tPAL

REVIEW,

NUMBER 49
APRIL 1982
SANTIAQD, CHILE

ANIBAL PINTCO
Director

EUGENIOQO LAHERA
Technical Secretary

UNITED NATIONS



CEPAL REVIEW 49

CONTENTS

Women in the region: major changes 7
Miriam Krawczyk

The Pacific Basin and Latin America 21
Dae Won Choi

Strategic management, planning and budgets 4
Juan M. F. Martin P, and Arturo Nisiiez del Prado

The Internationalization of Latin American industrial firms 55
Wilson Peres Niifiez

Water property rights and the State: The United States experience 75
Carl I. Bauer

Poverty and adjustment: the case of Honduras 91
Jorge Navarro

The trade union system: its background and future prospects 103
Fernando Calderén G.

Shaping competitiveness In the Chilean wood-processing 117
industry

Dirk Messner

improving urban transport for the poor 139
Ian Thomson

Privatizations and social weifare 155
Robert Deviin

Guidelines for contributors to CEPAL Review 181
Recent ECLAC publications 183

APRIL 1992



CEPAL REVIEW 49

117

Shaping
competitiveness
in the Chilean

wood-processing industry

Dirk Messner

Scientific researcher,
German Development
Institute, Berlin.

The neoliberal view is that outward orientation and general
liberalization should result in efficient factor allocation and thus
in the formation of competitive economic structures. Its policy
recommendations are therefore generally in the “get prices
right” mould. The adjustment and learning processes needed
for the creation of compelitive advaniages at the level of
enterprises, institutions and the infrastructure, and the support
they might receive, are not a priori singled out for
discussion from this angle. In this article, the author bases
his arguments on 2 dynamic and systemic approach to
international competitiveness, summarizing its determinants
whese inferaction forms a-complex system. Primarily, the
concept of “systemic competitiveness” is an approach that runs
counter to simplistic market ideologies. At the same time,
however, it also criticises one-dimensional Statist planning
projects. The Chilean wood-processing industry.is considered
to be an interesting case for examination in this respect for
two reasons: firstly, because it is a natural resource-based
sector, and {1t may be assumed that in view of the low
efficiency  of their industrial sectors, most of the Latin
American countries will likewise have 1o take their first
steps  towards outward-oriented  specialization  through
modernization of the sectors making intensive use of natural
resources. Secondly, analysis of this case reveals that while, on
the one hand, such sectors have conmsiderable potential for
growih and modemization, on the other hand it must be noted
that even in the example in question, which does not appear 1o
be at all complex, it Is very difficult to make the transition from
the production and export of labour-intensive goods with a low
level of processing to industrial producis of greater added value,
while at the same time ensuring and improving sustainable
competitiveness,
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Reorientation of development

strategies in Latin America

The Latin American debate on development

strategies is gradually leading to a consensus that
the development model of protected inward-oriented
industrialization - (industrialization through import
substitution), ‘which- dominated the region for de-
cades, has proved unsound. With the small size of
domestic markets preventing growth beyond a certain
point and excessively high tariff barriers erected for
indefinite periods excluding the pressure of external
competition, _
and international productivity levels steadily wid-
ened, making it impossible to achieve the original
goal of gradual integration into the world economy.

The internal crisis factors were further exacerbated .

by world economic trends (e.g. the decline in the
prices of raw materials, and high interest rates in
the early 1980s). The Latin American countries have

11

the gap between Latin American.

consequently been overtaken by a far-reaching crisis

. in their development model. It is generally agreed

today that patterns of development which ignore
the world economy are doomed to failure. Practic-
able methods of becoming part of the world econ-
omy and concepts for developing competitive
economies are therefore being sought (ECLAC, 1990
and 1992). The economic policy being pursued by the
Latin Ametican economies as they make the transi-
tion from excessive inward orientation to an approach
focussed on the world economy is essentially deter-
mined by neoliberal policy models. The liberalization

~of foreign trade and the deregulation policies applied

are leading —in Mexico and Argentina, for example-
to the erosion of the traditional development model
and exposing the national economies to international
competition.

How does competitiveness arise?

The neoliberal view is that outward orientation and
general liberalization should result in efficient factor
allocation and thus in the formation of competitive
economic structures. The neoliberal school concen-
trates on incentives rather than stroctural factors, so
that its policy recommendations are generally in the
“get prices right” mould (Bletschacher and Klodt,
1991). The adjustment and learning processes needed
for the creation of competitive advantages at the lével
of enterprises, institutions and infrastructure and the
support they might receive are not therefore singled

out for discussion a priori from this angle. The struc- .

tural factors which are at the heart of research on
technological innovation (OECD, 1991) do not form
patt of the neoliberal debate.

This paper takes a position opposed to this sim-
plistic view of how the market works. It is accepted
that the inward orientation of their industries led
the Latin American countries into a development

cul-de-sac, thus making orientation towards the worid
market as a frame of reference and efforts to establish
competitive economies unavoidable (Messner and
Meyer-Stamer, 1992). It is shown, however, that the
challenge of achieving industrial competitiveness is
not adequately covered by the categories of textbook
economics and cannot be met with entirely “market-
neutral” macro policies.

If active strategies for integration into the world
market are to be developed in Latin America on the
basis of sound technology and industrial policies,
some fundamental questions, treated as a “black box”
by neoliberal theoreticians with a passing reference to
the remarkable qualities of the market and to the dy-

~namic Schumpeterian entrepreneur, need to be asked:

how do competitive advantages in fact arise, what are

. their essential determinants, and how does sustained

competitiveness that is not based on absolute cost
advantages (e.g. low wages, favourable resource
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endowment) develop? As Sanjaya Lall puts it: “It is
certainly better to get prices right than wrong, but it is
a.necessary condition for industrial success and not a
sufficient one” (Lall, 1990, p. 11).

Chile’s rapidly growing woodworking industry
will be taken as an example in the discussion of these
questions below.! Chile is an interesting case be-
cause as early as 1973 the military dictatorship began
to pursue a radical strategy of outward orientation,
which led to the destruction of the traditional devel-
opment model, whereas the first steps in this orienta-
tion towards the world economy are only now being
taken in most Latin American countries. After a dif-
ficult “streamlining process”, which exacted a heavy
social and ecological toll, and the collapse of many
inefficient industrial sectors, the development of the
Chilean economy has looked very promising since the
mid-1980s (Mufioz, 1988; Meller, 1990). The driving
forces in the country’s development are a number of
export-oriented, natural-resource-intensive sectors
which have specialized in certain products. After a
development sequence characterized primarily by
an increase in exports of raw materials and products
with a limited degree of processing, the country now
faces the challenge of placing industrial competitive-
ness on a broader footing. Chile is thus a “model
case™: a country that has already completed what
others may have yet to begin in terms of entering the
world economy (Mérmora and Messner, 1991).

The wood-processing industry is worth conside-
ring for two reasons:

~ Firstly, it is a natural-resource-based sector,
and it must be assumed that, given the limited
efficiency of their industries, the majority of Latin
American countries will similarly take the first
step towards world-market-oriented specialization
in sectors of the economy which make intensive
use of natural resources and which need 1o be
modernized.

— Secondly, the Chilean woodworking industry
reveals, on the one hand, that natural-resource-
intensive sectors too have considerable potential for
growth and moderization, 2 while on the other hand
it shows how difficult it is even in this apparently
uncomplicated sector to make the transition from the
production and export of labour-intensive and largely
unprocessed products to that of manufactures with a
higher value added, while at the same time achieving
and improving sustained competitiveness.

The analytical background to our study ‘is the
heuristic concept of “systemic or structural competi-
tiveness”. This approach is designed, on the one hand,
to extend the debate on the international competi-
tiveness of individual enterprises to inciude an ana-
lysis of their competitive strength in the context of
efficient institutions and a suitable macroeconomic
environment. It also considers the development of the
international competitiveness of economies, which
cannot be seen as a simple aggregation of the individ-
ual rankings of enterprises in international markets.
On the other hand, unlike the standard static textbook
models, it not only examines the given structure of
comparative advantages and disadvantages but also,
and above all, analyses the ways in which firms de-
velop and become more dynamic. The leamning pro-
cesses which the actors and institutions concerned
undergo and which underlie the development of com-
petitive advantages are analysed. This view also im-
plics that ~although they are very necessary— stable
macro policies which facilitate ocutward orientation
are not of themselves enough for the development of
international competitiveness.

