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PREFACE

As part of its work on regional policy issues, the Regional and Country
Studies Branch of UNIDO carries out policy-oriented studies and provides
advisory services in key issues of industrial policy that affect groups of
developing countries. This includes issues of economic integration, issues
in the relationship between technological change and industrial organization
and policy, and issues in international co-operation for industrial
development. One area of analysis has been the industrialization policies and
options of the least developed countries (LDCs). These constitute a group of
developing countries whose economic and industrial development is still in its
initial stages and whose prospects for future progress are hampered by
profound socio-economic difficulties.

The Substantial New Programme of Action (SNPA) for the Least Developed
Countries, adopted in 1980 at the Conference on Least Developed Countries, set
out a target for the growth rate of manufacturing value added in these
countries, which they were to achieve over the following ten years, of an
annual average of 9 per cent. 1In fact, the rate actually attained over the
period was of the order of 1.9 per cent, according to recent estimates. Many
developing countries experienced growth rates much lower than this, some even
being negative.

Ten years after the adoption of the SNPA, it is proposed to hold ancther
International Conference on the LDCs, and this will take place in Paris in
September 1990. In spite of the poor performance of the manufacturing sector
in LDCs over the present decade, the aspirations of these countries for a new
growth in their industry remain. The target adopted in 1980 of a growth rate
of 9 per cent on average for the sector does not seem to be regarded as
inappropriate: rather the need is seen for more precise and effective
instruments, for individual LDCs and for the international community, in order
to make greater progress than has been the case up to now. For this reason
it is important that the industrial component of any new actions to be agreed
on for the LDCs should be carefully prepared and be chosen in a way which is
both reasoned and transparent. What is needed is a new and thorough analysis
of key areas of industrial policy with respect to the LDCs, so that steps to
be taken may be precisely defined and responsibilities clearly allocated.

A number of external issues make the question of industrialization in LDCs
a particularly complex one. They include the following:

- The heavy dependence of the economies of LDCs on development
assistance (In 1986 it amounted to over 65 per cent of all LDC
iwports). This means that both the central administration and much
of the functioning formal economy is particularly influenced, not to
say directly involved with, external influences which are not part of
any formal market system but which nevertheless have considerable
effecr.

- The very small part allocated to industry in this assistance (Only an
estimated 2.4 per cent of all multilateral and bilateral ODA
commitments in the years 1984 and 1986 went to the combined sectors
industry, mining and construction.). This reflects, at least partly,
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public perceptions in donor countries that LDCs must have as a
priority the assurance of food supplies, the improvement of public
health facilities, the reduction of illiteracy, etc.

The first of these problems, the magnitude of external assistance as in
some sense a distortion of the economy and a heavy demand on the
administration of the recipient country, has been recognized in conscious
efforts on the part of the international community to improve aid
co-ordination, both multilaterally and at the country level. A further
response has been an increased emphasis on assistance to regional groupings
among the developing countries, since the administrative overheads may in
certain cases be lower with such an approach. However, this has been
complicated by the weakness of many of the regional organizaticens of
developing countries ind the fact that in some cases their membership includes
both LDCs and non-LDC<, or overlaps with that of other organizations. In such
cases it may be felt by the donor that the regional approach will be too
diffuse and fail to reach the right targets.

The magnitude of external assistance also raises d.fficulties for the
industrial sector if its potential participation is not taken into account.
Even though ailocations to the industrial sector as such may be small, an
assistance programme in sectors such as agriculture, health or education may
have an important positive effect on local industry, if this is planned for.

As part of its preparations for the Conference on the Least Developed
Countries, UNIDO has identified a number of issues in connexion with the
design of successful industrializatior strategies for LDCs. These include,
in particular, the question introduced above, that of the relationship between
manufacturing industry in the Least Developed Countries and development
projects in other sectors. The present paper is a preliminary analysis of
this question. It has been prepared by Mr. Roger Riddell of the Overseas
Development Institute, London, United Kingdom, as contractor to the Regional
and Country Studies Branch,
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1. INTRODUCTION

One of the reasons for being classified as a member of the "least
developed” countries is because of a low share of manufacturing in total
output’. It is not surprising. therefore, that the level and degree of
industrialization in the 42 least developed countries (LDCs) is the lowest in
the world. It follows that the scope for utilizing domestic industrial
capacity in both capital and recurrent projects in the LDCs - be they
initiated by external donor agencies. the state, the private sector or
individuals within particular countries - is likely to be severely limited.

