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SUMMARY

The aim of this paper is to present—in a concise and reader-friendly form—the range of
technical cooperation services offered by UNIDO under the banner of industrial policies
and strategies. Industrial policy is the cement which holds together the various actions
needed to raise productivity and drive industrial development forward. It creates syner-
gies with other industry-relevant actions and activities and so generates greater returns
than ad hoc interventions. It can be argued that the way in which a country manages its
industrial policy is the most crucial element of its industrial development. No matter how
innovative and effective an action at the subsector or micro level is, without the backing
of appropriate industrial policy, that action will not have the optimal impact and, at worst,
may fail altogether.

Nonetheless, the content of industrial policy is not uniform and cannot be automatically
replicated from country to country. Hence, technical assistance in this area is usually tailor-
made according to the individual needs of the country in question. Over the last 50 years,
industrial policy has had many faces, from prescriptive master plans in the 1960s, to more
indicative guidelines in the 1970s, turning to a more analytical approach in the 1980s and
then, in the 1990s, to the emergence of interactive policy-making achieved through
consensus of the public and private sectors. UNIDO has kept pace with these develop-
ments, adjusting its advisory services on policies and strategies accordingly. Policy makers
in developing countries and economies in transition are, for example, facing severe
constraints in areas such as knowledge, skills, technology and organization techniques,
despite the major advances in the diffusion of information. One way for countries to
respond to the challenge is to seek outside assistance from bilateral and multilateral
institutions and, in the case of industry, from UNIDO.

UNIDO’s range of services in industrial policy and strategies breaks down into four broad
categories, with a fifth type of service operating essentially at the in-house level. First comes
policy-related economic analysis covering activities such as competitiveness analyses, the
setting up of knowledge banks and design of best practices and benchmarking systems,
all vital elements in the struggle to boost productivity. The dynamic nature of industrializa-
tion necessitates sustained and continuous actions at policy level. UNIDO will help with
setting up computer-based systems in order, for example, to track domestic manufacturing
performance and to measure it against a group of peer and competitor nations. Assistance
is also given in establishing industrial policy knowledge units which will constantly review,
monitor and update relevant information, making it available to all the actors in the
industrial sector.

The second category of services covers formulation of policies and strategies which may
be requested at the industry-wide—or holistic—level or specifically for the SME sector.
Policy formulation can range from a very comprehensive exercise, perhaps drawing up a
20 year “vision” of how industry should evolve through medium-term industrial strategies
designed to help the insertion of national industry into the global economy over a number
of years to short-term help, perhaps in the form of a paper on one specific phenomenon




such as the impact on industry of joining a regional trade arrangement. In the case of the
SME sector, a coherent SME policy framework constitutes an integral component of over-
all policy. It is also often important to ensure that a clear responsibility for SME policy is
designated within government structures as well as ensuring the participation of SME rep-
resentative organizations.

The third category of services covers policy implementation. Traditionally—and under-
standably—governments have preferred to carry out implementation themselves even if
they have first called on outside assistance in design and formulation. But even the best
thought-out policy can prove painstakingly difficult to put into practice and some coun-
tries are now seeking advice and assistance at the implementation stage. Public-private
partnerships are also becoming a sine qua non of successful policy-making and imple-
mentation and UNIDO has been active in helping to set up such mechanisms, not only at
national but also at local level. However, the success of a public-private partnership is
dependent, to a large extent, on the strength of the institutions which service that mech-
anism, both public and private. Consequently, institutional capacity-building is another
important feature of these technical cooperation services.

The task of policy makers does not stop at implementation; hence, UNIDQ’s fourth category
of services—policy monitoring and assessment. The dynamic nature of industrial competi-
tiveness makes it more essential than ever for stakeholders to monitor continuously the
progress of strategies and policies and to measure their performance against that of regio-
nal neighbours, other developing countries and industrialized nations. This is an exercise
in “learning by monitoring” in order to fine tune and improve strategies. Although many
countries prefer to keep monitoring essentially as a task for national execution, UNIDO can
help in designing mechanisms for that policy monitoring as well as in carrying out policy
impact assessments before, after or during the implementation phase. If used early enough,
an impact assessment can help policy makers to think through the consequences of policy
proposals. It can improve the quality of policy advice to government and can encourage
more informed public debate on policy issues. Perhaps most importantly, an impact assess-
ment can summarize the lessons learned from design and implementation and its findings
can be made good use of in future policy formulation and implementation.

Finally, UNIDO’s industrial policy and strategy work plays a unique role inside the
Organization. It is the only technical service to analyse and work at the level of industry
as a whole and thus occupies a special niche in helping to lay solid foundations for the
development of Integrated Programmes and Country Service Frameworks. This paper draws
on UNIDO’s extensive experience in industrial policy and strategies to present a number
of case studies of technical cooperation within each category and throughout all regions
of the developing world and economies in transition.



INTRODUCTION

UNIDO has been active in the field of industrial
policies and strategies—in their many shapes
and sizes—throughout the Organization’s long
existence. During that time it has served govern-
ments whose policy-making was based on master
plans, with little attention paid to the needs and
wishes of the private sector, through to the first
tentative steps towards collaboration with the
private sector in policy formulation, and into an
era in which public-private partnerships are
considered a sine qua non in policy design and
implementation.

Following a period of quasi neglect at the end of
the last century, industrial policy practitioners are
much heartened, in the 21st century, to see a grow-
ing recognition of the importance of industrial
policies and strategies in laying the foundations
for and ensuring the continuity of sustainable

WHAT 1S INDUSTRIAL POLICY?

Whilst industrial policy is essentially a generic
term, the varying—and sometimes opposing—inter-
pretations of such policy have frequently engen-
dered heated debate. For industrial policy is, in
essence, merely a subset of a government’s over-
all economic policy which, in turn, depends on the
political complexion of the government in power.
Thus industrial policy is merely the instrument
through which government seeks to attain specific
objectives for national industry, the economy and
the nation as a whole. And often industrial policy
will go beyond the realm of economics, embracing
social and environmental objectives as well.

It might be assumed that the globalization of the
world economy has simplified and reduced the
role of the industrial policy maker. The reality,

development. Industrial policy, whether in the form
of a long-term vision, a medium-term blue-print, or
a short-term strategy is the cement which holds
together the various actions needed to raise pro-
ductivity levels and to drive industrial development
forward. A well-thought out and balanced indus-
trial policy creates synergies with other industry-
relevant actions and activities and so generates
greater social and economic returns than a series
of ad hoc individual actions—on the part of either
the public or private sector, or jointly.

This paper seeks to present a definition of indus-
trial policy, a rationale for the design and use of
industrial policies by developing countries and
economies in transition and, having provided a
rationale for UNIDO’s involvement, outlines the
various types of technical assistance provided by
the Organization in this sphere.

however, is otherwise. This is particularly so in the
case of developing nations, who must struggle
constantly to adapt and update their existing poli-
cies and devise new ones to keep pace with the
dynamics of global economic, environmental and
social trends. Although nations now find them-
selves furnished with “ready-made” global poli-
cies, such as the World Trade Organization’s trade
rules and environmental agreements such as the
Montreal Protocol, this does not mean that the
task of policy makers has become easier. In prac-
tice, one set of policy tools available to nation
states prior to globalization—such as tariff walls,
subsidies to infant—and even mature—industries
and the granting of monopolies—has merely given
way to another set of policy tools, such as instru-
ments for technology transfer, the attraction of




foreign investment and for skills upgrading. These
new policies are often far more complex than the
former ones and they grow ever mare so in the
face of dynamic changes in the world economy.

