G @ | TOGETHER

!{’\N i D/? L&y

=S~ vears | for a sustainable future
OCCASION

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

’-.
Sy
B QNIDQI
s 77

vears | for a sustainable future

DISCLAIMER

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

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

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

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

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

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


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

19139 ..

LIMITED
PFD. 200
9 May 1991
UNITED NATIONS
INDUSTRIAL DEVELOPMENT ORGANIZATION ORIGINAL: EMNGLISH

INDUSTRIAL RESTRUCTURING IN

COSTA RICA

V.91-24454




This report was prepared bv the Regional and Country Studies Branch.
Industrial Policy and Perspectives Division.

The designations emploved and the presentation of the material in this
document do not imply the expression of anv opinion whatsoever on the part of
the Secretariat of the United Natiouns Industrial Development Organization
(UNIDO) concerning the legal status of anv country. territory. city or area
or of its authorities, or concerning the delimitation of its frontiers and
boundaries.

Mention of companv nrames and commercial products does not imply the
endorsement of UNIDO.

This document has not been c¢dited.




PREFACE

As a result of the domestic and international economic circumstances of
the earlv 1980s. Costa Rica embarked on a path of industrial modernization
through public sector divestment and the initiation of an industrial
restructuring programme in 1989. In Apr.. 1990. the Government of Costa Rica
together with private industry and UNIDO. jointly organized a High-level
Workshop on Industrial Restructuring in order to present and discuss the
domestic and international trends in industrial policy and selected subsectors
and arrive at an evaluation of the progress achieved and recommendations for
the continuity of the modernization of the industrial sector. This report
attempts to reduce the large volume and variety of analysis, presentations aud
discussions, which were carried out in the context of the Workshop., to a
synthetic and manageable document which summarizes the main issues and
recommendations presented regarding industrial restructuring and its technical
assistance requirements in Costa Rica.

Acknowledgement is due to all those persons, be they representatives of
successive Costa Rican administrations. the private sector and scientific and
technological institutions or UNIDO sponsored personnel, who contributed to
the ficld work and results of the Workshop.
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I. INTRODUCTION

Since the crisis of the early 1980s. economic policy in Costi Rica has
been dominated by a combination of stabilization and ad justment measures aimed
at promoting the transformation of the productive sector and the restructuring
of the public sector. The country adopted a new development strategy based
on export promotion which has, in turn, led to the design of a new industrial
policy.

The main elements of this industrial policy include: (i) a new
macroeconomic framework which incorporates a re-ordering of relative prices
in the economy: (ii) commercial 1liberalization through gradual tariff
reduction; (1i1i) new systems of incentives for investment and export
activities; and (iv) a comprehensive industrial restructuring programme, all
of which are designed to achieve greater competitiveness.

Although the crisis of the early 1980s produced an overshadowing of
industrial policy by macroeconomic adjustment strategies, the resultant
stabilization facilitated the re-emergence of sectoral-level strategy
questions. Through a process of concertation, the Costa Rican economic
decision-makers and the private sector concluded that, although the ad justment
of relative prices had moved in the right direction and was a necessary
condition for the restructuring of the productive sector, an industrial policy
which stimulates the process of structural adjustment must go beyond pure
price correction. As part of this approach a National Industrial
Restructuring Programme was put into operation in 1989, which combined with
the new macroeconomic framework, the system of export incentives and
commercial negotiation mechanisms, scieuce and technology policy and other
elements constituted a new phase in Costa Rican industrial policy for the
decade of the 1790s.

UNIDO’'s involvement in this programme commenced upon the request of the
Government of Costa Rica with a technical assistance project to advise on the
development of operative industrial restructuring instruments in late 1989.
Subsequently a joint initiative was undertaken to organize the First High-
Level Workshop on Industrial Restructuring in Costa Rica from 4-6 April 1990
in order to analyze and evaluate the National Programme.

The main objectives of the Workshop were:

- To present both the Costa Rican and international experience in
industrial restructuring to representatives of Government, the private
sector, research and development institutions and international
organizations;

- To present and discuss the results of the selected subsectoral
competitiveness analyses (tootwear, metalworking. textiles,
pharmaceuticals and processed fruits and vegetables) undertaken within
the framework of the Workshop:

- To consolidate the progress made to date and secure the continuity of
the Industrial Restructuring Programme by presenting a global vision
of international experience and the structure and state of advance of
the National Programme from an institutional, policy and subsectoral
perspective, thereby bridging the transition between the outgoing and
incoming administrations;
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- To produce recommendations for the eftfective implementation of the
Costa Rican Industrial Restructuring Programme and to further the
development of a medium- to long-term technical co-operaticn programme
in the field of industrial restructuring between the Covernment of
Costa Rica. UNDP and UNIDO.

The workshop was organized jointly by the Ministry of Economy, Industry
and Commerce (MEIC). the Costa Rican Development Corporatioun (CODESA). the
official bodv in charge of the Industrial Restructuring Frogramme and the
Chamber of Industries. under the guidance of the First Vice-President ot the
Republi=. The duration of the Workshop was three days with the first day
dedicated to the opening and the presentation of international and national
policies, trends and experiences in industrial restructuring. The second day
comprised the organization of selected working groups at the subsectoral level
and a simultaneous plenary session on the financing of industrial
restructuring followed by the presentation of the conclusions of the
subsectoral working groups and the signing of a Letter of Understanding
berween the Government of Costa Rica and UNIDO. The third day centred on the
aspects of technology and the development of a UNIDO technical co-operation
project followed by the closure of the Workshop (see Annex 1. Agenda).

The activities of the subsectoral workirg groups commenced prior to the
Wworkshop with the undertaking of an assessment of the competitiveness of each
subsector by teams of national experts supplemented by one international
expert fielded during the month of March to review the domestic situation in
the light of the international context. The findings of this work are
presented in a number of reports prepared by CODESA and UNIDO which were used
as a basis for discussion in the Workshop (see Annex 2. List of documents
presented at the hWorkshop).

The present report provides a review of the technical presentations made
at the workshop and a summary of the main conclusions and recommendations
emanating from both the plenary and subsectoral discussions on the
competitiveness of the industrial subsectors and the effective implementation
and consolidation of the National Industrial Restructuring Programme.
Chapter [l covers the international experience in industrial restructuring and
competitiveness whilst Chapter III deals with the Costa Rican experience. The
subsectoral analyses and recommendations are reviewed in Chapter IV whereas
elements of central importance to all subsectors such as technology and
finance appear in Chapter V followed by a final Chapter which highlights the
main conclusions and recommendations of the Workshop. The two annexes contain
the agenda and list of documents presented at the Workshop.




II. INTERNATIONAL TRENDS, POLICIES AND EXPERIENCES IN INDUSTRIAT.
RESTRUCTURING AND COMPETITIVENESS

1. OVERVIEW

Many of the current problems and features of the irternational industrial
developmenr process are not new and have received considerable attention in
the past. However. in an increasinglvy compl-x and rapidly changing
international svstem ir is essential to re--xamine the international
iestructuring precess and to continually assess 'he new dimensions, features
and d:terminants in order to applv the requi-ite measures to maintain or
achieve domestic and infernational competitiveness. Specific areas which
necessitate this attention include financing. technology. markets and
industrial restrucruring policies.

Financing ot _industrv: In the developed countries there has been a trend
towards increasing ecconomies of scale and of scope of industrial production
invalving greater technnlogical intensity and shorter product cycles which
result in higher capital investment. Furthermore, the external debt levels
of a significant number of dcveloping countries constitute a major obstacle
to their fioancing of industrial restructuring programmes. Easv money in the
170 led to a build-up of industriual capacity in a number of developing
ceuntries, but did not enrail a sutficient built-in abilitv to adjust rhis
capaciiv to me«t the emerging challenges.

With respect to foreign direct investment (FDI). recent UNIDO studies
indicate that, although totai FDi has increased rapidly over the past few
vears, the share ot develioping countries has fallen sharplyv and there has beer:
a greater concentration of FPI in relativelv few counfries. predominantly in
rhe Asisn region. FDI is increasingly being directed ro more technonlogically
cophisricated manutacturing aud service sector activities. At the same time
there has been a trend towards the descaliry of industrial activities and the
emerrence of small- and medium-sized enterprises as a highlv dynamic
innovitive segment of the industrial economy. The significance of inter-
country difterentials in labour cost as the key investment incentive has
diminished. Tt can be assumed thar, to the extent that future FDI flows will
be based on more advanced technologies and new organizational approaches, they
will essentiallv be determined bv: (i) the availability of high levels of
skills relevant te specific areas of production, design or management
(ii) the availability of a varietv of supporting firms providing components,
servines and technical back-up of various kinds; and (iii) the existence of
an  efficient  powery transport and  particulariy  telecommunications
infrastructure. Furthermore. FDI flows are extremely sensitive ro economic
conditions and economic policies in recipient countries, therefore, the
absence or elimination of s'ructural economic weaknesses also constitutes an
important determinant of these flows.

Techpology: A country’s capacity to carry out tcechnological innovation
is erucial tor its advancement and the future competitiveness of its industrv.
One indicator ot this capacitv is rhe level of research and development (R&D)
expenditure which varies from around 2.8 per cent of GNP in advanced countries
such as the USA, Japan, UK and Sweden to usually far less than | per cent in

the ma joritv of the developing countrvies (Brazil 0.7 per cent, Mexico 0.6 per
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cent and Thailand 0.3 per cent). Besides the relarive and absolute size of
R&D. of critical importance are the proper utilization of the resources in
rerms of the selectivity and management of R&D programmes and the direct
linkages to manufacturing. Hence. especially for developing countries with
relatively scarce R&D resources. the efficient interaction bhetween the
scientific. manufacturing and policy-making entities is of vital importance.
Technological development is not only a matter for researchers and
technologists but forms an essential part of industrial policies and
restructuring. R&D is a risky investment with a long gestation period and
needs to be subject to the same scrutiny as other investments. Moreover, a
close monitoring of international technological develnpments is needed in
order to be able to identify and assess the emerging prospects aud challenges
for developing couuntries.

The complexity of industrial technology 1is Iincreasing and the
implications of scientific and rechnological advances in industrial subsectors
such as telecommunications, machine tools. bio-technology and new materials
in terms of their informational, skilis. organizational and policy
requirements are overwhelming. Industrial strategies and policies should nct
merely aim at breaking existing technology barriers. In fact, policy-makers
are faced witn a 'movine target’ in the sense that technological innovation
takes place continuously and new barriers arise all the time. The main
objective should therefore be to promote national technological innovation and
technology-diffusion capabilities.

New technologies neither automatically re-establish an overall industrial
superiority of developed countries nor do they provide across-the-board
opportunities for developing countries to leapfrog into a high-tech future.
Technological innovation does not provide ready-made solutions to any
country’s industrial development. It generates tools, however powerful they
may be, to increase productivity and improve human well-being. Whether the
inherent potential of technological advances is translated into successful
industrial development 1is largely a question of economic and social
organization. Policy issues are therefore of crucial importance.

Markets: Recent worldwide trends in manufacturing trade show that the
structure of international trade is less and less an expression of the level
of production costs of companies operating in an anonymous market. Whereas
competition in international markets is increasingly fierce, many past
assumptions about its nature are being eroded. Tariff and non-tariff
protection measures, voluntary export restraints, anti-dumping regulations and
trade-related investment measures affect to a large extent trade in a variety
of subsectors such as steel, automobiles, electronics, machine tools and
textiles and clothing. Some 10 to 25 per cent of world trade is currentlv
done in the framework of counter-trade agreements. Intra-company trade i.e.,
trade amongst parties of the same corporation is estimated at some 30 per cent
of world trade. A large part of international trade can, therefore, be seen
as "managed trade" of which, to a considerable degree, parameters other than
pure economic or cost factors are the determinants.

