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Preface

In recent years, many Least Developed CountriBsCd) have achieved encouragingly high rates
of economic growth, partly due to the commodityc@rboom and the availability of trade preferences.
However, their relative achievements are compramise a number of factors such as overreliance on
primary commodity exports, rising costs of fuelpdoand manufactured imports, as well as persistent
structural impediments on the supply side for éifely engaging in global trade.

Against this backdrop, the LDCs Ministerial Confere, which was organized by UNIDO in
collaboration with the G-77 and China, and hel®¥ienna from 29 to 30 November 2007, explored at
length how the opportunities emerging from such mestruments as Aid for Trade (AfT) and the
Enhanced Integrated Framework (EIF) could be uségtlp to the LDCs transform their economies.

As a follow-up to the Vienna LDCs Ministerial Cordace of November 2007, and in order to
underscore UNIDO’s commitment to the AfT and ElFognammes, the next LDCs Ministerial
Conference will be held in Siem Reap, Cambodianfit® to 20 November 2008. As part of the
preparations for Siem Reap, a technical workshop hedd in Kigali, Rwanda, from 8 to 9 September
2008.

In keeping with the Vienna Declaration, which haduested UNIDO to assist the LDCs achieve
sustainable industrial development as a meanséeteaating their integration into the global eaogpthe
Ministerial Conference will address issues assediatith AfT and EIF, and will provide LDCs with the
opportunity to vet and make contributions to thepsut programmes proposed by the various develdpmen
partners.

This Concept Paper, which was intended to congiloitdeliberations at the Workshop held in
Kigali in September 2008, and at the forthcomirgnSReap LDCs Ministerial Conference, contextualises
the issues related to AfT and EIF, and UNIDO’s mgment in the two programmes. It also describes
UNIDQO'’s approach for mainstreaming AfT and EIF fa programme of support for LDCs, aimed at
building LDCs supply side capacities.

The paper is divided into seven parts:

o Part | puts the subject in context. It describes thetiposif the LDCs in the global
economy, shows why they need support from developipertners, and introduces the
response of the development partners through theiey tools of AfT and EIF.

0 Part Il describes AfT as a tool for building the competitiess of LDCs. It presents a
concise overview of AfT’s targets, as a complentertihe development dimensions of the
multilateral trade negotiations through the Hongn¢loTrade Ministerial Conference
Declaration.

o Partlll illustrates the EIF as a tool for building the gatitiveness of LDCs. It portrays
the link between EIF and AfT. It also describesitiseruments, process, guiding principles,
dominant issues, status of implementation, anddtrons.

o0 Part IV elaborates UNIDO’s involvement and role in AfT dgléF. It covers the essence
of UNIDO's approach, its objectives, and guidingpgples. It also describes how UNIDO
involves the stakeholders and partners in the "edigs support programmes for LDCs.

0 Part V elaborates on the considerations for strengthéddidpO’s development support
for LDCs through AfT and EIF programmes, includkey considerations, modalities for
determining the feasible supply-side interventi@mg] how the South-South cooperation
initiative is integrated into the two programmes.

o Part VI elaborates on the technical inputs and expectafiom the Siem Reap LDCs
Ministerial Conference.

0 The way forward is included art VII, and includes lessons learned and options.

0 Theannexesinclude a list of LDCs (Annex A), and the Viennanidterial Declaration of
Least Developed Countries (Annex B).
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l. CONTEXT

A. Introduction

1. The United Nations (UN) currently designates 49ntges as LDCs: 33 from Africa, 15 from
Asia and the Pacific, and 1 from the Caribbeans@tmuntries are so designated on the basis of low
incomes, human assets and economic vulnerabilitgeA C shows the continental distribution of these
countries.

2. Given the situation of their economies, and ireotd support their efforts to eradicate poverty,
the LDCs need special assistance to improve theiranic performance through the development of
viable productive capacities that will lead to aurgtble export capabilities. With this objectivesiaw,

this group of states has been calling for targaetsistance to address the supply side constraaits t
they face, alongside the comprehensive Duty-FrdeCauota-Free (DFQF) Market Access (MA) for
their products to the developed countries, whi@y talready enjoy. Generally, it is agreed that MA
alone, in the absence of export capacities, witl emable LDCs to participate meaningfully in
international trade.

3. An examination of the indicators of internatiomampetitiveness of LDCs in terms of
production and trade, suggests that there are lyimderstructural weaknesses that inhibit their
participation in the international trading systermhose structural weaknesses point to the inherent
limitations on the use of preferential trade aresngnts alone in achieving the desired goal of
enhancing the participation of LDCs in internatiottade. As a result, the tools and programmes
intended to expedite the integration of this grofipountries into the global economy should address
those structural constraints as well as evolveeright of pertaining circumstances and needs.

B. Integration of Least Developed Countries into Glohl Production
4, The status of integration of the LDCs into glgtiroduction is demonstrated by such indicators

as their shares of global production, structure&ifss Domestic Product (GDP), growth of GDP,
Manufacturing Value Added (MVA), etc.

Share of Global Production

5. Figure 1 portrays the evolution of the sharé@Cs in world production for selected years.
One of the salient features of LDCs is that tHe@ires of global population and production are seigr
related. For instance, the shares of LDCs in glptmduction were 3.9 per cent, 2.7 per cent ang&.0
cent in the years 1990, 2000, and 2004 respectiBstycomparison, the shares of this group of
countries in the global population in the same s/@are 9.9 per cent, 11.1 per cent and 11.6 pér cen
respectively (see UN 2007: 434 and 452). Therefande their share in global production is declgin
(e.g. by 7.3 percentage points between 1990 andi) 20@ir share in global population is increasing
(e.g. by 1 percentage point between 1990 and 2004).



Figure 1: Evolution of the Global Share of Produath of LDCs
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Sources: Own calculations based on UN (2007RICTAD Statistical Year Book 2006-200hited Nations
Conference on Trade and Development, New YorkGemkva.

Structure of Gross Domestic Product

6.

Table 1 shows the structures of GDP of selddiE@is (Benin, Cambodia, Lao PDR, Lesotho,

Mozambique, Senegal, Rwanda, and Yemen), compugied dlata from the UNCTAD (see UN
2007b). It underscores the strong dependence mulagne, despite some inter-country differences.

Table 1: Structure of GDP of Selected LDCs in 2005

Structure of GDP MVA per capita
S/N  Country Agriculture Industry Services in US$ in 2006
Manufacturing Other
1 Benin 36.2% 8.9% 6.1% 48.8% 33
2. Cambodia 35.2% 19.4% 6.9% 38.5% 87
3. Lao PDR 46% 21.0% 16.9% 26.1% 87
4. Lesotho 17.1% 18.9% 21.1% 42.9% 101
5. Mozambique 21.8% 12.7% 12.6% 52.8 60
6. Senegal 14.7% 12.3% 7.8% 65.2% 70
7. Rwanda 42.1% 9.3% 10.6% 38.0% 28
8. Yemen 13.7% 5.5% 37.1% 43.7% 28

Source: Based gf1) UN (2007b).UNCTAD Statistical Year Book 2006-20@hited Nations Conference on
Trade and Development. New York and Geng2y, UNIDO (2008). International Yearbook of
Industrial Statistics 2008Jnited Nations Industrial Development Organizgtidienna.

Notes: GDP ... Gross Domestic Product, MVA ... Mactiring Value Added.




7. The most important observation that can be eerirom the information contained in Table 1
is the relatively small share of manufacturing &mde share of agriculture contributions to GDP. By
comparison, for example, Austria’s GDP in 2005 w@sposed of agriculture (1.6%), manufacturing
(19.4%), other industry (12.3%), and services @$3.8n the case of Denmark in the same year, the
shares were agriculture (2.1%), manufacturing ¢b3.8ther industry (13.6%), and services (74.0%).

8. To elaborate more on the situation, as furtkenahstrated in Table 1, the sample LDCs have
very low MVA per capita in 2006, ranging from US$28 Rwanda and Yemen, and US$101 for
Lesotho. By comparison, the average figures foitrfayDenmark, and industrialized countries in the
same year were US$ 4,928, US$ 4,003, and US$ B:6péctively (see UNIDO 2008: 36).

Growth of Gross Domestic Product

9. The rate of growth of GDP gives useful hintsuttibe performance of the economy. Because
of the need to catch up, LDCs must grow faster thidwer economies. Figures 2 and 3 present
comparative overviews of the rates of growth chlt@DPs, as well as of GDP per capita. The long-
term growth trend (1980 to 2005) presented in édlindicate encouraging trends, in that this giafup
countries recorded significant growth rates, whigtre higher than the growth rates of both the
developed countries and the developing countriessd®mle.

Figure 2: Comparative Growth Rates of Real Total ®On Selected Country Groupings
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10. Further scrutiny ravels two further importaatts:

(@ Asdemonstrated in Figure 3, although the overalvth rate of GDP of LDCs has been
strong, growth rates of GDP per capita remainedvbehe growth rates of the
developing countries as a group.

Figure 3: Comparative Growth Rates of Real GDP Reapita in Selected Country Groupings
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(3) UN (2002).UNCTAD Handbook of Statistics 20Q@ited Nations
Conference on Trade and Development, New ¥odkGeneva.

(b) Also, as evidenced by the situation in Tanzaniapme LDCs, the GDP growths are still driven
by basic commodities produced by the agricultundl mining sectors, and less by value-adding
and manufacturing activities. Thus, in Tanzanisspde the high annual growth rates of
industry (due to heavy investments in mining), $leetor’s contribution to GDP growth is
subdued and remains even below the service sectothé period 1990 to 2004. The
substantial contribution to growth by agriculturederlines the strong linkages amongst
agriculture, rural development, and total develaptmend will have a bearing on the success of
any poverty alleviation strategy.



Table 2: Drivers of the Growth of GDP in Tanzania

Average Annual Growth Rate Average ContributioAtnual Growth
S/IN  Economic Activity 1990-1994  1995-1999  2000-2004 1990-1994 1995-1999 000-2004
1 Agriculture 3.1% 3.6% 4.8% 1.5% 1.8% 2.3%
la. Crops 3.20% 3.90% 4.80% 1.1% 1.4% 1.7%
1b. Livestock 2.50% 2.70% 4.10% 0.2% 0.2% 0.3%
1c. Forestry and Hunting 2.80% 2.40% 3.90% 0.1% %0.1 0.1%
1d. Fisheries 3.40% 3.70% 6.60% 0.1% 0.1% 0.2%
2. Industry 2.0% 5.4% 8.7% 0.3% 0.9% 1.5%
3. Services 1.9% 3.8% 5.9% 0.7% 1.3% 2.0%
4. Total 2.5% 4.0% 5.8% 2.5% 4.0% 5.8%

Source: MPEE (2005Poverty and Human Development RepResearch and Analysis Working Group, Ministry of
Planning, Economy and Empowerment, Dar es Salaam

Manufacturing Value Added of LDCs

11. Manufactured goods dominate global trade. Bb2they accounted for approximately 81
per cent of total world exports. As indicated ie thUNIDO International Yearbook of Industrial
Statistics 2008” LDCs play an insignificant roletie production of manufactured goods. Their share
of global MVA was 0.4 per cent in the same yead awveraged only around 0.3 per cent in recent
years. These trends are in stark contrast to #hdsbited by non-LDC developing countries during th
same period, whose share rose from 21.6 in 1928.1ain 2005 (see Table 3).

Table 3: Percentage Distribution of World MVA, 19396 2005 (at constant 2000 prices)

Average of
1999 2000 2001 2002 2003 2004 20051999- 2005

Industrialized Countries

share 78.1% 76.2% 752% T74.8% 746% 73.8% 71.5% 5%5.
Developing countries

(non-LDC) share 21.6% 235% 245% 249% 251% 25.88.1% 24.2%
LDCs share 0.3% 0.3% 03% 03% 03% 04% 0.4% 0.3%

Source: UNIDO (2008)nternational Yearbook of Industrial Statistic080United Nations Industrial
Development Organization, Vienna.

12. LDCs account for a small share of MVA in depéig countries as weFigure 4shows their
shares of MVA in selected product groups in thes/@900 and 2006, computed using data from
UNIDO (see UNIDO 2008). Notably, for the sampledarct groups, in 2006, they attained shares of at
least 4 per cent in only textiles (4.3 per cent) araring apparel/fur (4.7 per cent). Overall,rthbares
remain low, and in some cases they have been sttgating or even decreasing.



Figure 4: LDCs' Share of Developing Countries' MVA %
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Nations Industrial Development Organization, Vienna

13. The constellation portrayed in Table 3 and féigliunderlines why LDCs’ share of trade in
manufactures is also insignificant.

(© Integration of Least Developed Countries into Globl Trade

14, The performance of LDCs in global trade mirtbisr performance in global production. This
is demonstrated by, among other things, the stalatamposition of their exports, their export nedrk
dependencies, the growth of their trade in abstduitesvis-a-visgrowth of their global share of trade,
vulnerability to import surges, etc.

