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FOREWORD

In submtting this report, | would ask the readers to regard it as one stage
in a process of reflection which began in the UNCTAD secretariat before | took
of fice as Secretary-General and which | have joined and steered since then. It
therefore enbodies our current state of thinking, and that thinking - particularly
as it concerns the future work of the organization - is prelimnary and tentative.

The report is thus a working docunent, offered as a contribution to an ongoi ng
di al ogue. I welcone comments and inputs - including critical ones - from
Governnents, nultilateral institutions, universities, the private sector and non-
government al organi zati ons.

I believe such an open and dynam c approach is the nost appropriate, and
per haps efficacious, way of comng to grips with a rapidly and constantly changi ng
worl d political and economni c scene.

I should also like to point out that initially this foreword was to have
i ncluded ny personal reflections on sone of the issues | regard as crucial in
defining UNCTAD s work as we approach a new mllennium However, as | conpleted
work on the foreword, it becane apparent that these personal reflections could make
a contribution to the consideration by Governnents of the issues raised by item38
(d) of the provisional agenda of UNCTAD I|IX, nanmely Future work of UNCTAD in
accordance with its mandate; institutional implications. | have therefore included
themin chapter IV of the report.

Rubens Ri cupero
Secretary-Ceneral of UNCTAD
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Chapter 1

TRADE AND DEVELOPMENT IN A LIBERALIZED AND
GLOBALIZING WORLD ECONOMY

A. 1Introduction

1. The progress of devel opnent since UNCTAD VIII has been uneven. A nunber of
devel opi ng countries, particularly in Asia, have sustained the high rates of growth
already in place at the tinme of UNCTAD VIII, and some have been able to accelerate

gromh. Since the |ast Conference, Latin America has definitely energed fromthe
debt crisis that had wei ghed on econom c performance in that region for a decade.
However, in many of the poorer devel oping countries, especially those in Africa

progress has been mpdest. |In many cases output has barely succeeded - or has not
succeeded - in advancing at the sanme pace as population, and well-being has
stagnated or, for sone segnments of the population, declined. Overall, the

di sparities in econom c conditions anong devel opi ng countries appear to have w dened
since UNCTAD VI 1|

2. These broad trends have taken place agai nst the background of rapid changes
in the world econony - changes that can be described by the general concepts of
i beralization and gl obalization. These changes, together with the grow ng

recognition of the need to ensure that econom c advance is sustainable, are altering
the way the international econony operates and affecting the character of successful
pol i cy approaches to devel opment. This report exam nes the opportunities for growh
and sustainable developnent offered by the processes of liberalization and
gl obalization, as well as the risks and potentially negative consequences for
devel opment that mght flow fromthem and discusses some of the policy approaches
that would allow the opportunities to be fully grasped and the potentially negative
consequences to be avoi ded or overcone.

B. Liberalization and a globalizing world economy

1. Liberalization and the broadening scope for private initiative
3. During the past decade, liberalization has been the hallmrk of econonc
policy throughout the world. Virtually all Covernnments have taken significant steps
to widen the role of private enterprise in economc activity. |In some countries -

for exanple the former centrally-planned econonmies - this constituted a veritable
change of regine. For others - for exanple a nunber of Latin Anerican countries -
it constituted a major shift in the philosophy and approach towards fostering
devel opment. In still others - for exanple some European economies - it constituted
an adjustnment of the role of governnent in a m xed econony.

4, A wide variety of specific types of neasures has given effect to
i beralization policies. |In countries with econonmes in transition, the change of
regime has required the disengagenent of the State from production of goods and
services across virtually the whole econony, and the establishment of the
institutions and |egal frameworks appropriate to the functioning of a market

econormy. In economies that relied mainly on private enterprise to organize
production, the role of the State has been reduced and revanped. 1In both transition
and mar ket economi es these noves have resulted in the privatization of State
enterprises. In market economies there has also been extensive reduction in

governnent regul ations guiding private-sector activity, and sonme revanping of
regul ations to neet enmerging needs, as in the areas of finance and environnenta
protection, while in nost transition econonmies there is a need to put in place or
strengthen regulatory reginmes. 1In all countries, however, ensuring that prices are
a true reflection of relative scarcities and giving freer rein to the energies of
private enterprise were seen as essential ingredients of successful econom c policy.



10

This, in turn, reflected renewed enphasis on the role of privately-owned production
units (firnms, farnms, cooperatives and fam |y businesses) as the nost effective and
efficient nmeans for organi zi ng econom ¢ production

5. In the devel oping world, liberalization has been taking place in a variety of
circunstances. |In the dynam c econonmies of East and Sout h-East Asia, |iberalization
has in sonme cases been proceeding at a deliberate pace, with governnent nmeasures to
open markets to foreign conpetition and reduce support for the private sector being
put in place gradually, as industries in the sectors in question acquired the
necessary conpetitive strength in international markets. |In other Asian countries,
liberalization was nore rapid. 1In all cases it took place against the background
of high growth rates. In Africa, |liberalization has tended to be nore hesitant,
while in Latin Anerica it has generally gone forward at a brisk pace. In both
Africa and Latin Arerica liberalization has taken place as part of a policy response
to low growth and, in some countries, financial crisis.

6. In all countries, external transactions have been a key conponent of
l'iberalization strategies. This is because |liberalization of international trade,
i nvestment and capital novenents can inprove allocative efficiency and can bring
about greater dynami smin an econony, thus providing faster econom c growth. Anpong
the expected benefits of increased openness to trade are the inprovenents in
i nnovati veness and productivity of donestic firms due to external conpetition.
Consuners also gain fromthe wi der choice of goods and services and reduced prices
resulting fromincreased international conpetition and specialization. Econon es
open to conpetition from abroad are also presuned to be better able to adjust to
adverse external shocks, and | ess prone to wasteful rent-seeking. At the same tine,
the increased mobility of factors of production - especially capital and, with it,
technology - can help a country overcone the dangers of being trapped by static
conparati ve advantage and achi eve the continued shifts in its resource endowrents

required for sustained economc growh and productivity gains. Furt her
l'i beralization of capital novenents nmeans that the |ink between donestic savings and
domestic investrment can be rel axed: that is, donestic investnent need not be

constrai ned by weak donestic savi ng behavi our and, conversely, high domestic savings
shoul d fl ow abroad to where they are denmanded.

7. Li beralization has, however, proceeded at different speeds and in different
ways as far as trade, investnent and finance are concerned. Miltilateral trade
liberalization, a process that began with the establishment of GATT some 50 years
ago, has taken a decisive step forward with the conpletion of the Uruguay Round,
whi ch has dramatically reduced tariffs and renoved quota obstacles that traders
encountered at the borders of all groups of countries; these reductions furthernore
have been bound into nultilateral contractual commtnents with the possibility of
recourse to workabl e dispute settlement nmechanisns. VWhile there are still a nunber
of sectors where |iberalization has been partial - including agriculture and
textiles and clothing, which are of particular inportance to devel oping countries -
liberalization of international trade has progressed to an inpressive extent.

8. Investnment |iberalization has proceeded in a much nmore uneven manner. VWile
virtually all devel oped countries have liberalized their reginmes for inward and
outward foreign direct investnment (FDI), especially over the past 30 years, npst
devel opi ng countries and those of Central and Eastern Europe have joined in this
process only recently. Once convinced that FDI could play a positive role in
pronmoting econom c growh and technol ogical progress, devel oping countries and
countries of Central and Eastern Europe took substantial wunilateral steps to
liberalize their inward FDI reginmes: between 1991 and 1994 al one, 368 out of 373
changes in national FDI reginmes were in the direction of greater liberalization.
As a rule, changes involved the tenmpering or rempval of obstacles to foreign
i nvestors, the establishnment of standards for their treatnment, and the increased use
of incentives to attract FDI, with sone steps also taken to ensure the proper
functioning of markets. Furthernore, these |iberalization nmeasures were generally
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acconpani ed by other nmeasures ainmed at inproving the investnent climte for TNCs,
especially by granting better protection to foreign investors.

9. Such liberalization has been uneven, however, as far as sectoral coverage is
concerned. The manufacturing sector is now open to inward FDI in nost countries
whil e such opening up has been nmuch slower in natural resources and services -
sectors in which even nost devel oped countries maintain certain restrictions. And,
as far as outward FDI is concerned, only a few devel opi ng countries have begun the
i beralization process. Furthernore, the great bulk of |iberalization neasures have
been taken unilaterally or in the context of regional integration efforts. They are
not bound in a nultilateral framework, although efforts are under way that could
eventually lead to such a franework. Still, the overall trend is in the direction
of greater liberalization, conplenenting therefore nore and nore the internationa

trade reginme in terms of creating a situation within which firnms have the freedom
to organize their activities across national boundari es.

10. The liberalization of trade and FDI regines has been acconpanied by a
liberalization of financial transactions. In developed countries, since the early
1970s freedom of capital novement has been increasingly viewed as an inportant
policy objective; and financial deregulation and |Iliberalization have both
accel erated during this decade. Financial liberalization is generally |ess advanced
i n devel oping countries, but the pace of change has been much nore rapid. Inward
i nvest ment by non-resident investors is virtually free in a nunmber of devel oping
countri es. As for outward transactions, an increasing nunber of devel oping
countries have adopted capital account convertibility in recent years.
Li beralization of transactions in foreign currency anong residents has gone much
further. Indeed there has been a tendency to encourage residents to hold foreign
exchange deposits with banks at hone.

11. The recent growth of portfolio investnent in devel oping countries has been
acconpani ed by neasures going beyond the obligations of IMF Article VIII, which
requires liberalization of many current-account financial flows such as interest
paynments on | oans and net incone flows on other investnents. These have included
rel axations of restrictions on capital inflows, many of them enbedded in regul ations
originally concerned nore with restricting foreign ownership through FDI. At the
same tinme capital repatriation has al so been made nuch easier. Thus, for exanple,
at the end of 1993 only seven of a sanple of 33 devel opi ng countries and econom es
in transition classified as emerging markets by the International Finance
Corporation (I FC) maintained restrictions on the repatriation of capital invested
in equities.

12. The internationalization of portfolio equity investment involves not only
transactions on stock markets by non-resident investors but also the buying and
selling by investors on their local stock markets of the shares of foreign
conpani es. The equities of many devel opi ng-country firms are now |isted on stock
exchanges in CECD countries, and there has been a rapid increase in the tradi ng of
such securities since the beginning of the 1990s, especially those issued by Latin
American entities.

13. Li beralization of trade and investnent has been influenced by the expansion
and intensification of regional integration efforts, which have continued even after
the successful conclusion of the Uruguay Round and the establishment of the World
Trade Organi zation (WO). The weight of this factor is best neasured by the fact
that trade anong the menbers of regional groupings already accounts for al nost half
of world trade. Beyond the recent |aunching of NAFTA, the enlargenent of the EU and
the inplementation of its Association Agreenents with some Central European
countries, several other regional projects involving countries at different |evels
of devel opnent are in the making, including sonme enbracing both devel oped and
devel oping countries. Subregi onal integration anmong devel oping countries and
various countries in transition is also making progress. There is an increased
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enphasis within groupings on the |iberalization of investnment and services and on
t echnol ogi cal cooperation, as well as on gradual harnonization of national policies
with an inpact on trade and investment. |Increasingly, regional arrangenents tend
to include new spheres such as environnment, conpetition, |abour standards, the
i beralization of regional |abour markets and nonetary integration. Al of this
reflects the desire by many Covernments to have a range of opportunities for pushing
forward with liberalization, rather than relying solely on global multilateralism

14. These devel opnents are bound to affect the patterns of international trade,
production and investnent of both nenbers and non-nenbers of regional groupings.
Most estimates concur that, overall, their trade-creation and dynamn c-efficiency
effects are likely to outweigh potential trade and investnent diversion effects for
third countries. However, for devel oping countries in particular, the energence of
econom ¢ groupi ngs involving major trading nations has given rise to concern. Even
if the results of the Uruguay Round should significantly reduce the risks of tariff-
i nduced trade diversion by integration groupings, trade diversion effects may still
be significant in certain sectors where tariffs remain high, which include sectors
of interest to developing countries, notably agriculture and textiles, and in the
area of governnent procurenment. The trade-distorting inpact of regional agreenents
may arise from neasures such as restrictive rules of origin and regional standards,
and fromregional information networks.

2. The globalizing world economy

15. The liberalization policies referred to above have progressively enlarged the
effective econom c space available to producers and investors, fostering the process
of gl obalization throughout a |arge part of the international econony; that is, they
have set in train a process whereby producers and investors increasingly behave as
if the world econony consisted of a single market and production area with regional
or national subsectors, rather than of a set of national econom es |inked by trade
and investnent flows. However, there is a marked difference between the degree of
gl obalization as reflected in trade, FDI and international finance. Over the past
10 years, the volune of international financial transactions and the integration of
financial markets of both devel oped and devel oping countries into the globa
financial system has proceeded at a nore rapid pace than has the worldw de
integration of other markets. Mreover, a renarkable feature of the recent increase
ininternational financial flows is the very fast growh of cross-border financia
transactions (that is, all portfolio transactions between residents and
non-residents) relative to total net capital flows anong countries, including
devel oping countries. A large proportion of these international portfolio
transactions are short term involving round-tripping of capital and very rapid
reversal of asset positions. International trade and production have not expanded
at the same rate as international financial transactions, but production by
transnati onal corporations has grown faster than trade. More inportantly, trade and
the internationally integrated production of TNCs have acted both separately and in
interplay with each other to increase interdependence of economies in terns of
production activities, lending a qualitative dimension to globalization that
distinguishes it fromits earlier variants.

16. The principal driving force in the globalization process today is the search
of both private and publicly-owned firnms (and nore generally, producers and asset
hol ders) for profits worldw de. Their efforts are nade possible or facilitated by
advances in information technology and by decreasing transport and communication
costs. To maintain or increase market share and nmaxim ze profits in a world economny
with rapid technol ogi cal change, convergi ng consuner tastes and |iberalized flows
of goods, services, capital and technol ogy across national boundaries, firms are
pursuing strategies that allowthemto exploit all available sources of conpetitive
strength, conbining their own, firmspecific assets with assets that are specific
to particular locations. They mnimze transaction costs and maxim ze efficiency
and profits through appropriate choice of nodes of international transactions and
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di stribution of assets and of international production activity.

17. The nost w dely acknow edged factors pronoting the globalization of both
production and finance are the recent advances in information technol ogy; technical
progress that has led to a steady decline in the costs of internationa
transportation of goods and people and of international conmunication; and
technol ogi cal progress in manufacturing which makes it feasible to deconpose
producti on processes. The scope of the international division of |abour, as well
as of international financial transactions, has consequently been considerably
wi dened. The sharp decline in international transport and communi cations costs and
the possibility of deconposing production processes have not only nade a vast nunber
of goods and services which were fornmerly non-tradeables into tradeabl es, but have
al so accel erated the process of internationalization of production and of services.
At the same tinme, the drop in the costs of international conmmunications and recent
progress in information technol ogy have opened vast possibilities for internationa
financial flows.

18. The use of foreign production units, inplenmented through FDI, was facilitated
by advances in nmanagenent science, which have considerably enhanced the ability of
firms to devel op managenent structures capable of dealing with several production
units located at |arge distances around the gl obe. But perhaps the nost inportant
single factor permitting the rapid globalization of production has been the
revolution in sem-conductor, mcrochip technology and its application in
combi nation with technical advances in telecomunications. Wth the ability to
transmt virtually unlimted amunts of data at very |low costs, firms can easily
di versify geographically the various stages of production w thout |osing manageria
control. This technol ogy has thus allowed firms to nove beyond econonies of scale
and to exploit economes of scope, or to combine |arge-scale production wth
particul ari zed production for individual market requirenents.

19. Al'l these factors have al so had a pronounced inpact on the globalization of
finance. They allow financial institutions to be instantly informed about
conditions in markets around the world, as well as to perform the detailed
cal cul ations necessary to identify profit opportunities from the allocation of
capital in different areas. Financial globalization is further reinforced by the
consi derabl e expansion of the financial and business nedia, and the grow ng
acceptance of English as the lingua franca of international business.

20. d obalization is the product of liberalization. But it has also set in notion
forces working to accelerate |I|iberalization. As firms increasingly see
transnati onal production as necessary for their conpetitiveness and profitability,
they are exerting nore and nore pressures on Governnents to provide conditions that
will allowthemto operate worldwi de. This involves not only further |iberalization
of international trade but also freedom of entry, right of establishnment and
national treatment, as well as freedom for international financial transactions,
deregul ati on and privatization

21. Macroecononm ¢ forces have, neanwhile, exerted other pressures on firms and
Gover nments. Slow growmh of demand, stagnant wages and persistently high
unenpl oyment in the devel oped countries over the past 20 years have resulted in
pressures from firms and workers that have influenced these countries' policies.
The slow growt h of donestic demand and the rel ated squeeze on profits in devel oped
countries has led firns there to intensify their search for growth and profits in
other markets; in so doing, they also apply pressure on their home Governnents to
demand greater openness of foreign markets. On the other hand, the persistence of
hi gh unenpl oynent conbined with these same factors has increased the threat of
protectionismand selectivity in the liberalization of international trade in these
countries.
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C. Liberalization, globalization and development

1. The role of the State

(a) The State, enterprises and development in a globalizing economy

22. Wth market mechanisns now playing an increasingly inportant role in the
devel opnent process, the role of governnent is progressively shifting towards
providing an appropriate enabling environnent for private enterprise, and
facilitating and fostering the establishnment and expansion of private business.
This is not necessarily a passive or indirect role. A nunber of Governments in both
devel oped and devel oping countries have successfully pursued proactive policy
interventions to influence the savings and investnent rates; to pronote the
efficient functioning of markets; to inprove access to international markets and the
di ffusion of technol ogy; to pronote core capacities in manufacturing and services;
and to create the best possible conditions for the conpetitiveness of their firns.
Such policies are particularly inportant for devel oping countries, where enterprises
need to build up their capacities in order to participate fully and effectively in
i nternational markets and production. |In these countries the pronotion of small and
medi um si zed enterprises is often a particularly inmportant conmponent of Governnent
policies to foster devel opnent.

23. Thus, the shift towards reliance on narket forces as the primary neans for the
al l ocation of resources and the organi zati on of economc activity as a whol e neans
a new, but not necessarily less relevant, role for the State in pronoting
devel opnent . Governments need to encourage entrepreneurship, to pronote human
resource devel opment, to develop and maintain internationally oriented
infrastructures, and to ensure the free flow of information. GCovernnents al so need
to assist the main actors in the narket - producers and consuners - to adapt to the
demands of a nore conpetitive market-place, by facilitating training and the
avail ability of enterprise-support services.

24. There is a growing recognition in nearly all countries that Governnent
interventions in the econom c sphere which pronote or perpetuate "rent seeking”
shoul d be strongly discouraged. At the sane tine, in view of the successful
devel opment and econom ¢ transformati on experience of the East Asian countries, it
is wdely acknow edged that Governnents can pursue effective policies ainmed at
enhancing the capacity of their enterprises and corporations to neet internationa
conpetition, and that they can adopt specific policy measures to increase domestic
savings and investnment rates. An inportant |esson learnt from the East Asian
countries' experience is that policies used to increase the rate of capital
accunul ati on can have as nuch influence on pronoting technical change, internationa
conpetitiveness and industrial developnment, as do export pronotion and other
policies nore focused on individual sectors or industries.

(b) The State and the sustainability of development

25. Appropriate Governnent policies or interventions may al so be required to dea
with market failures or deficiencies associated with the consistent inability of
markets to deal with the phenonenon of externalities. An inportant exanple in this
regard is the inability of markets to ensure on their own the environnental
sustainability of economc activity. Markets and the associated accounting systens
(rmarket prices) often fail to recognize natural resources, which notably include all
envi ronnental resources, as assets, or to value properly resource-based goods and
services, or the costs and benefits associated with external effects of production
and consunption activities. In the absence of Governnment intervention, and well
defined property rights for public goods, or goods to which access is generally
open, such as clean water, clean air, biodiversity, etc., those environmental assets
tend to be treated as free goods in the econom c production process and consequently
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over-used in production activities. In these cases, especially where the
sustainability of environmental services is endangered, there is a clear need for
Covernnents to intervene in order to create the conditions for the internalization
of those external costs associated with such over-use. However, in order to avoid
creating excessive rents, Covernment intervention should rely to the greatest extent
possible on market-related instruments for internalization of external costs and
benefits.

26. It may be noted, however, that in sone cases Covernnent intervention has
wor sened the situation, for exanple by under-pricing certain resources either by
provi di ng them bel ow their margi nal cost or by subsidizing private producers. Thus,
prices of water, energy, pesticides and fertilizers are frequently set at |ess than
their marginal cost to society and, in certain cases, at even |less than the private
mar gi nal cost of production. Governnments intervene in agricultural commdity
markets through price support, agricultural taxation and export taxes. \Wereas in
t he devel oped countries, intervention usually seeks to keep donestic agricultura
prices above world market levels, in the developing countries, agricultural
production is often influenced by interventions to keep domestic agricultural prices
bel ow worl d price levels. Both types of intervention have adverse consequences -
both static and dynamic - for the managenent of natural resources: resources are
m sal | ocated and prematurely depleted, to the detrinent of future generations.

27. Di stortions affecting the nanagenment of natural resources do not arise solely
from policies directed to the natural resource sectors. Pol i ci es which pronote
i ndustrialization at the expense of agriculture discourage investments in |and
conservati on and encourage encroachnment on margi nal |lands. Certain trade policies
can al so create problens: agricultural protectionismleads to nore resources being
used in farmng than is environmentally or economcally justified and i npedes narket
access for lowcost producers, thus raising consumer prices in devel oped countries
while [ owering incones in devel opi ng countries.

28. The | essons of this experience are twofold: first, the market system by
itself sometinmes provides incorrect signals and msleading informati on and therefore
needs to be conplenented by necessary Governnent intervention; secondly, such
Government intervention should seek to ensure that |evels of benefits and costs
reflect the fullest informati on about scarcity and price, rights and
responsibilities, actions and consequences. The use of such information by society
is a necessary precondition for an effective human interface with the natura
envi ronnment and for the pronotion of sound managenent of natural resources and
sust ai nabl e devel opnent. Non-governnental organizations can play a positive role
in this regard.

(c) The State and the distribution of economic benefits

29. Governnment also has an increased role to play in conbating the unwanted
acconpani nents of |iberalization and globalization. |In particular, there is a need
for public policy to address issues related to poverty and incone distribution.
Many economic actors, such as poor and vul nerabl e groups, are unable to seize narket
opportunities to achieve even mninmumincone |evels. To assist these groups to gain
access to, and to exploit, market opportunities, CGovernments have a critical role
to play in pronoting social human devel opnent and in providing the poor with the
necessary working skills. Adequate safety-net provisions for the unenployed are
al so inportant.

30. Many industrialized countries, however, have been searching for ways to sl ow
down or roll back the inpact of the growh of enployers' social security
contributions on | abour costs, with consequent inplications for the well-being of
the vul nerabl e and unenpl oyed. One reason for this has been the desire to nmake
wages nore conpetitive with those prevailing in other countries. But there have
al so been broader concerns |leading to the need to reform social security. These
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i ncluded the mounting costs associated with popul ation ageing, changing famly
structures, ever nore expensive nedical care, persistent unenploynent and public
concern over the abuses and disincentive effects of social welfare. These factors,
together with the constraints of slow economic growmh and the maturati on of pension
schemes with respect to funding have led to spiralling costs of social security
syst ens.

31. One of the main social challenges that devel oped countries have had to face
in a nore conpetitive world has been how to deal with | owskilled workers endowed
with only limted potential or will to increase their skills. Although jobs exist
in non-tradeable activities, the pay and job security are generally not attractive.
In the production of tradeables, such workers run the risk of being marginalized,
since unless training and retraining activities are put in place to enable themto
enhance their skill levels, unskilled workers in devel oping countries can often do
the sane work at nuch | ower cost.

32. Budgetary cutbacks in social services have also occurred in many devel opi ng
countries, in particular in Africa and Latin Anerica. Fol | owi ng the reductions
initiated in the early 1980s as part of the stabilization and adjustment neasures
to cope with the foreign debt crisis in nost countries in those regions, the levels

of social service funding per capita, adjusted for inflation, still generally remain

bel ow the levels attained in the 1970s. Both quality and, to a |esser extent

coverage have declined as a result. In sone countries, already inadequate socia

infrastructure, in areas such as health and education, has |ikew se deteriorated.
2. Seizing the opportunities

33. The processes of liberalization and gl obalization referred to above open up

new opportunities for devel opnment. The successful conpletion of the Uruguay Round
prom ses to expand the effective scope of world markets avail able to exporters and
potenti al exporters in devel oping countries. The growing flow of foreign direct
investment is offering greater opportunities to secure investnment finance from
abroad, but also - sonetines nore inportantly - to secure access to the technol ogy,
skills and managenent practices essential to developnment. And the sharp growth of
flows of portfolio capital enlarges considerably the possibilities for firm to
secure their own financial needs through capital markets on attractive terns.
Opportunities thus exist which, if grasped adroitly, can add new nmomentum to the
devel opnent process.

(a) Trading opportunities arising from the Uruguay Round

34. The UNCTAD secretariat has undertaken an initial assessment of the outcome of
the Uruguay Round with enphasis on the interests and concerns of devel opi ng
countries and on the new trading opportunities resulting fromthe inplementation of
the Agreenents. The analysis has concluded that the outcome of the Uruguay Round
does i ndeed open up inportant tradi ng opportunities. They stem to begin with, from

the significant tariff cuts which have been achieved. In major industria
countries, duty-free access for products will increase from 20 to 43 per cent of
total inmports, and the trade-weighted average tariff on inports of industrial
products from all sources will be reduced by 40 per cent, from 6.3 per cent to
3.7 per cent. On inports from devel oping countries, the reduction in the average
tariff will be sonmewhat smaller - 30 per cent.

35. New trading opportunities stem also from the fact that the Uruguay Round
effectively addressed areas and sectors where, wuntil then, the absence of

i nternational consensus and workable rules had given rise to discrimnatory
protective neasures and trade tensions. This refers particularly to the Agreenents
on saf eguards, subsidies and countervailing neasures, agriculture, and textiles and
cl ot hi ng.
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36. The Agreenent on Safeguards specifically prohibits voluntary export restraints
(VERs) and other "grey area" neasures, which are to be phased out over a period of
four years, thus dealing with a major elenent in the erosion of the multilatera
tradi ng system The Agreenent on Subsidies and Countervailing Measures for the
first tinme defines a subsidy, and reflects a consensus as to the appropriate role
for Governnents in supporting production and trade.

37. The Agreenent on Textiles and Cl othing provides for the phasing out of the
Mul tifibre Agreement (MFA) with its discrimnatory and restrictive regine. The MFA
distorted world trade in textiles for over three decades, and penalized devel opi ng
countries in particular. The new Agreenent involves the integration of the textiles
and clothing sector into the GATT/WO nultilateral rules and disciplines over a
period of 10 years, supplenented by a progressive expansi on of quotas during the
transitional period.

38. The Agreenent on Agriculture converts virtually all the non-tariff barriers
to tariff-based protection, and includes a reduction by 36 per cent in the resultant
and other agricultural tariffs, on a sinple basis, in developed countries (with a
m ni mrum reduction of 15 per cent per tariff line) and by 24 per cent in devel opi ng

countries. It also requires reductions in export subsidies and in domestic support
to agricultural producers. The Agreement is a mgjor step towards a market-based
worl d agricultural economy. In addition, the Agreenents on clarifying technica

issues related to sanitary and phyto-sanitary regulations, technical standards,
custons val uations, inport licensing and preshipnent inspection should reduce the
risk of their being used as protectionist devices.

39. Al so conducive to increased trading opportunities is the extension of
multilateral disciplines to trade in services. The Ceneral Agreenent on Trade in
Services (GATS) will provide a framework for a nore secure and open market in
services in a simlar manner as the GATT has done for trade in goods. |Its scope is
i npressi ve, covering such diverse aspects as investnent, novenent of persons and
professional qualifications, and novenent of electronic data across nationa
frontiers. It provides a negotiating framework which permts devel opi ng countries
to obtain reciprocal concessions in sectors of interest to them including access
to technology in return for opening their markets to trade and investment in
services of interest to the devel oped countries.

