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1.
INTRODUCTION

1.1
EXIT DEVELOPMENT ASSISTANCE

The goal of development assistance is to make countries and organisations independent of help. To achieve this goal, we must direct our efforts at reducing our partner countries’ dependence on development assistance. We cannot help to put together an offer of services without asking ourselves whether the recipient will be able to finance these services itself in the future. 

This is the reason why we have to give more attention to activities which generate income. We must contribute to long-term sustainable development by focusing more on the income side. We must help our partner countries to obtain their own revenues through support to private sector development and through effective tax systems, which exploit the potential in the countries.

If we are to achieve this goal, part of our most important work from now on will be: to attach more importance to the recipient countries' prospects of creating jobs and making better use of their income bases. We must sit down with each individual partner country and make an analysis of the resources and revenues the country has at its disposal and the current expenses the country is able to bear. We must choose measures based on the partner countries' needs and priorities and the degree to which they are founded on the creation of value.

1.2
DEVELOPMENT ASSISTANCE AND CREATION OF VALUE

NORAD's goal is to fight poverty. Poverty in a country can be fought by increasing value added. However, development assistance alone cannot add sufficient value to reduce poverty. If development assistance is to have a positive effect, a whole bundle of factors have to be favourable. Income-generating activities are essential to the creation of value. Also important here are favourable, functioning framework conditions at different levels.

Poverty is largely conditional on a weak or inaccessible resource base. Development assistance cannot reduce poverty within the limitations of poverty. Growth must be sought where the potential for value added is greatest. This will mean increasing the resource base and improving the framework conditions for economic development.

1.3
CREATION OF VALUE AND MOBILISATION OF RESOURCES - WHAT DO WE MEAN BY THAT?

The creation of value can be considered from the point of view of  a company's economy or national economy. In a company, profitability is measured by comparing income with expenses and surplus income represents value added. An assessment of national economy entails a broader perspective, it must take into account assets/costs that may be difficult to quantify and/or are not included in company accounting. Private sector development includes income-generating activities in the private and public, formal and informal sectors, with production and sales of goods and services as central activities.

National mobilisation of resources is greater use of the country's own resources (natural resources, human resources and financial resources).

1.4
FRAMEWORK CONDITIONS

By framework conditions we understand social factors that are influenced directly or indirectly by political decisions. A broader definition of the term would also include cultural and natural conditions.

Developing countries obviously have a number of weak framework conditions. It is these poor framework conditions that make the country dependent on foreign aid to develop its industry and trade. An important factor for the development of a country is private investment – domestic and foreign. Development assistance targeting greater creation of value can help a country to become an interesting object for private investors.

War, armed conflict and other unstable political situations play a significant role in private sector development and economic growth. It is necessary to point this out, as several of our partner countries are in situations which exclude or at best make difficult the possibility of increasing value creation and mobilising resources. Investors, whether national or international, will hesitate to invest in these countries.

1.5
GOVERNMENT, PRIVATE SECTOR AND CIVIL SOCIETY

Economic development has - with varying success - been driven by various combinations of government authorities, private market players and civil organisations. In the course of the past ten years, the market has been given the leading role as motive force behind economic development, and this also applies to most developing countries. The role of the government has not become any less important, but it has changed from active involvement in business enterprise to setting conditions and managing national interests in relation to a private business sector.

There are serious deficiencies in both local and global markets which impede the desired  economic development. Government bodies have an important task to do in contributing to the growth and stability of well-functioning, fair markets. In the real world, however, it is often the government itself that is to blame for the lack of well-regulated markets. 

The private sector has attracted a great deal of interest in recent years with regard to assistance for economic development. One of the main reasons for this is a greater awareness that a reduction in poverty, a higher standard of living, and social justice and integration can only be achieved through a lasting growth in employment and revenues in the productive sectors. 

Civil society, in this case trade associations, can play a part in both political and economic development. In a political context, they can promote the interests of the private sector vis-à-vis legislative and executive authorities. Decision-making authorities in most countries find it hard to ignore the power of an organisation that represents a coordinated business sector or branch of industry.

1.6
THE CHALLENGE FACING NORAD


A strategy aiming to reduce dependence on development assistance will, for most of our partner countries, mean that they are becoming increasingly able to finance their own enterprise. For NORAD, focusing on creating value means that we must 'think income' and let this pervade all of our activities. In the future we must attach more importance to the income side of the projects we support.

We will have to consider socio-economic and commercial income, the direct and indirect effects of the project, and whether we are burdening the authorities with future expenditure that they cannot or will not undertake.