Structural Composition of the Exports of LDCs

15. According to “UNCTAD Least Developed Countiigaport 2006” (see UN 2006), in terms of
product portfolio, agricultural and mineral raw eradls continue to account for the overwhelming
share of the exports of LDCs. As depictedrigure 5 from 2000 to 2003, primary commodities (i.e.
all food items, agricultural raw materials, fuedsid metals and ores), accounted for 32.8 of their
exports. During the same period, manufactures ateddor 62.7% per cent of the imports of LDCs.




Figure 5: Merchandise Trade Structure in LDCs, 20#D03
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Export Market Dependence of LDCs
16. Evidences show that, when the developing cmsare taken as a group, their share in

global trade is increasing at a phenomenal paoe 20 per cent in 1970, to 25 per cent in 1990,
and to 35 per cent in 2003. In part, this is atiiol to increased South-South trade. Thus,
according to UNCTAD Statistical Year Book 2006-2007in 2005, South-South exports accounted
for 16.1 per cent of the total global exports (s&&2007: 72, 85).

17. Unlike the more advanced developing counttiestrade among LDCs is insignificant, and
this group of countries heavily depend on develapmahtries and non-LDC developing countries as
their markets (Figure 6). As indicated in figurei5,1999, slightly above 98 per cent of their ex-
ports went to these two groups of countries (reuad 70 per cent and 28 per cent to the former
and latter groups of countries, respectively).ditDC trade was very low, at about 1 per cent.

Figure 6: Distribution of the Exports of LDCs By Dstination Market in 1999
4 N

LDCs

0,
Devloping Countries 1% USA

28% v 27%
( ﬂ Canada

Other Developed// V 1%

Countries Japan
E 4%
EU
37%

Source: Generated using data from UNCTAD and thrar@anwealth Secretariat.



18. Figure 7 presents the distribution of expoftthe LDCs to different markets. On an average
between 1995 and 2004, 63.05 per cent of LDC expant to four major developed countries markets
(EU, USA, Japan and Canada). A further 22.14 @etr\was destined for 7 major non-LDC developing
countries’ markets (China, Taiwan Province/Chirtailind, India, Korea and Singapore).

Figure 7: Exports of LDCs to their Top 10 Marketss-a-vis Rest of the World,
as Shares of Total Exports of LDCs, Averagéd 995 to 2004
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Source: Based on UNIDO (2007How Can Aid for Trade Transform LDCs?: Background
Paper Nations Industrial Development Organization.rivi@, November

Note:  RoW (Rest of the World)

Growth of Trade vis-a-vis Growth of the Global Skesof Trade

19. Figure &resents the export and import growth rates of $ DCselected years from 1980 to

2003-2004. Despite variations, the general treas positive. While in the period 1980-1985, exports
declined by 2.5 per cent, in 2003-2004 they grew2by per cent. Likewise, though the imports
declined by 4.1 per cent in the period 1980 to 1988y recorded positive growth rates thereafter,
peaking at 18 per cent in 2002-2003.

Figure 8: Growth of Exports and Imports of LDCs iBelected Years
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20. However, a closer scrutiny reveals a rathéurthg scenario. The overall growth of exports
and imports of LDCs did not result in higher shareglobal trade. As shown in Figure 9, the global
share of the exports of LDCs grew marginally by80dkercentage points from 0.46 per cent to
0.64 per cent, between 1998 and 2004. During thee ggeriod, the imports of LDCs as a share of
global importsde factostagnated.This underscores the poor integration of LDCslabgl trade.

Figure 9: Integration of LDCs into Global Trade: Esfution of the Global Share of Trade
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21. These results show that though LDCs are beiaduglly integrated in global trade, the
pace is too slow to give real prospects for anyezaich-up.

Vulnerability to Import Surges

22. Because of their weak productive capacitiesC&Dave been experiencing competition from
imports into their domestic markets. As a restufices the mid-1990s, there have been increasing
incidences of LDCs as well as non-LDC developingntdes experiencing import surges, particularly
in agricultural commodities. These surges are bargtributed to substantial liberalization of tead
partly unilaterally and partly through Regional deaArrangements (RTAs). Evidence from selected
studies, presented in Table 4, demonstrates thacingb trade liberalization. Also, in all casestu
relationship between domestic production and imporges, available empirical studies reveal that
surges were not a result of shortfalls in domgsticluction. (cf. Matambalya 2007, UNCTAD 2006,
Sharma et al. 2005).

1 The situation is partly attributed to the fact ttieat growth in export revenues of LDCs were matalysed by price booms,
while in terms of volume they grew much less (seeddrmer 2007).



Table 4: Selected Evidence of Import Surges in LDI@duced By Trade Liberalization

Coverage Main Findings Other Observations/Implaagi
1. Matambalya 2007
Tanzania Surges of food imports Evidence of surges of imports of maize from
Maize and milk 2000 through to 2004

Evidence of surges of imports of milk 1998
through to 2001

2. UN 2006

All LDCs Surges of food imports Evidence of import surges involving
(Rice, Sugar, Maize, Bovine products produced in LDCs and/or their
Meat, Wheat, Milk, Poultry substitutes
Meat, Pig Meat, Tomatoes,
Tomato Paste)

3. Sharma et al., 2005

Tanzania and Surges of food imports Existence of domestic market fragmentation

Senegal (Poultry, Dairy) De-linking of major urban markets from

domestic production

Crowding-out of domestic investments

Sources: Based on (1)Sharma, R. (2005FAO Commodity and Trade Policy Research WorkingePap
No. 11 United Nations Food and Agriculture OrganizatRome.

(2)UN (2006b).The Least Developed Countries Report 2006: Deveddproductive
Capacities United Nations Conference on Trade and Developrivenv York and
Geneva.

(3)Matambalya, F. (2007).anzania Study on Special Products and the Special
Safeguard Mechanisrimternational Centre for Trade and Sustainable
Development, Geneva.

Major Issues

23. The export structure of LDCs is highly concatetrl in terms of product range and markets.
This imposes vulnerability in their trade positi€ar, obvious reasons.

24. Regarding preferences, LDCs can substantially fjom DFQF access into the markets of
developed countries in particular, and developmgntries which are in a position to offer prefesmnc
(as depicted by the trade links in Figures 6 andAg)a result, LDC exports can benefit from thente
and conditions of market access offered by devdlape non-LDC developing countries. The ongoing
WTO negotiations, as well as negotiations in ofbea (particularly, regional trade arrangements, an
bilateral) can be used to find a viable solutioprtamote the exports of LDCs.

25. Given the limitations on productive capacies supply capabilities, the evidence presented
in the preceding paragraphs suggests that witttalressing the supply bottlenecks, LDCs will not be
in a position to competitively, meaningfully, angrsficantly benefit from the global trading system

(d) Why is the Global Competitiveness of LDCs Limited?

26. There is general consensus that trade caermaueconomic growth through various channels,
including capital movements, transfer of techn@sgand knowledge, stimulation of entrepreneurial
activities, etc. In turn, economic growth can tlates into generating resources for sustainable
development, which is a necessary condition foatlesiation of poverty.

27. In view of these normative linkages, one of tegponses of the international community
towards assisting LDCs has been to extend to tipeiad MA treatment in the international trading
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system, aimed at enabling them to reap the berwffittade. However, the results achieved by
preferential treatment has been paltry for most £Ddlie to both the inherent limitations of the MA
provisions, and the non-existent or weak produdagacities that would have strategically positione
them to benefit from such preferences.

Inherent Limitations to Use Preferences

28. The inherent limitations to use MA prefereraesunderlined by the limited capacity of LDCs
to exploit them. Those limitations of MA provisiooan measurably be demonstrated by, among other
things, the Utilisation Rate of Preferenckb)f and the Utility Rate of Preferenceds |.

29. Table 5 depicts thagtilisation Rate of Preferences athie Utility Rate of Preferences
The relatively low values of both rates suggedtttiere is a substantial mismatch between the
EU preferences and the export structure of the é€Romies.

Table 5: _Utilization and Utility Rates of EU Prefences by ACP economies
under the Lomé and Cotonou Agreements, 1998 to 2004

Year Utilization rate of Preferenceb)() Utility Rate of Preference# ) U-F
1998 68,10% 68,10% 0,00%
1999 81,60% 81,20% 0,40%
2000 71,70% 71,30% 0,40%
2001 76,20% 76,10% 0,10%
2002 81,70% 79,00% 2,70%
2003 74,60% 70,90% 3,70%
2004 70,70% 64,90% 5,80%

Source: Matambalya, F. (2008)dentifying Products of Defensive and Offensiverktts in Both EPA Tra
Regime and WTO Negotiations for Commodity-Depgnfl€P Economies: Lessons from an Empi
Review of Tanzania's Agricultural Sectdn NgangjohHodu, Y. and Matambalya F. (Eds) (20
Development Challenges In The European Union -€#ffrade Beyond The Cotonou Preferendds
Nordic Africa Institute, Uppsala.

2 The Utilization Rate of Preferences compares evaifiimports receiving preferencegy ., with the

value of imports eligible for preferencef .5)- It is estimated & = M, where £ is
M epr

utilization Rate of Preferences.

® TheUtility Rate of Preferences (alseroduct Coverage Ratids a simple ration thatompares the value of
imports receiving preferencegf ) and the value of total importdW ). It is estimated at) = M,

whereU is Utility Rateof Preferences
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30. Additionally, Table 6 depicts the percentageotdl developed country imports from LDCs
and non-LDC developing countries accorded DF aqd€®86-2005). Thus, it gives further clues about
(F). In this case too, deviations @ () from 100% indicate the magnitude of mismatch betwthe
EU preferences and the export structure of the Ac@omies.

Table 6: Percentage of Total Developed Country lonis from LDCs
and Non-LDC Developing Countries Admitted Free ofiy (1996-2005)

Year 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Excluding Arms
1.NonLDCs 53% 54% 54% 62% 63% 67% 66% 71% 76% 76%
2.LDCs 68% 69% 81% 76% 75% 78% 75% 78% 81% 82%

Excluding Arms and QOil
3.Non-LDCs  54% 55% 54% 63% 65% 64% 68% 70% 75% 75%
4.1DCs 78% 77% 78% 72% 70% 71% 70% 73% 79% 79%

Source:Matambalya, F. (2008)dentifying Products of Defensive and Offensiveréstts in Both EPA Trade Reg
and WTO Negotiations for Commodity-Dependent AC&h&mies:Lessons from an Empirical Reviev
Tanzania’'s Agricultural Sectorin Ngangjoh-Hodu, Y. and Matambalya F. (Eds) @0evelopmel
Challenges In The European Union — Africa TradedBdyThe Cotonou Preferencéhe Nordic Africi
Institute, Uppsala.

Lacking Productive Capacities

31. LDCs face a plethora of constraints, whicHestifie efforts dedicated at enabling them to
achieve economic transformation, and thereforerba ibetter position to benefit from the MA
opportunities offered by the international tradésygtem.

32. Therefore, productive capacity has been aaiiiojedebate in development cooperation. That
debate has focussed on attempting to arrive atnmom comprehension of the meaning and scope of
the term, and also in order to defining approprigsponses through development co-operation
programmes. Though there is no universally acclptaéfinition of productive capacities (as the
driving force of economic transformation), and tiien is still evolving, revisiting some definitioaad
statements related to the subject reveals commeackst

(@ According to UNIDO “... the key to raising productivity to competitiveels lies in improving
industrial capabilities ... The process involves tireanew skills .... It requires obtaining
technical information, assimilating it and improgint. It entails institutional rather than
individual capital, with new managerial and orgaational methods, new ways of storing and
disseminating information and of managing intertégérarchies. It also needs interaction
between enterprises—firms do not learn on their-eand between enterprises and support
institutions. Finally it requires the factor markehat provide skills, technology, finance, export
marketing and infrastructure to respond to the mewds of enterpriseégsee UNIDO 2004; also
cited in paragraph 171 in UNIDO 2007c).

(b) According to UNCTAD, productive capacity refers to ... the productive resources,
entrepreneurial capabilities, and production linkegwhich together determine the capacity of a
country to produce goods an services and enalite grow and develdp(see UN 2006; also
cited in paragraph 170 in UNIDO 2007c).

(c)  According to the WTO “... supply-side constraints refer to impedimentéodevelopment of
capacity to produce goods and services compeyitavadl to the ability to get them to markets at a
reasonable cost. ...Such a broad definition covendde scope of issues impeding the LDCs'’
participation in international trade. The issuesige from physical infrastructure, customs, trade
support services and human and institutional cayaci Dependence on a few commodities is a
typical feature of LDCs’ export profile and is absassociated with their weak supply-side capa-
cities. Overcoming supply-side weakness is a pcitiom for developing and diversifying a sus-
tainable export portfolib(see WTO 2004; also cited in paragraph 172 inDMR007c).
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33. The key terms, which are contained in thesmitiefs and statements underline the multi-
dimensional character of “productive capacitiesdttimclude, among other things: human capital-
related dimensions (skills, entrepreneurial cajiigsi managerial and organizational methods),
information management dimensions (technical in&iom, market information), institutional
dimensions (institutional resource capacities,tutginal learning abilities, institutional netwan,
strategies for institutional positioning in the w&lchain), physical infrastructure-related dimemsio
and business/trade support services.