Against this background, industrial policy in the
21st century is called upon to span a wide range
of issues including enhanced productivity, indus-
trial efficiency and competitiveness, industrial
regeneration and expansion and the creation
of employment opportunities. It may encompass
competition policy, regional development, meas-
ures for technology acquisition and transfer,
investment and export promotion, innovation,

THE INDUSTRIAL POLICY DEBATE

The years following Independence in many devel-
oping countries were marked by a generally inter-
ventionist attitude on the part of government.
In the case of industry, many countries drew up
industrial master plans. These were typically
based on a series of sectoral studies, which pro-
vided a highly technical map of the manufacturing
industry and its development prospects. The road
to industrialization was often seen as based on
import substitution, protectionism and high tariff
walls nurturing an (often state-owned) industry
- domestic

which  would cater

markets. The issues of competitiveness, foreign

primarily to

investment and private sector development in
general were hardly touched upon.

Towards the end of the 1980s, these authoritarian
master plans took on a more indicative tone and
began to serve more of an analytical than pre-
scriptive purpose. This was the era of external
debt crises and the introduction of Structural
Adjustment Programmes. As government spend-

ing was curbed either voluntarily or involuntarily,

so government scope for wide-scale intervention,
both as a producer of industrial goods and an
investor in the industrial sector, was also reined

human resource development, investment and
trade policies and schemes for small business
including financial assistance. Industrial policy
is vital for it is the steering wheel of the indus-
trial engine. The driver—whether the public, the
public/private, or (occasionally) the private
sector—is free to choose the direction in which the
wheel should turn but may choose to seek advice
on driving technigues. This is where UNIDO and its
policy advisory services come into the picture.

Before reviewing UNIDQO’s policy-related services,
it may be useful to review the recent trajectory of
industrial policy.

in. Hence, the space was created for the private
sector to come to the fore in industrial activity.

In the second half of the 1990s, a further shift
saw the private sector not only invited to take part
in the implementation of industrial policy but to
participate actively in its formulation. Moreover,
policy, including the strategies with which to
achieve policy objectives, was no longer seen as
a one-off action. Mechanisms for consultation and
consensus building between the public and pri-
vate sectors were established, with government
and industry agreeing on common objectives and
joint strategies. The concept of actively monitor-
ing and managing policy implementation also
gained recognition.

The next step was to refine the tools and method-
ologies used to guide policy makers in their
assessment of private sector needs and expecta-
tions and to support interactive policy formulation
intended to create a better business environment
for private entrepreneurs. Indeed, from authorita-
rian, then indicative, and later interactive, indus-
trial policy making today has become responsive
to market signals.



In a wider global context, the start of the 21st
century has seen a near-universal acceptance of
the market economy in which price determines
the allocation of resources and output and in
which most of the means of production are
privately owned. The removal of internal and
external distortions and, in particular, of trade
barriers and tariffs has greatly accelerated the
phenomenon of globalization and, thus, the expo-
sure of developing and transition economies to
more rapidly and freely moving flows of goods,
services and capital.

In the industrial sector, the old concept of static
comparative advantage determined largely by
endowments of natural resources has diminished
in importance as technology and intangible
assets, such as human capital—and knowledge in
particular—innovation, organization and intellec-
tual property grow in importance in their contri-
bution to manufacturing value and enhanced
productivity. At the same time, pressures have
increased from civil society to consider the qual-
itative aspects of economic growth, such as the
environment and labour conditions.

THE CORNSTRAINTS FACING POLICY MARERS
IN DEVELORPING AND TRARNSITIORN ECONOMIES

The less developed an economy, the more likely
a country is to suffer from misallocation of
resources. Market forces alone are unlikely to
correct these failures automatically and appro-
priate policies can help to improve the allocation
of scarce resources although governments face
several constraints in designing and implement-
ing policies to overcome this problem. Industrial
policy makers are confronted with constraints on
three broad levels:

o Knowledge

Policy design and implementation calls for a
large amount of data and the constant moni-
toring of internal and external variables and
trends. The policy maker in a developing coun-
try typically has to operate on the basis of
incomplete and/or inaccurate data and of
imperfect information.

o Skills
Globalization has greatly expanded the range
of skills needed by industrial policy makers
and has made the mastery of advanced ana-
lytical skills increasingly important. Many

developing countries have been unable to
keep pace with such advances and, thus, are
falling increasingly behind.

o Organization

Market-based economies are driven essen-
tially by the price mechanism and economic
growth stems from a large number of inde-
pendent initiatives (unlike the former centrally
planned economies). This means that the
design and implementation of effective poli-
cies involves a much wider range of organiza-
tional capacities than was formerly the case.
For example, privatization programmes call for
new modes of organization with a clear sepa-
ration between the running of the privatized
enterprises and the regulatory environment in
which they operate—hence the need for a
broader range of organizational skills.

One way in which governments can overcome
these constraints is to call on technical assistance
from bilateral and multilateral institutions and, in
the case of industry, on UNIDO.
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THE RATIONALE FOR UNIDO’S INVOLVEMENT

The rationale for UNIDO’s provision of technical
cooperation in the field of industrial policy and
strategy has been presented in detail elsewhere.:
The basic argument is four-fold and runs as
follows:

o Industry generates employment and income
and so contributes to poverty alleviation
and higher living standards in developing
countries and transition economies. It also
has spillover effects, such as the creation
of demand for industry-related services from
other sectors of the economy, and it con-
tributes to economic output and social devel-
opment in general through the creation of
higher labour productivity and a skilled human
capital base.

o Whilst manufacturing activity in a market
economy is driven essentially by the private
sector, it does not necessarily follow that
government has no role to play in industry-
related policies and strategies. Devéloping
countries and transition economies are likely
to suffer from wide-ranging market and insti-
tutional failures, thus justifying comprehen-
sive policy support.?2 When the market fails to
generate an appropriate response to the
needs of the industrial sector—for example,
the private sector is unlikely to create suffi-
cient training institutes to cater for specific
skills needed by industry—then government
must try to fill this vacuum by designing and
providing appropriate response mechanisms,
sometimes in the form of public goods.
Even where there are no market failures, it
may be appropriate for government to devise
interventions—in the form of policies and
strategies—designed to further broader social
objectives, such as poverty reduction,

improved income distribution and respect of
the environment. Nonetheless, it is essential
that these government-led interventions are
complementary—and not contradictory—to the
overall economic framework.

o The fight against poverty can only succeed if
productivity differentials between countries
are narrowed through the mobilization of
skills, knowledge, technology and informa-
tion. This is a pre-condition of equitable
development but calls for capacity in formu-
lating and implementing effective interven-
tions to stimulate productivity growth and to
ensure that productivity trends are constantly
monitored.

o Thus, developing countries need help in build-
ing new capacities at national level, including
capacities in the good design and manage-
ment of industrial policy. In this respect,
UNIDO has a competitive advantage, not only
through its long accumulation of knowledge
and experience of industrial policy throughout
the world but also because it is an impartial
body offering neutral advice.
Moreover, the systematic collection, analysis
and diffusion of policy experience has the
attributes of an international public good.
Consequently, the private sector will not
respond effectively to demand for this type of
information and services and it is only public,
non-profit making institutions such as UNIDO
who will be prepared to act as suppliers.

entirely

It can be argued that the way in which a country
manages its industrial policy is the most crucial
element in its industrial development. No matter
how innovative and effective an action at the sub-
sectoral level or micro level, without the backing
of appropriate industrial policy, that action will

‘Industry in Development—Why it matters—Wherefore it suffers—What it needs. UNIDO, September 1999.
2Industrial Development Report 2002/2003, Competing through innovation and learning, UNIDO, july 2002.



not have the optimal impact and, at worst, may
fail altogether. Thus the provision of industrial
policy-related services by UNIDO ensures that
other technical cooperation (TC) activities gener-
ate greater returns, in social and economic terms,
for the client country, as well as greater returns in
financial and social terms for the donors.

