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Governing Bodies

UNIDO has three policymaking organs: the General Conference, the Industrial
Development Board and the Programme and Budget Committee.

General Conference

The 171 Member States of UNIDO meet once every two years at the General
Conference, the supreme policymaking organ of the Organization. The Conference
determines the guiding principles and policies, approves the budget and work
programme of UNIDO and appoints the Director-General. It also elects
representatives to the Industrial Development Board and the Programme and
Budget Committee. The eleventh session of the General Conference took place from
28 November to 2 December 2005.

The twelfth session of the General Conference will take place from 3 to 7 December
2007.



Industrial Development Board

The Industrial Development Board consisting of 53 Members reviews the
implementation of the work programme, the regular and operational budgets and
makes recommendations to the General Conference on policy matters, including the
appointment of the Director-General. The Board meets once in General Conference
years, and twice in other years. The thirtieth session of the Industrial Development
Board took place from 20 to 23 June 2005.

Board composition as of 2 December 2005

Afghanistan Guatemala Russian Federation
Algeria India Saudi Arabia
Austria Indonesia Senegal

Belgium Iran (Islamic Republic Slovakia

Bolivia of) South Africa

Brazil Ireland Spain

Burkina Faso Italy Sri Lanka

Chile Japan Switzerland

China Kenya Syrian Arab Republic
Colombia Luxembourg Thailand

Cote d’'lvoire Mexico Tunisia

Cuba Morocco Turkey

Czech Republic Netherlands Ukraine

Egypt Nigeria United Kingdom of
Ethiopia Norway Great Britain and
France Pakistan Northern Ireland
Germany Paraguay Uruguay

Ghana Poland Zimbabwe

Greece Republic of Korea



Programme and Budget Committee

The Programme and Budget Committee consisting of 27 Members is a subsidiary organ
of the Board, which meets once a year, and assists the Board in the preparation and
examination of the work programme, the budget and other financial matters. The
twenty-first session of the Programme and Budget Committee took place from 10 to
12 May 2005.

Committee composition as of 2 December 2005

Algeria Greece Republic of Korea

Austria Guatemala Russian Federation

Burkina Faso Hungary Switzerland

China Iran (Islamic Republic South Africa

Cote d’'lvoire of) Tunisia

Cuba Italy Turkey

Democratic People’s Japan United Kingdom of
Republic of Korea Mexico Great Britain and

Ethiopia Pakistan Northern Ireland

France Peru

Germany Poland



UNIDO at a glance

Mission: UNIDO focuses its efforts on relieving poverty by fostering productivity
growth. It helps developing countries and countries with economies in transition
in their fight against marginalization in today’s globalized world. It mobilizes
knowledge, skills, information and technology to promote productive
employment, a competitive economy and a sound environment.

The primary objective of the Organization is the promotion and acceleration of
industrial development in the developing countries and countries with
economies in transition.

UNIDO was established in 1966 and became a specialized agency of the United
Nations in 1985.

UNIDO currently has 171 Member States.

Policy milestones

The Business Plan on the Future Role and Functions of UNIDO, which was
adopted by the Industrial Development Board (IDB.17/Dec.2) and endorsed by
the seventh session of the General Conference in 1997 (GC.7/Res.1), continues
to provide the basis for UNIDO’s organizational and programmatic
transformation. It grouped the Organization’s activities into two areas of
concentration: strengthening industrial capacities, and cleaner and sustainable
industrial development. To that end, the Business Plan required UNIDO to
undertake both technical cooperation and global forum activities.

Recognizing the need for UNIDO to adapt its functions and priorities and orient
its activities to the new realities and requirements of the changing global
economic environment, the Strategic Guidelines “Towards improved UNIDO
programme delivery” were adopted by the Industrial Development Board at its
twenty-sixth session in 2002 (IDB.26/Dec.7). The Guidelines were conceived as
an important contribution to the efforts to make UNIDO a more efficient and
effective organization; they seek to further sharpen the focus of UNIDO’s
technical cooperation activities.

UNIDO responded to the Guidelines by formulating a comprehensive and
coherent corporate strategy “Developing industry: productivity enhancement for
social advance”, which rests on the premise that productivity enhancement,
driven by improved skills, increased knowledge and upgraded technology, plays
a crucial role in promoting faster growth. The corporate strategy was introduced
to the twenty-seventh session of the Industrial Development Board in 2003 and
the tenth session of the General Conference took note of this new approach with
interest (GC.10/Res.2 and GC.10/14).
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In line with resolution GC.10/Res.2, the Director-General submitted a draft
strategic long-term vision statement to the twenty-ninth session of the Industrial
Development Board (9-11 November 2004). After consultations with Member
States, a revised draft was adopted by the eleventh session of the General
Conference (GC.11/Res.4). The strategic long-term vision statement 2005-2015
sets out a flexible and forward-looking vision for the future of UNIDO with a
focus on the three areas of its comparative advantage: poverty alleviation
through productive capacities, trade capacity-building, and environment and
energy.

vii



UNIDO around the world

UNIDO maintained its field network of 20 country offices and 9 regional offices
in 2005. In the context of the implementation of the Cooperation Agreement
with UNDP, signed in September 2004, 12 UNIDO Desks became operational in
2005. UNIDO thus substantially increased its field presence in 2005.

UNIDO promotes investment and technology flows to developing countries and
countries with economies in transition through a worldwide network of
14 Investment and Technology Promotion Offices (ITPOs) and 5 Investment
Promotion Units (IPUs).

UNIDO has a number of other offices worldwide: there are 32 National Cleaner
Production Centres (NCPCs), established by UNIDO and the United Nations
Environment Programme (UNEP), and 9 International Technology Centres at
various stages of development that work closely with the ITPOs.

UNIDO maintains Liaison Offices in New York and Geneva.

Staff: UNIDO employs 647 staff members at Headquarters and other established
offices. In addition, UNIDO draws on the services of some 2,854 international
and national experts annually who work in project assignments throughout the
world. The Director-General of UNIDO, Mr. Carlos Magarifios (Argentina), first
elected in December 1997 and re-elected for a further four years in 2001,
completed his term in office on 7 December 2005. Mr. Kandeh K. Yumkella was
appointed Director-General by the eleventh session of the General Conference
(28 November-2 December 2005), taking office on 8 December 2005.

Budget and technical cooperation

Budget: The estimated volume of UNIDO operations for the biennium 2004-
2005 is €356 million.

The value of UNIDO’s ongoing technical cooperation programmes and projects
totalled $441.3 million as of 31 December 2005.

In 2005 UNIDO implemented the highest total of technical cooperation
programmes in the past six years, amounting to $112.9 million. This represented
an increase of 64 per cent over the corresponding figure for the year 2000
($68.7 million). UNIDO has thus steadily consolidated a growing trend of its
technical cooperation services.
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Message from the Director-General

The year 2005 can be recorded as one in which the reform efforts of UNIDO bore fruit.
The chapters in this report speak for themselves, from the active role of the
Organization in the United Nations system, as described in chapter I, to its
achievements as measured over a wide range of indicators and summarized in
chapter \.

Throughout the United Nations system the effort to reform has become a universal
leitmotif. The UNIDO approach to meeting the challenge of measuring its performance
can be seen throughout this report, and particularly in chapter V, which also
demonstrates the Organization’s commitment to results-based management, first
introduced in 2004 and developed significantly in 2005.

This report testifies to UNIDO’s commitment to improve the lives of people in the
countries that it serves. Whether its performance is measured by increased volume,
efficiency, effectiveness, the developmental impact of its services, or the increased
confidence of the donor community and its strategic partners in a variety of fields,
UNIDO is on the right track.

Kandeh K. Yumkella
Director-General
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UNIDO in the multilateral setting

As part of the multilateral system of cooperation, UNIDO works closely with all
components of the United Nations system in a common endeavour to implement the
mandates of Member States. In 2005, the main efforts of the Organization focused on
contributing to the comprehensive review of progress reached in implementing the
Millennium Declaration at the global, regional and national levels. UNIDO took an
active part in the system-wide preparatory process for the 2005 World Summit both at
the intergovernmental, i.e. the United Nations General Assembly, and at the inter-
agency levels. At the same time, the Organization continued to build and strengthen its
partnerships with various organizations of the system to promote synergies and
complementary efforts drawing on each other’'s comparative advantages.

UNIDO provided substantive inputs to the ECOSOC preparatory meeting in March and
the special high-level meeting of ECOSOC with the Bretton Woods institutions, UNCTAD
and WTO in April, underscoring the important role of productivity enhancement and
private sector development for sustained poverty reduction. The visit of ECOSOC
President Mr. Munir Akram to UNIDO in May laid the ground for UNIDO’s successful
participation in the substantive session.

At the ECOSOC High-Level Segment on the theme “Achieving the internationally agreed
development goals, including those contained in the Millennium Declaration, as well as
implementing the outcomes of the major United Nations conferences and summits:
progress made, challenges and opportunities”, Mr. Kandeh K. Yumkella, head of the
UNIDO delegation, highlighted the contributions of the Organization to achieving the
MDGs, particularly in sub-Saharan Africa, as well as its strong commitment to the
United Nations reform process.

The participation of UNIDO in the high-level plenary meeting of the United Nations
General Assembly in September provided a unique opportunity for the Organization to
enhance its visibility, role and positioning in the United Nations system. UNIDO
contributed its views on the importance of productivity and industrial development to
sustained growth and poverty alleviation. As a result, the Summit Outcome document
stressed the need to promote sustained economic growth for poverty eradication and
the commitment of Member States “to promoting the development of the productive
sectors in developing countries to enable them to participate more effectively in and
benefit from the process of globalization”:—which is at the core of UNIDO’s mandate.
The Summit Outcome document also contains other important elements directly
relevant to UNIDO’s programme, including small and medium enterprise development,
productive and trade capacity-building, productive employment, investment promotion,

1 United Nations General Assembly resolution 60/1, “2005 World Summit Outcome”,
A/RES/60/1, para. 19.
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transfer and diffusion of technologies, rural and agro-based development, cleaner
production and energy efficiency.

Overall, the 2005 Summit Outcome reaffirmed the relevance and importance of
UNIDO’s mandate and gave renewed impetus to the work of the Organization.

At the inter-agency level, UNIDO took a significant step towards enhancing its role in
the United Nations System Chief Executives Board for Coordination (CEB) and its High-
Level Committee on Programmes (HLCP). Advocating the need for a stronger emphasis
on economic development and a corresponding strengthening of coordination among
the relevant United Nations entities as an essential condition for concrete progress
towards achieving the MDGs, UNIDO received the full support of CEB and HLCP to
pursue work in this area in cooperation with interested organizations of the system.

UNIDO presented a proposal, “Enhancing the contribution of the United Nations system
in the field of economic development to achieve the MDGs” which aimed at bringing
together the various organizations of the system working in the field of economic
development through a common framework for cooperation. The proposal was geared
towards tapping the full potential of the system—through a set of mutually reinforcing
actions—to help achieve the MDGs, facilitate a more rational division of work on
economic development within the system, encourage further specialization around the
core competencies of the relevant organizations, strengthen synergies and enhance the
system’s collective contribution to economic development.

Within the framework of CEB and HLCP UNIDO was an active partner in the
preparation of the CEB report “One United Nations: catalyst for progress and change”,
launched as part of a preparatory process for the 2005 World Summit. The report
highlights how the Millennium Declaration has brought the system together with a new
unity of purpose and reflects the contributions of UNIDO, as part of the system, to
achieving the MDGs.

In the context of overall efforts to enhance country-level coordination, UNIDO took part
in the work of the United Nations Development Group (UNDG) promoting sector-wide
approaches among relevant organizations with special emphasis on the key role of the
industrial sector for poverty alleviation and sustainable development. UNIDO was
actively engaged in UNDG discussions on issues relevant to the work of the Group, as
contained in the report of the Secretary-General “In larger freedom: towards
development, security and human rights for all”, and on the implications of the High-
Level Forum on Joint Progress toward Enhanced Aid Effectiveness, held in Paris in
February and March.