40. The internationalization of services, conmbined with the liberalization of
trade in services, should enhance the ability of devel oping countries to devel op
efficient producer services. These, given the rising service intensity of
production, are acquiring increasing inportance for the competitiveness of the whole
econony. They facilitate the application of new managenent techniques, nake

rel ati ons between various stages of design, production and marketing of products and
services nore expeditious, allow custon zed services to appear, help to generate
greater economies of scale and facilitate an efficient globalization of the
production and distribution functions. There are also greater opportunities for the
export of | abour-intensive services through information networks. The effective
i npl enentation of the devel opment-oriented provisions of the GATS would create
opportunities for devel oping countries to increase their exports of services, which
woul d be an essential elenent in their integration into the world tradi ng system

41. Al'l the above new trading opportunities have energed in the context of a
greatly strengthened nultilateral system of rules and disciplines enbodied in the
Worl d Trade Organization (WIQ. Al WO nenbers nust accept all of the conmponent
mul tilateral trade agreements, and the nultilateral rights and obligations of al

countries have been raised to broadly conparable |evels. The various agreenents
have been linked together within the formal institutional framework of the WO
t hrough a common and nuch inmproved system for the settlenment of disputes. The
out cone of the Uruguay Round has al so served to dilute many of the discrimnatory
aspects of regional trade agreenents, by reducing tariff preferences for regiona
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partners and often establishing multilateral disciplines of equal or greater
stringency than those in regional agreenents. While there has been a dramatic
increase in the multilateral obligations of nbost devel oping countries, differentia
and nore favourable treatment in their favour is now established in a contractua
manner, thus providing themw th further security and predictability.

42. However, there are difficulties facing the actual translation of the
commitnents made in the Uruguay Round Agreenents into concrete trading
opportunities. Sonme of the agreenents |eave a margin of interpretation that could
allow the reintroduction of protectionist measures. Mreover, devel oping countries
and economes in transition often face constraints on taking full advantage of the
tradi ng opportunities created. The issues concerned can be considered under two
headi ngs: those that relate to trade policy, and those that relate to trade
efficiency.

(i) Trade policy implications

43. A nunber of features of the results of the Uruguay Round can be constrai ning
factors for developing countries' efforts to take full advantage of the trading
opportunities. Al so, countries in transition face special problens which could
severely limt their ability to benefit fromthe nultilateral trade |iberalization

44, Tariff reductions for industrial products, significant as they are, do not
cover all dutiable inmports in the markets of the mmjor devel oped countries.
Moreover, virtually no reduction was offered on the 22 per cent of dutiable inports

whi ch were deened "sensitive". These include products of particular export interest
to devel oping countries such as itenms in the |eather, rubber, footwear and trave
goods category. In addition, a relatively high degree of tariff escalation wll

persist in nost product groups, particularly those of export interest to devel oping
countries. These include tropical and natural resource-based products.

45, Constraints on the ability of devel oping countries to take full advantage of
tradi ng opportunities in the textile and clothing and agricultural sectors derive
fromthe considerable latitude which countries have in the inplenmentation of their
conm tnents. The "end-| oadi ng" feature of the Agreenent on Textiles and C ot hing,
in conjunction with the "integration" choices of governnments, could postpone the
realization of new nmarket opportunities until the end of the 10-year inplenmentation
period. Additionally, the possibility of recourse to the transitional safeguard
provi sions, which permt new quantitative restrictions to be inposed on a
discrimnatory basis for up to three years, including against countries and products
whi ch were not restrai ned under the MFA, could in fact reduce export opportunities
in the short run.

46. Under the Agreement on Agriculture, Governments have a degree of flexibility
in the inplementation of their conmtnments on market access, export subsidies and
donestic farm support which could reduce potential trading opportunities. The

tariffication process has resulted in very high levels of tariffs on affected
products, the protective effect of which is supplenented by the Special Safeguard
Cl ause, which permts additional duties on inports of those itenms subject to
tariffication if inports of a given product exceed a "trigger price" or "trigger
volune". Tariff quotas, which are provided at | ower rates to inplenent current and
m ni mum access comitnments, may represent the only real market opportunities created
by the Agreement. The arrangenents which inporting countries adopt to allocate
guotas anong countries will have a significant bearing on trading opportunities
actually created

47. Wth regard to export subsidies, reduction comm tnents have been established
for broad product groups rather than at the individual product level. There is
therefore an el enent of uncertainty as to how the overall conmtnment will affect
specific products. Furthernore, since there is no restriction on how the remaining
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al | onabl e subsi di es can be used across markets, it will again be a matter of policy
to decide in which markets subsi di zed exports will actually be reduced, or whether
a sequential targeting of markets would not occur. Concerning donestic support, as
AMS (Aggregate Measurenment of Support) reduction commtments are sector-w de,
countries have considerable flexibility with respect to product-specific action

48. The Agreenent of Safeguards contains provisions which provide for the
possibility of negotiating quotas wth supplying countries, as well as for
countries' deviation fromstrict MFN treatment ("quota nodul ati on") where there has
been a "disproportionate increase” of inports fromcertain supplying countries. The
Agreement did not include provisions on "circunvention", which introduced an el enent
of uncertainty.

49. In the GATS there is considerable inmbalance as to the extent to which
different sectors or nodes of supply have been made subject to specific commtnents
in the schedules. Mst offers only provide a standstill in a wi de range of sectors.

Mor eover, some devel oped countries have entered far-reaching MFN exenpti ons on sone
i mportant services sectors. The node of supply nost frequently found is conmercia
presence. Few devel oping countries, however, are in a position to benefit fromthis
node of supply, given the high cost of establishnment in devel oped countries and the
weakness of the devel oping-country firns in terms of financial and human capital and
access to distribution networks and informati on channels and technol ogy. Thus, the
i mmedi ate mgjor beneficiaries of the GATS are those transnational service
enterprises which are able to establish a comercial presence el sewhere. The node
of supply in the formof novenent of natural persons, on the other hand, is mainly
bound through horizontal conmm tments without sectoral specificity. A few countries
have offered access to specialty occupations and contract-rel ated professionals.

50. The trade-policy inplications of the trading opportunities offered by the
Uruguay Round are, of course, closely intertwined with issues concerning the export
supply and market capabilities of devel oping countries. Internal conditions in
those countries, especially in the | east devel oped countries and other structurally
weaker econom es such as those in Africa, may place constraints on their ability to
take full advantage of trading opportunities. Most devel opi ng countries do not
possess internationally conpetitive production bases. Equally constraining is the
limted capacity of economic actors in these countries to identify new conparative
advant age niches, to nobilize the necessary investnent and marketing resources and
to contend successfully in a highly conpetitive global market, especially in areas
where trade preferences have been reduced. |In sone cases, the task of devel oping
these sectors and capacities is handi capped by the | ack of an enabling policy and
institutional environment. These problens are further exacerbated in the case of
countries which are heavily comodity-dependent - an issue which is taken up in
section 3 (c) (ii) below.

51. The difficult situation of these countries is further exacerbated by a
partial, or in some cases total, erosion of preferential tariff margins enjoyed by
a | arge nunmber of devel oping countries under the GSP and other preferential trade
arrangenents such as the Lomé Convention and the Caribbean Basin Initiative as a
result of the Uruguay Round tariff reductions. Wthout the price advantages which
allowed those countries to conpete nore effectively with inmports from non-
pref erence-receiving countries, some of them may not be able to maintain their
mar ket shares.

52. Countries in transition face a special situation. Mny of these countries
have not yet fully adapted their econonmic institutions and policies so as to be able
to pursue trade-oriented growth strategies. Mst of them noreover, are not WO
menbers and did not participate in the Uuguay Round. Al nost all of the non-nmenbers
have initiated WIO accessi on procedures, but in nost cases the process is only at
an early stage.
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53. Finally, the economies in transition still face a nunber of "residual"”
restrictive elements in the trade regi mes of nmgjor devel oped countries. Although
in recent years the latter have taken neasures at the bilateral and regional |evels
to open their markets to countries in transition, in particular by elimnating or
i beralizing quantitative restrictions and extending the benefits of GSP treatnent
to those countries, countries in transition are still subject to selective non-
tariff measures applied against their exports, including selective safeguards and
speci al anti-dunping duties.

(i1) Issues of trade efficiency

54, It has been estinmated that the cost of trading procedures represents at | east
10 per cent of the total value of international trade. Thus, efficiency in the
conduct of international trade transactions (i.e. reduction in the costs of
international transactions), as well as access to global trade-related infornmation
fl ows and networks, have become increasingly inportant factors for countries and
firms to enhance their participation in international trade and to seize trading

opportunities arising from trade |iberalization. In nost countries, failure to
reduce such costs results in lost trade opportunities, reduced government revenues
from trade, and |ower international conpetitiveness. As nodern managenent

techni ques linked to outsourcing and "just-in-time" production and delivery continue
to spread worl dw de, inefficient trade procedures and busi ness practices | ead al npst
inevitably to a country's inability to take full advantage of tradi ng opportunities.

55. From the point of view of the international comunity as a whole, the broader
adoption of efficient business practices is vitally inportant, since it is a
necessary elenment in the facilitation and cost-m nim zing of global trade. One
particularly inportant case is that of Electronic Data |Interchange (EDI), which has
the potential to contribute to cheaper, safer and faster exchange of trade-rel ated
docunentation, but will not generate its full potential benefits in the absence of
uni versal ly accepted norns and standards. At the sanme tine, those enterprises which
have not adopted EDI may find thenmsel ves severely handi capped in entering certain
mar kets. This is of particular concern for SMES (especially those that depend on
subcontracts fromlarger firms), and for devel oping countries.

56. In devel opi ng countries, especially the | east devel oped ones, capacities for
reduci ng transaction costs and for accessing trade-related information flows are
generally limted, which is a major constraint on their ability to derive adequate
benefits from gl obalizati on. In preparing for the United Nations International
Synposi um on Trade Efficiency held in Colunbus, GChio, in Cctober 1994, UNCTAD, in
cooperation with relevant international institutions, fornulated a |arge nunber of
practical measures that could significantly reduce the cost of international
transactions and all ow weaker participants in international trade to take greater
advant age of trading opportunities arising fromthe twi n processes of gl obalization
and |iberalization. These measures (annexed to the Colunmbus Mnisteria
Decl aration) concern six areas: trade facilitation/better business practices,
custons procedures, financial services, transport, telecomrunications, and business
i nformati on.

57. In many devel opi ng countries, inefficient custons procedures often constitute
a major constraint on their participation in international trade. Wth the rapid
spread of mobdern trading techni ques, especially in the area of electronic conmerce,
such constraints are rapidly becom ng even nore severe handi caps and a cause of
excl usi on.

58. Regarding trade-related financial services, in the absence of |oca
capabilities in many devel opi ng countries, traders must rely on external suppliers
of these services, nost of whom are |arge banks and insurers based in devel oped
countries. But SMEs are rarely anong the clientele of foreign financia
institutions and are therefore deprived of access to gl obal network-based services
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(such as those of the Society for Wrldw de I nterbank Financial Tel ecomunications,
SWFT). Until now, no international instrument has been designed to assist SMEs to
access financial services abroad.

59. New t echnol ogi es have vastly increased the anount and variety of avail able
busi ness information and drastically reduced its cost. But inequalities of access
to information and information networks continue to be a factor that prevents
mllions of traders fromrealizing their conmpetitive advantages. While nerchandi se
trade has benefited fromthe adoption of international standards at various stages
of commercial transactions, no equivalent exists for the exchange of business
i nformati on. However, the use of standards is a fundanental requisite for an
efficient use of information technol ogies. Business information nostly tends to
flow to and from devel oped countries. Developing countries are for the nost part
passi ve recipients rather than active sources of business information, even of that
directly concerning them A truly global trade systemrequires trade infornmation
flows that do not bypass the mgjority of the world' s population. Efforts are needed
in the standardi zati on of business information and in the closing of existing gaps
inits availability, both in terns of physical access and of cost.

60. The technical and econom c evolution of international transport imnposes
further constraints on devel oping countries' ability to use international trade as
an instrunent for their econom c developnent. Transportation services are becom ng
increasingly multinodal, involving a w de range of network and distribution
channel s. Many devel opi ng countries have difficulty in devel oping these services
for lack of suitable physical infrastructure, such as seaports, airports, roads, or

rail lines. The growi ng general use of managenent techni ques such as "hubs and
spokes™ has |ed progressively to the di sappearance (or higher cost) of "thin |ines"
in international transport. At the sane tine, the transport industry is being

affected by massive concentration on the supply side, as well as on the demand side,
where huge transnational conpanies have increasingly globalized their transport
requi renments through global carriage contracts with ocean carriers.

61. It should be enphasized, however, that the increasing inpact of information
technologies on the nodalities of international trade also offers inportant
opportunities for devel oping countries and their integration in international trade.
Anmong others, it opens up possibilities to diversify away fromtheir traditiona
array of exports (commodities, |abour, transport and tourism, and it even alters
their capacity to generate revenues from such traditional exports. Mor eover,
availability of nobile and affordable information technologies is affecting the
fundanmental nechanisns through which wealth is created and distributed, wth
i mmedi ate and significant inmpact on trade, growh and enploynent. While the
i nportance of information keeps increasing as a strategic factor in internationa
conpetition, its price has |lowered dramatically and its ease of use has increased
exponentially. For devel oping countries, which are generally affected by | ower
endowrents in technologies and capital, this is both an additional obstacle to
integration in global trade and an unprecedented opportunity to "l eapfrog" to some
of the nost advanced segnents of production and trade.

62. As the strategic role of information as a factor of trade conpetitiveness
beconmes nore obvious every day, it also becomes clear that technology is only one
condition of access to relevant information. O equal inportance will be the
bui Il ding up of local capacities to use and manage such information, which wll
requi re the producti on and devel opment of interfaces, software and systens adapted
to |l ocal needs and constraints (e.g. |anguages), and the diffusion of "generic" (as
opposed to hardware-specific) know edge through suitable training programres.
However, appropriate attention needs to be paid to ensuring that poorer econonies
have access to external providers of information: this will require the setting up
of truly decentralized and gl obal information systenms with a clear focus on trade
and devel opment. The devel opnent of the d obal Trade Point Network, discussed in the
next chapter, is a concrete way of addressing this issue.
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(b) Opportunities related to international capital flows and the
financing of development

63. I ncreased access to international financial markets is a source of both
opportunities and risks. The opportunities relate to additional external financing
for devel opnent, thus allow ng domestic investnment to exceed domestic savings.
External financial transactions also allow greater flexibility in the financial
management of firns. The risks result from the problenms to governnent's
macr oeconomi ¢ policy posed by surges of external financing, and fromthe volatility
of some categories of external portfolio investnment (see sect. 3 (b) below).

64. Hi storically, foreign private capital has in many cases played an inportant
role in supporting the devel opment process. This was true both in the nineteenth
and early twentieth centuries for certain now devel oped countries, and nore recently
for a nunber of devel oping countries, principally in Asia but also in Latin Anerica.
Most of this capital was in the formof external bonds, direct investnent, and (in
the nore recent historical experience) medium and |ong-term bank |oans. Externa
portfolio equity investnent in developing countries on a substantial scale is a
phenonenon of the |ast few years.

65. The increased flexibility associated with access to private financial nmarkets
(which nmust, of course, be exercised so as to sustain confidence and
credi tworthiness) not only gives rise to additional |oosening of the |ink between
nati onal savings and donmestic investnent, but for some countries also | oosens the
Iink between public-sector revenue and expenditures. Even for devel opi ng countries
that do not benefit from access to private external financing these |Iinks may not
be rigid since nost are recipients of bilateral and multilateral ODA. Nevert hel ess,
the agreenents upon which ODA flows are based are generally incapable of being
adapted to the full range of the financing needs of, and investnment opportunities
in, recipient countries. Many of these needs and opportunities can be net only, or
much nore easily, by private sources of external financing.

66. Flexibility in firms' financial nmanagenent is facilitated by access to
external financing. This applies both to donestically-owned firnms and to units or
affiliates of transnational corporations. The flexibility results fromthe greater
range of financing instrunents available to firns with such access, and fromthe
ancillary services which are typically supplied by banks and other financial
institutions in international financial markets. Since access to external financing
is closely connected to creditworthiness, it is also generally acconpanied by | ower
transacti on costs, owing to the influence which creditworthiness has on charges and
i nsurance prem a for paynents and financing arrangenents in international trade and
i nvest ment .

67. The expansion in private external financing for devel oping countries since the
begi nni ng of the 1990s has been concentrated partly on countries which |argely or
conpl etely avoi ded being affected by the debt crisis of the 1980s (principally in
Asia), and partly on countries in Latin America whose access to internationa

capital markets was severely restricted during this period, but regained |ender
confidence foll owing changes in governnent policies and underlying nacroeconom c
conditions. Asian borrowers were the main recipients anong devel opi ng countries of
| oans from banks in the 1980s; and seven countries fromthis region accounted for
a large share of bank lending to developing countries in 1992-1994. |In the case of
external bond issues, the main recipients were the same group of Asian countries and
four fromLatin Arerica. Simlarly international equity issues have emanated from
alimted group of Asian countries (which includes the main recipients of external

bond and bank financing) and of Latin Anerican countries. Hi gh degrees of
concentration have also characterized external debt financing in forms such as
medi umterm Euronote facilities and Euroconmerci al paper. FDI flows are influenced
by particularities of countries (such as the possession of natural resources) which
are not necessarily correlated with access to external bank financing and portfolio
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i nvest ment . However, even here flows have been fairly concentrated, the main
reci pients including the Asian and Latin Anmerican countries already nentioned.

68. A few devel opi ng countries not belonging to these groups have al so recently
rai sed noney in the formof external bond issues or syndicated nedium or |long-term
i nternational bank |oans, either for the first time or after a | ong absence from
international financial markets. However, there continues to be a segnentation of
devel oping countries by lenders with respect to access to private externa

fi nanci ng. The great mgjority not only lack such access, but also, owing to
unf avour abl e perceptions of their creditworthiness, face high costs for short-term
financing, paynents and insurance in their international trade.

(c) Opportunities provided by international production

69. International production - including production by transnational corporation
(TNC) parent firms, their foreign affiliates, and other firns related to TNCs
through non-equity agreenents and alliances - is also a potent source of
opportunities for growth and devel opment. It can bring together a nobile package
of assets, including capital, technology, and technological and nanageria
capacities and skills, as well as the locational assets of host or hone econoni es,
to generate goods and services. The components of the package provided by TNCs
constitute inportant resources and assets that could strengthen growh and
devel opnent in the countries concerned. One of them is capital to finance
investnent. Foreign direct investnment (FDI) is becoming an increasingly inportant
conponent of long-term net resource flows to devel oping countries. During 1985-
1992, the ratio of FD flows to gross fixed capital formation in devel oping
countries increased from 2 per cent to 7 per cent, a share higher than that in
devel oped countries. To be sure, the actual increase in the direct contribution of
FDI to capital formation is less than is suggested by these figures, since a certain
proportion of FDI takes the form of purchases by foreigners of existing assets.
Nevertheless, the role of FDI in capital formation in devel oping countries has
undoubt edl y grown, and appears set to continue to do so.

70. International production can also be an inportant source of opportunities for
countries to strengthen their technol ogi cal and organi zati onal capacities and human
resource capabilities. These capacities and capabilities, which determ ne the way
in which tangible and intangible resources are converted into internediate and
fini shed goods and services, are generally agreed to be the key determ nants of
econom ¢ progress for countries today. For devel oping countries, the potenti al
opportunities offered by international production in this respect are particularly
i mportant: technol ogical and organizational capacities are still highly
concentrated in the devel oped countries and nost devel opi ng countries must rely on
foreign sources for the technol ogy they need for rapid growth. Anong these foreign
sources, TNCs are particularly inportant, accounting as they do for an estinmated
three fourths of civilian R & D undertaken in market econom es. The production and
R & D activities of these firms (as well as their international trade) are thus
i mportant vehicles for the dissem nation of technology, capacities and skills. They
al so provide opportunities for host and hone countries to add to the technol ogi es
they possess and control and to their capacities for further technol ogi cal progress.
The success with which these opportunities can be realized depends on countries'
abilities to attract FDI, to ensure that it carries the necessary technol ogi cal and
organi zati onal conponents, and to exploit the latter through donestic efforts geared
to learning and wi der dissem nation of the know edge, capabilities and skills that
i nternational production brings with it.

71. In addition to the opportunities for accessing resources and strengthening
t echnol ogi cal and organi zati onal capabilities and skills, international production
can enhance the opportunities for countries to reach markets and expand trade. The
role of international production in the exploitation and marketing of primry
commdities has traditionally been significant. Over the past few decades, many
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devel opi ng countries have devel oped indi genous capabilities to finance, exploit,
process and market their natural resources and raw materials; but for nmany others,
the resources, and particularly the marketing links of TNCs, continue to provide
i mportant opportunities for devel opi ng resource-based activities. Mre inportantly,
the trend towards integrated international production in manufacturing and services
provi des opportunities for devel oping host countries to expand trade in goods and
in services in which they have - or can rapidly acquire - conparative advantage.
For sone, these opportunities nmay, at least initially, take the formof integration
into the international networks of TNCs that pursue sinple integration or
outsourcing strategi es, through the provision of |owcost, |abour-intensive inputs
or products. For others, the opportunities could be nore diverse and involve nore
sophi sticated activities, as they exploit their conpetitiveness as |ocations for the
establ i shnment of functional conponents in the production chains of TNCs that
organi ze their international production in a nore conplex fashion

72. It should, however, be recognized that the countries which had initial
conditions better able to serve TNC infrastructural, skill and market needs have,
with tinme, becone increasingly attractive for inward FD, whereas those countries
that did not meet those conditions initially have difficulty in attracting i nward
FDI . The dynamics of this situation, unless countered by appropriate policy
measur es, will aggravate cross-country disparities in economc growh,
infrastructure, skill and human resources devel opnent, as well as access to
t echnol ogy. Moreover, as nore countries liberalize their FDI reginmes, they are
converging towards comon standards which, in general, cover the right of
establishnment; fair and equitable treatnent, including non-discrimnation in the
application of the law, protection against nationalization (except under clearly
defined conditions), and standards of paynent of conpensation; international dispute
settlement, including arbitration; and assurances for the repatriation of earnings
and capital

73. Wth FDI reginmes converging, the appeal of any host country to potenti al
investors is increasingly determ ned by other factors such as the macroeconomc
environnent, physical infrastructure and human resources. Governnment policies to
affect these positively are therefore crucial

(d) Globalization, liberalization and economic and technical cooperation among
developing countries

74. In a globalizing and liberalizing world economy, econom c cooperation anong
devel opi ng countries (ECDC) is seen not only as an inportant conponent of an
international strategy for pronoting sustai nable devel opment, but as an instrunent
in itself for pronoting the integration of developing countries into the world
econony. It is now increasingly recognized that for ECDC to fulfil these twin
objectives, it will need to evolve towards an open and fl exible process - a process
that enphasi zes open nenbership; adopts international norms for the working of
i ntegration groupi ngs; enphasizes harnonization of open and sound macroeconomic
policies of nenber States; and allows flexible arrangenents anong interested
countries. In that process, technical cooperation anong devel opi ng countries (TCDC)
has an inportant role to play.

75. Thi s new "open and flexible ECDC' has served to channel cooperative efforts
into what may be descri bed as "vi abl e economi ¢ spaces”. The rise of geographically
non-specific groupings (e.g. the Goup of Fifteen), of groups of countries at
different |evels of devel opment (e.g. NAFTA and APEC) and of subregional partners
with specific interests (e.g. MERCOSUR, COMESA, SARC, UMA and GCC) are all exanples
fromthe various regions of this new paradi gm of cooperation

76. In this context, the ECDC process is increasingly contributing through its own
dynam cs to the gl obal economy. As noted at the Fifth Summt Meeting of the G oup
of Fifteen, the energence of new and dynam c econom c groupings in the South
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representing alternative econom c centres can serve as a powerful engine to boost
Sout h- South cooperation in such areas as trade, transport, telecomunications
exchange of information and technol ogy, technical expertise and infrastructura
devel opnent.

77. The strategy of ECDC in the context of globalization and |iberalization nust
not only be open and flexible but should al so enphasi ze t he exchange of experiences
as a nmeans of learning from successful exanples, whether these be regional or
i nterregi onal experiences. Transmitting such experiences requires TCDC, the funding
of specific cooperation projects by traditional donors, and global institutiona
support. The first two objectives can be nmet through tripartite arrangenents in
whi ch devel oped countries provide financial support to the exchange of expertise and
techni cal assistance anong devel opi ng countries. Some devel oped countries have
shown marked interest in this type of triangular cooperation. In practice, the
exchange of experiences often has to involve governmental representatives and
private-sector actors from devel opi ng countri es.

78. The concl usi on of the Uruguay Round provides a good opportunity for devel opi ng
countries to reflect on the inplications of the Round for ECDC. The ECDC process
and the new rules may be seen as nmutually reinforcing: they will enabl e cooperative
groupings to use "open and flexible" ECDC to take maxi mum advantage of the new
tradi ng opportunities, as well as to serve as focal points for collaboration to
obtain optimal results fromthe new institutional instruments of the nultilatera

tradi ng system

3. Meeting the challenges

79. The processes of globalization and l|iberalization can also give rise to a
nunber of potential negative consequences and chall enges to devel opnent. Some of
the nore inmportant of these are: the loss of policy autonony in sone areas at the
national |evel which restricts or alters the scope of devel opnent policies; the risk
of instability and disruptions resulting fromfinancial openness; and the risk of
mar gi nal i zati on.

(a) Loss of policy autonomy

80. The economic liberalization policies being inplemented in nost devel oping
countries, and consolidated in nore stringent nultilateral disciplines, have the
effect of narrowing the policy instrunents available to these countries.
Specifically, the Uruguay Round Agreenents involve an elenment of limtation of the
range of policy options available. For exanple, developing countries may not be
able to enulate the industrial policies previously followed by the successful
devel opi ng countries in East Asia, in particular with respect to nmeasures ained at
i ncreasing the conpetitiveness of industry and exports such as export subsidies,
i nvest ment performance requirenents and conpul sory licensing. (It is fair, however,
to say that the ultimate benefits of such policies have al ways been the subject of
controversy). Differential and nore favourable treatnent for devel oping countries
has largely been limted to the granting of |onger periods for inplenmenting
obligations applicable to all countries, although some agreenents provide for nore
favourabl e threshol ds for undertaking certain commtnents.

81. Loss of policy autonony does not arise only, and perhaps even mainly, fromthe
obligations countries undertake in international agreenents. Increased financia
openness and the dismantling of barriers to capital flows have considerably
strengt hened the |inks between the financial markets of national econonies, reducing
the ability of national governnents to use nacroeconom c policy instruments to
i nfl uence objectives such as the volune of output, the level of enploynent and the
rate of inflation. As is now well established, it is no | onger possible to delink
national interest rates fromthose abroad w thout suffering | arge amounts of capita
flows and sharp swings in the external value of the currency. Nor is it always
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possi bl e to pursue expansi onary macroeconom ¢ policies regardl ess of the pace of
demand abroad, because that would lead to a deterioration in the paynents position.
Attenpts to check the | eakage of demand and jobs through depreciations will tend to
i ncrease the inport of inflation, whereas a greater enphasis on exchange rate and
price stability will tend to make it nore difficult to generate hone enpl oyment.
Such difficulties faced by a single country in attaining a high |evel of enploynent
and price stability can give rise to pressures for protectionism and conpetitive
deval uati ons.

(b) FEinancial openness and the risk of instability and disruption
to development

82. As many countries in Asia and Latin Anerica are progressively integrated into
the gl obal network of financial markets, they have experienced not only sharp
increases in capital inflows but also occurrences of volatility, owing to abrupt
shifts in the sentinments of external investors. These inflows have becone the
subj ect of a new focus of concern anong policy makers. VWhile long-term foreign
i nvestment responding to a country's fundanentals is wel comed, policy nakers are now
much nore aware of the problens that can be associated with [arge surges in inflows
of portfolio capital. These problens are due not only to the volatility of nuch
external portfolio investnent but also to the chall enge which | arge and unexpected
i nfl ows can pose to macroeconom ¢ nmanagenent .

