo••• bJ tile 
Iadastrial Credit BaDk. wllicb fiaaaced up to 70 per ceal of sacb 
iavest..ats. Ia tbe secoad stage. froa 1961 to 1910, tba ..,basis 
•bifted to coa•olidatia1 tile iada•trJ ud clo•iag aoa-Yiable plut•. 
Ia additioa. tile plan bad • .. cbaai1111 for coapaasatia1 worker• wllo 
lo•t 911PlOJ98Dl •• • result of plant closures. 

ne keJ policJ inst~ats daring tbis period wre rulH 
10Yenin1 iavest..nt. A law introduced in 1963 liberalized indus­
trial inYesltlents froa autborization reqair ... als bat did not coYar 
lb• textile industrJ. wllere investment rules differed froa oae seg­
••l to aaotber. and included advance aalborizallon requir-nts 
for iaYe•t..nts or aini ... •cala requir ... al•. Beginnin1 in 1974, 
bOWllYer, tile rulH for inYHt..ats iD tba Yarioa• sea-at• of lb• 
coaplez be&•• to be liberalized and bJ 1910, rafora bad been co.­
pletad. 

Tbi• •equeaca of Spaai•b lastil• plan• ia tbe 1960• aad 19701 
wa• 1.,1 ... ated la aa econoaic setting cbaracterized bJ full 
emplo,..at, 1ab1ta11tial print• iaYHt..at aad a bigb degree of 
protactioa agalast ezteraal coapatilloa. State intervention 
tbrougb inYe1t..nt autborization requtr ... al1 ••• therefor• a 
feasible W«i•J, although aot aece1tari11 an effectiYa one, to control 
lb• iadu1trJ'• structure. BJ lb• aarlJ 1910s, bowyer. lbe para­
•l•rs bad cbaagad coapletelJ. Tb• iateraatioaal acoaoaic 
rec•••ioa affected Spain, loo, and •ant tbat tba stabilization and 
pr0110tioa of aaw iavHt..at d ... ad was now required, ratbar tbaa 
support for lb• scrapping of obsolete aacbiaerJ. Ia preparing 
itHlf to join tbe l!C, Spain needed to .. u its i11du1tr1 as 
coapatiliYe as tba i11du1trla1 of other aaabar States. Tb• empba1i1 
of past pla111 011 tba capital stock was not adequate to tbeH aw 
par ... ter1, wllicb called for efforts to laprova da1ig11, aarltatlag, 
or1anizatlo11al structure aad trade proaotioa. Tile lt•J objactlYel 

•nh section ii baHd on aa uapublhbad rapo,rt prepared for 
UlllDO la lepteabar 191S. 



of tbe new textile indastrr restract•riog plan. initiated in 1911. 
are therefore to raise the cClll(letltiweness, prodactiYitJ and prodac­
tin fledbilitr of tbe Spanish textile indaatrr to international 
leYela, to apgrade its prodaction ab bJ increaaiog the alaare of 
lligber-Yalne-added it ... , and to iaproye tile ... agerial, prodactin 
aad financial atractarea of participatiog firaa. -.p10,..at la to 
be stabilized. altboagb it la ezpected to be diatribated differeatlJ 
tbroagboat tile yario•• aepmenta of tbe textile/clotbiog caaplex. Ia 
tbe apianiog and weayiog aepmenta. wlaer• aore tllan •o.ooo jobs were 
lost bet-en 1913 and 1915. it h ezpected tbat tile laboar force 
will be stabilized at exiatiog leYela bJ aaltiog the aYailable jobs 
aore prodactiYe and econoaicallJ aoand. lev jobs are to be created 
bJ increasing ezporta of clotlaing, both directlJ (clottiog am:afac­
t•r•> and indirectlJ (faallion. design, aarteting. trainiog, aaaufac­
ture of textile aaclainerr. and services). 

(b) lncentiye1 and otlaer aeasares 

Both fiscal and fiaaacial iaceatiYea are being proYided bJ ~h• 
aev textile plan. Ia general. the fiscal iaceatiYea consist of tax 
credits related to plan-associated iaYestaeats in fixed aev assets 
and include the following: 

<a> Tax credits for customs datiea, turnover taaea and pro­
Yincial aurcbargea when the inYeataenta are for the eatablhi-nt 
of new plants using equipment and tools not aaaufactured in Spain; 

(b) Deductions on inveataenta, up to •O per cent of the 
corporation tas; 

(c) Deductions in corporate taxes and in incoae taH• of 
entrepreneurs when aev eatablhlaaenta are substituted for edaling 
ones. 

la addition to these fiscal incentives. direcl finaacial 
assistance is being granted. For exaaple, a 1ubsidJ of up to 20 per 
cent is giYen on tangible investaenta and up to 30 per c-ent on 
iataagible aaa1111ts. Tb• latter 1ub1idJ is at .. ,j particularlJ at 
activities in tile fields of design, fashion. qualitJ iaproy ... at and 
.. rtetiag. The subsidies .. , not, hotNver. exceed 70 per cent of 
the total iave1taeat. Subsidies being granted as part of existing 
regional incentivH will be continued provided ther do not uceed 
30 per cent of the iaveataeat. 