In a report for the OrRCH, F. Chesnais summarizes-
this dynamic and systemic view of competitiveness as
follows:

“We recognize the international competitiveness
of national economies as being built on the compe-
titiveness of the firms which operate within, and ex-
port from, their boundaries, but we also identify the

! This article is based on the findings of an empirical study
undertaken in Chile in the spring of 1991 by a Getman Develop-
ment Institute working group. The study would not have been
possible without the support of the “Instituto Forestal” of Santia-
go, Chile. The empirical phase consisted largely of interviews
with 55 enterprises (average duration, including an inspection of
the plant: about 4 hours) and discussions with experts of all the
various institutions with close links to the forest industries sec-
tor. The author was joined in the study by Ingolf Dietrich, Jirgen
Friederici, Roland Guttack, Kerstin Kiehl und Wolfram Klein.
See Messner, Dietrich, Friederici, Guttack, Kichl and Klein, 1992

2 An interesting example is that of Taiwan. This couutry is the
most important furniture exporter of the developing nations. The
2500 furniture manufacturing companies in Taiwan import wood
from the United States and export “ready-to-assemble” furmiture
worth over US$700 million per year. The competitiveness of this
industry is not based on low-cost resources but on modern enter-
prises, adapiation of stale-of-the-art technology, a solid infra-
strecture (e.g., training and wpgrading institutions for workers,
design centres, research and development programmes), and
close relations between enterprises in order 1o improve the entre-
prencurial fevel of the sector (UNIDO, 1986, p. 53).,

SHAPING COMPETITIVENESS IN THE CHILEAN WOOD-PROCESSING INDUSTRY -+ DIRK MESSNER
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competitiveness of natiopal economies as being
something more than a simple result of the collective
or ‘average’ competitiveness of their firms. We pro-
pose the notion of ‘structural competitiveness’ as a
way of expressing the fact that, while the competiti-
veness of firms will obviously reflect successful man-
agement practices by entrepreneurs or corporate
executives, it will also stem from the strength and
efficiency of a national economy’s productive struc-
ture, its technical infrastructure, and the other factors
determining the externalities on which firms can
build” (Chesnais, 1988, p. 86).3

This concept goes beyond one-dimensional ap-
proaches to an explanation and takes account of the
complexity of the determinants of international com-
petitiveness. The factors that influence industrial
competitiveness form a complex system, and figure 1
attempts to structure this wide range of determinants.
If competitiveness is to develop, stable economic
policies that can be anticipated by the various parties
concerned are needed at the macro level. Competi-
tiveness emerges and is developed in enterprises that
are under the pressure of competition and also de-
velop forms of inter-company division of labour and
cooperation, which are becoming increasingly im-
portant (micro level). Sustainable competitiveness
and the establishment of competitive structures de-
pend on the existence of specific sectoral policies of

3 A similar view Is taken In other, more recent studies on compe-
titiveness, although they differ widely in the importance they
attach to the various factors and in the conclusions for economic
policy they then draw. See, for example, ECLAC, 1990; Porter,
1990; Best, 1990, and Hillebrand, 1991. Esser (1991b) outlines
the challenges that outward orientation poses for the Latin
American countries and attempts to distinguish sequences in the
development of competitiveness.

private or public institutions (meso level) designed to
optimize external economies (e.g. policies on infra-
structure, technology and training), to ensure the sus-
tainability of industrial development (environmental
policy), and to guarantee social stability and the cre-
ativity of employees (social policies). In the final
analysis, economic development and thus competi-
tiveness form part of politico-social systems (meta
level), although unequivocal causal relationships can-
not be established here (Dauderstddt, 1987, Olson,
1982). This “schematic fresco” for approximating the
phenomenon of industrial competitiveness requires
the backing of empirical evidence if the relative
weighting of the various factors influencing it is to be
determined. ¢ .

The following sections primarily concern trends
at the micro level (sections IV and V) and changes in
the relationship between employers’ and employees’
organizations (mcta level, section VI as the transition
is made from inward to world market orientation and
competitiven¢ss emerges. It becomes clear that
“catch-up modernization” in the area of structural
policy (meso level) and a flexible and constructive
interplay of entrepreneurial, government and trade
union actors and institutions (section VII) are needed
in the Chilean wood-processing industry in order to
accelerate the emergence of technology-based compe-
titiveness.

*This approach should not be seen as functionalist. A State
technocratic strategy to make the variows influencing factors
compatible with the goal of “producing competitiveness”
(“blueprints”) would be hopelessly overextended. It is important
to grasp the socictal and social dimension of “competitiveness”
(and of socio-economic development as such) in order to correct
the reductionism of mainstream economics. Experience shows
that quite different development siyles and forms of regulation
can contribule to the emergence of viable economies. “Workable
markets” are undoubtedly only one clement of the “wealth of
nations”, which is likely to depend primarily on the mobilization
of creativily in society. Just as wrong as the functionalist version
of this concept, of course, would be the assumption that absolute-
ly any approach is viable.

SHAPING COMPETITIVENESS IN THE CHILEAN WOOD-PROCESSING INDUSTRY

DIRK MESSNER



121

APRIL 1893

CEPAL REVIEW 49 -

‘2661 I9WEIS-1249] T PHE IDUSSA ‘(T ‘T66T ‘PUEIGR)IH :30Inog

$13LUOIBND

pue siaonposd ‘sienddns usamiaq uogoRINU|
sa))5360) Auedwoo-1aju)

sxyiomiau jesiBojouyssy oyun uoneibajug

[oA8] 0JOIN

{Bunexsew ‘uonsnpoid uawdoljanap)
@943 1onpoud 1noybBnoay) asnoexd 1seg
weawaebeuerw uogeAcUU|

satbajess ajeiodion

2susadwos [euabeuey

|oA3] OsOW
Aotjod yodxg
Aojjod poduy
Aoyjod jeuociBay
Astjod jruswiuonaug
Asgjed jernjonans esnpu)
Aonjod ABojouysa]
Aojjod uoneosnpz
Aojjod je19505
Aatjod aanjonnseyu)

A
ssauaAnnadwos

A3} OL0BNW

Asijod apea)

Juuﬂﬁgﬂ.ﬂl

[elsnpuy

joA3] [elo satoljod pue

sajBajens slejnuioy o} ANjqy

“ ucpezjueBio
sjuoucas-oaod jo wieyed siseg
sapnyppe-anjep

810}58 |BINYN2-01205

Asijod jeasyy
Aoyjod AiejaBpng
Aaod Asuaung
Aojod Asejauon
Aonod uonnadwon

sssusAlladwos jruojBUIaILY

JO sjuBUULILlRQ
1 NOId

DIRK MESSNER

SHAPING COMPETITIVENESS IN THE CHILEAN WOOD-PROCESSING INDUSTRY



122 CEPAL REVIEW 49 «

APRIL 1993

II1

The Chilean forest industries sector

With output valued at well over US$1 biltion (1991),
the Chilean forest industries sector™ accounts for
slightly over 3.5% of the country’s gross national pro-
duct and employs seme 3% (80 000 people) of the
total labour force, The role it plays in the economy is
more clearly revealed by its contribution to the
country’s export eatnings, for whose favourable trend
it has been largely responsible since outward orienta-
tion began. While timber and wood-pulp exports ac-
counted for only 3.8% of total exports in 1970, the
figure had risen to about 10% by the early 1990s.
These relative figures represent a tenfold increase in
production over this period. 6 Exports rose from about
US$40 million in 1973 to US$850 million in 1991.
Some 90% of the raw material handed by the wood-
processing industry originates from forestry planta-
tions (currently occupying an area of 1.2 million
hectares), and only 10% from the remaining natural
forests. As the timber potential of the plantations will
approximately treble by the year 2010, a concept of
sustainable forest management is conceivable in
Chile provided the government enforces effective
protection of the natural forests (Messner et al.,
1992).

Government-subsidized afforestation programmes
aside, there have been no specific sectoral policies.
The dynamism of the development of the forest in-
dustries sector is thus essentially due to macro
policies that promote exports and to the enterprises’
own dynamism.

Two phases of development are discernible in the
Chilean forest industries sector between 1974/75 and
1991, after it had been inward-oriented and far from
dynamic in its development until the mid-1970s:

5 The term “forest industries sector” is used henceforth as a sy-
nenym for “sector forestal”, the standard term in Chile. The sec-
tor is divided into the forestry sector (forest management) and
the wood-processing industry, which is in line with the classifi-
cation used in the Chilean literature and statistics,

 Timber production grew by 87% between 1974 and 1980, and
by 42% between 1980 and 1987, while over the same petiods the
output of the furniture industry grew by 120% and 37%, respec-
tively. Timber exports increased from US$9 million to US$152
between 1970 and 1987, while over the same period exports of
timber and wood pulp together grew from US$35 millien. to
US$365 million.