Another feature of international competition is the shift from price to
non-price competition in many industrial product groups. Quality ccmpetition
including services embodied in the product requires that companies be able to
produce a greater variety of custom-made product models through the
incorporation of new technologies and flexible manufacturing systems thereby
capturing special market segments through refined product differentiation.
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This trend has been cotple with a concomitant growth in "non-material™ (non-
phvsical) industrial invesrment in areas such as R&D. market research. design,
testing,. engineeving. training. after sales service. market intelligence
svstems and other informition activities. The strategy of large industrial
companies gaining foreign mirker access bv investing in the build-up or
acquizition of preduction and disrribution svstems in a new market is becoming
widespread. The emergence of regional trade blocs in Eurnpe through the EEC,
between the USA. Canada and Mexico and in the Pacific Basin may further
aceentuate this development .

Due to the above-outlined rends and the effects of government policies
and intervention, a growing number of the sn-called "natural™ competitive
advantages seem to be losing their validitv. Advantages are being created
rere amnd more or are arranged through far-reaching investment incentives,
export developmert and credit schemes. which are part of the arsenal of
measures used by governments to support (or distort) the struggle for
~ompetitiveness. Thus. in spite of an international wave of deregulation and
endeavours bv CATT, major impediments and distor.ions prevzil in international
markets. These need to be dulv accounted for in the formulation of companv
strategies and nmational industrial policies of developing countcies.

Industrial Restru:turing Policies: In their endeavours to retain or
artain internarional competitiveness, both <eveloped and developing countries
are pursuing a wide range of programmes and policies for modernizing and
restructuring the industrial sector. Besides the application cf macroeconomic
prlicices and general financial policies. 3 wide range of specific measures is
being used to support the build-up «f industry's competitiveness and the
national economv’s development strength. The concept of the develcpmental or
comper " ive strength of an economv can be defined as the ability of a
couni ry's productive sectors to dynam:cally develop and secure future
competitiveness and therebv enable future increases in real wages and the
Tiving -iandard ¢<f the economy as a whole.

It is important rto differenriate the concept of a longer-term increase
in welfare from rhat of short-term partial competitiveness, which could be
achieved simplv 11 ough wage cuts and currencv devaluation, in that the former
is a much broader concepr which includes the following set of parameters:

First, it ertails the ability of a country to timely and effectivelvy
adjust its ovrratl production and trade structure to thte pressures of
international restructuring and thus be in the position to sustain its
external equilibria. This presupposes, inter _alia, a national policy
t ramework which allows for and stimulates both the discontinuation of unviable
production activities and the start-up of new production lines which have
growth potential. This framework thus requires policies to facilitate the
entrv and exit of entr-prises and supporting measures to minimize the
associated adjustment costs as well as measures to induce and support the
modernization of plants.

Secondly, in order to remain competitive, a national econcwy has to
ensure that its companies are able to fully participate in and take advantage
of the zlobalization of productior and thereby directly and indirectly bring
resources and growth impetus to the national economy.

Thirdly, a country needs to ensure that its national e-onomy constitutes
an attractive location for foreiyn financial and technological resources.
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Fourthlv. a countrvy needs to he able to chater for the socia! pressures
and avoid ma jor unrest which mav arise trom industrial restrosturing. To rhis
end. social awareness and consensus must he huilt un wnd advance attentieon.
needs to be given to issues such 4s emerging strucinral unemplovment
associated retraining or labuur arnd the mobilirs of rescuarces.

Against this background a wide range of "positive adjustmert” policies
and measures for building up competitive strenetn have been pursued bv
countries embarking on industriai restrusruring proprarmes. A first ser ot
measurées concerns the promotion of rechnalorical advincement in indusirv
through the diffusion of advanced production precess and suppert to dowmesty-
R&D activities as cutlined above. A second set of measures covers those of
an iidustrial and financial nature in support of the development of a6
iniustrial producticn svstem composed of a network of large and smali
companies. Such a svstem presupposes the evistence of a sufticient number of
corpotations with the minimum size needed tn realize economies of scope in
vesearch and development. marketing and sevrcing netwerks and financing.
enabling them vo attain and keep a lead role in the specific subsectror. These
corporations would act as engines of ygrewth in the econsmy with the sbilitv
to stimulate the establishment of and acquire and furiher develop small
enterprises. A dvnamic small- and medium-scale industrv sector is indeed a
ma jor clement in a competitive economv. It can be innovative in terms of
identifying product and market niches and process development and can offer
itself as a nucleus for future growth industries. A nratiorai svstem of
competitiveness enrails the effective linkage and interplav between tie
various types of companies such as through: subcoutracting of produzts: sub-
delivervies of parts. components and services and; joint small-scale firm ro-
operation. Stch production networking is seen in wany developed countries as
the key to indusrrial competitiveness.

A third set of measures -oncerns human resource development comprising
not only the skills in actual manufacturing but - primarily - in management
financing and design. both at the company level ., and ourside the companies in
the various service and administrative funciions which constitute the
insritutional environment of industvrial enterprices. In order to cater tor
this need for constant skill creation and upgrading. major ciforrs aie made
todav in most advanced countries ro create demand -oriented. flexible trairing
and retraining schemes. These are carrvied our cither bv corpanies rhenz-ives
or in special training institutes, some of which operate on a comrercial basis
selling their services to enterprises and publis labour warret authoritics.
An efficient. forward-looking training system is an esscntial part ot anv
restructuring programme as it can greatly reduce social costs and perm:! a
high pace of industriai restructuring. {t can thus artually constiriue a
crucial social net for the endangered worktorce in deciining industries

The fourth essential element of industrial restructuring programes i«
the provision of special financial facilities in support of rehabiiitating old
plant and equipment and - ahave all - for enfrepreneurship and new investment.
The financing of industrial restructuring ie a kev issue in the process of
modernizing existing and creating new capacities and is also a severe
constraint for many conntrics, especially those developing countries which are
heavily indebted. [t is important that strusrural adjustment finance be
channclled through an appropriately equipped banking sector rather than being
disbursed directly from genecral government szoucces. “Yajor attention needs to
be given to the ability ot the banking sectar to handle project ~valuation and
other investment -related functions including assessing the value ol existing




asset € and also cavering "non-material " Snvestments. Industrial restructuring
thercfore oiten «itaiss the modernicati-n of the banking sector and negiect

¢t this eritica. resource allocation aspect can lead to the perpstuation of

strucrtura’l deficiencies.

‘n conclusion, natjonal developmental srtrengrh implies that a conntrvy is
arpanized roonse its technnlogically innovative capacities and himan skills
and that it maintains an efticient administrative machinery and policy climare
tor rutrepreneurship and inneovation: thar information and communication is
utiiized to capture the emerging internaticnal business opporfunities: and
thar the escablishment oi an integrated and dvnamic industrial structure is

;ursued to enable effective interplay between specialized companies. Clnse
sovernment . industrv. academia. lahour urnion and banking sector interaction
and coansenzus avres nreded A strong emphasis on education is required to

rrovide a solid skill base for industry and its techrological development .
Tadiiet cial restvacturing mnst be seen and accepted bv all the actors in the
CUOnEMY as - process in which industrial activities and companies that are not
comp titive need tn he "rehabilitated™ or closed down so as to free scarce
roseitcces and stimnlate the development of aiternative. more competitive

acrivivies.

7. INDUSTRTAL RESTRUCTURING I[N SPAIN

Tie d.namism end iccreased interdeprndence of the internaticnal economv
winee the 19795 has bert compelled to continuously adjust to both exogenous
and endiogensus shocks in ordes to maintain competitiveness. The oil crisis
of 1673 can be =een as a turning point., when the majority of the
indnstrizl.,sed countries were foreed to resrructure their industrial sectors
witich weve heavilv dependent nn petrolonm.

Civen this situarion, governments of the industrialized countries were
fared with two possitle cheices: either a policy of savage adjustment based
vn the zurvival of the fittest with the associated political and social
implizations or an interventionist policv to salvage those parts of the
industiiai  fe-hrie. which., with appropriate restructuring. could be
compet tiive. The latrer appicach with national variations has been the norm.
Industr1al  restructuring in the USA has been characterized by little
inrervention. whivst in Japan it was underraken through close collaboration
betw=en the public and privatc sectars, financial institutions and the trade
unions.  The Furopean expericnce has been varied with restructuring of the
piibl 1o sectoer being the driving force in Iralv. France and Spain as opposed
to Great Britain, Germany and The Nerherlands, where the private sector plaved
~ preater role io determining the nature of pubiic intervention.

There are nno universal magic recipes for industrial restructuring
programmes . The key to success lies in adapting to the peculiarities and
requirements of each country. However. the following basic premises are
common to all conuntries and situations:

(1) an understanding on the part of all actors of the need to implement
clear and effective economic and related social policy measures;

(?) that in the absence of consensus, the decisiors must he made by the
political leaders;
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(3) that decision-making be backed up by rigorous and coherent plans
and policy mechanisms which establish internal and external
credibility:

(4) that the industrial restructuring plans be formulated in a clear.
normative and specific manner which allows their development and
implementation in a predetermined time-frame:

(5) that legal and financial mechanisms as well as those required for
the putting into operation, development, monitoring and evaluation
of the plans be foreseen.

The situation in Spain at the onset of industrial restructuring in Europe
was characterized by a series of structural deficiencies including on the one
hand over-bureaucratization, high tariff protection, labour market rigidities,
weak fiscal pressure on business and a shortage of entrepreneurs with
innovative or risk-taking spirit and on the other hand high external
technological dependence coupled with low domestic R&D capacity and a weak
industrial financing structure. The vulnerability of the economy was further
exacerbated by political instability relating to the transition from
dictatorship to demoncracy. Industrial policy was of a defensive nature with
assistance to enterprises being directed fundamentally towards preventing the
break-up of companies and the resulting unemployment. Through the
nationalization of large private enterprises which would not have survived the
crisis, the public sector effectively absorbed the social crisis by writing
off large financial losses. In fact, in 1983, 40 per cent of the total losses
of some $2 billion of the main public sector industrial group INI were
attributed to those enterprises.

The process oi industrial restructuring in Spain was intimately linked
to the rationalization of the role of the public sector in industry in order
to form profitable groups of companies ‘n a more open European economic
context. This was carried out through internal company restructuring,
capacity reduction, the closure of enterprises which were not viable and the
privatization of others which no longer necessitated public management in
order to increase overall competitiveness. The success of the process can be
measured by the turnaround from a public sector loss of $2 billion in 1984 to
a profit of $1 billion in 1989. However, this does not take into account the
cost of the various social measures implemented, which are outlined below.

The implement-tion of industrial restructuring began in full force only
after 1982 and at different points in time the following suhsectors were
affected: steel, construction, shipping, electro-domestic goods, textiles,
metalworking, footwear, electrical industrial goods, auto-parts, automobiles
and fertilizers. No characteristic common denominator can be identified for
all the subsectors. In the case of steel and shipbuilding, there was
international excess capacity which necessitated worldwide restructuring. 1In
other areas where the contraction of demand was not too severe such as in
electro-domestic goods, textiles and footwear, selective restructuring
measures to increase value added were utilized. These tended to include
investments in more productive equipment and rationalization of enterprises
to raise competitiveness through better quality, design, brand-marking and the
establishment of improved export marketing networks abroad. Other sectors
were modernized bearing in mind the need to generate employment and to adapt
national standards to international levels in order to foster competitiveness.
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Independently of the human and financial resources dedicated to
industrial restructuring. the kev to the success of the process lies in the
efficiency and agilitv of its decision-making. monitoring and evaluation
mechanisms and instruments. In Spain the process was made up of a preliminary
phase to determine the subsectors to be covered. the setting up of a specific
organ answerable ro tlie government which was to supervise the elaboration of
the restructuring plan involving the unions and the employers followed by the
development phase. Enterprises voluntarily presented their restructuring
plans according to a pre-established metl.odolcgy. In order to supplement
budgetary resources private participation was permitted through the
capitalization of enterprise debt by the banks. A variety of measures were
implemented to alleviate the adverse employment and social effects especially
at the regional and local level. These included different subsidies, early
retirement schemes and employment promotion funds for retraining displaced
labour and providing incentives for enterprises to relocate and retrain
workers. Such policies for the softening of the negative effects of an
aggressive industrial restructuring programme in the short-term must be
considered as an essential complement.