What is more, the effects of a small industrial base together with severe
economic problems across all productive sectors, wminimally-developed
infrastructure and the fact that the dominant form of livelihood lies within
subsistence agriculture (and in some cases in fisheries), mean that immediate
development priorities for the LDCs lie outsid ufa i ector.
This is well illustrated by the allocation of aid money to different sub-
sectors and sub-categories: in the period 1984-86, only 2.4 per cent of non-
OPEC member official aid commitments, and only 4.3 per cent of that provided
by OPEC member countries, were destined for the combined manufacturing, mining
and construction sectors’. What is more this is an even lower share of aid
money to manufacturing than in earlier years of the decade’.

On the other hand, a predominant characteristic of LDCs is not only a
high proporticn of foreign aid in overall resources available for development
1t their economies, but a far higher share than for other developing
countries. Thus in 1986, total official development assistance (oda) to the
LDCs amounted to 12 per cent of their gross national product (compared to 2
per cent for all developing countries) and to some 92 per cent of total
domestic investment. In that year, oda accounted for 65.3 per cent of total
imports, compared with a figure of 13 per cent for all developing countries.
For 30 out of the 40 LDCs for which data are available, the oda/import ratio
was in excess of 50 per cent in 1986, and over 100 per cent for one quarter

'. Specifically a share of manufacturing in total GDP of 10% or less
(see the report of the Committee for Development Planning on its seventh

sessxon fo}gl.a]. BQQQ: S Qf !ILEQQ!!M[ML_MLL
Session. Supplement Bo. 7 (E/4390), para 60.

’. The ratio is higher in particular countries. Thus in Myanmar
(Burma) in 1987, 12X of all oda was channelled to industry (Development
Co-ordination Report 1987).

‘. In the period 1981-83, 2.7% of non-Opec member and 5.1%Z of Opec-
member official aid commitments were destined for induwstry. Additionally,
official aid to the LDC< from Arab sources constituted about 10% of all
official aid to LvCs in the early 1980s. but less than 3% by 1988; yet 5.1%
of Arab aid in the early 198(s was charnelled to the manufacturing sector.
(See UNCTAD 1989a: Tables A-51 and A-63).
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of all LDCs (United Nations Conference on Trade and Development {UNCTAD].
1989a: Table A-22)'. What is more, oda accounts today for more than 90 per
cent of total exterral financial flows to the LDCs - up from 72 per cent in
1980. This marked rise in the share of oda is mainly the result of a
significant fall in both private foreign investment (accounting for less than
onc per cent of the total in 1986) and export credits going to the LDCs
(Organization for Economic Co-operation and Development [QECD}], 1988:30).

What these latter figures point to is the capacity for aid funds to
influence the pattern of growth and development in the LDCs - and in a far
more significant way than would be possible for other groups of developing
countries. This in turn suggests that there is a ma jor potential role for aid
money tc be wused in the promotion, expansior. and deepening of the
menufacturing sector of the LDCs over and above the direct use of aid funds
targeted explicitly at industrial sector development - setting up factories,
training factory managers and technicians, and drawing up industrial sector
plans etc.

This could happen in three principal ways.

* Firstly, where suitable industries are already in existence in an
IDC., non-industrial donor projects could purchase domestically-
manufactured products rather than obtain them from abroad.

*  Secondly, the creation of new industries could be furthered in cases
where there is at present no domestic source of manufactures but
where information on the demand for manufactured goods arising from
a series of planned projects are pooled together and a joint
assessment would point to sufficient domestic demand to justify the
establishment of local industries’.

* Thirdly, institutional arrangements, rules and regulations of aid
agencies could be designed in a manner which further eacourages
domestic sourcing of manufactures from the LDCs.

The purpose of this paper is twofold. First, to examine the extent to
which these opportunities are exploited for the benefit of manufacturing
industry in the LDCs; secondly, to put forward specific proposals for
furthering this particular potential for promoting manufacturing development.
The next section of the paper examines the available evidence to judge the
extent to which aid projects in non-manufacturing sectors in the LDCs do make

*. The oda/import figure for Botswana and the Yemen Democratic
Republic was 15X in 1986, followed by 28% for the Yemen Arabic Republic.
for all other LDCs, the ratio is in excess of 30%Z. Other figures in this
paragraph are derived from Organization for Economic Co-operation and
Development {OECD) (1989a: 308-327).

>. There may also be cases where some LDCs might be able to supply
goods to aid projects being executed or planned in gther LDCs. This
possibility is discussed further below.




3

use of domestically-manufactured goods or exploit the potential provided by
aid projects for expanding domestic manufacturing capabilities. It also
highlights a series of factors which inhibit local sourcing. Although the
paper stresses major data inadequacies, it suggests that sufficient is known
to argue that there is a potential for donors further to exploit local
sourcing opportunities. In the final section, a series of proposals are made
both to address the problem of data-gaps and to indicate how this potential
may be further tapped at the local and international level.