2.
COUNTRY AND PROGRAMME APPROACHES

2.1
THE COUNTRY-SPECIFIC  APPROACH

Specific proposals for future support to creation of value and private sector development cannot be defined at a general level. Extensive dialogue with partners is needed in connection with country-specific analyses. These analyses should focus on the challenges and the opportunities for broad-based growth taking into account national priorities and the specific local conditions. The following approach was found to be feasible when the Norwegian strategy for Private Sector Development in Developing Countries was tried out in three pilot countries:

1. Describe the context: poverty, economic and social conditions


2. Analyse and identify central challenges and give priority to tasks relating to creation of value and mobilisation of resources in relation to the main goal of poverty eradication


3. Identify and describe other participants' ongoing projects for private sector development


4. Identify and describe ongoing and planned Norwegian supported projects linked with or with potential for private sector development


5. Set up an agreed agenda with the partner country for support to private sector development based on:

· the analysis of central challenges relating to private sector development, including land distribution

· a preliminary evaluation of possible measures against the background of: priorities of the government in the country in question, priorities of the private sector in the country in question, institutional capacity in the public and private sector, the main goal of NORAD's strategy, poverty reduction, broad-based growth, ongoing and planned measures - possibility of cooperating with other donors.

An overall evaluation of the above factors will make it possible to identify the most suitable technical and financial instruments and channels/operators for NORAD's support for creation of value and mobilisation of resources in the country in question.

2.2 
THE PROGRAMME APPROACH IN PRIVATE SECTOR DEVELOPMENT

A programme approach in the priority area of private sector development to create value and mobilise resources can take a variety of forms. Programmes can be designed

· for private sector development in general

· for a specific sector

· for a particular population in a defined area (area-related)

For example, a private sector development programme financed by one or several donors in fisheries can contain components for

· research and technical guidance

· administration and regulation

· negotiations on market access

· guarantees and funding schemes for owners of fishing boats and fishing companies

· organising of fishers and fish workers, processing companies, exporters

· development of infrastructure

General, not industry-related programmes can contain components for financing, training and institutional development.

Area-related programmes - support to sustainable livelihoods have become relevant in connection with more recent analyses of poverty and its causes, which emphasise the multi-dimensional nature of poverty The challenge is to tackle several tasks in different sectors in one particular geographic area in a coordinated manner.

In view of the traditionally obstructive role played by public bureaucracy in many of NORAD's partner countries, the public sector should generally speaking not be given too important a role in private sector development. A task that still remains in the vast majority of African countries is to wind up the functions in the public sector that impede development in the private sector. At the same time, however, it is important to help to establish the relevant role of the government in the individual sectors and countries. Private sector development programmes and projects should therefore as far as possible be rooted in the private sector and be carried out by private sector participants.

3.
CENTRAL PRIORITY AREAS

The central areas are divided into levels used in the Private Sector Development in Developing Countries strategy: (1) micro level, (2) infrastructure and institutional matters, (3) macroeconomic factors and (4) international framework conditions.

3.1
MICROLEVEL

3.1.1
Stimulating income-generating enterprise

Agriculture and fisheries and spillover effects
For many 'least developed countries', particularly in Africa, recent research shows that the goals of poverty reduction and growth promotion are achieved first and foremost by increasing value added in the agriculture and fisheries. Agriculture is typically the predominant source of income for the people in these countries. It has been shown that growth in agriculture is more important for economic development than any other type of growth. This takes place as a result of the spillover effect or multiplier effect from agriculture to processing. Higher productivity and higher revenues in agriculture and fisheries generate more production and more purchasing power for people who get their income from these sectors.

Employment

In the case of development cooperation in manufacturing and service industries, the employment effect should weigh heavily in assessments of support. It should be a condition of support to private sector development that the projects supported help to create more jobs. This applies in particular to countries where labour is a comparative advantage.

In least developed countries, the production of goods and services in the informal sector constitutes a large and important part of economic activities, because the informal sector employs a large percentage of the population in agriculture and fisheries, manufacturing and service industries. Activities in the informal sector are also important as the supplier to the formal industry. The informal sector can be seen as a ‘catchment’ sector for unemployed persons and a breeding ground for entrepreneurs. For many of our partner countries it is unrealistic to expect manufacturing in the formal sector to play a decisive role in creating new jobs in the short term. For that reason, the informal sector will be important to a significant part of the population for a long time to come. It is an advantage to invest in the informal sector because the investment costs per new jobseeker are low and informal enterprises contribute to savings and growth. However, it is necessary in the long term to develop the formal sector in order to achieve sustainable development for the country as a whole.