The following broad ronclusions can be drawn from the Spanish industrial
restructuring experience. Even though a subsectoral approach is adopted for
industrial restructuring. the main reorganization must be implemented at the
enterprise level with the objective of streamlining or creating competitive
entities in those subsectors which for reasons of comparative advantage are
considered of priority. This policy requires pragmatism and the stipulation
that enterprises which are not viable will be closed down. The restructuring
programmes mist also be pragmatic as well as flexible enough to incorporate
continuous reformulation. The programmes should also be seen as exceptional
and finite in that their continuity over long periods of time would give rise
to serious distortions in markets and in the allocation of resources.
Vertical or subsectoral programmes should lead to superimposed horizontal
promotion programmes which enable the development of infrastructural support
mechanisms and the st.mulation of competitiveness.
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ITII. INDUSTRIAL RESTRUCTURING IN COSTA RICA

Throughout the period from 1960 to 1930, Costa Kica's industriai value
added grew st an annual average rate of 8.3 per cent. more than twe percertage
points ahove that of gross domestic producr ¢EDP). leading to an increase in
industrv’s share of GDP from 13.¢ per cent in 1960 to 72.0 per cent in 1980,
This growth was achieved predominantly within rhe Central American Common
Harket (CACH) framework bv expanding the domestic market through the use of
incentives and protective barriers which promoted an import substitution
development model. As a result, productive processes tended tn concentrate
in the final srages cof production with a high deperndence on imported inputs
and techrology and low levels of qualitv.

lust as the majorizv of Latin American countries had established public
sector institutions to promate irdustrial investment either bv setting up
enterprises and projects which would later bhe transferred to the private
sector or bv acting as finarcia! intermediaries in channelling financial
resources to the productive sector, in 1972 CODESA was created to serve this
purpose in Costa Rica. As part of the policv ¢f the public sector plaving a
leading role in industrizl! zactivity (Esrade Empresario), the state through
COBRESA entered intn a variety of industrial and servics activities covering,
cemert . agro-industry. fertilizers, aluminium, tisheri:s and others. CODESA
was given access to direct credit from the Central Fank which enabled it te
rapidly cxpand its activiries. VFor the period 1979-1984. 1ts average annua.
investment was of the order of S $40 million backed bv increasing its share
of Central Bank credit from 10.7 per cent to 18.2 per cent and consequently
its share of puklic sector borrowings from 28.8 per cent to 52.° per cent over
the same period. By 1984, it had accumulated 5200 million of Central Bank
credit and controlled some 40 enterprises which accounted tor approximatelv
10 pev cent of industrial value added and 4 to 5 per cent of the industrial
iabour force.

In pracrice CODESA never assumed the role of a true development bark,
rather it functioned as an irstrument for setting up stare investment
prajercts, many of which were ill-conceived or mismanaged, never being
transferred to the private sector as profit-making ventures, as originally
contcmplated in its constitution.

At the on set of the crisis in the early 1980s. Costa Rica was confronted
with the following conditions: (1) an import substitution model of industrial
development showing clear signs of failure: (2) a high dependence (more than
80 per cent) of industrial production on the domestic market; (3) a
diminishing dynamism of rhe CACM and the possibilities for commercialization
of domestic products due to both political and economic factors; and (4) an
ov-r-extended public sector participation in productive activities coupled
with increasing internal and external debt constraints.

The crisis provoked a severe re-orientation of macroeconomic policies and
by 1983, when the stabilization measures had taken effect and after wide-
ranging national debate on the direction of a new development strategy.
consensus was reached on the need to gradually transform productive structures
rmphasising the promotion of exports, and in particular non-traditional
exports. The mechanisms for implementing this strategyv included a reduction
in the Central American Common External Tariff; the establishment of export
incentives basically of a fiscal nature; the reorganization of institutional
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ciiities which were to be maintained: contribute to rhe fiscal adjustment of
the public sector: and promote the development of capital markets and economic
democracv. The legal framework was complemented by two basic mechanisms to
facilitate the process: (a) the creation of a National Cummission for the
restructuring of CODESA and (b) the setting up of a Trust Fund to administer
the resources donated bv the Agency for International Development (AlD) for
the purchase and temporary administration of the largest enterprises of the
corporarion. This divestment programme was encrgetically implemented, in
particular from 1986 onwards and by April 1990 only four of an inirial 42
entities remained under the jurisdiction of CODESA.

The almost complete transformation that CODESA underwent can be seen as
a fundamental part of industrial policv. in fact one of rthe m1 jor industrial
restructuring projects of the 1980s. One of the consequences ot this was thar
in October 1988 CODESA was proposed as the institution which would play the
roie ot the Agencv for Industrial Restructuring. After consultarion with the
private sector this proposal was accepted cn the basis of the fact that CODESA
had undergone a profcund restructuring and also possessed the flexibiliry cf
organization to be able to serve as the instrument of both the public and
private sectors in executing and co-ordinating industrial restructuring and
the transformation of the productive apparatus.

In April 1989. CGDESA presented its Industrial Restructuring Programme
to the Government. For the purposes of the national programme. industrial
restructuring was defined as rhe transformation of the manufacturing sector
in order to increase its competitiveness and enable it to successfully compete
with foreign products in both the international ani domestic markets. The
main objectives ot the Programme are to facilirate the adjustment of
industrial sectors and enterprises to the new economic conditions and to
provide s framework for concertation between all the relevant actors in order
to formulate and implement a national strategy for industrv. More
specifically. the Programme would promote an industrial policy framework which
would favour the development of doméstic capacityv and efficiency. improved
administrative and tinancial management of enterprises and a more equilibrated
industrial development. At the level of industrial branches and product
froups. the Programme aims to strengthen and expand production in branches
with existing or potential comparative advantages in the context of both
external and domestic markets as well as promoting more highly integrated
forms of production in order to reduce the imported component in industrial
production. The underlying conceptual base of the Programme incorporates on
the one hand, growth as a succession of structural changes each with its own
infrastructural development requirements in terms ot technological capacity.
human resourrecs and institurional retorm, and on the other, the idea that
structural competitiveness encompasses both the endogenous competitiveness of
enterprises themselves and the strength and/or efficiency of the productive
structure of the country as a whole.

As a complement to the techno-economic aspects of the Programme and in
order to achieve the above-mentioned goals., a number of general
characteristics have been incorporated. These include: the emphasis on
increasing awareness of the Programme itself and ifs medium- and long-term
effects; the importance of concertation between the public and private
sectors. research and development and labour organizations: effective co-
ordination: the rational and efficient use of financial and human resources
whether they be public or private, internal or external: the need to be as
selective as possible, given the limited resources, both at the level of
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industrial branches and product groups using criteria such as dvnamic and
strategic comparative advantage and export potential: and the need to consider
the industrial sector as a whole with a varietv of sub-groups in terms of
industrial size. ownership and manpower.

The instirutional framework for the Programme is based on the leading
roles of rhe President of the Republic and the Minister of Economy, Industry
«nd Commerce in the definition of policy guidelines and the monitoring of
their implementation, with the back-up of the Ministry of Science and
Technology., the Chamber of Industries and CODESA. For the purposes of policy
decisions and operative mechanisms. two governing bodies were created, the
Council tor Industrial Policy Concertation (CCPI) and the Consultative
Commission for Industrial Restructuring (CCRI). both of which constitute
representatives of the above-mentioned institutions, with the exception of the
President of the kepublic. Additionally the Executive Planning Secretariat
of the MEIC was designated as the Technical Secretariat of the two bodies.

In ~- rative terms, the Programme envisages three distinct levels of
action 41 concertation, namelv:

Lever T: Policy and global actions including the formulaticn of general
industrial restructuring objectives and strategies, the division of
labour. and the criteria ard mechanisms for the monitoring and
evaluition of the programme.

wvel [II: Subsectorai strategies and action plans for those areas
selected covering their formulation and svstematic implementation. and

Level Til: Enterprise projects which would involve either the support of
the restructuring process of a leading firm or the development of new
enterprises around a specific technological base as applicable to the
concept of the entrepreneurial nucleus of technologv management (NGT).

CODESA. as outlined above, was given the role of the Agency for
Industrial Restructuring. which inveolved programming. co-ordinating and
nonitoring the distince work programmes at the various levels and acting as
an intertace between the private and public sector in order to enhance the
implementation nf the entire Programme through specific policy measures and
support actions. Among these actions was also envisaged the provision of
advice 1o entreprencurs concerning technical assistance. For the purposes of
effectuating concertation and actions at the branch and industrial enterprise
level it was decided to establish Subsectoral Enterprise Committees (CES) of
an ad hoc nature. made up primarily of entrepreneurs from the respective
branches and members of the public sector. These committees wonld act as fora
for analvsis, problem-solving, the formilation of a strategic vision and the
co-ordination of the orderlv implementation of specific action plans in areas
selected by the Programme. At the time of the Workshop, committees had been
tormed in: tood processing: footwear; textiles; metalworking: pharmaceuticals;
and wood products, representing six of the nine industrial branches
identitied. These branches, which also included cardbnard, paper (graphic
arts) and plastics, were the outcome of a selection process which grouped the
important areas of industrial activity into (a) those particularly affected
by the tariff reductions but with export potential plus those with a high
degree ot integration of production: ana (b) those with the potential to
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develop dvnamic comparative advantages and/or of strategic importance for the
economic and social development of the countrv.’

Tne resources assigned to the Programme include: the direct suppert of
CODESA through personnel and financial resources: technolngical development
assistance through the CODESA-Hinistry of Science atid Technology (MICIT)-UNDP
Agreement to establish a project for the entrepreneurial nucleus of technology
management (NGT) and the Technology Management and Industrial Information
centie (CEGESTI), and the IDB-CONICIT-CONARE pro ject for technological change.
norms, metrology and quality control: additional resources allocated to
financial analysis., the development of securities. other financial services
and investment which originate from the agreement signed between CODESA and
the Private Corporation for Investment (CPI) and the IDB credit lime for
tourism and industrial restructuring. The Programme also envisaged the
creation of a specialized unit within CODESA to establish and maintain links
with the various financial instruments and programmes. However, the
commercial banks would assume the responsibility for financial evaluation and
credit-giving activities. Similarly the Agency would play a co-ordinating
role in the implementation of train; .z programmes together with the relevant
institutions in order that the courses offered are related to the industrial
restructuring programme. Fuirthermore. the Programme will be backed up bv a
multi-purpose system of information which will monitor the industrial
ad justment process. preview developments. provide information to entrepreneurs
and back up the decision-making., formulation and evaluation functions of
CODESA.