34. The Brussels Programme of Action (BPoA) for Is@esstructural constraintsandsupply
constraints as major factors limiting their competitivenesse BPoA 2001).

35. Figure 10 highlights some of the key constsaimihich directly or indirectly impact on the
investment, production and supply capacities of.ID€s, thereby influencing their trading capacity.

Figure 10: Constraints to LDCs’ Rapid Economic Tingformation
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Major Issues

36. The situation portrayed in Figure 10 suggésis ItDCs cannot effectively participate in the
global value chain and this limits their prospdotsbenefiting from international trade. To be atde
meaningfully participate in the global value chaioncerted efforts are needed to build their pribeic
capacities. The elements inclugieestment promotigrinstitution building building of physical
infrastructure promoting structural changes in the economy (frammodity-dependency to more
balanced sectoral developmeritjcreasing labour productivity (through proper edtion, training,
motivation, etc,)market developmerftargeting both domestic and international majkétgsiness
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sector developmeifembracing the twin components of private secteeldpment — PSD, and New
Public Management — NPM), amttvelopment/transfer of technologigy supporting research and
innovative capacitigsthat are economically competitive and viable @se UNIDO 2008c)in some
countriesjand reformswill help to release the extra economic potentiat ts restricted by the current
land ownership and use systeriMoreover, the development process should be embeddan
effective governance system that provides a vietkonment for doing business.

37. Ideally, a holistic approach is needed to addedl the constraints highlighted in Figure 10.
However, a holistic approach, while desirable,ksly to spread the resources thin and reduce the
effectiveness of aid. Therefore, it is necessapatefully analyse, prioritize, and choose the scomd
depth of support in tackling the specific constsain

38. In contrast, by concentrating the resourcgaritwitized activities, a selective approach will
channel critical masses of resources into the steghareas and therefore be more effective, parti-
cularly if the prioritised areas of support aresth@n which the country can comparatively easiijdbu
competitive capacities. Besides, a single actah s UNIDO, cannot afford to address all the cons-
traints, because of its limited competence and atanéience, it is necessary to carefully analyse, p
ritise, and choose the scope and depth of support.

39. Thus, consistent with the current thrust diisirial policy, specific support by UNIDO could,
inter alia, encompass the following:

i.  For the transformation of the production structigepport to comply with standards,
creation of infrastructure for industrial/manufaity clusters, etc.

ii. For the transformation of the trade structure:teludevelopment, assistance to integrate
into the global value chain, building critical expanasses through consortia, sector
specific technology support, etc. They will depesd the degree of success of the
transformation of the production structure.

iii. For addressing the skills gap: assistance to thigrdand offer of education and training
programmes in industrial and trade policies, a8%i& to integrate programmes on
industrial and trade policies in educational cufdc Pertinent measures need to be
synchronised with the other prioritized areas pjsut.

iv.  To address the challenge of capital gap: suppoimnprove the business environment
through investment incentives (to be addressednbystrial policy), improvement of
labour skills, and provision of adequate infragtrre:

v.  To address under-utilisation of land: support appate policies to improving land use,
considering that it is the most basic and accessdsiource in LDCs, which can form the
bases for agri-business-driven industrial transédion.

vi.  For entrepreneurship and enterprise developmemposu in terms of appropriate
entrepreneurship education and training, businessl@pment services, and promotion of
different types of businesses, etc.

vii.  The key issues regarding institutional constraintdude: support for the creation of
competent institutions, and elimination of the esu®r institutional failure are necessary
measures for supporting the economic transformatib®Cs.

viii. The infrastructural obstacles (which reflect sygidie rigidity and increase the transac-
tion costs) can be addressed through selectiveagprwhere the necessary infrastructure
is provided in designated areas, e.g. in areagrdged as Export Processing Zones
(EPZs).

ix.  Inaddressing technology issues, considerationighi@umade of how the R&D approach
can be blended with the non-R&D approach to tedgyotievelopment.

40. Table 7 depicts the issues arising from conteanp industrial policy thrust, and possible
modalities for narrowing down from a wide specttarprioritized support measures.
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Table 7: Generating Supply Capacities Building Memss for LDCs: Examples of Issues Arising from Cemtporary Industrial Policy Thrust

Constraint

Solution

Required Support Measures

Examples ofifzéion and Selection of Support Measures By DA

1. Production structure:

Concentrated productior
portfolio

o Promote sectoral diversification
Develop strategic intersectoral linkages
0 Identify and prioritize dynamic sector;

o

Primary sector-specific

Capacity to comply with commodity standards

Secondary sector-specific

Infrastructure for industrial/manufacturing cluster

Tertiary sector-specific

Strategic services

Quaternary sector-specific

Limited competitiveness potentials by LDCs

Quinary sector-specific

Limited competitiveness potentials by LDCs

2. Trade Structure:
concentrated portfolio

o Diversification of export produtt
portfolio

o Develop capacity for large order
requirements

0 Promote dynamic tasks
0 Promote value added produc

Enterprise-specific measures

(0]
(0]
(0]
[0)

Cluster development (build value chains)

Support to comply with various standards

Support to integrate into the global value chain

Build export consortia (for diversification, largeder requirements, etc.)

Sector-specific measures

Sector-specific technology support

Market-specific measures

Export market development / diversification

3. Factor inputs: labour
skills gap

0 Management skills
General skills
o0 Technical / technological skills

(o]

Measures related to industrial policy
and trade policy:

0 Education

0 Training

0  Other means of exposure

(0]
(0]

(0]

Assistance to integrate industrial / trade policgurricula

Assistance to design/offer general/tailor-made &iihrwtraining programmes on
0 Industrial policy
0 Trade policy

Link to the priority products, tasks, sectors,iiasbns

4. Factor Inputs:
Capital Gap

Development of viable domestic
institutional framework for

for business / investment financing

Development of financial institutions:
0 Banks
o Commercial Finance Companies
o Venture Capital Firms
0 Government Loan Programmes,
etc

Appropriate measures not in
UNIDO’s area of competence and mandate

Access to international capital

Guarantee schemes b
o0 Domestic institutions
0 International institutions

Appropriate measures not in UNIDO’s area of competeind mandate

Improvement of business environment
attract investments)

tdesign and sustain appropriate policy

Appropriate elements of industrial policy, e.gvestment incentives

Improve labour skills

As in (3) above

Provide adequate infrastructure, etc.

Complementary measures by development partners

5. Factor Inputs:
Underutilization of Land

Design appropriate policies to improve
access to and utilization of land as an
entrepreneurial good

o Studies on best land use practices
0 Promote agribusiness

(0]
(0]

Carry out land reforms
Develop linkages between land and agribusiness

Source: Own.
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Table 7:_Generating Supply Capacities Building Memss for LDCs: Examples of Issues Arising from Cemhporary Industrial Policy Thrust — contd.

Constraint Solution Required Support Measures Examples ofifration and Selection of Support Measures By DA
6. Entrepreneurship | Entrepreneurship Business planning Undertake these activities with linkage to technivepreneurship
and Enterprise education/training Promotion technology innovation & creativity cuttur o Design quality improvement measures through:
Development (General, as well as in associatign o  Raise awareness about quality and standards o Benchmarks for quality and standards
with techno-entrepreneurship) 0 Promote R&D approach to technology development 0 Quality improvement campaigns (funding, competitj@xposure tours)
(relevant for large and small firms) o Design modalities for provision of fiscal incensvie innovators:
0 Promote non-R&D approaches to technology 0  Subsidized credit
development (particularly for small firms) o Technology tax rebates
o Design modalities for promoting venture capital«ei technology acquisitions
Other SME “extension” services Undertake these activities with linkage to technivepreneurship
o Entrepreneurship skills development
o  Business environment
0 Financing entrepreneurial activities
Business development services o0 Business registration and licensing Undertake these activities with linkage to technivepreneurship
(General, as well as in associatign o Product market information
with techno-entrepreneurship) 0 Factor market information
Performance analysis tools, etc. Use of COMFARd&ebusiness projections
Diversification of the enterprise | Promotion different types of busines‘b@eneral, as well as ino Tailor-made support firms engaged in strategicstgsioducts, and sectors
population (by type of firms) association with techno-entrepreneurship) 0 Tailor-made support of technology-oriented firms
7. Institutions: o Create competent institutions tp Extend assistance to create and sustain varidiigtinas Support creation of appropriate institutions: gEvsector apex organizations (e.g.,
gaps, weak, support market economy (i.e., with various functions) that are necessasgustain a chambers), standards organizations, technologygtimmorganizations (e.g.,
dysfunctional o Eliminate causes for competitive market economy technc_alog_y centres, Universities, research ceref_tes, industrigl p_ron_wotion
institutional failures organizations (for large scale and small scales)iymetrology institutions, etc.
0 Devise means to address institutional failures
8. Trade-related o Transport infrastructure o Support strengthening of energy infrastructure
physical o Storage infrastructure Development, modernization, maintenance 0 Support strengthening of infrastructure for mefyg|standards, testing and quality
infrastructure o Communications infrastructure (MSTQ)
o Energy infrastructure 0 Support infrastructure relevant for strategic tas&stors, type of firms, etc.
9. R&D and inno- Sustainable institutionalization off o Strengthen R&D in public and private sector 0 Critical mass of funding of R&D and innovation sysis
vation systems R&D and innovation systems 0 Promote: sectoral innovation systems, R&D appréach 0 Support establishment of specialized researcluitistis / think tanks, including
technology development, Non-R&D approaches to those specializing in specific sectors
technology development, International collaboraition 0 Develop research personnel through: educatiomirtgeand exposure
technology development
10. Good governance Institutionalize good goveraang Support to adopt / develop good governance criteria Appropriate measures not in UNIDO's area of coepet and mandate

Source: Own.

4 Various criteria are used to categorize firmeluiting legal form, form ownership (private, state, mixegmunerative status (firms engaged in econogtivitees that are directly remunerative, firms agegd in economic
activities that are not directly remunerative) taed belongingness (primary, secondary, tertigusaternary, quinary), size (micro, small, mediwarge), status of formalization (formal and inforsedtor firms), etc.
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(e Essence of Global Support to Build the Competitiveess of LDCs

41. LDCs cannot attain competitiveness without diagubstantial, and sustainable economic
transformation. However, the envisaged economstoamation entails determined efforts to embark on
a number of initiatives, including building traddated infrastructure. Such undertakings are niyt on
costly, but also require long gestation periods.

42. Hence, the tasks involved in building the nemgscapacities for sustainable economic trans-
formation pose formidable challenges that can hidrdlovercome by LDCs on their own. Invariably,
collective efforts by the international communitg aeeded to tackle the pertinent challenges anidh@u
LDCs on sustainable development paths. In the g the tasks for building competitive trading
capacities of LDCs require integrated and cohexpptoaches, in which the contributions of the werio
actors complement each other.

® Evolving Tools to Expedite the Integration of LDCsdnto the Global Economy

43. Cognizant of the need for broad-based cooparati supporting the LDCs’ aspirations for
integration into the global economy, measures haen taken by the international community, whose
main objective is to address the many obstaclésabtmain the competitiveness of LDCs:

i. The IF was endorsed at the High Level Meetingnbegrated Initiatives for LDCs Trade
Development (HLM) in October 1997. Following praati lessons gathered by the
agencies implementing the programme, it was revdrtpeugh the creation of Enhanced
Integrated Framework (EIF) in July 2000.

i. A concrete AfT framework was agreed upon inddetr 2006, and this multilateral, and
multi-agency work programme was formally launchreg@07.

44, The current focus of the international comnyuiston AfT and EIF. Both programmes offer

realistic prospects to alleviate the supply-sidestaints invarious economic sectoamdvarious stages

of the value chainThe current thrust is towards the implementatibithe programmes through the

mobilization of resources, and designing of operafization of specific support measures. The
movement to the next stage has been recommendraytthvarious fora, including the cited Vienna
UNIDO LDC Ministerial Conference (2007), CTD Megion the AfT Road Map (2008), etc.
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Il. AID FOR TRADE AS A TOOL FOR BUILDING THE COMPETITIV ENESS

OF LDCs
A. Origin
45, AfT has been an important element of overdlictaf Development Assistand®©DA) flows

and policies for many years. A new work progranamé\fT was launched by WTO Trade Ministers at
their Hong Kong Conference in 2005. It recognibesfact that more intensive and extensive supgort
needed to help developing countries, especialyLD€s, to build up their trade capacity in order to
benefit from the improvements to market accessheir exports that the Doha Round of multilateral
trade negotiations was mandated to secure. Thle programme aimed also to tackle other areas of
trade-related support that developing countriehitmiged, such as coping with the effects of pretere
erosion (see Page and Velde 2007).