Internally, a similar argument applies. As most of
UNIDO’s TC programmes are implemented in the
framework of its eight service modules, industrial
policy services have a crucial role to play in pro-

viding the overall cohesion of the programme and
its complementarity with national economic
policy, particularly at the design stage. Without
the cement of an industrial policy component, a
TC programme may, in the extreme, end up advo-
cating contradictory and incompatible types of
intervention at the subsectoral and micro levels.
It may also miss out on the synergy and
economies of scale to be gained through a holis-
tic approach in which industrial policy services
play a catalysing and coordinating role.

UNIDO’S RANGE OF INDUSTRIAL POLICY-RELATED SERVICES

These services break down into broad categories
of policy-related economic analysis, direct policy
advice, capacity-building at the institutional level
(public and private sectors), facilitating the estab-
lishment of public-private partnerships, and an
“in-house” service of orienting programme activi-

ties to ensure better integration and, thus, greater
impact. A distinctive feature of this type of assis-
tance is that it is nearly always “tailor-made”.
Moreover, policy projects rarely involve extensive
provision of equipment, with the main inputs
being in the form of human know-how. This work
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is consequently highly labour-intensive. Many
projects are modest in terms of cost, involving
perhaps assistance in preparing a short paper on
industrial policy. Other projects are far more ambi-
tious and enduring, involving working closely with
ministries and the private sector over a number
of years as a fully comprehensive medium to
long-term industrial strategy is worked out and

put into operation. Whether short or long-term,
low cost or more expensive, it should be noted
that it is frequently policy-related work which
brings to light the need for downstream and per-
haps subsector specific TC such as the promotion
of clusters and networks of businesses, invest-
ment promotion, or agro-industrial technology
upgrading.

. [POLICY-RELATED ECONOMIC ANALYSIS

An essential prereqliisite of industrial policymak-
ing is a solid foundation of accurate and up-to-
date economic data and analyses with which to
orient formulation, implementation and monitor-
ing. In many developing countries, this is a par-
ticularly challenging task.

The level at which UNIDO starts work on economic
analysis will depend on various factors and,
above all, the existence and quality of industry-
related studies, analyses, statistics and data
banks. Reliable statistics are essential but
emphasis in the last decade or more on macro-
economic adjustment and stabilization means
that efforts in data collection and storage have
tended to focus on macro-economic data to the
detriment of the industrial sector. In transition
economies, earlier runs of figures based on a mar-
ket economy simply do not exist. Consequently, it
may be advisable to start by building a general
equilibrium model which can be used to demon-
strate the impact of market-related variables on a
projected trajectory for industry. Provided the
basic macro-economic data exist, an overall
review of industrial structure and performance will
be the starting point, followed by individual sec-
toral analyses.

Once a reliable picture of industry and its sub-
sectors has been established, most governments
are anxious to evaluate existing and potential
competitiveness. The competitive position of
industry, and of subsectors in particular, may

be measured in a number of different ways, rang-
ing from methodologies stemming from tradi-
tional neo-classical economics to methodologies
evolved far more recently and embracing a busi-
ness school approach.

One traditional—and popular—method of com-
petitiveness analysis is to measure a country’s
Revealed Comparative Advantage (RCA) in the
export of a specific product over time. If the coun-
try’s share of trade in that product has increased
at a more rapid pace than that of other producers,
then the country is assumed to have a com-
parative advantage in the product in question.
However, RCA is essentially a static measurement
and does not, for example, identify emerging
trends in factor productivity, a phenomenon
increasingly recognized as the crucial element of
industrial development. Moreover, RCA tells us
little about a product’s competitive position in the
domestic market as a country opens up its bor-
ders to imports of that same product. This is a
phenomenon of growing concern to developing
countries as they sign up to the World Trade
Organization and to large regional trading blocs.
Nor will RCA be the most appropriate competi-
tiveness measure in the case of a small economy
seeking to carve out a niche market in a particu-
lar product.

Indeed, the concept of comparative advantage in
the 21st century is far removed from its original
image determined mainly by endowments of



natural and human resources. The distinction is
further blurred by the phenomenon of global value
chains in which inputs are imported and re-
exported many times over before the final product
is exported or consumed directly in its end mar-
ket. Today, competitive advantages have as much
prominence as inherited comparative advantages.
Competitive advantages are generated through the
interaction of human resources, capital, skills and
knowledge since these are the factors which faci-
litate the steady accumulation of technological
capabilities and the ability to reproduce, improve
or create sophisticated manufacturing processes.
Strengthening and developing these capabilities is
a lengthy process in which government most cer-
tainly has a critical role—and thus a need for well
defined policies and strategies.

One ex ante variant for measuring competitive-
ness builds on a detailed survey of factor costs in
the client country and in relevant competitor
countries. This will involve locking at measures of
productivity, defined as MVA per worker, unit
labour costs, total factor productivity and making
inter-country comparisons of their evolution over
time. Major differences identified in relative fac-
tor costs then point to comparative and competi-
tive advantages. However, this is only one facet
of a reliable measurement since many other fac-
tors, including socio-economic variables, will
come into play, and the translation of factor cost
profiles into comparative advantages for a given
country is a highly complex exercise.

Measuring and comparing inward investment
flows, which are market-determined and therefore
up-to-date measures of a country’s attractiveness,
is similarly a helpful—but not exclusive—indicator
of competitiveness. Moreover, the mere existence
of investment in the industrial sector does not
guarantee industrial success, as demonstrated
by the large number of “white elephant” indus-
trial projects now lying abandoned and forgotten
throughout the developing world. An assessment
of a country’s ranking in the acquisition and
use of technology is another vital aspect of
competitiveness. Consequently, an analysis

should include data on the technology intensity
of industrial goods (from resource-based to
knowledge-based), the technology content of
imports, the significance of FDI in technology
acquisition and an indicator of technology devel-
opment systems and other mechanisms designed
to upgrade factors and enhance factor markets.
Industrial governance is another intangible factor
which undoubtedly influences competitiveness.
Universal recognition of this is such that gover-
nance indices, like those of the World Bank
and Transparency International, are now regularly
included in competitiveness assessments, parti-
cularly at country level. Consequently, a competi-
tiveness analysis should take into account the
level of a country’s industrial organization, as
demonstrated by the business environment,
regulatory framework, industry associations and
mechanisms for public-private consultations and
partnerships.

Thus, when asked for assistance in the complex
task of competitiveness analysis, UNIDO will first
work with the client to review a wide number of
approaches and to determine the most appropri-
ate methodology and scope of such an exercise.
Moreover, whilst a thorough analysis of the com-
petitive position is an advisable first step in the
formulation of policies and strategies, competi-
tiveness is a fast moving, dynamic phenomenon.
A “one-off” analysis will achieve very little unless
its findings are constantly reviewed and updated,
serving as input to the formulation of new poli-
cies and strategies and also as the substantive
justification for regular policy fine-tuning and
adjustment.

If national industrialization efforts are to succeed
and a country is to maintain its competitive edge,
then both government and the private sector need
access to the statistical and analytical tools with
which to inform major policy and strategy
decisions. Appropriate tools include computer-
based systems for tracking manufacturing
performances and the establishment of industrial
policy knowledge units and benchmarking

13
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systems. Recognizing this new and complex com-
petitiveness paradigm, UNIDO has recently devel-
oped a set of Competitive Industrial Performance
(CIP) indicators, based on dynamic variables and
incorporating features such as share of medium
and high-tech exports in manufactured exports
and the correlation between industrial perform-
ance measures and carbon dioxide emissions.
Originally developed as part of the Organization’s
research programme, the CIP index is now being
introduced as a component of policy-related
economic analysis TC services.