In broad terms group (a) comprises yarn, textiles, apparel, leather
footwear, wood. cane and metal products having competitive advantage
with preparation and dyeing of hides being highly integrated, whilst
group (b) includes fruit and vegetable processing, tanning, paper and
carton packaging production, printing and publishing, pharmaceuticals,
medicaments, plastic and metal products, wood and metalworking machines,
industrial machinery, electrical goods, radio, television and
communications equipment.
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iV. INDUSTRIAL RESTRUCTURING EXPERIEKCE AND STRATEGIES
FOR SELECTED SUBSECTORS

As stated in the Introduction, one of the main objectivis of the Wnrkshop
was to present and di=cuss the results of selected subsectur=l competiriveness
aniivses which were undertaken by teams of national experts supplemented by
an international expert, within the framework of the Subsectoral Enterprise
Committees (CE5), for the following subsectors: footwear, metalworking,
textiles. pharmaceuticals and processed fruits and vegetables. The criteria
for selection of these branches were outlined in Chapter IIl and the aim of
the subsectoral analysis was to determine the level and potential of
competitiveness of the subsector in terms of preduct groups utilizing both
price and non-price fuactors of competitiveness. On the basis of these
results. strategies and actions would be recommended in order to undertake
restricturing and increase competitiveness. For the effective completion of
the analvses. the following aspects were proposed for inclusion in the
diagaosis wherever practicable. the recent evolution of the domestic industry
including inputs. production processes., technology, size and struct re,
internal and external market conditions and related policies; an assessment
of comperitivencss with particular emphasis on iforeign trade ., product
characteristics and production technologies: and the financial and commercial
capiacity. Tne outcome was reviewed and discussed in the light of the
internationil trands in the subsector and the national policy framework
leading to the formulation ot recommendations for the implementation of the
industrial restructuring prograume for the chosen subsector. Given the
variation in the initiation and rates of progress of subsectoral activities
and the resource and time constraints. a uniformly detailed coverage of all
aspects was not feasible. Nevertheless, the mechanism of complementary
nationai and international diagnosis followed by round table working groups
proved ar effective form of concertation in the discussion of problems and
identitication of solutjons for the subsectors analyzed. The ensuing account
represents a concise review of precentations, discussions and conclusions at
the subsectoral level.

| THE LEATHER FOOTWEAR SUBSECTOR

The leather tootwear producing industry in Costa Rica. as defined by the
{S1C branch 3240 is relatively small in terms of production, number of
enterprises, emplovment, trade and share of industrial value added. Most of
the facrories were set up between 1963 and 1970 within the framework of an
import substitution policv with growth relving on the expansion of domestic
demard and rhe ad jacent Central American Common Market (CACM). The subsector
comprises 136 enterprises. of which 7 are classified as large and generate
37 per cent of total emplovment and 80 ner cent of total production, 12
medium-sized generating 16 per cent of emplovment and 13 per cent of
preduction, and i86 small, which account for 17 per cent of employment and 8
per cent of production. There alsoc exist numerous small unregistered
workshops with significant production. Some £,900 persons are employed in the
subsecror (/7.7 per cent of the industrial labour force) and production in 1988
was of the order of 1,500 million colones (some $21 million), approximately
0.7 per cent of manufacturing value added, down from 1.36 per cent in 1982.
Whilst annual growth rates averaged 9 per cent for the period 1979 to 1983,
they declined on average by 10 per cent from 1984 to 1987. FExport performance
has shown a similar trend and the share of exports in domestic production was
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24 per cent for 1989 as oprosed to 26 per cent for the share of imports in
consumption. In 1389 e of leather footwear had a value of $5.1 million
with 73 per cent of the .ag to Central America and the United States. For
imperts. which totalled $4.9 million, 80 per cent originated in Central
Amecrica. in terms of their share of the countrv’s foreign trade. both exports
and imports of leather footwear represent less tham 0.5 per cent.

Evaluation of the leather footwear industrv in Cost Rica indicates that
productivity is well below that in countries such as [taly. Spain and France
and that international competitiveness has decreased in recent vears as a
result of the weaknesses listed below and the growth of non-leather footwear
demand. However, specific product groups such as mens moccasins and uppers
have maintained acceptable levels of competitiveness. It is noteworthy that
this situation has not been induced by the process of tariff reduction. which
only in 1989 led to a reduction in the level of protection from 80 per cent
to 70 per cent. Nevertheless, given the dualistic structure of production
with few large technically advanced enterprises and numerous small holdings
operating at the level of handicraft production, continued tariff reduction
will have a serious impact on the smaller-scale units.

The leather footwear subsector has a number of weaknesses and strengths
which affect its internatinnal competitiveness. The most significant
weaknesses lie in the internal operation of the industrv and the quality of
the factors of production, whilst the strengths are mainly related to location
and economic climate. The principal weaknesses include:

- raw materials are of low quality; a substantial portion of high
quality hides are exported; the need to import all non-leather basic
raw materials which also vary in quality; the lack of raw material
control and associated wastage: the resultant lack of articulation cf
the subsector;

- low productivity and low levels of specialization and training of
mannower; the lack of an organized system of training or specialized
school ; low remuneration;

- the lack of up-to-date technology in terms of equipment., plant lav-out
and systems of product movement which result in low capacity

utilization:

- inadequate quality and lack of emphasis on product development and
design;

- high transport costs;

- insufficient investment in the maintenance and renovation of fixed
assets;

- lack of well-developed credit facilities; poor financial management :

- inadequate knowledge of world markets and lack of establ ished contacts
for the purposes of technology. design and commercialization;

The strengths identified include:

- proximity to the most important world market, that of the USA;
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- local production of the main raw material, leather;

- an economic, political and social environment tavourable to
investment;

- that national production is of a small size, which is manageable at
the world market level;

- the facilities given to exporters (100 per cent rental exemption,
100 per cent import tax exemption and 15 per cent C.A.T. export
rebate).

The justification for including this subsector in an industrial
restructuring programme, despite the identified competitive shortfalls, lies
in the fact that in the production of leather footwear, the raw material
leather which is locally produced can constitute up to 50 per cent of the
total product cost. Additionally, the domestic market is of great importance,
production is labour-intensive, export markets are expected to continue
expanding and the hurdles faced by the subsector can be overcome in the short-
and medium-term so that greater competitive advantage which is acknowledged
as dynamic may be acquired over a relatively short period.

In conclusion, a number of recommendations were made for the recovery an.
development of the subsector covering the following main areas: improved
quality; incorporation of new technology: commercialization; productivity;
finance; and the formation of associations of small enterprises to produce
components. In order to improve quality actions must be undertaken relating
to raw materials, production processes, plant lay-out, training and the
establishment of quality control laboratories and norms and standards.
Greater concertation is required between footwear producers and raw materials
suppliers. In order to facilitate the modernization of plant and equipment
and the incorporation of new technologies, adequate finance and foreign
exchange should be made available. Technical assistance is required for the
introduction of new production and management systems and for some aspects of
commercialization. Given that the USA is a natural export market due to its
proximity and that it is a major consumer of medium and high quality footwear,
there is a need to develop and promote products which fill the many niches as
well as to strengthen the knowledge of that market and develop better
commercialization channels. This, in itself, constitutes both a goal and a
justification for the restructuring of the subsector, notwithstanding the
immediate requirements of the domestic and Central American markets.
Furthermore, Central American countries such as El Salvador and Guatemala also
pose a threat to Costa Rican domestic production reinforcing the need to
increase competitiveness. In the short-term, actions will have to be oriented
to remedying the deficiencies associated with raw materials and plant
operation paying particular attention to the potential role of the small
workshops. For the medium-term, emphasis will have to be placed on
strengthening capacity including the development 2f complementary activities
and improving quality to fill specialized product niches based on in-depth
analysis. Finally the subsectoral competitive advantage will have to be
developed as a whole, incorporating aspects such as new management and
production techniques, design and commercialization facilities and advanced
components manufacture.




2. THE METALWORKING SUBSECTOR

tor the pvrposes of the analvsis of this subsector., metalworking includes
those establishments which fall within the bounds of groups 37 and 38 of the
ISIC classification system with the qualificaticn that the main activity of
the enterprise constitutes the transformarion of metallic inputs into an
esssntiallyv metallic product. Activities which relate to electronic and
optical articles as well as those encompassing repair services and/or of an
informal nature are excluded. As a result of the use of broader definitions.
data on this subsector have tended to overstate the actual situation.

The metalworking subsector experienced growth rates higher than those of
the manufacturing sector as a whole during the 1960s and 1970s. mainly as a
result of an expansion of the production of light consumer goods and certain
standardized products which beneiited from economies of scale, most of which
were destined for the domestic and subregionai marksts. The prevailing import
substitution model led to a strong bias against the production of more
technologically complex goods through high levels of protection on final goods
and the favouring of imports of capital goods. The subsector was seriously
affected by the crisis of the earlyv eighties with production volumes falling
bv an annual average of 25 per cent from 1980 to 1983. For the period 1983
to 1988 production grew by an annual average of 7.5 per cent. three points
above the rate of growth of industrv as a whole. However, tctal production
of the subsector in 1988 was still only 60 per cent of 1980 levels and in fact
metalworking’s share of manufacturing value added (MVA) declined from 11 per
cent to 8 per cent over the same pericd.

The export performance of the subsector has oscillated, decliining from
a ievel of some $75 million of goods exported in 1980 to $50 million in 1985
and then increasing to more rhan $100 million in 1989. Rapid rates of
expansion averaging 25 per cent per annum between 1987 and 1989 have led tc
an increase in the share of metalworking exports in total exports from 14 per
cent in 1986 to 19 per cent in 1989. The destination of metalworking exports
has also undergone significant change in the second half of the 1280s with the
United States share increasing from some 23 per cent in 1986 to almost 35 per
cent in 1989, whilst the share of Central America and Panama decreased from
59 per cent in 1986 to 43 per cent in 1989, Those branches which had a
substantial share of total exports in 1989 include basic iron and steel (12.6
per cent), basic non-ferrous metals (1] per cent), metallic furniture and
accessories (15.1 per cent)., metal products (12.2 per cent), electrical
machines and apparatus (11.7 per cent) and electrical supplies (24.1 per
cent), which with the exception of metal products (mainly related to the
packaging industry) and electrical supplies (mainly electric cable and drv
cell batrteries). have all maintained or increased their relative share
throughout the 1980s.

Export growth, which has primarily been directed to extra-regional
market <. has been concentrated in both goods produced in long series intensive
in unskilled labour and in short series goods where accumilated technology and
skilled labour play an important role. Market conditions have led to the
closure of some long series producers and the transformation of others either
through developing short series gocds for invernal and external market niches,
or incorporating and developing new lines of production for export utilizing
the Tempovarv Admission Regime. The limitations facing short producers
inciude the saturation of the regional market, technological 'ags and the
growing international competition associated with tariff liberalization.
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Those firms which have succeeded in expanding exports rt: ~tra-regional
markers have in general been (a) recently installed toreisn enterprises
concentrating on labour-inctensive and contamination-intens . processes or

(b) companies built up during the import substitution period which. at the
same :ime. developed strong technological capabilities within their area of
sneci~!ization. In some cases rhere has alsc been an overestimation of the
3bilii - of firms to enter non-regional markets and problems have been
zncoun! 2red in particular in subcontracting and networking relating to quality
~ad delivery.

The estimates of price competitiveness of the subsector confirm the
above -mentioned trends. namely, that long series - “oduction in export market-
oriented firms and short series production of unsuphisticated goods are areas
of comparative advantage. Given that for short .nd long series production the
average imported raw materials cost 1is 5% per cent and 55 per cent
respectively, the cost of manpower would appear to be the principal price or
cost advantage. However, some other countries in the region benefit from
similar or even lower labour cost strictures (El Salvador, Dominican Republic,
Mexico). Additional factors which positively affect competitiveness include
the cost and availability of factory space. energy and export incentives,
whilst negative factors include the cost and availability of inputs which are
generally purchased in small quantities, sales finance and internal transport.

Non-price factors affecting comp:titiveness, which were identified
include: certain drawbacks of the indusirial structure such as the lack of
complementary services and subcontracting networks and the sub-optimal size
of some firms: the insufficiency of market information, commercial drive and
strategies; product design capabilities; the provision of certain specialized
inputs: the use of modern systems of production and quality control; shortages
of skilled labour; wuncertainty regarding exchange rate policy; and
protectionist pressures in developing countries.