46. In its evolution, AfT was debated in severabfand before its inclusion in the Hong Kong
Trade Ministers Conference Declaration, it wasalyementioned in such key documents, as the
July Framework (Agreement of 2004).

47. A Task Force selected from among WTO Membeegmuents produced its recommendations
on the WTO's AfT work programme in a report to tM&QO's General Council in July 2006. This report
recommended that the role of the WTO and its se@éetwvas to be limited to monitoring AfT and to
catalyzing the activities of multilateral and remab development banks and development agencies who
have the necessary mandates, experience and sxpertiddress the challenges limiting meaningfil an
beneficial participation of LDCs and non-LDC deyeg countries in global trade. AfT aims to help
solve the supply-side constraints of developinghtiies, mitigate the adverse effects of liberalirat

and build the developing countries’ capacity toatiete and implement the agreed trade rules. f thi
regard, the AfT offers realistic prospects to aitsvsupply-side constraints in various econontose

and stages of the value chain.

48. In its current status, the AfT initiative lalglon three key considerations: addressing sufgy-s
constraints, mitigating adverse effects of libeelon by providing a mechanism for addressing the
adjustment costs associated with it, and buildiegcapacity to negotiate and implement the agradd t
rules. In this context, using the AfT initiative NIDO can design support measures in several aveas t
address a number of supply-side rigidities outlinefigure 10.

B. Generic Targets of Aid for Trade

49, In line with the recommendations of the WTAFE Task Force, the AfT initiative identifies six
key areas of possible support to the targeted desnfThese ardérade policy regulationstrade
developmentbuilding productive capacitfincluding trade developmentyade related infrastructure
trade-related adjustent, ancbther trade-related needs

50. The OECD (2006) sees the operationalizing ®fAfT initiative as an expanding agenda (see
figure 11), which technically corresponds to tHe#ing major areas of support:

(@) Trade policy and regulations. This embraces trginianalysis of proposals and
positions and their impact, support for stakeh@derarticulate commercial interests
and identify trade-offs, dispute issues, supporfamlitate implementation of trade
agreements and to adapt to, and comply with, arnesregulations.

(b) Trade development. This covers investment promotaralysis and institutional
support for trade in services, business suppovtcges and institutions, public-private
sector networking, e-commerce, trade finance, tpadenotion, market analysis and
development.

(c) Trade-related infrastructure. Its elements arespart and storage infrastructure,
communication infrastructure, and energy infragtrres
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(d) Building productive capacity, including banking afidancial services, business
services, agriculture, forestry and fishing, indysind mining, tourism, etc.

Figure 11: Aid for Trade as an Expanding Agenda

Source: OECD (2006)Aid for Trade: Making It EffectiveOrganization for Economic Cooperation and Develept, Paris.

51. The essence of contributing to the agendadde policy regulationgrises from the limitations
LDCs face in bargaining for better terms of actesglobal markets. Thus, though improved MA is a
necessary condition for bolstering the trade perdorce of LDCs, they usually lack the leverage reeede
to obtain good bargains. Typically, MA offers areded through many “exclusions” (e.g. safeguards,
rules of origin, etc.). Special and differentigatment (SDT) offers a partial solution, albeitraperfect
one.

52. Redressing the supply side constraints epitognisDCs and other developing economies, is
equally, if not more, important. Their trade poi@sttend to be sub-optimally utilised due to latkard
infrastructure (e.g. transport and storage infuaiire) to facilitate commercially viable productiand
trade.

53. Empirical estimations reveal that due to ther gtate of infrastructure, freight costs accoont f
around 15 per cent and 30 per cent of the explré\a all African economies and landlocked African
economies, respectively. Thus, a container shiprinemt Baltimore (USA) to Durban (South Africa)
costs US$ 2,500, and an extra US$ 9,500 from DutbaMbabane in landlocked Swaziland (see
Hoekman 2006).

54. The under-utilization of trade potentials is@tbated by lack of soft infrastructure (e.g. dewi
range of skills including those in internationalrkeding and trade, market information systems,etrad
advocacy and promotion institutions, innovation twthnology development systems, etc.)

55. The net result of the poor, or dysfunctionafiraistructure for economic development is that
LDCs have a severely limited capacity to supplyréiniired quantities and qualities of marketabtedgo
and services.
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C. Mandate s Established Through the Doha and Hongong Declarations

56. The Doha Ministerial Declaration establishezhiécal assistance and capacity building as a
key component of the development dimensions ofhéilateral trading system. Subsequently, the
Declaration of the 2005 Hong Kong Trade Ministeonf@rence created the AfT Task Force within the
WTO and initiated a work programme for the same.

57. In 2006, the WTO Task Force on AfT came up w&itbet of recommendations regarding the
management of the programme. These recommendatienesendorsed in 2006, and the WTO was
mandated the role of monitoring their implementatiglonitoring and evaluation consist of an annual
global review that is held in the WTO Committee Tade and Development (CTD), followed by a
debate in the WTO General Council.

D. Dominant Issues in the Current AfT Debate

58. From the debate on AfT, which has been takimcgpn several forahe following issues appear
to be important in advancing that agenda on thestib

(@ Identification of (production-side or supply-si@enstraints facing exporters in LDCs and
non-LDC developing countries, which could be adsirddy the AfT programmes and
the resources awarded to it.

(b) Designing nationakub-regionaland regional programmes to harness AfT resources,
conformity with the niche of the development pardrtbat are expected to provide the
relevant support services in question (which shmefldct their agenda and mandates).

() Launching programmes (through action pland)raanitoring their implementation.

(d) Coordinated, interactive programme managernensisting of:
(i) Leadership role of, and ownership by, benefidd&d{s.
(i)  Supportive roles of development partners.

() Using measurable indicators to assess achietémterms of input and output through:

(i) AT flows review, using trade-related ODA flows” as part of thereditor
reporting system of the Organization for Economic Cooperation and
Development (see OECD 2006).

(i)  AFT impact assessments, using measurable indicafoiise development of
trade capacity in LDCs (pilot reviews in Africa,iAsand Latin America).

59. Critical issues present themselves for UNID€tion:

a) Several supply-side or production-side constralimet productivity, efficiency and
conformity to standards. They include bd#tk or poor state of harahfrastructure (e.g.
transportation infrastructure, storage facilitiehoratory facilities for quality control,
etc.), andack, or poor state, of soft infrastructufe.g. institutions, knowledge and skills,
technological capabilities, etc.)

b) It is important to ensure that assessment of Affer® both — the efficiency of aid
delivery as well as the development impact achieved

®  Referjnter alia, to the statement by the DG of WTO at the CTD ingételd in Geneva on 25 February 2008

on AfT.
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E. Resources Dedicated to AfT

60. For many years, and well before the WTO's vpodgramme was launched, AfT has attracted
substantial financial resources. According to “Aa Trade: Harnessing the Global Economy for
Development” (see WB 2007), for the period 2002005, the amount of resources allocated to AfT
(measured in constant 2004 US$) was US$ 24.6riltibwhich US$ 13.8 billion (56.1 per cent of the
total resources) was allocated for LDCs.

61. AfT resources were provided mainly by bilatelahors, WB, and regional development banks
(see Figure 12). The total contributions made IpadaUSA and EU were respectively US$5 billion, 3.7
billion, and 2.7 billion. The contributions by thkame countries that targeted LDCs and other lowennec
countries were US$ 2.2 billion, 0.6 billion, an@ billion, respectively (see Newfarmer 2007).

62. The three major bilateral donors, i.e. JaffenEU and USA have pledged to raise their annual
contributions for AfT by 2010, in the case of tHg &nd its member states by € 1 billion and in geec

of the USA also by about € 1 billion. However, mokthe EU funds will be earmarked for the ACP
states (see EU 2007, LG / 9 February 2008).

Figure 12: Aid for Trade: Average of 2002 to 2005 @onstant 2004 US $ (in Billion)
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Notes: During the period in question, these were Japa#, BY, UK, Germany, France, Canada, and Italy being
the main bilateral donors. ADB = Asian DevelopmBank, AfDB = African Development Bank, and
IADB = Inter-American Development Bank.

Source: Based on Newfarmer 2007.

F. Implementing AfT in the UN System

63. The implementation of AfT can benefit from @pecialized knowledge available in the UN
system agencies. UNIDO seeks greater synergieotagn UN organizations, as emphasized in the UN
system coherence agenda, for more effective Afpatphrough UN-wide collaboration and coherence.
By acting together, the UN system can make a gréaieact in helping developing countries to
overcome supply-side constraints. The impact fsiderably reduced if constituent organizations act
alone and only within the confines of their indivédl mandates.
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64. To help in the process of identification of ogipnities for synergies and cooperation among the
various UN organizations, as well as building ufeative AfT interventions, UNIDO coordinated the
preparation of the “Inter-Agency Resource Guiddmade Related Technical Assistance”, mandated by
the Chief Executives Board for Coordination (CEB)ich offers a clear overview and provides
comprehensive information on the available expedi21 UN organizations.

Reference:
http://mww.unido.org/fileadmin/media/documents/pd@iB/TCB_Interagency_Resource_Guide_2008.pdf

65. The CEB endorsed the creation of a “Clustetratte and productive capacity” as a means of
supporting AfT within the pilot programmes undegilakto establish system-wide response under the
“One UN” umbrella. This cluster is designed torpate policy coherence and inter-agency cooperation
through a set of integrated activities by variogergies of the UN system. UNIDO participated in a
joint programming initiative in Viet Nam, along WitUNCTAD, ITC, FAO and UNDP. The
experiences gained and lessons learned from thidvevieplicated as a model for other “One UN”
countries.

G. Emerging Implications and Lessons for UNIDO

66. UNIDO’s mandate and competencies are adequaiebred under the AfT’s areas of support,
particularly (but not limited to) those related ttade-related infrastructure and building prodwtiv
capacity (see paragraph 56).

67. The AfT presents an important instrument, thhowhich adequate resources can be mobilised
to facilitate UNIDO’s support programme for LDCslasther developing countries.
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[l ENHANCED INTEGRATED FRAMEWORK AS A TOOL FOR BUILDIN G
THE COMPETITIVENESS OF LDCs

A. EIF as One of the Tools for Operationalizing Aidfor Trade

68. The partner actors of the EIF (and IF befQreséek to respond to the tradiavelopment needs
of LDCs, so that they can become full and actiayeis in, and beneficiaries from, the international
trading systemTechnically, in the current context, the EIF casoadbe seen as one of the concrete
processes available to both donors and recipierpérationalize AfT for LDCs. Therefore, it is sees
one of the pillars of the much broader initiatife\éT .

69. Pertinent trade development needs of LDCseamagpive and include:

(@ Attaining and sustaining macro economic stability;

(b) Developing and integrating trade policy in the dogis policy mix;

(c) Developing capacity for trade policy management;

(d) Developing capacity to manage international tradeifnport and export) procedures;
(e) Building capacity to meet international standards;

() Developing production and trade facilitation phgbiofrastructure;

(g) Strategically developing products;

(h) Strategically developing sectors;

(i)  Developing institutions, etc.

70. These needs are changing as international telsde on new salient features. This means that
interventions that are relevant have to be devdlaegth respect to products, sectors, institutiams)
enterprises. From the perspective of productiahvatue-flow management, support measures should
comprehensively cover the various stages of theewatain. From the perspective of marketing, suppor
should cover all stages of marketing channelsadyast distribution.

71. The EIF's twin objectives are to mainstreanddrinto national development plans, and to
facilitate a co-ordinated delivery of trade-reladsdistance to LDCs.

B. Nexus Between Aid for Trade and Enhanced Integted Framework

72. The EIF provides one of the mechanisms, thramgich AfT is channeled. It is a specific
instrument, available to LDCs only. InvariablyetBIF is the concrete process available to LDCs and
donors alike to operationalize AfT for LDCs. Thiskes the EIF an important pillar of the AfT iniiezt

73. The EIF is a mechanism allowing specifically@<£xto tap into Aid for Trade, including both the
EIF Trust Fund and other resources under AfT. IO&f@ resources are accessible to non-LDC
developing countries. Though distinct, the AfT aBtF programmes are not competing, but
complementary. For the LDCs, the EIF is the oeral mechanism to translate aid for trade into
funded and deliverable projects. The IF structares process should be used as a building block and
means to operationalize the Aid for Trade Initetinto funded trade capacity-building activities! 4n

build the supply-side capacity and trade-relaté@gtructure that they need to assist them to rirakie

an engine for growth.
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C. Multilateral Anchor of the Enhanced Integrated Framework (EIF)

74. EIF offers a joint mechanism for the operatiaation of AfT. EIF is a successor programme of
the Integrated Framework (IF). The IF was an iimstitutional programme that aimed at assisting EDC
to competitively integrate in the multilateral tiragl system (MTS). Therefore, its twin objectivegaeve
mainstreaming trade in the national developmeategiies of LDCs, and ascertaining a co-ordinated an
need-driven delivery of trade-related technicalsémsce.