UNIDO continued to build and strengthen its partnerships with various organizations of
the system to achieve greater synergies and complement each other’s core strengths.
One such partnership is with the World Trade Organization in the field of technical
barriers to trade. As reported in chapter 1I.D, significant progress has been made in
UNIDO-WTO cooperation in this area. UNIDO and UNESCO intensified their dialogue to
renew and strengthen their cooperation. A memorandum of cooperation is under
preparation with special focus on science and technology for development as a basis for
renewed cooperation between the two organizations.
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Cooperation with FAO focused on capacity-building in the agro-industrial sector, with
ongoing and pipeline projects amounting to more than $15 million. Another $15 million
worth of joint projects are on the drawing board. Since FAO is the secretariat of several
international commodity boards, there is considerable scope for expanding cooperation
through projects funded by the Common Fund for Commodities.

In light of their positive experience in working together, complementary mandates and
the fact that UNIDO and FAO are the only organizations of the system dealing directly
with the productive sector, their executive heads have decided to forge a strategic
partnership in order to enhance their contributions to achieving the MDGs. A bilateral
consultative group was established to elaborate future working modalities.

Cooperation with UNEP aims at continuing to build national cleaner production
capacities in developing countries and transition economies. UNIDO was invited by
UNEP to participate in the revitalization of the Environment Management Group,
thereby enabling it to become a results-oriented mechanism, which would help the
system to craft more coherent, multi-disciplinary approaches and foster coordinated
action on specific environment issues.

UNIDO’s cooperation with ILO, UNCTAD, UNODC and WHO involved, among others,
investment promotion, technology transfer, productive employment, small and medium
enterprise development, alternative crops and others.

The year also witnessed intensified implementation of the Cooperation Agreement
between UNIDO and UNDP concluded in 2004, as reported in chapter I11.H.






Programme development and technical
cooperation

UNIDO achieved a record delivery of $112.9 million in technical cooperation in 2005
(excluding projects financed from Special Resources for Africa). The benefits of three
years of business planning resulted in a consistent increase of project implementation.
This achievement was largely predicated on efforts made in formulating and submitting
sound project proposals, as well as by continuously replenishing the stock of pipeline
projects. Thus, sound management of ongoing technical cooperation, balanced by the
careful development of a future portfolio, have delivered high operational success.

A. Integrated programmes and country service
frameworks

In the course of the year, five integrated programmes (IPs) and country service
frameworks (CSFs) entered their second phase. Two new CSFs were approved, bringing
the total number of IPs and CSFs to 49, including three for countries in post-crisis
situations (Afghanistan, Burundi and Sierra Leone). A total of 20 (41 per cent) were
covering countries in sub-Saharan Africa while 21 (43 per cent) of the total number of
programmes were covering least developed countries (LDCs).

The total planning figure at the end of 2005 for these UNIDO programmes was
$463 million (excluding programme support costs) of which $191 million related to
programmes in sub-Saharan Africa, and $175 million to LDCs. At the end of 2005, total
funds mobilized for these IPs/CSFs amounted to $206 million.

The programmes continued to deal with capacity-building and were geared towards
increasing competitiveness with an emphasis on SMEs and environmental protection.
The five programmes entering their second phase during 2005 and the two new
programmes continued to support this thematic direction. While the thematic direction
in 2004 in terms of delivery was headed by the projects in the area of poverty reduction
through productive activities (PRP), the highest level of delivery in 2005 was related to
trade capacity-building (TCB). This was followed by PRP and then energy and
environment (EAE).

The integrated programmes and CSFs were under continuous monitoring and review
and a series of independent evaluations were carried out covering Colombia, Eritrea,
Jordan, Palestine, Tunisia and Viet Nam. The conclusions and recommendations of the
evaluation reports continued to provide important inputs for strengthening the
programmes and for the preparation of their second phase.
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B. Agro-industries and sectoral support

Activities in agro-industries increased significantly, particularly in post-crisis
rehabilitation. They had a marked developmental impact, as illustrated by the following
examples.

Within the framework of its technical assistance programme on linking relief,
rehabilitation and development in the post-conflict area of the Nuba Mountains in
Sudan, UNIDO helped rural communities increase their food production and reduce
post-harvest losses through the application of agricultural implements, simple hand
tools and basic food-processing equipment. A mechanical workshop was established to
enhance local capacity for the production and repair of hand tools and agricultural
implements. In addition, the manufacturing skills of 80 local blacksmiths were
improved through training in proper design methodologies. The project served the
needs of some 6,000 rural households.

In Iraqg, the promotion of cottage and micro-industries supported job creation efforts in
the southern governorates of the country. The baseline assessment was completed for
the Thi Qar governorate, with 13 cottage industry subsectors identified on the basis of
potential viability and sustainability as well as appropriate location. In addition,
40 trainers from three ministries were trained in business management and food and
non-food processing technologies. Two vocational training centres in Al-Qorna and
Nassiryah were rehabilitated and will be equipped with pilot plants for food processing
(dairy, dates, and fruit and vegetables), and will house several workshops (metal, wood,
textile). This project will contribute to training 1,500 youths and generate small
industries in the region.

Through UNIDO's intervention in lIraq’s dairy sector, a pool of 20 trainers for good
hygiene practices, good manufacturing practices and hazard analysis critical control
point (HACCP) for dairy plants and dairy staff was created. During the first two months
of activities, 144 dairy workers were trained, with the training sessions still ongoing. A
curriculum for education of trainers at the University of Baghdad was developed and
will be offered as of next semester.

The demonstration centre for bamboo/rattan skills development established in Timor-
Leste became fully operational, with a production capacity of 90 m? of bamboo board of
15 mm thickness in an eight-hour shift day, providing direct employment for as many as
20 persons in the pilot facility as well as indirect employment for more than
200 persons in rural communities.

At the request of the Government of Ethiopia, master and business plans were
formulated for the leather and leather products industry (LLPI). Adopted as the
country’s strategic policy, both documents are intended to assist the sector in accessing
the global LLPI value chain and have been under implementation since July.

Activities in the textile sector in Ethiopia led to a 50 per cent reduction in waste and a
25 per cent increase in productivity of the units assisted. In the UEMOA countries,
cotton quality testing using high volume instrumentation was introduced.
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C. Energy and cleaner production

Activities in the field of energy and cleaner production focused on renewable energy
technologies, industrial energy efficiency, cleaner production, international waters and
biotechnology.

Within the context of the promotion of modern biomass energy technologies and South-
South cooperation in Africa, an expert group meeting was held in Bangalore in
December in cooperation with the Indian Institute of Sciences. One of the key outputs
was to sensitize policy makers and experts from Africa about the present status and
opportunities offered by the biomass gasification technologies that generate electricity
for rural areas and process heat for industrial applications using local bio-residues on a
sustainable basis.

In the field of industrial energy efficiency, the first 38 industrial plant assessments were
conducted for developing capacity in China to implement industrial energy efficiency
projects, thereby identifying 40 million kilowatts in annual energy savings. Another
project to develop a training package for energy efficiency and renewable energy was
launched in Africa, which will become a tool for policy makers and energy regulators to
build capacities for improved regulation and the promotion of energy efficiency and
renewables.

As regards cleaner production, the Internet-based platform of the UNIDO Latin America
and the Caribbean cleaner production (CP) programme was finalized, with the regional
structures put in place. Network members shared their experiences in CP and
environmentally sound technologies (ESTs), and elaborated joint regional projects.

Projects in CP were launched related to the “closing the loops” concepts. These involve
assisting chemical companies to adopt chemical leasing business models, as was done
by the CP centres in Egypt, Mexico and the Russian Federation, and by enhancing the
transfer of ESTs to companies in the food, tourism and metalworking sectors with the
support of the National Cleaner Production Centre in Nicaragua.

In addition, joint CP-corporate social responsibility projects were undertaken with the
CP centres in Costa Rica, Croatia and Viet Nam, and UNIDO experts took part in the 1SO
working group for the new social responsibility standard.

New GEF funding was received, including funds for a preparatory phase for the Gulf of
Mexico large marine ecosystem, with a transboundary diagnostic analysis and strategic
action programme to be prepared for sustainable use of the Gulf’s resources.

Within the framework of the project on establishment and operation of the
International Centre for Hydrogen Energy Technology (ICHET) in Turkey, a major
international congress and exhibition were held in Istanbul, which brought together
some 1,800 participants from over 60 countries. One of the key strategies was the
establishment of 14 pilot and demonstration projects in 2005, mainly with partners in
developing countries.
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Bwindi Impenetrable National Park goes online
with UNIDO's rural energy strategy

UNIDO's initiative on rural energy for productive use and sustainable eco-tourism based on
renewable energy has transformed a remote village in the western part of Uganda. Bwindi,
635 km from Kampala, is famous for its Impenetrable National Park, its unique wildlife
conservation area for the endangered mountain gorillas. With no electricity in the region,
communication with the outside world was practically impossible.

UNIDO chose to electrify this area and add its name to the map of modern communication
facilities with a first phase featuring a telecentre powered by solar photovoltaic panels. This model
project is implemented by working together with an NGO called CTPH (Conservation Through
Public Health) and has a community development centre with ICT/internet connectivity and
satellite TV facilities. Computer training, high-speed wireless internet access and internet telephony
are available via satellite communication. The first set of graduates from the computer centre were
awarded course certificates in October 2005, certified by Makerere University.

In the ongoing second phase, UNIDO aims at commissioning a micro hydropower project of
50 kW to provide electricity to Bwindi National Park, to upgrade the educational and tourist
facilities in the area, to provide power to tiny industries that would enhance the traditional
handicrafts and income-generating activities as well as supporting the telecentre.

The social and economic impact on the local community has been demonstrated by improving
access to information, health and education in rural and remote areas. Moreover, the project has
empowered women’s groups and generated new opportunities to market both eco-tourism and
handicrafts.

In order to assess the prospects of the industrial applications of biotechnology, UNIDO
convened an expert group meeting with emphasis on the conversion of biomass to fuel
and industrial feedstocks. The meeting identified a number of priorities as well as
potential areas for intervention at policy and institutional levels.

D. Investment and technology promotion

Trade capacity-building was strengthened and expanded by providing technical
assistance at regional, subregional and national levels, mainly in gaining access to
international markets. Individual countries, as well as several regional groupings were
assisted in establishing and upgrading their standards institutions, metrology and
testing laboratories, and supported in the establishment of internationally recognized
accreditation schemes. National capacities in 1SO 9001, 1ISO 14001 and HACCP systems
and certification were developed and strengthened. As UNIDO’s largest, the UEMOA
programme was successfully implemented, and a second phase was prepared to
consolidate the results achieved and extend the activities to the remaining ECOWAS
countries and Mauritania.

In cooperation with WTO, technical assistance project documents responding to the
Doha Development Agenda were prepared for nine pilot countries. In this context,
UNIDO and WTO held a side event during the sixth WTO Ministerial Conference in
Hong Kong. In addition, UNIDO and WTO jointly launched the Cotton Initiative for
African Countries. Close consultations were also initiated with the WTO Working Group
on Trade and Transfer of Technology and with WIPO.
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Furthermore, UNIDO began implementing the new ISO standard on food safety
management systems, 1SO 22000, to improve productivity and quality in a number of
countries and regions.

In the field of investment promotion, major activities focused on Africa. The third Africa
foreign direct investment (FDI) survey was conducted in 15 sub-Saharan countries in
order to study the impact of different classes of FDI on their economies.

With regard to investment, an investment fund was established as part of the integrated
programme for Ecuador. The investment component of the integrated programme for
Cuba, concentrating on the biotechnology sector, generated interest in the United
Kingdom, and led to the creation of a fund.