83. Surges in capital inflows are usually erratic and present the authorities
concerned with difficult dilemmas. Wen they are on a large scale they usually
imply some loss of influence by the authorities over donmestic interest rates

exchange rates, or both. This nmakes adherence to nmacroeconom c policy goals nore
difficult, and risks creating doubts in the m nds of private-sector investors about
the capacity of the authorities to maintain a stable, predictable nacroeconomc
envi ronnent . Mor eover, when the capital surge is prolonged, the strong upward
pressure it will exert on the recipient's real exchange rate will have negative
consequences for the conpetitiveness of exporters and inport-conpetitors, thereby
weakeni ng further the current account and contributing to a situation in which at
some point private investors could, usually correctly, judge the inflows to be
unsust ai nabl e.

84. When external deficits can no |onger be sustained because of a slow down or
reversal of capital flows, a sharp depreciation of the currency often becones
inevitable in order to undertake external adjustnent, thereby creating inflationary
pressures. Moreover, since it is not always possible to attain the required
reduction in the external deficit by an increase in exports alone, it also becones
necessary to cut inports by reducing donmestic absorption and grow h. Thus the
engi neered reversal of a surge in capital inflows can result in considerable damage
to the real econony and the financial standing of the country concerned.

85. Growi ng recognition of the dangers inherent in this type of volatility has
produced policy responses. At the international l|evel, there has been recent
agreement by the IMF's Interim Commttee regardi ng procedures on the regular and
timely provision of conprehensive and good quality data to the Fund by nenbers for
surveill ance purposes, and regarding the establishment of exceptional procedures
(the enmergency financi ng mechani sm that would enable the Fund to respond pronptly
and prudently in the event of a financial crisis (see sect. D bel ow).

86. At the national |evel, some countries have had recourse to specific neasures
designed to influence capital flows directly so as to reduce inward surges, or
mtigate their effect. For exanple, mninmm conditions have been laid down for
external bond and equity issues; |linmts have been placed on banks' liabilities in
foreign currencies or on their short-termobligations to non-residents; and queui ng
systens have been inplenented to sl ow external borrowi ng by private firms. Actions
to reduce the profitability of foreign borrowi ng have conprised the inposition of
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speci al reserve requirenments on capital inflows; reductions in the availability, and
increases in the cost, of swap facilities at the central bank; restriction of the
assets which banks can acquire with liabilities denonm nated in foreign currencies
to those with a low return; and the levying of a stanp tax on foreign credits.
Fi nanci al outflows have been encouraged through the rel axation of restrictions on
foreign investnment by individuals and institutions such as pension funds, and on
capital repatriation by foreign firns. Moreover, risks to foreign |enders and
portfolio investors have been increased by a wi dening of the bands wi thin which
exchange rates are permtted to fluctuate.

87. Direct measures may also be used to stem or slow capital outflows. Their
effectiveness for this purpose is likely to depend on their timng as well as their
design. If their inposition coincides with a deterioration in perceptions of the

creditworthiness of the country in question (for exanple, owing to a politica
crisis), it may be counterproductive and the capital outflow may actually accel erate
(except in the unlikely event that the controls are so conprehensive as to stop al
outfl ows). However, appropriately designed neasures can increase the costs (and
thus reduce the profitability) of nost ways of taking specul ative positions agai nst
a currency. Even if they are inposed after the outbreak of a foreign exchange
crisis, they are capable of helping to slow the capital outfl ow.

88. Such neasures include limts on foreign investnment by residents and on their
I ending to non-residents, restrictions on residents' accounts in foreign currencies,
rai sing the costs of (or otherw se restricting) forward-exchange and swap facilities
at the central bank, the inposition of conpulsory deposits at the central bank

agai nst rises in foreign-exchange exposure, and other measures |limting such
exposure.
89. Direct neasures to influence capital flows can augnment the capacity of policy-

makers to deal with capital account volatility. This is not to say that such direct
measur es shoul d be used whenever devel opi ng-country capital markets are subject to
external capital flows: i ndi vidual country situations vary greatly, and sone
(perhaps many) countries will not judge such neasures to be desirable. But direct
measures should be part of the accepted policy arsenal available when and where
needed.

90. For countries choosing to use them direct neasures need to conpl enent sound
underlying fiscal and nonetary policies (and not be a substitute for them and nust
be carefully tailored to mninmze costs in terns of possible distortions and
inefficiencies in capital and foreign-exchange markets. Further, since such costs,
even when mnim zed, may be inportant, there needs to be a clear judgement that they
are none the less smaller than the likely costs of coping with capital surges
wi t hout direct measures.

(c) The phenomenon of marginalization

91. Sone devel opi ng countries, especially the | east devel oped countries and ot her
structurally weaker econonmies such as those in Africa, have been unable to benefit
from and neaningfully participate in, the globalization process. This phenonenon
of marginalization arises, inter alia, fromthe factors set out bel ow.

(i) Supply-side impediments

92. The | east devel oped econom es are characterized by a variety of supply-side
constraints or structural weaknesses which are a barrier to the expansion of both
traditional primary products and non-traditional products, and to efficient inport-
substitute production. Difficulties directly related to conmpdity dependence are
di scussed in the next section. Additional supply-side constraints include: weak
technol ogi cal capacity; lack of entrepreneurial, marketing, and technical skills
i ncluding those for quality control; paucity of long-termfinance, expensive trade
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credit and pre-shipnent finance; and non-transparent |egal and regulatory
f ramewor ks. The prelimnary results of a recent UNCTAD study on the financia
systens of four African LDCs - Ml awi, Zanbia, Uganda and United Republic of
Tanzani a - suggest that there is very little finance available for small farmers,
smal | -scal e enterprises, and long-terminvestors. The deficiencies in the physica
infrastructure are also major constraints in many countries, especially because of
l[imts on public expenditure programes.

93. G obalization and liberalization have exposed additional supply-side
constraints, and have given new dimensions to "traditional"” constraints in the LDCs
and other structurally weak econonmies as they attenpt to adjust to the new, nore
conpetitive international environment - the main features of which are the
utilization of new technol ogy and production processes to increase efficiency.

(ii) Commodity dependence

94. Many devel opi ng countries, especially the LDCs and the other structurally weak
econonmi es, are heavily dependent on a base of non- or sem -processed conmodities,
both in production and for exports. This commdity dependence represents a maj or
constraint on the ability of many devel oping countries to take advantage of the
trading opportunities resulting from liberalization and gl obalization. Primary
commodity prices are not only nore unstable than those of manufactures, but they
have also tended to nove downwards in real ternms over the past several decades.
Such unfavourable characteristics have external and domestic inplications, which
have often conbined to generate significantly adverse effects on the growh and
transformati on, macroeconom c stability and sustainability, and creditworthiness of
primary exporting devel opi ng countries.

95. In addition to these macro-level factors, the need to sell conpetitively in
a falling nmarket affects commodity producers at the mcro level. Primary production
in poor countries is characteristically price-inelastic. Many infrastructura
probl ems, such as the lack of irrigation facilities, inadequate research and
extension services, and poor transport facilities make it very difficult for farmers
to switch from one product to another in a tinely fashion - or even at all - in

response to new market opportunities. The sunk costs of investnents for tree and
ot her perennial plantation crops are another factor which weaken the supply response
to price changes. A further factor conpoundi ng commodity sector vulnerability is
that the share of |and and other fixed assets in commodity production is very high

The pressing need to maintain enploynment, whether of famly or hired |abour,
transforns wages partially or even wholly into another conponent of fixed costs.
In these circunmstances, production has to be carried on even in periods of falling
prices.

96. An additional source of structural vulnerability in the sector is that
agricultural production in a wide range of countries is often carried out by a very
| arge nunber of farnmers producing al nost honbgeneous products, certain quality
di fferences notw thstandi ng. Thus, the inpact of falling prices or demand, and of
periodic price instability, tends to be nore generalized and wi despread than in the
case of differentiated manufactured products comng from a smaller nunber of
suppl i ers.

97. Moreover, technical progress and new di scoveries in devel oped countries have
significantly delinked the previously strong rawmaterial input/final output
connection. Coupled with econonmic gromh patterns and transformati on which have
become | ess material -intensive, there appears to have been some substitution and
di spl acement of primary commodities, as well as some transmaterialization and
dematerialization in certain industrial-country markets.

98. Nevert hel ess, some such countries have indeed been successful in using the
comodity sector as a springboard for econom c transformati on and industrialization
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t her eby escaping the poverty trap which for so many other countries seens to be an
inevitable result of their comvpdity dependence. There are several inmportant
| essons to be |learned fromthe experience of success stories. The first is that
bot h sound donestic macroeconom ¢ policies and political stability are sine qua non
conditions for attracting investnment, from both donestic and foreign sources, into
activities ainmed at diversification away from dependence on traditional export
commodities. The second lesson is the inportance of trade policy: many of the |ess
successful countries have followed policies which effectively contained an anti -
export bias for non-traditional products. At the sane tinme, the experience of the
"East Asian nmiracle" countries shows clearly that a "mninmalist State" approach is
i nadequate (even if motivated by past inadequacies of intervention): npst analysts
agree that an inmportant factor in the success of these countries was the use of
"enabling" State intervention to assist the private sector

(ii1) Difficulties in attracting FDI

99. Apart from the limtations in many cases arising from the politica
instability and | ack of coherent and predictable policy environnent, LDCs and ot her
weak economies face a range of structural inpedinments to attracting FDI. These
i ncl ude:

(a) Low |l evel of inconme and slow growh, as well as too small popul ations
in many countries to offer attractive markets;

(b) The Ilow level of donestic savings, coupled with a paucity of
entrepreneurs, which reduces the scope for joint ventures and nost non-equity fornms
of arrangenents with foreign investors;

(c) The shortage in many countries of managerial and a w de range of
technical skills, leading to inefficiencies and |ow | evel s of productivity;

(d) A lack of good infrastructure, notably a reliable power supply, good
t el ecommuni cati ons, adequate transport facilities, and efficient water supply - al
factors vital for nodern industrial enterprises.

(iv) The decline in official development assistance (ODA)

100. Owing to their inability to attract FD and other private capital inflows,
LDCs and ot her structurally weak econom es continue to depend heavily on ODA for
suppl ementing their own donestic resources to finance devel opment. After 1991,
however, world ODA flows declined significantly in real terms. The ratio of ODAto
GNP for DAC donor countries conbined has fallen to 0.30 per cent, the | owest in nore
than two decades. DAC aid to the LDCs has dropped to 0.07 per cent of donors' GNP

| ower than the ratio reached a decade ago, and | ess than half of the 0.15 per cent
target. Mreover, Eastern Europe and the fornmer USSR have ceased to provi de ODA

and OPEC donors have curtailed aid substantially because of the deterioration of
their own capital accounts.

101. Prospects for a significant increase in ODA in the near future are not
particularly bright. There appears to be a high degree of aid fatigue and | oss of
public support in donor countries. Furthernore, aid fatigue is conbined with a
shift against public spending (and, separately, against international public
spendi ng) in many donor countries for reasons of donestic politics. One result is
that the expected "peace dividend" which, it was thought, could help to boost ODA
flows after the end of the Cold War, has never materialized: much of the
significant defence spending cuts has been used only to |lower overall public
spending. Another result is that public sector programes are bei ng questi oned nore
than ever before: for ODA, this neans that donors are being required by their
ultimate funders to show stronger proof of aid effectiveness and to counter
i npressions, right or wong, that ODA was sonmeti mes m sused.
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102. Aid is not necessarily given, in the aggregate, only on the basis of overal
poverty or devel opnent needs. Bilateral ODA, which is nearly 70 per cent of tota
ODA, is often geographically allocated according to criteria which also include
concerns - including political - other than poverty alleviation or genuine
devel opnment needs. This reflects difficulties for donors to adopt an aid
di stribution programe based al ways on the devel opment and poverty-all evi ati on needs
of recipient countries, given the conmpeting interests of their donestic funding
sources and policy-nmakers.

103. While aid supply is declining, demand for aid remains significant and ot her
needs have emerged, adding to the traditional devel opnment needs. New claimants are
al so added to the Iist of recipient countries. Mny of the new demands arise from

the need to address global problenms such as the environment, illicit drug
trafficking, uncontrolled mgration and massive refugee flows, relief associated
with civil conflict, and eventually peace-keeping operations. Some of these

claimants are progranmes that are in the direct national interest of donors.

104. dven the stringent and growi ng supply constraints, it is nmore inmportant than
ever to establish clear priorities in aid allocation and to use resources nore
effectively. There is a strong case for refocusing ODA on poverty alleviation and
devel opnent priorities, and for reducing its politicization. Clearly, nore
resources should be directed to the poorest countries. In this regard, donors
shoul d redouble their efforts to reach the aid targets for the LDCs. Country
programes could also be nore focused on poverty. It is therefore inperative to
i npl enent rapidly the 20/20 conpact approved at the 1995 World Social Summt in
Copenhagen, which calls for a mutual comm tnent between interested devel oped and
devel opi ng-country partners to allocate, on average, 20 per cent of ODA and 20 per
cent of the national budget to basic social programmes.

(v) Continued difficulties with external debt

105. Despite clains to the contrary, the debt crisis persists in many devel opi ng
countries. The crisis has changed in character since the early 1980s: it does not
pose a systemic threat to the international financial system it affects a different
category of countries (nostly lowinconme countries); and the key problem now is
official debt, both bilateral and rmultilateral. The principal manifestation of the
crisis is the accunulation of massive arrears and the frequent reschedulings

However, sone countries continue to honour obligations, but at heavy social and
econom ¢ costs. The various debt initiatives have not yet cleared the debt overhang
whi ch continues to bear on many countries and is a hindrance to investnent and
gr owm h.

106. The adoption by the Paris Club in Decenber 1994 of the Naples terms was an

i nportant step in the evolution of the debt strategy. These terns wll
significantly alleviate the debt burden of |owincone countries if Paris Club
creditors apply the country eligibility criteria flexibly so as to let all |ow
income countries with debt-servicing difficulties benefit from the 67 per cent
reduction option. It is also inmportant to allow a generous proportion of that debt
to be considered for debt reduction: in the case of stock treatnent, the size of

the debt to be reduced is a critical factor in determ ning whether the debtor
country succeeds in exiting fromthe rescheduling process.

107. Even with the full inplenentation of the Naples terns, many heavily indebted
| ow-i ncome countries would still face unsustainable debt burdens, |argely because
of the heavy weight of debt owed to nultilateral financial institutions, which has
increased rapidly in the past decade. These institutions, notably the World Bank
and | M-, have adopted schenmes to lighten the burden of debt by, in effect,
refinanci ng hard | oans wi th concessional funds. The "rights accunmul ati on” approach
has al so been applied to deal with protracted arrears. However, considering the
severity of the problem the scope of these measures has been linited and resources



31

i nadequat e. Bol der action is wurgently needed to bring about a significant
alleviation of the

mul til ateral debt burden. |In sone cases this requires debt reductions.

108. Insufficient funding remains the principal constraint. A nunber of

constructive proposals have been made recently which are designed to provide
additional resources for nultilateral debt relief w thout diverting funds from
devel opnent assistance or increasing the pressure on bilateral donors. These
proposal s include: the sale of a portion of IM- gold reserves; a new SDR
all ocation, a portion of which would be used to provide nmultilateral debt relief;
and drawing on the reserves and |oan loss provisions of nultilateral financial

institutions. Serious consideration of these proposals is tinely, as any
mul tilateral debt facility designed to alleviate the nmultilateral debt burden of
developing countries will be fully effective only if the associated funding is

additional to ongoing assistance efforts.

D. Managing a liberalized and globalizing world economy
in the pursuit of growth and development

109. The rapid changes occurring in the world econony have numerous inportant
inmplications for the formulation and execution of national policies. As mentioned
above (see section 3 (a)) globalization and |iberalization have tended to reduce

policy autononmy at the national |evel. However, many of the policy concerns that
can no |longer be effectively addressed at the national |evel could, in principle,
be addressed through coordinated action at the global level. Overall, the shift in

the organi zation of private-sector activity fromthe national to the global |eve
has not been matched by a shift in the organization of public policy from the
national to the global level. This is true for the regulatory environment governing
the activities of private firms (see chapter II11, section C 2) as well as for macro-
management. The establishnment and further evolution of international frameworks
governing trade, international investnment and noney and finance are critical
el enments in the devel opment of systens of gl obal governance.

1. Globalization, interdependence and economic management

110. The process of globalization, as manifested in the internationalization of

production and markets, has given substantial inpetus to the growmh of
i nterdependence of national economies, as well as of interlinkages in economc
activities in areas such as trade, investnent, noney and finance. |In view of the

econom ¢ i nterdependence ampong countries, the ability of national policy-makers to
achi eve national goals by using the policy instruments at their disposal has
declined, while policies and devel opnents outside a country's borders have cone to
have consi derable influence on the country's econom c devel opnent. For exanple

nati onal - nonetary policies have imediate international consequences. This is
particularly true of the larger industrial economes, but even the policies and
devel oprments in snaller econom es may produce international consequences simlar to
those of the larger countries. Just as the United States' decision in early 1994
to raise interest rates produced a world-wi de collapse in bond prices, causing
| osses which exceeded the United States stock market crash in 1987, so too the
deval uation of the Mexican peso later in the same year led to a significant fall in
energing equity markets throughout Latin America and Asi a.

111. The effective managenent of interdependence is thus acquiring increasing
i nportance in the context of achieving sustained growh and developnent in a
liberalized and globalizing world econony. This requires, anong other things,
stronger international cooperation to ensure conpatibility of policy objectives at
three level s: anong national objectives of growh and full enploynent in the ngjor
i ndustrialized countries; between those, and the objectives of growmh and
devel opnment in devel oping countries; and between all of the above objectives and
gl obal environnental and soci al objectives. The managenent of interdependence must



32

al so address the problens of achieving greater coherence and consistency anong
policies in the interrelated fields of trade, investnment, noney and finance. The
cl ose connections, and thus the potential for nutually disruptive effects, of
policies in these fields has |ong been recognized: for exanple, currency
deval uation has competitive effects simlar to those of an increase in inport
tariffs combi ned with export subsidies; trade policies can both stimulate and i npede
foreign investnment; and countries which borrow frominternational financial markets
may experience deteriorations in the services account of the balance of paynents due
toariseininternational interest rates which nore than offset inprovenents in the
goods bal ance. The difficulties which result from such relations are generally
i nportant for devel oping countries whose econonmies are nore vul nerable to abrupt
external shocks in the international markets for finance and goods.

112. The need for coherence in global-policy making was explicitly recognized in
the Marrakesh M nisterial Declaration which acconpani ed the Agreenent on the WO
The Decl aration enphasi zed the role of greater exchange rate stability - based on
nmore orderly underlying economc and financial conditions - in the expansion of
trade, sustainable growth and devel opnent, but also explicitly recognized that
difficulties whose origins arise outside the trade field cannot be redressed through
measures taken in the field of trade alone. \VWhile the Declaration notes that the
strengthened multilateral trading system has the capacity to contribute to nore
effective surveillance of policies, it |eaves open the nodalities of such
surveillance

113. Wthin the framework of the WO, Governnents have accepted a major |oss of
pol i cy autonony by agreeing to restrict the use of trade-policy instrunents in the
context of nultilaterally agreed commitments. This was deenmed necessary for the
evolution of an international trading systemthat can neet the chall enges posed by
a liberalized and gl obalizing world econony. A simlar reasoning woul d suggest that
the principles and standards of the GATT and WIO m ght al so serve as the starting
point for reflection on the construction of a franework for effective surveillance
and the resolution of conflict over nonetary and financial issues. These principles
are non-discrimnation and the avoi dance of measures conferring unfair conpetitive
advantage, as well as the recognition of the need for safeguards and preferentia
treatment for devel oping countries. Thus narket access would be an overriding goal,
but policies mght be singled out for international exam nation, and mght be
consi dered actionable, if they cause harm to another country's capital market or
bal ance- of - paynments position. Any policy which could be shown to benefit one
country only at the expense of another, rather than inproving the conditions in the
gl obal econony, could be brought for resolution. The issue of sanctions could al so
be consi dered.

114. In the past, there have been diverse efforts at inproving the internationa

coordi nati on of macroeconomc policies in the IMF, the G10, the G7 and the G5

Thi s experience clearly denonstrates the extraordinary conmplexity and difficulty of
any such undertaki ng. Attaining a symmetrical and effective surveillance of
nati onal policies would certainly require some ceding of national sovereignty, as
well as the participation of all countries. However, these difficulties are common
to all aspects of gl obal governance and were successfully dealt with in the case of
trade. This exanple, and the approaches that nmade for success, can provi de gui dance
as ot her aspects of gl obal governance are tackled.

2. Evolving institutional, legal and regulatory frameworks

(a) The international trading system: new and emerging issues

115. The reduction and elimnation of tariffs and other frontier trade barriers,
and the intensification and extension of nultilateral trade disciplines achieved in
the Uruguay Round and consolidated with the establishment of WO, have provoked
initiatives to continue the process of extending nultilateral trade disciplines to
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related areas of economc policy. These are reflected in the "new issues”
identified in the Concluding Remarks of the Chairman of the Marrakesh Mnisteria
Meeting and in subsequent initiatives in other fora. The preoccupations of the
proponents and the objectives sought differ, and reflect different and even
conflicting responses to the forces of globalization and |iberalization

116. The OECD has articul ated a broad concept of market access, which enconpasses
not only the conditions for export into the market but also the conditions for
i nvesting and conducting business in it. This approach is based on the notion that
mar kets are not really open until foreign firns enjoy opportunities for producing
and marketing goods and services in it which are equivalent to those of donestic
firms, including protection against anti-conpetitive practices of the private sector
which mght frustrate the nultilateral market-access disciplines. Hence the
proposals to establish new nultilateral rules in the areas of investnent and
conpetition policy involving the acceptance of the principle of national treatnent
for, and nost-favoured-nation treatnent anong, foreign investors; and the
i ntroduction of nultilateral rules for conpetition policy under which Governnents
woul d be obliged to take action to elimnate anti-conpetitive practices. The thrust
of this package would be to mintain the nonmentum towards even further
liberalization by reinforcing the gl obalization process.

117. A related line of thinking focuses on differences in national policies, or in
the application of international norms, which could create unfair conpetitive
opportunities and thereby frustrate nultilateral disciplines ained at free
conpetition and distort the flow of trade and investnent. The concern here is to
avoid a firmdriven "race to the bottom in which countries conpete to establish the
nost favourable conditions for investment and the nost conpetitive conditions for
export production by providing fiscal incentives to firns, thereby burdening
gover nnent budgets, |owering social welfare responsibilities of firns and | abour as
wel | as environnental standards, and | ooseni ng competition policy rules. Pressures
for such "policy harnonization"” also arise from concerns that globalization and
liberalization can lead to the erosion of social welfare programes, resulting from
the increased ability of private enterprises to seek to locate in those
jurisdictions where they find the regulatory and fiscal structure |ess constraining.

118. These factors conmbine to create political pressures for a harmonization of
policy measures anbng countries in pursuit of what has been ternmed the "leve
playing field*. Donestic political pressures for such harnonization become even
nore acute when noral or ethical considerations are introduced into the discussion
The proposals for including the |inks between international trade and | abour rights,
envi ronnental protection and conpetition policy can be seen in this |ight.

119. The proposal by sone mejor trading countries at Marrakesh to i nclude the issue
of trade and | abour standards in the future agenda of the WIO is based on the claim
that, through the non-enforcenent of ILO Conventions, countries can artificially
reduce costs to obtain unfair trade advantages. It would thus negate the efforts
undertaken in the Uruguay Round to liberalize and strengthen the multilatera

tradi ng system However, many countries have strongly opposed any |link between
| abour issues and trade obligations as they consider that this would open up new
possibilities for protective neasures and harassnment of trade. Furthernore, sone
devel oping countries proposed at Marrakesh to link immgration policies and
international trade. This proposal was partly notivated by the Iimted character
of commtments with respect to the tenporary movement of natural persons in the
Ceneral Agreenent on Trade in Services (GATS), and partly by the concern that their
participation in the international division of |abour and their devel opment process
were affected by the fact that the international nobility of |abour was becom ng
nore restricted as a result of tighter immgration policies, while the nmobility of
capital and investnent was being increasingly facilitated.

120. Concern has al so been expressed that nultilateral trade disciplines can al so
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be frustrated by action and policy neasures which are not covered by conparable
| evel s of discipline. Mst evident are the distortions caused by inbal ances in the
stringency in multilateral disciplines governing different areas of econom c policy.
The much tighter constraints on national trade policies resulting from the
di sci plines negotiated in the Uruguay Round Agreenents contrast sharply with the
virtual absence of discipline over national nonetary policies (see preceding
section).

(b) Current trends in the evolution of arrangements governing foreign
direct investment

121. The dramatic increase of FDI and the growing role that TNCs play in the world
econony has focused attention on the role that a stable, predictable and transparent
international framework could play in facilitating, pronoting and gui ding essentia
TNC functions, particularly in mobilizing the capital, skills and technol ogica
resources required to neet world grow h and devel opnment needs. To be effective, the
i beralization of FDI regi nes nust be accompani ed by intergovernnental cooperation
to ensure the efficient functioning of the market. |In particular, there is a need
to coordinate efforts aimed at avoiding restrictive business practices anong firnms
and el aborating standards for consuner, health, safety and environnental protection.
In this context, there is also a need for multilateral cooperation to rationalize
the use of incentives aimed at channelling FDI away from other countries in order
to avoid market distortions and ensure that investment decisions enhance not only
nati onal welfare but also gl obal welfare.

122. At present, there is no overall multilateral framework for FDI. Instead, the
present international arrangenents consist of a variety of instrunents which differ
consi derably from one another and which, in line with changes in the world econony,
are thensel ves changi ng along three main trends:

(i) The intensification of policies ained at facilitating and attracting
FDI . This represents the nost obvious and w despread change in the
regul atory climte since the early 1990s, enconpassing nmpst countries
in all regions.

(ii) The continuing proliferation of bilateral treaties for the pronotion and
protection of FDI (BITs). These instruments are expandi ng i n nunber and
scope so as to conplenent national protection standards, and to
facilitate and promote FDI flows. Sone recent BITs have introduced new
conm tnents regarding entry and establishnment as well as the prohibition
of performance requirenents.

(iii) The expansion of regional and nultilateral agreements on FDI. A nunber
of recently concluded regional agreements such as NAFTA and APEC have
adopted provi sions addressing FDI standards and regul ati ons.

123. In recent years, a nunber of initiatives ained at evolving a nultilatera
framework for FDI have been taken. 1In 1992, the Devel opnment Committee of the Wrld
Bank called the attention of CGovernments to a recommended set of "Quidelines for the
Treatment of Foreign Direct Investnent”. At the same time the World Bank's
Mul tilateral |nvestnment Guarantee Agency (M GA) and the International Centre for the
Settl enent of Investnment Disputes (I1CSID) have provi ded nechani sns for insurance and
the settlenent of disputes, which are usually considered to be necessary ingredients
of a facilitating framework.

124. The Uruguay Round of nultilateral trade negotiations addressed a numnber of
i nvestment issues for the first time. The Agreenent on Trade-related Intellectua
Property Rights (TRIPs) should provide a major stinmulus to FDI. The GATS provides
a framework for the negotiation of sectoral-specific commitnents with respect to
foreign investnment in services; the Agreenment on Trade-rel ated | nvestment Measures
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(TRI M) prohibits investnent neasures which infringe upon trade obligations, and
envi sages future consideration of broader issues of investnent policy. The OECD
National Treatment Instrunent and its liberalization codes for capital flows and
i nvi sible transacti ons provide non-binding rules on investment; negotiation of a
binding "Multilateral Agreement on Investnent" has recently been |aunched in the
OECD.

125. These arrangements provide the elenments of a framework for further
i nternational cooperation on FDI ainmed at facilitating global investnent decisions
and using the opportunities for growth and devel opnent that acconpany them in the
br oader context of enterprise devel opnent, especially in developing countries. Such
cooperation could aimat giving clarity and coherence to the positive standards that
have been established at various levels for FD in areas such as entry and
establishment, national treatnent, settlenent of disputes, fair and equitable
treatnment and transfer of funds.

(c) Current trends in the evolution of the requlatory framework for international
financial flows

126. Against the background of increasing risk of financial instability arising
fromfinancial |iberalization and integration, there is wi de recognition of the need
for international action to inprove and coordi nate national regulatory franmeworks
for international financial transactions. An agreenent was reached in 1988 by
menbers of the Basle Conmttee on Banking Supervision to establish capital standards
for credit risk. Mre recent work in this Commttee has included an initiative to
establ i sh such standards for market risk.