Working closely with UNIDO’s statistical services, a
user-friendly computer-based system can be set
up to track domestic manufacturing performance
and that of a group of peer and competitor nations
and can use the new CIP index as its base. This
system will bring together relevant trade statistics,
manufacturing and investment statistics and
design relevant breakdowns of the figures, includ-
ing productivity measurements. It will input
data on domestic prices and factor costs and
include a methodology for regular updating. Once
operational, data generated by the system can
be used as the basis for regular—probably
quarterly—abstracts of manufacturing performance
to be widely distributed to the manufacturing
sector and also abroad through, for example,

the country’s overseas investment offices or
commercial missions.

Keeping ahead of the competitiveness game
involves, however, more than just specific data
bases. Knowledge is now recognized as an essen-
tial tool for achieving competitiveness and the
challenge is all the greater in developing countries
despite the huge advances made through access
to the Internet. In this context, the relevant gov-
ernment ministry and/or professional association
will find it most helpful to establish an Industrial
Policy Knowledge Unit, which will have responsi-
bility for identifying economic and industrial
information sources, organizing and dissemi-
nating information, and presenting and distri-
buting those findings both internally and
externally. UNIDQO’s long and worldwide experi-
ence has enabled it to build up an extensive
knowledge bank of industrial policies and strate-
gies, as well as a unique network of contacts and
consultants with expertise in this field. This expe-
rience can be drawn on to help a dedicated indus-
trial policy knowledge unit to, for example,
establish an information bank on best practices
in competitor and more industrially advanced
countries and also to design systems for bench-
marking relevant competitor practices such as the
use of technology in manufacturing processes.

2, [FORMULATION OF POLICIES AND STRATEGIES

(a) Holistic policies and strategies

The opening up of the global economy over the
past two decades has made it increasingly diffi-
cult—and impractical—for a country to seek to “go
it alone” in its style of economic management and
in terms of macro-economic policy in particular.
On the one hand, this has led to a levelling of the
playing field yet, on the other, it means that effec-
tive policy design can no longer be carried out
in isolation but calls for wide-ranging knowledge
of policy experience throughout the world and

equally broad skills in policy formulation.
Moreover, the ever more complex nature of eco-
nomic development has expanded the range of
topics which come into play when formulating
industrial policy. The growing awareness of the
importance of productivity gains and technology
acquisition and transfer, for example, means that
industrial policy must include specific strategies
for achieving these objectives. Similarly, invest-
ment flows are an influencing factor, as are envi-
ronmental considerations. The wide spectrum of




expertise and knowledge implicit in industrial
development is one of the reasons why govern-
ments, and occasionally private sector institu-
tions, turn to UNIDO for assistance in policy
formulation.

Requests may be for comprehensive and substan-
tial (usually long-term) assistance in formulating
overall policy or may be short-term assignments
concerned with one specific aspect of industrial
policy. The techniques used may be equally
diverse—ranging from econometric modelling to
sending a world-renowned expert on a short field
assignment. Much will depend on the client

government’s macro-economic orientation. In the
mid-1990s, for example, Viet Nam decided to steer
its economy towards more market-oriented forces
whilst maintaining a firm emphasis on social devel-
opment and poverty alleviation. It turned to UNIDO
for help in drawing up a medium-term industrial
strategy which would ensure a gradual insertion of
its industry into the global economy over a number
of years. Other countries may already have a long-
term industrial vision and turn to UNIDO for short-
term help in designing strategies to address one
particular phenomenon, such as helping industry
to cope with the impact of membership of regional
or world trade arrangements.

VIET MAM: Smoeething the path of ceonemic transiomeation

Policy-related work in Viet Nam started in the second half of the 1990s with a large-scale
umbrella project known as the “Medium-Term Industry Strategy”. A wide range of donors,
including Sweden, Japan, UNDP, Republic of Korea, the Netherlands and UNIDO contributed
funds for the project. The counterpart was the Development Strategy Institute (DSI), a think
tank of the Ministry of Planning and Investment. The main aim of this three-year project was
to build capabilities to conceptualize, formulate and implement effective strategies for pub-
lic support to the industrial sector in the context of a “socially-oriented market economy”
emerging from 20 years of political isolation. A team of international experts (industrial and
trade economists, subsectoral specialists, and econometricians), worked directly with a
national team, comprising mainly DSI staff. The first step was to prepare an economic
overview to outline the premises on which the strategy would be based. One aspect of this
work was the building of an econometric model which highlighted the functioning of a mar-
ket economy, the interaction between markets, the leverage offered by policy instruments
such as tariffs and corporate taxation, and the inevitable trade-offs between policy objec-
tives. In a second phase, the project moved on to an industrial competitiveness review by
way of analyses of manufacturing performance in the electronics, food processing, mechan-
ical engineering, textiles and automotive subsectors. On the basis of this work, a Medium-
Term Industry Strategy Report was then drafted and discussed extensively with a wide range
of national and international experts, as well as being reviewed at a two-day seminar hosted
by the DSI. In recognition of the work done, UNIDO was subsequently invited—as the only
external agency—to contribute to the formulation of the “Socio-Economic Development
Strategy to the Year 2010”, a key policy document which was discussed during the Ninth
Party Congress in 2001 (the Congress gathers every five years to map out the broad policy
guidelines of the country). Technical assistance for this was mainly executed at national level
and funded by UNDP. UNIDO supported the preparation of the document in two ways: (a) by
providing the services of a science and technology policy expert in Hanoi and (b) through a
desk study produced by UNIDO staff drawing on their respective field experiences worldwide
in areas of direct relevance to the Vietnamese policy makers.
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The very different approaches to policy formula-
tion taken by mainstream economists and busi-
ness strategists further complicate the exercise.
Methodologies for policy design—once the exclu-
sive realm of government officials—have now
been extended to accommodate the views of

the private sector, and hence those of entre-
preneurs. The challenge is often to find a com-
promise between two fundamentally different
concepts—one based on traditional economic
theory versus one that is more consistent with

business management techniques.

NICARAGWA: Hellpiag o the vl of the gy

In the 1990s, Nicaragua’s industry was emerging from a very difficult period under the
Sandinista regime, during which a large proportion of private enterprises were expropriated
and industrial output contracted from around 15 per cent of Central America’s regional
output to barely 5 per cent. In addition, Hurricane Mitch hit the country in 1998 and the
Government was faced with a humanitarian crisis. With emphasis on macro-economic adjust-
ment and emergency measures, industrial policy was not among the government’s immedi-
ate priorities. Seeing this, the sector’s main professional body, the Cdmara de Industrias de
Nicaragua (CADIN), decided to channel its energies and ideas into an industrial policy paper
which it would present to government in a spirit of cooperation. In doing so, it sought the
assistance of UNIDO, via UNDP, which provided funding of around US$60,000. CADIN wanted
to move quickly, with a target of six months for completion of the paper. Working groups of
its members were set up to deal with various aspects of industrial policy, such as technology,
quality, standards and metrology, finance, and governance, and a national coordinator
worked on a regular basis with the Chamber. In addition, regional experts provided advice
and information on specific topics to the various groups and participated in workshops to
which government representatives were also invited. The experts’ knowledge of policy
experiences in many different countries in Latin America was of particular interest. One of
the central points to emerge from the paper was the need for continuous consultation
between the public and private sectors and for joint policy formulation. The paper was
presented to the government early in 2001 and marked the establishment of a new and much

closer working relationship between the public and private sectors.