Tb• plan will also increase tbe productive flesibilitr of tbe 
iadu1trJ and enable it to react to 1eaaoael fluctuations la deaaad. 
For exaaple, di••i••al iadeanlfic1tioa paraeat• cea be spread over 
a tvelve-aontli period. Also, J•raent1 to aoclal securitr U) be 
auapended for up to 60 daJ• when workers are t .. por1rilJ laid off a• 
a reault of aeeaonel d ... nd cbang••· 

Cc> lyaluation of the plep 

Between October 1981 end Julr 1915, U6 coapenr reconvenloa 
project• were approved. le1ult1 have been poaltlve. Tb• nuaber of 
jobs lo•t aaong the coapanlea participating in the plaa va1 about 



9.4 per ceat compared to 15 per ceat for tile wole sector. bports 
crew bJ more tllaa 370 per ceat for tit• partlcipatlag campulH. aad 
prod•ctlwltJ iacreHH anrased •bo•t 60 per ceat for tit• period. 

tile -la probl- to date are <•> a lack of iaterHt la tit• 
plaa OD tit• part of mall aad madl ... si&ed clotltiq cClllpalli•• aad 
(b) i•••fficieat denlo(lllllat la tit• areas of faslaioa aad .. rtetiag. 
prod•ct staadardi&atioa. traiaiag of persoaael, aad tlae denlo(lllllat 
aad diH-iaatloa of iafo~tioa. To onrc- tile•• deficieaci••· 
a special plaa to prcmote dHica aad faslaloa was approwed. Tlah 
partic•lar progr .... laas three coals: 

(a) To i11Prowe tlae owerall creatiwitJ aad •••litJ of Spaaisb 
testil•• la order to iacr•••• their ca.petitiw••••• la d-•tic aad 
iateraatioaal .. rtets; 

(b) To iacrease tbe wal••-added of Spaaisb testile procl•ct•. 
tarcetiac tll- at tile •p-•cale ••s-at• of tbe d-•tic aad iater­
aatioaal -rtets; 

(c) To iatecrate tb• Spaahb testile aad clotbiac iaduatri•• 
110re firal.J iato iateraatioaal ••rtets. 

To acbiewe tbeH coals. tbe Cowerameat will prowide se"ice1 
aad iawestMats for dewelopiag a pr'*>tloaal iafrastr•cture; for 
•tl•latiag testil• aad clotbiac compaaiH to i11Prowe tbe dedga 
aad fa1bioa aspects of their procl•ct1; for eabaaciag tbe iadustr1•1 
imas• la tbe do•astic -rtet; for dewdopiag a prHtic• 1 .. ,. for 
Spani•b testile aad clotbinc products in for~ign .. rtets. 

ne Cower-at plaas to Ht up and ltaff centres for tb• 
education of testil• aad clotbinc per1oanel. To easure that tb••• 
centres are used. it laa1 taltea steps to increase contact betwen 
tb••• centres aad tbe tarceted indu1tri••· 

At tbe .... ti•. tbe plan calls for tbe develo(lllllnt aad 
iateraational diaa .. iaation of prom>tioaal .. terials on Spani•b 
testll• aad clotbiac procluct1. Tt~H pr'*>tional .. terials will 
identifJ Spanish product• vitb tbe Spaaisb culture. 

rinallJ. a centre for tbe pr'*>tion of desiga and fa1bion ba• 
been created. Di• ceatre will evaluate applications received from 
individual firm that vowld lilt• to benefit from tbe dHign aad 
fasbion pr'*>tion plan. aad it will initiate studl•• and l11Pl ... nt 
action plans requested bJ tbe MlnlstrJ of Industr1 and EaergJ. It 
h also required to develop propoHll for pr'*>tlag design and 
fasbioa la tbe tar1eted lndustrle1. 

D. tit• re1truct9rla1 of ttgtllt cowpl1g11 ip deyeloplp1 
copptrles: kfl areas apd pollc1 111911 

lotb dtvtloped aad d1velopln1 couatriH baYt actlwelJ purtued 
policle1 in 1upport of tbtir testilt aad clothing iadu1tri11. 
There were. bowvtr. differ1ace1 la objtctiw11. Developia1 coun­
tri11 al•d at 11tabll1bla1 aad espandia1 tlltlr relatlwtlJ roung 
indu1trl1s aad at 1traagthenia1 their c011paratlv1 advaata1••· 
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Denloped cowatrlH replied witb rHtnctvrlag progr-• to ... t 
lOlf-Cost campetltloa froa ... rglag competitors aad to re-establlsb 
tlaelr comparatin adYaatagH. Ia MllJ ladastrlall:ced couatrlH. 
tiles• progr-• bne been Yerr HCCHsfal aad bne led to blglalJ 
efficient. nrsatlle 1 bat also Y•rJ capltal-lateash• ladastrlH. 
It appears. therefore. tbat tile 1990• will vita••• a tlalrd roaad of 
ca.petition between denlopecl aad denlopiag coaatriH for iater­
aatloaal .. rtet positions. la wlaicb tbe crucial objectin will not 
be restncturiag to ... t lOlf-Cost competition. bat restncturias to 
-t bigb-efficieacr competition. Tbtt .. 1. ectors in tills roaad 
will aeecl to be tbe deYeloplag couatrlH. wlaicb aow baY• to re­
establish alreadJ lost competltlY• adYaatages or to consolidate 
tbreateaed comparatiY• adYaatagH. Tbh concluding section will 
•-ri&• tbe lteJ iHuH aad poller implicatioas tbat ... rg• froa 
tbe lateraatioaal rHtracturiag ezperle:ace and that constitute tile 
fr...-ork witbia wlaicb restructuring progr .... s of iadiYidual 
coaatries will haYc to operate. 