2. SURVEY OF AVAILABLE INFORMATION

2.1 v iew

Projects executed by different multilateral and bilateral agencies in
LDCs require a whole variety of different manufactured products, some
relatively simple, some more complex. Thus, capital and infrastructural
projects would need construction materials such as cement, bricks, cement
blocks, concrete, building and roofing materjais, glass, putty, window frames,
paint, wood, furnishings and fittings. Health projects might ~dditionally
require supplies for hospitals and health centres or spray cans for insect
eradication, educational projects equipment for schools and colleges of
education, agricultural and/or fishing projects equipment and supplies such
as fertilizers, pesticides, fishing tackle, boats and related equipment. Then
there are the large or complex supporting items such as vehicles, transport
and computer equipment, the iess complex such as bicycles and parts, as well
as the more mundane items such as the food, drink, clothing, medicines, and
other consumables of both foreign and domestically-employed aid personnel
(permanent and temporary).

In the ideal world, donor projects (particularly the larger ones' would
be integrated into and form part of the long term development plan of a
particular LDC with progress assessed on an annual basis. Donors requiring
manufactured products for their projects would check whether these were
available locally before sourcing internationally. They would have available
information on domestic sources of supply of items required for particular
projects, their price, quality and availability. Equipped with this
information, they would incorporate domestic purchasing into their overall
purchasing profile.

Plans for future donor projects and programmes would be discussed with
relevant government officials and integrated, where appropriate, into the
planning framework for the country. Donors would not only communicate the
progress of projects and programmes with the relevant government authorities
but, through both the mechanisms of formal round tables as well as the
informal exchange of information, would keep other donors constantly up-
dated and informed on project progress, seeking co-operation from them as
deemed appropriate in a constant two-way flow of information. At the macro-
level the requirements of all projects, present and future, would be assessed
and combined together in order to evaluate whether, and if so when, viable
domestic industry could be established to supply products that are imported
now or, in the absence of new industries, would continue to be imported.

The real world, however, is far removed from the ideal one. While this
particular project has been limited in its access to all relevant sources of
information on the issue of aid projects and local sourcing®, the scattered

‘. Time and budget constraints meant that it was not possible in this
preliminary study either to analyse project documents housed in other
multilateral or bilateral agencies or to visit particular LDCs to examine




data that are available in Vienna suggest that there is very little local
sourcing of manufactured products required in aid projects from the LDCs in
question: most are stili imported. Although this is in part understandable -
arising hecause ot the low prevailing level ot industrialization - it would
appear. more imporrantlv. that wvery little is being done to redress the
problem. Equallv, there is little evidence to suggest that there are
satisfactorv mechanisms in place either to increase local sourcing or, more
importantlv, even to raise the importance of either present or future local
sourcing. In particular. the series of institutional rules and regulations
encouraging local scurcing tend to be eclipsed and over-ridden bv other rules
and regulations and & series of direct and indirect pressures.

2.2 Intormstion Inadequacies

A basic and all-pervasive problem is simplv lack of information. In most
LDCs there would appear to be an ubiquitous ignorance about local sourcing
possibilities even among government oftticials . This in itself is a
retlection both of the inadequacies cof planning mechanisms and ot data
inadequacies abour local industrv. It aftects, in particular. manufacturing
products originating in small-scale and intormal sector enterprises. In manv
LDCs. no industrial! census has ever been conducted and no industrial
statistics are gathered un a regular basis’. Even in instances when national
or sectoral plans have been written. they have verv incomplete data on the

availabilitv of local manutactures. As a result, information on local
sourcing is not available (in easilv accessible form) from within the
government and so cannct easilv be passed on to denors. While some of the

LDCs. such as Bangladesh, Tanzania, Botswana, Malawi and Nepal. have detailed
development plans, otten including details of the present status and future
expansion ot the manufacturing sectors. most ot them do not.

But this is onlv the start of the problem. Even if a comprehensive data-
base listing local manufactured products were available this, in itself. would
be insufticient for donor purposes. It would be necessary to have three

projects documents there. [t became clear during this particular exercise
that, with the exception of some world Bank project documents, very few
detailed projects documents of other UN agercies and po project documents
of bilateral projects are kept in the main registry and filing system at
UNIDO.

This problem is less serious (at least for formaul sector
manufactured products) for rhose countries with larger manufacturing
sectors and detailed development plans, including Bangladesh, Myanmar,
Nepal, Sudan, Tanzania and the Yemen Arab Republic. In Uganda, however,
which has (in LDC terms) a sizeable manufacturing sector, there are large
gaps in knowledge about domestic manufacture, largely because so much is
derived from small-scale and informal sector sources. (See Friedrich Ebert
Foundation 1989.)