The UNIDO delegation to the ninth China International Fair for Investment and Trade
presented 380 African investment opportunities, identified and formulated through
UNIDO programmes, to potential Chinese investors.

The fifth Asian business mission, arranged by the Asia-Africa Investment and
Technology Promotion Centre, was organized to Mozambique and Uganda.

In technology, UNIDO further promoted technology transfer and diffusion, as well as
South-South cooperation through technology upgrading and innovation in selected
sectors and industries according to the requirements of the beneficiaries. Thus, UNIDO
and the Governments of China and India strengthened South-South cooperation in
technology transfer for low-cost housing in Africa, Asia and Latin America. Projects
worth $8.2 million were formulated at the request of Governments and donors for self-
financing.

In addition, a technology needs assessment training programme, at interregional level,
was held in Senegal and, subsequently, national workshops on technology needs
assessment were conducted in Indonesia, Kenya, Philippines and the United Republic of
Tanzania. Furthermore, a large-scale project dealing with technology transfer, and
management and skill development was initiated for the construction material sector in
Palestine with Italian financial support.

In relation to the capacity-building component of technology foresight and road-
mapping, four training courses were organized in the Czech Republic, Hungary, Iran
(Islamic Republic of) and Turkey, attended by 200 participants from 15 countries. The
programme was further strengthened with new material and topics for discussion and
will continue in the coming biennium.

In October, the UNIDO-Shenzhen International Technology Promotion Centre for
Sustainable Development held a workshop on renewable energy technology and
investment. For the first time, the “Blue Sky Award” was presented to the global top ten
scenarios to stimulate the investment into the application of new technologies for
renewable energy utilization.
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E. Multilateral environmental agreements

The Montreal Protocol Unit achieved the target of its core activities of implementing
$35.40 million (including trust funds). Further preparation of projects for the pipeline
portfolio and their submission to the Executive Committee (ExCom) of the Multilateral
Fund of the Montreal Protocol led to 80 projects becoming operational in 2005. UNIDO
received a record approval of $53.81 million from the Multilateral Fund and
$7.58 million from bilateral funds. Negotiations are underway for additional funding
from donors. The considerable amount of consultations held and conceptual work done
enabled UNIDO to have $33.36 million for projects approved at the forty-seventh
ExCom alone, putting UNIDO close to the level of the World Bank.

Mexico becomes the first developing country to completely
phase out CFC production

In 2003 UNIDO received a grant from the Multilateral Fund for the Implementation of the
Montreal Protocol at the request of the Mexican Government to assist in the closure of Cydsa, the
largest chlorofluorocarbon (CFC) production plant in Latin America and one of the main CFC
exporters in developing countries.

This project, which was the largest in budgetary terms ($31.8 million) in the history of UNIDO,
exemplifies how activities implemented under the Montreal Protocol can have a manifold impact:

Government policy and awareness measures were introduced to reduce consumption of ozone-
depleting substances (ODSs), control and regulate their internal and external trade, and
compensate the enterprise for profits forgone;

Compensations received by Cydsa served to convert facilities that had been used for CFC
production into new ones producing chemicals not banned under the Protocol;

Domestic and export markets were reliably supplied with new refrigerants, which in turn
maintained employment in the company;

Mexico complied with its international obligation to completely phase out production and
consumption of CFCs by 1 January 2010—more than four years ahead of schedule—in August
2005 and thus became the first developing country to completely phase out the production of
CFCs;

The closure has also had a significant impact on tightening the global CFC market and thereby
accelerating the reduction of ODSs use all over the world.

This result jointly achieved by UNIDO and the Mexican Government was specifically commended
by the Executive Committee of the Multilateral Fund as effectively underpinning the international
efforts for protecting the environment.

In the field of persistent organic pollutants (POPs), GEF approved three new projects for
UNIDO execution in Africa, China and Romania for a value of $1.05 million. In
addition, UNIDO initiated a global programme for promotion and dissemination of non-
combustion technologies for destroying POPs in China, Philippines and Slovakia. The
Regional Organization for the Conservation of the Environment of the Red Sea and Gulf
of Aden also approached UNIDO for technical assistance in developing a GEF project for
the elimination of POPs in the Red Sea and Gulf of Aden in order to promote and
facilitate development of an action plan and strategy for the introduction of best
available technology and best environmental practices in Egypt, Jordan and Yemen.

UNIDO provided 10 sub-Saharan francophone countries with training, advice and
assistance to upgrade their knowledge of the potential of the Clean Development
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Mechanism (CDM), to promote foreign direct investment and climate-friendly
technologies, to improve their capacity to handle the CDM project cycle and to enhance
their ability to identify, develop and prepare industrial CDM projects.

A seminar on the linkage between the Kyoto project-based mechanisms and European
Union Emissions Trading Scheme (EU ETS) was held in cooperation with the United
Kingdom’s Trade and Investment Department and the Government of Hungary. This
resulted in a valuable networking and knowledge-sharing opportunity for business,
industry, government experts and other stakeholders involved in the implementation of
EU ETS.

F. Small and medium enterprises

Private sector development remained a key aspect in UNIDO’s efforts to reduce poverty
and increase industrial productivity for micro and small enterprises, especially those
owned by rural and women entrepreneurs, as well as for growth-oriented small and
medium enterprises (SMESs).

Enterprise development—A childhood dream

Mrs. Amina Barbara worked as a maintenance manager in one of the general computer and
electrical supplies companies in Jordan. Since her childhood she has had the desire of setting up
her own company. In 2004 she conducted preliminary research on business opportunities in
Jordan and recognized that there was solid demand for oilseed oil in the local market, and in
particular oil made of black cumin, grape seeds and almonds. Ms. Barbara purchased an oil
press machine in Germany, quit her job and started to work full-time in her new enterprise
employing part-time workers. However, she encountered a variety of problems managing her
business, including that of market access.

Then she heard about UNIDO’s enterprise development programme and enrolled in it. She
attended a one-month training programme learning about various aspects of new enterprise
creation, such as management skills, entrepreneurial competencies and the question of how to
identify business opportunities and asses market potential. After the training UNIDO assisted her
in formulating a strategy for better market access, collecting information on the availability of raw
materials through site visits and identifying suppliers of packaging machines. Since then she has
been able to overcome a problem of fixing the caps on the bottles, which had previously led to a
loss of orders.

The entrepreneur presently sells her products locally through different marketing channels and
gets regular orders from retail marketing chains, and herbal and cosmetic shops in Jordan. Mrs.
Barbara now plans to enter the European market, in particular Germany and Austria, through her
newly-established contacts.

< Rural and women'’s entrepreneurship development

In cooperation with UNHCR, skills development programmes were conducted for
300 refugees in Ghana. Building on their success, a comprehensive small business
training programme for 82,000 persons is now planned. In Mozambique and Uganda,
UNIDO supported government efforts to develop entrepreneurial culture among youth
and to increase the knowledge of 54,000 students about business creation and
ownership as a career option. The programme is being expanded and extended to
include other countries.

11
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* SME cluster development and export consortia

A pilot project to upgrade the competitiveness of five Pakistani clusters created a core
group of national cluster development experts, generated interest in the approach in
many public and private sector institutions and established national training capacity
for cluster development agents. As a result, 25 additional clusters are being upgraded,
with more to follow.

The programme on export consortia promotion moved beyond the pilot stage and new
projects were introduced in several countries. The first expert group meeting on export
consortia was organized with representatives from 15 countries. This was a milestone in
creating awareness and demand for export consortia promotion projects worldwide.

< Business partnerships and corporate social responsibility

In Nigeria, a UNIDO business partnership programme involving a number of private
sector partners helped establish a $8 million low-cost, motorized three-wheel vehicle
plant, which employs 80 persons and is expected to grow into a full-scale production
unit. In Croatia, a CSR project built the capacity of the Government to promote CSR
among enterprises and developed an enterprise-level training programme to improve
company performance while complying with environmental and social standards. This
also resulted in plans for CSR resource centres in Indonesia, Nicaragua, Tanzania and
other countries.

G. Post-crisis programme

The programme for post-crisis industrial rehabilitation and development in Iraq,
initiated during 2003-2004, entered its implementation phase with the receipt of the
last tranche of $4 million allocated by the United Nations Development Group Iraq
Trust Fund for UNIDO-executed projects. With receipt of these resources, UNIDO’s
operational activities for Iraq encompassed three projects worth $14.97 million for the
development of agro- and cottage industries rehabilitation of a dairy plant and
rehabilitation of a chlorine production facility for water treatment. Additional projects
for entrepreneurship development, rehabilitation of production facilities for medical
supplies and products and environment were under development. Project
implementation was problematic insofar as UNIDO was constrained by insufficient field-
level decentralization of project implementation capacity, compounded by frequent
changes in decision-making personnel in counterpart institutions.

A programme of support to post-crisis recovery for Haiti was developed in consultation
with the transitional Government, United Nations Resident/Humanitarian Coordinator,
the donor community, the Haitian private sector and civil society organizations. It
entails support for community-based recovery through the development of cottage and
agro-industries and the provision of small-scale rural energy through mini-hydro power,
as well as improving the Government's trade facilitation and investment promotion
efforts.

In the countries affected by the tsunami, support was provided to the formulation of
two projects: a project supporting recovery of coastal fisheries in southern India, as part
of an overall United Nations effort, and another project undertaken in cooperation with
ILO, offering vocational training to tsunami-affected communities in Indonesia.

12
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A consultative meeting convened to examine the role UNIDO could play in the
restoration of water supplies in post-crisis situations concluded that the Organization
could support industrial capacities in affected regions by supplying essential chemicals
or equipment, as well as by providing organizational support to restoring water supplies
and advice on assessment of water purification technologies.
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The regional dimension

UNIDO continued to concentrate its activities on strengthening its position as a full
participatory member in field-level coordination, so as to ensure a coherent regional
approach to the delivery of its services and effective responses to country requirements.
The focus of UNIDO'’s participation in the ongoing United Nations reform process was
on the implementation of the Cooperation Agreement with UNDP Aiming at a more
coherent and cost-effective approach to its operations at the country level; the
Organization concentrated on the provision of support through an increased
contribution to an effective joint programming approach, while at the same time
ensuring greater outreach to its Member States.

A. Least developed countries

In its quest to improve the overall relevance and the impact of its services UNIDO has
always acknowledged the importance of programmes for LDCs as the priority target of
its technical assistance services. In line with the Programme of Action for LDCs, the
Organization has been expanding its cooperation with this group of countries with
special focus on capacity-building, trade facilitation, international market access and
private sector development, with a view to achieving the Millennium Development
Goals.

In 2005, the process of better targeting, refocusing and transforming existing integrated
programmes (IPs) into “successor” phases allowed for a critical reassessment of many
ongoing activities in LDCs and an increase in delivery. At the same time, the prospects
for expanded UNIDO activities in LDCs have continued to grow. Thus, of a total of
49 UNIDO IPs and country service frameworks (CSFs), 21 are currently under
implementation in LDCs: Afghanistan, Bangladesh, Burkina Faso, Burundi, Djibouti,
Eritrea, Ethiopia, Guinea, Lao People’s Democratic Republic, Madagascar, Mali,
Mozambique, Nepal, Niger, Rwanda, Senegal, Sierra Leone, Sudan, Uganda, United
Republic of Tanzania and Yemen. Moreover, projects in Angola, Haiti (post-conflict),
Timor-Leste (post-conflict) and Togo were under preparation.