127. However, the proposals of the Bank for International Settlenments are ained
primarily at the internal operations of the global financial institutions thenselves
in the interest of their own stability. They do not aim at preventing gl oba
financial instability resulting from their operations. This wll require
international regulation and surveillance of the operations of the banks and other
financial institutions operating in international financial markets, as well as
i ncreased di ssem nation of information on the activities of these institutions.

128. Wth the growing integration of international financial markets and the
i ncreased contagion risk, the issue of who will play the role of internationa
| ender of |ast resort has acquired greater inportance. This problem becane obvious
in the recent experience of Mexico, where a liquidity crisis led to the coll apse of
the currency before an international |ender-of-last-resort agreenment could be put
together. The subsequent multilateral support operation, which was nmounted on an
ad hoc basis, raised several practical and procedural questions.

129. The main traditional nmultilateral instrument for providing financial support
to countries in balance-of-paynents difficulties is financing under arrangenents
with I M. However, subject to certain mnor exceptions, under IM- Article VI the
Fund's resources have not in the past been available to finance |arge or sustained
outflows of capital. Qher major sources of external payments support are of a nore
restricted nature and in many cases are linked to regional econom c agreenents.
Such sources include reciprocal currency or swap arrangenents between central banks,
principally those of OECD countries, and various EU facilities.

130. In October 1995 the Interim Commttee endorsed the decision of the IM's
Executive Board to establish exceptional procedures that would enable the Fund to
respond to serious financial crises. The precise nature of these procedures is not
yet clear, but the resources nmay eventually include those which would becone
avai | abl e under the initiative of the G oup of Ten to devel op new parallel financing
arrangenents conplenmenting the Ceneral Agreenents to Borrow. These procedures
represent a step in the direction of nore conprehensive global |ender-of-1last-resort
facilities, and future experience with themw ||l show how adequate a response they



36

represent to the problemof |arge capital flows.
E. Conclusions

131. The processes of globalization and |iberalization provide a new and constantly
evolving framework wi thin which sustainable devel opnment mnmust go forward in the
peri od ahead. These processes, especially the phenomenon of gl obalization, are
taking the world econony into largely uncharted waters, and are giving rise in many
countries to new uncertainties and anxieties regarding growh and prosperity and the
distribution of their benefits. This is particularly the case for devel oping
countries, where there are grounds for anxiety if a country is being drawn rapidly
into the globalizing world econony, and equal - or greater - grounds for anxiety if
it is not. This suggests the need for continuous and detailed nonitoring by
Governments of the effects and inpact of |liberalization and globalization on
devel opment. In this connection, particular attention would need to be given to the
evol ution of the systens governing international transactions, to ensure that this
evolution is "devel opment-friendly".

132. In the period ahead there is a wi de range of opportunities in the areas of
trade, investment and finance which have recently energed and which, if properly
grasped, can be utilized to accelerate developnent. There are also, of course
significant chall enges. Qpportunities and challenges in the area of trade, and
their specific inplications for policies, are taken up in chapter Il of this report.
These inplications, as well as specific policies in the areas of investment and
finance, need to be approached by individual devel oping countries, as always, within
the framework of a broad strategy for pronoting devel opnment. For if globalization
and liberalization establish certain paraneters for policy success that cannot be
i gnored, they do not mark the end of devel opment economics or of the need for
devel opnent strategies.

133. Moreover, there is not yet a full and conplete understanding of severa
i nportant aspects of successful devel opnent policies. The policy lessons to be
| earned fromthe devel opment experiences of the East Asian econonmies remain to be
fully explored and incorporated into the panoply of nmeasures generally available to
pol i cy-makers. The question of the appropriate pace and extent of the integration
of the financial system of an individual developing country into the global
financial systemis also outstanding, as are issues relating to how best to maxi m ze
the devel opnent inpact of the activities of transnational corporations. An
exam nation of the ingredients of successful devel opnment strategies must thus be
pursued, so that each individual country can have at its disposal a ful
understanding of the options on the basis of which its own strategy can be
constructed or revised.

134. The threat of marginalization and the challenges that it presents nust
redirect the attention of policy-nmakers to the inplications of commpdity dependence
for devel opment prospects and for successful devel opnment strategies. This issue,
as well as broader trade issues facing weaker, comodity-dependent economies, is
taken up in chapter 11.

135. A nmmin objective of any viable devel opment strategy nmust be the fostering of
a vibrant, dynamc and conpetitive private sector. Policies for enterprise
devel opnent, and for establishing and sustaining an appropriate dial ogue between
government and the private sector nust thus stand at the centre of any successfu

devel opnent strategy. For in the final analysis it is the enterprise itself that
is the motor of growth and change - the creator of enploynment, the creator and/or
adaptor of technology and the accumulator of wealth - and its devel opnent thus
becomes synonynmous with devel opnent in general. Issues related to enterprise
devel opnent and associ ated policies are taken up in chapter 111.
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Chapter 11

PROMOTING INTERNATIONAL TRADE AS AN INSTRUMENT FOR
DEVELOPMENT IN THE POST-URUGUAY ROUND WORLD

136. As argued in the preceding chapter, globalization and |iberalization have
created the prem ses for international trade to become an engi ne of econom c growth
on an unprecedented scale. The scope for deepening and wi dening the internationa
di vi sion of |abour has been greatly increased by the successful conclusion of the
Uruguay Round, as well as by the adoption by the devel opi ng countries of outward-
oriented gromh strategies. It is expected that the present trend whereby the pace
of world trade growth outstrips that of world output will strengthen in the period
to cone, and with it the increased participation of all countries in internationa
t radi ng.

137. How to facilitate the economc and institutional integration of devel oping
countries and countries in transition into the world trading systemis a mgjor
chal l enge for international econom c cooperation. It is also an issue of specia

interest to the devel oped countries. The gains to industrial countries from
i ncreased trade integration with devel oping countries are potentially larger than
the gains fromadditional integration anong thenselves. Trade integration arising
fromthe ongoing |iberalization process and fromits extension to new areas such as
services is likely to generate dynam c gains fromincreased market size, conpetition
and technology transfer. As developing countries are forecast to grow about tw ce
as fast as industrial countries, and as countries in transition devel op stronger
supply capacities and becone nore conpetitive internationally, the dynam c gains
fromincreasing trade with themare likely to be specially inportant.

138. The realization of these gains will, however, depend on the extent to which
the adjustnents required by the process of integration are carried out.
International trade can only fulfil its potential as an engi ne of global economc

growh if the necessary reallocation of resources in line with countries' different
and changi ng conparative advantage is allowed to take place and the inevitable
frictions and protectionist pressures that will arise in inplenmenting appropriate
structural adjustnment policies are resisted. Furthernore, the weaker trading
partners, especially the LDCs and comodi ty- dependent econom es, nust be enabled to
strengthen their econom c, technical and human capacities to engage in trade and to
participate fully in the multilateral trading system

139. Not all devel oping countries are equally able to seize the new opportunities
in international trade that are likely to arise in the process of globalization.
For exanple, the speed of integration in international trade of LDCs since 1990,
measured by the differential between the growth

rate of trade and output, has only been one third as fast as that of devel oping
countries as a group. A simlar situation is faced by many comodity-dependent
econom es whi ch have not been successful in utilizing their commpdity sectors as a
springboard for economi c growmh and structural transformation or in reducing their
dependence on one or two commodity exports. These countries and other structurally
weaker econom es are al so poorly equipped to participate in the nmultilateral system
of trade rules and disciplines. The danger of marginalization of a |arge nunber of
countries in the international trading systemis therefore real

A. Opportunities and challenges for promoting
economic growth and sustainable development

140. The trade liberalization resulting fromthe Uruguay Round and from regi ona
econom c integration, combined with the autononous |iberalization neasures of
devel opi ng countries, has created both opportunities and chall enges for pronoting
economc growh and sustainable devel opnent. The economic inpact of these
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liberalization efforts will, however, be spread out over a number of years because
t he Uruguay Round Agreenents provide for a phased inplementation of conm tnents and
because econonmies will take tine to adjust to policy changes.

141. Meanwhile, there are likely to be transitional inpacts. First, varying time
lags in the expansion and contraction of industries due to the policy changes
i nduced by the Agreenents inmply that the factors released from contracting
i ndustries may remain unenployed for a period before they becone reabsorbed in
expandi ng industries. Second, while the reductions in MFN tariffs will increase
mar ket opportunities in general, they will also put a conpetitive squeeze on the
exports of those countries whose access was hitherto facilitated by preferentia
tariffs. These countries are likely to experience a transitional |oss of export
revenue. O her short-termeffects are expected as a result of the reform process
in agriculture and of the reforns concerning intellectual property rights. The
reform process in agriculture could |lead to higher prices for basic food products
and therefore involve transitional costs in terns of higher inport bills for |ow
i ncome food-deficit devel oping countries. On the other hand, the extended and
stricter patent protection is likely to result in higher prices for high-technol ogy
and pharmaceutical products.

142. The likelihood of adjustment pressures on devel oping countries was recogni zed
at the Marrakesh Mnisterial Meeting in 1994. As a result, the Uruguay Round
Agreenments incorporate a range of neasures ained at spreadi ng out the adjustnent
process in order to mnimze costs. These measures shoul d, however, be conpl enent ed
by a positive approach designed to smooth the process of econom c adjustnent by
addressing the rigidities which slow it down. International support should be
nmobi | i zed for the efforts by devel oping countries to rationalize resource allocation
and devel op supply capabilities, as well as to increase the elasticity of supply in
critical areas by encouraging investments in food production and non-traditiona
export industries and in | abour retraining schemes.

143. As indicated in chapter |, special attention should be paid to the
contribution of the services sector to developnent and the role of trade in
services, as well as access to efficient ways of trading (especially through
el ectronic commerce) in the integration of devel oping countries and economes in
transition into the world econony. Gven the rising service intensity of
production, a strong producer services sector has a nmjor inpact on the
conpetitiveness of firns and of the econony as a whole, and consequently on the
chances of success of export-oriented devel opment strategies. Mor eover, gl oba
conpetition is now characterized by a declining trend in the share of profits
arising from product- or process-based conparative advantage, with a correlative
increase in profitability and conpetitiveness based on information advantages and
reductions in transaction costs. Strengthening service capacities in general, and
capacities for "trade efficiency”" in particular, is thus a major challenge for
devel opi ng countries in the period ahead.

144. Particular difficulties are faced by the primary commodity export-dependent
devel opi ng countries in using international trade as an engi ne of econom c growh
and sustai nabl e devel opnent. These are nostly |lowinconme countries, with a |large
proportion |located in sub-Saharan Africa. Because of their heavy commodity
dependency, the economes of these countries tend to be highly vulnerable:
generally, they are characterized by a high degree of export-earnings instability,
a persistent decline in the terms of trade, a high external debt burden, smal
inflows of foreign direct investnment, and |imted devel opnental |inkages within the
domesti c econony.

145. In sum the imedi ate task for national and international policy is to secure
an enhanced role in world trade for devel oping countries and countries in transition
t hrough export expansion and diversification, in ternms of both products and markets.
Thi s objective can be pronoted through policies and actions designed to strengthen
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supply capabilities and capacities for trade efficiency, to inprove market access,
and to hel p the weaker countries overcone transitional difficulties and constraints
arising from comodity dependence. Institutional integration can be pronoted by
hel ping countries to participate actively in the nultilateral decision-making
process, to nmeet their new obligations deriving fromthe Uruguay Round Agreenents
and to defend their rights effectively. As for non-nenbers of the WIQ, it also
involves facilitating accession to the Organization. Integration can also be
pronoted through strengthening the capacity of devel oping countries to fornul ate and
pursue autononous trade |iberalization policies, as well as by strengthening
regional integration to enable themto diversify markets and take full advantage of
gl obal trading opportunities.

B. Enhancing the participation of the developing countries
and countries in _transition in_international trade:
policy approaches and measures

146. Achi eving enhanced participation of developing countries and countries in
transition in international trade calls for measures and actions ainmed at inproving
national and international trade policy, devel oping trade efficiency and addressing
comodi ty dependency.

1. Trade policy

(a) Effective implementation of the Uruguay Round commitments and
further liberalization

147. The first urgent objective is to ensure effective inplenentation of the
Uruguay Round results, especially in the area of market access for goods and
services of export interest to devel oping countries and countries in transition.
As already indicated, the Uruguay Round Agreements |eave considerable margin for
interpretation; this allows countries an elenment of discretion in their trade
policies that may lead to the reintroduction of protectionist neasures. It is
essential that countries, and particularly major trading nations, inplenent their
commitnents fully and exercise appropriate restraint in the application of trade
remedi es such as safeguards and anti-dunmpi ng and countervailing neasures agai nst
products of devel oping countries and countries in transition

148. Furthernmore, the Uruguay Round Agreements contain a built-in future work
progranmme containing comritnents to | aunch new negotiations ainmed at further trade
liberalization in agriculture and services begi nning around 1999; the negotiation
of certain missing provisions in the GATS, a review of the possibility of extending
t he Agreenent on Trade-Rel ated I nvestment Measures (TRIMs) to cover investnent and
conpetition policy; and a series of reviews of the operation of various Agreenents
which could |l ead to proposals for their anmendnent. To continue the nonentum toward
further liberalization of nmultilateral trade and the increased participation of the
devel oping countries, there would also be a need for further nmultilateral trade
negoti ations on trade |iberalization to focus on issues related to tariff peaks and
tariff escal ation.

149. In the agricultural sector, where various anal yses have shown that the process
of tariffication has led in several cases to the establishment of tariffs that
provi de nore protection than the non-tariff barriers they replaced, the objective
woul d be to reduce out-of-quota tariff rates to non-prohibitive I|evels. The
approach to tariff reduction should also include the goal of reducing tariff
escal ati on on products of interest to devel opi ng exporting countries to give them
increased access to markets for processed products and to pronote the
diversification of their traditional compdity exports into higher-val ue-added
products. Experience with the inplenentation of the Agreement on Agriculture - for
exanple, in the adm nistration of tariff quotas, the actual incidence of reduction



40

comm tments on those products nost subject to export subsidies and donestic farm

support - should reveal specific priorities for further liberalization in this
sector.
150. In the services sector, within the context of the GATS, negotiations are

continuing on maritime transport and basic tel econmuni cati ons services; on achieving
a truly M-N-based agreenment on financial services; on fornulating a set of rules on
subsi di es, safeguards and governnent procurenent; and on disciplines to ensure that
measures relating to qualification requirenents and procedures, technical standards
and licensing requirenents in the field of professional services do not constitute
unnecessary barriers to trade.

151. Progressive liberalization of services, in accordance with the objectives of

the GATS, will be based on the promotion of interests of all participants on a
mut ual | y advantageous basis and on securing an overall balance of rights and
obligations, including obligations on increasing participation of developing

countries in trade in services. The latter relate to strengthening of the donestic
servi ces capacity of devel oping countries, inter alia through access to technol ogy,
the inprovenent of their access to distribution channels and information networks,
and the |iberalization of market access in sectors and nodes of supply of export
interest to them

152. The inclusion of the "tenporary novenment of natural persons supplying
services" within the definition of trade in services in the GATS responded to the
concern of developing countries that this was the main node of supply of |abour-
i ntensive services in which they were deened to possess a conparative advantage, and
in order to maintain a symetry between novenent of factors of production as part
of the conpronmise to include investment within the scope of the GATS. However, the
post - Uruguay Round negoti ati ons on nmovement of natural persons, which were supposed
to achieve higher levels of commtnments, have only resulted in sonme l|limted
i nprovenents on the part of a few devel oped countri es.

153. Pending further liberalization in the next round of negotiations, steps could
be taken in the neantinme to ensure increased transparency regarding inmmgration
| egi slation and regul ati ons and non-di scrimnation in the novenent of persons from
different countries. Measures could also be taken to reduce the restrictive inpact
of econom c needs tests and to exenpt nore categories from such requirenments
Access opportunities could also be inproved by allow ng the tenporary novenment of
service teanms and project personnel

154. Al though unconditional M-N treatnent is a basic obligation under the GATS
ti me-bound exenptions are allowed. The fact that sone of the M-N exenptions are
couched in ternms that would cover future measures and that nost of the neasures
scheduled will apply for an indefinite period brings in an element of sector-
specific reciprocity and conditionality. The outcome of the negotiations on
financial services clearly denonstrates how sectoral interests could endanger the
integrity and conprehensiveness of the GATS and the basic principle on which the
whole nultilateral system is established, nanely non-discrimnation. Criteria
therefore need to be devel oped to ensure that exenptions from MFN treatment woul d
i ndeed be reviewed and phased out w thout additional paynent, with a view to
ensuring that the nmultilateral approach of the GATS is applied as far as possible
to all sectors and nodes of supply.

155. In order to enable developing countries to extract the expected economc
benefits fromthe provisions of article IV of the GATS, this article would need to
be suppl emented by additional principles relating to capacity-building in services
sectors, access to and use of distribution channels and information networks, and
liberalization in sectors and nodes of supply of export interest to them
Devel oping countries undertaking programres to liberalize their services sectors
shoul d be provided with assistance to enable their firns to acquire the capacity
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necessary to conpete in the donestic and export markets.

(b) Measures to alleviate transitional costs

156. The burden of adapting to the results of the Uruguay Round will be borne to
a relatively greater extent by devel oping countries, and particularly by the | east
devel oped and net-food-inporting devel oping countries. The acceptance by the

international community of the need to assist these countries to face the chall enges
and difficulties posed by reformand the |iberalized international trading context -
and in particular to adjust to possible increases in prices of inported foodstuffs -
constituted a significant step. It was enbodied in the Marrakesh M nisteri al
Deci sions on Measures in Favour of Least-Developed Countries and on Measures
Concerning the Possi bl e Negative Effects of the Reform Programe on Least - Devel oped
and Net Food-Inporting Countries. The chal | enge, which has been addressed in
several high-level neetings, is to translate these conmtnents into concrete action
and the Conference should contribute to this process. The primary focus of such
action should be on mnimzing the transitional costs to be borne by these
countries.

157. However, the problenms facing many devel oping countries in adapting to the
post - Uruguay Round tradi ng system extend beyond such energency neasures. Devel opi ng
countries which are unable to compete effectively in international trade or to
defend their interests within the nultilateral framework of rights and obligations
wi Il becone further marginalized. Thus, neasures mnmust be taken to assi st devel opi ng
countries to increase their conpetitiveness in world markets in the |ight of reduced
preferential tariff margins, to effectively inmplement the multilateral trade
agreements, notably in setting up the necessary institutions and donestic
mechani sms, and to defend effectively their rights and interests in nultilateral and
regi onal foruns. The Conference could define a specific action programe of
techni cal and financial assistance in this respect.

158. More specifically, to offset the possible deterioration in LDC trade bal ances,
a range of measures would be required. The Marrakesh M nisterial Decision on LDCs
and net-food-inporting countries points to the need for inproved conditions for, and
an increase in, food aid (para. 3 (i) and (ii)) and for bal ance-of -paynents support
t hrough access to conpensatory financi ng schenes (para. 5); as stated in chapter |
nore vigorous debt-relief neasures are al so necessary. Sinmultaneously, efforts by
LDCs to inmprove agricultural production and infrastructure should be supported by
the provision of technical and financial assistance (para. 3 (iii)). Fi nanci al
assistance is also required to help upgrade the transport and comrunications
infrastructure in LDCs and ensure availability of essential medicines at affordable
cost to their popul ations.

159. Trade neasures should aimat inproving the trading opportunities of the LDCs,
taking into account the erosion of preferential margins, as well as their limted
capacity to participate in an increasingly conpetitive gl obal market in goods and
services. Steps should, therefore, be taken to maxim ze the remaining possibilities
for preferential treatnment (inprovenents in GSP schemes for the LDCs are proposed
bel ow). Additional measures to help the LDCs conpete in world nmarkets could involve
the removal of all remaining barriers to inports fromLDCs and effective action by
the rel evant agencies in the major nmarkets to pronote inports fromthese countries.
More specifically, in applying anti-dunping and countervailing duties, the LDCs
coul d be exenpted fromany cunul ati ve assessnent of injury, and inporting countries
could refrain fromtaking safeguard action agai nst LDC i nports. As for textiles and
clothing, LDCs could be exenpted fromall restrictions during the 10-year phase-out
period established by the Agreement. At the sanme tinme, LDCs' participation in trade
in services could be enhanced by: effective application of article IV of the GATS
on a unilateral basis so as to |liberalize sectors and nodes of supply (i.e. novenent
of persons) of interest to them facilitating their access to information networks
and distribution channels and to technol ogy; and giving LDC suppliers of services
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facilitated access to i nformation.

160. LDCs also need support in the development and diversification of their
production and export bases, including those of services, as well as in trade
pronotion, and the Decision on LDCs calls for substantially increased technica
assi stance for these purposes (para. 2 (v)). Finally, LDCs will also require
techni cal cooperation to strengthen their institutional capacity to deal effectively
with an increasingly complex international trading system |In addition to hel ping
LDCs identify new trading opportunities in particular sectors and nmarkets,
assistance will need to focus on human resource devel opnment in the areas of export
production, diversification and pronotion as a neans of strengthening export supply
capabilities. Particular attention should be devoted to identifying appropriate
technol ogi es, including in the public domain, which could considerably reduce the
hi gh cost of inported technology resulting from the inplenmentation of the TRIPs
Agr eenent .

(c) Measures to enhance the effectiveness of the generalized system
of preferences (GSP)

161. The contribution of the GSP to export growth of devel opi ng countries has been
significant but not evenly distributed. Those beneficiaries which have both the
supply capacity to take advantage of the market opportunities and the adm nistrative
capacity to identify the opportunities and conform to the required docunentary
procedures have derived maxi mum benefits. This problem can be corrected not by the
graduati on of such countries, but through the expansion of product coverage and
techni cal and financial assistance to the |ess conpetitive beneficiaries.

162. Inportant limtations in product coverage, ampong them the exclusion of key
sectors of interest to devel oping countries (such as textiles and agriculture), have
significantly reduced the positive inpact of the GSP schenes in that only half the
duti abl e products for developing countries are covered by the schenes. Thi s,
conbined with stringent rules of origin, tariff quotas, difficulties in conplying
with the procedural requirements and |ack of information, results in three-quarters
of all dutiable inports from devel opi ng countries not receiving GSP treatnent. In
addition, there is a tendency to introduce greater conditionality and conplexity in
the schemes through the inclusion of provisions on social and environmental
st andar ds.

163. The Uruguay Round M-N tariff reductions have resulted in an erosion of
preferential margins, as has the extension of free trade areas and custons uni ons.
This process can be expected to continue. Thus, in the longer run the GSP is |ikely
to lose its inportance as a means of providing conpetitive opportunities to |ess
conpetitive countries. However, in the short and nmedium term for the GSP to
continue to play a significant role in enhancing the participation of devel oping
countries in international trade, its effectiveness would need to be enhanced in two
respects in particular. Firstly, preferences should be sufficiently secure so as
to enable exporters in developing countries to build an export strategy on them
Secondly, the benefits of the GSP should accrue to the |argest possible nunmber of
countries.

164. Specific measures to enhance the effectiveness of the GSP should include
extension of product coverage to agricultural and resource-based products, tropical
i ndustrial products, |eather, footwear, netals and mnerals, textile and clothing
products; the establishment of multilaterally agreed criteria for country/product
graduation from the GSP; and the harnonization of GSP rules of origin anong
pref erence-giving countries, drawing on the Uruguay Round Agreenent on Rules of
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Origin. The extension of product coverage will not only reduce the existing
m smat ch between the export structure of GSP beneficiaries and the product coverage
of the major GSP schenes, it will also enable nore devel oping countries to benefit
fromthe schenes.

165. In order for the LDCs to derive adequate benefits fromthe GSP, the specia
treatment accorded to them needs to be strengthened through: (i) the granting of
conpr ehensi ve product coverage to all dutiable products, including agricultural and
textile products; (ii) the relaxation of existing rules of origin to include ful
and gl obal cunmulation and flexible admnistration of docunentary and shipnent
requi renents (this point was particularly enphasized by LDCs at the twenty-second
sessi on of UNCTAD s Special Committee on Preferences in October 1995); and (iii)
enhanced support for the technical cooperation progranme on GSP

(d) Assistance to enhance the capacity of the developing countries and countries
in transition to participate effectively in the WTO system of rights and

obligations

166. An increased reliance on international trade in the devel opnent strategies of
many devel opi ng countries was acconpanied by their nore active participation in the
Uruguay Round of nultilateral trade negotiations and in the GATT/WO system of
multilateral trade rights and obligations. Thirty-two devel oping countries and
territories acceded to the GATT during the Uruguay Round or before the WIO s entry
into force as from 1 January 1995, thus bringing the total nunber of GATT
contracting parties to 128 by the end of 1994. Al of these countries qualified to
become nenbers of the WO In addition, about 15 developing countries have
initiated their accession negotiations to the WO since then. Concerning the
economies in transition, several of them had been GATT contracting parties before
the Uruguay Round, one country (Slovenia) acceded to GATT after the concl usion of
t he Uruguay Round and thus was eligible to become an original WO nenber, and many
others are in the process of acceding to the WO It is expected that
WO nenbership will continue to expand. The trend towards nore universality of the
WIO menbership is thus evident. On the other hand, some of the npbst inportant
trading nations, like China and the Russian Federation, are not nmenbers. It is
wi dely recogni zed that the WO system can not be regarded as universal as long as
this situation continues.

167. Accession to the WIO poses inportant institutional challenges to the country
trying to accede. The extension and intensification of obligations as conpared to
"GATT 1947" has greatly conplicated the accession process. Countries are facing
i ncreasi ng demands which, in certain cases, go beyond the scope of the Agreenents.
This is particularly true of acceding countries in transition, which in some cases
are still affected by trade restrictions introduced to deal with the previous
economi c regi mes.

168. Countries in transition face a conplex internal and external situation which
may conplicate their accession negotiations. They are undergoing a fundanenta

transformation into market-based econom es, and integration into the internationa

tradi ng system plays a central role in the process. They w |l undoubtedly need a
degree of flexibility with respect to putting in place trade regimes which are
consi stent with WO menbershi p. For exanple, these countries' tariff regi mes have
only begun to develop over the last two to three years and, in some cases, are still

not in place; the approaches applied in the Uruguay Round to maxim ze tariff cuts
and tariff bindings of all participants nmay not necessarily be applicable to
countries in transition. Another matter of concern for them would be in the new

areas falling within WIO conpetence - i.e. trade in services and protection of
intellectual property rights - where, in general, nmany essential aspects of foreign
trade regines, legislation and regulations are still mssing, while national

policies in those areas are still being worked out.
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169. G ven the |ink between accession to the WO and the transition to a
mar ket - ori ented economy, it would be desirable for the system c transformati on of
these countries to be given priority in the accession negotiations. Thus, issues
concerning reduction of tariffs and other restrictions to trade should be dealt with
in the context of resunption of economic growth, structural adjustnent and the

i ncreased capacity of their economes to conpete internationally. |In addition, it
shoul d of course be ensured that WO menmbership would result in elimnation of the
"residual” discrimnatory elenents still existing in the trade reginmes of major

tradi ng countries vis-a-vis countries in transition

170. A further challenge facing devel oping countries and countries in transition
concerns their ability to exercise their rights and neet their obligations under the
WO system  Apart from substantive obligations and rights, WO nenbers nust al so
satisfy onerous procedural requirenents. There are, for example, sone 160
notification requirenments arising from the Agreenents. In some cases, the
i mpl enentati on of notification obligations

may affect the substantive rights of a WO nenber, including the use of provisions
on differential and nore favourable treatnent in the case of a devel opi ng-country
menber . Active participation in the WO system wll also require constant
i nvol venent in the work of WIO councils, comm ttees and working parties, as well as
in the ongoi ng negotiations on sonme specific issues. Finally, an active defence of
rights will depend on a country's ability to use the WO dispute settlenent
mechanismin the case of a trade conflict.