UNIDO’s industrial policy team will work with a
team of nationals to put together a holistic indus-
trial policy covering a broad range of aspects,
including macro policy (such as fiscal and regu-
latory), strategies to increase productivity in the
industrial sector, governance, human resource
development, finance for industry, technology,
investment, environment, etc. Should the client
subsequently identify specific policy areas—such
as technology or environment—which need more
in-depth attention, the industrial policy team can
then hand over the baton to more specialized
UNIDO experts in these areas.

The impact of such “upstream” advisory services
in industrial policy is inevitably difficult to assess.
It is diffuse in its direct and indirect effects and
slow in trickling down into tangible results. Putting
policy recommendations into effect can be a long,
difficult and politically sensitive task. In transition
economies, in particular, support may exist in the
more progressive—often intermediate—levels of
government for policy recommendations which
would move the economy towards the free market
but which then remain blocked at more senior
levels where the vestiges of central planning men-
tality still remain. Even in countries with a fairly



substantial private sector, there may well be resist- reject new policy recommendations. Such reac-
ance from groups of private entrepreneurs who tions do not invalidate UNIDO’s work in industrial
have long benefited from protectionist measures policy; rather they underline the extremely com-
or monopolies and an attempt may be made to plex and challenging nature of the task.

NERPALs Meving ncustny with a for industrial competifiveness

With a per capita income of about US$250, Nepal is one of the poorest countries in the world.
Nearly half its population is estimated to live below the poverty line. There are large dis-
parities across income/consumption groups, between urban and rural areas, and within areas,
as well as across socio-ethnic groups. The economic challenge for Nepal is to fight its way
out of stagnation and move towards long-term sustainable development. Industrial develop-
ment will necessarily be one of its cornerstones.

In a project executed in 2001/2002, UNIDO provided a comprehensive set of recommenda-
tions for industrial development during the first two decades of the 2ist century. These
recommendations support the strategies of Nepal’'s Tenth Five-Year Plan, emphasising four
core issues: poverty alleviation, regional balance, gender equality and environmental health.
The analytical report prepared by UNIDO gave a thorough analysis of the industrial sector in
terms of macroeconomic environment, past and present performance, policies affecting indus-
try, infrastructure for industry, relevant government and non-government institutions, and the
international outlook. In addition, a nationwide sample survey of the manufacturing sector
was carried out to obtain an up-to-date snapshot of its characteristics and performance.

Turning to policy prescriptions, Nepal will be increasingly unable to rely on a regulatory
approach and policy tools used in the past to spur manufacturing growth by promoting a
narrow range of exports, such as carpets and garments, based on largely imported inputs,
and the use of tariffs and import restrictions to protect domestic firms. The changing inter-
national environment, which places pressure on all parties to liberalize trade and investment
regimes, calls for a creative and innovative industrial strategy, relying on close public-private
partnerships to enhance the productive and transaction efficiency of manufacturing firms, to
diversify export products and markets, to create a conducive business environment, to invest
in the necessary physical infrastructure, and to develop industrial technology at the firm level
in order to raise the technical and managerial capabilities of domestic industrial firms.

On the basis of this comprehensive assessment of the manufacturing sector, UNIDO also produced
a concise, action-oriented Strategy Paper highlighting five key components of manufacturing
progress. Each of these requires government and industry to determine the actions that must be
taken to build on the country’s strengths and to remedy its weaknesses. The aim of the manu-
facturing strategy is to help more manufacturers to produce efficiently, to compete in internatio-
nal markets, to fight competition in the domestic market, and to raise innovative capabilities and
diversify markets by identifying future market niches. The paper puts forward a strategy for help-
ing manufacturing firms fulfil their potential in Nepal. It is the first stage in a process of consul-
tation with the private sector to frame a long-term vision for the manufacturing sector and to
establish public-private implementation mechanisms. This strategy is not intended to be the “last
word” on the subject. It is neither a hard and fast prescription nor a formula for instant initiatives.
Instead, it is offered as the basis for continuing to develop a robust partnership with manage-
ment, employees and their unions—a partnership based on best practice in industrial strategy and
policy formulation that must be effective at the national, regional and sectoral level.
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(b) An SME policy framework

At all levels of development, SMEs have a signi-
ficant role to play in economic development in
general and in industrial development in particu-
lar. Yet SMEs are too often viewed as a means for
generating jobs, as opposed to fostering growth,
innovation and exports. Important opportunities
for dynamic industrial growth are lost if the poten-
tial contribution of SMEs in developing countries
is overlooked. Thus, institutional and policy inter-
ventions need to be designed to harness the
potential of the SME sector for improved eco-
nomic performance and technological catching up
with industrialized countries. It is then hardly sur-
prising that governments have committed them-
selves to the promotion of SMEs and have
launched specific support programmes to this
end. In many cases, however, a policy bias
against SMEs paradoxically coexists with the
stated policy objective of promoting SME devel-
opment. This bias usually arises from policies that
in themselves are not specifically aimed at SMEs
(such as trade, monetary, fiscal, tax, labour, and
price policies) and from the regulatory framework
which then have unintentional adverse effects on
SMEs. This is increasingly leading to a shift in
emphasis from the adoption of direct SME sup-
port schemes towards the removal of prevailing
policy biases with the objective of creating a level
playing field for SMEs; in other words, with the
objective of creating an overall enabling policy
environment for SMEs. -

Viewed in this context, it is imperative to set a
clear agenda for the role of the SME sector in
achieving the broader overall goals of social and
economic development. Thus, a coherent SME
policy framework constitutes an integral compo-
nent of an overall industrial development strategy
and policy. Ideally, SME policy should take the
form of a statement setting out the macro and
social economic goals of the government (related
to growth, employment creation, regional balance,
social equality) and the role that SMEs might play
in fostering these goals. The effectiveness of spe-
cific policies and measures to support SME devel-

opment and entrepreneurship will depend on the
clarity of such objectives on the one hand and,
on the other, on the interaction of different insti-
tutions and stakeholders.

A clear policy statement is closely linked to the
question of where responsibility for SME policy
development lies. Designating clear responsibility
for SME policy within government structures is
important to avoid a situation in which different
ministries create their own SME development
agendas. It is important to have a representative
agency/department within the government at a
sufficiently high level to play an advocacy role for
SMEs and to ensure synergy among the various
SME-related activities of different government
departments and ministries. UNIDO SME policy
support focuses, therefore, on building national
capacities that can perform effectively that advo-
cacy role for SMEs and function as a “clearing
house” for respective departmental programmes
to meet the needs of SMEs.

For governments to gain a better understanding of
SMEs, effective channels of communication are
essential. It is important to provide a mechanism
for pro-active participation of SME representative
organizations in stimulating legislation and acting
as a barrier to frequent changes in policy and
institutional structures. Consultative procedures
and processes of communication between gov-
ernment departments and relevant pressure
groups need to be developed. A number of UNIDO
programmes aim to create such dialogue on SME
policy between private sector representative
organizations and public bodies as well as to
assist these organizations to self-organize and
present their view points. A prerequisite for such
partnerships is developing the competency of the
advocacy organizations in negotiation and in the
effective implementation of their tasks.