*. For example, in the Maldives, a ministry of trade and commerce was
only established in 1983.
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Another problem is that these reports and studies attempt to address a
wide range of issues related te industry and, especially in relaticn to the
smaller Pacific LDCs, contain far less concrete data on industry than do. for
instance. the reports on the countries with larger industrial sectars such as
Tanzania. the Yemen Arab Republic and Bangladesh. Yeither these vor any other
UNIDO publication secies have been specifically designed to address the
problem of bridging the particular information gap of concern to us here,
nameiy by providing an up-dated data-base of locally available manufactured
products to which donors requiring manufactured inputs might refer:.

'. These are likely to be the first source of information on industry
in the LDCs that other UN agencies, especially, would have access to or
make use of.

©  Thase were as follows: Botswana (1982):. Comoros (1982):; the Lao
People’s Democratic Republic (1983); Lesotho (1982 and 1986); Malawi
(1983): Nepal (1984); Rwanda (1982); Scmalia (1983) and Tanzania (1982).

" These were as follows: Bangladesh (1986, 1989); Botswana (1987).
Central African Republic (1986); Democratic Yemen (1989); Dijibouti (1989);
Kiribati (1986); Malawi (1987); Mali (1986): Mauritania (1989); Myanmar
(1987): Nepal (2988}, Samoa (1786); Somalia (1988), Sudan (1985 and 1989);
Tuvalu (1989); Tanzania (1986); Vanuata (1986) and the Yemen Arab Republic
(1989).

¥ It should, perhaps be added, that such a data-base embracing
sourcing from small and informal-sector manufacturers is not eve: provided
by industry ministries of the more advanced developing countries either on
a one-off or continually up-dated basis.




[t thus scems salte To conclude that donors drawing up projeats do not
have anvthing like sufticient intormation abour the range ot products which
are avaiiable Locaxkv. This is especiallv true for sizpler consumer-good
prcducts including ciothing (vnitorms) and furniture. and tor the range cof
goods manutactured dv small-scale or infurmal sector enterprises which. in the
L3Cs parcicularliy, consritute a high proportion of rotal manutacturing cutput.
As a resuit, it is likelv that opportunities tor leocal supplv are missed
because of ignorince of availabilitv. The most that usuallv happens is that
donors know ab,dr cr are made aware of the existence cof the three or four
ma jor ttorm:l sector) industrial pilants in the ccuntrv. particularvy those in
the constructicn sector (cement. bricks etc.}) &and domestic procurement
investigation initiated b the government frequentlv stops at this crude level
of assessment.

2.3 Gaps_ in Doncor Intermaticr. Exchange Procedures

Besides information gaps about local products, gaps in donor infcrmation
exchange and procedures provide additional censtraints to exploiting leocal
sourcing. while the recent instirutionslization of more formai round table
meetings among donors in the overwhelming majority of LDCs, together with less
formal exchanges of information (initiated frequently bv the United Nations’
Resident Representative) has certainly improved intra-donor communication and
informaticn exchange. this usuallv falls short of exchanging information on
domestic sourcing. A tortiori, rhere is even less exchange of informaticn
about the potential local sourcing of future projscts. or planning between
donors and with the gevernment ‘s planning agency. ministryv or department about
possibilities for establishing new industries as a result of increased demand
trom these projects’

The exchange of information on projects among different donors tends to
be extremely limived. and where is does occur it tends to be confined largelyv
to the broad outline of projects. not to the technical details. The need fcr
more detailed information hac recently been argued by a number of senior UN
nfficials on the ground. Thus, the 1988 report of the Resident Representative
in Fij1 comments that:

- the key to co-ordination and harmonization is transparency:
donors must tell each other what they are doing and what
they are planning te do.

The limitations of current information-exchange has been pointed out in
the 1987 Report of the Resident Representative for Somalia which comments
thus:

- In maav areas, donor co-ordination has been limited to the
exchange of information about their respective activities. What
is needed is closer consultation and co-ordinated actions at the

. Of course future demand for particular would not have co originate

xclus1vely in donor-funded aid projects for new industries to be
economically viable.
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various levels of project development to avoid over-lapping and
tc increase net development effect.

Advocacy for closer co-ordination of activities is, however, not
universally shared within the donor community. for it raises the question of
the extent to which it is - or should be - the responsibility of either
individual donors or even of doror co-ordinating bodies to go beyond
exchanging information about current and future proiects and - in the case we
are cecnsidering here - take on the additional role of overseeing the
potential for 1local procurement opportunities and of advocating their
exploitation. One view expressed by some UN resident representatives'is that
their role stops, and ought to stop, at c¢3y-ordinacting information exchange.
This is articulated, on the one hand, because of lack of staff to carry out
such functions, but also on the other hand, at a more fundamental level. The
filling of such a role, it is argued, is a task that should properly be
undertaken by the recipient government. The fact that the job is not done,
or done inadequately, is seen principally as a problem of inadequate manpower
capability of the recipient government. It is this problem which needs to be
addressed, and it is argued that the remedy lies more in resolving the
problem of manpower shortages within government than in attempting to short-
circuit the problem by donors (mistakenly) taking on the job themselves. As
the 1988 report of the Resident Representative in Fiji puts it:

It is the responsibility of the recipient government (i.e. not the
wgencies) to provide the necessary coherence and assure the
linkages.