~ With Chile’s outward orientation, an “extensive
export phase” featuring high growth rates began in
1974/75. This upward trend was largely due to ex-
ports of such natural-resource-intensive products as
round and sawn timber and wood pulp. Absolute cost
advantages gained from the natural availability of
timber resources (forest growth well above the aver-
age), the sharp rise in timber potential due to govern-
ment-subsidized afforestation programmes (since the
1960s) and low labour, transport and environmental
costs, together with a macro policy that encouraged
exports (devaluation of the national currency, reduc-
tion of import duties, withdrawal of foreign exchange
restrictions), formed the basis of the sector’s dynamic
development and its international competitiveness
(factor-driven development). According to World
Bank calculations, production costs (from the cost of
afforestation to the cost of transport to the export ter-
minals) for logs of the most important species in
Chile, Monterey pine (Pinus radiata), are only 30%
to 50% of costs at such production locations s the
UsA and the Scandinavian countries, which compete
directly with Chile in the world market (World Bank,
1986). A few large enterprises accounted for the bulk
of export revenues during this “easy export phase”.

— After a serious crisis in the early 1980s, the
forest industries sector stagnated until the midde of
the decade. Since 1986 thete has been a new, dynamic
growth phase, accompanied by heavy investments.
The value of the sector’s output (excluding furniture)
increased from US$492 million in 1985 to about
US$1.2 billion in 1991, export revenues in the same
period rising from US$326 million to about US$850
million,

Two trends are important in this context: firstly,
traditional natural-resource-intensive products con-
tinue to be largely responsible for the dynamism of
growth, but their quality is being significantly im-
proved, which is already leading to an increase in
domestic value added. Secondly, the processing of
available timber resources is expanding, and the sawn
timber, furniture, board and paper subseclors are
diversifying their products. Exports of non-traditional
products (e.g. veneers, packaging materials and furni-
ture) and new investment in these subsectors have

SHAPING COMPETITIVENESS IN THE CHILEAN WOOD-PROCESSING INDUSTRY -«
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been rising sharply since the mid-1980s (factor-
creating and investment-driven development).

In the past five years the domestic market has
absorbed a stable share of 30% of the output of the
forest industries sector in value terms, which means
that it has developed just as dynamically as the trend
in exports. There has been considerable diversification
of export markets. By the late 1980s the Chilean wood-
working industry was exporting to 58 countries (com-
pared with about 40 in the early 1980s). Owing to the
persistent economic crisis, the importance of Latin
America, which was the leading market until the early
1980s, has waned, while exports to Europe, Asia and
even the UsA have risen sharply (INFOR, 1990).

The available lLiterature has little to say on the
features underlying these macro figures on the growth
and modernization of the industry at the enterprise
level, changes in the business environment, or the in-
itiators of this structural change. Clearly, the dynamic
development in the highly natural-resource-intensive
sectors (wood pulp, round timber, sawn timber) was
due to heavy investment by the large enterprises in

IV

these subsectors. Product diversification and the ex-
port of new products also seems —~from an analysis of
the available material- to have been largely due to
investment by larger enterprises.

As the export statistics (Aldunate, 1990, p. 176)
show, however, that over 500 firms in the Chilean
forest industries sector were exporting in the late
1980s compared with about 250 in 1983/84, and as
the seven largest firms® share of the sector’s total ex-
pott revenues fell from 80.5% in 1986 to 63% in 1990
(Contreras, 1988, p. 248), small and medium-sized
firms had obviously emerged and stepped up their
exports. It is unclear what led to the dynamic devel-
opment of the many small and very small firms which
are 1o be found in the various subsectors and which
previously supplied the generally undeveloped and
still undemanding domestic market. The large number
of new export firms indicates, however, that the dual-
istic structure of the sector which dominated until the
carly 1980s, with export-oriented large firms on the
one hand and smali firms geared to the domestic mar-
ket on the other, had at least begun to change.

The development of competitive

advantages in the wood-processing

industry as a cumulative learning process

The competitiveness of the Chilean wood-processing
industry has improved, if the yardstick used is the
agreed definition of international competitiveness: the
growing ability of a sector to export, accompanied by
rising national factor income. Market indicators
(rising exports, product and market diversifica-
tion, a positive trade balance, etc.) reveal whether the
competitive position of a sector or economy has
changed, but not how or why (Feser, 1990, p. 23).
The following pages outline learning and modern-
ization processes at the level of enterprises and
institutions, with the object of shedding light on the
dynamism of the development of competitive advant-
ages in this world-market-oriented area of specializa-
tion. Particular attention is paid to the small and
medium-sized enterprises (SMEs) that began exporting
in the mid-1980s.

1. Reorientation at the enterprise level in the tran-
sition from inward to export orientation

The crisis that occurred in the domestic market in the
early 1980s forced more and more SMEs to take a
greater interest in exports. The growing number of
expott-oriented $MEs include sawmills, timber-
processing firms (producing packaging materials,
toys, wood for the interiors of buildings) and furniture
manufacturers. This trend gave the lie both to the ex-
port pessimism previously prevailing among SMEs
and to the view circulated by exporters of raw materi-
als who had become established by the mid-1980s
that the Chilean wood-processing industry’s competi-
tive position would decline as soon as it ceased to
enjoy the existing comparative cost advantages (low
wages; unlimited supply of cheap raw material).

SHAPING COMPETITIVENESS IN THE CHILEAN WOOD-PROCESSING INDUSTRY -
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The SMEs’ growing export orientation was ac-
companied by a complex organizational and techno-
logical learning process. When they first changed
their strategy, the “new exporters” had neither ¢nough
export know-how in the fields of transport, market-
ing, international quality standards and protectionism,
nor sufficient manufacturing competence (knowledge
of technology, organization of work, management
strategies, an adequately trained workforce), Conse-
quently, many firms failed in their attempts to expott.
Moreover, because of the inadequate business envi-
ronment, even the successful firms needed a great
deal of time and starting capital to find their way into
the world economy and become accustomed to the
production and marketing techniques typically used at
the international level. They lacked the viable sectoral
structures (e.g. efficient suppliers, systems that pro-
vide information on technological and market trends,
technology-oriented institutions) on which enterprises
in the industrialized countries can normally rely.

Exporting manufactures requires a high level of
competence in all areas of business. The most seri-
ous problem the firms initially faced was recognizing
the completely different requirements of the world
market compared with those of the domestic market
and translating them into appropriate corporate
strategies. It was particularly important to improve
such non-price aspects of competition as the organiz-
ation of work, the technological level of production,
product quality, design and image, punctuality of de-
liveries, and marketing. These heavy demands on the
enterprises call for a specialization strategy and the
use of external know-how (production- and export-
related services). The sMes, which had been inward-
oriented until the mid-1980s, were as a rule vertically
integrated, had little contact with other firms or sup-
pliers (autarkic mentality) and —because local demand
was limited— offered a very wide range of products
(from sawn timber through packaging materials to
furniture). Overcoming these internationally uncom-
petitive entrepreneurial structures and strategies was
not only a capital, know-how and technology probiem
but &lso a mentality problem: in the early stages of
reorientation the first generation of “new exporters”
were still convinced of the efficiency and viability of
the entrepreneurial concepts that had proved success-
ful in the domestic market. Consequently, many in-
itial attempts to export failed, and the continued
application of past production concepts led to unwise
investments.

Some futniture manufacturers, for example, told
us of visits to the USA to seek potential customers for
their products. In order to appear as competent produ-
cers, they presented a very wide range of products of
(as they see it today) mediocre quality. These first
attempts failed, resulting at best in requests from the
potential customers visited for one or two samples. It
is impossible to say how many firms fell at this
hurdle. What can be said, however, is that some of the
firms visited by our working group had already in-
vested (unwisely) in new manufacturing equipment
with a view to exporting a wide range of products,
and some of this equipment was standing idle.

