DISCUSSION NOTE:

ADDRESSING SUPPLY SIDE CONSTRAINTS

Paper submitted to the informal discussion on the EU negotiating instructions convened by the Cotonou Monitoring Group of European Develoment NGOs and networks on Friday 10th May 2002.  This note reflects an introductory presentation made by an ACP Ambassador who led of the discussion on one of the issues discussed (Market Access, External Effects of CAP-Reform, Fiscal Implications and Supply-Side Constraints).  In the spirit of the “Chatham House rules” under which the meeting was held, the views expressed in this note should not be attributed to any individual present at the meeting, but rather reflect the areas discussed at the meeting. A review of the discussions which took place will subsequently be made available.

Introductory Remarks 

· In order to be able to take advantage of trade preferences a country needs to be able to produce competitively and get products to the market at a reasonable cost.

· As the experience under the Lomé Convention has demonstrated ACP countries face major problems in producing and supplying goods competitively within an increasingly liberalised trading environment

· Why is this and what can be done about?

· These are central question in the development of ACP-EU trade relations.  It is however an area so far under-developed in the elaboration of the way forward for future ACP-EU trade relations.

· Let us consider some of the basic issues at stake

Issues Beyond Our Control

· With many ACP countries being remote, by virtue of their land locked or island status, getting products to market is not always easy and can be influenced by factors beyond the control of ACP governments.

· For example, the revision of airline schedules following September 11th which can have major implications for the non-traditional ACP exports which have been developed on the back of de-regulation of the EU airline industry (e.g. fish, cut flowers, horticultural products).

· Climatic factors also play a major role, witness the devastating setback to Mozambique’s development arising from the floods in 2000.

· To a certain extent these factors should make us stop and think about the uni-linear vision of development which underpins so much of Europe’s development policy.  

· The sad reality is that things don’t always go forward.  Set backs can occur regardless of the best policies pursued by government.

· This needs to be taken into account in developing EU policies towards the ACP.

The Basic Challenge Faced

· However, there is a need for a realistic assessment of what governments can influence.

· Within the global economy there are now only two major assets which government policy can have a bearing on:

· the stock of physical infrastructure and capital

· the stock of human capital.

· In both of these areas ACP countries face major constraints on their ability to produce competitively in the context of moves towards free trade with the EU.

· Indeed, it is these constraints which in large part account for their status as developing countries.

· Let us briefly review these constraints, they can range from:

· the unreliable provision of public utilities (electricity and water supply);

· poor public infrastructure (run down roads and railways);

· through weak institutional and policy frameworks (leading to fluctuating exchange rates and high inflation and interest rates);

· to low labour productivity (arising from poor education, health and housing provisions).  

· In many respects the situation with regard to human capital, certainly in Southern Africa, has got worse in recent years as a result of the impact of the HIV/AIDS pandemic.  

· Our people are living shorter lives and often dying as they reach their most productive years.  This has profound implications for labour productivity, the competitiveness of our economy and our ability to adjust to and manage change.  

· This sad reality needs to be taken on board in the process of trade policy formulation and in the negotiation of future trade arrangements.

Practical Dimensions of the Challenges Faced

· What does this mean in practice?  Clearly it means different things in different ACP countries and regions.

· In the Windward Islands, which are facing major restructuring challenges as a result of the banana dispute, the supply side constraints range from the poor state of rural roads (resulting in bruising of banana’s) through inadequate water and electricity supplies to limited access to credit for small scale entrepreneurs.

· In Zimbabwe, the shortage of skilled labour in the clothing and textile  industry  affected the choice of technology used, with  often the technology applied being 2, 3 or even 4 generations behind that used in developed economies or in the east Asian tiger economies

· In countries like Botswana and Namibia it can mean a limited pool of entrepreneurial skills which limit the scope for expansion and innovation in the private sector.

Getting To Grips With The Problem

· Oddly enough it is widely recognised that addressing these supply side constraints on production is one of the keys to the economic development of ACP countries

· However the experience of EU co-operation programmes in terms of addressing supply side constraints is not a good one.

· While good at physical infrastructure EU programmes tend to be less effective at actually getting to grips with the supply side constraints faced by small scale producers and marginalised groups.

· This is certainly one of the major lessons coming from the recent evaluations of country support programmes.  The five evaluation reports of Namibia, Mozambique, Uganda, Dominican Republic and Papua New Guinea found that while a clear poverty focus existed within the Country Strategies and a  poverty reduction action plan was often in existence, there were major problems in targeting poverty in both the design and implementation of European Commission administered assistance programmes.