This view is supported in the 1988 report of the Resident Co-ordinator
in Samoa. Although his statement refers tc the more general issue of aid co-
ordination it could be applied with even more force to the more technical
matter of local procurement:

.. if the purpose of aid co-ordination is to increase
coherence between programmes and projects of different donors,
to avoid overlaps or duplication between them and to create
maximum mutual effect, then obviously there are limits to what
can be achieved by increased contact between donors alone.
First and foremost is required a coherent strategy on the side
of the recipient.

In contrast, the 1987 report from Nepal places the issue of procurement
squarely on the shoulders not of the recipient government but of the relevant
donor:

The question of procurement should be put to the executing
agencies wheose responsibility it is to procure goods and
services. This is not a role that should be played by the
Resident Co-ordinators.

", Or at least among those who have expressed an opinion on the
issue.
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If one accepts the argument that the job of exchanging informarion and
co-ordinating projects among donors with a view to increasing local sourcing
is not the role of the Resident Representative or UN aid co-ordination staff,
is this a job which should be carried out by the UN agency with oversall
responsibility for industry. namely UNIDO? There are a number of issues
vhich need to be considered in this context. First is the practical point
that UNIDO does not have a permanent representative in mest LDCs and so does
not have the information needed to monitor the extent to which account is
taken of local industry in supplying goods to donor projects.

But even if it had the staff, it could be argued that UNIDO’'s main task
on the ground - in common with that of other specia'ized doncr agenc’es - is
simply to promote industrial or industriallv-reiated projects at the specific
request of the govermnment. Where it is called upon to draw up or participate
in constructing a mnational industrial plan cr ©programme or, more
specifically. to assist in creating a data-base of local manufactures. this
is undertaken within the parameters of a particular contract which has a
defined beginning and end. It has never included a "watching brief” to
promote local industry through. for instance. providing information and
trying to persuade other donors and donor agencies to increase the domestic
sourcing of (all) their aid projects. Similarly. there is no institutional
requirement for other UN agencies to provide UNIDO with their detailed
project documents and thus to exchange information about sourcing goods from
domestic industries.

If such an attitude is adopted in a rigid manner, a major problem can
result: it removes any obligation from other donors (especially those which
are part of the UN system) trom informing UNIDO of activities which are or
could be of relevance to UNIDO's sperialized concerns. That this is far from
an academic point is borne out by briefing notes put together by UNIDO on
Laos in October 1989:

In analyzing the list of projects financed by UNDP, we must come
to the conclusion that UNIDO has neither been consulted nor
involved in most of the industry-related projects.

And negatively, the 1988 Resident Co-ordinator’s report for the People’s
Democratic Republic of Yemen expresses criticism of UN agencies which carry
out projects but which fail to formulate their own sectoral strategies.

It is thus by no means clear that UNIDO ought predominantiy to play a
passive and receptive role. What is more, there are precedents for taking a
more positive, innovative, co-ordinating and promotive role from other UN
agencies at least in relation to the matters of particular concern to these
agencies. A number of examples are provided, for instance, in the 1988
report of the Resident Co-ordinator in Tanzania which points to the following
initiatives:

UNICEF, UNFPA and the WHC hold regular co-ordination meetings
to exchange information, harmonize programmes and approaches to
achieve greater complementarity.
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UNFPA acts as a focal point on health and population issues for
visiting missions such as the world Bank, USAID. IPPF...

The WFP has been instrumental in the establishment of inter-
ministerial committees where relevant government
ministries/departments and UN agencies are presented.

Cf even more relevance to the present discussion, other UN agencies have
even taken initiatives in relation to procurement issues and promoting at
least regional industrial integra“ion, albeit it in a restricted and limited
fashion. Thus the same Tanzania report points out that:

UNICEF 1is actively involved in & regional network of supply
officers which aims to decrease the Southern African Development
Co-ordination Conference’s (SADCC’'s) dependence upon external
sources of supply.

2.4 Procurement in Theorv and Practice

We consider in this section the more technical aspects of procurement
and procurement procedures. especially as they apply to multilateral agencies
within the UN system, highlighting some details of particular projects
executed by one of the most important specialized agencies to provide pro ject
aid to the LDCs, the World Bank".