Informal sector

It is the informal section of the economy, in the primary, secondary and tertiary sectors, that employs the bulk of the population in our partner countries. With the exception of agriculture and fisheries, support to private sector development has traditionally focused on the formal sector. Assistance for a broad-based economic growth therefore presumes a further development of the way support to private sector development is carried out. An important task here is to supplement the relatively new and successful instrument, micro-financing,  with other instruments which can help to raise work productivity in the informal sector and integrate it step-by-step into the formal economy. 

It may be relevant in urban areas to contribute to an increase in productivity and earning ability for entrepreneurs and small companies by providing training of different kinds, financing and women-oriented projects. This type of support often requires facilitation in central and municipal administration.

Small and medium-sized enterprises (SME)

Small and medium-sized enterprises, which are largely engaged in the processing of agricultural products, constitute an intermediate group in the industrial sector. These businesses are deemed to use technologies that may be well-adapted to the infrastructure and level of skills in developing countries.

Tourism
In many African countries tourism represents a comparative advantage which can be exploited more fully, for example in connection with cultural monuments and national parks. However, success in developing the tourist industry in African countries depends on a better infrastructure and there is a need for more knowledge in the industry of business management and international market demand, and more expertise in the 'Ministry of Tourism'.

3.1.2
Trade associations

More and more strategic significance is being given to trade associations, particularly for small and medium-sized businesses and in agriculture and fisheries, where the object is to 'tout' their members' political interests to the authorities and secure financial advantages for the members.  Groups that otherwise tend to be left out can be included in public decision-making processes through organisation in a trade association. Such groups include women's and smallholders' associations.

3.1.3
Business-related education and research

Terms like knowledge society and information society are in common use to day. This reflects the fact that economic activities and creation of value are being based more and more on knowledge. In a number of industries, knowledge is being increasingly viewed as a key production factor.

Vocational and management training which increase the skills of human resources, and thus help to increase value added, are therefore gaining in importance in present-day society. With regard to the question of promoting entrepreneurship through formal training, there are obviously some limitations as entrepreneurship requires abilities that have to be learned in practice, often with a mentor. An important challenge in this context is how to stop the brain drain. The Internet has proved to be significant here, by breaking the professional and technical isolation caused by lack of expert centres in the home country.

3.1.4
Knowledge and information and communications technology (ICT)

The new knowledge and ICT-based economy entails dramatic challenges for most of our partner countries. The use of information and communications technology is becoming increasingly important for competitiveness and financial progress. ICT gives faster access to information and knowledge, which are key production factors in a growing number of industries.

This trend, which is largely driven by market supply and demand, is now increasing the economic marginalisation of many of our partner countries. There is therefore a need for an all-out effort in communication infrastructure and ICT-related skills development in our partner countries. This type of initiative is vital in order to realise the potential and possibilities opened up by ICT development for creation of value and private sector development in developing countries.

3.2
INSTITUTIONAL CONDITIONS AND INFRASTRUCTURE

Good governance, transparency in administration, well functioning regulations and judicial systems are important for private sector development. Many of our partner countries lack stable and predictable legal frameworks and systems for private enterprise. Neither small nor large investors will have the necessary confidence in the legal system and they will avoid risking their own capital. In many countries, corruption and crime add to the risk. Public tender processes that are transparent are not conducive to choosing the most favourable tender. The result is a waste of public funds. Good legal frameworks are particularly important when it comes to utilisation of natural resources.

3.2.1
Political and institutional framework conditions

The authorities in our partner countries have a fundamental responsibility to make the best possible arrangements for an optimum utilisation of their countries' resources. Facilitation by the authorities can be just as important for a country's development as the efforts to create value in the business sector. In most of our partner countries weak institutions, particularly in the field of finance and credit, are one of the most serious impediments to private sector development. Growing importance is being attached to the need to improve institutional conditions as well as the need for good governance.

Policy guidelines should aim to stimulate enterprises that can be expected to lead to growth. Seen from the point of view of the companies, policy guidelines should ensure fair market competition, framework conditions which work for and not against them, and access to credit, sufficiently well qualified workers, and public and private services the companies can rely on.

Public institutions must pave the way for sustainable utilisation of the country's resources through value creation and private sector development and establish institutions, rules and guidelines. At the same time, the government must have supervisory and regulatory institutions. Potential investors may see bureaucratic rigidity as a critical factor.

Well-functioning finance institutions have long been the focus of donors’ attention. The development of finance institutions, including the ones which serve the establishment of entrepreneurs, must be part of a comprehensive plan for the development of the country's banking and credit-issuing institutions.