· This is a major source of concern to a number of EU member states government.  DFID has long since recognised the importance of  improving the access of poor people to economic resources if poverty is ever to be eradicated.

· Yet we see no systematic attempts within EU aid programmes to get to grips with this challenge, despite the nominal focus of EU aid on poverty eradication.

· Similarly many  EU member states governments (Belgium, Sweden, the UK, Germany) have recognised the importance of addressing gender inequalities in access to economic resources as a key to poverty eradication (it is also a key to improving ACP competitiveness).

· Yet again however we see no systematic attempt within EU aid programmes to get to grips with this challenge.

Some Practical Suggestions

· It is these kind of shortcomings within existing EU country aid programmes which led ACP and EU Parliamentarians in the Cape  Town Declaration to call for

a) a systematic review of the successes and failures of existing programmes intended to address supply side constraints, with a view to ascertaining the effectiveness of various types of interventions under different circumstances;

b) a review of existing institutional arrangements for extending assistance to addressing supply side constraints, so as to determine which institutional delivery mechanisms have proved most effective;

c) the establishment of co-ordinated and integrated country specific programmes of assistance to address supply side constraints, which reach beyond the current instruments and approaches, applied under existing ACP-EU co-operation arrangements.

· It is note worthy that this declaration made specific reference to the problems facing women in ACP countries and the need for gender sensitive programmes when addressing supply side constraints.

· All these steps are absolutely essential if the potential benefits of economic partnership agreement are to be realised.

Experiences in the BLNS

· The BLNS countries have a particular experience of the supply side challenges faced under moves towards free trade with the EU, for unlike other ACP countries, for the BLNS governments this is not a theoretical possibility but a practical reality.

· BLNS governments have begun to reflect on what is needed and have come up with some practical suggestions, based on some of the good things the EU has done in the past.

· For example in order to be able to address the entrepreneurial constraint it has been suggested that greater use be made of Cost Sharing Grant Schemes, which provide for short term injections of specific technical or management expertise to diversify production or markets with the costs being shared.

· In order to address the financial constraints on restructuring processes in the context of many small and micro sized enterprises, it has been suggested that greater attention needs to be paid to the design and management of concessional loan financing schemes.
· To get to grips with the skill shortages which have a profound effect on technology choices it has been suggested that provision should be made for Retraining Funds, to generate greater flexibility in the labour market.

· However, even though these types of ideas have been around for some years and moves towards free trade with the EU are now well underway, no concrete steps have yet been taken to set these types of schemes in place even on a pilot project basis.

· This clearly demonstrates the limitations of the current approach and the need to review the existing institutional arrangements for the delivery of assistance to addressing supply side constraints.

· If the European Commission cannot get to grips with the limited supply side challenges posed for the BLNS under moves towards free trade with the EU, what chance will the European Commission have of effectively getting to grips with the supply side challenges facing a diverse range of over 70 ACP countries under a multiplicity of economic partnership agreements?

· EU member states could give a lead in this area by insisting that the European Commission include a separate section on addressing supply side constraints in its draft negotiating directives, which demonstrates a willingness to go beyond existing EDF instruments and institutional arrangements, and seeks to build systematically on the successes and failures of existing programmes implemented by both the European Commission and EU member states. 

Annex 1

COST SHARING GRANT SCHEMES

Cost Sharing Grant Schemes provide grants to enterprises to enable them to use a wide range of business support services in order to help them to increase their competitiveness.  

The grant component varies from scheme to scheme, but generally the range is between 50% and 70% of the total cost of the agreed services to be provided or the activities to be undertaken. Cost Sharing Grant Schemes have four principal advantages as a vehicle for extending assistance to necessary restructuring processes at the enterprise level.  

Firstly, they provide resources direct to the applicant companies.  So those who need the assistance clearly obtain it.  

Secondly, Cost Sharing Grant Schemes are an effective means of introducing companies to what for many of them are relatively new experiences in business development.  This serves to develop a more dynamic and innovative response to the challenges posed by moves towards free trade.  

Thirdly, the fact that companies have to put up their own money and make their own contribution (since only between 50% and 70% of funds are reimbursed) means that the companies only use services which they genuinely believe will bring direct benefits to the operation of the enterprise.  This serves to ensure that funds are used cost effectively in promoting the objectives of the restructuring process.  

Fourthly the scheme usually serves to consolidate the capacity of local business service providers.  Thus, developing the support service infrastructure in the country concerned to the benefit of the wider economy.
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