2. Stages in the modernization of dynamic enter-
prises

The enterprises made comparatively rapid pro-
gress in marketing and in acquiring and applying
the necessary export know-how (quality standards,
punctuality of deliveries, etc.). Both the large expor-
ters of raw materials and the medium-sized firms
have created joint marketing channels (e.g., estab-
lishment of a trading company or of a joint marketing
office set up by a trade association) which ease the
burden on individual firms in this field. This profes-
sionalization has proved to be an important step in
improving the competitiveness of the enterprises,
which are hardly likely to find their way into the
world economy acting alone.

It is evident from the technical problems (adapta-
tion problems, incompetent maintenance, parts of the
production apparatus at a standstill) encountered par-
ticularly (but not exclusively) in technologically more
complex branches of production (furniture, particle
boards) that manufacturing competence and the tech-
nological level of production are still low. Integration
into the world economy almost always coincides
with the introduction of imported modern produc-
tion equipment. The introduction of production tech-
nologies commonly used elsewhere is no guarantee
that their productivity and performance potential will
be fully tapped, however, as is apparent, for example,
from the particle board industry. Despite heavy in-
vestment in equipment, numerous technological adap-
tation problems are making it particularly difficult for
this sector to achieve international quality standards.

The operating and maintenance personnel clearly
do not yet have sufficient manufacturing skills or
technological know-how to ensure that the equipment

SHAPING COMPETITIVENESS IN THE CHILEAN WOOD-PROCESSING INDUSTRY -
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(imported from Germany or Italy) is used as it should
be. A problem area encountered in some cases has
been the inability of a firm’s own engineers to repair
technical faults on production lines (e.g. the failure of
microclectronic control systems) and to solve fine-
tuning problems in the linking of operations. Al-
though experts flown in by the various machine
manufacturers are able to correct technical faults
quickly, the general problem of mastering the tech-
nology persists. Experience in industrialized countries
shows that the installation and optimization of pro-
duction lines based on the new production techno-
logies is often a process of trial and error, in which
close contact between makers and users is essential
(Doht et al., 1989; UNIDO, 1992). In this case, the
organization of work is more important than when
traditional technologies are being used. According to
calculations made with respect to the introduction of
electronically controlled equipment, 60% of the
profits derived from higher labour productivity are
due in this case to organizational restructuring (which
varies greatly from one firm to another) (Peres, 1988).
As a rule, the maker’s and user’s engineers work
together to optimize production structures and pro-
cesses. This cooperation does not end with the instal-
lation of the machines, but continues in order to
ensure the continual optimization of production meth-
ods (incremental learning). Thes¢ synergic effects,
which stem from the close relationship between the
makers and users of machinery, cannot be copied in
Chile. The existence of highly qualified engineers,
ongoing training measures for production workers
and technological and organizational cooperation
among enterprises, which is lacking at present, is
therefore all the more important.

Our observations confirm the findings of many
empirical studies of technological change in Latin
American enterprises, which have shown that firms
must be capable of “imitative innovation” and in-
dependent “incremental technological change” if the
productivity potential of modern production equip-
ment is to be exploited (Herbert-Copley, 1990). The
neoclassical conception of a given state of the art is a
highly simplified view: “learning by doing” is not
enough to ensure the successful application of techno-
logies, their adaptation to the prevailing circumstan-
ces, and constant incremental improvements to
optimize production; active strategies and conscious
decisions by management are also needed (Katz,
1984 and Meyer-Stamer et al., 1991). Unless selec-
tive investments are made in the training of workers

and engineers, organizational changes are effected,
and technological setvices are used to encourage the
learning of new technologies in the firm, the ef-
ficiency potential of production equipment, however
modern, will not be adequately tapped. Innovation in
this sense of the term is a social process, and can
therefore be shaped.

In Chile very few enterprises are currently mak-
ing an active attempt to increase their manufacturing
competence. The dominant view is that the introduc-
tion of modern machinery and “passive”, uncon-
trolled or unsystematic learning by doing will raise a
firm to international productivity levels almost as a
matter of course. This view is also reflected in gener-
ally inadequate investment in the formation of human
capital. Although the dynamic exporting enterprises
attach more importance to the training of their em-
ployees than the traditional, inward-oriented firms,
the majority nonetheless consider unsystematic on-
the-job training to be sufficient to ensure that their
workers attain an acceptable level of qualification.
Training costs are often regarded as expenditure on
consumption rather than as an investment. Without
wishing to belittle what the enterprises have done to
modernize, it can be said that many entrepreneurs still
see low labour costs as more relevant to competition
than efforts to improve the organization of work or to
increase productivity through training measures. This
view is evident from the fact that only a few entrepre-
neurs are committed to the development of a training
systern in the wood-processing industry.

It is apparent that the competitiveness of firms is
at present based solely on partial rationalization ef- .
forts. The conclusion drawn from an evaluation of the
modernization process at the enterprise level is there-
fore ambivalent:

— On the one hand, the sequence of modern-
ization stages (marketing, introduction of new pro-
duction equipment, limited efforts to improve
technological competence, little training) reflects the
requirements to be et when the transition is made
from inward to world market orientation. Learning
processes cannol occur simultaneously at all levels.
The rapid improvement of marketing structures and
the introduction of modern production equipment are
likely to be of fundamental importance if integration
into the world economy is to be at all possible.

— On the other hand, competitiveness will depend
in the longer term on a constant increase in and the
exploitation of technological and organizational
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potential at the enterprise level. The tendency to
prefer “soft-option” corporate strategies, which are
still heavily based on the exploitation of the given
factor endowment (low wages, enormous timber
potential), was probably encouraged by the military
dictatorship. There is a danger that this tendency
will prolong the “factor-driven phase” and slow the
“investment-driven sequence”, in which it will be es-
sential to optimize existing competitive advantages
and create new ones, The Chilean forest industries
sector, in which these two development sequences
currently overlap, should therefore heed Porter’s
warning of the drawbacks of this blocking mechanism
during the transition from the export of natural re-
sources to the export of manufactures: “In a narrow
conception of international competition, competitive
advantage results from factor abundance. ... In actual
competition, however, the abundance or low cost of a
factor leads to its inefficient deployment. ... Local
abundance of basic factors lulls firms into com-
placency and deters the application of advanced tech-
nology” (Porter, 1990, p. 82). All that needs to be
added is that the application of modern technology
must in tum be supported by changes in the organiza-
tion of work and by training offensives.

3. Inter-company relations and the integration of
enterprises into Institutional networks

In the early stages of world market orientation, the
new small and medium-sized exporters acted as indi-
vidual, vertically integrated firms and did not try to
cooperale with other firms or institutions. The ab-
sence of communication structures prevented rapid
joint learning processes and led these firms to take
similar misguided decisions that later proved costly
(e.g. investment in equipment for the manufacture of
too wide a product range). In recent years, however, a
tendency to seck “collective efficiency™ structures
has gradually emerged. The modernization of inter-
company relations and the formation of sectoral net-
works (vertical links and horizontal cooperation) are
following the pattern observed at the enterprise level
(first, optimization of marketing, later —and still
underdeveloped— cooperation in the technology and
training spheres).

7'This term was coined principally by H. Schmitz, who also em-
phasizes the importance of efficient structures and networks in
his studies of the development of small enterprises in developing
countries (see, for example, Schmitz, 1990).

In the marketing sphere, efficient private institu-
tions or enterprises which were, interestingly enough,
established or sponsored by the dynamic enterprises
themselves have emerged. Marketing consortia, joint
participation in trade fairs, and marketing offices are
improving competitiveness, particularly in the case of
the small and medium-sized enterprises.

Sectoral structures that might help to im-
prove the technological dimension of the enterprises
have hardly emerged so far. Instances of the enter-
prises themselves taking action in this respect are
rarc. They are often wvnaware that production-
oriented services (e.g. maintenance, technical advice)
or application-oriented research are vital if production
efficiency is to be consolidated and increased. The
absence of networks in the technological sphere leads
to the dispersion of technical knowledge and hampers
the rapid translation of technological know-how into
improvements in productivity,

The Fundacién Chile, a para-State technology
transfer agency (Meissner, 1988), is the only institu-
tion to have tried (since the late 1980s, and with a
high degree of success) to create an industrial techno-
logical environment and to give purposeful encour-
agement to technological learning processes in the
(dynamic) enterprises by creating communication and
information structures among them and between en-
trepreneurs and experts (e.g. seminars on new produc-
tion technologies, “round tables” for entrepreneurs on
technical and organizational problems in such subsec-
tors as furniture, particle boards and sawmills, and
ongoing management training).