171. Many devel oping countries and economes in transition - both existing and
aspiring menmbers of the WIO - will have to strengthen their capacity in the areas
of trade policy formulation and negotiation and institutional adaptation, since the
depth and range of expertise required are often not available to them Thi s
weakness will also affect their ability to deal with the conpl ex unfini shed busi ness
of the Uruguay Round and with the new i ssues on the international trade agenda. It
is therefore incunbent upon the international conmunity to formulate a progranme of
assi stance for these countries, which would otherw se not be able to participate
effectively in the international trading system

(e) Structural adjustment policies of developed countries

172. As the world econony becomes nore gl obal and trade |iberalization continues,
industries in all countries will face growing pressures to adjust their patterns of
production and trade to changing conpetitive positions. Responding to this
chal lenge calls for inproving productivity and product quality, refining product
lines, retreating from areas in which industries are no |onger conpetitive,
relocating in | ower-cost countries and shifting into new activities with |longer-term
growh potential. GCovernnents can facilitate such structural adjustnment by creating
a favourabl e macroeconom c policy environnent, as well as by adopting cross-sectoral
or industry-specific neasures which aimto influence the process of adjustnment at
the microeconom c |evel.

173. UNCTAD s nenber States have agreed that structural adjustnent policies should
follow a positive approach so as to pronote shifts in the patterns of production and
trade in line with changes in conparative advantage and provide support which is
temporary, transparent, |linked to the phasing-out of obsolete capacity, and free of
protectioni st neasures against inports. This would create substantial roomfor the
expansion of production and trade of developing countries and economes in
transition in those sectors where they had gai ned conparative advantage. It would
also facilitate trade policy reforms in developing countries, as well as the
effective inplenmentation of the Uruguay Round Agreenents, and | ower resistance to
further |iberalization.

174. Action is called for in three nmin areas. In the agricultural sector,
structural adjustment policies should focus on acconmobdating increases in inport
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conpetition which will occur in the |longer-term process of |iberalization initiated
by the Uruguay Round. 1In the textiles and clothing sector, the objective should be
to accelerate the process of liberalization. Delaying the removal of quotas unti
the very end of the 10-year phase-out period could result in a concentration of
structural adjustnment problens in the last stage. Finally, devel oped countries'
support of investnents abroad and other forns of cross-border production cooperation
shoul d focus nore on encouragi ng the relocation of unconpetitive |lines of production
to devel oping countries and to economes in transition. This may require refocusing
i nvestment guarantee schenes, as well as strengthening the fiscal incentives
directed towards this goal. Such policies would help to integrate a greater nunber
of these countries into the process of globalization in line with each country's
best ability to produce, while facilitating the industrial upgrading of the hone
country.

2. Trade efficiency

175. Efficiency in the conduct of international trade transactions is essential for
the participation of developing countries in international trade. Trade efficiency
capacities can be enhanced through inprovenents in trade-related service
infrastructures, such as transport systenms, ports and tel ecommunications, as well
as through trade facilitation practices. In addition, recent advances in
i nformati on technol ogi es offer opportunities for considerably nore efficient ways
of conducting international trade transactions, including electronic trading.

176. The realization of those opportunities for devel oping countries will however
requi re appropriate practical support neasures on the part of the international
community. Following the United Nations International Synposiumon Trade Efficiency
(UNI STE, Col unbus, OCnio, Cctober 1994), the UNCTAD secretariat has identified three
areas where action needs to be taken as a matter of priority: establishing a Trade
Ef ficiency Review Mechanism (TERM; providing the energing G obal Information
I nfrastructure (A1) with a devel opnent dinension; and creating G 1 subregiona
nodes to serve the structurally weakest econom es, notably in Africa.

(a) Establishing a Trade Efficiency Review Mechanism (TERM)

177. TERM has been proposed as a neans to address the need to:

(a) Mai nt ai n awar eness, both at the national and international |evels, of
the constraints that devel oping countries and small and nediumsized enterprises
(SMEs) face for their integration in the post-Uruguay Round trade environment;

(b) Eval uate the validity of the policy approaches followed in response to
those constraints; and

(c) Provi de a substantive base for consensus-building for the advancenent
of trade efficiency.

178. The core of TERM would be the exami nation of the way in which UNCTAD s
recomrendations and guidelines for trade efficiency are relevant to |oca

conditions, as well as of the manner and degree of their inplenentation. The
exam nation would involve a secretariat report - at the request of the Governnent
concerned - and a subsequent intergovernmental discussion. Nati onal policy

approaches to trade efficiency issues would be reviewed fromthe perspective of the
needs of traders, especially SMEs. Trade efficiency reviews would al so | ook at nore
general elements of the mcroeconom c environment in each of the areas of UNCTAD s
work in trade efficiency, including relevant governnental policies, institutiona
structures and busi ness practices, fromthe standpoint of reduction of barriers to
entry to international trade. The review would attenpt to quantify the cost of
inefficiencies for traders and consuners, thus contributing to greater transparency.
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179. Trade efficiency reviews could provide policy-nmakers and deci sion-nmakers in
the public and private sectors in devel oped countries with an array of signals about
a country's strengths and weaknesses in sone of the main determ nants of trade
conpetitiveness, which nay be of particular interest for potential internationa

i nvestors and traders. This could also be of use to nultilateral |ending
organi zati ons such as the World Bank and regi onal devel opnent banks. As a result,
TERM coul d al so provide significant additional |everage to poorer countries to
attract investnent, trade and financial support for their devel opnent process. TERM
could furthermore feed UNCTAD s work in trade efficiency in terms of the
i nt ergovernnental consensus-building process and the analytical base of its
operational activities, as well as supplying valuable information to nultilatera

and bilateral donors who have been providing financial support to technical

cooperation activities in trade efficiency about the results of these efforts and
priorities for the future.

180. TERM could also provide useful inputs for work in the area of enterprise
devel opnent. In particular, the evaluation of the conditions in which traders in
t he devel oping worl d and SMEs worl| dwi de have access to international trade would be
relevant for the design of policies that aim at fighting exclusion through the
encour agenent of entrepreneurship, as well as for the activity of non-governnenta
organi zations working with mcro-enterprises and the informl sector

(b) Providing the Global Information Infrastructure with a
development dimension

181. The energence of the dobal Information Infrastructure concept (A1) has
closely followed that of the National Information Infrastructure (NII) pronoted in
the United States. The GI is predicated upon a rapid deregulation of
tel ecomuni cations at the world level. The Buenos Aires Decl aration adopted at the
| TU Conference on Tel econmuni cati ons for Devel opnment (Buenos Aires, April 1994)
recalled the inportance of telecomrunications for devel opnent, and UN STE al so
called the attention of the international comunity to the necessity to endow the
A1l with a devel opnent di mension at an early stage.

182. The rapid enmergence of global information infrastructures is affecting al

areas of international trade, either directly, as in the case of services, or
indirectly, through shifts in value-creation processes along the trade transaction
chain. Information-intensive activities, especially when they are network-based,
are becom ng increasingly inportant. Lack of access to relevant tradi ng nethods and
to up-to-date and affordable information is becoming a major cause of
mar gi nal i zati on for many devel opi ng countries, especially the | east devel oped ones;
in an increasing nunmber of cases, the information "have-nots" are also being
margi nalized in the context of the mpbdern transport, insurance and banki ng networKks.

183. However, this outlook is by no neans all bleak. Some characteristics of the
current situation make it potentially very promsing from the point of view of
devel opnent :

(a) The nore advanced countries and enterprises have a vested interest in
allowing greater participation in the "advanced sectors" of global trade. For
exampl e, electronic commerce (and, nore broadly, trade facilitation) allows faster
and cheaper transactions, and increased profitability for both exporters and
importers. Broader access to information also contributes to increased transparency
(and hence efficiency) in international markets. This situation therefore offers
significant opportunities for positive-sum processes in which the integration of
devel oping countries and economies in transition in international trade can be
pursued as a conmon objective by the international community. The fact that three
recent G 7 meetings (Naples, Brussels and Halifax) have devoted central attention
to the issue of dobal Information Infrastructure (A1) suggests that considerable
investment will be made in this sector over the next decade.
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(b) What appears to be a mmjor strategic ingredient in international
conpetition, i.e. information technol ogy, happens to be one whose price/power ratio
has decreased steadily over the last tw decades. This offers unprecedented
opportunities to devel oping countries and countries in transition for |eapfrogging
to new nethods and areas of trade. For instance, such opportunities provide fresh
avenues for the diversification (both horizontal and vertical) of conmmodity-
dependent economi es. There are also abundant instances of problens of
underutilization of resources as a consequence of inadequate regulations or
i nadequat e practices whose correction requires little or no investnment. A carefu
exam nation of the effects of telecomunications deregulation on the donestic
econonmi es of devel oping countries could lead to the identification of new, nore
efficient ways to use existing infrastructures (e.g. copper lines) as well as of
avenues likely to generate higher rates of return on new infrastructures (e.g. Low
Earth Orbit satellites).

(c) The creation of subregional GIl nodes

184. Many poorer developing regions, in particular in the African continent, are
still characterized by a remarkably low | evel of information flow connectivity.
This applies both to main tel ephone |lines and specific new services, such as the
I nternet.

185. As already indicated, sone of these problems can be addressed through nore
efficient use of existing resources, for instance by redesigning regulations. At
the same tinme, being a late starter in a rapidly changing area of technol ogy can be
a significant advantage, since it can allow the selection of state-of-the-art
technol ogy at relatively low prices and in a stabilized environnment, especially with
regard to international norns. As the dobal Information Infrastructure takes
shape, developing regions with low levels of information flow connectivity could
greatly benefit from having access to the G1.

186. However, the ability of poorer economes to connect to the Al wll be a
direct function of their ability to identify and generate a local critical mass of
users. Hence the necessity, at least in a first stage, to focus on subregiona
groups of wusers Ilikely to benefit from the establishnent of appropriate
conmuni cation capabilities, transmt part of these benefits to the rest of their
respective national economies, and contribute to the generation of secure and
relatively rapid returns for the investors invol ved.

187. In other words, nost devel opi ng regi ons should, in the first stage, focus on
establishing A1 nodes. A GI node is a subregional "hub" able to provide three
maj or ingredients for the rapid integration of developing countries in the GI,
nanel y:

(a) A pole for concentration of users' demands to enable them to reach a
critical mass that will attract investnment and help to | ower the price of services
of fered,

(b) A laboratory and information centre where the |atest developnents
regarding the A1 can be |earned, tested and evaluated with respect to the specific
needs and characteristics of |ocal comunities, especially smaller firnms (including
the informal sector) and rural communities; and al so where appropriate interfaces
and applications are devel oped, and training is offered in the use of technol ogi es
and managenent techni ques;

(c) A "telecentre” where the commercial use of information technol ogi es and
Gl connections contributes to financial support for the provision of QI access to
local institutions involved in education, health, environment protection and other
socially inportant activities.
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188. Ensuring that the A1l is really global will require the establishnent of "QI
nodes” in devel oping regions. Since 1992, a gl obal network of trade points has been
creating electronic trade and information |inks between devel opi ng and devel oped
countries and among devel opi ng countries. The consolidation and expansion of this
initiative should be a key el enent of any networking strategy that ainms at putting
the developing world and industrialized econonmies on a nore equal footing in the
field of electronic trade and information fl ows.

3. Measures and actions to address commodity dependence

189. As indicated earlier, developing countries which are heavily dependent on
commodity exports face form dable challenges in using international trade as an
instrument for pronoting their econom c growth and sustai nabl e devel opnent. These
countries share a nunber of characteristics: |ack of significant diversification
of their economes; inability to attract sufficient volumes of FDI; and very | ow
| evel s of social indicators such as life expectancy, infant nortality, per capita
availability of doctors, literacy rates, average |length of school attendance, and
number of tel ephones per capita. At the sanme tinme, their ability to draw
devel opnent resources from international trade is seriously hanpered by their
vul nerability to external shocks, and notably to large swings in the prices of the
comodities on which they are nost highly dependent. For these countries, the key
to escaping this "poverty-cummargi nalization trap” lies in the nore sustainable and
efficient use of their natural resources, by both developing the traditional
commodity sectors and building on the existing resource base to devel op new exports.
Di versification, whether horizontal or vertical or both, of the country's comodity
base is likely to play an inmportant role in this process.

190. Concrete policies, neasures and actions towards addressing the negative
consequences of conmodity dependence can be identified in three areas, as discussed
bel ow.

(a) Reduction of the instability and risks faced by the commodity-export-dependent
developing countries

191. Although instability is still a major problemfor devel opi ng-country comuodity
exporters, it should be recalled that during the 1980s the main problem from which
nmost such exporters suffered was the substantial decline in both nom nal and rea
commodity prices (-2.2 per cent per annumin nomnal terms and -5.2 per cent per
annumin real terns from 1979-81 to 1991-93). In many cases, these price declines
were due in part to excess supply on the markets over sustained periods of tine.
There are many reasons whi ch can be adduced for such excess supply (including "exit
barriers" and the response to the debt-servicing burden), but they are al
consistent with the same policy conclusion, nanely that producers should consider
taki ng measures to bring supply into equilibriumw th demand on a | ong-term basis,
preferably with the cooperation of the consuners.

192. The International Cocoa Agreenent 1993 provides an exanmple of how such
cooperation mght be organized. It contains new econom c provisions aimed at
achi eving equilibrium between supply and demand t hrough adjustments of production
and pronotion of consunption. The supply rationalization plan is based on the
adoption by the International Cocoa Council of annual forecasts of world production
and consunption and the establishment of indicative figures for annual I|evels of
gl obal production necessary to achi eve and maintain equilibrium between supply and
demand. In the |light of these indicative figures, producer member countries draw
up a programme for the adjustnment of their production and are responsible for the
policies and neasures applied for the purpose. While this experience is too recent
to allow final judgenment to be passed on the effectiveness of this approach to
stabilization of commodity markets, the introduction of schenes of this sort
deserves further serious consideration by the international comunity. It should
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be emphasi zed, however, that, except in the case of a very few commodities, producer
rationalization plans depend on consumer cooperation to enhance their chance of
success.

193. The past two decades saw a striking increase in the volatility of primry
commodity prices, and the recent sharp novenents in such diverse comopdities as
cof fee and al um ni um suggest that the "quieter” period of the early 1990s may have
been an aberration. At the sane time, international cooperation to reduce comuodity
price fluctuations through buffer-stock interventions has «collapsed, and
arrangenents to compensate producing countries for export-earnings |osses have
either failed to achieve their objectives or have been transforned into conditiona
devices on which countries are reluctant to draw. Modreover, the application of
structural adjustnent programmes has led to the dismantling of the instrunentalities
of governnent intervention in commodity markets, particularly marketing boards and
stabilization funds, which, for all the inefficiencies associated with them did
provi de a measure of stability of revenue to donestic producers.

194. This new context has thrown into sharp relief the need for risk-averse private
agents to be able to use market-based instrunments to hedge the comvodity risk they
face. The past decade has seen the devel opnent of a nunber of financial instrunments
- such as swaps, options and comodity-1inked bonds - which can be used for such
pur poses. However, the devel opment of coherent risk management strategi es making
safe use of futures and derivatives is neither straightforward nor costless.
Mor eover, access to these instruments is limted to those entities which neet
creditworthiness tests, and they are thus of limted use to individual smal
producers. On the other hand, hedging substantial revenue flows - as in the case
of mnerals - raises the requirenents as regards the conpetence of those undertaking
the hedging and creates an inperative need for safeguards against m stakes and
unaut hori zed operati ons.

195. There is therefore an urgent need for both a major programe of technical
assistance to help private devel opi ng-country producers to nmake use of these risk-
l[imting instrunents, and a concerted effort of international cooperation to devel op
means of overcoming barriers to entry posed by high | evels of sovereign risk (for
exanpl e, by collateralization and guarantee mechani sns).

196. High levels of sovereign risk pose problenms not just for access of devel oping
countries to risk managenent markets, but also for access to credit in general

This adds considerably to the costs of compdity trade, in particular for poorer
devel opi ng countries: as these countries are perceived as presenting a high risk
of default, lenders require high risk prem uns. These risk premunms can be
consi derably reduced if ways are found to provide nmore security. Such security can
be provided if |oan reinbursenents are tied to the normal commodity export flows of

the countries concerned. |In many cases, unfortunately, the current internationa
comodi ty-trade framework does not allow for such ties, particularly because of a
| ack of securitization facilities. In this light, the pronotion of commdity

war ehouses able to issue warehouse receipts and the devel opment of internationa
facilities which would pronote the use of such warehouses require serious attention.

197. In the light of the above, the Conference could consider the follow ng
proposals for action ained at reducing the instability and risks faced by the
comuodi t y- export - dependent devel opi ng countries:

(a) Promoti on of exchange of information and voluntary cooperation anong
producers (as in the Cocoa Agreenment) to help bring supply and demand into better
bal ance;

(b) Reduction of subsidies for donestic overproduction of agricultural
comodities (especially in CECD countries);
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(c) Notification (as in the subsidies agreenents of the WO of nationa
policies (and those of international financial institutions) regarding comodity
producti on;

(d) Reduction of the conditionality of IM's Conpensatory and Contingency
Fi nancing Facility (CCFF) and significant expansion of the resources nade avail abl e
to the EU s STABEX;

(e) Creation of an "international comopdity observatory” in UNCTAD to
i ncrease market transparency;

() Establ i shnent of a mechanism in UNCTAD to examine the feasibility of
establishing a facility to enhance the availability of securitized commpdity finance
usi ng war ehouse receipts.

(b) Promotion of commodity diversification

198. During the past decade, nost devel opi ng econom es have undertaken a series of
economi c policy reforns and liberalization nmeasures designed to accelerate the
structural adjustnent process and donestic growh. However, the experience of these
econom es has been extrenely varied. Many Sout h-East Asian and Latin American
countries have seen their traditional commodity sectors expand rapidly over the past
two decades al ongside equally rapidly growing new, non-traditional sectors. In
contrast, other countries, in particular lowinconme countries in Africa, have
experienced a stagnation of their traditional econom c sectors w thout any progress
towards diversification into new ones.

199. This contrasting experience indicates that, to a large extent, the sane
conditions that allow for sound growh of traditional commpdity sectors al so permt
commodity diversification. Nevertheless, there are specific policies which, within
a sound general policy framework, can help the private sector to identify and
exploit diversification possibilities; indeed, such specific policies have played
a large role in the diversification success of a nunber of devel oping countries.
I dentifying and exploiting diversification opportunities can be "learnt": at the
country level, past diversification experience is a good indicator for future
experi ence, and some studi es have shown that entrepreneurs use the know how they
gain in the export of fruits or vegetables (often the first "non-traditional"” step
into the international market) as a springboard for further diversification efforts.
Such first efforts also allow the devel opnent of a service sector, which facilitates
further exports of non-traditional products.

200. Successful diversification appears to a large extent to be related to the
flexibility of producers and exporters in identifying and exploiting potentially
beneficial market niches. New market opportunities are opening up continuously, not
only in the traditional markets in Europe and the United States or in the Mddle
East, but also in the fast growi ng econom es of Asia and, to some extent, Latin
America, which have grown into significant inporters of a wi de range of comrmodities.

201. The devel opnent of markets for environnentally preferable products may al so
generate opportunities for successful diversification. Good market information is
necessary to identify such opportunities, and a country's producers and exporters

need to have the flexibility to react to them In order to be flexible, they
require easy access to production and market information, investnment and trade
capital, technology, and marketing networks: a sound, stable macroeconomc
framework, although essential, is clearly not enough. CGovernments and the

i nternational comrunity can play a major role in providing the enabling framework
for diversification, which not only helps producers in seizing new market
opportunities for traditional comodities, but also enables themto enter into non-
traditional conmmodity production and exports.
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202. Experience also shows that successful diversification, as concerns both the
devel opnent of new commodity exports and the pre-export processing of traditiona
commodities, is to a large extent correlated to high FDI flows. FDI provides not
only the capital but also, perhaps nore inportantly, the technol ogy and narket
access required to make a diversification effort successful

203. Another policy which would stinulate diversification is a nobre active
engagenent of CGovernnments, the private sector and the international community in
research and devel opment, both for non-traditional export products and for |oca
food crops. Farmers will often be hesitant to shift froma crop they know well into
one which is new for them To stinulate themto innovate, governments should, in
addition to undertaking agricultural research, provide farmng conmunities wth
rural infrastructure and extension services and ensure a regulatory framework which
allows for a reliable supply of inputs and good access to credit. These factors
pl ayed a major role in South-East Asia's success.

204. In many cases, the private sector will be able to generate the necessary
finance for diversification activities. Wiere the private sector is not able to do
so because of, for exanple, a poor credit system or other market failures,
alternative sources of finance for diversification would becone inportant. Some
countries have successfully enpl oyed national diversification funds, with taxes on
the main commodity exports used to develop new sectors. An internationa

producer/consuner fund financed by export or inport levies, |like the one established
by one of the earlier coffee agreenents, may also be a viable alternative. The
Wirl d Bank and other financial institutions could contribute by allocating nore of
their funding to diversification activities and, nore generally, to the devel opnent
of an institutional framework which enables the public and private sector to follow
an active diversification strategy.

205. A key elenent for successful diversification is no doubt an appropriate
macr oeconomi ¢ policy framework. However, to enable econom c actors to make full use
of the possibilities offered by the framework, a nunmber of specific actions are
requi red, both at the national and at the international levels. At the nationa
| evel, specific actions to stimulate the capacity of public and private sector
entities to actively identify, publicize and exploit diversification opportunities
are needed. At the same tine, the international comunity has to commt itself to
not creating undue tariff and non-tariff barriers against new comodity exports.
Wth this objective in view, the Conference could take the follow ng actions:

(a) Call upon Governnments, within the framework of the WO, to determne the
nodal ities and set a tinetable for the elaboration of precise proposals for the
reduction of tariff escalation on processed primary comodities and for the
elimnation or reduction of non-tariff barriers to market access for these
commodi ti es;

(b) Propose concrete neasures to enhance the access to finance for
diversification of |owincome countries, either through existing instruments or the
establishment of a new instrunent;

(c) Call for increased support for the I TC and other rel evant organizations,
specifically for their work in the devel opnment of products and markets likely to
enhance the diversification of devel opi ng econoni es.

(c) The efficient management of natural resources

206. The survival of human and other life systems is a universal goal that
underlies efforts - increasingly articulated since the United Nati ons Conference on
Envi ronment and Devel opment (UNCED) - to address concerns about the inpact of

economic growh on the natural environment in the context of sustainable
devel opment. Such concerns arise notably with regard to the managenent of natura
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resources, since both commodity and industrial production activities affect the
natural resource base. However, since production is primarily driven by demand, the
| evel, pattern and pace of consunption activity - and thus popul ation growth and
lifestyles - will play a major role in determning the feasibility of sustainable
natural resource use

207. Accordingly, changing consunption patterns and demand towards environmental ly
preferabl e products and i nproving production techniques - maki ng them both cl eaner
and "l eaner"” - are very inportant requirements for natural resource conservation

Meeting this requirenent is facilitated by the process of globalization in so far
as the latter entails a faster and nore w despread diffusion of the rel evant
conservation technol ogy.

208. To the extent that environnental costs (and benefits) are not internalized in
the prices of products, the changes required in production and consunption patterns
will not cone about. This has been recogni zed by several devel oping countries
through the creation of taxes on traffic in urban areas and by sone OECD countries
in their application of, for exanple, energy taxes. The principle could be extended
nmore broadly into the commopdities field by international cooperation to create
framework agreenments within which incentives would be made available to commpdity
producers to use "cleaner and | eaner” production techniques; such agreenents, known
as "lInternational Comuodity-Related Environnental Agreenents” (1CREAs), nerit
serious further consideration

209. In the context of global sustainable devel opment, the efficient managenent of
natural resources neans ensuring that the natural resource base is used so as to
produce socially optinmm quantities of various comopdities in perpetuity with no
irreversible damage to the physical environment and w thout inmposing significant
risks on future generations. The process of liberalization is creating challenges
to such management because the enphasis on private-sector activity, and the
concomtant retreat of governnent, is entailing a shift in time preference towards
the short term Neverthel ess, this opens up possibilities for the design and
i mpl enentation of a nmultitude of national and international policies which would
pronot e sustai nable and efficient use of natural resources, as well as naintaining
and i nmproving environmental quality.

210. At the national level, the specific content of natural resource nmnanagenent
will vary between countries according to their |evel of devel opment, including their
financial and institutional capacities, and the relative inmportance of natural
resources in their economes. Mre and nore devel opi ng countries are under pressure
to allow both exploitation of their natural resources and the deterioration of their
environments in order to enhance export earnings. For such countries, the chall enge

is to use the natural resource base judiciously and in a proactive manner - for
exanple so as to pronote diversification and nultiply econonmi c opportunities,
inter alia by creating devel opnental |inkages between the natural resource sector

and ot her sectors of the econony, to protect the environment so as to help inprove
the quality of life and ensure the sustainability of devel opnent, and, in the case
of non-renewabl e resources, to ensure their replacenent with |asting capital that
can provide the basis for future econom c devel opnment.

211. Action is needed at the national Ilevel, and especially in devel oping
countries, to inmprove information about the natural resource base and to ensure that
this information is properly integrated with devel opment planning and national
accounting processes; to capture resource rents and to nmanage resource revenue SO
as to maintain econonic stability in the short termwhile generating income for the
longer term to inprove the capacity of governnent to undertake the latter actions;
and to nonitor and regulate, in a participatory framework, the inpact of economc
activity on the national resource base. At the international level, action is
required to establish a multilateral cooperative approach to deal with externalities
that conprom se the sustainability of natural resources, to encourage the recycling
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of resource-based products, and to inprove the competitiveness and prompte the use
of natural products with environnmental advantages. Specifically, it is proposed
that the Conference take the follow ng actions:

(a) Pronote the negotiation of International Comrodity-Rel ated Environnental
Agreements as an elenment of a nmnultilateral cooperative approach to deal wth
environnental externalities;

(b) Promote the establishment of a voluntary trust fund to encourage the
production and trade of environmental |y advantageous natural products;

(c) Urge the establishnent of a window in the @ obal Environmental Facility
to deal with environnental problem areas such as the rehabilitation of mning sites
and m neral processing facilities.

C. New and emerging issues

212. Even before the agreenents negotiated in the U uguay Round had been accepted
at the Marrakesh Mnisterial Meeting, efforts were being nade to seek international
agreenent on the future work progranme of the new WO as a conponent of the fina
"package". Agreement was reached to establish a committee to deal with trade and
envi ronment ; the other proposals, upon which agreenment was not reached, are |laid out
in the Concluding Remarks of the Chairman of the Marrakesh Mnisterial Meeting. O
t hese issues, the relationships between trade and (i) environment, (ii) investnent,
(iii) conpetition policy and (iv) |abour rights can be seen as conponents in the
overal | pursuit of deeper integration and of the "level playing field" described in
the precedi ng chapter

213. More recently, OECD adopted a report at the Mnisterial |level setting out a
programre for action for the post-Uruguay Round trading system As nentioned in
chapter |, this progranmme is ainmed at maintaining the nomentum towards freer trade
based on the concepts of deeper integration and "contestability of markets”, i.e.
ensuring that foreign firms are provided with access and opportunities to operate
that are equivalent to those of donmestic firnms, with a view to ensuring that
nati onal markets are open to global conpetition. This enphasis on firns rather than
products reflects the realities of globalized production of goods and services,
where the value of sales of foreign affiliates far exceeds that of exports. It
would also seem to build upon some of the new elenents introduced into the
multilateral trading systemby the GATS through the definition of trade in services
to include the notion that the sales of foreign-controlled firms on the domestic
mar ket of the host country can be considered as "exports" and that foreign
Covernnents have acquired rights with respect to the treatnent of the subsidiaries
of "their"” firns, and conversely, the possibility that host devel oping countries can
seek commitnents from such enterprises.

214. Such initiatives are clearly related to the preparation of the agenda for the
first Mnisterial Meeting of the WIO, to be held in Singapore in [ate 1996, which
can be expected to address the issues contained in the Marrakesh [ist to the extent
that a consensus on how to deal with these issues can energe. The process of
bui | di ng consensus in favour of negotiating new nultilateral disciplines in these
areas would have to take account of the existing international franmewrk of
obligations, including bilateral investrment treaties and cooperation agreenents on
conpetition policy. Furthernore, various formul ae have been devised for addressing
these issues in the context of regional and subregi onal agreenments, which, as
mentioned below, are often seen as |aboratories for the eventual devel opnent of
nultilateral disciplines in new areas. The need for specific trade-related
disciplines in these areas to reinforce the disciplines of existing nultilatera
trade agreenments woul d al so be an inportant consideration.