75. At its launching in 1997, multilateral instituts that backed the IF included the International
Monetary Fund (IMF), International Trade CentreQ)T United Nations Conference on Trade and
Development (UNCTAD), United Nations Developmenbg?amme (UNDP), World Bank (WB) and
World Trade Organization (WTO). These institutiomslertook to use their complementary capacities to
assist LDCs to competitively integrate in the Matéral Trade System (MTS).

76. Building on the initial experiences, the IF wmst restructured in 2000. The restructuring
involved the establishment of Integrated Framewsibering Committee (IFSC), and expansion of
Integrated Framework Working Group (IFWG) (see WA@6b, and Integratedframework.org 2008)
and created a small IF Trust Fund.

77. Then, in 2005, to respond to an external etraluaf the IF in 2004, the IFSC established a
Task Force on an Enhanced Integrated FrameworkO Wihisters in Hong Kong in December, 2005,
endorsed the enhancement of the IF and the eletatisso. In July, 2006, the IF Working Group a
the IF Steering Committee approved the recommendatf this Task Force to enhance the IF by (i)
increasing and ensuring the predictability of fitiahresources for the IF; (i) strengthening inxty
capacities to manage and implement the IF; andefihancing the IF governance (WTO document
WT/IFSC/WI/15 and Corr. 1). The draft Guidelines tfee implementation of the Enhanced IF (EIF) -
Compendium of draft Working Documents - were appdoby the IF interim Board (replacing the
IFWG) and the IFSC on 1 May, 2007. Work is beimgplized to put all elements in place to
operationalize the EIF this summer. The EIF (&htdfore it) is conceptualized to enable multikter
institutions to synchronize their efforts with teosf the donor community, in order to address more
efficiently and effectively the trade developmeseds of LDCs. As an inter-institutional arrangement
the EIF does not involve the pooling of funds. Heat it is an instrument for achieving donor
coordination, with each donor having the freedonmiglement its own funding programme. However,
depending on the country, donors may decide to that funding to respond to the trade priorities
identified by the LDC through the IF process, saslin Laos and Tanzania for example. This is avér a
above funds available through the IF's own TrusiFu

D. Enhanced Integrated Framework as a Process

78. The EIF essentially builds on an interactivicgdormulation process, in which implementation
is preceded by four distinct planning phases. fdiephases are (i) raising awareness of all stiéters
on the importance of trade and development; @)pteparation of a Diagnostic Trade Integratiorlystu
(DTIS), which identifies opportunities and consitaias well as the responses required; (iiigiatén

of the findings of the DTIS in the national devetumt strategy; and (iv) implementation of the actio
plan contained in the action matrices.

79. Therefore, the EIF is a process which has liee#-and feed-forward mechanisms in so far as
the results of the studies feed information batdktime system about gaps and opportunities availabl
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E. Principles Guiding the Enhanced Integrated Frarnework
80. The EIF is guided by four sets of principlekijalv provide the general framework, in which the
EIF has been conceived and is being operationalized
(& Country-ownership of the process;
(b) Tripartite partnership: LDCs, IF Agencies, daio the EIF multilateral trust fund;
(c) Demand-driven and tailor-made approach; and
(d) Participatory approach, especially by involving private sector at all stages.
81. These key principles (outlined in paragraphc@®)also be found in:

(a) The 2005 Paris Declaration on Aid Effectivefiess

(b) The 2006 Recommendations of the WTO Aid fordérdask Force. These underline
ownership (under which the beneficiary country eises full leadership of its development
policies and strategies, and co-ordinates developaation), hamonizing of interventions,
monitoring for results, and mutual accountability.

(c) The UN System-wide Coherence of Goals. Thegshasise coherence amongst the actions
of the UN agencies.

82. Accordingly, UNIDO’s support to LDCs adheresttese principles.

F. Dominant Issues in the Current Enhanced Integreed Framework Debate

83. The EIF continues to occupy the internatiorsalet debate, with the following issues occupying
the centre stage in the process

(a) Mainstreaming trade policy in the policy franoeks and development strategies of LDCs:

(i) Assessment of the resource needs to support etatied capacity building
programmes.

(i) Determining contents of intervention (support) paogmes by the various actors,
bearing in mind the feasibility of such programnmesaking trade relevant in poverty
reductiofl, and the essence of the coherence and compleitiestafrthe interventions
of the partner institutions, etc.

(b) Designing and implementing EIF programmes.

84. The identification of UNIDO's niche follows thframework. Thus, the Siem Reap Ministerial
Conference will deliberate on eight pilot EIF praigimes, designed in view of these considerations.

G. Status of Implementation of the Integrated Franework, pending the operationalization of
the Enhanced Integrated Framework

85. An IF Trust Fund (IFTF) was created in 200thviivo windows:

®  Refer inter alia, (1) internal UNIDO discussiomith the UNIDO DG on the Kigali Workshop and CamiaotiDC
Ministerial Conference, held on 7 May 2008; andd&)ument on EIF Tier 2 Funding.

" Refer inter alia, (1) internal UNIDO discussiomith the UNIDO DG on the Kigali Workshop and CamiaotiDC

Ministerial Conference, held on 7 May 2008; and&)ument on EIF Tier 2 Funding.

For instance, the strategies for the enhanceaiehe competitiveness of SMEs in a liberal glokzbnomy (including

capacity building, development of such soft infiature as business development services, devetbpaofehard

infrastructure).
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(@ Window I: provides finances for the preparatiothef DTIS.

(b) Window II: provides bridging money for small asaiste or capacity-building activities
that are part of the DTIS action matrix.

It should be noted that in view of the transfenfre IF to the EIF phase, the IF Trust Fund witlvio
windows no longer accepts new commitments. Egstommitments will be carried through until their
completion. New activities will be funded througile £IF Trust Fund, according to the EIF procedures.

86. By June 2008, 30 LDCs had validated their DWHile another 15 countries were at different
stages of development of the EIF programrnes.

H. Limitations of the (old) Integrated Framework

87. Despite the attractiveness of the IF, includitsgspecial focus on LDCs, it has several
limitations. The enhancement of the IF is aimeddalressing some of the shortcomings in the (&id) |
process.

(@ It involves a long and complex process, winmg a number of stakeholders. The
enhanced IF addresses this by foreseeing streimgghehthe in-country capacities to
manage the IF process.

(b)  Eligibility for funding out of the (E)IF Trugtund requires that the proposed project be a
priority included in the DTIS Action Matrix. Hower, other actions identified by the
LDC in the DTIS (and its Action Matrix) can be fiettlusing other AfT resources, over
and above the (E)IF's own Trust Fund.

() Under the old IF, lack of proper mechanismnfamitoring the formulation and effective
implementation of the programmes. Under the erdaaiie this problem is also being
addressed. The EIF is based on an M and E systeimaastrong accountability
framework.

88. This suggests that, while exploiting the opputies provided through the EIF Trust Fund,
UNIDO should also strongly focus on other chantelgperationalize the AfT initiative. However, in
this context it should be noted that the DTIS untler(E)IF is designed to list the universeraflé¢
priorities of an LDC. Funding and translatingstaénto deliverable projects, can be done throwagh t
separate channels: the EIF Trust Fund or throudkrveind more comprehensive funds , which can also
be tapped into by UNIDO to support LDCs.

l. Emerging Implications and Lessons for UNIDO

89. In the past, UNIDO did not actively make ingats the country IF process and the organization
was not directly involved in the establishmenthaf DTIS that were completed by June 2008. However
UNIDO has been active in implementing some of thee priorities flowing from the DTIS in a number
of countries.  In future, UNIDO will institute rtieanisms to ascertain its greater involvementén th
process, taking into account that the LDC is indheer seat and that any action should be demand-
driven.

90. The AfT presents an important instrument, thhowhich supplementary resources can be
mobilised to facilitate UNIDO'’s support programnoe EDCs.

®  Some of the arising questions are, (a) implicatfon UNIDO’s input into the IF — did the organizat make inputs to the
DTIS of the 30 or, have LDCs requested UNIDO tplement activities identified in the DTIS ? (b)which extent is it
involved in designing the DTIS of the 15 LDCs, \{@hat about the remaining folBangladesh Bhutan, Myanmar and
Somalia— why have they so far not applied to join thé{E)
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V. UNIDO’s INVOLVEMENT IN AID FOR TRADE AND IN ENHANCE D

INTEGRATED FRAMEWORK INITIATIVES

A. Essence of UNIDO'’s Involvement

91. LDCs need sustained support in order to b tproductive capacities, so that they can
competitively engage in the international tradipgteam. Apart from clearly defining the desired loeesc
of a competitive economic system, LDCs and therelbgpment partners, must have clear visions of the

desired outcomes of the support programmes:

Figure 13: _Inputs vis-a-viOutcomes of the AfT and EIF Programmes

INPUTS

€

Develop hard
infrastructure

Develop soft
infrastructure

Develop viable
policies and other
elements of
enabling
environment
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& Enterprise |
development (PSD:
& NPM) and value ;
chain development
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viable systems
of governance
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RESULTS

Strategic positioning in global value chain

Diversified tasks

Value added products

Diversified products

Diversified product portfolio

Higher production efficiency

Domestic entrepreneurial base and vibrant private ector

Ability to comply with standards

Improved technological development capabilities

(@) The necessary elements for the enhancement of i&s’Lproductive capacities are
generally well known, and constitute the pillars fwustainable development: hardware

Source: Own.
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infrastructure, software infrastructure (human w@épinstitutions, programmes, etc.), good
policies (as well as policy coherence and compléaniéins), efficient modes of production
(in which the private sector is the driving forcahd systems of political governance and
organization that encourage entrepreneurial d@esvisee Figure 13).

(b) The ultimate outcome of UNIDO’s support shobktlto make LDCs achieve the status of
middle income status.

92. The essence of UNIDO'’s involvement in the AfId&EIF is underlined by theentrality

of manufactured exports in stimulating growth. In this context, while global trade has tended to
be dominated by manufactured exports, agricultaral mineral raw materials have continued to
dominate the exports of LDCs (which in return, imtpmanufactured products). Overall, several
features of contemporary manufacturing undersdogenecessity for developing a healthy export
sector for LDCs. To cite some comparative evidences

(& Manufacturing constitutes the bulk of world expolts@ccounted for nearly 81 per cent of
total world exports in 2005 (despite the commogitge boom of the last five years);

(b) Between 2000 and 2006 LDCs'’ exports of primary calities grew at nearly 20 per cent
per annum, mainly due to high commodity pricesib& same time, their manufactured
exports declined by 3.7 per cent per annum;

(c) Manufacturing is less exposed to external shoaicg fluctuations, climatic conditions and
unfair competition policies. In contrast, commoghtices tend to fluctuate more in the long
run. Unfair competition policies have distortedcps around the world, closing down
market prospects for agricultural exports from pzmamtries;

(d) Manufacturing is the main vehicle for technologwelepment and innovation, and
represents today the hub of technical progressstnduses technology in many forms and
at different levels to increase returns to investmigy shifting from low- to high-
productivity activities. Manufacturing also offegseat potential for informal innovation
activities such aad-hocincremental improvements in products and procgsses

(e) Manufacturing has a ‘pull effect’ on other sectofshe economy. The development of the
manufacturing sector stimulates the demand for nard better services: banking,
insurance, communications and transport;

() The internationalization of production (through, cmm other things, the operations of
multinational corporations) has benefited manufaajumore than any other sector of the
economy. The trend towards vertical disintegratibiproduction activity in industrialized
countries means that developing countries haveter lmhance to participate in the global
economy by inserting themselves into global vahairts.

93. Another important feature of manufacturing, ethimust be borne in mind, refers to the
“process”. Notably, the manufacturing of relevanbducts is increasingly subjected to the “un-
bundling” of the manufacturing tasks (or stagesnée, the trend is now towards specializing in
tasks rather than the entire manufacturing process.

94. UNIDO'’s involvement in the AfT and EIF prograrasconstitutes part of the institution’s
broader initiative to mainstream the two intertegainitiatives in its Programme Assistance for IDC
and promote South-South cooperation, through, arottreg things, a network of South-South Centres.

95. In this context, the Siem Reap Ministers Camfee will provide an opportunity to revisit and
de-mystify the AfT initiative and EIF financing flity, clarify further, and concretize UNIDO’s
involvement in both, including exploring the podgibs of using the AfT initiative as a platfornorf
UNIDO'’s supply side response. Accordingly, apastrirdeliberating on what UNIDO has identified as
its niche, the two events will dwell on the cor@sging feasible focal points of interventions, vieill

be complementary to, and have dynamic interplais, Wie efforts of other actors engaged in building
the trade capacities of LDCs.
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B. Objective of UNIDO’s Involvement

96. The overall development objective for UNIDO’svélvement in the AfT and EIF
initiatives is to support the building of supplype&ities in LDCs, in view of the opportunities
provided by these programmes, and in line with UB®mandate and competencies.