2.4.1 General Overview

The procedures of obtaining goods (and services) required for projects
in LDCs fall within the umbrella of common principles and practices governing
procurement ard co-ordinated by the Inter-Agency Procurement Services Office
(IAPSO). In general, the supply of goods for development projects in the
LDCs is determined principally through the system of competitive bidding,
most commonly at the international level but sometimes at the local level,
under the folloving basic procurement principles (UNDP and IAPSO, 1989:75):

All organizations strive:

(a) to procure equipment and services of the requisite type and
quality within the time prescribed, at the lowest possible cost;

(b) to provide access to procurement opportunities for interested
and qualified parties;

", Commitments to the LDCs through the Bank’s International
Development Association (IDA) amounted to US$ 1.5 billion in the period
1985-88 (World Bank 1989:1). In 1987, total (net) oda receipts originating
from the IDA amounted to US$ 1.4 billion, 38% of all multilateral aid to
the LDCs and more than total oda receipts from the UN agencies
(OECD,1989a:308-9).
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(c) to undertake competitive bidding on an international basis;
and,

(d) to secure a wide geographical distribution of procurement from
developing countries and under-utilized major donor countries.

The principal means used by the UN organization to achieve
procurement af the lowest possible cost is through competitive
bidding in line with each organization’s established financial
regulations and rules. In order to give all potential suppliers
world-wide a chance to compete, the competitive bidding is mostly
international in nature, and special efforts are made to identify
procurement sources in developing countries.l

Within this overall framework, different agencies have more detailed
particular regulations, a summary of which is contained in the June 1989
edition of the UNDP and IAPSO publication General Business Guide for
Potential Suppliers of Goods and Services to the Unjted Nations System (UNDP
and IAPSO: 1989).

There is, however. a potentially important general exception to these
principles. Since 1977, the possibility has existed for suppliers in the
develcping countries to receive a price preference in international bidding
of up to 15 per cent of the purchase price of indigenous equipment and
supplies originating in all'* these countries, on the condition that the
purchasing country agrees to this arrangement. For its part, UNIDO has been
in the forefront of similar initiatives to promote industrial development in
the developying countries; in October 1988 its Industrial Development Board
recommended to the Director-General that 25 per cent of a developing country
project’s services and equipment should come from this group of countries'’.

For the LDCs in particular, there are no accurate figures on the share
of goods which originate in the country where the project is being undertaken
and which have been obtained 1n multilateral aid projects through competitive
bidding procedures'*. However, international data show that in 1987, only

¥. Thus wider than solely the LDC or developing country in which the
project is located.

. The following decision was taken by UNIDO’s Industrial Development
Board at its Fourth Session in October 1988:

Requested the Director-General to have recourse to the greatest

possible extent to experts, services and equipment from

developing countries in technical cooperation projects of UNIDO

in order to substantially increase - to a minimum share of 25% -

the share of the total contract value and equipment purchased by

the Organization from those countries, in the shortest possible

time. (IDB. &4/Dec.15.)

. With or without the 15% preference.
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20 per cent of all™ procurement supplies from UN agencies originated ir
developing countries (Joint Inspection Unit [JIU!, 1989:7). The overall
tigure for the LDCs is likely to be minute - less than 1 per cent - and only
to be cof any significance for countries with relatively larger manufacturing
sectors (see Table 2). of which the most important would be Bangladesh.

There are a whole range of factors which work against the procurement of
products from the LDCs which are required in aid projects. Two major ones
are clearly the low level of industrialization of these countries. and (as
noted above) the paucity of information about domestic sourcing. There are
also the inter-related problems of product qualitv and price. speed of
delivery and reliability of supply. Then there is the major practical
difficulty of the impact of applving the 15 per cent preference rule for
LDCs. Specifically, if an LDC accepts the higher priced goods. the recipient
countries’ budgets are charged with the full cost of goods and services
including the 15 per cent premium. As a result, the effective purchasing
power of the available pool of aid mcney is reduced. In practice this acts as
so great a deterrent as to render the preference almost meaningless.

Another important set of causes is wider in scope. One is that UN
analysis reveals that developing countries frequently prefer to purchase from
ma jor donor countries in the beliel (often mistaken) that developing country
products are inferior”. Clearlv this problem is likely to apply with even
greater force to products from the LDCs. Another is the low level ot
awareness that particular donors have to the whole issue of local industry
promotion and development. Unless their attention is specifically drawn to
the possibility of looking (or searching) for local supplies, donors will
(understandably) devore attention to their own immediate and particular
concerns and priorities which, except for UNIDO, are unrelated tc industrial
issues. One illustration of this would be the World Bank’'s contribution to
the Mav 1989 meeting of donors preparing for the Second UN Conference on the
LDCs; it fails to mention industry at all. either in relation to current
programmes of the Bank or in the outline of its plans and priorities for
future long term projects and programmes. It would thus appear that for as
pivotal an agency as the World Bank, neither the particular issue of local
sourcing mnor, more generally. concern for industrial promotion and
development of the LDCs are high priorities.