A significant characteristic of UNIDO activities in LDCs is the well-targeted client
orientation and response to acute or emerging development problems. Thus, in Sierra
Leone, UNIDO initiated a post-conflict SME support programme for industrial
development and poverty alleviation. In Bangladesh, a CSF with a budget of more than
$16 million is addressing issues ranging from the introduction of cleaner technologies to
improving industrial productivity. In Haiti, UNIDO is planning to assist rural community
recovery through the development of micro and small enterprises and to support the
formal sector through institutional strengthening. In Malawi, a $1 million two-year
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UNIDO project funded by the United Nations Trust Fund for Human Security was
launched in August. It will help households in 17 villages in the Salima District to
increase their income and well-being by increasing the productivity and diversity of
both agricultural and non-agricultural production. Village grass-roots organizations are
closely involved in the implementation of the project in order to ensure its
sustainability. At the conclusion of the project, these organizations are expected to have
the capacity to expand and develop the local activities further.

Further to UNIDO'’s traditional approach via IPs and CSFs, another modus operandi
employed links to a wider application of regional programmes, covering a large number
of LDCs—especially in Africa. An illustrative example, and at the same time a notable
success story, was the European Union-funded UEMOA quality programme (budget of
€10.8 million) executed by UNIDO and completed in December. UNIDO provided
specific assistance to national institutions and enterprises involved in the fisheries sector
in Benin, Cote d'lvoire and Togo. It may be noted that the fisheries sector in these
countries employs thousands of workers and exports more than 100,000 tons of
products to the EU annually. UNIDO assistance improved the quality and safety of
exported products in conformity with the sanitary requirements of the market. At the
request of UEMOA and the EU, UNIDO is preparing a second phase to consolidate the
results achieved in UEMOA countries and extend programme activities to other
ECOWAS countries and Mauritania.

Moreover, plans for future cooperation look encouraging: Jointly with UEMOA, UNIDO
continued to develop a subregional programme for industrial restructuring and
upgrading. This programme will contribute to preparing the UEMOA countries for the
introduction of liberalized trade arrangements with the EU starting in 2008. The
funding will come from the EU and other donors.

Another noteworthy example of inter-agency cooperation was the joint cotton initiative
with WTO for African countries, which constitutes a response to the Doha Development
Agenda. The overall objective is to assist African cotton producers to improve their
capacities to participate in multilateral trade and in turn contribute to poverty
alleviation and the overall objectives of the MDGs. The cooperation initiative aspires
specifically to enhance the African cotton producing sector’s contribution to economic,
employment and export growth. The proposal complements other ongoing initiatives
and constitutes a promising area for cooperation between specialized agencies, and
international and regional donors. The cotton initiative (total budget of €20 million)
was furthermore presented to the WTO fifth cotton consultation meeting in Geneva on
28 October, and in side events on the occasion of the General Conferences of UNIDO
and WTO.

At a UNIDO-WTO side event at the sixth Ministerial Meeting in Hong Kong, participants
expressed their appreciation and support to the efforts deployed by the organizations
striving to overcome the supply-side challenges confronting developing countries in
general and LDCs in particular.

With regard to UNIDO cooperation with LDCs in Asia, the Organization implemented a
cluster of functionally related activities in market access and trade facilitation in
Cambodia, Lao PDR and Nepal—similar to projects carried out in Bangladesh, Bhutan
and Maldives—in which UNIDO endeavours to strengthen institutional and national
capacities related to standards, metrology, testing and quality.
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The General Conference, at its last session, underlined the importance of UNIDO’s
participation in the comprehensive global review of the implementation of the Brussels
Programme of Action for the LDCs. Looking at the future, UNIDO will thus continue to
play an active role in the LDC context. This will be put into practice at the LDC
ministerial meeting in Benin in 2006, which will be a vital step to further synchronize
system-wide activities in the implementation of the Brussels Programme of Action.

Ethiopian leather turns the corner

UNIDO's strategy to address a decline in the export performance of the leather and leather
products industry (LLPI) focused on a “top-down (pull)” approach to develop leather products in a
way that they would “pull” the tanning sector to increase the quality and quantity of finished
leather.

Featuring close cooperation with all stakeholders, a UNIDO-developed master plan identified the
approach and defined targets in terms of export earnings, employment generated and
investments required. Under the chairmanship of Prime Minister H.E. Meles Zenawi, the National
Export Coordination Committee adopted the Master Plan as Ethiopia’s strategic framework to
develop the LLPI. Moreover, the Committee recommended proceeding with the implementation of
a UNIDO-prepared Business Plan, in close cooperation with UNIDO.

Encouraging results achieved to date include:

e Subcontracting arrangements with a major ltalian footwear manufacturer and a footwear
manufacturer in Addis Ababa. As of December, 100,000 pairs of “Made in Ethiopia” shoes
were being sold on the ltalian market. The ltalian subcontractor has already announced that
the volume for export to ltaly is expected to increase in 2006.

e A renowned United Kingdom tanning group has relocated its production of high-quality sheep
and goatskin finished leather for glove production to Ethiopia for likely export to Asian
countries, including Japan. The group has also indicated its intention to open a leather
garment factory for the up-market segment.

e Based on present export projections, the Ethiopian Leather Industry Association announced to
the Ethiopian News Agency that $103 million is expected to be secured from the export of
leather products during this fiscal year, as opposed to some $66 million secured during the
previous one.

B. Sub-Saharan Africa

Resolution 59/249 adopted by the United Nations General Assembly on 22 December
2004 determined to a considerable extent the pace and dimension of UNIDO activities
in Africa in 2005. In full compliance with that resolution, UNIDO continued to strongly
support NEPAD industrial strategies and initiatives; a strong regional programme
emphasis characterized the implementation of the African Productive Capacity Initiative
(APCI); at the regional level the Organization took a proactive approach in supporting
sectoral initiatives of African Governments and preparing sectoral plans and road maps
for subregions. Underlying all these activities was a strategic orientation to pursue
UNIDO technical assistance within a system-wide context and within the framework of
reform.

Africa, including African Arab States, accounted for 27 per cent of total UNIDO
technical cooperation delivery in 2005 (see chapter V.B). The share rises to 43 per cent
if multilateral funds, ITPOs and similar institutions, as well as Special Resources for
Africa, are excluded.
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As in previous years, the bulk of technical cooperation was concentrated in sub-Saharan
Africa. Thirty-one IPs/CSFs—including 10 moving into their second phase—were under
implementation with total estimated budgets of $191.4 million. Even though the
countries covered in 2005 remained the same (Burkina Faso, Burundi, Cameroon, Céte
d’'lvoire, Eritrea, Ethiopia, Ghana, Guinea, Kenya, Madagascar, Mali, Mozambique,
Namibia, Niger, Nigeria, Rwanda, Senegal, Sierra Leone, South Africa, Tanzania,
Uganda), a critical reassessment—in some cases also on the basis of independent
evaluation—allowed UNIDO to initiate successor programmes or second phases. In
2005 this applied to the CSF for Nigeria and the IP for Madagascar. Implementation of
second phases for Burkina Faso, Ethiopia, Ghana, Mali, Mozambique, Senegal, Tanzania
and Uganda started or reached mid-point.

Regional perspective

In line with the conceptual framework of NEPAD and the APCI, UNIDO continued to
boost the regional approach to its technical cooperation. A total of 37 regional projects
were under implementation with a financial outlay of $16 million. Comprising a wide
scope of sectoral and cross-sectoral issues, regional projects served as an efficient tool to
support regional integration in Africa as well as to address environmental issues.

In addition to a significant number of projects under implementation, a number of new
regional initiatives were introduced. These included:

e Training support for science, technology and innovation policy for industrial
development in the SADC subregion;

< Enhancing market access through competitive and comprehensive product design in
East Africa;

e Capacity-building and promotion of an affordable approach to rural energy
development;

e Adaptation to climate change—understanding risks and building capacity in the
industrial sector (Kenya, Tanzania, Uganda);

e Formulation of a regional programme for investment promotion in West Africa;

e Multi-skills training and community service facilities for sustainable livelihoods and
poverty alleviation in East Africa;

e Establishment of the observatory of competitiveness in West Africa;

e Establishment of the Regional Environmental Information Management Centre at
the University of Lagos;

e Assistance to the repatriation, local integration and resettlement of refugees of the
UNHCR settlements in Buduburan and Krisan (Ghana) through micro and small-
scale enterprise development;

e Demonstration project for 10 African Francophone countries on the Clean
Development Mechanism.

The new impetus for regional cooperation activities was secured through the
implementation of the APCI plan. A NEPAD/APCI subregional conference convened in
October on improving industrial competitiveness and promoting employment in
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COMESA agreed to strengthen UNIDO cooperation with COMESA in identifying
regional programmes to ensure effective implementation of the APCI objectives and
UNIDO industrial development support to the subregion. Similar subregional
conferences for Central Africa and Southern Africa are in the final stages of preparation.

Merging development efforts

Implementation of NEPAD and coordination of system-wide activities in Africa were a
major issue during the fifty-ninth session of the United Nations General Assembly. In
this context, UNIDO took a proactive position on cooperation and coordination of work,
especially with UNDPR the implementation of United Nations global programmes on
LDCs, small island developing States and South-South cooperation.

During the course of 2005, programmes for Ethiopia, Ghana and Tanzania were
developed as a follow-up to the private sector development (PSD) agreement with
UNDR Other pilot countries selected to launch PSD programmes are Nigeria, Rwanda
and Sierra Leone, for which preparations are under way. In March UNIDO and UNDP
convened a consultative forum on strengthening competencies for governance and
economic management in Ghana. Another successful area of joint activities in Africa
was the opening of five UNIDO Desks to ensure support to UNIDO operations in the
respective countries and synergy of planning with UNDP.

UNIDO actively participated in the international meeting to review the implementation
of the Programme of Action for the Sustainable Development of Small Island
Developing States (10-14 January, Mauritius). As an outcome, cooperation with the
Office of the High Representative for the Least Developed Countries, Landlocked
Developing Countries and Small Island Developing States has been strengthened and
the UNIDO position for follow-up to the Mauritius Strategy for the further
implementation of the Programme of Action enhanced.

In the context of its region-wide planning of development assistance, UNIDO further
strengthened its coordination activities with UNECA, particularly in the context of the
implementation of NEPAD and APCI initiatives. Continued cooperation with the United
Nations Office on Drugs and Crime resulted in a joint letter on collaboration with
reference to joint projects in selected countries, including several in Africa. Finally,
UNIDOQO’s active inter-agency cooperation in support of LDCs and South-South
cooperation is described in chapters I11.A and 111.G.
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UEMOA quality programme

UNIDO's recognized expertise in strengthening standards was put o good use in a programme
funded by the European Union for UEMOA. Specific assistance within this large-scale project
targeted fisheries in Benin, Céte d’Ivoire and Togo, which employ thousands of workers and
export more than 100,000 tonnes annually to the EU.

The project, which was completed in 2005, recorded significant achievements in a range of areas,
including:

The establishment of an internationally recognized regional accreditation secretariat;
The creation of a laboratory network and database on more than 250 laboratories;
An enhancement of the testing capability of 46 laboratories;

Assistance provided to 16 laboratories to obtain accreditation;

The creation of a trained regional pool of technical laboratory assessors to I1SO 17025
standard;

The establishment of a regional documentation centre for standards;

The establishment of national documentation centres in 8 countries;

The harmonization of quality promotion policies in all UEMOA countries;

The introduction of ISO 9001 and HACCP systems in more than 60 enterprises;

The establishment of national and regional Quality Award systems;

The creation of a regional pool of auditors trained and qualified for ISO 9001 standard;
The establishment of a network of quality associations;

A strengthening of the capacities of consumer organizations.

Testifying to the programme’s success, UEMOA and the EU have requested UNIDO to prepare a

second phase to consolidate the results achieved in UEMOA countries and extend activities to
other ECOWAS countries and Mauritania.

C.

Arab region

UNIDO support to the Arab region continued in the pursuit of integrated and
sustainable industrial development while addressing the diverse needs of countries
characterized by extremely varied economic and developmental conditions. The various
subregions (North African Arab, West Asian Arab, Arab LDC and Gulf Cooperation
Council countries) witnessed smooth progress with regard to technical cooperation
activities. These include 11 IPs, one CSF, and projects related to international protocols
and regional projects.