97. Accordingly, the three specific objectivesWNIDO’s involvement in the AfT and EIF
initiatives are:

(@ To design a comprehensive, integrated and practsgbply-side response
programme focusing largely but not exclusively, development of the agro-
industries.

(b) To fine-tune UNIDO's trade capacity-building progmane, so as to enable LDCs to
overcome technical barriers to trade and make figeeterential MA opportunities.

(c) To foster private sector development, particulaie development of techno-
entrepreneurship and SMEs, with the aim of makihgnt viable actors in
international trade.

98. It is in view of the objectives outlined in theevious paragraph that the presentations by
UNIDO on its supply-side approach to trade capduitjding, the eight pilot programme proposals
responding to the DTIS undertaken in selected cmsmtand private sector development, will
guide the discussions aimed at eliciting contritmsifrom the various actors.

C. Principles Guiding UNIDO'’s Involvement

99. Overafl’, in accordance with the general UNIDO approackuaport LDCs in building their
industrial productive capacities, UNIDO's involvemé the AfT and EIF is guided by:

(@ Two commitments of the Brussels Programme of Adtoi.DCs, i.e.commitment 4on
building the productive capacities to make gloladi@n work for LDCs) andommitment
5 (on enhancing the role of trade in development).

(b) Almaty Programme of Action for the Landlocked Coigst

(c) Barbados Plan of Action for the Sustainable Develeqt of Small Island Developing
States.

(d) Indicator No. 41 of the MDGs (on trade capacityding).

100.  Moreover, cognizant of its mandate and coempiéts to develop industrial production
capacities, the framework for UNIDO’s programmection is conceived to build on four major areas of
interventions: product, sector, institution, antegprise. This approach will enable UNIDO to depelo
a comprehensive and exhaustive supply-side respeitisiza its mandate and competence.

D. Evolution of UNIDO’s Involvement

101.  Though UNIDO was initially not involved in dabuting to the EIF programmes, it has long
since become a key actor in the AfT initiative. Him@ of its involvement was to identify possibleas

of support that fall within its mandate and compeies, including the ones it can implement alose, a
well as in collaboration with other developmentpars.

% See paragraph 80 for the principles, which guide=i.
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Earlier Programmes

102.  Mindful of the challenges facing developinguminies in their efforts to benefit from the
international trading system, UNIDO has re-aligitedechnical assistance approach. UNIDO’s trade
capacity-building programme is one of its resporieghe special needs of developing countries. This

programme is based on the 3Cs:

(@) Compete, i.e. removing the supply-side constraants, increasing the competitiveness of
the industrial sector.

(b) Conform, i.e. enabling products to conform to maregfuirements (standards, technical
regulations, and conformity assessment procedures).

(c) Connect, i.e. enabling producers to connect withntiaeket and foster integration into the
international trading system.

New Programmes and Preliminary Indications on Potith Areas of Support

103. There are also several ongoing programmessevaimn is to assess the needs of LDCs and
identify potential areas for support that lie withiNIDO’s mandate and competence. These include:

(a) Comparative analysis of the DTIS Matrices, in otdeidentify potential areas of UNIDO
activities (which will form part of the agenda fdiscussion at the Siem Reap Ministerial

Conference).

(b) The design of eight pilot EIF programmes (whicH feitm part of the agenda for discussion
at the Siem Reap Ministerial Conference).

(c) Architecture of a comprehensive, exhaustive andmalized supply-side programme,
to guide UNIDO'’s support to LDCs to build theirdiag capacities. The programmes
referred to in (a) and (b) above form part of thisader process.

104. Tables 8 and 9 underpin the ongoing effortsimviUNIDO, to analyze the DTIS matrices and
identify possible support measures which can beneleid to LDCs within the context of its mandate and

competencies:
(a) Table 8 presents proposed support measures fathbesased on a comprehensive analysis

of the country’s needs (done by the Governmeniesbtho), and relatively more advanced
preliminary analyses done by UNIDO for the remajri2 countries.

(b) The projects summarized in Table 8 depict work riogpess Accordingly, the available
synoptic overviews, which are still in the formatistage, are far less structured.
Nevertheless, they give important hints, on wheéx¢®’s support can be directed.
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Table 8: UNIDO DTIS Analysis and Identification dPossible Support for LDCs

10.

11.

12.

13.

LDC

Cambodia

Lesotho

Mauritania

Mozambique

Nepal

Rwanda

Sao Tome and
Principe

Sierra Leone

Senegal

Tanzania

Uganda

Yemen

Zambia

Products or Sector Identified Focus Support Meaures

Fisheries, Handicrafts Enhancementwate sector involvement in the fisheries
sector, capacity building for handicrafts industry

Industrial sector Industrial capacityding, skills development, building
capacity to comply with standards, developmenkpbe
markets, promotion of investments, facilitatiorirahsfer of
technology, supporting cluster formation, easirggas to
business finance

Fisheries, Livestock  Improvement geriance of fishery sector, strengthen the
export performance of the livestock sector

Agriculture, Fisheries  Upgrading expanding agricultural exports, upgrading the
fishery sector to comply with SPS requirements

Carpet industry, Re-invigorate carpet export, upgrading agricultasglort
agriculture, garment capacity, upgrading garment industry
industry

Agro-processing Support the agricultural sector for higher valupaeik
development. Support SMEs in technological upgadim
entrepreneurship development to further privattosec

Rural Infrastructure  expansion and growth. Issues related to foodysafet

Development SPS/TBT management capacity building to be promoted

Cocoa Upgrading business environment, infrastreciad services
for cocoa exports

Cashew nuts, CocoaStrengthening quality control and inspection irtfrasgure and
Fisheries, Oil Palm  services, development of compliance of fisheriggoesg and
support to EU designated competent authority, wligga
quality and export capacity in cocoa sector, sugpdhe
development of oil palms exports, support to thgaesion of
cashew nuts exports

Agricultural products  Support the dgpralent of national quality infrastructure,
support export orientation of agricultural segmwgmote
expansion of confectionary nut export

Cashew nuts, Upgrading compliance infrastructure and services,
Fisheries, Spices development of higher value added cashew nuts|asuent
of high value fisheries exports, development ofsihiees sub-
sector for exports

Organic products Development of cettifigganic production, strengthening
trade-related SPS and quality management in therfisector

Fishery sector Develop metrology, develop infrastmal capacity to comply
with standards

Agricultural exports ~ Marketing system, distributiofrastructures, gender issues
(particularly empowering women), capacity to compity
standards

Food products Quality management, Srgprganization through joint
advocacy organs, development of market linkages

Source: Own
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Table 9: UNIDQO’s Work-in-Progress DTIS Analyses fédentification of Support to Selected LDCs

Products or Sector
LDC

1. Benin Agricultural
producers

o

Cashew nut sector

O O o o o

o

Pineapple producers

(=]

o

2. Mali Livestock Sector 0

Handicrafts Industry

O O o o o

3. Malawi Groundnuts and
Paprika Producers

4.  Maldives Fishing sector o]

5.  Madagascar o]
o}

Identified Focus Support Measures

Entrepreneurship training (to raise awarenessatanformity
to standards; on opportunities and challenges)

Support creation of sectoral advocacy organizations
Developing links to domestic and foreign markets

Promotion of entrepreneurship undertakings
Training on production techniques

Develop linkages between training and agro-proegssi
industries

Building value adding capacity

Build capacity to comply with standards
Entrepreneurship Training (to raise awarenesstanformity
to standards; on opportunities and challenges)

Support creation of sectoral advocacy organizations
Developing links to domestic and foreign markets

Build capacity to conform with international heatandards
through training workshops, targeted firm support
Establishment of quarantine and disease free zones
Training

Establish of standards system

Establish market linkages

Asin 1 above

Training on modern fishing techniques, post-harivastling of
the catch

Develop quality assurance system and complian¢e wit
standards, including hazard analysis critical abpioint
(HACCP)

Support upgrading of fishing infrastructure anihtrey
institutions

Promote HACCP
Promote capacity to implement standards

6. Guinea Pineapple and As in 4 above

Mango Producers

7.  Ethiopia Horticultural o]
products

8.  Djibouti Fisheries

Livestock sector
9. Lao PDR Food sector

O O O o o

Handicrafts industry o

Strengthening training institutions (on productiethods, and
standards and quality issues)

Training entrepreneurs

Training on fishing techniques
Build capacity to comply to standards

As in Table 7 (11) above

Build capacity to comply with food safety standaidsluding
through training

As in 4 above

Source: Own

105.  Following preliminary analyses of 22 DTIS freelected LDCs (see Tables 8 and 9), UNIDO
has proposed generic support measures in thrbe @fur main areas of interventions specified ibl&a

10, i.e.enterprisesproductsandsector
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E. Involvement of Stakeholders and Partners in thérchitecture of UNIDO’s Support
Programmes for LDCs

106. UNIDO values the involvement of stakeholderd partners in the architecture of its support
programmes for LDCs in the context of AfT and Biithis regard, it draws on the virtues of techinica
review by the experts from the targeted countpegr review from partner institutions in the imple-
mentation of the programmes, and political reviguwthie decision-makers in the targeted countries.

The Vienna LDCs Ministerial Conference

107. To underscore this approach, the LDCs MingteConference, which was organized by
UNIDO in collaboration with the Group of 77 and dhéh Vienna from 29 to 30 November 2007,
explored at length how the existing opportunities, example, from AfT, could be used to help to
economically transform the LDCs. The request esaekshrough its Declaration that UNIDO should
assist the LDCs to achieve sustainable industsleldpment as a means for accelerating their
integration into the global economy, set in motioa activities to be deliberated on at the SienpRea
LDCs Ministerial Conference.

108. As a follow-up to the Vienna LDCs Ministerfabnference of November 2007, the Siem
Reap LDCs Ministerial Conference shall offer a teéchl peer review mechanism, as well as a
political review and endorsement, on the practigatif UNIDO’s programme of assistance for

LDCs in the implementation of AfT and EIF. It wkovide LDCs with the opportunity to vet and

make contributions to the support programmes pexpds/ various development partners in this
connection.

The Siem Reap LDCs Ministerial Conference

109. The Siem Reap LDCs Ministerial Conference will

(@) Underscore commitment to the AfT and EIF by UNID@i ather actors involved in the
processes implementing the two programmes.

(b) Provide participatory mechanism for reviewing thacfical issues of UNIDO’s programme
assistance for LDCs.

110. The patrticipation of the high-level experisnir LDCs at the Workshop held in Kigali was
designed to provide a platform for technical reviemd also cement ownership of the programmes by
the LDCs. In this context, the preliminary deliliemas and recommendations by the high-léeehnical
forum at the Kigali workshop was important in getieg inputs that will now form the substance for
discussions at the political forum provided by $irem Reap LDCs Ministerial Conference.

111.  Equally important, by clarifying the resoursgeds and demands (by LDCs) to the resource
supply (by the donor community), the presence pfesentatives from both, the LDCs and the
development partners, is meant to contribute tosvartietter understanding of the financial feagtbili
and practicality of the intended support progranams measures.
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V. CONSIDERATIONS FOR STRENGTHENING UNIDO’S DEVELOPMEN T
SUPPORT FOR LDCs THROUGH AFT AND EIF (PILOT EIF
PROGRAMMES)

A. Key Considerations

112. Matching LDCs’ Demand and UNIDO’s Mandate and @etanciesUNIDO’s contribution
will be guided by the demand of the targeted cdestffrom amongst the 49 LDCs) and its
competencies. Invariably, the logical expectatiothat, in line with its core mandate, the substaofc
UNIDO'’s intervention should be to build the capmstof LDCs to competitively produce
tradables, and thereby boost the capacity to tthdaygh sustainable industrial development

113. Geographical Focal Point of InterventionShere are at least three feasible levels of
interventions: national, sub-regional (linked withgional integration schemes), and continental.
However, due to the nature of international traedg.(need to overcome market fragmentation through
the creation of larger markets), and the resuttgnamics in international trade arrangements,cesg-
tion of regional trading arrangements RTAs as redieconomic blocs, it might be more feasible to de
velop solutions for sub-regional economic entiti€ar practical purposes, the sub-regional optiay m
offer the best approach for increasing the effeotds of policy interventions. Hence, in ordelottiff

the capacities, the existing (RTAs), such as E&stalh Community (EAC), Economic Community for
West African States (ECOWAS), ASEAN, etc., couldused as the sub-regional levels for UNIDO
interventions. While designing the national EIFgseznmes, it should be borne in mind that they will
eventually have to be placed into a regional cantiecough an interactive bottom-up process.

114. Bottom-Up Approach Interactive Process of Neestgegsment he regionally focused supply-
side interventions by UNIDO, targeting sub-regioeabnomic blocs, will build on a bottom-up,
interactive process of needs assessment. Accoydsegitoral needs would systematically transldte in
national needs, and national needs would be suramido sub-regional needs.