215. Most inportantly, it should be recognized that these proposals for new
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mul tilateral disciplines are aspects of the broader question of the inplications of
a further extension of nultilateral trade obligations into additional areas of
donestic policy, including those pertaining to property rights. Such an extension
would inply that to a | arge extent gl obal governance woul d be carried out within the
framework of trade agreenents. This, at the nmonent, is a hotly contested issue

with sonme developing countries indicating strong opposition to extending
multilateral trade disciplines to non-trade areas. Furthernore, nost of the
initiatives on new and enmerging issues to date emanate from forums in which
devel opi ng countries are absent or only partially represented. Thus, the chall enge
faci ng the consensus-building process is to ensure that the devel opnent inplications
of various approaches and scenarios are fully understood, so that the interests of
devel opi ng countries can be adequately taken into account.

1. Competition policy

216. The inplementation  of mar ket -oriented economc reforns, i ncl udi ng
deregul ation, price liberalization, privatization and |iberalization of trade and
foreign direct investnent have led to an emerging consensus worldw de on the
i mportance of the role of conpetition in increasing efficiency in resource
allocation. As aresult, a rapidly growi ng nunber of countries (all OECD countries,
as well as many devel oping countries and economies in transition) have adopted
conpetition |egislation and created a national conpetition agency as an effective
tool of conpetition policy.

217. There has been a process of convergence in the objectives and application of
nati onal conpetition policies, although there continue to be significant differences
anong such policies. A significant degree of convergence exists in prohibiting

cartel s and col |l usive tendering, but nost national competition policies still do not
apply to restrictive business practices (RBPs) which solely affect foreign markets,
such as export cartels. In such cases, it is often difficult or inpossible for the

country whose nmarkets are affected (particularly if it has limted resources) to
take effective renmedial action without full cooperation fromthe authorities of the
country where the RBP originates. Difficulties may also be faced where the
authorities in a country seek to gather evidence or enforce their laws in respect
of RBPs practised by foreign investors.

218. There is growing recognition that, in an increasingly globalized world
econony, national conpetition policies need to be conplenented by action at the
international level to protect and pronote the vitality of conpetition in the gl obal
market. The specific objectives of such international action would be to strengthen
consul tations and cooperati on anpbng conpetition authorities, to encourage better
mut ual under standi ng and possi bl e convergence of national conpetition policies, to
ensure that trade obligations and concessions are not frustrated by private anti -
conpetitive practices, to bring trade rules nmore into line with conpetition
principles, to reduce trade tensions anong Governments, as well as tensions from
enf orcement of conpetition |aws overseas, and to address conpetition issues arising
inrelation to foreign investors. This could be done within the framework of the
Set of Miltilaterally Agreed Equitable Principles and Rules for the Control of
Restrictive Business Practices.

219. As conpetition, trade and investnent policies are bound to be brought even
closer together in the future, in addition to the mechani snms avail abl e under the Set
of Equitable Principles and Rules governing RBPs, new mechanisnms to coordinate
approaches to the interface between trade, investment and conpetition policies my
have to be conceived. Strengthening of the nultilateral trade agreenents through
the incorporation of additional |egally binding competition policy provisions my
al so be needed. It should be noted that several of the Uruguay Round Agreenents
recogni ze that conpetition policies are relevant to the effective inplenentation of
multilateral trade obligations. The inportance of collaboration to deal with anti -
conpetitive practices has been recognized in the GATS; the Agreenent on Saf eguards
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prohibits parties from encouragi ng or supporting private nmeasures which could have
the effect of voluntary export restraints; and the Agreement on Trade-Rel ated
Aspects of Intellectual Property Rights recognizes that action nay be necessary to
prevent the abuse of intellectual property rights to restrain conpetition. As noted
in chapter | above, the TRIMs Agreenent will be reviewed before the end of 1999 to
determine whether it should be conplenented by provisions on conpetition and
i nvest ment policy.

220. The Third United Nations Conference to Review Al Aspects of the Set of
Mul tilaterally Agreed Equitable Principles and Rules for the Control of Restrictive
Busi ness Practices (Novenmber 1995) recommended "the continuation of the inportant
and useful work progranmme w thin UNCTAD s intergovernnental nachinery that addresses
conpetition |aw and policy issues". It mght be appropriate for UNCTAD to enbark
on preparatory work to clarify the issues related to the interface between
conpetition and trade policy and to help build the consensus needed to integrate
conpetition principles into the international trading system

2. Trade and investment

221. Consideration of investnent is already included in the future work progranme
of the WO The TRIMs Agreenent provides for a review of its possible extension to
i nclude investment and conpetition policies within five years of the WIOs entry
into force. This decision to treat investnment and conpetition in parallel flows
fromthe recognition that nmany conditions are inmposed on foreign investors with the
obj ective of pre-enpting anti-conpetitive practices which would otherw se be
difficult to contain within the framework of national conpetition |aw, as well as
fromthe recognition that conpetition policy may interfere with investnent flows in
certain cases but nmay also be necessary to ensure that foreign investors obtain
effective national treatnent when granted.

222. The GATS provides a framework to negotiate comritnents on investnment within
nmultilateral trade obligations. Conmitnments on investnent (i.e. comercia
presence) can be traded off against reciprocal comritnents with respect to other
servi ce sectors, other nodes of supply (e.g. novenent of natural persons), or even,
in a broader round of negotiations, access to markets for goods. |In accordance with
the objectives of the GATS, however, progressive |iberalization negotiations are
aimed at pronoting the interests of all participants on a nutually advantageous
basi s and securing an overall balance of rights and obligations, while respecting
nati onal policy objectives. The GATS al so recognizes the right of devel oping
countries to seek comnmtnments fromenterprises with respect to access to technol ogy
and to distribution channels and information networks in return for market access
granted under the Agreenent (arts. IV and XIX). Al GATS comm tments, including
those relating to investnment, are covered by the unconditional MN clause.

223. The interface between trade and investnent covers a spectrum of issues ranging
fromthose which are closely "trade-rel ated” (e.g. export performance requirenments)
to "pure” investnent issues such as taxation, transfer pricing practices, the extent
of the legitimate exercise of extra-territorial jurisdiction, home countries’
obligations wth respect to the behaviour of firnms, and conpensation for
expropriation. Any efforts toward building a consensus for nultilateral action in

this area, regardless of the forum chosen, will also have to take account of the
fact that investnent policies in devel oping countries are conceived as part of a
strategy supportive of transfer of technology, industrialization and better

standards of living and are designed to enable the devel oping countries not only to
attract investnent but also to ensure that it is channelled to activities that have
been given priority in the national econom c and soci al devel opnent strategy.

3. Trade and environment

224. Much of the international debate on trade and environnent has focused on three
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basic issues: (a) the linkages between environmental policies and internationa
conpetitiveness; (b) the use of trade nmeasures for environnental purposes; and (c)
the appropriateness of harmnoni zi ng environnmental policies across countries.

225. On the first issue, concern is sonetines expressed in devel oped countries that
trade and investment may be lost to countries which have |ess stringent
envi ronment al standards, or that conpetitiveness considerations may di scourage the
i mpl erentation of nore stringent donmestic environnental requirements. At the same
time, in developing countries the main question raised is how environmental
protection inmpinges on their trade and devel opnent.

226. Available enpirical evidence indicates that the conpetitiveness effects of
envi ronnental policies have, so far, not been significant on devel oped countries.
As far as developing countries are concerned, the conpetitiveness effects of
external environmental policies, standards and regulations could becone nore
significant for small-scale firms and for firms in sectors such as textiles

footwear, electronics and furniture, as the need to conply with environnmental
requi renents would frequently result in increased production costs in relation to
conpetitors. There is a degree of wvulnerability of exports from devel oping
countries to environmental regulations of devel oped countries. Mor eover, where
devel oping countries lack the infrastructure or technology to conply wth
i ncreasingly conpl ex environnmental requirenments, new technical barriers to trade may
arise. However, environnental policies may also have positive competitiveness
effects and create tradi ng opportunities; and in any case, attenpts may be nade to
mtigate conpetitiveness effects by policies at the national and internationa

| evel s.

227. It is increasingly recognized that "positive nmeasures” (rather than trade-
restrictive measures) should be inplenmented to support the devel oping countries in
their efforts to internalize environnmental costs and to assist them in neeting
internationally agreed targets in the context of Miltilateral Environnenta

Agreenents (MEAs). The Commi ssion on Sustainabl e Devel opment (CSD), at its third
session held in My 1995, invited UNCTAD and other relevant internationa

organi zations to identify such positive neasures. UNCTAD s Ad Hoc Working Group on
Trade, Environment and Devel opnent, neeting in November 1995, recognized that
positive neasures such as inmproved market access, inproved access to finance

transition nechani sms, access to and transfer of technol ogy, capacity-building and
speci al provisions for small firnms and for sonme sectors are effective instrunents
in supporting devel oping countries and countries in transition in their efforts to
nmeet the objectives of sustainable devel opment.

228. The Ad Hoc Working Group undertook a prelimnary analysis of the trade and
conpetitiveness effects of MEAs, in particular the Montreal Protocol on Substances
that Deplete the Ozone Layer, the Basel Convention on Transboundary Mvenents of
Hazardous Waste and the Convention on Trade in Endangered Species (CITES). It
recogni zed that these effects are different for each agreenent and may change as a
result of dynamic factors such as the rate of economic growth, the availability of
environmental |y friendly technol ogi es and substitutes, anmendnents to the agreenents,
and the tinely availability of finance. It also felt that interim assessnents of
MEAs may offer a useful opportunity to take account of such changes. The G oup
recommended further analytical and enpirical work on the trade and competitiveness
effects of MEAs.

229. The Working Goup furthernore recognized that positive nmeasures could be
val uabl e in assisting developing countries to neet nultilaterally agreed targets in
keeping with the principle of common but differentiated responsibility. In this
context, the G oup discussed incentives that encourage trade in environnentally
friendly substitutes, voluntary nmechanisns in respect of foreign direct investnent
and technol ogy transfer, and market-based i nstrunents.
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230. Building on the results of the Ad Hoc Working Group on Trade, Environment and
Devel oprment, including its recomendations for future UNCTAD activities, the
Conference could recommend that activities on positive neasures should focus on:
(1) building consensus on principles and propositions to better integrate trade and
environnment policies within the context of sustainable developnment; and (2)
proposi ng policy neasures ainmed at alleviating the potentially negative trade and
conpetitiveness effects of environmental policies.

231. Principles and propositions could aimat ensuring appropriate transparency of
new y energing environnental policy nmeasures with possible trade effects, including
voluntary neasures such as eco-labelling, 1inter alia by seeking inputs from
interested countries; at creating nechanisns to help establish an appropriate
bal ance between the environmental benefits and possible trade and devel opnent
effects of environmental policy neasures; and at further devel opi ng concepts such
as equival encies and nmutual recognition in the framework of specific environnmenta

policy instrunents.

232. The issue of positive measures is closely linked with the broader question of
nati onal policies and strategies for sustainable devel opnent and the kind of
i nternational cooperation which can provide a favourable environment for their
success. The Conference could exam ne how to pronote the systematic integration of
envi ronnental aspects in ongoing international debates on neasures to pronote
investment in infrastructure, on specific measures for SMEs and specific sectors,
and on neasures for inprovenents in trade policies, such as pronotion of export
diversification and elimnation of trade-distortive subsidies.

233. The second issue is concerned with the circunstances under which the use of
trade nmeasures for the enforcenent of environmental policy objectives is justified
and consistent with international trading rules, while renaining conducive to
econom ¢ devel opnent. Here the Ad Hoc Working Group on Trade, Environnment and
Devel opment endorsed the conmmitnent to Agenda 21 and Principle 12 of the R o
Decl aration that "unilateral actions to deal with environmental challenges outside
the jurisdiction of the inporting country shoul d be avoi ded. Environmental measures
to address transboundary and gl obal problens should as far as possi ble be based on
i nternational consensus". These principles also extend to wunilateral inport
restrictions based on PPM (process and producti on methods)-based requirenents.

234. Wth regard to Multilateral Environnmental Agreements (MEAs), in a number of
cases provisions have been included for the use of trade neasures, and these
provi sions have played a role in addressing gl obal environmental problens. However,
t he appropriateness of using trade measures in MEAs must be anal ysed on a case- by-
case basis. This analysis should consider, anong other issues, the necessity and
ef fectiveness of such trade neasures.

235. The third issue, namely the appropriateness of harnonizing environnental
policies, is closely related to the increased pace of globalization and
li beralization in the world economy. The concern of sone Governments here is
whet her differences in environnental standards anmong countries, especially between
devel opi ng and devel oped countries, result in unfair trade advantages and therefore
call for a degree of harnonization. Consensus has energed that the case for the use
of trade nmeasures to offset differences in costs arising from differences in
envi ronnental standards is weak, both from an econom c and an environnental point
of view.

236. In this context, the Ad Hoc Wrking Goup on Trade, Environnent and
Devel opment firmy rejected demands sonetinmes made to introduce so-called green
countervailing duties or other protectionist or WIG-i nconsi stent trade neasures to
conpensate for negative conpetitiveness effects, whether real or perceived, of
envi ronnental policies.
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237. There is, however, continued debate on whether border tax adjustments should
be allowed to conpensate for differences in process-related standards and for
differences in the use of non-physically incorporated inputs, such as energy. Wile
border tax adjustnment is pernmitted for product taxes, consensus appears to be
growing in support of the view that such adjustnments may not be of significant
envi ronmental benefit if applied to processes or non-physically incorporated inputs
and that they could serve protectionist purposes. The Ad Hoc Wrking Group on Trade
and Environnment, at its final session, recomrended a nunber of future UNCTAD
activities within the theme "trade, environnent and devel opnment™.

4. Regionalism and the new and emerging issues

238. The negotiation of new regional trade agreenents and the extension of existing
ones, which took place in parallel to the Uruguay Round, have resulted in a further
liberalization of trade anobng the countries concerned, which include the majority
of WO nenbers. Regi onal agreenents in certain cases have responded to the
perception that countries' trade and economc relations had intensified to such an
extent that nore detail ed and extensive disciplines than those included in GATT were
required to govern their nmutual trade and econonmic relations. Wile the extension
of multilateral disciplines resulted in many cases in the nultilateral obligations
overtaki ng the regional disciplines, nmany regional agreenents include policy areas
whi ch are not covered by the disciplines of the nultilateral trade agreements, such
as investnment policy, |abour rights, conpetition policy and environment.

239. Such measures pose inportant issues for the devel opnent of the nultilatera

system In sonme cases, nultilateral rule-making may be able to draw on the
experiences of regional groupings, using them as "laboratories" for testing
appr oaches. In other cases, such rule-making will necessitate adjustnent in

regi onal approaches which are inconpatible with the objective of an open
nmultilateral trading system and have adverse inplications for the trade and
devel opnent of third countries.

240. More generally, as regionalismproliferates and expands into new policy areas,
the question arises whether regional integration could undermne the multilatera
tradi ng system or whether regional and nultilateral approaches to integration at
regional levels will rather be conplenentary, enhancing the prospects for effective
mul tilateral rule-making and further global trade |liberalization

241. The inmpact of regional integration arrangenments on trade and devel opnent
depends not only on rul e-naki ng, but perhaps even nore so on the way in which rules
are inplenented and on the nature and actual behaviour of regional groupings. In
this context, the outward orientation of the regional groupings, whereby the net
effect is trade and investnent creation, is essential if adverse effects of such
groupings on the trade of third countries, are to be avoided. Conpr ehensi ve
assessnents at the international |evel of the economc inplications of integration
arrangements and their actions can ensure that due account is taken of concerns over
adverse inpacts on trade of third countries, and in particular of devel oping
countries and countries in transition outside particular integration groupings.
Such assessnments woul d al so contribute to the devel opnent of nultilateral approaches
to the issues arising fromintegration nmeasures. UNCTAD s Trade and Devel opment
Board already offers a forum where eval uations of significant new devel opments in
regi onal integration can be carried out. A proposal has recently been introduced
to the effect that a WIO conmittee be established to deal w th regional trading
agreenents in a nore conprehensive manner

D. Promoting complementarity between UNCTAD and WTO

242. The functional conplenentarity between UNCTAD and the WIO has been recogni zed
both by the Trade and Devel opnent Board and by the WIO s Preparatory Comm ttee, as
well as by the United Nations CGeneral Assenbly. This consensus creates the prem se
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for constructive cooperation within the broader framework of relations between the
United Nations and the WIO, as agreed by their executive heads. In fact, the
di stinct but complementary functions of the two institutions should make it possible
for the trade-rel ated devel opnment concerns of the devel oping countries, and al so
those of the countries in transition, to be addressed in a nore conprehensive and
bal anced manner.

243. This report has identified many such concerns resulting fromthe process of
i ntegration of developing countries and countries in transition into the post-
Uruguay Round international trading system |In particular, support will be required
to enable these countries to fulfil their obligations and to participate actively
in the current activities of the WO and in the related negotiating processes.
Prospective nmenbers of the WIOwi |l need help in acceding to nmenbership

244, A working relationship between UNCTAD and the WO could evolve in the
foll owi ng substantive areas:

(a) The inplications of the Uruguay Round Agreenents, particularly as regards
new trading opportunities for developing countries and countries in transition
arising fromthe inplenentati on process, and assistance to these countries to take
full advantage of such opportunities;

(b) Specific problens and chall enges faced by the | east devel oped and net -
food-inporting developing countries and by countries in transition in their
integration into the international trading system

(c) Trade in services, including nmeasures to assi st devel oping countries to
benefit from the GATS, as well as issues to be addressed in future negotiations
(e.g. data on neasures affecting trade in specific services sectors, safeguards,
subsi di es, governnment procurenent, etc.);

(d) Trade and environnent;

(e) New and energing i ssues on the international trade agenda, in particular
trade and conpetition and trade and investnent;

() Techni cal cooperation, particularly relating to:

(i) Strengthening of the <capacity of developing countries and
countries in transition to participate effectively in the
i nternational trading system

(ii) Accession to the WIQ

(iii) Capacity-building to deal with new issues on the internationa
trade agenda;

(9) Continuation of the joint responsibility for the operation of the
International Trade Centre UNCTAD/ WIO.

245. Consideration could also be given to the holding of a regular review by the
conpetent intergovernmental bodies of UNCTAD and WIO of issues relating to their
mut ual cooperati on.

246. In this context, new and expanded cooperati on between UNCTAD and WIO i s under
way in the framework of the general arrangenent for cooperation between the United
Nations and the WO, as agreed by the executive heads of the two Organi zations in
Septenber 1995. In particular, the Director-General of the WO and the Secretary-
Ceneral of UNCTAD have agreed: (a) to hold neetings, chaired jointly by them every
six nmonths, beginning in md-January 1996; (b) to inprove the working relationship
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bet ween the two organi zations at all levels in such areas as research, trade and
i nvestnment, trade and conpetition, trade and environnent, and trade and devel opnent;
and (c) to work for greater conplenentarity in technical cooperation - not only
bet ween UNCTAD, the WO and ITC, but also with other agencies, whether in the
United Nations system the Bretton Wods institutions, or regional bodies - in order
to inprove coordination across the board and nmake better use of resources. The
executive heads have stressed their conplete agreenent on the high priority that
must be given to Africa in the cooperative work of their two organizations.
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Chapter 111

PROMOTING ENTERPRISE DEVELOPMENT AND COMPETITIVENESS
IN DEVELOPING COUNTRIES AND ECONOMIES IN TRANSITION

Introduction

247. The role of enterprises in developnment is receiving increased attention from
policy makers in all countries in the 1990s. Enterprises are the basic building
bl ocks of an econony, the entrepreneurial engine of the dynam c processes of capital
accurul ati on, growth and devel opnent. This has been a text book truism for nmany
years, but only recently has it found w de expression in the policy approach to
maj or i ssues.

248. The reasons for contenporary interest in enterprise devel opnent are many, and
are as diverse as countries are different:

(a) Poverty. Mcro-enterprises are increasingly seen as the neans to enpower
t he poor and the di sadvant aged.

(b) Enpl oynent . Smal |l and nmediumsized enterprises are seen as mmjor
contributors to job creation, even in the mature industrial economes facing
structural unenpl oynent.

(c) Adj ust nent . The consi derabl e experience now gained from structura
adj ust nent programmes in nmany devel opi ng countries suggests that the supply response
of enterprises is essential to the success of structural adjustment neasures.

(d) Transition. The nurturing of a whole new class of entrepreneurs and
weal t h-seekers is fundanental to the reconstruction of the former socialist
econom es in line with market principles.

(e) Privatization. Fi scal burdens, coupled with the need to pronote
entrepreneurship and econom c efficiency, have pronpted the transfer of enterprises
fromthe public to the private sector in devel opi ng and devel oped countri es.

(f) Conpetitiveness. The best industrial exporters anong devel oping
countries have relied on enterprise devel opnent strategies, including Iinkages with
foreign investors and TNCs.

(9) Conpetition. The trend towards a borderless world is increasing
conpetition everywhere and bringing enterprise issues wthin the anbit of
i nternational discussion and negotiation. These issues include conpetition policy,
t he harnoni zati on of national standards of all kinds and access to gl obal networks.

249. This chapter examnes this new policy setting and outlines nain considerations
for the shaping of nore coherent national and international strategies for
enterprise devel opnent in the current context of |iberalization and gl obalization

A. The enterprise sector in developing countries
and _economies in_transition

1. Main features

250. Over the past decade, nearly all developing countries and economes in
transition have enacted an array of institutional and economc refornms to liberalize
the environment for enterprise activity. These efforts are beginning to bear fruit,
but not wi thout a degree of restructuring and dislocation
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251. The liberalization of domestic markets i s encouraging greater private sector
activity generally. In some cases, the response has been inpressive: double-digit
annual growth rates in private output in several countries in Asia and Latin Anmerica
for instance. At the sanme time, greater freedomfor entrepreneurial activity has
also given rise, in some instances, to extortionate pricing, gangsterism and
| awml essness. Liberalization of the trade regi me has meant that many enterprises
have had to cl ose down, but the sustained growmh in exports of devel oping countries
in recent years is due largely to private enterprises, donmestic and foreign. Newy
privatized or incorporated enterprises have been stinulated to rationalize their
production nethods, but they have al so shed workers and the pool of unenpl oyed has
consequently grown in many countries.

252. In many devel oping countries, market refornms have been inplenented in the
context of structural adjustment programmes. Although the stabilization objectives
of these programres have nmet with sone success, the persistence of |owgrowh
condi tions has di scouraged capital outlays on nodernization of equipnment, capacity
expansi on and exploration of new business opportunities. The cutback in public
expenditures in the many devel opi hg countries has al so prevented investnent in the
basi ¢ physical, i nstitutional and standard scientific and technol ogica
infrastructures that |ocal and forei gn-owned enterprises require in order to be able
to operate profitably.

253. The supply response has been particularly weak in Africa. A mgjor inhibiting
factor is the scarcity of enterprises in general, and their lowinitial |evels of
capabilities in particular. Because of |ow entrepreneurial capabilities,
enterprises, even if otherwise efficient producers, lack the knowhow to tap
energi ng market opportunities. The problemis aggravated when infrastructure and
institutional support is limted, as is the case in many of the |east devel oped
countries.

254. In the economes in transition, market inplenentation has been sl owed by the
necessity to overhaul institutions with considerable historical, economc and
soci al -political dom nance. The production base is outnoded in many econom es,
owing to the earlier orientation towards satisfying mlitary rather than consuner
needs, and the enphasis on neeting quantitative targets without regard to quality
st andar ds.

255. Public enterprises, generally, have faced nmore difficulty than the private
sector in adapting to market reforns. In part, this is because governnents in
econom es in transition have laid greater stress on inproving financial performance
rather than efficiency. Reduction of the size of the public enterprise sector has
received greater attention than the need to i nprove managenent. At the sane tine,
success in cutting the relative size of the sector in devel oping countries has been
[imted.

256. Overall, enterprises in developing countries and economes in transition wll
need to continue to restructure and inmprove their conpetitiveness if they are to
meet successfully the challenge of conpeting inports or to penetrate foreign
mar ket s. Production in many countries has typically consisted of the donestic
replication of foreign products for |ocal markets that are not |arge enough to
permt operation in efficiently scaled plants at full capacity. Costs tend to be
excessive and quality standards barely sufficient to neet the requirements of |oca

markets. In the context of liberalization and gl obalization, firms will need to
react flexibly and quickly to a dynamic setting with new technol ogi es, changi ng
mar ket demands and the entry of new conpetitors. World markets have exacting

standards as regards packagi ng, finishing, styling and technical specifications that
firns in devel oping countries and economes in transition nust be prepared to neet.

257. Foreign direct investnent and other types of foreign collaboration can help
i nprove conpetitiveness, particularly in the manufacturing sector, and al nost al
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devel opi ng countries and economes in transition are able to point to at [east a few
such projects. However, many countries have been disappointed in the interest so
far shown by foreign enterprises - as investors, joint venture partners, technol ogy
suppliers, franchisers, trading conpani es, sales agents and buyers - in potentia

vent ures. Al t hough countries have liberalized their framework for foreign
investnment, foreign partners are often not enticed because of the high transaction
costs and risks inherent in investing in, or in collaborating with, weak and
i nexperienced | ocal partners in many devel opi ng countries. Nevertheless, starting
froma small base, there has been a rapid growth in international subcontracting
with the small-scale enterprise sector, mainly in East and South Asia, North Africa
and parts of Latin Anmerica and the Caribbean. FDI and joint ventures have,
meanwhi | e, grown rapidly in a nunber of nore advanced or | arge devel opi ng countri es.
Where a dynam c, indigenous enterprise sector is not yet entrenched - particularly
in sub-Saharan Africa and in the economes in transition - prospects for increased
foreign investnment will largely depend on the pace and success of enterprise
devel opnent.

258. National policies can also help foster the energence of a dynam c enterprise
sector, since market forces alone may not provide sufficient incentive to private
enterprises to invest or innovate in a developing or transitional economc
envi ronnment . Factors which markets tend to ignore include: the presence of
econom es of scale; risky and unpredictable | earning sequences whose costs differ
according to the technol ogi es and which cannot be financed by firns thensel ves or
by capital markets; and various spill-overs (such as inter-linked cost reductions
to other firnms which are not reflected in current market prices). Under these
conditions, market-friendly policies can help inprove the allocative potential of
markets while generating new skills and capabilities, and can increase private
profitability while lowering the risk of investing. That is by no neans a sinple
or straightforward task but, as the successful East Asian experience attests, it is
possi ble to influence the market-place while taking account of price signals in
setting priorities and mappi ng out strategies and, in so doing, serve the long-term
interests of the enterprise sector and the economy as a whol e.

2. The East Asian _experiences

259. There can be no across-the-board extrapol ati on of the East Asian experiences
to the rest of the world, but they do contain several features that seem rel evant
to enterprise devel opnent anywhere. To begin with, the governnments of the region
pursued sound nmacroecononm ¢ and exchange rate policies that ensured the stability
necessary for profitable investnment, high saving and rapid econom c growh. Savings
were channel |l ed through the banking systemto the enterprise sector, which relied
extensively on debt-financing. St at e-subsi di zed credit was made conditional on
conpetitive performance criteria. The availability of credit allowed those with
managenment experience, often acquired fromenploynent in TNC affiliates, to set up
their own SMEs.

260. Many East Asian countries relied on protectionist trade policies in order to
provi de scope for technological learning in their infant industries. However,
protection was selective, staggered and (starting in the 1980s) tine-bound. Al so,
enphasi s was placed on the establishnent of |ocal suppliers, many of which were SMEs
linked to the larger firms through sub-contracting arrangenents. The supply of
techni cal know how associated with these inter-firmrelationships contributed to
t echnol ogi cal | earning. Moreover, in sonme countries the existence of a dense
network of relationships with |ocal suppliers, which enmerged in the 1980s, gave
exporters of nore nodern products an advantage in being able to respond quickly and
flexibly to shifting demand patterns.

261. The pattern of inporting technology and capital varied between econom es.
Wereas the Republic of Korea, follow ng Japan, was selective in permtting foreign
i nvest nent, Taiwan Province of China did not discrimnate between foreign and
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donestic investment except in a few individual sectors. Singapore relied on FD as
a nmeans of inporting technology, as did several other ASEAN countri es. In al

i nstances, however, government policies were designed to enhance the |earning
potential of domestic producers. There was a continuing enphasis on education at
all levels, and on training. Public and private investnment was nade in the creation
of technical institutes and vocational training schools, which helped train and
supply mddl e-1evel technicians and forenen. Owing to the high rate of growth in
real wages, famlies had incentives and the means to invest in the education of
their children. Through a system of tax incentives and |evies, governnents also
pronoted in-house training in donestic firms which supplemented the training
provided by affiliates of TNCs. 1In sone countries, such as Singapore, governnents
prevail ed upon and cooperated with TNCs to establish training facilities in selected
i ndustries.