Besides undertaking these activities, the Funda-
cion Chile is currently establishing in one of the
major timber-producing regions a furniture factory
which will manufacture furniture parts. Although this
firm is intended to operate profitably, it will also —and
above all- perform an important “demonstration
function™. As in the very successful salmon-breeding
and export projects run by the Fundacién in the early
1980s (Huss, 1991), the aim is to show how best to
establish and manage an enterprise in this sector that
is capable of exporting: the production equipment at
the fumiture factory was installed under the guidance
of international experts, and the workforce was
trained at the factory’s own centre, which will be
made available to other interested parties in the fu-
ture. In the first three years the firm will specialize
entirely in the production of furniture parts in order
to prepare the workforce for the manufacture of

SHAFING COMPETITIVENESS IN THE CHILEAN WOOD-PROCESSING INDUSTRY -«

DIRK MESSNER



CEPAL REVIEW ag -

APRIL 1993 127

better-quality furniture. The enterprise invites poten-
tial new investors and furniture manufacturers to in-
spect the plant and will offer this target group
seminars on technology, marketing and training.

The aim of the Fundacién’s project is to reduce
serious constraints and to “form structures” (net-
works) in the woodworking indusiry:

— “Visual instruction” is used as a means of di-
rectly counteracting the lack of information and the
traditionally individualistic attitudes of entrepreneurs.

~ The training of workers (the importance of
which is to be demonstrated in the factory itself) is to
be professionalized and offered as a service to other
firms.

- The installation of the latest production equip-
ment, the emphasis on the organization of work and
appropriate linking of work processes, and the devel-
opment of technological services (plant maintenance,
repairs) will help to spread technological and organ-
izational know-how.

The Fundacién’s involvement in the furniture
sector will have an important catalytic effect on do-
mestic and foreign investors and help to improve the
regional location of the furniture industry.

If the still-underdeveloped technological dimen-
sion is to be sirengthened in the current process of
structural change, and if there is to be a lasting im-
provement in conditions for sustainable competitive-
ness, a major institutional effort will need to be made
in the training sphere, where no serious attempts have
yet been made to create a national training system.

4. “Islands of efficiency” In the wood-processing
industry as stages on the long road to “sys-
temic competitiveness”

To summarize these developments, advances in in-
dustrialization have so far been largely due to mod-
ernization at the enterprise level. The wood-
processing industry is thus still a long way from the
model of “competitive industrial complexes” that has
been developed in imitation of the model adopted by
the East Asian newly industrializing countries.

Although there are examples of efforts to get
away from a sectoral structure that was highly dua-
listic until the mid-1980s, and signs of some emerging
“competitive structures”, a sound business environ-
ment in the form of “islands of efficiency” exists for
only a limited number of enterprises (most of which
are already dynamic) and in only a few spheres (¢.g.
marketing).

It is becoming clear that the particularly success-
ful enterprises are those that abandon the incorrect
vision of the vertically fully integrated firm and set
their sights on a (vertical) division of labour and
(horizontal) forms of inter-company cooperation. As a
rule, these enterprises also develop contacts with sec-
toral institutions, universities and service or-
ganizations with a view to improving their external
economies, In this way leaming processes accumu-
late, communication structures emerge, the traditional
distrust between firms is reduced, and “strategic
groups of enterprises” form and purposefully shape
their business environment. In this socio-economic
process, which is induced not only by the market
(competition) but also by non-market social factors
(cooperation), the competitiveness of the dynamic en-
terprises and of the “strategic groups of enterprises”
that have joined to form “islands of efficiency” based
on collective efficiency is gradually improving. These
network structures may be illustrated with the help of
three examples:

a) Formation of structures through the estab-

lishment of joint marketing enterprises
The marketing enterprise ASUN (Aserraderos Unidos),
which was established in the early 1980s, acls as an
export agency for some 25 medium-sized sawmills
and manufacturing firms in the wood-processing sec-
tor and provides marketing and export services. ASUN
has a marketing office in Santiago, where it negoti-
ates with buyers, It forges close links with customets,
shares out orders that are too large for the production
potential of individual firms, handles its member
firms” exports, and gathers information on market
trends, thus helping to create information and market-
ing channels without which small and medium-sized
enterprises could not gain access to international mar-
kets. These services enable the firms to concentrate
on production.

Besides marketing, however, ASUN gives advice
on technology. The enterprises that export through
ASUN, some of which have been in existence for a
long time, often underestimate the requirements of
the new markets when they make the transition to
exporting. Despite the limited manufacturing com-
plexity of their products (e.g. packaging materials,
pallets), many enterprises found it almost impossible
in the early 1980s to guarantee uniformly high
quality (e.g. timber accurately sawn to the correct
size, expert impregnation processing and punctuality
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of deliveries). As the domestic market did not expect
high quality, production equipment was not properly
maintained, leading to losses of productivity and
quality. ASUN’s staff draw the manufacturers® atten-
tion to (often considerable) productivity potential that
has not been tapped, maintenance techniques and
necessary new investment, provide information on
technological advances, carry out regular quality
checks, which were not usual in the previously in-
ward-oriented firms, and arrange meetings of all saw-
mill managers at irregutar intetvals for discussion of
the normally similar technical and organizational prob-
lems the firms encounter. This division of labour has
made rapid cumulative learning processes possible, ac-
celerated and guided technological and entrepreneu-
rial modernization efforts (the information provided
by ASUN has at least reduced the incidence of mis-
guided investment) and helped firms to acquire im-
portant export know-how (constant quality, flexibility,
reliability and punctuality of deliveries). The result is
a loosely networked group of competitive medium-
sized sawmills with the marketing agency at its
centre.

b) Forms of horizontal cooperation through entre-
preneurs’ organizations

Another example is the entrepreneurs’ organization
ASIMAD (Asociacion de Industriales de la Madera),
formed by medium-sized industrial enterprises in the
wood-processing sector which felt poorly represented
by the existing entrepreneurs’ association, dominated
by the large raw materials suppliers. Here again, the
most important practical step in cooperation was the
creation of joint marketing channels. The ASIMAD en-
terprises try to minimize the high transport costs and
to offer a diversified range of products as a group.
ASIMAD has an office in Santiago and acls as a central
agency which importers can approach, establishes
contacts between producers and buyers, organizes
joint participation in trade fairs and is planning to
open a showroom in Santiago so that the products of
fumiture manufacturers in the south of the country
may. also be presented to potential buyers, Joint mar-
keting has resulted in a more intensive exchange of
information (on design, technical problems, etc.)
among the member enterprises, which has undoubted-
1y accelerated everyone’s Jearning process. ASIMAD is
seen in the wood-processing industry as an important
information exchange for other enterprises wanting to
export their products.

c} The Fundacion Chile’s contributions to the for-

mation of “competitive cooperation structures”
The various forms of cooperation among enterprises
are complemented and reinforced by institutional net-
works. The “sectoral working parties” (“mesas redon-
das™) for “dynamic enterprises” initiated by the
Fundacién Chile have resulted in some enterprises ex-
changing engineers and inspecting each other’s plants,
which contrasts with the view held by entrepreneurs
in the past that they must isolate themselves com-
pletely from their competitors. These approaches could
lead to the emergence of viable and dynamic “compe-
titive cooperation structures”. The exchange of infor-
mation among enterprises, the tesulting increase in
market transparency and the beginnings of networks
of enterprises and institutions are beginning to:

~ intensify competition (as enterprises attempt to
emulate successful elements of other firms' strategies
and to incorporate them in their own);

- facilitate and accelerate individual and collec-
tive learning processes;

~ create scope for cooperation (e.g. in R&D, the
specification of quality standards, the organization of
joint seminars with the Fundacién on technological
problems);

—encourage the identification of joint interests, and

— enable a sector that previously consisted of en-
terprises isolated from each other to become an entity.

The Fundacién Chile is thus making major con-
tributions to the formation of sectoral structures and
proving how important institutions are in the process
of developing competitiveness. So far, however, it has
tended to be a welcome exception. On the whole, the
existing institutions have been a less important group
of actors in the process of industrial modernization
than the dynamic enterprises. The institutions that
played a vital role in the structural change of the
1980s were (very largely) created by the dynamic en-
terprises themselves (e.g. ASIMAD). The other institu-
tions (except in the case of the Fundacién Chile)
are not therefore paving the way for structural change
independently; their modernization and adjustment
~inadequate thus far- to conditions and requirements
changed by dynamic enterprises tends to come “after
the event”, and they are typical “latecomers™.