115. SynchronizationThe extent to which trade promotes growth dependscamplementary
interventions (policies, institutions, etc.). ThUBMIDO will synchronize its interventions with tresf
other UN agencies (e.g. FAO, ITC, UNDP, etc.) atietiomultilateral organizations (IMF, WB, WTO,
etc.), as well as international bodies (e.g. stahidadies).

B. Feasible Supply-Side Interventions by UNIDO

Spheres of Supply-Side Interventions

116. Sustainable industrial developmeht line with its core mandate, the substance RIRD’s
intervention, as mentioned above, should be tallibi# capacity of LDCs to competitively produce
tradables, and thereby boost the capacity to tthre)gh sustainable industrial development. Essisnt
this means, industrial capacity building for vahgeled exports. Deriving from the main areas of
constraints (see also Figure 10) and the varicuessarising (see also Table 7), the feasible aploér
supply-side support by UNIDO to build sustainaliéuistrial capacity can be clustered into four main
areas of support (product, sector, institutiond,emterprises), as highlighted in Table 10.
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Table 10:_ Modalities for Determining the FeasibleiBply Side Interventions Related to UNIDQO’s Compmte

1.

2.

3.

4.

Area of
intervention

Product

Sector

Institutions

Enterprise

Focus
Dynamic products

Tasks

Portfolio diversification

Diversification of
domestic productive
capacities

Dynamic sectors

Overall sectoral
interlinkages

Standards Organizations

Technology Centres

Industrial Promotion
Organizations

Private sector advocacy
organizations (apex, etc.)

Small and Medium Scale
Enterprises (SMES)

Other criteria for
enterprise categorization

New Public
Management

Services
Value chain analysis (and task selection)

Analysis of product competitiveness in various retgknational, sub-regional,
regional, global): price, standards (quality, emwmnental, social), quantity,
reliability of supply, after sale services, etc.

Task-oriented analysis of efficiency and produtstivi
Analysis of socio-economic returns to various tasks

Identification of commeadly feasible products

Separate growing from decliningpsec

0 Assessment of inter-sectoral linkages: primaryorsgary, tertiary,
quartenary, quinary

o Devise concrete measures for cementing gaps wugdevels of
production through VCA and cluster development, etc

Assessment of sectoral competitiveness: sub-rdgieginal, global

Software for conformity with standards and regafati development of
relevant skills through training programmes

Hardware for conformity with standards and regoitei (equipment and labs
for) testing, certification, accreditation

o Technology development, technology adaptationntaoly transfer,
technology extension services

o Greater involvement of private sector, e.g. indaltts associations,
chambers of industry and commerce, etc.

Creation of appropriate institutional platforms
Creation of appropriate inter-institutional platfer

Producers associations, manufacturers associaixpmters associations, etc.

o Entrepreneurship and enterprise development
o Cluster development

o Creation of export consortia

o0 Technology management

Form of ownership: focus on private sector
Legal status: to formal sector and informal sectors

Sector (in the sense of primary to quinary sectwgrimary, secondary
(manufacturing), and tertiary levels

Type of business: to agribusiness, etc.

Transformation from administrative and bureaucraticlels to market-
oriented management model

Source: Own
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117.  Building and sustaining market competitivendd$we overall objective of these interventions is
to ensure that LDCs systematically build competippositions in various markets, and monitor market
dynamics, in order to timely implement necessargsuees to sustain that competitiveness. Thus:

(@) For each service provided by UNIDO, the EIF shapdcify measurable indicators to
measure progress and achievement (from a develdgimpenspective).

(b) Also, with regard to technology interventions, anavative model of the 21st century
should move away from public organization to pevsgctor support.

118. Centrality of Private Sector Development and NewlP Managementn designing its support
measures, UNIDO recognizes several facts associgtiedhe role of entrepreneurship and enterprises.
Among other things, entrepreneurial activities @rivvestments, production, and trade. In this conte
entrepreneurial activities propel the growth of@tpthat can be achieved by the economy. Therefore
apart from targeted support to enterprises, inttives in the areas of products, sectors andutistits

are relevant for Private Sector Development (PSD).

119. Defining the Role for New Public Managemémbm the 1980s through to 1990s, the world
witnessed large-scale privatization of state owerggrprises (SoEs). During this time, over US$ 850
billion worth of assets of SoEs went into privatntis, of which US$ 250 billion was in developing
countries. This wave of privatization was triggetsdvarious factors, including poor performance of
SoEs and collapse of communism (as the ideolopalgi¢al beacon for SOEs). However, despite the
changed circumstances, and the essentially univergggnition of the lead role which the privatetee
plays in a market-oriented economy, typically, vaity all economies of the world are mixed.
Entrepreneurial activities are explicitly carriegt @y both the private sector enterprises and S@&s.
demonstrated by Khan (2008: 4), SoEs continuedyp al significant role in the economies of many
developing (and developed) economies, as eviddngaater alia, their contributions to Gross Domestic
Product (GDP), employment, and incomes:

€))] SoEs’ shares of GDP and investment in various cpgnbups are respectively:
(i) 8%, and 13% in high-income countries.
(i) 9% and 17% in middle-income countries.
(i) 14% and 28% in LDCs.

(b) SoEs also constitute an important source of govenhmevenue in many developing countries:
China (7%), Thailand (7%), Turkey (6%), Algeria %)) Egypt (12%), Morocco (4%), Tunisia
(7%), Jordan (14%), Lebanon (7%), Syria (24%), 64epublic (2%), Hungary (3%), Poland
(4%), Slovakia (5%), and Slovenia (3%).

(©) SoEs employ 34.3% of the total workforce in Gh&t®1% in Gabon, 12.2% in Sri Lanka,
8.1% in India, 7.7% in Kenya and 7.4% in China.

Also, SoEs substantially contribute to the expoftsnany countries. China's exports have
been one of the most remarkable features of inaenic achievement, since the
commencement of its economic reforms in 1978. Sa&unted substantially for such
achievement, accounting for 53.3%, 67.3%, 47.998% of the share of industrial exports in
the years 1995, 1996, 1997, and 1999 respec{setyEckaus 2006).

Under these circumstances, involving SoEs in lmgldx country’s export capacity is still
relevant. Implicitly, alongside PSD, the meastinas$ are intended to build and consolidate the
supply side capacity should also target SoEshik ¢dase, emphasis is put on New Public
Management (NPM), which entails a shift from #héministrative-Bureaucratic Modelsf
public enterprise management (PEM) tMarket-Management Modetsf PEM (see Trivedi
2008). Invariably, enterprise support measureselsas the other main areas of intervention
highlighted in the Table 9 are relevant for bo®DPand NPM, as are the support measures
highlighted in most of the circles in Figure 10
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120. Demand-Side Support from UNIDQDCs face several demand-side constraints as well.
Therefore, the analysis of the competitivenessradiyts should cover the demand-side structures and
dynamics as well. Although, technically, UNIDO’spport as an industrial development promotion
organization should ideally focus on the supplgsidhich is more in line with its mandate and
competence, it can also initiate measures relefanaddressing demand-side constraints. This can
ideally be done in collaboration with such compesetors that specialize in this area, as the ITC.

C. Linking UNIDO’s South-South Cooperation Initiative with Aid for Trade and Enhanced
Integrated Framework Programmes

121.  South-South Cooperation (SSC) is essentiatause the wealth of knowledge and
economic capacity in the South, if systematicallghitized and shared, can facilitate a more
meaningful and effective participation of develgpoountries in the global economy.

122. As noted by Dr. Kandeh Yumkella, the DiredBeneral of UNIDO in the foreword for the
“Industrial Development, Trade and Poverty Redurctibhrough South-South Cooperation”,
released by UNIDO in Vienna in 2006:

“The rise of the South in the global industrial ewoy has added new perspectives to the
rapidly changing nature of international industridévelopment Cooperation. South-South trade
in manufactures, mainly within East Asia, has em@rgs the most dynamic element in world
manufacturing trade, exceeding the growth of béba and North-North manufacturifig

123. The evidence of the potentials of the Soutliversity to provide excellent opportunities
for forging mutually beneficial South-South paristeps that can propel economic growth,
industrial development, and poverty reduction, iagrained in the growing weight of developing
countries in the global economy. Concrete evideimpbsde,inter alia:

(& The growth of the share of the global manufactuoimgput, accounted for by developing
countries.
(b) The trends in South-South economic interactiorutyin trade.

(c) The trends in South-South economic interactiormityir investments.

Role of the South in Manufacturing Valued-Added

124.  Concerning Manufacturing Value-Added (MVA)etplobal share of developing countries
has increased consistently over time. As indicatedhe “UNIDO International Yearbook of
Industrial Statistics 2008", this group of counsreccounted for only 21.9 per cent of global MVA.
By 2005, their share had risen to 28.5 per cent.

125. A large part of the developing countries’ glbbhare of MVA is attributed to the South-
East Asian countries (see UNIDO, op. cit), andrtitee advanced developing countries like Brazil
and South Africa. For instance, the South and Esistn countries accounted for 70 per cent of the
total MVA in developing countries in 2005, an ingse from around 50 per cent compared to the
year 1990.

126. In contrast, the LDCs, which tend to be tetbgioally more backward compared to non-

LDC developing countries, saw their global sharéM&fA virtually stagnating, averaging 0.3 per
cent from 1999 to 2005.
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Role of the South in Trade

127. As demonstrated in the “UNIDO Industrial Yemok of Industrial Statistics (2005)”, the
share of the South in global trade is increasing phenomenal pace: from 20 per cent in 1970, to
25 per cent in 1990, and 35 per cent in 2003.

128. Trade within the South has also risen sigaifity. According to the United Nations
Conference on Trade and Development (UNCTAD), duthe period 1996 to 2006, South-South
trade tripled, reaching a value of US$ 2 trillidxsian exports of manufactured goods to Africa, in
particular, have constantly grown. Africa’s comntgdexports to Asia have also increased
remarkably since 1995. Partly due to South-Soatinemic interconnections and trends, intra-
South trade currently accounts for over 26 per oéttie entire South’s trade.

129. To underline the rise of developing countries,2007, such developing countries, as
Brazil, China and India, were the major contribattw the growth of the world economy; clearly
coming ahead of Japan, USA, and Western Europe.

130. Moreover, recent reports by UNCTAD and thedmational Monetary Fund (IMF) concur

on the observation that, exploring new models &g boosting, South-South cooperation, will
give a new momentum to the growth of the globahecay. Indeed, besides the potentials of well-
thought North-South Cooperation to stimulate depedent in developing countries, the rich

diversity of the South itself can be tapped forshme purpose.

Role of the South Foreign Direct Investments

131. Investment flows among developing countries aiso increasing. Foreign Direct
Investments (FDI) from developing to developing mimies rose from US$ 14 billion in 1995 to US
$ 47 billion in 2003. Hence, in this respect, calpihovements from within accounted for 37 per
cent of the total FDI in developing countries, D03.

South-South Cooperation Process

132.  UNIDO has conceived SSC as an instrumentfofaihd EIF. The concept deepening South-
South Cooperation involves three steps, culminatitgthe creation of South Centres (Figure 14). So
far, two South-South Centres have been establigimedin Beijing, China and the other in New Delhi,

India.

Figure 14: The SSC Process
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Sources: Own.

133.  An issue that requires discussion in the gbrte AfT and EIF, is how best to use SSC to
achieve the intended goals and targets. The Siep Raisterial Conference will offer an opportunity
for LDCs and other stakeholders to discuss and rimgkgs to UNIDO’s South-South Cooperation
programme, through its UNIDO network of South-SdDémtres.

38



VI. THECHNICAL INPUTS INTO, AND EXPECTATIONS FROM, THE SIEM
REAP LDCs MINISTERIAL CONFERENCE

A. Technical Inputs

134. The Siem Reap LDCs Ministerial Conference gmiss a political forum for the
sharing/presentatigrdiscussionvetting and complementingf UNIDO’s comprehensive concept for
supporting LDCs by the various stakeholders: remtesives of the beneficiary countries (i.e., LDCs)
and development partners engaged in the delivahegirogramme.

135.  Presentations by UNIDO and other developmpariners on selected themes will guide the
deliberations. In terms of content, all the papélisaddress both the technical and political disiens

of AfT and EIF programmes. Therefore, clear dafing of the political dimensions of AfT and EIF
support measures should enable the LDCs Ministersidustry to formulate appropriate political
solutions, which are necessary in order to sustenprocesses. The subjects of the presentation for
discussion and vetting are:

(@ UNIDO’s Comprehensive Supply-Side Approaghich will include, among others, the
guestion of how AfT and EIF can be used as ingtnis for promoting South-South
cooperation.

(b) UNIDO’s agro-industries and sectoral support.
() UNIDO's private sector development support.