Major efforts in the West Asian Arab countries (Jordan, Lebanon, Syrian Arab Republic)
were deployed towards industrial upgrading and governance, as well as quality and
consumer protection, while focusing on the agro-food and textile sectors. Following the
evaluation of the IP in Jordan, steps were taken to align components and resources
around specific value chains in the agro-food sectors with special attention paid to rural
development and poverty reduction. Furthermore, a UNIDO Desk in Jordan became
operational.
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UNIDO’s interventions in the African Arab countries (Algeria, Egypt, Libyan Arab
Jamahiriya, Morocco, Tunisia) continued to focus on strengthening productivity and
competitiveness. This was done in response to a common priority in the subregion to
maximize the opportunities provided by regional trade liberalization in view of the
establishment of the Euro-Mediterranean free trade area. UNIDO assistance covered a
wide range, including support to institutions in policy, SMEs, and trade capacity-
building, traceability and investment promotion.

Significant results were achieved also in terms of poverty alleviation, notably in
Morocco where groups of women and SMEs assisted by UNIDO developed new lines of
production and commercial linkages with domestic and foreign buyers. The year also
saw the establishment of National Cleaner Production Centres in Morocco and Egypt.

In the GCC countries (Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and United Arab
Emirates) emphasis was given to facilitating the development of privately-led industrial
development by promoting governance, technology diffusion, business development
services, quality management and continuous improvement. During the implementation
of the IP in Saudi Arabia, the close interaction of major public stakeholders led to a
consensus on a long-term vision for enhancing industrial competitiveness and
diversification.

In special development situations, such as in Irag, UNIDO’s activities involved the
coordination with other United Nations organizations on industrial rehabilitation and
recovery. Some progress has been made despite difficult conditions. UNIDO support to
Palestine progressed through the implementation of an IP largely focusing on industrial
upgrading and entrepreneurial training.

In the Arab LDCs, considerable progress was made in Sudan and Yemen where UNIDO’s
programmatic accent is on creating economically viable communities by promoting
community-based sources of sustainable livelihoods. Priority was given to improving the
productive capacities of selected agro-industries in rural communities and utilizing
renewable energy sources for productive use. In Sudan, through a project funded by the
United Nations Trust Fund for Human Security, UNIDO succeeded in eradicating
extreme poverty in terms of food security in 83 villages in the Nuba Mountain region.
Another significant new project relates to the establishment of a vocational training
centre in Malakal. In Djibouti, new funding opportunities and strategic partnerships
were explored to implement the IP promoting private investment and sectoral strategies
in the fight against poverty.

Fostering cooperation throughout the Arab region was an important goal in UNIDQO’s
strategy. The NEPAD Secretariat and UNIDO thus called for a subregional conference on
improving industrial competitiveness and employment creation in North Africa at Tunis
in September. Attended by more than 70 high-level public and private sector
representatives from the six Northern African countries, the conference adopted the
Tunis Declaration through which the participants committed themselves to reinforcing
regional integration and cooperation along the principle of the APCI. The event was
furthermore instrumental in the preparation of national action plans by the North
African Arab countries on priority sectors such as textiles and agro-food. These plans are
leading to the formulation of a regional road map for Northern Africa that will be
presented for validation to the seventeenth meeting of CAMI in 2006.
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Another regional initiative was the launch of the consolidation phase of the Arab-
Mediterranean Investment Promotion Network. It aims at facilitating investment and
technology flows towards the countries of the subregion by promoting business
partnerships and technology transfer between European and Arab countries, integrating
technical assistance and capacity-building. Operations of this network are sustained by
the Investment Promotion Units in Egypt, Jordan, Tunisia and Morocco and their
national counterparts.

D. Asia and the Pacific

Overall cooperation with the European Union and multilateral agencies deepened
during the reporting period, leading to significant co-funding. Environmental aspects
played an important role in UNIDO programmes in several countries, particularly in
China. The trade capacity-building programme gained further momentum in the region.
The following subchapter seeks to provide an overview by subregions.

South Asia: All formalities for the implementation of the EU-funded quality support
programme in Bangladesh were completed in early December, which will enable full-
scale implementation in 2006. This important example of UNIDO-EU cooperation
features the largest budget to date in the region (€7.7 million for UNIDO
implementation). In Sri Lanka, the second phase of the IP was approved in October,
with its launch slightly postponed owing to the November presidential elections. A
donor meeting planned for early 2006 aims at mobilizing funds for phase Il activities.
Success in private sector development cooperation with the Federation of Indian
Chambers of Commerce and Industry and the Indian Department of Industrial Policy
and Promotion was featured in a special event during the General Conference to
present the approach and implementation progress. UNIDO involvement in needs
assessment for the early recovery of the severely affected regions in Pakistan after
October’s disastrous earthquake will enable the Organization to contribute significantly
to that endeavour, for which implementation is to start in 2006. Approval of the EU-
financed trade-related technical assistance programme for Pakistan of about
€2.3 million helped the quality component of the IP gain significant momentum.

Afghanistan was the focus of significant UNIDO efforts, including the establishment of a
UNIDO Desk under the cooperation agreement with UNDP with which a joint
programme on private sector development is also under discussion. Other major
initiatives for Afghanistan included the preparation of handicraft training workshops
and the formulation of a joint programme on sustainable livelihoods with UNODC.

Phase | of the market access and trade facilitation support project for South Asian LDCs
with the South Asian Association for Regional Cooperation, with a total budget of over
$1.1 million, has yielded significant results in terms of strengthened capacity to prepare
strategies and structures for improving standards development as well as metrology and
certification. A number of donors have indicated strong interest in funding the second
phase for some $1.5 million for the participating LDCs.

South-East Asia and the Pacific Islands: As a result of the Cooperation Agreement signed
with UNDP, a UNIDO Desk was established in the Lao People’s Democratic Republic. A
joint programme on private sector development was also formulated in Lao PDR
whereby UNIDO contributed $200,000 and UNDP $100,000 as seed money for
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immediate implementation. Funds mobilization meetings with potential donors were
held for a rural energy programme in Lao PDR. In Cambodia, a situation analysis and
needs assessment study was conducted in November with a view to developing an
integrated programme. UNIDO also provided seed money for technical cooperation to
assist Indonesian recovery and rehabilitation efforts in tsunami-affected and conflict-
prone provinces. In the Solomon Islands, a project on entrepreneurship development
was implemented with UNIDO resources in the amount of $75,000. Following a
successful first phase, phase Il of the Viet Nam IP is being finalized. The regional
programme for marine current exploitation technology in China and South-East Asia
started implementation in China, Indonesia and the Philippines. A workshop on energy
efficiency in Bangkok targeted selected ASEAN countries, while Bangkok and Kuala
Lumpur each hosted a technology transfer workshop.

North-East Asia: In February UNIDO published its evaluation of the country service
framework on the environmentally sustainable development of China, some
recommendations of which were implemented in the course of 2005. An increasingly
promising UNIDO instrument for reducing regional and social disparities is the
subcontracting and partnership exchange (SPX) programme, which progressed
countrywide with focal points. A new SPX was approved for Shanghai and the Yangtze
River Delta region (phase 1), funded by the Shanghai Industrial Investment (Holdings)
Co., Ltd., UNIDO’s Chinese counterpart agency. Harbin, the capital of Heilongjiang
Province (North-East Dongbei region, with relatively low income levels compared to the
South-East) also manifested interest in an SPX, and Chongqging is preparing phase II.
The SPX programme thus responds to a top priority of the Chinese Government in
economic and social development. In this context the Government included some
suggestions of the UNIDO report “Western China: Enhancing Industrial Competitiveness
and Employment”, published in October, as inputs for parts of China’s eleventh five-year
plan.

The year also saw the approval and implementation of large-scale projects in the phase-
out of methyl bromide in the tobacco sector, which will allow closing down UNIDO
operations in this sector in 2006. The persistent organic pollutants (POPs) national
implementation plan project of $4 million made significant progress and will be
presented in January 2006. In the Democratic People’s Republic of Korea, the IP for
strengthening the agro-food industry sector made significant progress, with the
launching of a project to establish a goat milk processing unit powered by its own
hydropower generator, in Songchon County. A fact-finding mission to Mongolia in
December triggered an official request for an integrated programme, which is under
preparation. The POPs project to facilitate early action on the implementation of the
Stockholm Convention came to an end and the Government of Mongolia expressed an
interest in UNIDOQO’s participation in the implementation phase.

E. Europe and NIS

As part of its regional technology foresight (TF) programme, UNIDO implemented
training programmes in the Czech Republic, Hungary, Russian Federation and Turkey.
Targeting organizers, practitioners, decision-makers and corporate foresight specialists,
the programmes provided basic knowledge on the application of TF tools in strategic
decision-making for technological development, modalities of implementing TF
initiatives, available methodologies, and TF experience and prospects in the region.
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To support programme implementation, UNIDO launched a regional Virtual Technology
Foresight Centre. Organized as a network of institutions and persons, the Centre will
advise on and coordinate technology foresight activities, commission studies, organize
training programmes and awareness-raising meetings, collect and transmit information,
operate an internet portal and database, and provide services to corporate partners.

Projects to promote cleaner production commenced in Armenia, Serbia and Montenegro
and The former Yugoslav Republic of Macedonia. They will contribute to strengthened
industrial competitiveness and productivity and to promoting sustained social
advancement compatible with environmental protection. The projects will foster the
diffusion of environmentally sound technologies, provide national industries with the
necessary tools to facilitate accession to national and regional markets with
environmentally sound products and improve the ability of national enterprises to
successfully negotiate their position in global markets.

The country service framework 2003-2005 for the Russian Federation was nearing
completion. It has provided valuable contributions to the sustainable development of
food processing, technology development, footwear manufacturing, SME development,
cleaner production and regional development.

Also in the Russian Federation, UNIDO initiated the implementation of an EU-financed
project to develop methodologies of information and communication technology (ICT)
statistics. The project aims at ensuring compliance and comparability with international
concepts, definitions and methodologies, introducing modern techniques and tools for
the collection of ICT statistics, and assisting businesses, ICT users and other economic
stakeholders in using statistics to improve their analytical and decision-making skills.

In cooperation with the Government of Hungary and UK Trade and Investment, UNIDO
held a seminar on linking the Kyoto project-based mechanisms with the European
Emissions Trading Scheme for participants from new EU member States, EU accession
and candidate countries, as well as other countries. The seminar provided a forum for
business and industry to advance the understanding and operationalization of emissions
trading under the Kyoto Protocol to promote the cost-effective reduction of greenhouse
gas emissions.

Following UNIDQ'’s assistance to Romania in preparing its national implementation plan
to eliminate POPs in compliance with the Stockholm Convention, UNIDO embarked on
a GEFfinanced project to dispose polychlorinated biphenyl (PCBs) wastes. The project
will help to reduce the human health threat from PCBs and avoid future releases of
PCBs in Romania.

In Croatia, UNIDO is implementing a project to introduce the production of biodiesel as
a renewable source of energy in order to reduce the consumption of fossil fuels, reduce
CO, emissions, and increase profitability in the agricultural sector. The project evaluated
the feasibility of a biodiesel production plant, provided advice to enable an informative
decision on the appropriate production chain and economic model to be adopted.

In Ukraine, UNIDO continued to assist the city of Lviv in environmental management
and planning of water infrastructure and sewage facilities. Building upon the results
achieved during the first phase, the project currently aims at strengthening the Pipe
Development Centre, preparing a master plan for rehabilitation of the city water
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infrastructure, and demonstrating new approaches and technologies of water pipe
rehabilitation for local industries.