In conclusion, the process of structural adjustment and tariff reduction
of the latter 1980s has revealed competitive weaknesses in those segments of
the metalworking subsector with limited technological flexibility and
production of standardized goods destined for the domestic and regional
market, which can only be remedied through restructuring operations in the
framework of a wider export orientation with more aggressive commercialization
strategies. On the other hand, incipient competitiveness has been identified
in two areas: the production of goods in long series intensive in unskilled
labour or facing a growing regulatory environment in developing countries; and
the fabrication of goods of limited technological complexity in short series
using skilled labour.

In terms of the strategic direction of industrial restructuring policy
it was proposed that efforts be concentrated in the short series production
segments of the metalwork subsector with emphasis on the domestic and
regional markets as opposed to an exclusively extra-regional export-oriented
approach. Such a policy coupled with complementary measures would enable the
strengthening of technological and competitive advantages. With regard to
longer series production, policies should focus on minimizing negative
externalities and the promotion of subcontracting networks and che conditions
required for their establishment, as well as the incorporation of
technological progress.
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The following areas of intervention at the subsectoral level were
recommended:

(a) Tariff policy: Evaluate the impact of the precess of tariff
reduction and guarantee favourable conditions feor activiries with
identified and potential competitive advautage.

(b) Marlets: Co-ordinate and centralize the identification of markets.
export promotion and the development of commercialization networks
in the domestic, regional and extra-regional markets.

(c) Productive structure: Establish indispensable complementary
activities which will contribute to increasing the competitiveness
of the subsector. such as subcontracting networks, company linkages
and amalgamation.

(d) Inputs: Establish an import network based on economies of scale.

(e¢) Technology and production processes: Encourage the circulation of
technological information. research and development activities and
optimal production systems.

(f) Human resources: Provide specialized training in accordance with
the skills requirements of the subsector.

(g) Finance and incentives: Study the present system of incentives and
the requirements for sales finance in order to establish a
comprehensive system.

3. THE TEXTI SUBSE!

The analysis of the textiles subsector covers both textiles and wearing
apparel and is limited to the following ISIC branches since they constitute
the great majority of textiles output and employment in Costa Rica: 3211-
spinning, weaving and finishing textiles: 3213-knitring mills: and 3220-
manufacture of wearing apparel, except footwear. The subsector. as a whcle,
currently accounts for almost 6 per cent of manufacturing value added and is
the second most important subsector in terms of labour utilization. employing
approximately 35,000 workers, of which almost two thirds (22,000) are involved
in maquiladora production. The textiles industry in Costa Rica was built up
in the context of the Central American Common Market under high tariff
prot:ztion focusing on the relatively small domestic market. The general age
of machinery, equipment and infrastructure dates from the late 1960s and the
1970s and has received little attention in the way of rehabilitation or
modernization. 1In 1987, the industry was made up of some 550 companies of
which 450 were classified as small, i.e. with fewer than 50 employees. Since
then. the number of smaller concerns has declined whilst larger companies,
many of which operate as assemblers for US garment producers working under US
807 "Duty Break" rules, have tended to increase in number. The contraction
of the domestic market as a result of the recession of the early 1980s led to
an overall decline in the value of production and its share in total
industrial production. However, exports of textiles maintained their share
in rotal industrial exports, with exports to the rest of the world (primarily
JSA) accounting for a significant portion of export growth as opposed to
exports to the Central American region. Although there is some inconsistencv
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in the statistics on the subsector. it is clear that branch 3220 (wearing
apparel. except fooiwear) is of great importance, accounting for more than 60
per cent of the subsector’s emplovment, 37 per cent of its value added and 50
per cent of its exports.

Within the spinning. weaving and finishing branch (ISIC 3211) which is
characteristically capital intensive, much of the machinery is obsolete.
There is a lack of automation, buildings are often unsuitable and capacity
utilization varies from three shifts in some plants to between 60 and 70 per
cent under-utilization in others. For spinning activities, a high proportion
of the inputs (both cotton and polyester) is imported and production is mainly
destined for the domestic market where there is relatively little competition.
Guatemala has proved to be a strong competitor due to its ability to offer a
greater selection of products tailored to clients requirements. In weaving,
tirms have tended to impcrt inputs because of the inadequate quality of
domestic products. The share of spinning, weaving and finishing activities
(ISIC 3211) in total production has declined since 1983 as has its share in
total exports. whilst imports of the same have maintained positive growth.
In general. analysis suggests that this branch (ISIC 3211) has been losing
competitiveness since 1988. Knitwear production (ISIC 3213), which is less
capital -intensive, is characterized by shorter production cycles and shows a
high degree of vertical integration. Although inputs are available locally,
due to reasons of price. insufficient supply, quality, delivery and dyeing
problems, producers prefer to import. Exports of knitwear to Central America
are no longer competitive and now more than half the enterprises export, often
by means of subcontracting, toc extra-regional markets. Producers generally
s2ll from stocks and offer a wide varietv of products which are marketed
abroad either through foreign distributors, who also provide the designs or
through the direct infroduction of branches in the world market. Quotas have
not been a problem in the United States market since the quantities exported
are minimal (less than 1 per cent) of US production. Indicators of
competitiveness suggest a recovery as of 1988,

The wearing apparel excluding footwear branch (ISIC 3220) is generally
considered competitive because of 1its export orientation backed up by a
favourable system of incentives and its relative insensitivity to import
penetration (if contraband and used clothing are not considered). This holds
in particular for the maquiladora operations whose materials are supplied
directlv as cut goods vhich only require assembly, thereby avoiding reliance
on local raw materials. However, the national garment producers usually
direct their product lines to the middle to lower income sector of the market
where competition is most severe and the first impact of recession is
sustained. dere small famiiy operations predominate, speciality products are
absent, skilled workers are in short supply. quality control is generally poor
and exports are mostly low cost goods not subject to quality considerations.
Employment in this branch has expanded notably as a result of maquiladora or
tempnrary admission regime operations, which appear to be the most attractive
and successful of the incentive schemes in the eyes of foreign companies.
Hcwever, labour and social security costs per man-hour in Costa Rica in 1989
were significantly above those of potential competitors in the region (El
Salvador, Dominican Republic, Mexico, Honduras and Guatemala) prompting some
diversion of foreign investmenr. Official statistics show a decline in
imports of wearing apparel, however, this has been partially offset by
contraband and imports of used clothing.
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The above analysis indicates that the Costa Rican textile industry. with
the exclusion of maquiladoras, does not in general possess the attributes
which are required to make it competitive on the international markets. dne
to the following: the age and general condirion of machinerv; inadequacv of
factory installations; high levels of labour turnover. shortages of technical
personnel and zbsenteeism; lack ot effective qualitv control: a lack of
investment and appropriate investment promotrion policies; and insufficient
knowledge of international markets. Additional problems and weaknesses
iwclude contraband, imports of used clothing. administrative and logistical
difficulties related to importation, high domestic rates of interest, lack of
product specialization. design and complementary production processes and
services including dyeing, and tariff liberalization. As a counterweight, the
market for textile goods in the United States is expected to continue to grow.
it is probable that different forms of partnerships or joint-ventures will be
necessary in order to increase participation. In contrast there is little
prospect of increasing exports to Furope. [t should also be noted that the
world textile markets are highly regulated and this reinforces the need to
develop international marketing networks and supplier/producer relationships.

In order to improve the competitiveness of the stbsector, an industrial
strategy which addresses both the problems that are exogenous and endogenous
to the enterprises involved is required and this shouid be supported bv the
necessary political willpower. The exogenous factors include the economic
situation, in particular the high rates of interest and shortage of
restructuring capital; transport costs and administrative bottlenecks; and
importation problems including the inflows of contraband and used clothing.
With regard to the endogenous problems and given the scarcitv of financial
resources, a selective approach will be required which could be based on
company audits covering organization, production. technology, finance and
costing, marketing and training. These audits coild provide the basis for a
targeted modernization of enterprises which have competitive potential that
is borne cut by domestic and export market analysis. It was suggested that
restructuring programmes based on this approach weuld tend to focus on the
"half-modern” enterprises and in all likelihood would lead to a reduction in
vertical inregration, removing inefficient segments of production (e.g.
dyveing) and concentrating them in specialized entities or subcontracting them
out. In addition to plant-level modernization and the improvement of the
pelicv and econemic environmentr, two important factors should not be
neglected: the development of a domestic knowledge of and capacity to exploit
international market opportunities as opposed to relving on external agents
or 'travelling salesmen’; and the co-ordinated development of investment and
export promotion through greater exposure of personnel and products to
external developments in technology and design.

The textiles subsector therefore requires a comprehensive restructuring
strategy or programme based on the above-mentioned company audits and marker
analysis with a differentiated approach for the case of the manufacturing
apparel activities which encompass both domestic higher value added production
and the export-oriented maquiladora operations.

4. THE PHARMACEUTICALS SUBSECTOR

This subsector encompasses the manufacture of drugs and medicines (ISIC
3522) and in Costa Rica these activities are mainly confined to the
formulation and packaging of imported raw materials. The first plants were
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set up trom 1960 onwards as part of the import substitution strategv adopred
in the context of the Central American Common Mark.t. The subsector is made
up of 32 enterprises which empiov some 1.187 persons {1987) and has accounted
for an average of approximatelv ? per cent of manufacturing value added
throughout the 1980s. Of these enterprises., ouly two have more than 100
employees, sixteen between 11 and 100 and the remainder have fewer than ten
emplovees. The average age of equipment is estimated at i0 to 15 vears.
however. the variation both within and between companies is significant
resulting in differing technical levels of production.

A high proportion (some 95 per cent} of the raw materials used in
rroducticn is imported and these materials are procured through brokers. On
the basis of a sample ot enrerprises visited., it was concluded that, in
general. levels of hvgiene were good although there were some storage
inetficiencies. Coods delivered underge chemical analvsis. but detection of
possible impurities is reglected and stabilitv testing is neither required for
registraticn or approval nor practised. Qualitv control facilities were more
uni formlv equipped than producrion lines and the above-mentioned drawbacks are
aggravat 4 by the extremeiv high number of products marketed by all companies
and the consequent small batch sizes in production. At the national level no
research and develepment (R&D) activities are being undertaken and the
exisring R&D and training facilities would require upgrading in order to make
anvy imnact on the dcvelopment of the subsector and the reduction of its import
dependence.

Domestic market consumptinn of pharmaceutical products is estimated at
abeut $70 million per annum Jdivided evenlv between the public sector (the
Costa Rican Social Securitv Fund - €CCSS) and the private sector (pharmacies).
Thne <CSS procures 2% per cent of its requirements locally. whereas the great
majority ot drugs sold in the privare sector is imported in the form of
finished products The tender svstem which is used by the CCSS creates
certain difficulties for the national companies in that it does not allow
sufficient time to plan production. The result is sporadic production runs
with raw material procurement problems and the use of inadequately trained
tempcrary labeur. which not aniv affects quaiity but also implies low capacity

utilizatien and profitabilirv. 1In 1986, rapacitv utilization rates ranged
from 45 per cent to 10 per cent tor different products and are not believed
to have changed significantly since. In terms of drug registration and

patenting. Costa Rica is an uncomplicated market since patents were
practically abolished bv reform of the legislation in the late seventies.
International trade pressures mav, however, induce further modification in the
furure.

Costa Rira, as all Latin American countries, has consistently run a trade
deficit in pharmaceutical products with exports averaging 2.6 per cent of
total manufactured exports and imports 3.8 per cent of total manufactured
imports per annum for the period 1982 to 1988. In 1986, exports of
pharmaceutinal products were valued at $26.3 million, most of which are
attributed ro the affiliates of the multinational companies in Costa Rica.
In 1989, exports by domestic companies were negligible (less than $0.5
million). From 1982 to 1988 sales of pharmaceutical products to the CACM
declined (62 per cent to 47 per cent of the total), whilst the domestic market
and the rest of the world have taken on growing proportions (32 per cent to
40 per cent and 5 per cent to 13 per cent respectively).
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It can be concluded that Costa Rica has developed the best pharmaceuticai
industry in Central America with a very high level of sanitation. drug
availability and medical coverage. well-trained personnel. relatively hish
technical production and quality control levels. and a varietv of up-to-date
products. Sufficient production capacitv exists and with greater marker
analvsis, planning and more aggressive registration and marketing activities.
an increase in exports to the CACM could be achieved. This would reguire the
demonstration of product competitiveness which could be facilitated by the
introduction of stability and bio-equivalence tests. In addition. storage and
labelling should be improved and it was recommended that procurement cf
imported raw materials be undertaken directly with the producers utilizing
specific long-term supply agreements.