1. hHs ... at of rHtructuri!g ruuir ... at1 aad prospects 

Tbe first step in the dHiga of a teztile indastrJ rHtrvc­
turin& progr ..... be it for a single Hgment or for the entire 
complez. is a c011Pr•h•n1ive stock-taking and evaluation of the 
iadHtrJ. Tbh aHH ... at should be done froa both national and 
international perspectivH and 1hould incorporate both HpplJ aad 
d .... d aspects. 

Proa a national perspectiYe 1 the textile indastrr' • perfor.­
ance should be eYaluated ill tenas of its past, current aad 
potential contribution to lteJ develop.ant objective•, such •• 
ecoaoalc aad industrial growth; foreign exchange earniag1/saving1; 
..,10,.at and illcOM generation; price 1tabillty; satisfaction of 
basic d09lt1tlc needs; and regional develop.ant. 

rroa an international perspectiYe, it h indu1tr1'• c011P9ti­
tiYenH1 that counts llOlt. Product pricH, product ciualitJ, wage 
costs, capital costs, input costs aad the structure of production 
costs need to be ascertained and compared witb the corrHponding 
par ... ter• of iateraatioaal c011P9titors. Tbis 111es ... nt should be 
compl ... nted bJ an anal11i1 of d ... ad aspects, in wlaicb tha actual 
and poteatial (giYen tile couatrr'• resource endo..aat> product ais 
are CCJllPared to natioaal and interr 4 tional d ... nd trends. oace the 
iadustrr bas been 111HHd froa t. •e perspectiYH, the direction 
and esteat of tile restructuring proce11 can be decided. 

In a final 1tep, tbHe rHtructurinr; objectivH need to be 
transformed into a poller progr .... , lncludin& an estiaation of 
resource reciuir ... nt1. ror this purpoH, tbe relevant national 
par ... ters need to be Htablhhed ln teru of tbe testile indu1-
tr1•• capital stock and it1 technological vinta1e, productivitJ, 
~ehabilltatlon potential and llOderni:cation needs, •&•in using 
iateraatioaal standards 11 a rardsticlt <"best practice" nonas and 
lenll achieved bJ aain international coapetitora). The relevant 
natloa•l par ... ter• would include factor• decisive for the "aarltet 
effectiveae11" of an iadu•,rJ, such •• distribution chancels, 
.. rtetiag efforts and de1i1n activities. 
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2. Technological upgradi41: a selective approach 

A ter factor in enhancing the international competitiveness of 
textile and clo~hing COllPlexes is llOdernization of the capital 
stock. The technological advances 911bodied in .. chinerr -nufac­
tured in developed countries and the diffusio~ cf tbesP. advances to 
the teztile industries of these s... countries have led to higher 
production speeds and correspo11ding productivitJ gains, which are 
eroding the wage cost advantages of d.,veloping countries. Yet, 
while the continuing wage cost advantages of developing countries 
aar still allow th .. to bold their own against Lbe technologr-based 
productivitJ increases of industrialized countries, these countries 
have no war to offset the advantages associated with the n- tech­
nologies: qualitJ ill(>rov ... nts ard increases in production ver•a­
tilitJ and fle:dbilitJ. Although the econ011ic relevance of these 
advantages varies from one product categorr to another, it becomes 
110re and 110re obvious that in the production of textiles, develop­
ing countries will have to follow the llOdernization efforts of 
industrialized countries if theJ want to r ... in cOll(>etitive in 
areas other than simple, low-value-added products. 

UnfortunatelJ, the developing countries appear to have rather 
liaited freedoa to deteraine their own 110dernization path. The 
technological innovations of aachinerr aanuf acturers have been 
closelJ linked to tbe needs of tbe -rtets and tbe factor costs in 
the industrialized countries - tbat is, their main thrust bas been 
to develop equipment that will offset the coaparative advantages 
developing countries have in labour-intensive activities. TheJ 
have also eaphasized tbe fledbilitJ associated with short produc­
tion runs of high-fashion, higb-pr .. iua fabrics and clothing. As a 
consequence, technological innovation in textiles and clothing 
aanufacture bas not paid attention to the specific needs and rela­
tive factor endOM1ent1 of the developing countries. A few develop­
ing countries (110st notably Brazil, India and the Republic of lorea> 
bave aanaged to establish their ova textile aacbiaerJ capacities. 
However, .. DJ of tbe .. aufacturers rnaia closelJ linked to large 
aachinerr .. nufacturers in industrialized countries and have not 
pursued the interaediate technologies that would answer tbe specific 
needs of developing countries. Yet, developing countries do bave a 
choice of techaologr la one respect, since different "vintages" of 
technolo&J continue to be offered in tbe international aacbinerJ 
.. rtet-place. 