The International Centre for Hydrogen Energy Technologies (ICHET), established in
Turkey in 2004 with Turkish contributions expected to reach $40 million over the
planned five-year project period, is currently working on a number of projects focusing
on the production of hydrogen as a “clean energy carrier”, including small hydropower
in China, solar energy in Libyan Arab Jamahiriya, wind energy in Argentina and
biomass in India.

A UNIDO Desk, established at Yerevan, Armenia, in cooperation with UNDP, is currently
developing UNIDO technical cooperation projects focusing on several strategic areas.

F. Latin America and the Caribbean

As a consequence of the cooperation agreement with UNDR UNIDO embarked on a new
form of representation in Latin America and the Caribbean with the appointment of
three Heads of UNIDO Operations at UNIDO Desks in the UNDP offices of Bolivia,
Ecuador and Nicaragua, whose main responsibility is programme development.

Memorandums of understanding were also signed in Argentina with the Ministry of
Planning, Public Investment and Services concerning technical cooperation; with the
province of Cordoba for the establishment of a cooperation framework for the high
technology sector; and with the province of Buenos Aires for the provision of UNIDO
consultancy services to be funded under a World Bank loan. A memorandum of
understanding signed with the Organization of American States (OAS) covered the
establishment of a cooperation framework.

Four integrated programmes were active in the region: Colombia, Cuba, Ecuador and
Guatemala. Following an independent evaluation, a bridge programme for the design of
the second phase of the Colombian IP was approved with the start of activities
scheduled for early 2006.

The second phase of the IP for Cuba was signed and activities commenced. Apart from
components addressing entrepreneurship development, energy and agro-industrial
concerns, a large-scale component dealing with the management of municipal solid
waste in Havana, fully financed by Switzerland, is now under implementation.

In Ecuador, the programme continued with active involvement of and co-funding by the
Government. In particular, the trade capacity-building component moved ahead by
establishing an industrial studies unit in the counterpart ministry. The first phase was
close to completion, with an independent evaluation of the results to date and the
subsequent design of a second phase expected in early 2006.

In the IP for Guatemala, the handover to the Government of a complete metrology

laboratory marked the end of the first phase. Based on the positive evaluation, it is
expected that the second phase will be negotiated in early 2006.
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The implementation of POPs enabling activities for the development of national
implementation plans in Bolivia was successfully finalized and the follow-up project
submitted to the Global Environment Facility secretariat.

Programme formulation missions addressed the precarious situation of Haiti, the only
LDC in the region, and concrete technical cooperation activities are expected to
commence in 2006.

Programming missions were carried out in Bolivia (fruit processing and renewable
energy solutions for the Chapare region), Ecuador (fruit processing) and Paraguay
(industrial competitiveness).

Throughout the region the UNIDO Montreal Protocol programme continued to be a
major part of the technical cooperation portfolio with new approvals reaching record
levels.

G. South-South cooperation

The various chapters of this report testify to a wide range of UNIDO activities that
feature elements of South-South cooperation. Examples in 2005 include the regional
system for accreditation and certification, standardization and quality, in which North
African countries provided experts for UEMOA countries in West Africa. Investment
promotion activities also featured South-South cooperation elements, as illustrated by
the China International Fair for Investment and Trade, which presented 380 African
investment opportunities. Together with China and India, UNIDO strengthened South-
South cooperation in technology transfer for low-cost housing in Africa, Asia and Latin
America. India also hosted an expert group meeting that sensitized African policy-
makers and experts about the status and opportunities offered by biomass gasification
technologies.

Underlining the importance ascribed by UNIDO Member States to South-South
cooperation, the General Conference at its tenth session recommended “Industrial
development, trade and poverty alleviation through South-South cooperation” as a
theme for the industrial development forum at its eleventh session. In line with that
recommendation, the forum at the eleventh session was convened on that subject.

An issue paper for the forum highlighted key South-South cooperation issues covering
industrial trade, technology and investment flows, global trade negotiations and a joint
response for poverty reduction. Subsequently, the key determinants were expanded in a
more detailed report entitled “Industrial development, trade and poverty alleviation
through South-South cooperation” as the background document for the forum.

Deliberations continued in two roundtables featuring presentations from both the public
and the private sectors on:

e Promotion of trade through industrial capacity-building; and

e Cooperation in technology transfer.
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Reversal of roles: South-North cooperation

An interesting opportunity to transfer know-how and technology from developing to developed
countries is in the agricultural technique of sod seeding. Argentina and Brazil are world leaders in
the application of this technique, developed to improve the use of natural resources in farming. By
minimizing the disruption of the soil’s structure and composition, this practice also minimizes
erosion and water contamination while maintaining revenue levels for farmers. Within the UNIDO
programme for the recovery of the Argentinean industrial sector, a mission of Argentinean
agricultural machinery producers presented the advantages that sod seeding may offer in Europe.
Interest expressed, for example by the ltalian Association of Sustainable Soil Management,
indicates that the know-how and technology available from Argentina may play a valuable role in
covering a gap in developed countries. More than 200 business meetings held were aimed at
agreements to transfer the technical solutions developed by Argentinean companies to European
counterparts.

H. Field representation

The new initiative launched in 2004 for expanding the UNIDO field network reached its
implementation phase during the early part of 2005. The aim of increasing UNIDO
outreach to its constituency and improving cooperation within the system, notably with
UNDR through joint programming initiatives at the field level, was being formalized
during the year by the physical establishment of the new UNIDO Desks.

Since its inception, this initiative has been the subject of extensive reporting to the
policymaking organs. By the end of 2005, a total of 12 new UNIDO Desks had been
established (5 in Africa, 1 in the Arab States, 2 in Asia and the Pacific, 1 in Europe and
NIS, and 3 in Latin America and the Caribbean). Towards the end of the year, another 5
UNIDO Desks were in the process of being established and becoming operational. As a
result, during 2005, UNIDO increased its physical presence in the field by some 40 per
cent and was present through offices and Desks in a total of 42 countries. At the level of
joint programming, UNIDO initiated or developed a total of 10 joint programmes in
private sector development during the same period. Implementation of the entire
initiative, including monitoring, evaluation and necessary adjustment, will continue
during the biennium 2006-2007.

Regional Bureau staff at Headquarters and UNIDO Representatives in the field
continued to maintain their role as team leaders for integrated programmes and country
service frameworks. Facilitating the required degree of coordination and monitoring of
programmes and projects implemented in their countries of coverage, the increased
authority in the field allowed Member States to additionally benefit from a more
coherent implementation approach. Increased financial autonomy, through the
operation of imprest accounts, also resulted in additional efficiency of field offices,
which in turn provided considerable field-level benefits to the project implementation.

Finally, UNIDO also ensured that nearly all its field offices received an upgrade of their
facilities and obtained relevant additional security equipment to achieve the required
Minimum Operational Security Standards (MOSS) applicable at their respective
locations.
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IV

Global forum activities

As a specialized agency of the United Nations, UNIDO has a dual responsibility: (a) To
provide technical cooperation services which enhance the industrial productivity and
growth and (b) to serve as a global forum for generating and disseminating knowledge
about industrial development processes and their implications for productivity and
economic growth, and to initiate and conduct debates on such development
mechanisms.

UNIDO’s global forum activities draw upon in-house and collaborative research as well
as its extensive knowledge accumulated through its wide-ranging technical cooperation
activities. The objective of UNIDO’s research is to address specific priority issues and
strengthen the analytical foundations of its technical cooperation programme.

The following sections highlight selected activities with a particular focus on the
industrial statistics programme, the research programme for the medium-term
programme framework 2004-2007 and other research activities including the
production of the Organization’s flagship publication, the Industrial Development Report,
and research partnerships.

A. Industrial statistics

UNIDO has been assigned the sole responsibility in the international statistical
community for the compilation, storage and dissemination of structural industrial
statistics that are global in scope. In this context UNIDO completed the 2005 round of
the annual compilation of key industrial statistics in collaboration with OECD. After
improving the international comparability of the data reported by countries and
incorporating them in the UNIDO databases, the databases were disseminated
worldwide in several forms (appendix P refers). In addition, UNIDO updated its unique
database on subsectoral manufacturing value added (MVA) at constant prices, which
was to serve as the source for cross-country aggregation of detailed MVA. As part of its
inter-agency responsibility for the development and promotion of a standard
international methodology and practice for statistical operations, UNIDO, together with
the United Nations Statistics Division, played the leading role in preparing the report for
the United Nations Statistical Commission’s 2006 programme review on industrial
statistics and for the development of two new United Nations manuals for structural
industrial statistics and industrial production indices. UNIDO also carried out technical
cooperation activities in capacity-building for industrial statistics operations in Ghana,
Saudi Arabia and Sri Lanka.
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As part of UNIDO's statistical work, the UNIDO Scoreboard of Industrial Development,
which had been published in previous issues of the Industrial Development Report, was
modified, updated and disseminated as a CD-ROM. The objective of the Scoreboard is
to assess and monitor the competitive industrial performance of various countries and
provide an international comparison.

B. Research programme for the medium-term
programme framework

Significant research outputs have been produced for all four components of the UNIDO
research programme presented to the tenth session of the General Conference in 2003
in the context of the medium-term programme framework for 2004-2007.

Research component 1 is intended to provide a comparative analysis of productivity
performance in developing countries. To this end a large-scale research project entitled
“Productivity performance in 17 countries” was carried out. From its inception in 2004
until 31 December 2005, this project generated a number of research papers and a
comprehensive report. The report, which was presented at a side event of the eleventh
session of the General Conference, was entitled “Productivity in developing countries:
Trends and policies” and dealt mainly with basic country information. This information
was derived from cross-country analysis as well as from 15 country case studies
spanning four regions: the Arab countries, Asia, Latin America and sub-Saharan Africa.
Working papers produced cover productivity concepts and measurements and write-ups
of many empirical results. One of the most noteworthy outputs is the world’s largest
productivity database, which is being hosted by UNIDO’s new comprehensive website
for productivity.

Research component 2 is intended to assess the role of technology diffusion in
productivity enhancement and in environmentally sound industrial development. In
2005 research activities were focused on the latter aspect. A project which examined the
adoption of environmentally-sound technologies (ESTs) in nine developing countries
identified firm-specific factors as the predominant determinants. Indeed, factors such as
environmental commitment, technological capabilities, profitability and ownership
structure matter significantly in explaining the adoption of advanced cleaner
technologies. Policies seeking to improve industrial environmental management should
therefore target some of these key determinants. A final version of the research report
including nine country case studies will be issued in early 2006 as a joint UNIDO-
Edward Elgar publication.

Research component 3 deals with policy choices in the new economic order. The
ongoing research project “Public goods for economic development” provides modern
analytical tools for analysing collective problems arising from market failures in such
fields as environmental management, market integration, technology transfer and
financial stability, and the policy implications of these challenges at national, regional
and international levels. The issues arising from this research were discussed at a
UNIDO conference held at Harvard University in September. Background papers of this
conference are available on the UNIDO website. The first group of publications in this
field include: Regional innovation systems as public goods, Capacity-building to meet
international standards as public goods, and The role of intellectual property rights in
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technology transfer and economic growth: Theory and evidence. A publication entitled
Public goods for economic development summarizing all findings and giving highlights of
the background papers is under preparation.

Research on assessing how global value chains (GVCs) can contribute best to industrial
development has resulted in a great number of research papers with a new sector and
issue coverage. A comprehensive volume, Global value chains and production networks:
Prospect for upgrading by developing countries, is under preparation. The volume will
provide a full set of information and policy recommendations regarding the analysis of
GVCs and its application to various sectors like agrifood, leather, textiles and clothing,
wood, automobiles and electronics. New working papers in the same series such as
GVCs in the agrifood sector and Decoding organic standard-setting and regulation in
Europe are under preparation.

Research component 4 is covered by one project to examine and assess the importance
of CSR strategies and the related challenges faced by SMEs in their efforts to gain access
to new markets, as referred to in D (Harvard University) below.