The efiective level of protection of the natiomal industry is relatively
low (around 10 per cent) and the presence of multinational companies with more
aggressive promotion and marketing strategies implies that in order to remain
competitive. a higher degree of specialization of local companies is
imperative. This would permit the eliminaticn of production bottlenecks and
together with improved R&D. training and marketing open up possibilities for
increasing domestic production levels. This must be undertaken in the context
of a clear and coherent policy framework for the subsector and to this end the
following technical co-operation opportunities were identified as a rasult of
working group discussions:

(a) the preparation of a study on industrial poiicies and strategies
for national pharmaceutical manufacturers:

(b) the preparation of an opportunity study for the local manufacture
of essential drugs currently imported in order to improve the
productivity of existing firms;

(c) the preparation of a studv on the requirements for improving the
quality of generic pharmaceuticals with special reference to
stability tests and bio-equivalence studies;

(d) the training of an industrial pharmacist in the methodology of
running accelerated stability tests.

In addition. recommendations were made concerning the promotion of co-
ordination between the CCSS, the Ministry of Health and narional
pharmaceutical enterprises in questions of the assessment of public sector
requirements, procurement, the developmen® of activities whichk complement
formulation and the identification of market potential in the subregion.

5. THE PROCESSED FRUIT AND VEGETABLES SUBSECTOR

Given the variety of activities that make-up the canning and preserving
of fruits and vegetables branch (ISIC 3113) and the fact that no preliminary
diagnostic survey of the subsector had been completed at the national level,
the following reflects a qualitative assessment of the subsector based on a
limited amount of field work undertaken plus the main conclusions and
recommendations which arose from the round-table discussions at the Workshop.

The majority of the enterprises in the subsector are small-scale and
labour-intensive with limited export potential due to the type of products




29

produced. deficiencies in qualitv. presentation and levels -nitation and
the lack of external markets. Medium-sized industri:zs -erd to lack
rechanization of basic raw material processing operations 2t the orher

extreme there exist a few large-scale plants endowed with moderit hich-capaci:y
piuce=sing =quipment .

Food products have plaved an imporrant part in the expinsion of nen-
traditional exports that has ccourred threcughout rhe 19806s.  in fact. the
doilar value of exports of processed fruits and vegetahles increased from $6.2
miliion in 1984 to $9.0 wmillion in 1989. The ma’: products exported are
nreserved vegetables, frozen vucca and fruit pures«s ind pastes. On the import
side, tuomarto derivatives represent one ot the mos' iuportant products imported
{some $5 miliion per annum).

tosta Rica has a favourable gengrapnical location and climate,
suificientlv qguatified human resources. an zuundant supply of relatively low-
rcost lahour and good infrastructural and institutional support services, which
together with the varietyv of crops that -an bhe grown provide enormous agro-
alimentarv processing potential. The primarvy sector, however, is
ctaracterired bv low agricultural preductivity which is to some extent related
to the small size of holdings and the inability to provide produce of the
required qualitv at competitive prices. The food prorcessing subsector is
heavilv dependent on domestic primirv production and there has been a trend
towards the vertical integration of raw material production by the larger
processing companies. In the case of swmall-scale industry, financial
resources limit the possibility of such development.

in addition, a number of factors adversely affect the competitiveness of
processing activities. These include: the lack of diversity of suppliers and
retatively high prices of certain inputs such as packaging materials and
chemical additives; high shipping costs and inadequate internal transportation
infrastructure; qualitv control and standardization deficiencies: and
distribution and marketing problems.

It is clear that in order to gain access to international markets for
processed fruit aud vegetables, the queszion of market analysis and the
development of associated markesing and Jdistribution networks is of vitai
importance. Despite the fxistence of nurercus public and privare organisms
(CITs, CINDE. MAG. INCIENSA and Universiries) which make-up an appropriate
institutional framework, there appears to be an institutional wvacuum with
regard to the identitication of new market opportunities and the co-ordination
of efforts to develop and market praducts for such niches.

It was concluded that Costa Rica has definite potential in the fruit and
vegerable processing subsector .and that realization thercof will require a
threc-pronged strategy. which addresses primary producticn, food processing
activities and the identification and capturing of world market opportunities.
Th1s could be undertaken within the context of a Strategic Agrn-industrial
Development Plan, which would also lay dowt: the institutional framework, rake
into account the financial, commercial and technclogical constrainrs and
policy responses, and outlinc mechanisms for co-ordinating technical
assistance. Importance must be attached to providing the information
requirements for the deveiopment. and ‘mplementation of such a plan.
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V. CRITICAL POLICY AREAS OF IMPORTANCE TO
INDUSTRIAL RESTRUCTURING

The precsent cChaptcr reviews three areas of ecritical impurtance to
industrial restructuring in Costa Rica. Th= first concerns tecunology
maragement, vhich is the fecus of a sign:ficant UNDP/UNIDC technica
assistance projact aimed at deveioping the busic techavlogical infrastructare
1t the sectoral and enterprise izvel for the impiemerntaticu of industrial

restructuring in Costa Rica. Secord is the issve of {inancing industria:
restructuring which overrides concrete prougress in the impiomentation ot
industrial restructuring programmss. The iast secrinsn outlines UNIDO's

techiiical assistance activities in Costa Rica as weil the trameverx for =
preject proposal directed towards the restructuring of Costa Rican industry.
which was presented at rhe Workshop.

1.  TECHNOLOGY MANAGEMENT

Tiie accelerated pace of technoivyical thange and the travnsformation cf
inteinativnal markets in the past tew decader has radicallv alt=red the nature
of industrici production and resulted in the management of technology
seringing te the foreground in the desipn and implementation »f industrial
restructuring progremmes. Ipdustrial competitiveness is closely related to
dviaric comparative advantages fourded in the incoirporition of technolegical
toneation in production. organizatiocnal and manigemenat svstems. Production
is increasingly based on flexibie manufacturing svstems with a high degree of
autepatrion and computerizaticn. which are ~apable of producing & variety of
high-quaiity preduces in smal?l batehnes designed to meet clients specifications
and to create and exploit sarket niches. tThe organization of operations is
new subject 'L continuous adaptaiicn based on the changing requirements of
customers and srganization c¢f production iities which demand new forms cf
supplte: vela®tonships and accordingly human resonrces must be versatile and
multi-skilied. A growing reliancs on conputerized information networxs has
permittnd the madification of maragemen: structures. eliminating certain
intermediats levels and  promoting e greater decentralizatiorn of
respcnsibiiity.

Technoiovgy managemont rmust therefore be a vital part of any programme of
industriai rescructuring which attempts to improve competitiveness and
international marker penctration. Moreover, technology management :s not
limited to the setting up of mechanisms tc identify and react to the above
described changes. but also comprises the continuous absorption of new
information and its appiication te production and related procesres in order
to stimulate product innovation. Technolog management sceks a response to
a serics of guestions including the fallowing:

- How can technology be utilized to increase profitability?
- How can one best detect and predict technology trends?

- How can technology he used to maintain and strengthen competitive
advantage?

- How should enterprises be organized in order to promote technological
innovation?




- which tecinologics should enterprises command | purposss  of
competitiveness, growth and prefitability and which nes. should be
monitored beczuse cof their potential r¢ out-ceompece!

- when should an enterprise acquire and discard technologics .nd how can
this be dcne rapidly and effectivelv?

- How can technologies be effectively evaiuated?

- How can technology best be integrated into * = culture, strategy and
objectives of the enterprise?

- How can the lead time for the development >t new products and services
be reduced?

- How can the <outribution cf technical expertise at the enterprise
level be improved?

- How carn mulri-functional interdisciplinarv projects best be managed?

- How can the linkages bhetween all the organizations/agents of the
technelogical development infrastructure and the enterprises be
strengthened in order to promote technological innovation and more
rapid technology diffusion?

As in the national industrial restructuring programme, technology
ranigement must alsc be conducted at vhree levels. At the global level a
coherent rechncivgv poiicy is required, which ensures an appropriate
institutional! tramewecrk for technological education, research and development
and the transfer and incorporation of technology. At the subsecrorai level
strat<ries must be developed for selected prisrity subsectors, which will
enable them ro upgrade product design, innovation and quality and promote
specialization in order to take advantage of market opening. Finally. at the
enterprise level and in particular in the more dynamic subsectors, the
capacity to generate technological 1innovation must be created and/or
stimalated.

Since the majority of the enterprises in the industrial sector in Costa
Rica 4re sm3ll- and oedium-sized and lack the financial and technical
testurces required to design and institure technology management programmes,
there 1s a recognized role which the Government can play in stimulating such
development. In this field, an important effort is being undertake. jointly
by the Government of Costa Rica, the UNLP and UNIDO through the project "The
Management of Technology and Information for Industrial Restructuring in Costa
Rica”. The project has two main components: the development of technology
managenent nuclei (NGT) at the enterprise level and; rhe establishment of a
technology management and industrial information centre. The former conforms
to the third level of action of the National Industrial Restructuring
Programme, the enrerprise¢ level, whilst the latter covers both global and
subsectoral policy actions (levels one and two).

The basic idea of the technology management nuncleus is to establish
within a selected group of project. enterprises a small nucleus of
professionals trained in technolugy management (one of whom in industrial
informatics) who will work closely with top management in identifying
technology requirements and planning and creating the desired conditions for




28

successful  technological innovation vcovering evaluation., selection,
negotiation. adaptation, incorporation and improvement of exogencus
technulogies as well as internal inncvation capacity development. The

existenve of such nuclei would improve competitiveness and also facilitate
networking and given that initially they would benefit from subsidv in the
form ct seed capital from the project, the cost to the enterprises would not
be bevond reach.

The establishment of a technology management and industrial information
centre would complement the enterprise-level activities through the
organization and provision of human resources development (in particular on-
the- job training). technical assistance. research and promotion in all areas
ot technclogy management. The centre would utilize enterprise experience as
a roc! for the demonstration and transfer of technology and at the same time
wouid serve tec restrict unnecessary expansion of enterprise-level nuclei. As
well as functioning as a forum for meetings of enterprise nuclei. the centre
would also serve as an instrument for linking the technological requirements
of enterprise with the science and technology infrastructure of the country.

The combination of the above two project outputs is expected to lead tc:
a larger pool of human resources trained in technology management; a programme
of support for the creation and operation of enterprise level technology
management units; a strengthening of the linkages between the productive
sector and the scientific and technological infrastructure: the development
of technology-based enterprises with export potential; a better formulation
of technology development and management policies: and a broader based
industrial restructuring programme which directs industrial activity to new
atd more dvnamic subsectors.

2. FINANCING INDUSTRIAL RESTRUCTURING

The financing of economic and industrial development is one of the key
variakles in promcting economic growth and the experience of development
financing ir Latin America over the past two decades bears witness to the
numerous weaknesses of the national development financing structures, systems
of financial inrermediation ana policies in the region. Leaving aside the
question of the sound management of monetary and fiscal policy, this section
seeks to concentrate on a brief review of the main issues relating to the role
of the financial services sector in channelling finance to the productive
sector. Independently of the degree of state participation in the financial
sector. the relationship which exists between financial intermediaries and
enterprises plays a vital role in determining entrepreneurial behaviour and
industrial restructuring programmes must take this into account.