Yet another restraint on local industry promotion has its origins in
those tasked with drawing up donor projects. With few exceptions, they are
highly trained, often with considerable professional experience and expertise
in designing and setting up similar sorts of projects across different

. And hence including supplies to projects in one developing country
from other developing countries. An important example of this would be
goods supplied to Bhutan from Indian producers.

¥  This point is made in the May 1989 report of the Joint Inspection

Unit, Practice and Procedures aimed at a More Equitable Geographical
£ . M
(JIU 1989),
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cour'ries. But these attributes. together with severe constraints on their
time. bias them towards looking for sources of supply that are well known to
them and easily accessible. These will tend to be international and from the
ma jor industrialized countries. It is therefore not surprising that they
will know 1little of available or potential supplies in the least
indust.rialized countries or. importantlyv, have the time to go out and search
for this information. As the 1989 report JIU observes (1989:10):

International project managers are a powerful influence in the final
determination of the source of equipment and should be recognized as
such. .. Recognition must be given to the fact that international
personnel are themselves attracted towards the products, facilities and
services of developed countries through familiarity among other reasons.

A further set of constraints inhibiting local sourcing arises from
applying the principle of "fair treatment"” implicit in the UN’s desire for
international bidding. The Common Principles and Practices Governing
Procurement of Goods and Services by the United Natjons System of
Organizations (April 1989) state that to qualify as a prospective supplier a
firm should (UNDP and IAPSO, 1989:76):

(a) register with the individual UN organizations which commonly
procure the goods offered;

(b) document its qualifications as a supplier of the particular
goods to be procured;

(c¢) provide documentary proof of its financial standing;

(d) have no affiliations with countries designated by the General
Assembly of the UN as unacceptable sources of supply;

(e) be able, as required:
(i) to arrange delivery and provide installation,
commissioning and after-sales service in the country where

the equipment is to be used;

(ii) to supply technical manuals, instruction booklets and spare
parts lists in the required language(s);

(iii) to provide support services, including training, by
technical staff proficient in the required language(s);

(iv) to dispatch company staff to the project site at short
notice in case of emergencies;

(v) to ensure proper administrative, technical and quality
controls;

(vi) to provide all documentation needed in connection with
the shipment of the goods.
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In striving to be "fair", the qualifications necessarv and regulations laid
down for a manufacturer even to be considered as a potential source of supplv
for equipment under this system are cleariv biased against smali producers
and those located in the LDCs. They are handicapped bv having limited
resources themselves either to find out abcut the opportunities which exist,
or to communicate rapidly through widely-used modern communications svstems
(telephone, telex and fax) their ability to supply the goods required.

The price of goods presents another important set of real or potential
problems for local sourcing. The most common concern is that local supplies
in the LDCs are disadvantaged because thev tend to be priced higher than
internationally-traded goods. often because cof economies of scale and/or
special characteristics of interna® ~nal markets. A particular example here
would be that of clinker produced bv the jeint venture CIMAO located in Togo
in West Africa which in the ear: 1980s attempted to sell its output in
neighbouring Céte d'Ivoire at a price ’4 per cent higher tnan clinker
impcrted from Europe. Part of the reason for the price difference was
because of over-capacity in Europe which led to internationzl dumping of the
product (Mytelka, 1989:40-41).

Even if the gquoted price of the imported product is lower than a
domestic alternative, this needs to be weighed against the time-consuming
process (and hence cost) of going through international bidding procedures.
As the Third Five Year Development Plan for Rangladesh argues (Republic of
Bangladesh [ROB], 1985:223):

Procurement against international competitive bids is time-
consuming and not always in conformity with the wurgencv of
requirement of particular items for certain enterprises. Since
cash is scarce and procurement has to be made under commodity
assistance, the buyer, in order to be on the safe side, always
tries to make over-booking of stores with borrowers’ money and bank
interest.

A related issue is the effect on cnsts (and therefore on prices) of
establishing industries in inter-linked industries: the establishment of an
industry in one sub-sector can lead to a reduction in price of other (high-
cost) manufactures, thereby increasing the opportunities for local sourcing.
Thus in Mauritania in 1981, a cement packaging factory was opened using bulk
cement brought in from Spain, followed in 1985 by the establishment of
plaster manufacturing unit. As a direct result of these initiatives, it was
reported that the price of building materials dropped considerably (Economist

Intelligence Unit Country Profile 1989-90, p. 76-77).