The respective powers of local, regional and
national authorities have considerable influence
on the nature of policies and the ability to create
differentiated strategies based upon different
local needs. Where regional and local govern-



VIET 00AM: Supperting e SME Deeree and e SME Development Departiment ¥

An initial UNIDO SME assistance project®* was implemented in the second half of the 1990s
together with the Industry Department of the Ministry of Planning and Investment (MPI). Up
until then, the Department had mainly been involved in activities related to state-owned
enterprises, focusing on those that were facing difficulties due to the opening up of markets.
In the non-state sector, cooperatives took priority over other types of private enterprise. As
the project developed, reports, discussion papers and day-to-day exchanges of the project
team contributed to a far more prominent place being accorded to SMEs on the policy action
agenda. Several of the recommendations reflected in the “Decree of the Government on
Support for the Development of Small and Medium Enterprises” (issued by the Prime Minister
in 2001) emerged as a result of activities supported and sponsored by this UNIDO project.
Activities centred on a “route to on-the-job learning”, providing a capacity-building
experience for those in MPI as well as other partner institutions for whom private SMEs were
a new phenomenon. Periodic Advisory Board meetings and a series of workshops organized
throughout the project provided the beginnings of a discussion-and-advocacy platform for
SME issues at large. Interaction resulted in a road map for policy actions and implementa-
tion steps involving all stakeholders. The dialogue between Government, support providers
and the SME business community is now here to stay. The announcement of the establish-
ment of a “Small and Medium Enterprise Development Encouragement Council”, to provide
advice to Government on SME promotion policies is also a “spin-off” of the suggestions
generated by the project. The design of an institutional capacity-building follow-up project
“Support to Private Sector Development: Modeling the National SME Promotion Agency and
Private Sector Promotion Council” was recently completed. The project focuses on defining
the necessary institutional structures for SME policy development and implementation. The
national and provincial SME support infrastructure proposed by the project has resuited from
an assessment of different options by various government ministries, business associations,
People’s Committees and the SME sector through a number of focus group meetings and
workshops held in different regions of the country. As a result, a number of national and
provincial support structures and policies are being initiated, namely the Department for SME
development, SME Development Promotional Council at the national level, and linkages with
a network of provincial focal points.

ments have legislative and financial power, it is
more likely that they will favour SMEs. It is also
more likely that innovative solutions will be intro-
duced that are closely related to regional and
local networks of support to SMEs. To promote
such bottom-up policy development, UNIDO pro-
jects aim to build up competence within local
authorities to enable them to formulate coherent
sectoral or local strategies.

UNIDO’s SME policy advice is increasingly shift-
ing towards assisting public and private stake-

holders in the process of policy development,
implementation and monitoring. In this context,
UNIDQ’s approach can be described as moving
from direct policy and legal advice towards “insti-
tutionalizing” SME policy and building national
capacities to:

o Develop a coherent SME policy framework
linked to broader economic and social goals;

o Create/strengthen appropriate institutional
infrastructure for development and implemen-
tation of SME policies and strategies;

3US/VIE/95/004 "Assistance to Industrial SMEs in Vietnam" executed by UNIDO.
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In the European transition economies, local communities are going through the difficult process
of adapting to a globalizing economy while still acquiring the know-how which will allow them
to make effective use of local industrial potential in this new context. In doing so, many are trying
to emulate the success of more advanced regions: for example, by setting up industrial zones
and science parks in the hope of attracting strategic partners. These attempts often fail because
the regions have no clear strategies or knowledge of the appropriate instruments. Realizing this,
the Government of the Slovak Republic requested UNIDO to support selected regions in their
efforts to formulate viable development programmes. in response, UNIDO, in cooperation with
the Lower Austrian regional development agency, Eco Plus, organized a series of workshops for
three Slovak regions: Galanta, Spi$§ and Trencin in 2001-2002. The link with Eco Plus ensured
access to practical experience and synergies with EU-funded programmes promoting cross-border
cooperation among regions in transition economies. The first workshop focused on industrial
strategies in order to provide the general context for development and the right selection of indus-
trial support infrastructure. The main activity was a simulation game. Using “anonymous” case
studies (of unidentified regions in the Czech Republic, Hungary and Poland), participants were
asked to formulate their own solutions to the problems experienced by these regions.
Representatives of those regions then compared the projected outcomes with actual develop-
ments. The realism of this innovative approach was much appreciated. “Homework” for the Slovak
regions consisted in formulating their own industrial infrastructure project in the context of a
regional strategy. The types of infrastructure chosen by the regions—an incubator, an industrial
park and a science incubator/park—reflected regional strengths. The second workshop evaluated
each region’s “homework”. Experts from the same Czech, Hungarian and Polish regions which
were the subject of the case studies, as well as representatives from Eco Plus—which has wide
practical experience with all three types of infrastructure—commented on the proposals. The pro-
jects were then revised accordingly. Representatives of the Slovak Government and UNDP also
took part in the workshops. UNIDO monitored the finalization of the project proposals and
provided advice. While problems surrounding the commercialization of scientific findings have so
far prevented the realization of the Trencin science incubator, the Galanta region has taken the
first steps towards the creation of industrial parks, and the project in Spi3 is ready for funding.
During progress monitoring in Spis, a clear interest was identified in cluster building and part-
nerships with foreign investors. The last workshop, in early 2003, followed up on these topics
while concentrating on Spis, which is a priority region within the Slovak national development
strategy. Wide participation of the local business community also helped to promote
business contacts.

o]

Monitor the needs of the SME sector as well
as the impact of different policies and produce
information on this on a systematic and con-
tinuous basis in order to support effective
policy formulation;

Promote public—private sector partnership in
policy formulation by enhancing the dialogue
on SMEs between business representative
organizations and public bodies;

© Develop the competency of business repre-
sentative organizations to participate actively
in the policy dialogue.

Finally, as a global forum, UNIDO has a role to play
in facilitating exchange of experience and dis-
seminating information on “good practice” for
supporting a conducive policy framework for SMEs.
The approach is to promote continuous policy
dialogue aimed at the sharing of knowledge and
pooling of expertise. The Forum on Enterprise and



Entrepreneurship Development (FEED) is an
example of such a mechanism and was initiated
by OECD and UNIDO in 1998 to assist governments
and institutions of Central and Eastern Europe and
the Newly Independent States to work together
to develop effective framework conditions to

P [POLICY IMPLEMENTATION

The concept and design of industrial policy is only
one part of the struggle for economic success. No
matter how well thought out and painstakingly a
policy is formulated, putting it into practice often
proves more difficult then either government or the
private sector had imagined. Despite this, UNIDO
has traditionally been less involved in policy
implementation than in policy formulation. Often
external expertise has been called for in the design
stages on the assumption that actual implemen-
tation should be essentially a task for national exe-
cution. Now, as it becomes increasingly evident
that implementation is not as straightforward as
assumed, some countries are seeking external
advice and assistance in policy implementation,
with an increasing emphasis on fostering techno-
logical innovation and industrial clusters.
Conversely, there are examples of countries, such
as the United Republic of Tanzania, which formu-
lated its Sustainable Industrial Development Policy
(SIDP) without external assistance but subse-
quently decided to call on UNIDO for help in the
actual implementation.

(@) Public-private partnerships

As the momentum of globalization and integration
into the world economy gathered pace throughout
the 1990s, the need for multiple layers of analy-

stimulate entrepreneurship and SME development.
The “Policy Guidelines and Recommendations”
(known as the “Green Book”) developed by FEED
has proved a useful tool for governments to mon-
itor the progress of SME policy development in
their countries.

sis and action to address the complexities of eco-
nomic development was increasingly recognized.
The result has been a growth in importance of
public-private partnerships at national level,
including partnerships for cluster development
which aim at improving the business environ-
ment, providing cluster specific information and
fostering business networking and inter-firm
collaboration.