5. The typical development pattern of the “top
performers”

The observations outlined above indicate that the de-
velopment pattern of the “top performers” among the
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dynamic enterprises as they make the transition from
inward to world market orientation and try to become
competitive may be summed up as follows:

~ Orientation towards international efficiency
and quality criteria raises the pressure of competition
on the enterprises, mobilizes potential for creativity,
creates potential for growth and triggers technological
and organizational learning processes (“demand
which provides the incentive to innovate” (Chesnais,
1988, p. 111)).

— Modemization at the enterprise level usually
occurs in sequences: new technologies are introduced,
marketing problems are solved, the workforce then
undergoes initial and advanced training, good techni-
cians are trained, and work is organized.

— “Strategic groups of enterprises” are formed
which establish horizontal cooperation structures (e.g.
ASIMAD) and develop vertical links (e.g. ASIMAD,
ASUN), thus improving joint supply conditions and
also (e.g. through imitation) increasing the internal
pressure of competition (they develop external ad-
vantages and “spread innovation throughout the eco-
nomic structure” (Chesnais, 1988, p. 120)).

- The enterprises or groups of enterprises form
networks with technologically innovative services, in-
stitutions and universities (emergence of “systems of
innovation™ (Peres, 1988, p. 27)). Alfred Marshall, in
his classical study on industrial districts, already ap-
preciated the virtues of such networks when he said
that “The information flow is in the air” (Marshall,
1920). Michael Portér comes to a similar conclusion,
noting that “At this stage the whole group of enter-
prises becomes mutually supportive. Benefits flow
forwards, backwards and horizontally” (Porter, 1990,
p- 151).

This development pattern (which also suggests a
time dimension) conforms to Carlota Peres’s analysis
of the development of competitiveness: “The new
standards of competitiveness do not favor isolated en-
terprises, but those that can profit from the synergy of
strong creative networks. They do not favor static en-
terprises, but those that can constantly innovate.” The
networking of enterprises and the interplay of enter-
prises and institutions lead to the emergence of a “na-
tional system of innovation”. The formation of highly
competitive structures is based on “network building,
consensus building, focusing on results, decentraliza-
tion, continuous learning, continuous improvement ...
and, obviously, competition as an “ally” in restructur-
ing.” (Peres, 1988, p. 27).

As these modernization sequences have hitherto
been confined to “islands of efficiency”, “catch-up
modernization™ of the far from efficient business en-
vironment is essential if the sector is to develop sus-
tainable industrial competitiveness and consolidate its
world-market-oriented specialization. In the future all
concerned will need to make even greater efforis to
establish in the wood-processing industry a highly
competitive “technico-social system” (Esser, 1991b,
p. 44) that is capable of learning and feedback.

Networks 8 of enterprises and of enterprises and
institutions are appropriate in this context both at the
pre-competition stage (e.g. cooperation between sev-
eral enterprises and universities in basic research, co-
operation between the government and enterprises on
the specification of standards) and at the compelition
stage (e.g. technological cooperation among enter-
prises, joint marketing) (Teece, 1982). Network struc-
tures as an aliernative to the highly vertically
integrated enterprise that tries to subcontract as few
activities as possible are particularly appropriate;

- where complementary factors of production
can be supplemented and combined, thus enabling
costs to be reduced (e.g. ¢xchange of important
know-how on markets and technology; exchange of
engineers; joint marketing; additions to product ran-
ges);

— in sectors where R&D costs are particularly
high and “resource pooling” therefore becomes inter-
esting;

- in sectors where rapid changes in demand and
economic instability make heavy investment by the
individual enterprise to establish a secure competitive
position a very hazardous undertaking and risk-
sharing therefore makes better sense than it does in
growth segments (Dosi, 1988),

8 The term is cogently expounded by W.W. Powell (1990, p. 13):
“... in network modes of resource allocation, transaction occurs
neither through discrete exchanges nor by administrative fiat, but
through networks of Individeais or institutions engaged in reci-
procal, preferential, mutually supportive actions, Networks can
be complex: they involve neither the explicit criteria of the mar-
kets, nor the well organized routines of the hierarchy. A basic
assumption of network relationships is that the parties are mu-
tually dependent upon resources controlied by another, and that
there are gains to be had by the pooling of resources. In network
forms of resource allocatlon, individual units exist not by them-
selves, but in selation to other units. These relationships take
considerable efforts to establish and sustain, thus they constrain
both partners’ ability to adapt to changing circumstances. ...
Complementarity and accommodation are the cotner-stones of
successful production networks.”
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Many studies show that, as such network struc-
tures and joint learning processes call for fair con-
tracts between the partners and good personal
contacts (confidence), they go beyond what is other-
wise usual in market relations among entities engaged
in economic activities (Powell, 1990),

Policies restricied to the macro level are ob-

viously not enough to ensure the comprehensive

\Y%

modernization of national location and the emer-
gence of an industrial/technological environment.
On the other hand, the dynamic development of
the Chilean wood-processing industry also shows
that a stable, outward-oriented macro policy is in
itself capable of mobilizing considerable poten-
tial within enterprises for creativity, growth and
modernization.

The importance of old and new

export enterprises

1. The “model and catalytic function” of small
and medium-sized exporters

The structural change that has occurred since the mid-
1980s has led to the emergence of a growing number
of small and medium-sized enterprises which are now
competitive. They paved the way for a second export
phase, which began with the export of processed
wood products. Until the late 1980s, the large enter-
prises in the sector concentrated on the export of pri-
mary goods and sawn timber and made little attempt
to industrialize. The efforts made by the large enter-
prises to modernize should not be underestimated,
however: for one thing, they have now attained an
international level in primary goods and sawn timber;
for another, the new investments some enterprises are
now beginning to make and their plans for industrial
projects indicate that they are likely to be responsible
for the bulk of investment in the processing of timber
in the future.

The new small and medium-sized exportets
(with export earnings from about US$300 000 to
US$7 million) are of secondary importance when
viewed in purely quantitative terms (contribution to
foreign exchange revenues, etc.). Nonetheless, they
have shown that:

— even small and medium-sized enterprises are
capable of integrating into the world economy, and

— they are capable of doing so with exports of
manufactures, which not even the large enterprises
had previously been able to achieve.

This trend has multiplier effects:

— In recent years the small and medium-sized
enterprises have modernized their plants extensively,

penetrated markets and accumulated export know-
how, without being able to make large profits during
this start-up phase. Past learning processes and invest-
ments are only now beginning to translate into econ-
omically visible results;

- Both existing enierprises and new investors are
being guided by the successes of the pioneering ex-
porters (imitation effect) and are overcoming their
fear of international competition. The large enter-
prises are being joined by a rapidly modernizing
“substructure” of small and medium-sized enter-
prises;

— Although a sound sectoral environment has yet
to emerge, the enterprises that are modernizing and
the new investors can now take advantage of the ex-
perience (partly institutionalized in ASIMAD and
ASUN, for example) of the “pioneering exporters”.
This is facilitating and accelerating learning pro-
CESSES;

- Not even the investment decisions of the large
enterprises are likely to be completely unaffected by
the success of the small and medium-sized enterprises
in industrialization. Cracks can now be seen in the
still widespread dogma that the further the Chilean
forest industries sector removes itself from static cost
advantages (cheap timber, low wages), the less com-
petitive it will become.

Nevertheless, the outlook for small and medium-
sized enterprises is still far from idyllic: export enter-
prises that are now small by international standards
must grow to an internationally typical size in the
future.
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2. The “new” type of entrepreneur

Growing world market orientation has helped to
produce a broader stratum of businessmen and a
“new type of entrepreneur”. Unlike their counterparts
in other Latin American countries, Chilean entre-
preneurs (including those in the sector of small and
medium-sized enterprises) have overcome their fear
of international competition and made considerable
ptogress in such ar¢as as management, quality re-
quirements, marketing and punctuality of deliveries,
Nonetheless, the “new entrepreneurs” are not yet
{on the whole) advocates of an integral, comprehens-
ive modernization project. Their priorities do not
include investment in human capital, the modern-
ization of labour-management relations or techno-
logical innovation. Chile does not have the industrial
and craft (raditions and inclinations that charac-
terize the European or even the East Asian enterprise
culture.