262. Ample resources were also poured into the funding of R & D which was
encouraged by the granting of tax advantages and other incentives. Pronoti ona

policies favoured conpetitiveness by distinguishing between infant, nmature and
declining industries. Sectors with the potential for high productivity gromh were
encouraged to export, inter alia, through exenptions from tariffs, preferentia

interest rates and tax wite-offs. Governnments invested heavily in creating the
necessary infrastructure in the formof nodern tel ecormuni cati ons systens, cheap and
reliable electrical power, roads and transportation facilities and ready-to-use
factory sites. This investnment in nodern infrastructure has hel ped offset the
declining inmportance of |abour-cost advantages in the face of new conpetition from
ot her | ow cost producers since the 1980s.

263. Firms responded to the opportunities created by this favourable environnent
in a nunmber of ways. Initial enphasis was on | earning-by-doing and applying
i nported technol ogies for production in the donmestic market. Gradually, this |led
to the acquisition of the capacity to make m nor changes and inprovenents in
productive facilities, and to realize mnor innovations through reverse engi neering.
All this strengthened their ability to respond to growing conpetition in world
mar ket s, producing for specialized product niches and increasingly nore
sophi sti cated know edge-i ntensive products. Experience in servicing export markets
provi ded the necessary techni cal and marketing expertise even to invest abroad, both
in | ess developed and in industrialized countries.

264. The conditions leading to these favourable outcones do not prevail in al
countries, nor do all of them have the option for an orderly sequencing of
li beralization in today's globalizing world economy. Furthernore, the |ega

framewor k has been changed by the Uruguay Round. Neverthel ess, the East Asian
experience does suggest the main elenents of a national strategy for enterprise
devel opnent: the creation of an enabling environnent; provision of market-friendly
i ncentives for national enterprise devel opnent and busi ness support services; and
the fostering of backward and forward |inkages between firms, and horizontal
i nkages between firns and other institutions, particularly science and technol ogy
institutes.

B. National and regional policies for enterprise
development and competitiveness

1. The enabling environment

265. The creation of an enabling environment for entrepreneurship and enterprise
activity is one of the nost inportant roles of public policy intervention, including
government neasures and international financial support of such measures. A
favourable or enabling environnent is not by itself sufficient to ensure the
emergence of a dynamic enterprise sector, but it is a highly desirable and often
necessary condition for enterprise activity. It requires, primarily, sound and
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consi stent economc policies to foster business confidence and investment, nobilize
savings and facilitate structural adjustnent. Al so essential are the institutional,
| egal and commercial frameworks that define the market conditions for transacting
busi ness.

266. An inportant aspect of the enabling environnent is the quality of the working
rel ati onshi p between governnent and the private sector. All governnments regul ate
and pronote enterprises in one way or another, and how this is done often matters

more than why. Quite often, well-intentioned policies to correct market failures
have the opposite effect; on the other hand, interventionist policies can be market-
friendly when formulated in a transparent and non-discretionary manner, in

cooperation with the constituency nost affected - the private sector

(a) Fostering business confidence and investment

267. Most devel oping countries and economies in transition have already put in
pl ace policies to |liberalize and inprove their national environment for enterprise

activity. Such efforts include, anong others, nacroeconom c stabilization
programres which seek to mamintain and/or restore price stability and economc
gr owt h. They also include significant liberalization of FD frameworks and the

i mpl erentation of trade-policy refornms. These involve the reduction or elimnation
of licensing and quantitative restrictions, high and extrenely differentiated tariff
rates, export taxes and burdensone bureaucratic requirenents and paperwork.

268. Industrial reforns include nmeasures to reduce the nunmber of inefficient and
| oss-maki ng public enterprises through privatization and other public enterprise
refornms, reduction of entry and exit requirenents on private enterprises, easing of
price controls and renoval of soft budget constraints. Such neasures nmeke it easier
for investnent to take place, elimnate obstacles to doing business and put
management of enterprises in the hands of professionals whose performance i s nade
subject to the test of the nmarket. Conbined with stabilization neasures and trade-
policy concerns, they increase the rewards to productive entrepreneurial activity -
or activity "subject to verification by the market" - as distinct from specul ation
and rent-seeking.

269. Liberalization inevitably involves a process of restructuring and di sl ocation.
When inherently inefficient activities are wound up, resources are rel eased for nore
productive purposes; however, when potentially conpetitive activities fail

resources are sinmply left unenployed. As it is difficult to choose winners, it is
important that all enterprises be allowed an opportunity to restructure and upgrade

their physical and human capital. As al ready noted, many countries undergoing
structural adjustnment programmes have experienced a generally weak supplier
response. In such instances, governments nay need to go beyond market |iberalizing

refornms and consi der nore proactive, supply-side policies to facilitate enterprise
restructuring, particularly in industries that appear to have mediumterm
technol ogi cal and conpetitive potential. Such policies would need to be narket-
friendly, and avoid the pitfalls frequently associated with industrial policy. They
shoul d also receive the support of international institutions, by ensuring that
structural adjustment progranmmes include strong neasures in favour of enterprise
devel opnent.

270. Conpetition policies can help strike a balance between, and create a |eve

playing field for, small and large enterprises, fostering enterprises that are
capabl e of standing up to international conpetition, and permtting enterprises to
take advantage of |arge size and opportunities to cooperate with other firns in R
& D and other technical (cooperation) activities. The enforcenent of conpetition
| aws takes on increased relevance in econonmes in transition and nore generally
wherever the public interest needs to be protected from restrictive business
practi ces and other potential abuses of nonopoly power arising fromprivatization
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of large enterprises.

271. Enterprise developnent also requires a transparent, predictable and
supportive conmmrerci al and | egal framework. Although such a framework exists in many
devel oping countries, it still needs to be put in place in npst economes in
transition, in which there are no traditional l|egal institutions for enforcing
contracts, incorporating enterprises, protecting creditors against defaults,
preventing business fraud, etc., and where it is someti mes necessary to reinforce
the public's perception of the legitimcy of private economc activity. Adequate
protection of intangible assets such as patents and copyrights is an inherent
element in the creation of a hospitable environment for investment and for the
encour agenent of technical progress.

(b) Strengthening government-business relationships

272. The involvenment of governnents in enterprise devel opnent varies greatly from

country to country. In all instances, it is the vocation of governnents and donors
to act as catalytic agents, doing only what enterprises and markets cannot do
themsel ves. I n practice, however, cumbersonme policies, rigid nmeasures and overly

bureaucratic rules often tend to crowd out the private sector and de facto
circunscribe, or even supplant, the responsibility of enterprises to nanage their
own establishnent, operation and technol ogi cal advance. It is therefore essentia
that all strategies for enterprise devel opnent be forrmulated in close consultation
with the private sector. Wenever possible, enterprises should pay for the services
that they receive fromthe governnent, to ensure that these are demand-oriented and
sel f-term nati ng when no | onger needed.

273. The quality of the working relationship between governnent and the private
sector is particularly important for building skills, technol ogical and
i nfrastructure devel opnment and the pronotion of inter-firmlinkages.

274. Various nmechani sms have been established by governnents for the pronotion of

policy dialogues between different economic actors - workers, entrepreneurs,
i nvestors, bankers, consumers, l|large and small enterprises, and elenents of the
civil society - and between them and the government in order to balance their

different "clainms"” and to reconcile themw th the objectives of governnment policy.
The deliberative or consultative councils established in Japan and the Republic of
Korea have served as useful forunms to exchange information and to obtain inputs for
policy-making from the private sector on such matters as market trends,
technol ogi cal devel opnents, regul ations and potential business plans - the latter
on both a functional (e.g. pollution, finance or taxation issues) and an industry-
specific or sectoral (e.g. autonobiles or chem cals) basis. CGovernment-business
consultative committees have al so been established in Ml aysia, Thailand and ot her
countries. An essential condition for the success of such bodies is an efficient
and reput abl e bureaucracy that conmands the confidence of all the parties concerned.

275. Consultative nechanisns help to strengthen the quality of government-business
cooperation. They establish the broad paraneters for business cooperation, allow ng
firms to concentrate on market conpetition and not worry about trying to curry
favour with the governnent. They also serve as proto-denocratic institutions,
providing direct channels to governmental authorities for businesses, |abour,
consunmers and acadeni a

2. Formulating national strategies for enterprise development

276. A favourabl e enabling environnent provides the necessary backdrop for policies
directed nore specifically at fostering enterprise developnent. |In many countries
that have succeeded in fostering a strong enterprise sector these policies were
brought together in a coherent enterprise devel opnent strategy. At UNCTAD I X
devel oping countries that so wish mght declare their intention to fornulate or
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update national enterprise devel opnent strategies, with help fromthe internationa
conmmunity as required. The follow ng paragraphs di scuss sone of the nore imnportant
el ements that would need to be included in such strategies, focusing in particular
on mcro-enterprises and small and nedium sized enterprises, which are of centra
i mportance in nost devel opi ng countries.

(a) Elements of an enterprise development strategy

277. The enterprise sector is highly diverse, with different growth potentials,
structures and probl ens, depending on the particular industrial sector and econony.
Typically, it consists of a network of mcro-, small and nediumsized enterprises
(SMES), big locally-owned conpanies, affiliates or partners of transnationa
corporations (TNCs) and State-owned or parastatal conpanies operating in a market
systemwith freedomfor private entrepreneurship

278. The focus of an enterprise devel opnment strategy should be primarily on SMEs,
as these constitute the vast majority of enterprises in nost countries, devel oped
or developing. O course, particular country situations and national objectives may
warrant additional foci (e.g., privatization of |arge parastatals in sone econonies
in transition).

(i) Mobilizing entrepreneurial resources

279. Entrepreneurs are econonmic risk-takers - individuals who can perceive a
profitable opportunity and are willing to take risks in pursuit of it. They also
need busi ness acunen, but the ability to organize a business can be learnt, and it
can of course inmprove with experience, for few entrepreneurs succeed in their first
vent ure. Al societies have nen and wonen who are inherently entrepreneurial
al t hough these capabilities may not always be put to productive use if economc
conditions and the business environnment are not favourable, as can be the case in
devel opi ng countries and economies in transition

280. Experience suggests that programmes to identify and develop the
entrepreneurial skills of particular individuals and groups can play an inportant

role in nmobilizing entrepreneurial resources. VWhen carefully designed and
i npl enment ed, these programres can bring econom c and social benefits that greatly
exceed their cost. Typically, the programmes are targeted, wth candi dates

under goi ng sel f-sel ection procedures or behavioural testing before qualifying for
training. The programmes then focus on building business skills and aptitude, by
providing instruction and counselling related to activities ranging from the
original screening of the project to the actual operation of an enterprise.
Successful entrepreneurship devel opnent progranmes ensure that the demand for
training and advisory services is a genuine response to the opportunities of a
conpetitive econony. They also avoid creating new wi ndows for privileged access to
subsi di zed credit and other forns of special treatnent.

281. Entrepreneurship training can be an inportant conponent of an enterprise
devel opnment strategy, particularly when adapted to target a wi de variety of groups
such as high school and university graduates, mddle-Ilevel enployees of |arge
enterprises (including parastatals), redeployed workers fromthe public and private
sectors, school |eavers, wonen and the poor

(i1) Supporting micro-enterprises in the informal sector

282. Mcro-enterprises that function outside the official regulatory franework
contribute substantially to enploynment and productivity. It is estimated that the
infformal sector accounts for over 50 per <cent of the |labour force and
some 20 per cent of GDP in many African, and a few Latin American, countries. The
informal sector thrives because of its responsiveness to market forces; ease of
entry and exit nmakes it a magnet for entrepreneurs fromall sections of society,
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i ncl udi ng wonren, the poor and mnority groups.

283. The conpetitive environnment of the informal sector is a good breeding ground
for entrepreneurs, but it cannot provide the infrastructure and support services
that enterprises need to expand and grow. The informal sector offers little
recourse when busi ness deal s are not honoured; noneylenders are often the only ready
source of credit. M cro-enterprises that limt business contacts to close
acquai ntances and relatives stay small. An accessible and predictable |ega

framework coul d hel p entrepreneurs escape the constraints inposed by informality,
while also helping to elimnate sone of the barriers that prevent graduation to a
| arger scale of production. Successful governnent policies to facilitate the
devel opnent of enterprises that originate in the informal sector include neasures
to lower the costs of conpliance with regul ati ons and provi sion of support services
to mcro-enterprises, which encourage themto strengthen their |inkages with form

markets and institutions and eventually to formalize their participation therein

284. Experience suggests that progranmes to help develop micro-enterprises in the
i nfformal sector - typically owed by wonen, rural residents and the urban poor -
i ncrease enpl oynent and inconmes. By raising the inconmes of the poor above nargina
subsi stence, they al so boost the demand for products and services of all domestic
enterprises. By legalizing the ownership of assets and bringing them into the
production system the fornalization of the informal sector is also wealth-creating.
The nost effective mcro-enterprise devel opnment programes are locally run and
focused on specific objectives. The beneficiaries are many, as the individua
assi stance offered is often nodest (e.g. small | oans of US$ 1,000 or |less are often
all that is required).

(ii1) Assisting small and medium-size enterprises

285. Small and nediumsize enterprises play a crucial role in industrial
technol ogi cal and trade devel opnent, and are an essential part of the "supply
response” to the pressures and opportunities of globalization. SMEsS are, by

definition, relatively nore adaptable, flexible and innovative than |arge
enterprises. By working together in cooperative arrangenents with other SMES and/or
with larger firns, they can becone specialized suppliers of goods and services and
achi eve scale econom es associated with such specialization. By investing in
mul ti - purpose equi pnent together with other cooperating firnms, they can al so achieve
the benefits of flexible specialization. However, being small has its drawbacks,
particularly in terns of access to essential inputs, such as support services,
credit and finance, and business information

(iv) Access to support services

286. There is need for a framework of proactive policies designed to expand the
demand for a broad range of "producer"™ or support services that enterprises use
insufficiently, either because the market, such as it is, does not supply them or
because they are unaware of their inmportance in inproving performance. Suppor t
servi ces cover such areas as project execution, pre-investment studies, managenent
consul ting, production control, product devel opment, marketing, engineering design
quality control, laboratory testing, packaging, accounting, insurance, banking,
| egal services, repair, maintenance and hire of equi pnent, data nanagenent, conputer
and software, transport, etc.

287. Programe coverage is always likely to be limted in conparison with the
nunber of potential users. Additionally, to be cost-effective, progranmes need to
target firms with a likelihood of success. |In order to ensure that it is genuinely
needed and in line with market demand the cost of a service should be, at |east
partly, borne by the recipient firms. The success of any one programre depends on
the functioning of nany: since SMEs typically need multiple support services,
programes need to be integrated and organized so as to fill a w de ganut of needs
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(e.g., human resources nmanagenent, advice on organi zational inprovenents, design
qual ity assurance and marketing, etc.). Even the nost successful programes show
results in ternms of contributions to growh and exports only in the nmedium to
| onger-term but, when they do appear, the dividends can be quite sizeable.

288. The role of Governnment is not necessarily to provide the advisory, consultancy
or technical assistance services, but rather to stinulate the private sector and
provi de sonme financial support, leaving intermediaries to actually deliver the
servi ces. Entities nost comonly providing such services mght be business
associ ati ons established by groups of enterprises; professional societies in fields
such as accounting or engineering; ad hoc organizations established jointly by
government agencies and business groups; and international organizations. One
advantage in relying on third parties, rather than civil servants, for the supply
of services to the enterprise sector is that they are nore likely to be in tune with
mar ket demand and the needs of industry users, and are generally able to deliver
hi gher-quality services with less delay, greater flexibility and |ower cost.
Uni versities have also fulfilled a useful role in assisting industry, primarily when
speci al i zed bodi es have been created that are organizationally and financially
i ndependent of the university.

289. In order to stinmulate the supply of donestic services, CGovernments have used
various instrunments. These include direct financial support (e.g. financia

assi stance to overcone a shortage of venture capital); fiscal and credit incentives
(e.g. exenption from inport duties on equipnment, tax exenptions on royalties

accel erated depreciation schenmes or subsidized |oans); and deregulation (e.qg.
nmodi fication of the regulatory systemto reduce or renmove the boundaries between
different services). Qher conmponents of the strategy to promote the supply of such
services include incentives for the "externalization” of |ocked-in service
activities, and the establishment of service centres or training centres ained at
teaching national staff to render producer services.

(v) Access to finance

290. Access to credit and equity capital is inportant for all enterprises, but
particularly for SMES. Financial institutions tend to favour |arge enterprises at
the expense of SMEs owi ng, for exanple, to difficulties in assessing SME risks or
the relatively higher adm nistrative costs of lending to them These policies are
not hel ped by poorly docunmented | oan requests from SMEs caused, for exanple, by
internal difficulties of SMEsS such as |lack of skills in assessnent of input costs,
mar keting and the preparation of proper accounts and a business plan. Oten
conpoundi ng the problemis the lack of adequate information and understandi ng of
borrowi ng procedures in the formal financial sector

291. (One approach which has proved highly successful in Asia is the establishnent
of specialized credit institutions for SMEs, including | oan guarantee programmes for
conmerci al banks lending to SMEs. Conmunity-based banks have al so been effective,
tappi ng i nformal networks of personal contacts that help to reduce the risk and cost

of lending to SMEs. Li kewi se, linking the information network of the informa
sector, such as thrift societies, with the | ending network of the formal sector can
help to inprove information flows. The experience of specialized small-scale

lending to lowincone groups, for exanmple of G ameen Bank, shows that group
solidarity can serve effectively as a formof |ending collateral

292. Organi zed stock markets are lacking in much of Africa and the economes in
transition. While international devel opment agencies have established venture
capital facilities in a few countries, these initiatives are by no means adequate.
The feasibility of regional venture capital facilities deserves consideration by
i nternational and regional financial institutions.

293. The international conmunity provides financial support for SME devel opnent,
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particularly for lowincome countries, in several ways. One is through | oans and
equity financing, as in the case of the IFC. Various devel oped-country bilatera

agencies also provide such financing in partnership arrangenents linked to the
i nternationalization of their own enterprises. However, it is not clear to what
extent SMEsS in devel oping countries and countries in transition have benefited from
such support. The World Bank provided | oans through the formal banking sector for
SME devel opnent projects in developing countries from 1973 until 1991, when the
traditional SME |ending programre was discontinued for a variety of reasons,

i ncluding the m xed performance of the projects.

294. However, a small nunber of "disguised® SME |oans, i.e. loans incorporated in
ot her projects, remain. Recently, a mcro-|lending progranme has been created to
channel mcro-loans to the "poorest of the poor"” through grass-roots organizations.
So far $200 nmillion have been pledged by the World Bank, regi onal devel opment banks
and bilateral agencies for the Consultative Goup to Assist the Poorest, which wll
mobi |l i ze resources and coordi nate | ending. Another form of support or "the next
frontier in SME lending", as the Wrld Bank puts it, is to help Governnents
establ i sh wel | -desi gned, market-based technical assistance or support services for
t he devel opnent of SME capabilities, including in the area of finance. These
efforts need to be strengthened through technical cooperation support from
organi zati ons such as UNCTAD, UNI DO and the Worl d Bank

(vi) Access to information networks

295. SMEs can broaden their markets through cooperative arrangenents that

di ssemnate information on |ocal or regional products and services. Privately
managed programmes with public support are better at sustaining up-to-date
information flows to |ocal SMEs. The success of these efforts depends on the

ability of locally-based trade and professional associations, NGOs, and grass-roots
organi zations - sonetimes working with Governments and international organizations -
to devel op demand-driven nechani snms for delivering these services.

296. Private schenmes that bring together SMEs for joint |easing, purchase, or
ti me-sharing of equipnment can increase efficiency and econom es of scale. Such
cooperative arrangenents can help smaller firms to find inputs from l[ocal and
regi onal |arge-scale manufacturers. These efforts can be supported through data
banks that help entrepreneurs |ocate equi pment or make |icensing arrangements for
i nported technol ogi es.

(vii) Building technological capabilities at the enterprise level

297. The ability of a country to sustain rapid economc growh in the long run is
hi ghly dependent on the effectiveness with which its institutions and policies
support the technol ogi cal transformation and innovativeness of its enterprises.
VWil e nost developing countries and economies in transition have science and
technol ogy policies and institutions, these are, for the nopst part, poorly adapted
to meeting the needs of industry. They need to focus not only on scientific
research but, nore inportantly, on the diffusion of technol ogy, and they al so need
to create horizontal |inkages between the various actors involved in the diffusion
process.

298. In fornulating science and technology policies it is essential to have a clear
pi cture of the network of agents that interact to generate, produce and dissenm nate
t echnol ogi cal innovations. This is because technol ogi cal innovation does not always
occur through scientific research. Many innovations involve increnenta
i mprovenents in technical performance, product quality or product design, or sinply
| earning how to manufacture an existing product. The design for a new variant of
a particular product may come fromthe R & D departnent of a firmwhich is the buyer
of that product rather than from the manufacturing firmitself. |nprovements in
quality control procedures could be worked out entirely by the firm s engineering
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departnent; alternatively, the firm could receive technical assistance fromits
machi nery supplier, froma State-run industrial technology centre or an engineering

consul tancy centre, or a conbination of the above. In other words, there is a
| arger network of agents, together with science and technol ogy institutions and
policies, that influence enterprises' innovative behaviour and conpetitive

performance. Technol ogy-based incubators, working closely with universities and
research institutions, are an inportant instrunent for comercializing R & D and for
expl oi ti ng know edge spillover arising fromlocation and proximty.

299. Innovation at the enterprise level involves the introduction of a product or
a process that is newto the firm irrespective of whether it is newto the country
or to the world as a whole. This neans that the orientation of science and

technol ogy policies should not be limted to activities or institutions associ ated
with the nmost advanced scientific research at the frontier of know edge but must be
more broadly focused on factors and policies that influence the formation of
t echnol ogi cal capabilities. Policies should facilitate interaction anong and
bet ween both users and producers of know edge, including with enterprises and ot her
agents from outside the country.

300. The aimof policy intervention in the R & D systens of economes in transition
differs sonewhat fromthat facing devel oping countries. The economes in transition
have inherited a critical nmass of scientists and engineers able to carry out R & D
even if it is not all relevant to contenporary civilian needs. Nevertheless, in
both groups of countries, policies have centred on steps to comercialize a
significant part of the activities of publicly funded R & Dinstitutes. This serves
to increase the anobunt of resources available to themfor R& D and to inprove their
effectiveness and rel evance to the needs of industry by subjecting a greater part
of their activity to the market test. More generally, there is a tendency to nove
away from pure academ c research, without totally abandoning it, and towards the
provi sion of troubl e-shooting, engineering, product devel opment and sim | ar services
to enterprises. These services, together with the establishnment of industrial
standards, quality controls and certification and testing, all contribute to the
devel opnent and greater internationalization of their industrial sectors.

(viii) Encouraging inter-firm linkages

301. Owing to changes in market demand associated with new systems of globalized
production, inter-firmrelationshi ps have changed dramatically in recent decades.
I ndustrial firnms all over the world are finding it necessary to cooperate both
vertically with suppliers and custoners and horizontally with erstwhile conpetitors,
i.e. to fortify and rely increasingly on relationships with other firms, both
domestically and abroad.

302. In today's market place, both speed and flexibility in production have becone
i nperative. The availability of forward, backward and horizontal |inkages allows
firms to nake nmore cost-effective decisions in terms of choosi ng whether to produce
a particular input within the firmor to source it externally. These firnms are
finding that such cooperation may be necessary in order to | ower their costs and to
become nore innovative. However, trust is an inportant factor in establishing
effective inter-firm networks and

cooperation.

303. As traditional determ nants of conpetitiveness are being eroded, technica
change and innovation have energed as dominant factors contributing to
conpetitiveness of firms in today's market place. Experience fromindustrialized
countries has shown that inter-firm relationships play a critical role in the
i nnovati on process. Inter-firm |inkages make possible the |earning needed for
cooperation. Pr oduct innovation is highly dependent on feedback of
user - experiences, as the involvenent of suppliers in manufacturing processes gives
them an insight into the use of the equipment they produce, which in turn
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facilitates process innovation.

304. There are many different types of inter-firm |linkages, including fornmal
networks for know edge exchange (such as relations with universities, centres of
hi gher learning, R & D institutes, governnment |aboratories), informal relations
among firms (both donestic firms and TNCs) and with suppliers, and other socia
relations that affect |earning. Comrunication and interaction between firm with
different capabilities and conplenentarities are a very inportant source of
creativity and innovation. Interaction with foreign affiliates operating in an
econony and with foreign firms through outward FDI can be a particularly inportant
source of | earning.

305. In addition to the kinds of policies and institutions for pronoting enterprise
capabilities already discussed, Governments can pronote inter-firmcollaboration in
R & D and other areas by facilitating the transfer of technol ogy between firnms and
assisting in the formation of national and international strategic alliances,
col | aborati on agreenents, sub-contracting or CEM (original equipnent manufacturing)
arrangenments and/or technol ogi cal partnerships, including the participation of
uni versities and | ocal governnments. They can also help to pronpote collaboration in
R & D anong firnms and research institutes and to comercialize R & D by the
establ i shnment of technol ogy-based incubators.

(ix) Reqgional cooperation

306. A useful conplement to national efforts is regional cooperation, which can
enhance the access of SMEs to information, technology, finance, technical know how
and skills. Regional efforts have been successful in Asia and should be drawn on
in framng sinlar approaches in Africa.

307. A recent exanple is the ASEAN Programme of Action on SME Devel opnment, which
provides for the networking of national support agencies to exchange i nformation and
to pool resources and expertise for SME devel opment in the region. Areas for
cooperation include the possibility of establishing new financi ng mechani sms for SME
devel opment; joint training programres to upgrade the capabilities of entrepreneurs,
managers and technical workers; joint technological developnent in particular
i ndustries; and cooperation in marketing and in collective promotion efforts in the
formof joint trade exhibitions for particular products.

308. Proposals are also under consideration in APEC for cooperation on access to
information (private/business sector networking and el ectronic comrerce) and finance
(APEC venture capital investnent schene to facilitate the gl obalization of SMES in
the region). In the area of human resources devel opnent and technol ogy, an APEC
Centre for Technol ogy and Training for SMES has been established.

309. TECHNONET Asia, set wup in the wearly 1970s, is an outgrowth of

vari ous donor - supported proj ects for SMVE devel opnent . It groups
toget her 14 participating organi zations - principally SME support agencies -from 12
countries in Asia and the Pacific. Its programmes are primarily supported by

international and bilateral donors and focus on four main areas: dissem nation of
industrial information; provision of industrial extension services; facilitation of
technol ogy transfer or sharing; and devel opnment of indigenous entrepreneurs and
enterprises. The establishnent of simlar schemes in other regions deserves
consi derati on.

310. The elements of a strategy for enterprise devel opment outlined above will have
practical application only to the extent that they can be adapted to a variety of
different country contexts and, also, integrated with other overriding nationa
policy inperatives, such as poverty alleviation and structural change. Moreover,
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successful inplementation wll require that the orientation of enterprise
devel opment is towards tapping the potential opportunities presented by the |arger
gl obalizing and liberalizing trends in the world econony. Furt hernore
i nternational support, ranging from technical assistance to financing, wll be

required, particularly for the |east developed countries. Finally, any strategy
needs to take account of |arger system c issues, which may need to be addressed
through nultilateral action, ained at creating an appropriate internationa
framework that provides opportunities for firms fromall countries.

C. FEacilitating enterprise operations in a global
economy: the need for international action

311. National strategies for enterprise devel opment need to be supported by actions
at the international |level. These actions can take two forms, as part of a globa
strategy for enterprise devel opnent.

1. Global supporting activities

(a) Eielding of enterprise development missions, especially in LDCs

312. While the vast mpjority of enterprises in any country are small, they can
devel op into dynam c and technol ogi cally sophi sticated conpanies, and a significant
and increasing nunber also internationalize. The process is not automatic, nor
should it be. Entrepreneurship involves a high degree of risk and many start-up
enterprises fail within the initial three years of operation, in all econom es.
This is in part a matter of nmarket selection, and is necessary for the preservation
of a nation's long-termindustrial strength. At the sane tinme, enterprise surviva
rates during incubation and in later years are not insensitive to the overal

business climate. It is also true that the |ifespan of enterprises is |onger - and
their growth in size and activities over the life cycle is greater - in countries
where infrastructure, market institutions and the regulatory environnent
(e.g. property, liability, bankruptcy and nonopoly |aws) are nore highly devel oped.