C. COMPID

Combating Marginalization and Poverty through Industrial Development (COMPID), a
three-year research programme with a focus on low-income countries that are
marginalized from the benefits of globalization, was successfully concluded.

Initiated as part of UNIDO's response to the challenge of achieving the Millennium
Development Goals, the key aim of this Danish-funded research programme was to
generate information and knowledge that would contribute to the efficacy and impact
of the Organization’s activities in low-income countries, both in terms of technical
assistance and global forum activities. Accordingly, much emphasis was placed on the
programme’s third and last phase in which implications for UNIDO were derived from
the general research results that had been generated in the first two phases. The
findings and implications for UNIDO were presented and reviewed at a consultative
meeting in April. The foreseen follow-up will include the application of some of the
recommendations in UNIDQ’s technical cooperation activities, seminars, workshops and
further research.

D. Research partnerships

Cooperation arrangements have been established with the following leading research
institutions with a view to strengthening the Organization’s global forum activities.

Complutense University

UNIDO has established a research cooperation programme with Complutense University
in Madrid. The objectives were to focus on the present stock of knowledge in the field of
public goods and to identify those that are judged most critical to foster economic
development in developing countries but are in short supply, thus affecting the speed
and quality of these countries’ economic development. The ultimate goal was to
contribute concrete proposals and recommendations for policymaking at the local,
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national, regional and international levels. At the international level, the special focus
was on the role of the multilateral system and UNIDO.

Harvard University

A project in cooperation with Harvard University commenced in September 2004 to
examine and assess the importance of corporate social responsibility strategies and the
related challenges faced by SMEs in their efforts to gain access to new markets. It will
also identify those industrial subsectors in which the adoption of CSR practices by SMEs
is likely to result in increasing market shares, stemming from consumer preferences for
responsible and sustainable consumption. It will also explore the relationship between
CSR, business linkages and innovative types of public-private partnerships. The project
is expected to be completed in early 2006.

University of California, Berkeley

A memorandum of understanding between UNIDO and the University of California,
Berkeley, was signed in March. The programme of cooperative research included in that
MOU will contribute to the UNIDO research programme for the medium-term
programme framework, 2004-2007. This cooperation programme will be implemented
through research projects undertaken by teams of graduate students and faculty
members and through conferences and training programmes on technology-related
issues.

The second conference, on “Bridging the Divide”, was organized jointly by UNIDO and
the University in April. The conference focused on technology, innovation and learning
in developing countries and was also an occasion for graduate students to present the
results of their research projects implemented under this cooperation programme.

E. Industrial Development Report

The 2005 issue of the Industrial Development Report entitled Capability-building for
catching-up: Historical, empirical and policy dimensions was released in November and
focused on capability-building needs of developing countries in order to catch-up on the
economic and technological fronts. A special section assesses lessons learned from
catching-up experiences throughout modern history. From these experiences it draws a
framework for operational policy analysis as well as a methodology for the assessment
of capability-building needs, thus filling a gap in the current understanding of economic
development. The report also includes a section on monitoring and assessing global
industrial trends following the tradition of previous reports.

F. Second international conference on the process of
innovation and learning in dynamic city regions

This conference was organized by UNIDO in cooperation with the national and state
Governments of India and Karnataka at Bangalore in July. Over 250 delegates looked at
systems of governance in dynamic city regions in China, Costa Rica, India, Indonesia,
Mexico, Republic of Korea and South Africa. International case studies based on
European Union initiatives were presented as a model for developing countries. Based
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on presentations and deliberations at the conference, the Bangalore Declaration was
adopted. It emphasizes the role of innovation and learning in the development of
dynamic city regions. The Declaration furthermore stresses the importance of
“technopreneurs” in the dynamic development of cities and the need to continue to
explore the process of transforming technology and innovation “know-how” to “show
how” for SMEs and other stakeholders.

G. Joint activities with selected multilateral
organizations

UNIDO strengthened its cooperation with selected multilateral organizations focusing
on the development of strategies in support of the Millennium Development Goals.
Special emphasis was placed on Africa with the promotion of the New Partnership for
Africa’s Development (NEPAD) and its industrial component, the African Productive
Capacity Initiative (APCI), while giving full attention to innovation, value-addition and
competitiveness hubs.

The following institutions entered into partnerships with UNIDO: Centre for Research
and International Studies of the University of Montreal International, Common Market
for Eastern and Southern Africa, International Labour Organization, Organization of
African Employers, United Nations Conference on Trade and Development as well as the
United Nations University and the Institute for New Technologies.
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Vv

Performance management

Improved performance, as measured against a wide range of indicators, is a fact in
which UNIDO can justifiably take pride. The present chapter presents significant
examples and also discusses the Organization’s approach to meeting the challenge of
measuring and improving the impact of its work in support of client countries.

A. Results-based management
Programme and budgets, 2006-2007

Having gradually introduced results-based management (RBM) as a tool to
institutionalize performance improvement over the past two years, a significant
development in 2005 was the preparation of the programme and budget proposals
following the application of RBM principles and concepts. Solid groundwork had been
laid during the senior management retreat exclusively devoted to RBM in December
2004, thus paving the way for the preparation of the programme and budget proposals
for the next biennium. To ensure staff understanding of the concepts involved and their
application, this exercise adopted a participatory approach and entailed the
involvement of outside expertise with extensive experience in introducing results-based
budgeting (RBB) in the United Nations system.

Following thorough in-house discussion, comprehensive guidelines were issued, setting
the stage for a common, interactive approach in preparing programme and budget
proposals. The preparation of the proposals thus represented a major step forward in
introducing a new management culture that goes beyond the delivery of activities and
focuses on results—an achievement recognized by both the governing bodies and the
External Auditor.

Implementing RBM in any organization requires the development of a results-oriented
organizational culture. This entails that staff at all levels become familiar with the
concepts and terms of RBM, and understand the advantages and implications for their
work. With this in mind, efforts continued to further institutionalize RBM into all
aspects of work. During the latter part of 2005, and with outside expertise, a series of
meetings held at Headquarters discussed with all key players, including senior field
staff, further requirements to take forward RBM both at Headquarters and in the field.
The results featured a number of specific measures established to ensure the reliability
of the RBM approach.

Challenges in 2006

RBM is an evolutionary process that takes time to mature to a stage where policy and
decision makers can use performance data for decision-making. The Organization is
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committed to institutionalizing RBM and work will continue, based on the experience
gained, on refining outcomes and performance indicators, specifying sources of data,
means of data collection, development of necessary systems, and reporting information
that would enable various stakeholders to make informed decisions. The lessons learned
during this process will also enable the Organization to improve its submission of the
programme and budgets for 2008-2009, the preparation of which will start in late 2006.
It is also noted that external factors, such as the availability of information at the
country level and the baselines, may influence the reporting at that stage of RBM
implementation.

TC guidelines for programmes and projects

Special steps taken to ensure the full incorporation of RBM principles into the technical
cooperation cycle included the development of new TC guidelines. This ensures that
internal processes positively influence organizational performance and that financial
resources are used efficiently and effectively to fund priority activities and yield clearly
identifiable and measurable results. The guidelines also aim to ensure the development
and delivery of TC activities that have an impact on economic development through the
effective harmonization of UNIDQO’s overall policies and priorities with the needs and
development plans of recipient countries in accordance with the Poverty Reduction
Strategies, and interaction with other multilateral and international organizations
within the framework of the UNDAFs, as well as with bilateral and national TC agencies
and NGOs/CSOs.

Among the subjects discussed at the expanded Board of Directors retreat in December
was an initial review of the application of the guidelines some six months after their
implementation, following which some adjustments are expected in order to introduce
further improvements. The fine-tuned guidelines are scheduled for issuance in the first
half of 2006.

B. Performance on the technical cooperation front
Improvement in delivery

Figure 1 provides a TC delivery analysis from 1994 to 2005. In this context, it is to be
noted that the funding pattern of extrabudgetary resources has changed tremendously
over the years (for instance, in 1994 projects funded by UNDP amounted to some
26 per cent of total delivery, whereas in 2005 they accounted for only 1 per cent), and
that there have been substantial decreases in staffing levels (in 1994, the actual number
of staff on board at Headquarters was 952, compared with 517 as of 2005—a decrease
of 46 per cent).
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Figure 1.
Technical cooperation delivery, 1994-2005
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TC delivery in 2005 surpassed the previous highest delivery level of 1995, which
confirms a turnaround in UNIDO’s TC delivery. It also shows an increase of some 64 per
cent over the 2000 delivery. The prospects thus look promising for future years.

Staff productivity grows

As seen in figure 2, which analyses delivery versus total staff on board (both
Professional and General Service), productivity per staff member has increased by
105 per cent since 1994, i.e. more than double. Compared to 1997, productivity has
increased by 48 per cent—another demonstration of the continued commitment by
management and staff to make the Organization more efficient and effective.

Figure 2.
Per capita delivery of technical cooperation, 1994-2005
(Annual TC delivery/total staff on board)
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Emphasis on Africa

Figure 3 shows that there has been a continued emphasis on TC delivery in favour of
Africa, including African Arab States. Despite the changing funding pattern, delivery in
this region has accounted for some 23 to 27 per cent of total delivery since 1998,
excluding delivery under the Industrial Development Decade for Africa/Special
Resources for Africa.

Figure 3.
Technical cooperation delivery to Africa
as a percentage of total delivery
(including African Arab countries)
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Delivery in 2005 amounted to $30.4 million, as compared to $22.7 in 2004 and
$25.6 million in 2003. However, if multilateral funds, Investment and Technology
Promotion Offices and similar institutions are excluded, delivery in favour of Africa,
excluding delivery under the regular budget Special Resources for Africa, was 43 per
cent in 2005. Although in percentage terms this shows a reduction of 4 per cent as
compared to 2004, in dollar terms the delivery in 2005 increased by $3 million (in
2005: $17.2 million; in 2004: $14.2 million; in 2003: $16.1 million).

Selected technical cooperation achievements

Table 1 provides selected TC achievements in recent years focusing on investment
promotion and aspects of environmental and SME activities undertaken. In view of the
application of RBM principles in technical cooperation, and in the programme and
budgets 2006-2007, it is expected that there will be a gradual shift in the Organization’s
performance reporting on the regular budget and TC activities.
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Table 1.
Selected TC achievements, 2004-2005
2000 2001 2002 2003 2004 2005
Competitive $221 million | 67 projects $304 million | $241.2 $245.44 $486.3 million
Economy investment including 39 | investment million million investment
generated for Africa, generated investment investment generated,
39 for SMEs. generated generated including
$78.6 million $424.28 million
generated for by ITPO network
Africa
Sound 4,000 tonnes | 2,480 tonnes | 3,370 tonnes | 5,650 tonnes | 6,300 tonnes | 9,385 tonnes
Environment ODSs ODSs ODSs ODSs ODSs ODSs eliminated
eliminated eliminated eliminated eliminated eliminated
50 food
processing
enterprises
introduced
cleaner
production
techniques
Productive 563 SMEs 428 SMEs 512 SMEs 434 SMEs 268 SMEs 296 SMEs
Employment started started started started started started
1,160 SMEs 1,306 SMEs 1,432 SMEs 1,844 SMEs | 3,033 SMEs | 2,704 SMEs
expanded expanded expanded expanded expanded strengthened or
business business business business business expanded
activities activities activities activities activities business
activities
1,191 women| 1,207 women| 1,609 women| 2,003 women| 3,443 women| 3,359 women
entrepreneurs | entrepreneurs| entrepreneurs| enfrepreneurs| entrepreneurs| entrepreneurs
assisted assisted assisted assisted assisted assisted
Some 5,000 | Atleast 2,732| Some 4,782 Some 4,551 Some 5,732 Some 9,199 jobs
jobs created | jobs created | jobs created | jobs created | jobs created | created through
through through through through through investment
investment investment investment investment investment promotion,
promotion promotion promotion promotion promotion including 8.149
including by ITPO network

1,050 in Africq

Some 200 agro-
industrial centres
established or
enterprises

strengthened

Some 1,675 jobs
created or

secured in agro-

industries
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Evaluation activities improve technical cooperation

The emphasis placed by UNIDO on evaluating technical cooperation corresponds to the
increasing importance of evaluation at the system-wide level. Notably, the 2005 World
Summit underlined the importance of continuous improvement in this area. All
organizations of the system were encouraged by the United Nations General Assembly
to strengthen their evaluation activities and to promote collaborative approaches to
evaluation to better assess the impact of the system on development results.