Gne of the main ccnclusions which ecmerges from the analysis of
restructuring experience is that the process of industrial restructuring can
only bc successful if adequate resources are at the disposal of an efficient
system of financial intermediation and are made available at reasonable cost.
In fact, the restructuring of the financial system and financial
intermediaries, including deveiopment banks, commercial banks and non-bank
institutions, is in many instances a precondition for effective industrial
restructuring. This requires a thorough evaluation of structures, supervisory
and regulatory policies of the system as a whole. At the level of project
credit allocation, whether it be for expanding capacity, technological
development, joini ventures or export promotion, the establishment of sound
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concepts and practice in project identification. preparation, appraisal and
implementation is crucial.

The Costa Rican banking svstem is made up of the Central Bank. some
twenty private banks. four state-owned commercial banks and two state-owned
banks specialized in housing and community development. The state-owned
commercial banks have wide experience in project financing. The main source
ot finance for the Costa Rican industrial restructuring programme is a $39
million tranche of & World Bank structural adjustment credit (PAE 1I), which
is being channelled through the state-owned commercial banks. A further $34
millicn from the Inter-American Development Bank has been allocated to the
National Science and Technologv Council for technological change in priority
cconopic sectors. A variety of other smaller credits and funds are also
available, however. there exists a strong consensus that these resources are
insufticient to cover the present industrial sector requirements given that
the majority of the enterprise involved are already highly indebted and that
the pctential of domestic savings is extremely limited.

Since the end of the 1970s Costa Rica has implemented a number of
financial referms aimed at: modifying financial protection structures;
liberalizing interest rates and stimulating domestic savings; improving the
competition between the state and private sector banks; the establishment of
new bank supervision norms: and improving the regulatory framework. At the
same time a number of studies have been carried out concerning the
establishment of efficicent capital markets and the development of the national
stock market. At present there exist a number of institutional and market
rigidities in the financial system. which have resulted in limited investment
finance available at higher cost due to a higher degree of financial
intermediation.

An examination of the record of the special financial services provided
by second-tier financial intermediaries and the technical suppert and
monitering services offered by first-tier institutions reveals a number of
weaknesses. These fall into two categories: one relates to the quality of the
services rendered and the other concerns the demarcation of responsibilities
in the provision of different types of service and the assignment of a clear
overall responsibility backed up by sufficient resources to effectively carry
out industrial restructuring.

The following recommendations were made concerning the financing of
industrial restructuring in Costa Rica:

- Given the limited resources available for industrial restructuring,
there is a need to generate additional domestic savings, identify
alternative sources of bilateral and multilateral external finance,
and improve the effectiveness of resocurce allocation;

- The concentration of the available financial resources in a special
Industrial Restructuring Fund, which could be placed in the hands of
the Central Bank, was proposed;

- The rcsponsibility for the provision of both financial and technical
support services for the industrial restructuring programme should be
clearly delineated;
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- There is a need rto upgrade the financial services in support of
industrial restructuring includinz all aspects of project
identification, prepararion. appratisal and implementation:

- Financial intermediaries require improved intormation on
macroeconomic, subsectoral and product group performance in order to
carry out project analvsis;

- The success of the Costa Rican industrial restructuring programme
depends on a conconmitant modernization of rhe financial services
sector, the efficient functioning of capital markets and a reduction
in the levels of intermediation in order that a greater element of
competitiveness enters into financing industrizl projects and rthat
projects with higher. medium- and long-term economic ratves of rerurn
can be undertaken.

3. UN I CO-OP| N_SU 0 STRIAL RESTR ING

UNIDO's technical co-operation includes both project operaticns which
address specific technical and policy-related issues 1ind promotiona!l
activities which cover areas such as investment and technolegy all of which
are implemented at national and regional levels. Leaving aside projects of
a regional character. a number of UNIDO-implemented projects have been and are
in the process of being undertaken at the national level in Costa Rica. Of
significance are the above-described project c¢n the management of technalogs
and information for industrial restructuring “see section V.1) and projecrs
concerning specific issues and subsectors including smzll-scaie industrv,
leather technology and agro-industrial development.

In the area of industrial restructuring, close coilsbaration has been
established through an initial Special Industrial Services (SIS) oproject
entitled "Assistance in the develrpment of cperarive instruments for the
execution of the Costa Rican Industrial Restructuring Proyramme” dirccted
primarily at subsectors, information hase. technolugy and investment promotic~n
aspects of the Programme. The joint High-level Workshop. from which the
present analysis has resulted, was organized in order to review the prcgress
of the Programme and contribute to its consolidation and continuarion. Both
of these events are key elements in the propusal of a medium- to long term
industrial restructuring programme which would he jointlyv implemented bv UNIPO
and the Government of Costa Rica, the broad outlines of which are presented
as follows.

The main objective of the project would be to contribute t5 increasing
the competitiveness of Costa Rican industry through the provision of technical
assistance in the formulation and implementation of industrial restructuring
strategies simultaneously at the global policy level and at the subsectoral
level through specific policies in selected manufacturing activities. The
project would have as its counterparts the main actors in the industriai
sector, the Ministry of Economy, Industry and Commerce, the Agency responsible
for industrial restructuring and the Chamber of Industries and it would play
an important role in promoting clecser co-ordination and co-operation in
industrial policy-making. Similarly, strong links would be developed with
relevant ministries, research institutions and private sector entities such
as CINDE as well as with the UNIDO/UNDP technology management project.
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More specificaliv, the project proposed envisapes assisting in the
formulation and implemeniaticn of strategies. policies and policy instruments
in a vange of tields including irdustrial policv. information and incentives
and their co-ordinaticn. the establishment of an industrial restructuring
fund, investment premntion., stock marketr development, tariff structures and
policyv, and training. In addition it would carrv out a number of industrial
competitivencss stuadies in selected branches and product groups which would
lead to the development and implementation of action plans for restructuring.
A minimus duration of two vears is foreseen and the financing of the project
world ideailv bLe in the to.m of a joint agreement between the Government of
Costa Rica, the Chamber ¢f Industries, UNDP and WNIDO.

The basic vatiorale for the project lies in the fact that industrial
restrucrturing to date nas been based almost exclusively on the reduction of
pretective tarifte and « svstem of export incentives, which independently of
the divestmen: of a number of public sector activiiies, has not stimulated the
rejuired industrial sector policv. institutional and structural changes. The
pro;ect would then be seven as an essential complement to the process of
commercial ijiberalization in the drive to facilitate economic adjustment and
enhance the competitiveness of the Costa Rican industrial sector.
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VI. CONCLUSIONS AND RECOMMENDATIONS

A.  CONCLUSIONS

The following conclusions reflect a number of salient points which arose
from the presentations and discussions in both the plenarv and subsectoral
sesstons of the Workshop, from a deeper analvsis of the supporting
documentation. and from separate meerings and consultations held with a
variety of representatives of the public and private sectors. They do not
necessarily represent a consensus and should be seen as a guide from which a
range of possibie actions could ensue. some of which are made more explicit
in the recommendations for rechnical co-operation contained in section B.

1. The process of industrial restructuring has many dimensions spanning
institutions and policy-making., technology., marketing. finance and the
change of attitudes regarding rhe organization of the productive sector
for the exploitation of international market potential. It is an on-
going process, which requires the continuous reassessment cf these
dimensions in order that each set of measures and the policv framework
as a whole stimulate technological innovation, humaan resource
development, competitive production and marketing networks, a favourable
investment climate and financial services support.

2. Industrial development in Latin America throughout the 1980s has been
constrained by a number of factors which include: the lack of continuity
in government administration and industrial policv; the lack of
functional specialization of and within government and the bodies
responsible for industry, trade, research and development and education:
the inability to identify and grasp opportunities in the regional,
subregional and international markets: the lack of networking in
domestic production; the lack of decentralized approaches for mobilizing
demand and resources; and the shortage of financial resources for
carrying out industrial restructuring.

3. The Spanish industrial restructuring experience indicates that even
though a subsectoral spproach is adopted for industrial restructuring,
the main reorganization must be implemented at the enterprise level with
the aim of streamlining or creating competitive entities in those
subsectors which for reasons of comparative advantage are considered of
priority. Such a policy requires pragmatism and the stipulation that
enterprises which are not viable will be clused down. The restructuring
programmes must also be pragmatic and flexible enough to incorporate
continuous reformulation. The programmes should also be seen as
exceptional and finite in that their continuity over long periods of
time would give rise to serious distortions in markets and in the
allocation of resources.

4. There was a general consensus that given the relatively short period
since the initiation of the Costa Rican Industrial Restructuring
Programme, substantial progress has been achieved in its design and the
determination of 1{its scope, the establishment of mechanisms of
concertation, and the carrying out of subsectoral analysis in support of
the identification of restructuring strategies in selected industrial
branches. An important contribution has bheen made to increasing the
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awareness of entrepreneurs, public authorities ana ! - -cmmunity at
large of rhe need to undertake industrial restructurirg. The Programme
represents a unique initiative and an invaluable ex; rience in the
subregion and in Latin America as a whole and its goals o° increasirg
the competitiveness of Costa Rican industry .ust be purs.ed in the
context of a greater resour :e base with due attention being given to the
implications for the countries of the Central American subregions.

A number of aspects of the programme, howe'.r, require specific
attentivn: First, the entity which is to ve given the overall
responsibility for the implementation of ti: industrial restructuring
programme must be given a clear mandate .- ! should possess both the
credibility and sufficient financial and i.wan resources to be able teo
successfully co-ordinate and implement - structuring programmes which
reach down to the e¢nterprise level; sur-h in entity would thus not need
to be constiicted by unwieldy institutional monitoring machinery.

Second, the etficiency of the mechanisms for concertation. in particular
those relating to tle subsectoral level (the CES) requires improvement
in order that such mechanisms do not function as bottlenecks. There is
a tendency to see concertarion and its institutionalization as a panacea
for the iack of competitiveness, when in fact it is only an initial step
in identifying and solving the constraiats faced by the productive
sector. whicn in itself will not lead to greater competitiveness and may
even retard the prucess of increasing the efficiency of the industrial
apparatus. The government then, wmust take the initiative in making
important decisiuns in the absence of consensus.

Thivd, the Costa Pican Industrial Restructuring Programme materialized
as a result of the changing international and domestic circumstances of
the 1980s. Macroeconomic disequilibria prompted public sector
divestrent and commercial liberalization, which formed the basis cof che
industrial restructuring programme and the institutional and policy
framework and variables were podified accordingly. At the same time, a
technology management programme was set up. The dispersion of efforts
to redress  the structural  ad justment problems has led to the
emascuiation of the ministry whicn should play a leading role in
directing the industrial restructuriug programme and the establishment
of a programme linked te events of the past instead of one which adopts
a torward-looking approach. A balance mist be maintained between the
conentration on thy penetration of external markets, especially extra-
regiunal markets and the defense of the internal and subregional market
which can also cun!rthute to the strengthening of technolcgical capacity
and competitive advantage.

Feurth, the subsectors chosen for analysis and inzorporation into the
programme tend to veflect traditional iundustrial activities, to the
Jetriment of the search for new technology and information intensive
industries which offer greater potential for industrial modernization.
The selection of priority subsectors should therefore not exclude the
possibility of aggregating new areas of interest.

Fifth, an effective industrial restructuring progtamme requires a
clearly defined set of complementary policy instruments ranging from
industrial, financial fiscal, commercial and technological incentives,
Furthermore it shouid be supported by a comprehensive system of
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information which can serve as & too! for policy and programme
tormulation and monitoring.