Crucial decisions must be made in this context. Which types 
of llOderaizatlon investments should benefit frOll incentives to a 
110dernizatlon programie? Which types of aacbinery and which seg­
.. nt1 of the production chain, vbt!h enterprises and which vintages 
of equip98nt will be eligible? It ii rHlhtlc to assume that 
liaited resources would preclude deploying tbe latest technological 
advances in all segments of the production chain. A selective 
approach would nece11itate a tborougb study of the industry to 
identifJ those lints in tbe production chain that deviate 11e>1t 
1i1nificantlJ frOll international standards and that prevent tbe 
industry froa achieving international levels of eftlciencf. Based 
on thh identification, 1li1lbllltJ criteria can be established to 
deteralne vblch coap1nie1 would benefit 1101t froa 110dernlz1tlon 
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incentive•. Ia MAJ developing coaatries, oae of the critical 
lints ii tbe dfeing/fiailhing H&MDt. As -• pointed out in an 
earlier section, the Republic of lorea responded to this situat!on 
bf persuading drers to move into special industrial complexes 
established with Gove1"118ent funding. Sach concentration of a 
specialized function can be a fiaanciallJ feasible solution to 
llOderni&ation needs, particularlr for industries having a high 
proportion of ... 11 and ..cSium-si&ed enterprises and relativelr 
pressing llOderni&atioa needs aero•• the whole production chain. 

Yet, in .. nr developing countries the textile indu1tr1 is 
daalistic: a large Dumber of ... 11 to •diua-sized enterprises, 
operating with an outdated capital stock and serving -i•lJ the 
dOllllstic .. rt.et, co-exist with a ... 11 aamber of •diua- to 
large-scale enterprises, Hl'Ying both the d01111stic and external 
.. rt.eta. Tbe latter sector often comprises SOiie techaologicallJ 
highlJ advanced enterprise• and ... , technologicallJ heterogeneous 
enterprises, operating llOdern and outdated equipmat at the •­
ti-. Tbe co-existence of tw vintages of equipmat within a 
single ..aufacturiag stage (e.g. spiDDiag) or bet-en one .. au­
fact11riag stage aad another (e.g. llOdera -•ving equipmat, but 
outdated finishing equipmnt) is a .. jor obstacle to achieving 
international standards of efficiencr. 

rroa a cost-benefit standpoint, enterprises that are alreadJ 
halfwaf along the road to llOderaizatioD fora a proaisiag target for 
llOderni&ation progr-• having liaited resources, because aini .. l 
financial support would lead to a sizeable increase in efficiencr. 
Focusing on these enterprises when it c011111 to deciding which 
coapaaie• should benefit froa llOdernization incentives wuld aaount 
to a "pick-the-winner" strategJ. At the operational level, partlJ 
llOderni&ed coapanies .. , be identified bJ ex .. ining iavesblent• 
alreadJ undertaken. However, this criterion does not bJ itself 
necessarilr identifJ future "winners": although a coapanr mar have 
made a significant invesbleat, the investment maJ have been in 
production lines that would not particularlJ enhance the countrJ' 1 
long-tera coaparative advantage. COllpanf-specific variables will 
not, therefore, be a sufficient basis on which to asses~ eligibil­
itJ. Instead, there aust first be a coaprehensive stock-taking of 
the tndustrr' • co1t-effictenc1 and its standards of qualitJ and 
design and then, based on this, a decision as to what 1tructural 
changes are needed, before eltgibilitJ criteria can be established. 

International productivitJ standards can be cOllblned with 
1tanderd1 derived froa the restructuring objectives to decide 
whether techaologr of an older vintage should benefit froa llOdera­
ization incentives. This issue ls an iaportant one because in som 
countries industrialists toot advantage of 110dernization incentives 
to purchase out-of-date equipmnt. 

3. Au1iliar1 seryices 

While production efficiency r ... in1 an i•portant concern of 
revitalization and restructuring progr-s, a new concern, .. rt.et 
effectiveness, ls gaining ground. In .. nJ countries, gover1111ent 
and ind~strJ are jointly seeking wefs to becoae 110re responsive to 
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iateraatioaal market treads ud allifta ia d-.ad. nh is beiag 
acce111plialled pri-rilJ' tllrough tile growiag He of -rtet iatelli­
geace. a coaceatratioa oa producti- flexibility. faallioa. design 
ud qaalitJ' coatrol. aad redoubled efforts to develop iateraatioaal 
-rtet lintegH. 

IdeallJ'. tecllaological advances ••ell as computer-aided design 
allodd eaable developing coaatri•• to quicklJ' rHpoad to cllugiag 
faalliona la tlleir -ia eJrport .. rteta. Yet. gi-• tile higll coats 
of iatroducing tiles• teclanologiH. few iadivldaal campaniH are 
large eaougll to afford tlleae teclanological advancH. ne Htab­
lia ... at of a national design centre would be one W&J' of makiag 
tlleae facilitie= videlJ' available. A allortage of stilled designers 
llas also becc.e a bottleaect la acme developiag countries. To 
r~J' tills shortage. several coaatrie• have awarded contracts to 
iateraatioaal designers or have ••al their own designers abroad for 
training. Such a centre could advise tadividaal cC111panie• oa bow 
to incorporate design aad fashion ill()rov ... ats into their reatrac­
tariag plans. 