There are limitations in the extent to which either
government or the private sector can foster
economic development—and more specifically
industrial development—on their own. The public
sector per se does not have adequate financial
resources, technological know-how and the
administrative capacity and human resource
capabilities with which to address the funda-
mental issues. Yet the private sector, whilst
not being a genuine driver of developmental
objectives, is also confronted with “classical
market failures that continue to confound
purely private sector market-oriented develop-
ment”.4 In the face of this dilemma, a culture of
consultations and consensus building has
emerged in many countries as stakeholders have
gradually acknowledged that neither the
government nor the private sector alone has

sPublic-Private Partnerships for Economic Development and Competitiveness, with Special Reference to the African Experience,

UNIDO, April 2000.
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After more than two decades of socialist policies, the Tanzanian economy began to move
towards a market economy in the late 1980s. In 1997, the government launched a 25-year
Sustainable Industrial Development Policy (SIDP) which aimed to promote private sector-
led industrialization and to stimulate industrial competitiveness. The private sector, how-
ever, found some shortcomings in the policy and felt that strategic targets were not clearly
defined. Both the public and private sector stakeholders recognized the need for deeper
analysis of the industrial sector and for a clearer policy framework for SMEs. With this in
mind, UNIDO was asked to help in the design and implementation of a Private Sector
Development Programme. One component of this was a strategy and action plan for indus-
trial policy implementation. Although the SIDP was commendable in several aspects, it had
not been formulated jointly with the private sector and did not place sufficient emphasis
on competitiveness. Consequently, the first step recommended by UNIDO was to carry out
a competitiveness analysis based on which a realistic strategy and action plan could be
developed. The analysis reviewed the competitiveness of Tanzanian industry both in
absolute terms and measured against regional and international competitors, and devel-
oped a competitiveness platform. This platform is based on several determinants which,
individually, or collectively as a system, help to create a conducive environment to enable
the country’s industrial enterprises to compete on international terms. The findings of the
analysis were then used as the basis for formulating an action plan. That plan focused on
the competitiveness infrastructure and on overcoming shortcomings through a longer-term
infrastructure plan. This included strategies such as promoting development corridor ini-
tiatives, like the Maputo Corridor; fiscal-based incentives, trade initiatives and human
resource development, including the impact of HIV/AIDS. The plan demonstrated the hori-
zontal nature of such initiatives, which spill over beyond the remit of the Ministry of Industry
and Trade and call for the support of other ministries and government departments which
were encouraged to “buy into” the action plan.

the resources to ensure sustainable economic
growth and development. In view of this, a
sustainable consultative mechanism is essential
for policy development. Public-private consulta-
tion is a process whereby the public sector con-
sults with the private sector and the final
decision on policy issues rests with government.
Public-private partnerships, on the other hand,
are forms of collaboration in which the public
and private sectors assume co-ownership and
co-responsibility.

In terms of policy development, public-private
consultative mechanisms are considered appro-
priate to improve the efficacy and efficiency of
public policy. There are certain policy areas in

which input from the private sector will make a
positive difference in terms of the design, support
and governance of public policies and public insti-
tutions. In addition, contentious issues can
be negotiated before they become policy, thus
reducing frictions and resistance to the imple-
mentation of policies and strategies.

UNIDO has been involved for some time now in
raising awareness of the potentials of public-
private sector consultative mechanisms and, in
some cases, in actually helping in the formation
of such mechanisms. Its experience has enabled
it to formulate a basic methodology for its role in
advancing the public-private sector consultative
process including, inter alia, a specific menu and



The Tanzania National Business Council

The Tanzania National Business Council (TNBC) provides a forum for public-private sector dia-
logue with the aim of reaching consensus and mutual understanding on strategic issues
related to the efficient management of development resources. It is responsible for review-
ing development in the global/external and domestic business environment as well as the
challenges and opportunities posed for Tanzania. The Council also reviews the prevailing
operating and regulatory environment with a view to recommending measures for facilitating
private sector development, improving service delivery and making the civil service more
market- and service-oriented and more business friendly. The TNBC also plays an important
role in policy formulation, implementation and monitoring. It is expected to address the
investment environment and to propose changes that will make Tanzania more attractive to
foreign direct investment and to improve the competitiveness of local industry. At the apex
is a Council, made up of 20 representatives from the public sector and 20 from the private
sector (including organized labour and academia). Members of the Council, other than those
representing the Government, are nominated by their sectoral associations. Tanzania’s
President is the Chairman of the Council and therefore of the TNBC. There is an Executive
Council comprising five representatives each from the private and public sectors, which draws
up the rules and procedures of the TNBC. Critical issues to be discussed are first reviewed
by the Executive Council. Two main committees have also been established in the framework
of TNBC, namely, the Investment Round Table and the Committee on Smart Partnership. Other
working committees and task forces are now being set up, including an Industrial Partnership
Consultative Committee for which UNIDO technical assistance has been requested.

The Ministry of Industry and Trade (MIT) and Tanzania’s professional associations

The main thrust of capacity building in the public sector was the strengthening of Ministry
staff in effective policy research and analysis and implementation and monitoring of the SIDP.
Project activities also aimed to make the Ministry a more market- and service-oriented insti-
tution, capable of establishing strategic alliances with the private sector. Based on a situa-
tion analysis, jointly reviewed by management and professional staff of MIT, the vision of the
Ministry, its mission statement, managerial and other functions were redefined and an action
plan was prepared to strengthen capacity. One of the main features of the plan was a series
of detailed training programmes including the participation of Ministry officials in a UNIDO
Regional Workshop in Dakar on the dynamics and implications of public-private partnership
(PPP) for economic development and competitiveness. A core policy team (public/private)
was trained in industrial policy development. Although a good number of training pro-
grammes have yet to be implemented, the Ministry’s capacity to collect and analyse infor-
mation and statistics of relevance to industrial policy development and implementation has
been enhanced to such a point that it is now able to prepare periodic reviews on industrial
and trade performance with very little support and advice from UNIDO. Also in place in the
Ministry is an industrial information system with an internet cafe.

In the private sector, the focus was on strengthening the capacity and capability of the
Confederation of Tanzania Industries (CTl) and the Tanzania Chamber of Commerce, Industry
and Agriculture (TCCIA). These rather staid and traditional institutions needed to meet the
challenges of the global business environment and to contribute meaningfully to gover-
nance, as well as providing value added services to their members. in the case of TCCIA,
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regional chambers were established and facilitated by electronic networking among mem-
bers. A membership database was set up in CIT and TCCIA, as well as a local area net-
work linking CTi and TCCIA members.: Both associations are now in a
position to publish regular business and market information and to provide revenue-
generating consultancy services. Exchange programmes and networking with industrial
associations in Denmark and Sweden and in Asia were also introduced.
A directory of selected project profiles for small industries was prepared to provide infor-
mation on small industries with potential, with or without foreign investment. The publi-
cation of the directory has created greater awareness of possible areas of business for
small-scale industries and it is hoped that this could help existing or potential entrepre-
neurs/enterprises to take decisions on establishing new production units using domestic

resources.

scoreboard for assessing such partnerships. Here
again, however, putting theory into practice is not
always straightforward. Whilst it is essential that
those who are taking the risk in developing
industry be involved in policy-making, choosing
the partners for continuous policy dialogue is a
very sensitive and crucial task. Not all dialogue
between the public and private sector is positive.
In the past, developing countries in particular
have seen small groups of influential persons or
individuals with vested interests abuse the
process in order to obtain unfair advantages, such
as tariff protection for their products. On the other
hand, opening up the process to all can lead to a
never-ending debate with no concrete action or
results and can result in the eventual frustration
and disenchantment of dynamic entrepreneurs.
One option is to decentralize the dialogue and to
set up consultations at local level.