The dynamic Chilean entrepreneurs have so far
been particularly neglectful of the primacy of tech-
nology, technological competence and the organiza-
tion of work as determinants of sustainable

VI

competitiveness, and of the fundamental importance
of the productivity of labour as an indicator of econ-
omic efficiency. They often focus their attention less
on changes in their enterprises and the improvement
of existing products and the development of new ones
than on “the market”, exchange rate trends, and price
fluctuations in their market segment. They are thus
more interested in safeguarding existing competitive
advantages than in creating new ones (reactive rather
than active behaviour). They have accepted the world
market as a frame of reference, but continue to take a
very static view of competitiveness (“We do what the
market requires”).

It is not surprising in these circumstances that,
while viable marketing structures have emerged, en-
trepreneurs have made little effort to join forces with
a view to improving the technological infrastructure
and the training system. Studies of international com-
petitiveness stress the importance of entrepreneurial
attitudes towards product development and especially
of technical progressiveness as major determi-
nants in the development of competitive advantages
(Schlegelmilch, 1988). Chile still has some catching
up to do in this respect.

The relationship between entrepreneurs

(or their organizations) and trade unions.

The socio-political dimension of competitiveness

The competitiveness of the forest industries sec-
tor is not, in the final analysis, determined solely
at the sectoral level: economic development is al-
ways a politico-social process.

A marked feeling of distrust between entrepre-
neurs and trade unions, the entrepreneurs’ reserva-
tions about (democratic) government and the fear of
great social pressure from the trade unions regarding
income distribution -after almost two decades of
military dictatorship— seemed 10 impose serious re-
strictions on the formulation of an economic policy
acceptable to society as a whole after the coalition of
Christian Democrats and Socialists took power in
March 1990. As the change was made from authori-
tarian to democratic government, it was widely feared
that —given the backlog of social demands from the

lower and middle classes- the consolidation of econ-
omic development might be neglected, at least for a
time. Our surveys of the forest industries sector and
its environment qualify the validity of these scenarios,
however. There is a political consensus between the
government coalition, the employers’ assoclations and
the trade unions that:

— Chile’s economic development will continue to
be based on world market orientation;

— a sustainably viable social policy is not simply
a question of redistribution (zero sum game): it must
also be compatible with the couniry’s economic de-
velopment;

— the return to democracy is important in itself
and must be defended whatever economic and social
Crises may OCCur.
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‘This basic consensus undetlies the reorientation
of the actors involved in the process of de-
mocratization and gives the Economics Ministry
more freedom to pursue active strategies aimed at im-
proving the competitiveness of the economy, with the
participation of all concerned.

1. The trade unions

Not least because they are aware of the catasiro-
phic situation in other Latin American countries, the
trade unions have accepted that there can be no
going back to the conditions of the 1960s and the
inward-oriented model. They support the goals of
world market orientation and an improvement in
the country’s competitiveness and are prepared to
join productivity alliances. in which the object is
both to ensure a high rate of investment and to
increase the scope for real wage increases, while at
the same time pursuing an active social policy to
alleviate absolute poverty. Union activities are, more-
ovet, no longer focused solely on wage rises, as they
were in the 1960s, but increasingly on job security,
health policy, training opportunities, pollution at
the workplace, etc.: that is to say, in more general
terms, on improved working and living conditions
and also the overdue modemization of enterprises
in these respects. The unions were probably
prompted to change their attitude partly by the
higher wages the more up-to-date exporting en-
terprises are normally able to pay (because of in-
creases in productivity) and the better working
conditions they offer compared with the traditional,
undynamic inward-oriented enterprises, It must be
borne in mind that after almost twenty years of
military  dictatorship the development of trade
unions capable of taking action and asserting their
interests against the well-organized enterprises is a
medium-term project.

2. The entrepreneurs (and their organizations)

The entreprencurs and their organizations are
aware that they must come to terms with democracy,
that a return to authoritarian government is very un-
likely, and that they have no alternative but to accept
the democratic parties and the trade unions.
They do not therefore engage in active opposition to
the government, even though, before the referen-
dum on the continuation or termination of the dicta-
torship, they were very much in favour of Pinochet

staying in power. Most of the “new entrepre-
neurs” have no fixed political home, but they are
guided by the philosophy of the Chicago school.
The fixed point in their ideologically influenced
thinking is “the market”, which they consider as the
best and most obvious means for determining re-
source allocation and industrial relations, for solving
the problems of the education and health sectors,
and cven for preventing environmental degrada-
tion. The “new entrepreneurs” see themselves as the
protagonists of economic change, a task which tended
to be assigned to the government until the mid-
1970s, in line with the views of the entrepreneurs of
the time. The new entrepreneurs, however, feel com-
pletely independent of government and regard them-
selves as being at least its equal as negotiating
partners.

Orientation towards the world market has un-
doubtedly led to the “modernization of entrepre-
neurial awareness” both economically and in terms
of culture and policy. Compared with their counter-
parts in other Latin American countries, Chilean en-
trepreneurs now have a far less pronounced subsidy-
and rent-seeking mentality, and not even small and
medium-sized entrepreneurs are afraid of interna-
tional competition. Most are also well aware from
their business trips, visits to trade fairs and inspec-
tions of plants in Western democratic countries
that they derived considerable profit margins from
Chilean “capitalismo salvaje” and the accompanying
authoritarian suppression of trade unions and demo-
cratic parties. This awareness may be at the root of
the marked pragmatism and realism that characterizes
the attempts being made by the entrepreneurs’
associations to define their place in democratic so-
ciety. The divergent views of different associations
of this type and individual entrepreneurs on the
trade union question, collective bargaining and the
right to work and sirike show that there is as yet
no definite commitment to a model of industrial
relations which employers take as their guide. Con-
siderable interest is therefore being shown in the
experience of various democratic countries.

Clearly, the entrepreneurs’ associations are also
actively redefining their societal attitudes, and after
two years of the new government and an initial period
of deep suspicion of its intentions (a Socialist as
Economics Minister was seen by most entreprencurs
as a definitc menace) enterprises are now more will-
ing to talk to the government and trade unions,
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3. Social cooperation

To summarize the attitudes and changes of view of
the social actors and their search for orderly means of
settling conflicts within the framework of a growing
basic consensus, it can be said that all concerned are
showing a considerable degree of flexibility and will-
ingness to compromise. The existence of the basic
consensus outlined earlier and the acceptance of fun-
damental social rules do not mean that political, so-
cial and economic conflicts will no longer occur in
the future. The participants have, however, agreed on
the new contours of a “socio-economic corridot”
within which future conflicts will be settled. All sec-
tions of society are thus pursuing a common aim
which will enable them to pool their potential
for creativity and combine their forces, strengthen

VII

Conclusions

the national capacity for transformation, and support
the government’s ability to establish policies and
strategies.

Seen through Western European eyes, this meet-
ing of minds on the foundations for the development
of society may seem banal, but it is significant when
Chile is compared with other Latin American coun-
tries, where this basic consensus has yet to emerge, It
encourages the formulation of a longer-term develop-
ment strategy geared to macroeconomic needs and the
expansion of the social, political and ecological
dimension of the world-market-oriented development
model. In Chile there is thus the prospect of the de-
velopment of a vision of future change, whereas other
countries of Latin America tend to be characterized
by manifestations of social decay, political polariza-
tion and paralyzation of the State apparatus.

“Competitive advantage is created and sustained through a highly localized
process. Differences in national economic structures, values, cultures,
institutions, and histories contribute profoundly to competitive success.
The role of the home nation seems to be as strong or stronger than ever,
While globalization of competition might appear to make the nation less
important, instead it seems to make it more so. ... The home nation takes on
growing significance because it is the source of the skill and technology
that underpin competitive advantages,”

(M. Porter, The Competitive Advantage of Nations, 1990, p. 19)

it has become clear that making the transition from
the “easy phase of export orientation™ to the goal of
“competition-oriented industrialization” and develo-
ping competitive advantages is not a linear, quasi-
automatic process, but depends on lengthy -though
optimizable— entreprencurial and social processes of
searching and learning, institution-building and the
emergence of national technological competence. The
Chilean wood-processing indusiry is still at the begin-
ning of this process. In view of the profound structu-
ral change that has occurred since the mid-1980s,
however, there is room for optimism. The continua-
tion of the export-oriented growth strategy is based on
stable, transparent macro policies and “clear rules of
the game” for those engaged in economic activities.
Policics relating specifically to the wood-processing
industry (meso level) are also needed to help it over-
come its structural problems.