Fiaaacial backing for design centres aad aiailar institutions 
could c- froa various sources and sboald to s- ezteat be tied 
to benefits. nus. activities that benefit specific enterprises. 
sacb •• qualilJ' control centres. could be financed aaialJ' bJ' those 
enterprises. who would paJ' for services rendered. Public financial 
support aight be requir.cl at first. bat ia tile loag tera. d-ad 
for the services should be pr0110ted through appropriate policJ' 
actioa, sach as requiring qualilJ' certifications issued bJ' the 
institutes. Joint uadertatiags could also be partlJ' fiaaaced 
through levies oa iaports aad/or acmestic production, as is 
carreallJ' being done ia several European countries. 

llartetiag is another prioritJ' area for join~ iaduslrJ'­
goveraaeat efforts. Ia ~he past, aaa1 developing countries pursued 
passive aartetiag strategies. •ow. however. trading houses la 
larope. Japan, and the United States are cbaaaelliag inforaatioa to 
developing countries oa qualitJ standards. product varielJ, design 
and fashion. Large trading houses also provide accHs to their 
iaport aartets and reduce the difficulties aad costs of establishing 
outlets and distribution chains. Arraage .. ats between producers of 
intermediate products la industrialized countries and teztila •ills 
and clotbiaa industries ia ~eveloping countries are another .. ans 
of cOllllUaicatiag iaforaation on aartet trends, fibre developments, 
and associated tutila tecbnologf requir ... nts, and llcanliag and 
eanag ... nt contracts provide ezperieace in tba aanufacture of 
prr.ducts acceptable in international aartets. in tbe selection of 
appropriate equipment and in tbe training of personnel. 

Yet, international linkages do not autoaaticallJ spill over 
into the development of indigenous aartet intelligence ~•P•­
billties. lather, tba developing countries continua to be price, 
quaatitJ and design "taters". In farticular, tba aora advanced 
testlle and clotblag lndustr!es of developing countries will bava 
to plaJ a aora active role la tba future. Regional co-operation 
(for instance, tbe holding of joint exhibitions) aaJ be another var 
of strengthening aarteting capabilities. 
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FinallJ, the establi•'-nt uad ezpanaion of training facili­
ties is a neceaaarr compl ... nt to, and poaaiblJ •Y•D a pre­
condition for, progr .... a that ala to i1111rove indaatrJ efficiencJ. 
In fact, a lact of stilled tertile technicians in auar coantries 
prevents companies from acbieYing the effici-cr th•J aboald be 
able to achi•Y• vith eqaipiellt th•J alreadJ po•••••· Just as 
serious are t.ba qauat.it.at.ive deficiencies in axiat.ing curricula, 
Wicb, owing to the rapid pace Of teCbDOlogical iDDOYat.ion, DO 
longer fullJ correspond lo the needs of indaatrJ. The stock of 
stills -•t be inYentorled uad compared vith the stills Deeded to 
1.,1 ... nt. a llOdamizat.ion progr..... after nlcb th• training pro-
gr ..... can be adjusted accordinglJ la size and coat.eat. 

4. The role of labour 

In some deYeloping coantries the laboar force works at vage 
coats that do not correctlJ reflect the relaliYe factor endo..ents 
and that. are therefore higher than the vage coats in compating 
coaatries. S:ich a distort.ion UJ be dae part.lJ to the prevailing 
escbange rat.e and partlJ to the structure of the labour aartet. and 
to ezisting labour legislation. Th• negative impact oa the coua­
lrJ'• iateraatioaal compat.it.iYeneH reinforces the coat disadYua­
lagea that. come from operating outdated uchiaerr. 

AA eschaage rate that keeps aanufactured esporla compatiliYa, 
and financial and techaical aHistance to help eaterprhH improve 
their product.ivilJ and qualitJ are therefore nacenarJ, but lheJ 
are bJ no -ans the onlJ aecesaarr el ... nls of a restracturiag 
progr.... that ai- for both increased efficieacr and changes in 
the composition of output.. Another el ... al for sacc••• would be lo 
increase the flesibililJ of the labour urtel. Often, lb• policies 
of labour anioas, and their strong posilioas, become obstacle• to 
improved efficieacr. Ia some developing countries, for iaataace, 
the aUllber of looms and spindles that uaioaa allov to be tatea care 
of bJ one worker falls far abort of the aUllber in industrial coun­
tries. ID other cases, wllaa the aUllber of ucbiaas par worker vas 
railed, salarJ increases iD liae with th• increased produclivilJ 
were spurned bJ the unions. 

As to the second aia of a restructuring progr .... - changes in 
th• composition of output - it cannot be espacted that th••• 
changes will be achievable vitbiD a single enterprise. Labour 
aight have to be reallocated between enterprises, which would be 
easier if labour legislation allowed greater flesibililJ. 

It h not being argued bare that lb• acquired rights of the 
labnur force should simplJ be eliainatad. Instead, one should look 
for solutions that consider the interests of all parties, 11 well 
11 the requir ... nts of end "'ro1pact1 offered bJ the restructuring 
progr .... itself. One poHible approach would be to negotiate a 
specific collective agre ... at that pertains onlJ to enterprises 
that participate in the restructuring progr..... Thia agre ... nt 
would couple (a) aore flasibllitf for anterprenaurs to reallocate 
or t .. porarllr reduce the labour force with (b) veges or other 
forms of compensation that are higher then in noa-particlpating 
enterprises. Higher wages would be justified DJ increased labour 
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productiYitJ. bat tb•J sllould not. of course. be so lligh as to 
caacel out tbe p;>sltiwe effect of productivitJ increases on profit­
abllltJ aad international competltinaess. To be effectin. a 
specific collectin agr•-•t would need to include all the -jor 
trade unions establlslled in a coantrr•• teztlle iadustrJ. 