(b) Institutional capacity-building

No matter how carefully crafted an industrial
policy or strategy, without the appropriate
human resources to implement it, that policy will
never succeed. Hence, capacity-building—in

both the public and private sectors—is often a
major priority in policy-related technical support.
Assistance may be needed in various areas, not
just in policy formulation, implementation and
assessment but also in. the setting up and
management of public-private partnerships. How-
ever, it must be recognized from the outset that,
whilst training can help build the capacity of staff
in existing institutions, it does not address the
basic human resource constraint experienced in
most developing countries.

Capacity-building involves a range of inter-
connected activities which aim to improve the
ability of a country’s policy makers, entrepre-
neurs and civil society actors to formulate and
implement industrial policy at national level as
well as to strengthen the capacity of both private
and public sector institutions to participate in
regional and international activities which shape
and influence industrial policy at national level.
It also involves improving the capacity of indus-
trial institutions to provide effective services to
the industrial community.



&, [POLICY MONITORING AND IMPACT ASSESSMENT

The more open a country’s economy, the more
complex the task of monitoring the progress and
impact of government policies and strategies.
Even with a solid analytical and knowledge base
in place, the dynamic nature of competitiveness
makes it more essential than ever for stake-
holders to monitor continuously the progress
of strategies and policies and to measure their
performance against that of regional neigh-
bours, other developing countries and industria-
lized nations. Policy monitoring in this context
should not be confused with the old-fashioned
concept of state surveillance of industrial per-
formance; rather it is an exercise in “learning
by monitoring” in order to fine tune and improve
strategies. Although most countries will prefer to
keep policy monitoring essentially as a task for
national execution, UNIDO can, nonetheless,
assist in designing the mechanism for that policy
monitoring.

Effective monitoring will be dependent, initially, on
the prior existence of a suitable system for track-
ing manufacturing performance. The stakeholders
in the industrial sector will then need to decide on
the respective merits and drawbacks of alternative
sets of indicators and select those which are
most appropriate for monitoring the evolution of
industry under the influence of a certain policy or
strategy and for measuring economic, social and
environmental impact. This discussion may bring
to light the need to introduce further variables into
the tracking system and/or knowledge base.
Agreement must also be reached on the frequency
of performance reviews. The experience of other
industrializing countries in monitoring (and imple-
menting) industrial policies and strategies may be
useful in helping the stakeholders to design their
own policy monitoring mechanism.

A policy impact assessment may be carried out
before, after, or during the implementation phase
of a policy project. It should assess the impact,
in terms of costs, benefits and risks of a
proposed/existing/past policy or strategy and
examine the ways in which it has affected indus-
trial stakeholders and society in general. If used
early enough, an impact assessment can help
policy makers to think through the consequences
of policy proposals. It can improve the quality of
policy advice to government and can equally
encourage more informed public debate on policy
issues. As with a monitoring exercise, national
ownership of policy impact assessments is essen-
tial. UNIDO, can, however, help in designing the
methodology of the assessment.

An impact assessment must first identify the pur-
pose and intended effect of a specific policy or
strategy. It must assess the risks attached to put-
ting that policy into effect and then identify the
benefits and costs. It may involve looking at more
than one policy option and should include not
only direct but also indirect costs and benefits.
It is crucial that the assessment involve a con-
sultative mechanism to ensure that not only
formal—but also informal—views are gathered
from those concerned. In consulting with stake-
holders, the assumptions and options on which
the policy is based must be made clear. The final
active stage of an impact assessment may
include the establishment of criteria for monitor-
ing and evaluation. However, the most important
aspect of the assessment is its end result, which
should be a cogent summary of the lessons
learned from the design/implementation of the
policy or strategy under review and the use of
those lessons in future policy formulation and
implementation.

25



26

The financial crisis sparked by the flotation of the Thai Bhat in July 1997 quickly spilled over
to the wider economy, where it exacerbated severe structural deficiencies. The manufacturing
sector which, at that time, contributed nearly one-third to the creation of domestic wealth
was particularly hard hit. In an effort to stem the contraction of the manufacturing sector,
the Government in 1998 unveiled an ambitious Industrial Restructuring Plan (IRP) built on
the premise that, since exports of manufactures had driven economic growth prior to the
crisis, a prompt recovery required the restructuring of export-oriented industries. Thirteen
such industries were identified and diagnosed, and an array of eight programmes was
designed to correct observed constraints and set the sector on the path to sustainable
growth. Some of thie overriding objectives of the IRP were: (a) upgraded technologies and
increasingly sophisticated product lines; (b) greater productive efficiency, thanks to improved
processes and stronger management capabilities; (¢) a better-trained workforce, conducive
to the technological deepening of the domestic industry, and (d) stronger internal linkages
and strategic alliances with external partners. At the same time, the Thai Government initiated
research on an early-warning system that would help foresee— and possibly defuse—impend-
ing crises. The National Economic and Social Development Board, together with the Ministry
of Finance and the Bank of Thailand, reviewed alternative specifications of leading indica-
tors, analysed their respective merits in anticipating economic downturns, and designed a
composite indicator tracking essentially macro-economic variables and monetary indices. A
similar exercise was undertaken by the Office of Industrial Economics (Ministry of Industry)
and UNIDO, focusing this time on “real”—as opposed to financial and monetary—aspects of
growth, with emphasis on the manufacturing industry. The project known as “Tracking
Manufacturing Performance: Towards an Early-Warning System of the Real Economy” was
launched in June 2000. It set out to delineate measurable indicators that, either individually
or as a composite variable, could help to anticipate turning points in domestic business
cycles. The approach was derived from that pioneered in the 1970s by the National Board of
Economic Research in the United States, but was customized to reflect data availability con-
straints in Thailand. The coincident indicator taken was the Manufacturing Production Index
and short-term early-warning properties were shown in such variables as imports of inter-
mediate products and raw materials, exports of manufactures, real effective exchange rates,
domestic wholesales of manufactured goods and net flows of foreign direct investment.
Nonetheless, the basic phenomena that together shape industrial growth typically exhibit
long-term maturities. In its analysis of the determinants of technological capabilities, UNIDO’s
Industrial Development Report 2002/2003 highlighted the importance of learning and
innovation and the particular forms of industrial organization that bolster these clearly long-
term processes. The UNIDO project contributed to the design of an early-warning system for
Thailand by adopting a long-term perspective of structural issues such as the composition
of industrial output and manufactured exports, underlying productivity fundamentals in
relation to skills and wages, industrial linkages, and the institutional infrastructure for tech-
nology development. The research combined the analysis of time-series in Thailand as well
as, where warranted, international comparisons of performance in a spectrum of industry-
related variables. It concluded with a set of recommendations to the policy maker in the form
of “earlier” warning signals or indicators tagged to relatively slow processes of resource
accumulation which need to be closely monitored since they bear the seeds of long-term
industrial progress.




5, [N-[IOUSE SERVICES [N INDUSTRIAL POLICIES AND STRATEGIES

As the only technical service within UNIDO which
analyses and works at the level of industry as a
whole, the industrial policy function has a unique
role to play in helping to lay solid foundations
for the development of Integrated Programmes (IPs)
and Country Service Frameworks (CSFs). As pointed
out earlier, the design of IPs and CSFs cannot
be embarked upon in a fragmented manner or
approached from only one perspective, such as
environment, investment or technology. A broad

overview is essential in order to identify those areas
most relevant for UNIDO intervention and also in
order to envisage just how a package of technical
expertise, such as improving food security, cleaner
production centres, investment promotion, etc. will
complement and interact with other services, there-
by creating synergy and generating a greater impact
than isolated interventions. Activities such as com-
petitiveness analysis, in particular, provide a solid
basis for the design of TC services.
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