It will be appreciated that there is a need to
strengthen a sectoral environment in which the enter-
prises compete, but also complement each other and
cooperate at the pre-competition stage (cooperative
competition) in order to create a sectoral structure
which is efficient and capable of learning and adapt-
ing (systemic competitiveness). We thus agree with
the conclusion drawn by Hubert Schmitz in his ana-
lysis of processes of modernization of small and me-
dium-sized enterprises that “the issue is not whether
small enterprises have growth and employment
potential, but under what conditions” (Schmitz, 1990,
p- 13). Views differ on the importance to be attached
to the wvarious determinants of modernization.
Schmitz’s analyses suggest that “collective efficiency” is
essential for the successful modernization of small and
medium-sized enterprises and that modernization at the
enterprise Ievel can be virtually derived from this.
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1. Industrial policies at the sectoral ievei

Structural policies, based on a suitable set of instru-
ments, could strengthen the sectoral environment and
improve the systemic competitiveness of the forest
industries sector in the following respects:

— Training: The level of training of many wor-
kers, especially in small and medium-sized enter-
prises, is low. As the existing inter-company training
centres have been neglected in recent years, they are
no match for the new requirements. The development
of a modern training system is urgently needed if the
sector is to press ahead with technological and organ-
izational modernization. This calls for close cooper-
ation between government, enterprises and trade
unjons.

= Technology: Small and medium-sized produ-
cers, in particular, lack such production-related ser-
vices as facilities for the drying and impregnation of
timber, and maintenance, repair, planning and instal-
lation services for equipment and machinery. These
shortcomings could be overcome by installing techni-
cal service and information centres in the wood-
processing regions to provide such services and to
advise entrepreneurs on technical and organizational
matters.

— Information networks: Few enterprises have
sufficient knowledge of export matkeis and of recent
technological advances. The creation of open in-
formation structures is therefore essential. An agency
assisted with public funds but run by entrepreneurs’
associations might, for example, collect, file and com-
puterize information on markets, prices, environ-
mental protection standards and new trends in the
international timber markets by carefully studying the
relevant international press and the universally ac-
cessible electronic sources of information and make it
available to interested enterprises as a setvice. The
flexible forms of cooperation among successful small
enterprises in the “third Italy” might be taken as a
model for this (Pyke et al., 1990).

— Promotion of the establishment of small and
medium-sized enterprises: The entry into the market
of new, young enterprises in sectors where value
added is higher is important for the dynamism of the
sector’s industrialization. New small and medium-
sized enterprises, however, often have difficulty ob-
taining venture capital for the start-up phase, during
which they can expect to have little or no revenue.
They are likely to make profits only when they have
become established in the market. Private banks

prefer to become involved with young enterprises
only when the start-up phase has been completed,
whereupon their value can be expected to rise sharply.
The Economics Ministry might set up guarantee
funds to minimize the difficulties initially en-
countered by promising enterprises of this type.
Other approaches to promoting innovative small and
medivm-sized enterprises could include the granting
of tax concessions for enterprises investing in R&D
or undertaking industrial research with other enter-
prises at the pre-competition stage,

— Protection of resources: Ecologically irrespon-
sible overuse of forests and land must be prevented,
and the preservation of the several million hectares of
Chilean rain forest —the only such ecosystem in the
moderate southern latitudes— should be ensured by
legislation on protection and use. The democratic
government is in the process of amending the Fore-
siry Act to this end. Conirary to short-sighted views,
ecologically sustainable use of the natural forest,
together with the creation of nature conservancy areas
and the expansion of environmentally less harmful
plantation agriculture, would be a majot competitive
factor for the Chilean woodworking industry in view
of the growing interational awareness of the envi-
ronment. This would require clear legislation and ef-
fective supervisory institutions and instruments.

2. A new approach in industrial policy

Qur study suggests that the development of competi-
tive factors very much depends on the ability of enter-
prises to modernize, for which institutional or
inter-company networks are no substitute, It is the
already dynamic enterprises which are capable not
only of increasing their own efficiency but also of
tapping further potential for rationalization through
the inter-company division of labour and institutional
networking. “Collective efficiency” thus occurs only
if there is potential for modernization in the enter-
prises. As a rule, undynamic enterprises are not only
overextended by internal requirements but are also
unable to take much advantage of external offers and
development potential (e.g. R&D funds, complemen-
tary opportunities for specialization).

This means that government or public institutions
cannot by themselves create competitive structures,
this being essentially a task for the enterprises them-
selves. However, public institutions can and certainly
should make a crucial contribution to promoting the
modemization potential of enterprises and backing
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technological and organizational innovation and
leamming processes through appropriate  policies
(Messner et al, 1992). Chesnais is therefore right when
he says: “Government assistance in the strengthening of
forms of co-ordination and co-operation previously
identified by enterprises, notably small and medium en-
terprises, may lead to a development of externalities on
which competitiveness can bulld and an expansion of
the total ‘system’ within which industrial and techno-
logical learning processes take place” (Chesnais, 1988,
p. 120).

The concept of “systemic/structural competitive-
ness” is first and foremost a model that is opposed to
simplistic market ideologies. Howevet, it also implies
a criticism of excessively Statist planning approaches.
In Chile as elsewhere the impending modernization of
the economy cannot be a State technocratic act. Un-
like classical Keynesianism, which concentrated pri-
marily on demand-oriented macro policies, the
emphasis of the structural policies needed to improve
the indusirial location and the supply conditions of
enterprises is on decentralized decision-making struc-
tures, In the industrialized countries, industrial policy
is pursued more at the regional and local level than at
the national level.

Experience in industrialized countries (e.g, the
Federal Republic of Germany) shows that regional
industrial policy is no longer based solely (or is based
less and less) on the classical means of intervention
—i.e., legislation (trade policy and import bans, for
example) and money (subsidies, promotional funds)—
but is complemented by such consensus-oriented
“soft guidance instruments” (Krumbein, 1991, p. 41
and Klbnne et al., 1991) as the flow of information,
petsuasion, pooling the know-how of various actots,
integration of interests, and the adoption of agreed
procedures.

The growing importance of “soft guidance instru-
ments” and the increasing relevance of efficient chan-
nels of communication between major social groups,
institutions and organizations is revealed by the “re-
gional conferences” that have been set up in some of
the States of the Federal Republic of Germany, espe-
cially in crisis-hit ar¢as whete comprehensive restruc-
turing is about to begin (e.g. Notth Rhine-Westphalia)
(Jurgens and Krumbein, 1991). The government acts
as a broker, “facilitating the blending of abilities and
promoting structural networking™ (Aubert, 1992, p. 5).
Many of those involved are trying to agree on future
development prospects, to identify bottlenecks in the
process of modernization, to anticipate (ecological

and social) modemization costs with a view to reduc-
ing them, and so to establish guidelines for political
and entrepreneurial decisions. Socio-economic net-
works embracing entrepreneurs’ organizations, trade
unions, associations, local administrations, institutes
of technology and universities are emerging in the
regions. They occupy a position in between the gov-
emment and the market {meso level), formulate vi-
sions —or, to put it more pragmatically, scenarios— of
regional development, prepare strategic decisions of
principle, and make possible non-Statist political
control of economic restructuring programmes and
the active and anticipatory shaping of structures.
W. Hillebrand explains why such control of market
processes is necessary:

“Countries which fail to develop a strategic per-
spective as the guide for corporate and government
action and largely rely on spontaneous, ad hoc reac-
tions and processes of trial and etror underestimate in
particular:

— the importance of the timely and resolute de-
velopment of physical and above all non-physical in-
frastructure for the international competitiveness of
enterprises;

— the time it takes 10 develop the main determi-
nants of international competitiveness (human capital
and technological infrastructure), and

— the adverse effects which uncertainty and risks
have on aggressive corporate strategies” (Hillebrand,
1991, p. 185)

These new approaches to industrial and technol-
ogy policy differ significantly from “hierarchical, ex-
cessively Statist control concepts” and require social
actors who are efficient and capable of compromi-
sing, learning and transformation (Messner, 1992). In
Chile this process of institution-building and the ac-
tive shaping of structures to improve the economy’s
“systemic compeltitiveness” is still very much in its
infancy. The direction te be taken, however, has been
mapped out: “Although it sounds like some bureau-
cratic council with a lot of institutions, a successful
national system of innovation is more a set of beha-
viour patierns harmonizing public and private organ-
izations towards a common national goal. It involves
deliberate consensus building to define a develop-
ment strategy and move towards it, as well as deliber-
ate construction of appropriate institutions Lo promote
innovations and steer structural change and to syste-
matically increase structural competitiveness” (Peres,
1988, p. 27).
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