5. l9tablishi111, aa institutional frll8atl0rt 

It is not eaougll to slmplJ provide fiaaaelal assistaace to 
selected eaterprisH iD aa attempt to pra.>te tecllaological 
moderai&atioa. To get the desired results. aa institutional frame­
work llas to be created. h indicated la tbe preceding sectioa. the 
active co-operation of labour la a restractariag progr- is a 
pre-condition for the sacc••• of tile progr-. While tllere is no 
doabt that a successfal rHtracturiag progr- wi 11 affect the 
laboar force in tenu of tllo allocation of jobs witllia and between 
enterprises. still r-.air-ats etc •• it will not aecesaarilJ lead 
to a redaction in tile labour force. Ia -•J developing countries. 
moreover. tile significant d.-ad potential of tbe d-stlc -rtet 
is bar•lJ being scratched. owing to the lact of parcbasiag power 
and the bigb cost of locallJ produced goods. A saccessful restrac­
turlag progr-. bJ generating lac- and reducing co•ts. will 
tend to •ti9Ulate thi• -rtet. Ulti-telJ, the failare to lmpl-at 
a re•tracturiag progr .... coald endanger ezi•tiag jobs if the coaa­
trJ were to lose its comparatiYe advantage la the face of iacreas­
laglJ fierce international competition. 

To ensure that the progr .... functions imoothlJ, it is euea­
tiel that all parties concerned be consulted on its de•iga and that 
th•J co-operate la its impl-atatloa. tnicallJ. a couatrJ will 
set up a penuaeat tripartite bodJ. involving the Govar ... at, 
iadustrJ and labour, to discuss the ter el ... ats and iastr ... ats of 
a restructuring progr .... , to llODitor the restracturiag process and 
to serve a• a forua for settliag disputes between participants. 

Sach a 
part of, an 
progr ..... 
th-: 

tripartite bodJ could be closelJ attached to, or fora 
institution that would be la charge of impl ... atiag the 
flail institution alght hue seyeral functions, &llODg 

(a) lvaluating and approving campanJ restructuring plans; 

(b) Providing 1pedal financial support to the llOdarni&ation 
effort• of ... 11 and .. diua-1ized companies; 

(c) Supporting the horizontal ... 1g ... tion of companies, in 
order ~o create aora efficient units; 

(d) Financing collactiva activltla1 undertaken bf the 
lndu1trJ. 

the asact coapo1ltlon of 1ucb a bodJ, it• organizational 
structure, it• decision-taking rulH and it• power to enforce lt1 
dacl1lon1 would varJ froa one couatrJ to aaotber, depending on the 
polltlc1l culture, tba political phllo1opbJ and the 1oclal and 
econoalc 1tructur... Yet, a countrJ planning a rHtructuring 
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prosr...,. slaoald caref•llJ aaalJ•• tle e:qterieace ia comatri•• tbat 
alreadJ ban a progr._ ud applJ tl• l•Hoa• of lbis ezperieace 
to it• - sitaatioa. carefdlJ dHiped restnct.dag prosr-•. 
lfllicb -ld be Hpported bJ tle -i• actors coacened. "°"ld proYid• 
• ..,. po1Mrful sti .. li to tbe growtb of dewelopiag comatries• tez­
tile illduslries. ad tl••. bJ lb• •- totea. coatribul• sigaifi­
caatlJ to 911Plo,..at generation, foreip escbaage eaniags aad tile 
falfit..at of basic needs. 
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ADDeadilr 

l&CJC8CMID DUA POlt DIE tlllllDS S... Ill FIGUUS 111-YIII 

Table 9. Campositioa of Im e:qaorts aacl imports. 1965-1915 
(Pere-tac•> 

Prodect &r"P 1965 1970 1975 1980 1915 

loo[!• 

f:r•J JU8 3.3 2.0 1.6 3.2 3.1 
ProcHsed 1ana 7. .5 1.4 1.7 0.4 0.5 
Sptlaetic 1ana 16.9 22.2 11.9 15.9 U.9 
••t•ral fabrics 24.2 11.1 12.3 13.0 12.7 
Sptlaetic fabrics 11.6 17.9 20.0 11.1 16.4 
CloUaiq 11.7 20.1 22.9 26.2 27.7 
Accessories 4 .5 3.6 3.4 2.1 2.9 
bit-ar 11.3 21.0 19.2 20.1 21.1 

X-rts 

C:r•J 1ana 3.5 2.5 2.5 4.0 4.0 
Processed J•rD 1.4 1.4 1.0 0.2 0.2 
Sptbetic 1ana 13.4 16.7 11.7 9.6 1.0 
•atural fabrics 22.3 13.2 12.2 11.2 9.6 
Sptbetic fabrics 1.1 9.4 10.1 9.1 7.9 
ClotbiD& 22.9 25.9 32.1 37.1 40.3 
Accessories 4.9 3.1 3.2 2.7 2.5 
bii-ar 23.9 27.l 26.5 26.1 27.5 

Table 10. eo.positioD of At& esports and imports, 1965-1915 
CPerceata1•> 

Product 1roup 1965 1970 1975 1910 1915 

11221'.l! 