In the absence of available credit from existing banks to small entrepreneurs and micro-enterprises, an increasing number of non-governmental organisations have become involved in micro-credit assistance. Some of the services offered are highly subsidised. These schemes have proved to be non-sustainable. Furthermore, there are signs of interest among private financial groups in setting up venture funds which target small enterprises.

3.2.2
Infrastructure

The basis for a productive business sector lies in the availability of raw materials, energy, labour, market and capital. A better infrastructure is an important prerequisite of growth in economic activity. In recent years, many countries have seen a transition from public to private management of telecommunications services, energy supply, road maintenance and health services. The question of public or private provision of services affects the government's total expenditure. In some cases, private construction and maintenance of roads will be the best solution for the country, from both an economical and a practical point of view. The government's role as custodian and regulatory authority will still be important.

Infrastructure will often be required in order to give marginal areas and population groups access to markets, public and private services and public decision-making processes.

Both international and domestic private investors attach importance to the framework conditions for their investments. For them, infrastructure is one of the most important framework conditions.

3.3
MACRO-ECONOMIC CONDITIONS

3.3.1
Macro-economic framework conditions for national value creation

Macro-economic stability is fundamental to private investment. To ensure that economic reform programmes have the best possible effect on private sector development, these should be explicitly directed at establishing favourable conditions for private sector development. Some programmes have focused too much on stabilisation at the expense of growth and on liberalisation of exports and deregulation of finance markets with varying degrees of success.

The speed of and priority given to economic reforms are of vital importance to the possibility of private sector development. This requires competent institutions for macro-economic management and a macro-economic policy that is adapted to the situation and prerequisites of the country in question. A successful macro-economic policy must also be based on genuine national ownership. These two factors, ownership and adaptation, require national technical and institutional capacity for macro-economic analysis and policy formulation and consultations between the public and private sectors.

3.3.2 Public revenues and expenditure

In several of our partner countries, the economy is in a state of imbalance. Development assistance is intended to play a positive role by supplementing domestic saving, export revenues and the government's revenues. However, there is a tendency in some partner countries for the domestic effort to decline, and the loss is replaced by development assistance. Development assistance becomes a substitute instead of an additional resource.  There is a growing recognition among donors that the negative trend in domestic saving, along with growing dependence on development assistance, has contributed to weak governance. This is a vicious circle. Transfers of development assistance are linked with low savings and limited growth, which then leads to more development assistance and greater dependence on it.

NORAD's present principle of transferring funds to recipient countries can contribute to pressure leading to overvalued currency, and negative consequences for imports and/or exports and thus for private sector development. If this principle is followed by all donors, the negative consequences could be even greater. This depends on how the monetary authorities handle the transfers and how the foreign currency grant is used. If the funds are not used to any great extent to cover the cost of goods and services purchased in the recipient country, the consequences will not be so severe. It will therefore be important to investigate how this 'temporary' foreign currency is dealt with and used in each individual country.

An increase in public earnings depends on a relevant and adapted fiscal and financial policy, institutional capacity and competence to carry out the necessary analyses, efficient institutions for tax collection, and adequate fiscal and financial legislation.

Public revenues from taxes and charges are necessary in order to reduce dependence on development assistance. A reduction in dependence signifies increasing ability on the part of the recipient country to close the gap between public expenditure and revenues.  A relevant and effective tax system must be adapted to the needs of the individual country.

3.4
INTERNATIONAL FRAMEWORK CONDITIONS

International conventions, treaties, codes of conduct and institutions have significance for the way in which developing countries' utilise their own resources. Framework conditions are moreover influenced by technological advances, such as the Internet, ICT and mobile phones, international business structures formed by the operations of trans-national corporations - many of which have budgets larger than those of nation states - and price setting of commodities.

4.
USE OF NORWAY'S RESOURCE BASE

Norwegian development assistance must be based on the recipient country's own defined needs, potential and priorities with regard to development and creation of value. In areas where Norway is unable to provide satisfactory technical expertise, but where the partner country wants financial assistance, NORAD will ensure the relevance, quality and effectiveness of the assistance through cooperation with other bilateral, multilateral or international donors with the relevant expertise. NORAD will then play a less active role. If the partner country's authorities or private participants give priority to support in areas where Norway has particularly good technical expertise, Norway will offer technical assistance from a Norwegian institution - provided that the Norwegian technical institution has the capacity -  and, if appropriate, take on the role of leader among the donors. It is up to the recipient itself to decide whether it wants Norwegian expertise.