Further insights into the problems of procurement and the LDCs come from
the UNDP's continually up-dated Guidelines on Project Formulation (UNDP,
1984). When officials embark upon the drawing up a project, their attention
is drawn to a number of "special considerations” which they need continually
to bear in mind. In particular, they are alerted to "those economic and
social goals which have been established on a global basis by the governing
authorities of UNDP and in furtherance of which UNDP is required to undertake
necessary actions” (UNDP, 1984:105.1.1). Specific mention is currently made




to four considerations: women. rhe poorest and most vulnerable sections of
the population of a countrv., the cenviromment and the need tc promote
technical co-operation among developing countries. What 1s of relevance here
is that there is no syecial cansiderstion given to the promoticn of domestic
industrv in countries where projects are undertaken and, in particular. to
the need to lock for demesticallv-produced goods when drawing up projects.
Indeed the section in the Cuidelines discussing inputs not onlyv fails to make
any recommendation to iook for local sources or to promcte local industry.
but appears (art least implicitlv) to assume that inputs will normailv be
sourced externilly (section 109.6):

“1th regerd to equipment. note that thev should be functionally
relevant. thart their potential economic and social impact should be
attuned to the economic and social goals of the Covernment (eg those
relating to emplovment, integration of disadvantaged groups of
population in the development process. envircmment etc.) and that the
country receiving them (emphasis added) has zppropriate repairing and
servicing facilities. Make adequate provision for spare parts that are
unavailable or difficult to obtain in the countrv.

A good summary of scme of these major constraints is contained in the
annex to the 1989 JIU report, reproduced here in full:

A

onstrajnts to ocurement from developi countries*’

"Efforts to increase procurement from developing countries are beset
with a number of constraints - some on the part of the United Nations
system and the others in the developing countries. These are:

(a) Inadequate knowledge in the United Nations system and relative
difficulty in identifving competent and experienced consulting
engineering organizations and reliable manufacturers and vendors in the
developing countries;

(b) Conditioning, attitudes and inertia of international project staff
and procurement officers who have been accustomed to certain types of
equipment and services from establishad sources and their reluctance to
try out ur.cested sources in deve’ )ping countries;

(c) Limited experience of suppliers in the developing countries
regarding requirements to be met in submitting bids or proposals;

(d) Inadequate interest by some suppliers from developing countries in
overseas sales, giver the size of the local markets, the internal price
structure and/or the quality control requirements;

(e) Lack of information in developing countries on opportunities for
the supply of equipment and services to projects undertaken by the
United Nations system;

n

Source: DP/1987/19, paragraph 7.
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(f) Asking. in invitations for secvices. for international. regional or
in-countrv experience. which the bidders from developing countries mav
not have. thus simultaneouslv =liminaring them from current contracts
and depriving them of the experience to qualifv in the future:

(g) Inadequate infrastructure and high transportation costs preventing
the rapid and economical movement of goods betrween developing countries;:

(h) The changing content of the equipment component of prnjects
reflecting their high-tech nature:

(i) Attitudes in some developing countries thar mav favour goods and
services from developed countries or maintain the traditicnal sources:
and

(j) Considerations concerning standardization, warranties., start-up,
training and availability of after-sales service, including long-term
arrangements for spzres, which sometimes preciude participation of
suppliers and manufacturers from developing countries.”

Finally, however, it is important to note that even if procurement rules
and the practice of donor agencies tend not to favour local sourcing they are
not immutable. Not only is there evidence of change at the level of
individual agencies to encourage further local sourcing, but it is apparent
that different donors can and do treat the issue quite differently. Thus,
the ILO has recentl; increased the share of procurement it will permit to
originate in developing countries. has raised the financial ceilings for
local procurements and made waiver procedures more flexible. More
specifically in Tanzania. the FAO increased the local procurement limit from
USS 10,000 to USS 20,000 per item, which has enabled important equipment
items such as vehicles to be purchased locallv”.

2.4.2 Some Project Evidence

Detailed examination of the documents (yellow cover) of a number of
World Bank projects in LDCs iilustrate a number of these points and highlight
some of the more practical difficulties with procurement methods and
procedures which can or could inhibit the current use and encourage the
further development of local industry. One problem is that even when it has
been decided that goods could be procured locally, it is common practice to
stipulate that these be obtained through the system of competitive bidding,
frequently with a minimum of three bids. Such a condition simply excludes
large slices of industry in the majority of LDCs. What is more, when the
Bank waives tendering procedures and engages in what it refers to as "prudent
local shopping” for equipment, it always tries to keep these purchases to an
absolute minimum, avoiding this method of purchase wherever it can. Further,

»  Reported in the 1988 Resident Co-ordinator’s Report for Tanzenia
(p.10). Procedures for the UN Secretariat require that "single purchases in
excess of USS 10,000 are