C:reJ JUD 4.2 3.0 4.1 5.1 1.6 
PrOCHHd JUD 0.6 0.5 0.4 0.2 0.1 
Sptbetic 1arD 0.5 0.1 2.7 3.1 3 .4 
•atural f abric1 26.4 16.0 9.6 1.2 6.2 
Sptbetic fabrics 1.9 3.5 5.7 9.1 10.6 
ClotbiD& 36.6 39.9 "2 .5 "". 6 45. 7 
Acce11orie1 3.4 s.o 2." 2.1 1.6 
bitwu 26.4 31.4 32.7 26.2 30.1 

coDtiaued 



- 154 -

Table 10 (coatia.ed> 

Prohct sro-p 1965 1970 1975 1980 19&5 

r.ort. 

c:r.1 rara 4.6 5.9 10.0 9.4 6.3 
ProceHed ~ 1.3 1.1 1.4 0.4 0.2 
SpU..tic rara 11.5 22.3 11.4 13.7 11.1 
.. tval fabrics 43.3 19.6 21.7 21.0 19.0 
sraU..tic fabric• 16.5 40.5 35.7 33.7 29.7 
Clolliq 11.5 4.5 5.5 11.0 16.4 
Ac:ceaaori•• 2.3 1.5 1.1 1.9 1.6 
laitt.ar 9.0 4.6 5.5 1.9 15.7 

Table 11. ec.poaitloa of ODE esport• ud i11POrt•. 1965-1915 
(Percntq•> 

Prod•ct 1roap 1965 1970 1975 1980 1915 

bDorta 

crer ran 1.9 16.6 12.5 10.0 1.9 
Proc•••ed ran 1.7 3.0 1.7 0.3 0.1 
Sptlaetlc ran 0.2 0.5 1.1 1.6 1.4 
8atva1 fabric• 57.0 41.6 26.6 11.6 13.4 
Sptlaetic f abrica 1.7 4.1 3.5 5.3 4.1 
C1otlaia1 16.4 16.9 33.3 41.6 45.3 
Ac:cessori•• 5,. 7 7.4 4.6 4.5 3.4 
laitt.ar 1.4 9.9 16.7 11.1 22.7 

Iw£U 

Cr•r ran 4.7 4.5 1.9 3.0 1.5 
ProceHed Jan 5.0 4.4 2.3 0.5 0.3 
:lptlaetlc ran 9.5 16.6 11. 7 15.9 17.4 
htval fabric• 42.2 24.7 15.9 15.1 15.0 
lptlaetic fabric• 13.6 24.6 32.9 30.1 32.9 
C1otlala1 13. 7 13.1 15.4 21.9 19.1 
Ac:ceHoriea 3.7 3.6 3.1 3.9 3.1 
laltwar 7.6 7.1 9.1 9.6 9.3 
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Table 12. Deta bu• for tables t to 11 ud fipres 1-ll 

Prod•ct lnMIP 

CreJ JUll 
ProceHed ran 
Sptlaetic Jara 
.. t•ral fabrics 
Spt•etic fabric• 
Clolliq 
Accessories 
laibMar 

~: WIDO data bue. 

s:nc Y 

651.3 
651.4 
651.6 
652.0 
653.5 
141.1 
141.2 
141.4 

~I Studard Iateraatloaal 
Trade Classif icatioa 
(ST/IS&/ST&r/SIR.8134/leY.l). 
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Le diveloep!!!!nl de l'industrie et la politigue industrielle 
en R!publigue de Corie, plus particuliirement 

sous l'angle des industries llicanigues 

Wilf ried Liitkenborst 

Apris avoir donne un aper~ du diveloppement industriel en 
Ripublique de Corie, l 'auteur ivalue le poids du sous-secteur des 
industries llicaniques, iliment particuliir-nt dynaaique de 
l'industrie du pays. Il analyse ensuite la politique industrielle 
nationale, avant d'exaainer de aaniire plus approfondie les aesures 
qui reprisentent un intirit spicifiqu• pour l'avenir ou 
diveloppement des industries llicaniques et pour l'iliaination de 
certains disiquilibres affectant actu•ll-nt ces industries, en 
particuli•r l'existenc• d'entreprises de taill•• tris diverses, 
propice i la constitution de grands congloairats, l'orientation 
trop aarquie des activitis de transforaation vers les produits 
finals et l'insuffisance de la spicialisation borizontale. 

Pait• riceament intervenus dans l'industrie des aachines-outils 
perspectives en ~tiire d'investisseaent itranger direct, 

en particulier 2QUr les pays en divelo0peaent d'Asie 

Peter O'Brien 

Les aachines-outils ont une grande iaportance car elles 
s,.rvent i fabr iquer les aachines sur lesquelles se fond• 
!'industrialisation. Cette itude vise trois objectifs principaux : 
donner un aper~u analytique des tendances ricentes de la 
production, de la con-tior. et du c~rce des aachines-outils 
dans le aonde, itudier l'envergure et les perspectives actuelles de 
l'investiss ... nt itranger direct dans l'industrie des 
aachines-outils; et ivaluer le• possibilitis dont disposent les 
pays en diveloppeaent - en particulier ceux de la region du Sud-Est 
asiatique ou l'idustrialisation progresse rapideaent - pour 
canaliser les investisseaents itrangers directs vers le secteur en 
question. La conclusion en est que les pays qui ont le plus de 
chance d'y parvenir sont ceux qui sont feraeaent dicidis i aener 
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wae politique industrielle de diveloppement et de la moderniution 
de leur industrie du travail des llitauz et de leur industrie 
llicanique. Les bas salaires ont peu d' illpOrtance d'autant que 
fabrication de~ .. chines-outils fait de plus en plus appel auz 
.. tiriels ilectroniques. L'avenir i..ediat ne s'annonce done pas 
particuliir-nt bril.\ant pour les pays en diveloppe.ent d'Asie. 
sauf pour le tris petit nollbre de nouveauz pays industriels. 