I n devel oping countries, especially LDCs, where these conditions vary considerably
and are generally |l ess hospitable, policies and technical cooperation progranmes
must address a very wide set of country-specific issues for effectively tackling
enterprise devel opment.

313. There is no shortage of policy approaches and techni cal cooperation programes
for enterprise devel opnent. At the macro level, the Wrld Bank, |IFC and other
institutions provide advice on inplementing an enabling environment for enterprise
devel opment, usually focusing on policy and institutional refornms, and the renoval
of obstacles to the conduct of business. At the micro level, the focus is on
provi ding support and training to enterprises of all kinds, ranging fromtraditiona
cottage industry, rural and urban mcro-enterpri ses and SMES, agro-business and, of
course, large-scale industry, including firms with overseas facilities. Not al
these elenents are in place in all countries, and when gl obal support is forthcom ng
it is not always country-specific.

314. There is thus a need to field enterprise devel opnment mnissions, especially in
LDCs, with a view to fornmulating country-specific strategies and inplenmenting
i ntegrated technical cooperation programmes for enterprise devel opment. In
countries where structural adjustnment programres are under way, the enterprise
devel opnent m ssions could consider ways to facilitate efforts by enterprises to
respond to adjustnent neasures (see next section).

315. These integrated programes should ensure continuity of global supporting
activities across the enterprise devel opment conti nuum as firms grow fromm cro-
to mediumsized enterprises. As previously noted, enterprise devel opnment has an
i nportant gl obal dinension. New technol ogi es have encouraged transnationa
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corporations to globalize their production and disperse activities geographically,
to take advantage of |ocal conditions. Wth appropriate support, snmall businesses
in devel oping countries can be players in the world marketplace by linking with
foreign conpanies as suppliers, service firms and joint venture partners. An
exanpl e of such support is EMPRETEC 21, a new programe devel oped by UNCTAD to
provide SMEs with an integrated package of services to enhance their entrepreneuri al
drive, their technological capability, their eco-efficiency and their ability to
export. The progranmme builds on the highly successful EMPRETEC programme (jointly
i mpl ement ed by UNCTAD and DDSMS), which has benefited over 2,500 entrepreneurs in
Africa and Latin America over a six-year period.

316. The relevant international institutions should cone together to fornulate a
nore systematic approach to the multiple needs of |owincone countries in a nunber
of areas, including inter alia: provision of policy advice or technical expertise
in the creation of favourable framework and market conditions, especially a sound
policy and commercial framework for the devel opnent of well-functioning institutions
and markets; enterprise developnent, particularly SMEs; strengthening of
institutions for providing market-based support services to SMEs, and the networking
of support agencies at both regional and interregional |evels; devel opnment of the
institutional requirements of an effective policy dial ogue between the Governnent
and private-sector organizations, including SME associations; and networking of
firms of devel oped countries with those of devel oping countries and countries in
transition in order to pronote mutually beneficial forns of enterprise

technol ogi cal and trade devel opnent .

(b) Ensuring that structural adjustment programmes include strong
measures in favour of enterprise development

317. Programmes of structural adjustnment in |lowincone countries were initially
i ntroduced in response to severe external shocks and in order to correct policy
di stortions which were deenmed to inpede the devel opnment process. They were designed
as a finite process of policy reform supported by external financial assistance.
The overall expectation was that macroecononmic stability would provide an
environment in which privatization and the freeing up of markets woul d unl eash the
forces of grow h.

318. Experience to date has not borne out these expectations. Wile the precise
pat hol ogy varies considerably anmpbng countries, it would appear that, owing to
structural features and the enmbryonic stage of the devel opnment of markets, managers
and entrepreneurs, as well as the lack of a reasonable period for adjustnment by
enterprises, the expected response of producers to |liberalization and deregul ation
has often failed to materialize. Indeed, the African experience suggests that too
rapi d exposure to inport competition my have deterred some firnms from making the
kind of restructuring investnents that take time to yield results.

319. Failure of liberalization to bring forth adequate responses by producers,
difficulties in reform ng public sector revenue systens and the | ack of sufficient
external support have neant that budget deficits have had to be dealt with primarily
t hrough cut-backs in expenditure. A major new effort needs to be set in notion to
strengthen structural adjustnent by addressing, in consultation with the private
sector, the need to include strong supply-side devel opnental neasures for enterprise
devel opment. These neasures shoul d enhance the supply response to other adjustment
measures and promote enployment. Adequate attention should be given to the |ink
bet ween producer services and adjustnment in manufacturing and agricultural sectors.
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(c) Activities aimed at enhancing enterprise competitiveness

(i) Capacity-building for producer services

320. The support of the international conmunity is required to assist devel oping
countries and countries in transition in fornulating devel opment strategies
enconpassi ng the aspects descri bed above. Sectoral and country-specific studies
exam ning these issues should provide these countries with useful inputs and
guidelines in considering policy options for capacity building for producer
services. The technical assistance being carried out in the field of services has
concentrated on devel opi ng an awareness of the inportance of the producer service
sector, including as a neans for pronoting SMEs. In a nunber of countries - for
exanple, China - questionnaires submtted to manufacturing firms were used as a
basis for neasuring the quality of service inputs and assessing service needs. Such
an approach, originally tested in Latin Anerica, has been used in several devel oping
countries and woul d be of particular relevance to countries in transition

321. The Coordinated African Progranmme of Assistance on Services (CAPAS) ainms to
provide the participating countries with the tools to assess their national economc
policies in the area of services. |In the process, the programme has al so stressed
t he devel oprment of an endogenous anal ytical capacity not limted to the governnent
machi nery but involving also the national academ ¢ and consulting comunities and
representative organi zations fromthe private sector. Were requested, technica
assi stance should be provided with respect to the reform and liberalization of
i nternational transactions in services and the strengthening of the donestic
capacity of devel oping countries in the area of services, so that their enterprises
may benefit fromthe increasing participation of foreign service providers in the
donestic econony through investnent, cross-border trade, and other nodes of service
delivery.

(i1) Capacity-building in trade efficiency

322. Most advanced technologies can successfully contribute to the trade
conpetitiveness of devel oping countries' enterprises if an appropriate strategy for
the nobilization of local and international resources is adopted. Exanpl es of
successful progranmes in the area of trade facilitation include Custons automation
(ASYCUDA) and the d obal Trade Point Network (GTPNet), a worl dw de system providi ng
trade- and investnent-related information and transactional tools, especially
targeted at SMEs.

323. The application of information technologies has made a significant
contribution to the inprovenent of custons revenues in a context of tariffs
reduction. It is helping to reduce corruption and to sinmplify trade, particularly
for SMEs. Simlarly, the main users and beneficiaries of a Trade Point are smal

and nmediumsized enterprises. Such programmes are practical tools which can
contribute to reducing the cost of integration in global trade. I nternationa
support will now be particularly inmportant for the provision and inprovenent of

local infrastructure such as national and subregional Internet servers, which wll
all ow an even greater degree of interactivity and flexibility in exchanges anong
Trade Points and their business users.

324. (One proposal which could usefully receive attention fromthe Conference woul d
be to enhance the capacity of Trade Points to function as information and training
centres for SMEs with regard to new tradi ng opportunities and requirenents. Thanks
to the lIinks between Trade Points and |ocal business communities, such an effort
could assist the private sector in adapting to, and benefiting from Uruguay Round
conmi t ment s.
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(ii1) Science, technology and innovation policy reviews

325. Developing countries and countries in transition require considerable
assistance fromthe international comunity in fram ng technol ogy strategies to neet
their particular needs. Building on experience in developed countries, UNCTAD, in
liaison with the Comm ssion on Science and Technol ogy for Devel opnent, has been
cal l ed upon to work on science, technol ogy and i nnovati on policy reviews adapted to
the needs of devel oping countries and countries in transition (pursuant to Economc
and Social Council resolution E/ 1995/4 of 19 July 1995). The purpose of science,
technology and innovation policy reviews is to help participating devel oping
countries and economies in transition evaluate the contribution of science and
technol ogy policies and institutions to the developnent of their enterprises -
including their international conpetitiveness - in order to strengthen the rel evance
of such policies and institutions to the needs of the industrial sector. By
enriching know edge of how these policies are designed and applied, the reviews wl |
hel p ot her devel oping countries and economes in transition to inmprove their own
policies, while at the sanme tine opening opportunities for greater internationa
cooperation.

(d) Diffusing "best support practices”™ for enterprise development

326. ldentification of "best practices" regardi ng market-based governmental support
for enterprise devel opnment nmay be facilitated through exchanges of |essons | earned
from country experiences. The UNCTAD Ad Hoc Working Group on the Role of
Enterprises in Devel opment highlighted a nunber of "best practices" gleaned from
country studi es and exchanges. Anong them were measures to:

(a) Facilitate business start-ups or the "formalizati on" of small businesses,
by providing incentives (for exanmple, in the form of access to finance and ot her
benefits) for small business registration, as in Ecuador, and sinplified tax paynent
procedures for small businesses in the formof a small |unp-sumtax w thout the need
for the filing of tax returns or the preparation of accounts, as in India;

(b) Produce skills to neet the needs of the job market through a system which
conbi nes apprenticeship, theoretical education at specialized institutions and on-
the-job training on the shop floor, as in Germany, or through demand-driven, market-
related job training programmes, as in several Latin American countries;

(c) Pronot e export devel opnent by helping first-tinme exporters to set up an
export business, as in Canada and Norway, by providing an integrated package of
services in one-stop shops, as in the United Kingdom as well as by supporting
mutual Iy beneficial enterprise, technological and trade devel opnent through the
twinning of firms of cooperating countries, such as Germany and I ndi a;

(d) Reduce the risk and cost of lending to SMEs or to enhance such | endi ng
by building up networks of personal contacts (which can also help to nobilize
savi ngs) through community-based banks, as in Bangl adesh and Nigeria; by providing
speci al i zed or policy-based | ending, as in Japan and the Republic of Korea; by using
nmut ual credit guarantee societies or insurance schenes funded by banks and snal
enterprises, as in France; and by creating an export credit facility which provides
credit to SMEs which are subcontractors of |arger exporting firms, as in Mexico.

327. The identification and exchanges of "best practices" regarding policy and
institutional support for enterprise devel opnent can benefit from cooperation anong
devel opi ng countries and cooperation between them and devel oped countries, including
t hrough the networki ng of support agencies and the establishment of procedures for
exchanges based on particular areas and on agreed standards for information
exchange. There is considerable scope for further work to build on the results
achieved so far by the Ad Hoc Working Goup on the Role of Enterprises in
Devel opnent in order to identify policy elenents for national action and
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i nternati onal cooperation

2. Issues for intergovernmental action

328. By its very nature, the process of l|iberalization and globalization of the

wor| d econony brings with it the internationalization of enterprises - large and
small, fromall groups of countries - through trade, investnent, licensing and a
range of other nodalities. This means, in turn, that an increasing nunmber of issues
related to enterprises take on an international dinmension as well, including, for
exanpl e, questions related to product liability, consumer protection, conpetition
policy, restrictive business practices, access to R & D funds, illicit paynents,

accounting standards, environnental regul ations, professional qualifications, access
to closed user-group networks, the operation of stock markets, taxation, transfer
pricing, bankruptcy, protection of intellectual property rights and responsibilities
of banks for their branches abroad. What all of these issues share is recognition
that the nature of the liberalization and gl obalization process increasingly reduces
the ability of individual countries to tackle themeffectively unilaterally.

329. As globalization proceeds, the need for nultilateral approaches to issues
connected with the internationalization of enterprises will become nore pressing.
Action will not necessarily take the formof comprehensive nultilateral negotiation
on enterprise internationalization - a mcroeconom ¢ Uruguay Round, so to speak.
Rat her, it may well be a pieceneal process in which issues that are particularly
pressing will be dealt with, one at a tine, by various conpetent internationa
or gani zati ons.

330. Be that as it may, the nature of the globalization process necessarily puts
t he i mplications for nati onal regul atory f ramewor ks of enterprise
i nternationalization on the agenda. UNCTAD can play a central role in helping to
understand better this aspect of the globalization process, its inplications for
devel oprment, the role of enterprises in it, the range of issues this brings to the
i nternati onal agenda and the policy options that Governments may need to consider

inthis respect. In particular, UNCTAD can play a role in identifying and buil ding
consensus on the nost urgent enterprise internationalization issues that require
multilateral attention. 1In so doing, UNCTAD would, of course, pay special attention

to the requirements of enterprises from devel opi ng countries, especially the LDCs.
When UNCTAD was cal |l ed upon to do just this in the area of trade sonme 25 years ago,
it developed the GSP. In today's world econony, the challenge is much broader and,
i f anything, nore inportant.

3. Establishment of a Global Advisory Committee

331. The policy dial ogue process operating wthin UNCTAD shoul d be inclusive and
open-ended, seeking to involve not only all Governnents but also a representative
range of those non-governnental actors playing an increasingly inmportant role
wor | dwi de in nmany aspects of public |ife, nationally and internationally. NGOs are
today active in many areas of interest to UNCTAD: for instance, devel opnent per se,
the environnment, human rights (including |abour and gender issues), technology
i ssues, and disarmanent. Profit-orientated business groups, representing nationa
and regional sectors, are likewise also actors of growing significance for an
international institution such as UNCTAD. How to harness the energies, fresh ideas,
and grass-roots links of NG and conpanies, individually or collectively, so as to
inject elenments of the civil society into the work of UNCTAD and provide a "quick
response”, two-way channel of information on devel opnental questions is an issue for
t he Conference to consider

332. NGCs, too, are being affected by the gl obalization process, and their reaction
to it will increasingly influence the public policy responses. |In addition, they
are inportant sources of inter-disciplinary experience and expertise which can help
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policy nmakers see the broader inplications of their decisions. In turn, NGOs can
play a valuable role in helping translate and interpret to the people concerned
those actions and decisions that further the cause of developnment. To provide a
forum for this interchange between the civil society worldwi de and internationa
organi zations, a Gobal Advisory Committee consisting of representatives of
busi ness, trade unions, academ a and other relevant parties mght be established to
advi se UNCTAD and ot her international organizations concerned on all matters rel ated
to enterprise devel opnent.
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Chapter 1V

FUTURE WORK OF UNCTAD IN ACCORDANCE WITH ITS MANDATE;
INSTITUTIONAL IMPLICATIONS

Some personal reflections

333. The backdrop to the effort to define the work of UNCTAD on the threshold of
the next mllenniumis nothing | ess than the profound historic novenment that is at
| ast giving substance to a vision which began with the European age of maritine
expl oration five centuries ago, but which the Phoenicians, Vikings, Chinese and
ot her great trading peoples also dreaned of: the unification of markets and of
econom ¢ space on a planetary dinension. This is an extrenely conpl ex phenonenon,
fraught with contrasts and contradictions.

334. Wth the fall of ideological walls, convergence has taken the place of
confrontation. Institutions such as IM-, the Wrld Bank, GATT/WO - |ong seen as
relevant to only one of the blocs of a divided world - are becom ng the backbone of
a single, generally accepted world econonmic system On the other hand, conpetition
and trade frictions, once noderated by national barriers and regul ati ons, have been
exacerbated to a point never seen before. Eventual |y, that m ght jeopardize or
reverse the progress achi eved so far

335. G obalization is, paradoxically, a powerful force for both integration and
mar gi nal i zation. It prom ses, for the first tinme in history, to bring fully into
active participation in the world econony two billion wonen and men in the fast-
growi ng devel opi ng countri es. But in contrast, hundreds of mllions of other
i ndi vidual s fear that the sane forces threaten to shut them out - perhaps forever
-fromthe prom se of prosperity. They are the unenpl oyed or | owwage earners in
sectors of industrial econonmies that have been |agging behind in the process of
change. They are, too, the poor and jobless in many devel oping countries that
depend on a few comvodities barely touched, if at all, by globalization and
liberalization.

336. In this intervening period between the old and the new, it is no wonder, as
Gramsci woul d say, that all kinds of norbid synmptonms cone to the surface, that fear
and insecurity thrive alongside hope and bright expectations. This is the very
essence of the crisis that currently overshadows international relations and fuels
a permanent urge for reform overall and everywhere: throughout the United Nations
system in the Bretton Whods institutions and, |ast but not |east, in UNCTAD.

337. W& in UNCTAD are of course part of the nore general crisis of the
United Nations in the sense that we are affected by a wi despread fatigue with the
conference system But there is also a distinct specificity in what could be
descri bed as UNCTAD s identity crisis. UNCTAD was created in the md-1960s in order
to change the status quo - a status quo that was then synonymous with the econom c
institutions of Bretton Wods and GATT. UNCTAD was expected to devel op a better and
alternative system of economic relations - the New International Econom c Order.
Its inspiration was rooted in ethics and justice: the conviction that only a
radi cally changed system could open the way to the devel opnent of all mankind
Devel opnent was the indispensable precondition for closing the ever-w deni ng gap
bet ween the happy and affluent few and the m serable and destitute nany.

338. And change did indeed cone about, but not at all in the manner envisaged a
generation ago. Rather than being the result of a formalized process of
mul tilateral negotiations anong States, it has been the product of profound
gl obal i zing forces. Largely beyond the control of GCovernnents, production and
distribution would cone to be organized not in a centralized and interventioni st way
by the State but in accordance with decentralized and private-sector patterns
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coordi nated by the market.

339. UNCTAD has not been alien to these transformations. |Indeed, it has given a
significant inpulse to them through its efforts to help devel oping countries both
adopt nore efficient devel opment policies and see the need to use international
trade as a tool for integration, growth and devel opnent. The organi zati on was
itself one of the early exanples of aggiornamento when, at UNCTAD VIII four years
ago, it redesigned its role and nmachinery in order to better respond to the
requi renents of the age. Setting aside what had come to be regarded as a too rigid
and at tinmes confrontati onal group system of negotiation, UNCTAD shifted the accent
to the new notion of partnership and cooperation for devel opment. Partnership was
made possible not so rmuch on the basis of a conceptual platform- some blueprint or
programe of action adopted by Governnents to restructure economc relations - but
rather in response to the exigencies inposed by a conplex and energing reality. The
persi stence of extreme poverty and growing inequality, together wth the
proliferating risks of marginalization and environnmental destruction, rendered
cooperation a sine qua non for neeting the challenge of gl obalization

340. From Cartagena onwards, a shared perception of the nature of prevailing
econom ¢ conditions has begun to assert itself. Several features of this perception
are discernible:

- it dismsses one-sided explanations and divisive recipes;

- it attenpts to grasp all the elenents and conplexities of devel opnent
and to interweave themin a bal anced and conprehensive tapestry;

- it recognizes the market and private initiative as the dynam c agents
of an expanding econony, wthout |osing sight of the determning
i nfl uence of good governance and an efficient but reduced State;

- it rightly lays stress on the ultimte responsibility of each society,
and of each CGovernnment, to create the political and macroeconom c
conditions for stability and progress.

341. At the sane tinme, the new outl ook has continued to insist that the success or
failure of donestic efforts often depends on the external econom c environment. The
better to succeed, those efforts need an international system capable of

accelerating growmh in a stable and sustainable way worldw de. The externa
envi ronnent must al so provide countries with open and competitive access to the
basic el ements of sustainable development, i.e. markets, financing, investnent,

technol ogy and financial and technical assistance. These elenents constitute, as
al ways, the fundamental priorities of UNCTAD s work.

342. To understand and expl ain how these elenments will interact in an increasingly
gl obal i zed econony will remain the central aimof a research and anal ytical effort
which is, generally speaking, directed nore at the forest than at the trees

Anal ysi s and conceptual explanation are not, however, ends in thenselves. They
shoul d al ways be viewed from the perspective of their usefulness in helping to
pronote devel opnent in a fair, sustainable and harnoni ous way.

343. To that end, we need to concentrate on what is realistic and practical: not
on over-ambitious and renote grand designs, but on precise and |limted objectives
wi thin our reach. As Al exander Herzen said (apud Sir |saiah Berlin):

" a goal which is infinitely remote is no goal, only ... a deception; a
goal must be closer - at the very least the | abourer's wage, or pleasure in
wor k perfornmed.”

344. This is why analysis has to be action-oriented in two conplenentary
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directions. The first is the preparation of the nmultilateral agenda for future
negoti ati ons on trade, investnment, conpetition, environment and technol ogy. Here,
the specific contribution of UNCTAD will be to provide a devel opnent perspective,
one which will balance the overall picture by taking into account the needs and
interests of countries at different stages of integration into the world economny.
This work will be pursued in a cooperative and conpl ementary manner with that of
other international institutions, anmong themthe Wrld Trade Organization vis-a-vis
whi ch steps have al ready been taken to denonstrate our willingness to work in tandem
on issues of nutual interest. The first opportunity to put this goal into practice
will be the contribution UNCTAD | X has been asked to make to the Singapore WO
M ni sterial Conference, in accordance with the United Nations General Assenbly
resolution of 8 Decenber 1995.

345. In order to conplenent the agenda of negotiations, the second |ine of UNCTAD s
activities should be directed at hel ping countries to inplenent the results thereof.
The goals here would be to make the best possible use of opportunities created in
trade (working through the programres of trade efficiency, TRAI NFORTRADE and
ASYCUDA, anong others); to pronote investnment (through a possible nmultilatera
framewor k, individual country profiles, etc.); to provide technical assistance to
Covernnents interested in designing competition |aws; to advance positive incentives
for environnentally friendly devel opnent; to conduct reviews of national policies
on science and technol ogy; and so on

346. This pragmatic approach will find one of its nost telling expressions in the
programe for technical cooperation on pronoting trade for African countries after
t he Uruguay Round, put together and to be jointly inplemented by UNCTAD, WO and
| TC.

347. The future work of UNCTAD will be a topic of intense intergovernmental
di scussion during the preparations for UNCTAD | X and at the Conference itself. The
provi sional agenda for UNCTAD | X offers inportant indications for the direction of
UNCTAD s future work. In pursuing such discussions, attention should be given to the
fol |l owi ng consi derati ons:

(a) There is need for fundanental change in the manner in which UNCTAD goes
about fulfilling its mandate in trade and devel opnment.

(b) UNCTAD s activities need to be nore sharply focused on a relatively snall
nunber of issues of central inportance to devel opment on which it can meke a
substantial inpact.

(c) VWhile recognizing fully the comon elenents of the devel opnent
experience, the work of UNCTAD needs increasingly to take account of the present
diversity of devel opment situations and problens. |In considering such diversity,
the distinction between those devel opi ng countries requiring assistance primarily
in securing access to globalizing markets and those countries requiring assistance
primarily in creating and expandi ng capacities to supply goods to those markets is
of particul ar inmportance.

(d) UNCTAD will need to keep under review the evolving phenonena of
gl obal i zation and interdependence, and to assess broad devel opment issues agai nst
this background. It will also need to assess the inplications for devel opnent of
the evolution of the systems governing international transactions and seek to
pronote an evolution of those systens that s “"developnment friendly”
Consensus-building is a concept of particular inportance to such activities.

(e) UNCTAD shoul d intensify its concrete activities having a direct inpact
on national econom es, particularly in the areas of trade, investment and enterprise
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devel opnent . These activities include, but are not restricted to, technical
cooperation.

(f) The intergovernmental nachi nery of UNCTAD needs to be tightly structured,
yet sufficiently flexible to accommpbdate a w der range of intergovernnenta

interaction than in the past. It is inmportant that each type of intergovernnenta
forumengage only in those activities for which it has been designed. The initia
stages of intergovernnmental deliberations will need to be expertized.

348. The Secretary-General is of course keenly aware that UNCTAD s resources are
limted, and that it will only be able to make a npdest contribution to the
achi evenent of the goals outlined above. It is in fact doubtful whether any

organi zation or country acting alone would be able to attain those objectives
because the problem goes well beyond the question of resources. For one of the
maj or new devel opments in international relations in these closing years of the
twentieth century has been the energence of a range of non-governnmental actors that
exert a growing influence on world affairs. Transnational conpanies, both |arge and
smal |, private investors, non-governnental organizations, universities and research
centres - sonetinmes working al ongsi de Governnents, sonetinmes working independently
and at tinmes nore effectively than Governnents - are leaving their nark on the shape
of things to conme.

349. By and large, multilateral institutions have so far failed to give these new
actors adequate room to express thenselves and to make their weight felt. This
oversight is all the nore surprising when we renenber that, as early as in 1919, in
the aftermath of the First Wrld War, the statesnen and diplomats gathered in
Versailles showed a remarkabl e openness in accepting a revolutionary innovation:
the tripartite structure of the International Labour Organization, with the right
to deliberate and to vote accorded to the representatives of the workers and the
enpl oyers, al ongside those of Governnents. Cbviously the rationale in this case was
that one could not, and ought not, to decide on |abour matters w thout the direct

participation of those concerned. |If this is so, a case could |likew se be nade in
favour of providing, in econom c discussions, a space for the participation of those
i ndi viduals - producers and consuners alike - who will put into practice the

deci si ons on production and consunption formally arrived at by Governnments.

350. This is admttedly an extrenely conplex and difficult subject, on which
sinplistic solutions will not do. |Its far-reaching inplications will develop only
with tine. Nevertheless, it is to be hoped that in the near future we shall be far-
si ghted enough to begin the integration of the private sector and of other new
actors into our daily operations. By acting along these lines, we could help to
convert a conference into a real partnership for devel opment, maki ng UNCTAD a nodel
of what a truly international agency of the twenty-first century should be.

351. Is this all too nmuch of a challenge for UNCTAD I X in just a few nonths from
now? We do not believe so. After all, South Africa, where we shall have the
privilege to neet, has in recent tinmes perforned an infinitely nmore daunting task.
If we have nothing to teach our hosts, we certainly have much to learn fromthem
We can draw inspiration, in particular, from the exenplary way in which South
Afri cans have been able to overcone an alnost bottom ess abyss of hatred and
prejudi ce, and are now engaged in attenpting to bridge the soci o-econoni c gap that
still separates the different sectors of their community. Conpared with what was
| ong considered one of the nobst intractable problens of this century, the tasks
ahead of us do not appear to be beyond our reach

352. W have already started the process of redefining UNCTAD s objective in terms
of a few clear and central priorities. Qur recent intergovernmental consultations
showed a significant degree of consensus on the need to reduce and sinplify the
nunber of intergovernnmental bodies and the frequency of neetings, so as to increase
the efficiency of our method for interaction and work. |nprovements in the cost-
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efficiency and performance of the secretariat will both prepare for and facilitate
the inplenmentati on of these two aspects, serving as the instrument for the reform
process of UNCTAD.

353. W should never |ose sight of the fact, however, that the only justification
for UNCTAD s regeneration and its sole claimfor continued existence is its ability
to make a relevant contribution to the tasks of fostering growh, reducing
inequality, and building its capacity to nake a difference to people's lives. This
has to be especially true in the case of those who need UNCTAD nost, the |east
devel oped countries - so many of which are in Africa - where our Conference has a
duty to offer themconcrete and effective solutions to their problens.

354. If it is true that each society will be neasured by the way it treats its nore
vul nerabl e menbers, then the international comunity in general, and UNCTAD in

particular, will ultimtely be judged according to the attention that they pay to
Africa and to the |east developed countries as a whole. This is the central
problem the mgmjor challenge of the fin de siéecle. It will no doubt be with us
still at the beginning of the next century and on into the third mllennium as a
dol eful legacy. It is an old, indeed a very old problem for nothing in mankind' s

hi story is older than poverty and deprivation. But the circunstances of the problem
are new. For while globalization renders deprivation intolerable, it may for the
first time show that the problem is mature for a lasting solution. Mor eover,
gl obal i zati on makes the probl eminescapably that of all of us. W cannot shirk our
responsibility. W must hope therefore that the benefits froma gl obal econony wll
more than match its costs and that the net balance will be enough to eradicate
poverty and human under devel oprment.

355. W shall have at hand in South Africa and beyond the possibility of starting
to redirect these powerful forces to that end provided that we are able to build
confidence and consensus in the renewed spirit, approach and | anguage required by
the newtimes. For, as T.S. Eliot wote, "Last year's words belong to |ast year's
| anguage. And next year's words await another voice."