Relevant technical expertise is to be found in corporations, public administration,  trade associations and research institutes. The knowledge the institutions have of development cooperation in general varies, as does their knowledge of the individual countries. In some cases it will therefore be relevant to limit Norwegian support to funding, although Norway has the most advanced expertise in the world in the field. Capacity to provide development assistance may also be limited in fields where Norway is well qualified.

5.
PROPOSAL FOR FOLLOW-UP

In 1999, NORAD's total contribution to value creation was just over NOK 1.6 billion, or 39% of total NORAD support. When these figures were drawn up, a broad definition of value creation was applied. Primary industries total NOK 280 million or 7%, of which agriculture is the largest. Physical infrastructure amounts to about NOK 700 million or 17%, of which the energy sector is the largest. Development over time during the past five years shows a downward trend - the share of transfers for economic development declined from 47% in 1995 to 35% in 1999.

The downward trend provides a background for the challenge NORAD is now facing - with regard to focusing on private sector development as one of several investment areas.

5.1
DEVELOPMENT OF NEW PRACTICAL APPROACHES AND INSTRUMENTS

· Guidelines will be drawn up for practical approaches to private sector development, given that the assistance in this field is to reach different poor target groups.

· Funds will be earmarked in a special sub-item in the budget in order to establish a special item for research, testing and methodical development of innovative measures in both the private and the public sector.

· NORAD will hold a seminar on the potential of research parks/incubators as private sector development instruments.

· Consideration will be given to the question of whether Norwegian support to knowledge development can be further developed into an instrument for private sector development.

· Consideration will be given to the question of whether grants for pilot studies etc. can be used by enterprises in partner countries, possibly giving responsibility for their implementation to the countries' trade associations.

· NORAD will follow up funding mechanisms at national level in partner countries for support for micro finance activities.

· The initiative will be taken to see that grant schemes can be used to mobilise private investments among students in educational institutions related to private sector development and value creation.

· It is recommended that NORAD undertakes some thorough reviews in selected, relevant partner countries and, if necessary, finds other management tools for the recipient with a view to reducing the above-mentioned monetary and financial problems.

· An assessment will be made of what knowledge Norway possesses as regards international framework conditions and developing countries and of whether this knowledge should be built up in NORAD.

· A list will be drawn up of different bilateral and multilateral donors' special expertise as regards private sector development and mobilisation of resources and whether greater interaction including co-financing is of interest.

· Information will be gathered about the Norwegian Industrial and Regional Fund and other donors' approaches for good ideas which can be tried out at NORAD.

· Consideration will be given to how the embassies can be strengthened, for example by assigning regional advisors on private sector development and creation of value. 

· An assessment will be carried out of future NORAD support to export marketing from the partner countries.

· Regular consultations will be established with NORFUND.

5.2
SKILLS DEVELOPMENT AND LEARNING AT NORAD

· A course module will be developed for creation of value and mobilisation of resources at the Foreign Service Institute

· Value creation and resource mobilisation networks, and networks with external participants, will be established at NORAD.

· Routines will be drawn up for the collection, storage and retrieval of documented knowledge/experience generated in NORAD-funded projects.

5.3
STRENGTHENING NORAD'S WORK

A check-list will be set up in order to ensure that creation of value is also followed up in projects other than those directly aimed at private sector development.

· Compulsory consultations will be introduced with persons with a special knowledge of private sector development in connection with the preparation and assessment of projects in the field of education and research, macroeconomic support and good governance/ administrative development.

· The initiative will be taken to see that specialists in private sector development are involved in reviews relating to projects in the field of education and research, macroeconomic support and good governance/administrative development with a view to strengthening value creation.

· Methods for analysing of value added and resource mobilisation will be further developed for use in connection with revision/reviews of cooperation strategies in countries where this is relevant.

· In order to assist the embassies in revising the focus on creation of value and resource mobilisation, a review will be made of relevant projects in conjunction with administrative reviews.

· Consideration will be given to the question of whether a system can be established at embassy level to monitor and report on the local business sector with a view to finding possible partners for Norwegian companies.

5.4 
DEVELOPMENT OF INSTITUTIONAL COOPERATION /PARTNERSHIP

· An external evaluation will be carried out of Norwegian technical institutions' capabilities in an international perspective with reference to central challenges in the field of private sector development and creation of value.

· Discussions will be initiated with a view to increasing cooperation with selected strategic institutions in Norway and abroad in priority areas.

· Roles and 'division of labour' for cooperation with international organisations and institutions will be clarified with the Ministry of Foreign Affairs.


- 1 -