The question of tinancing industrial restructuring is revugnized us
being of crucial importance to the success of programse implementation
In fact, rhe restructuring ot the financial svstem and financial
intermediaries, including development banks, commercial banks .id noen-
bank institutions, is in many instances a precondition tor eftective
industrial restructuring This requires & thorough evaiuvation cof
structures. levels of intermediation, and supervisury and regulatory
policies of the svstem as a vhole. In Costa Rica there is currentiv a
relativelyv high margin ¢t intermediation. whicl has contributed in part
te the prevaiiing high real rates of interest. Althcugh a number of
financial! secter reforms have been impiemenced, it was unauimously
agreed that the resources available for industrial restructuring were
insufficient and generally of high cost. The banking system has not
been able to effectively channel resources to praductive investment
which lead to industrial modernizaticn. & significant propcrtion of the
resources available stem from technological development projects, which
despite being an essential part of industrial restructuring, have their
own specific objectives. which need not necessarily result in the
promotion of the 1ideal industrial restructuring policv-making
environment. The development of a specia: industrial restructuring fund
or financing programme is -alled for, which could be directlv linked to
or iocated within the bar 1ng system or the enLity responsible for the
industrial restructuring programme. Such a fund must be endowed with
adequate financial resources and must possess the expertise to be able
to undertake sound project identificaticn. preparation. appraisal and
implementation. The issue of whether the financial services and the
supporting technical services or real services should be fused in the
same entity requires careful scrutiny and ideally should te determined
in advance of the implementacion of the restructuring programme.

At the subsectoral level it can be observed that those branches selected
for analvsis expanded within the context ot the Central American Common
Market. They have since contracted due to the economic situation of the
early 1980s and are increasingly being subjected to external competition
as a result of the commercial liberalization programme. In the absence
of the levels of fiscal incentives and export rebates, which currently
apply. most of these branches would encounter difficulty in maintaining
their shares of domestic and export markets. The majority of the
branches analyzed display the following characteristics which negatively
affect competitiveness:

- low productivity;

- lack of specialization;

- inadequate quality control systems;

- outdated technology and insufficient R&D:

- lack of knowledge of modern techniques for the organization of
production, management and marketing:
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- limited existence of linkages between small and larger ..terprises and
between agriculture and industrv.

In order to redress this situation, comparative advantages m'st be built
up ou the basis of:

(a) economic and political stability which promote a gcod investment
climate;

(b) technolecgy management and crganization capabilities:

(c) plant-level restructuring which lead; to technical and cost
advantages; and

(d) aggressive marketing strategies.

It is therefore essential that the industrial restructuring programme
comprise an integrated system of supprrt, which spans the various policy
areas including agriculture, industry. science and technology, trade,
finance, human resources and others. Only then can the enterprise level
projects nased on company audits reap the benefits identified. in tkis
context it was recommended that the industrial restructuring programme
of the Government of Costa Rica be broadened to include a wider range of
¢nterprise projects and that the participation of 21l relevant entities
be actively solicited. The latter refers, in particular, to areas of
investment and ewpert promotion where, contrary to indications that
their exists an institutional vacuwr, the activities of the institutions
which presently operate need to be strengthened and co-ordinated in
support of industrial restructuring.

8. The Workshop was successful in reinforcing the process nf concertaticn
betweenn Government. private industry and scientific and technological
instirutions in the implementation of the Costa Rican industrial
restructuring programme. The domestis experience and industrial sector
development was closely analvzed and discussed in the light of the
international context and the continuity of the national efforts was
boosted. Numerous recommendiations relating to subsectoral
comperitiveness, the financing and implementation of industrial
restructuring programmes resulted. & formal agreement was signed by the
Covernment of Costa Rica and INIDO which paves the way for the promotion
of new indusrrial sector support mechanisms for technical assistance in
the field of industrial restructuring.

B.  RECOMMENDATIONS FOR FUTURE TECHNIGAL ASSISTANCE

Within the contexr of the above-mentioned agreement signed between the
Government of Costa Rica and UNIDO, a number of recommendations for future
technical assistance emerge. One in particular concerning technical support
for the process of industrial restructuring is the proposal (see Chapter V,
section 3) for a jointlv implemented UNIDO/Government of Costa Rica medium-
to long-term industrial restructuring programme. This programme would provide
technical assistance and advisory services in the formulation and
implementation of industrial restructuring strategies and policies at the
sectoral-, subsectoral- and enterprise-level. The initiation of such a
programme is of great importance and could also address a number of the
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questions which remain unanswered concerning the institutional framework for
industrial restructuring. Similarly. the relationship between such a project
and the ongoing project on the management of technology and information for
industrial restructuring (see Chapter V., section 1) must be examined. If two
projects are to subsist. a clear definition of the scope of each and the
linkages will ve required.

At the subsectoral-level, a variety of recommendations are made in
sections 1 to 5 of Chapter IV which could entail technical co-operation.
These range from: further subsectoral amnalysis (fruit and vegetable
processing); industrial policy and strategy advice {(pharmaceuticals and
others): market-oriented opportunity studies (pharmaceuticals, leather
footwear, fruit and vegetable processing, metalworking); enterprise audits
(textiles); technology management and quality control; and training
(pharmaceuticals).

In the area of finance, technical co-operation activities could be
developed in support of the modernization of the banking sector and in the
analysis of the feasibility of establishing an industrial restructuring fund.
These would extend to areas of investment promotion and project
identification, preparation and appraisal.

The undertaking of analysis of industrial subsectoral and policy issues
has been a fundamental activity of the project in support of the Workshop
which brought together representatives from government, industry, R&D
institutions, international organizations and other countries in the
subregion. The regional dimensions of the issues presented and discussed
cannot be ignored and it is recommended that these activities be extended
throughout the subregion in order to create a body of information and channels
of communication on industrial restructuring, which could serve as a basis for
the development of a comprehensive industrial modernization programme for the
Central American subregion.
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ANNEX I. Agenda of the Workshop

High-level Workshop on
Industrial Restructuring in Costa Rica

San José, 4-6 April 1990

Wednesday &4 April 1990: Plenary Session
08:30 Registration of participants
09:00 Opening of the Workshop
- President of the Chamber of Industries
- Minister of Economy of Industry and Commerce
- Director-General of UNIDO
- President of the Republic.
10:30 BREAK
11:00 International trends, policies and experiences in industrial
restructuring and competitiveness: Implications for Latin
America (Head of the Regional and Country Studies Branch,
UNIDO)
12:00 International experiences in industrial restructuring: The
case of Spain (Mr. Mauro Lozano, UNIDO consultant)
13:00 LUNCH
14:30 The Costa Rican Industrial Kestructuring Programme experience
(Co-ordinator: Mr. Jorge Manuel Dengo, First Vice-President of
the Republic)
(a) Industrial policy and the industrial restructuring
programme (Mr. Antonio Burgués, Minister of Economy,
Industry and Commerce);
(b) Science and technology policy (Mr. Rodrigo Zeledon.
Minister of Science and Technology);
(¢) The role of the industrial restructuring agency (Mr. José
Manuel Salazar, Executive President of the Costa Rican
Development Corporation (CODESA));
(d) The insertion of Costa Rica in third markets (Mr. Luis
Diego Escalante, Minister of Foreign Trade);
(e) The role of the private sector in industrial
restructuring (Mr. Samuel Yankelewitz, President of the
Costa Rican Chamber of Industries).
16:30 BREAK
17:00 Continuation and debate/questions and comments
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Thursday 5 April 1990: Subsectoral working groups (simultaneous sessiomns)

08:00

09:00

10:30

11:00

13:00

14:30

16:00

on the following subsectors:

- leather foctwear

- metalworking

- textiles

- pharmaceuticals

- processed fruit and vegetables

Presentation of the internmatioral trends in each subsector
Leather footwear: Odd Birkhaug, UNIDO consultant
Metalworking : Ale jandro Ramos, International consultant
Textiles : Walter Crowther, UNIDO consultant
Pharmaceuticals : UNIDO staff member
Processed fruit

and vegetables: Fernando Sanchez, UNIDO consultant

Presentation of subsectoral competitiveness analysis
(a) International expert and national counterpart
(b) Industrial restructuring agency

Panel discussion on strengths and weaknesses of individual
subsectors

LUONCH

Requirements for subsectoral development and industrial
restructuring

(a) technical assistance requirements

(b) financial requirements

(c) the subsectoral industrial policy framework.

Thursday 5 April 1990: Plenary session

14:30

16:00

16:30

18:00

The financing of industrial restructuring: sources, conditions
and prospects (Mr. José Salaverry, UNIDO consultant)

Presentation of conclusions of the subsectoral workinys, groups
and the Workshop

Signing of a letter of intent on co-operation in industrial
development between ihe Government of Costa Rica and UNIDO

Friday 6 April 1990: Plenary session

08:30

Analysis and discussion of the conclusions of the subsectoral
working groups and the Workshop




11:00

12:00

13:00

39

Technology manageaent and industrial restructuring
(Mr. Fernando Machado, UNIDO Chief Technical Adviser)

Presentation of an overview of the framework for developing a
UNIDO medium-term technical co-operation programme in
industrial restructuring (Mr. Juan Carlos del Bello, UNIDO
consultant)

Closure of the Workshop.
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ANNEX II. List of documents presented at the Workshop

Birkkaug, 0Odd

Corporacion Costarricense de
Desarrollo

Corporacion Costarricense de
Desarrollo

Corporacion Costarricense de
Desarrollo

Corporacion Costarricense de
Desarrollo

Corporacion Costarricense de
Desarrollo

Crowther, Walter

Del Bello, Juan Carlos

Del Bello, Juan Carlos

Doryan, Eduardo y
Machado, Fernando

Fekete, Gyorgy

Jimenez U., Manuel

Lozano Belda, Mauro

Informe sobre la rama calzado, ONUDI,
marzo 1990.

Potencial v aspectos fundamentales de la
competitividad de la metalmecanica.
abril 1990.

Principales caracteristicas, desempeno reciente
Yy comercio exterior de la industria
farmacéutica, abril 1990.

Principales caracteristicas. desempefio reciente
y comercio exterior de la industria textil,
abril 1990.

Principalescaracteristicas, desempetio reciente
y comercio exterior de la industria del
calzado, abril 199¢C.

Programa de reconversién industrial:
Presentacion, abril 1989.

Industrial restructuring of the textile
industry in Costa Rica, UNIDO, April 1990.

Marco general de referencia de un proyecto de
asistencia técnica de mediano plazo a la
Republica de Costa Rica en politica industrial
y programa de reconversion industrial, ONUDI,
1990.

Pautas para estudiar la competitividad
internacional de actividades industriales
seleccionadas, ONUDI/CODESA, marzo 1990.

La gestion tecnoloégica como hilo conductor de
la reconversion industrial: conceptos basicos
y la experiencia de Costa Rica,
MICIT/PNUD/ONUDI, agosto 1989.

The pharuaceutical industry of Costa Rica:
Recommendations for development and
improvement of performance, UNIDO. April 1990.

El sistema de informacion de 1a agencia de
reconversion industrial, CODESA, abril 1990.

Experiencias internacionales de reconversién
industrial: El1 caso de Espafa.




Olaso. Maria Isabel

Salaverry Llosa, José A.

Salazar, José Manuel y
Dervan Garron. Eduardo

Sanchez, Fernando

Sector de Economia

v Comercio

United Nations Industrial
Development Organization

(UNIDO)

Zuniga Saenz. Roy
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El financiamiento como instrum. -t~ de politica
para promover la modernizacion industrial en

costa Rica. CODESA, abril 193i.

Aspectos financieros relevantes al ;.ograma de

reconversion industrial de Costa Fica, ONUDI,
abril 1990.

La reconversion industrial y el estado
concertador en Cr sta Rica, CODESA.,

septiembre 1990.

Informe sobre el =:ector de procesamiento de
alimentos. ONUDI, -:oril 1990.

El programa de reconversion industrial en Costa
Rica. abril 1993.

International trends, policies and experiences in
industrial restructuring and competitiveness,
April 1990.

Definiciédn,

Normalizacién: importancia y otras

notas importantes. CODESA, abril 1990.