Probliees de poli~ique pour l'industrie teztile 
!!!!....J!!ys en diveloppement 

Secritariat de l'OllUDI 

Cette itude couvre de nollbreuz aspects de l'industrie du 
te•tile et de la confection d&As le llOftde entier, et plus 
particuliire.ent les liaisons internationales intiressant ce 
secteur et les politiques nationales azies sur sa proeotion et sa 
restructuration. L'auteur analyse d'abord l'ivolution des 
structures eo1111erciales au cours des oern1eres dicennies. qui 
s'ezpliquerait par la phase de diveloppe.ent atteinte par les pays. 
et ez .. ine ensuite les chang-nts intervenus au niveau des 
entreprises sur le plan de l'organisation et de la structure des 
produits. L'itude porte igale.ent sur les probli.es ardus auzquela 
se heurtent les ezportateurs des pays en diveloppe.ent (en 
particulier les difficultis dues ii la relance de l'industrie dans 
de nollbreus pays diveloppis) et sur les .esures prises par les pays 
en diveloppe.ent pour y faire face : .esures protectionnistes et 
d'aide au secteur. sti•ulants fiscauz. services auziliaires. Elle 
espose en outre le cas de la Ripublique de Corie et dicrit. en les 
ivaluant, les .esures de rest ructurat ion ric-nt appl iquies dans 
les pays diveloppis. avec des infor .. tions detaillies sur les 
plans appliquis en Belgique et en bpagne. Dans la partie finale 
de l 'itude. les besoins et perspectives des pays en diveloppe-nt 
en .. tiire de restructuration sont evaluis ii la lu•iire des 
rifor .. s entreprises par les pays diveloppis concurrents. 
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Desarrollo y politica industriales en la Rep(iblica de Corea, 
con especial referencia a la industria 11ecanica 

Wilfried Liitkenhorst 

Tras presentar un breve panoraaa del desarrollo industrial de 
la Repiiblica de Corea, se estudia la importancia del subsector de 
la industr ia 11ecinica, parte especial11ente dinuica de la 
industria del pais. Sigue un anilisis de la politica industrial 
nacional, C011ple11entado por un examen mis detallado de las 
politicas que se refieren concreta11ente al desarrollo ulterior de 
las industrias 11ecinicas y a la supresi6n de ciertos 
desequilibrios a que istas tienen que bacer frente en la 
actualidad, en particular una pauta errada de di11ensi6n que 
favorece a los grandes congloiaerados, una pauta de procesa•iento 
predispuesta hacia el producto final, y un grado insuficiente de 
especializaci6n horizontal. 

Recientes avances en la industria de la miquina herr .. ienta: 
perspectivas de inversiones eztranjeras directas, con 

especial referencia los paises asiiticos en desarrollo 

Peter O'Brien 

La miquina herra•ienta tiene una gran i•portancia porque se 
utiliza para hacer las miquinas que sirven de base a la 
industrializaci6n. El presente estudio tiene tres objetivos 
principales: primero, presentar un estudio analitico de las 
ulti .. s tendencias de la producci6n, el consumo y el comercio 
•undiales de las miquinas herra•ienta: segundo, analizar las 
perspectives y el i•bito reales de inversiones eztranjeras 
directas en la actual industria de la miquina herra•ientai y, 
tercero, evaluar las posibilidades de los paises en desarrollo 
-especialmente los ubicados en la regi6n del este asiitico, de 
ripida industrial izaci6n- para atraer a la inversi6n eztranjera 
direct• en miquinas herra•ienta. !l estudio llega a la conclusi6n 
de que las posibil idades de atraer a esta inversi6n son Mjores 
para los paises que ban adoptado una rigurosa politica industrial 
dest inada a desarrollar y •ejorar sus industr las Mtalurgica y 
.. cinica. Los bajos salarios tienen poca iaportancia, 
especial•ente porque la fabricaci6n de miquinas herra•ienta 
depend• cada vez mis de la electr6nica. Es decir, que las 
perspectives a corto plazo no son •uy brillantes para los paises 
asiiticos en desarrollo, con la ezcepci6n de los poquisi11C.• paise1 
reciente•ente industrializado1. 
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Cuestiones de politica textil para los paises en desacrollo 

Secretaria de la ONUDI 

Se trata de un aaplio estudio a escala aundial de la 
industr ia text il y la del vest ido, que enfoca especialaente las 
vinculaciones internacionales y las politicas nacionales para 
pcomovec y reestcucturar la industria. Coaienza con un analisis 
de las pautas caabiantes del coaercio en los ultiaos decenios. Se 
pcesenta una explicaci6n de estas pautas basada en las fases del 
desarrollo. Se exponen los caabios en la organizaci6n de las 
eapresas y la estructura de los productos. Se exaainan los 
desafios que actualaente enfrentan los exportadores de los paises 
en desarrollo, especialaente los der ivados de un renaciaiento de 
la industria en auchos paises desarrollados, asi collO taabien las 
reacciones de los paises en desarrollo en cuanto a politicas, 
tales coao el proteccionisao, las medidas de ayuda al sector, los 
incentivos fiscales y los serv1c1os 4uxiliares. Contiene un 
estudio casuistico de la Republica de Corea. Se describen y se 
evaluan recientes politicas de reestructuraci6n de los paises 
desarrollados, y en especial detalla los aecanisaos aplicados en 
Bilgica y Espana. En una seccion final se evaluan los requisitos 
y las necesidades y perspectivas de reestructuracion de los paises 
P.n desarrollo, a la luz de las refor-s ya iniciadas por sus 
~oapetidores de los paises desarrollados. 
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