Figures 4 and 5 show the number of stand-alone projects and integrated programmes
(IPs) evaluated since 1997, and clearly reflect UNIDO’s shift towards IPs as the main
delivery mode for technical assistance. In 2005, eight IPs and four stand-alone projects
were evaluated.

Figure 4. Number of stand-alone Figure 5. Number of
projects evaluated integrated programmes evaluated
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On average, an IP represents a total budget up to several million dollars. With some
$30 million, the country service framework for China is currently the biggest UNIDO
programme. As this was one of the programmes evaluated in 2005, the total volume of
UNIDO activities evaluated rose to more than $50 million. The trend towards IPs thus
entails a significant increase in evaluation coverage in terms of numbers of projects and
financial volume.

Moreover, UNIDO participated in the joint evaluation of the Global Environmental
Facility (GEF). This is expected to improve further convergence between UNIDO and
GEF procedures, which is vital to increasing the significance of GEF in the UNIDO
funding portfolio.

The Evaluation Group (EVG) participated in elaborating the new guidelines on technical
cooperation programmes and projects and in the introduction of results-based
management. The Group also placed increased emphasis on improving its own
evaluation processes and products through its active cooperation under the United
Nations Evaluation Group (UNEG); the assumption of a leading role as co-chair of the
UNEG task force on the implementation of evaluation quality standards; the publication
by UNEG of the evaluation norms and standards for the United Nations system; a draft
quality handbook defining EVG quality standards and modes of interaction with the rest
of UNIDO. The latter includes the new “IP quality matrix” that will contribute to more
transparent evaluations and better guidance of external evaluation consultants.
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C. Funding performance

The total of net technical cooperation project and programme approvals from all
sources of funds increased to $128.4 million as compared with $117.2 million in 2004,
an increase of almost 10 per cent (figure 6). This is the highest level of total approvals
since 1990. With the approval level exceeding the delivery by some $16 million, the
balance of projects under implementation continues to increase, which should enable
the delivery volume to continue to increase as well. To take a longer-term perspective,
approvals were over 30 per cent higher than the average of the previous four years.

Figure 6.
UNIDO technical cooperation
Net approvals, 1997 - 2005

Millions of $

1997 1998 1999 2000 2001 2002 2003 2004 2005

Funding through the Industrial Development Fund (IDF) and trust funds (almost all
from governmental donors) reached $79.6 million (excluding support costs). The total
contribution from these donors including support costs amounted to $87.8 million,
including $5.6 million trust funds from “recipient” countries. This represents an increase
of 23 per cent over the $62.8 of 2004, and a doubling in four years to the highest level
in the history of UNIDO.

The largest contributor continues to be Italy whose contribution (excluding support
costs) amounted to $15.9 million. The second highest contributor in 2005 was Turkey,
with a $9.9 million contribution for the International Centre for Hydrogen Technology,
followed by the European Commission with $8.2 million, Switzerland with $7.6 million
and Austria with $5 million. Other major governmental donors included Finland,
France, India, Japan, Norway and Saudi Arabia, each of which contributed one million
dollars or more. India, Saudi Arabia and Turkey also made important contributions, as
did other recipient Member States, including China, Egypt, Iran (Islamic Republic of),
Nigeria, Russian Federation and Sudan. In addition, about $5.9 million originated from
the United Nations Trust Fund for Irag, $0.7 million from post-emergency funding for
Afghanistan, and $3.2 million from three projects funded by the United Nations Trust
Fund for Human Security financed by Japan. Appendix B shows the distribution of IDF
and trust fund approvals by region and subject.
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Funding mobilized from all sources for the integrated programmes and country service
frameworks in 2005 amounted to $39.6 million.

Net approvals under the Multilateral Fund for the Montreal Protocol amounted to
$40 million, the highest level since 1997, demonstrating continued high performance by
UNIDO. Together with the fluctuating approval level under the Global Environment
Facility, funding from these two dedicated sources is stabilizing at $40 to $50 million
per year.

As reported for the previous year, the strong focus on global development priorities and
the clearer presentation of UNIDQO’s programmes as our response to these priorities is
continuing to have a strong and positive effect on funds mobilization, especially from
governmental donors. It is expected that this trend will continue, with closer
cooperation on thematic priorities with individual donors, as well as complementary
partners strengthening the message further.

In terms of funding by thematic priority, energy and environment attracted the largest
share with $65.1 million, of which $40 million originated from the Multilateral Fund for
the Montreal Protocol; trade capacity-building attracted $39.2 million, and poverty
reduction through productive activities attracted $15.4 million. Finally the human
security programme mobilized $9.8 million, with most activities under this heading
focusing on poverty reduction activities.

Cooperation with the United Nations Trust Fund for Human Security developed further
with three new projects approved for Bangladesh, Guinea and Malawi, and other
projects in the pipeline for 2006. Cooperation also continues with CFC, with new
projects focusing on hides and skins improvement, market-based development with
bamboo, and continued work with sisal, all in Africa. Consultation has started with CFC
on its participation in the West Africa cotton programme being developed in
cooperation with WTO.

D. Internal processes and controls

Administrative support services

Efforts to decrease information and communication management (ICM) costs featured
the signing of a major agreement to outsource the maintenance and support of UNIDO’s
human resource management and payroll systems to UNODC. This is part of a longer-
term strategy of UNIDO and the United Nations as a whole to minimize costs by sharing
ICT resources and expertise, where possible. It also places UNIDO in a good position for
future system-wide developments in enterprise resource planning.

In addition to the ongoing programme of ICM upgrades, a number of innovative
improvements were implemented or commenced:
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A web-based virtual private network facility with strong authentication, which
allows all Headquarters and field staff to access Headquarters ICT resources in a
secure and user-friendly manner from any web browser anywhere in the world;

e A new web-based electronic document management system, using automatic
capturing features to minimize user input;

e The Financial Performance Control System was improved and extended, including a
new purchase and contracts system and a fixed assets module for inventory;

e Issuance of a comprehensive policy governing the use of all ICT instruments within
the Organization with the aim to: provide UNIDO users with a document that clearly
explains their rights, responsibilities, limitations and expected conduct pertaining to
ICT resources and their access; help ensure safe, reliable, secure and available ICT
resources for all staff members at their desks; ensure the security, availability and
continuity of all ICT systems supporting the business processes of the Organization;
and allow an auditable flow of information and data.

Buildings Management Services (BMS) is managed by UNIDO on behalf of the VIC-
based organizations (VBOs). The 2004-2005 budget for this service amounted to some
€48 million, shared by all VBOs. Careful management and controls have reduced
operational costs while maintaining or improving the quality and/or quantity of services
provided. Efficiency savings in the areas of electricity and maintenance costs have also
played a major role in reducing costs.

A major activity relates to the asbestos removal programme, the aim of which is to
eradicate any possible health hazard related to the asbestos-containing materials in the
VIC. The project, which is mostly funded by Austria, entails evacuating office floors,
thus providing an excellent opportunity to implement a number of overdue
modernization and refurbishment works. These include new cabling for IT and
infrastructure, glazing, lighting, flooring, painting and a completely new and full-
protection fire alarm and detection system.

From November 2004 through the end of 2005, asbestos removal and accompanying
modernization and refurbishment works were completed in 18 floors of two buildings,
and the entire project is expected to be completed by mid-2010.

Human resource management

UNIDO continued to provide learning opportunities for staff in the traditional areas of
induction programmes, management and executive development training, technical and
general competencies upgrading, office software application and language application
improvement.

In order to meet the increasing demands of organizational development required by the
challenges of achieving the Millennium Development Goals and the strategic long-term
goals of the Organization, UNIDO developed and implemented a number of tailor-made
workshops and seminars. With the aim of aligning the performance appraisal system
with the principles of results-based management, a series of workshops were held for
over 60 staff members to help them apply this new system. Other workshops focused on
the logical framework approach to improve the quality of programme and project
formulation and development, and support the review of the guidelines on
project/programme development and the management cycle. A seminar on enhancing
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the development and contribution of the private sector focused on the competency edge
of UNIDO technical cooperation in the increasingly challenging environment. Another
learning event provided a high-level platform for the exchange of views from subject
experts from all over the world. Finally, two comprehensive orientation programmes
were conducted for the newly-recruited Heads of UNIDO Operations to integrate them
into the Organization.

UNIDO'’s internship programme reached a record high, with the number of interns at
117 for a total of 435 internship months. The good quality of the programme has been
manifested by the substantive contribution of these interns to the work of the
Organization while at the same time providing the interns with useful exposure for
professional development.

Oversight

The External Auditor notes that oversight activities are instrumental in fostering the
principles of good corporate governance, with particular emphasis on the concepts of
integrity and accountability. In line with the Organization’s commitment to those
principles, oversight activities covered a range of areas, including:

e Institutionalizing RBM: Work continued to institutionalize RBM in all activities of
the Organization, such as in the 2006-2007 programme and budgets, technical
cooperation activities, training of focal points and other staff, long-term vision and
the preparation of an action-oriented plan for the period 2005 to 2007.

« Finalization and fine-tuning of technical cooperation guidelines: The TC guidelines
covering the entire programme and project cycle were finalized taking into account
RBM principles. These have contributed to further improving the management of TC
programmes and projects; simplified processes; standardized formats and
documents; introduced the logical framework approach; greater delegation of
authority and accountability for results. Based on the experience with their
implementation, these guidelines are currently being fine-tuned with the support of
the Advisory Panel on Programme Approval Committees.

e Contribution to UNIDO assessment: Extensive information was provided for the
finalization of the report issued in March 2005 on the assessment of UNIDO by the
Department for International Development (DFID) of the United Kingdom and work
on the areas highlighted for follow-up was continued. Taking into account all the
developments and achievements of the Organization, UNIDO was rated best
organization within the United Nations standard setting agencies, and emerged from
the assessment as one of the most effective of the 23 institutions reviewed by DFID.

e Preparation and issuance of policy documents: This entailed preparation of a
number of documents, taking into account the best practices both within and outside
the United Nations system, and included: fraud awareness and prevention,
information and communication technology policy, and risk assessment for internal
use.

< Upholding the single-audit principle: A considerable amount of work was required
to ensure adherence to the single-audit principle, as contained in the UNIDO
financial rules and regulations.

« Advice, monitoring, assessment and reporting: Reports on a number of assessments
and reviews were provided to senior management to facilitate informed decisions.
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Monitoring and reporting on the Organization’s financial performance, including
recommending remedial actions, ensured that the Organization achieved various
performance targets.

< Independent and objective assessment of the rationale, adequacy, efficiency and
effectiveness of various operations. This was achieved though financial compliance
and operational audits of Headquarters and field activities, fact-findings and
investigative work.

< Better coordination of activities with external entities and liaison: To ensure a wide
coverage of the Organization’s activities and provide effective oversight, activities
were carefully coordinated with those of the external audit team. This resulted in
improved implementation of the External Auditor's recommendations. Close liaison
was also maintained with the Joint Inspection Unit and the Chief Executives Board
on the reports issued by the JIU.

UNIDOQ'’s performance in 2005 demonstrates that the Organization is on the right track.
Its commitment to improving efficiency and the impact of its services has resulted in
increased confidence in the donor community, and the future holds promise.
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