(d) Pilot EIF programmes for eight selected LDCs innjBeCambodia, Lao PDR, Lesotho,
Mozambique, Rwanda, Senegal, and Yemen).

136. UNIDO's inputs will be complemented by:

€))] Presentation by the WTO.

(b) Presentations by donor institutions.

(©) Presentations by regional development financeutishs.
137. In terms of content, all the papers addregl the technical and political dimensions of
AfT and EIF programmes. Unambiguous definitionsthad political dimensionsof AfT and EIF
support measures enable the LDCs’ Ministers of $trguto vet the proposals and make decisions

of the appropriate political solutions, which ascessary in order to ensure political backing and
sustenance of the processes.

B. Expectations

138. A stakeholders’ consensus and reaffirmatibt/IDO’s role in building the industrial
capacities of LDCs so as to enable them to exmedity and meaningfully integrate into global
trade, is the main output expected from the SieapR€Cs Ministerial Conference.
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139. Therefore, the most important tangible outpbitthe Siem Reap LDCs Ministerial
Conference will be the technical and political ersg@onentof the overall concept and programme
of action for UNIDO’s comprehensive supply-side @geh for assisting LDCs to integrate into
the global economy, with tangible measures, in @Eace with the selection/specialization
modalities specified in Table 9, and targeting:

(@)

(b)

(©

Four major areas of interventions
(i) Product

(i) Sector.

(i) Institutions.

(iv) Enterprise.

Concrete focus of interventioimseach area of intervention (e.g. producttasks,
sector inter-sectoral linkages, enterprise SMEs, institutions Industrial
promotion organizations, etc.).

Concrete services by UNIDO in respect of eadus of interventioncognizant of

its mandate and competencies (etgsks task-oriented competitiveness

analysisjnter-sectoral linkages measures for cementing gaps in various levels

of production,SMEs  creation of clustersndustrial promotion organizations
creation of appropriate institutions and intertilnéional platforms, etc.

140. The recommendations arrived at will be integtainto, and enrich, UNIDO’s compre-
hensive supply-side approach for assisting LDUst&grate into the global economy.
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VI. THE WAY FORWARD

A. Issues

141.  For several decades, LDCs have enjoyed relgtigenerous trade preferences in the
markets of developed, and some developing countigeh aim to make it easy for them to access
their products to those key markets. However, imed trade liberalization through multilateral
negotiations and regional trade arrangements (RTHWa&ye substantially eroded the trade
preferences enjoyed by LDCs, making them less @iadnls for promoting trade.

142. Inrecent years, many LDCs have launchedauamliberalization programmes, aiming at
stimulating economic activities by creating thehtigactor conditions. However, these efforts
appear to have limited impact on triggering a catitipe response. The failure of liberalization to
send out the right signals to potential investard ather economic actors can be attributed, to a
large extent, to a lack of receptive capabilitiésr instance, few firms in this group of countries
have invested in upgrading their technologies quaing advanced/new technologies.

143.  Moreover,while global production networks have not totallyphssed LDCs they are
constrained by the lack of adaptive capabilitiesl amapacities that are required for them to
participate in a dynamic process of internatiomallé and production. That process entails a
constant changing pattern in international producthetworks and changing specializations in
international value chains. For the LDCs to pgtite more effectively in this process requires the
creation of appropriate factor conditions coupleithvtechnological efforts and the building of
capabilities.

144.  All these observations point to the fact tiattheir own, preferential trade arrangements
will not be adequate to achieve the desired devedopal response. These arrangements need to
be augmented by a new approach that enables LDCbuild and sustain the necessary
preconditions for trade. There is also the needr&ate innovative financial tools as well as
appropriately designed programmes.

B. Options

145.  From the outline presented in this papes, deéar that the AfT and EIF initiatives provide,

undoubtedly, excellent opportunities for LDCs taless their well-known supply-side constraints,
and become viable partners in the global economthit context, the two initiatives can be used to
assist LDCs through several channels, includingiotitimited to:

(@ Promoting of a ‘technology culture’ in private empigses, not so much in terms of formal
R&D (though thiss relevant to large firms), as of raising technataeffort to improve
productivity and quality and develop more competifproducts. This involves a range of
measures like fiscal incentives, subsidized crediiti the provision of venture-capital. It
also involves an effort to persuade enterpriseleoheed for greater technological effort,
and for many, a change in management outlook, pradtices and resource allocation.

(b) Raising awareness of quality needs, systems ahdig@es. This should be based on
detailed analysis of enterprise practices and dapschmarked against international
standards. The efforts can be coupled through tigndiampaigns for quality
improvement, including prizes, and visits to féiei and institutions overseas.

(¢) Improving the infrastructure for metrology, stamtiartesting and quality (MSTQ),
ensuring that industries have access to accrefditéidies for testing, certification and
calibration.

(d) Strengthening the R&D base in the public sector amdersities. This can be achieved
through improving their equipment, skills, accezdnformation and interactions with
similar bodies abroad, training research personnelirrent research techniques used in
more advanced countries, improving the salary moghtive structure to attract and retain
good researchers, etc.
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(e) Associating R&D institutions and universities maresely with industry, by using
catalytic programs to fund enterprise researchracist and inducing institutions to earn
more by selling services to industry. A concretesnee would be, for instance, to set a
‘hard budget’ constraint on R&D institutes, i.eipslating that 40 per cent of their
revenues should be earned by the sale of services.

(/)  Improving SME extension services and setting uplyetivity centers. This may include,
encouraging the reaching out to enterprises andidimg a package of financial,
technical, management and marketing assistance tiéhminimum of bureaucratic
procedures. Besides, such incentives can be resgtsl, e.g. extended to firms which
fuffill certain thresholds n terms of productiviaynd exports.

(g) Providing the infrastructure needed for technolalyicprogressive industries, including
Information and Communication Technologies (ICTeds for exporters, etc.

146. Moreover, concerted efforts by the LDCs thduwese and their development partners, are
needed to translate these opportunities into comateategies, programmes, plans and actions that
will lead to tangible gains and results in termpfductive capacities. These required efforts must
involve the development partners in the broadessipte context: domestic state and non-state
actors, international private sector operating BCs, UN agencies and specialized bodies, inter-
national financial institutions, regional developrhdinance institutions, donor organizations,
knowledge generation and transfer institutions\@rsities, research centres, think tanks, etcg. Th
need for a consultative, participatory approacheuintes the essence of the Siem Reap LDCs
Ministerial Conference, as technical and politicalatforms for contributing towards a
comprehensive support programme for LDCs to effitjeuse the AfT and EIF initiatives for
building productive capacities.

147. In conclusion, without enhanced and adagieeluctive capabilities, the LDCs will not be
able to improve the terms of their participationtire evolving trading system, which is both
dynamic and complex. The challenge remains, thezeto address the supply-side constraints in
the most effective manner possible and in as congm&ve a manner as can be achieved.
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Annex A

List of Least Developed Countries

AFRICA (33)
Angola Madagascar
Benin Malawi
Burkina Faso Mali
Burundi Mauritania
Central African Republic Mozambique
Chad Niger
Comoros Rwanda
Democratic Republic of the Congo Sao Tome and Principe
Djibouti Senegal
Equatorial Guinea Sierra Leone
Eritrea Somalia
Ethiopia Sudan
Gambia Togo
Guinea Uganda
Guinea-Bissau United Republic of Tanzania
Lesotho Zambia
Liberia
ASIA AND THE PACIFIC (15)
Afghanistan Nepal
Bangladesh Samoa
Bhutan Solomon Islands
Cambodia Timor Leste
Kiribati Tuvalu
Lao People’s Democratic Republic Vanuatu
Maldives Yemen
Myanmar
CARRIBEAN (1)
Haiti
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Annex B

VIENNA MINISTERIAL DECLARATION OF THE LEAST DEVELOP ED COUNTRIES

We, the Ministeraind Heads of Delegation of the least developedtcas participating in
the Ministerial Conference held in Vienna, Austoa 29-30 November 2007, reiterating our
commitment to strengthen the role of the Unitedidfet Industrial Development Organization in
promoting the industrial development of the leastadoped countries as a means to accelerate
their development and integration into the muléfat trading system, particularly in the context of
the new opportunities being created by aid fordradd the Enhanced Integrated Framework.

Recallingthe Declaration and Programme of Action for thadteDeveloped Countries for
the Decade 2001-2010, adopted in Brussels in 2001,

Appreciatingthe particular focus by UNIDO, within its mandate two essential
commitments of the Brussels Programme of Action:

Commitment 4: Building productive capacities to majtobalization work for LDCs;

Commitment 5: Enhancing the role of trade in depelent.

Being aware ofthe importance that foreign trade can play in itidustrialization and
economic development of a Least Developed Couatrgl, also aware that trade is an opportunity
and not a guarantee, and requires policy interearit be successful,

Recalling that within the framework of the Millennium Developnt Goal (MDG) 8,
Indicator 40 is aimed at increasing the proportdi®fficial Development Assistance provided to
help build trade capacity,

Recallingalso that the 2005 World Trade Organization HorogndK Ministerial called for
the expansion of aid for trade to help developiagntries, particularly least developed countries,
to benefit from WTO agreements, expand their trade enhance their ability to take full
advantage of new trade opportunities.

Recognizinghat new opportunities are being created by aidtfade and the Enhanced
Integrated Framework,

Deeply appreciating the efforts of the United Nations Industrial Deymhent
Organization to assist the least developed countitetake the path to sustainable economic
development, using manufacturing as a dynamic faand to export more value added products
complying with international standards,

Declare that

1. The Millennium Development Goals, as well as théeotinternationally agreed

development goals, can most effectively be achidnethe least developed countries through a
process that also emphasizes industrial growthersification and export of manufactured
products.

2. The least developed countries have the primaryorespility for their own development;
however, the international community and multilatenstitutions can play a vital supportive role
by providing them with adequate resources and feah@assistance to enhance their productive
capacities.
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3. The commitments made in the 2005 World Summit tiresk the special needs of the least
developed Countries should be implemented fultythis regard, all countries, the United Nations
system, the Bretton Woods institutions and othganizations should make concerted efforts and
adopt speedy measures to meet in a timely manaeydahls and targets of the Brussels Programme
of Action and the World Summit.

4, The beneficial and meaningful integration of thaske developed countries into the
multilateral trading system is an important objeetof the Doha Development Agenda and the
2005 Sixth Ministerial Conference of the World Tea@rganization. It is vital that the LDCs be
able to enter the global value chains with manuf@ct products and processed foods, apart from
other contributions in services, with the aid ofjtted technical assistance from UNIDO.

5. In order to enable the least developed countriegetzefit from the opportunities of the
multilateral trading system, their manufacturingly-side needs must be addressed. This requires
the enhancement of their productive capacity, asedtin Commitment 4 of the Brussels
Programme of Action. This will enable the leasteleped countries to enhance the role of trade in
their development (Commitment 5).

6. Considering the limited opportunities availableléast developed countries, we call upon

UNIDO to play a pioneering role in developing inttiegd productive capacity in those countries in

a manner that ensures that products conform tgotaigle international standards. Depending on
the needs of specific LDCs this may, inter aligagrefforts to develop entrepreneurship, creating
an enabling business environment, developing damesgearch capacity, investment facilitation,

development of agro-business, along with deliveryaogeted technical assistance and capacity-
building for developing standards, testing andifiestion capabilities accepted in international

markets, and integration of the local with the glokalue chains.

7. Given the increasing importance of the South destination for least developed country
exports and the potential for these countries tefiefrom their increasing collaboration with the

South, UNIDO should promote mutually beneficialsiedeveloped countries-South cooperation in
areas within its mandate.

8. UNIDO should help least developed countries witmowdity-specific interventions,
wherever required by those countries, includingtie development of technology, enhancing
research, moving up the value chain and improuiegwelfare of those employed in, or dependent
on, those commodities in the least developed cmmfifhis is particularly needed for cotton.

9. The emergence of aid for trade, to assist leaseldped countries in developing their

trade-related productive capacity and for meetingem trade-related needs, is a landmark
development. The Enhanced Integrated Frameworla ipromising tool for analysis and

identification of needs in the area of trade capduniilding, and for implementation of projects

identified.

10. UNIDO'’s core mandate is to support industrial depehent, including in least developed
countries. Aid for trade and the Enhanced Integr&@mmework emphasize development of supply
capacity and trade-related infrastructure. We gpthn UNIDO to work closely with countries
engaged in the Framework process and, whereveibpmsto act as an implementing agency,
particularly concentrating in developing industré@pacity and standards and conformity related
infrastructure.

11. In enhancing productive capacity, donors should atdize the services of UNIDO. We
call upon UNIDO to create a special Trust Fundléaist developed countries, and urge donors to
contribute generously to the Fund.

The Ministers and Heads of Delegation of the ldastloped countries are deeply grateful
to UNIDO for hosting the Ministerial Conference afwd the arrangements made for its success.
We also thank all those who, through their pardétign or input, have contributed to this process.
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