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A. BACKGROUND


Ever since the SPECA countries gained independence in the early 1990s they have struggled with setting up functioning market economies and private sector companies. Though much progress has been made since and mass privatizations have allowed the emergence of a booming and expanding small and medium-sized enterprise (SME) sector, mostly in retailing, many SMEs in SPECA countries continue to face problems and entrepreneurship is still below its full potential. SMEs in the manufacturing sector are mostly not effectively linked to global and regional value chains and suffer from inadequate financing, management skills and outdated technologies. State control remains pervasive preventing growth of private companies. The establishment of a new company is still a very cumbersome process in most SPECA countries while trade and investment restrictions create competitive disadvantages. An abundance of natural resources such as oil and gas in some countries has led to massive capital inflows but prevented effective diversification of the economy and industry in which SMEs could take a lead. As a result, FDI in those countries is also concentrated in the extractive and energy sectors and shows little diversification. WTO accession and membership has provided a fresh impetus to market reforms but lingering mentalities steeped in the old days which favour state intervention and control and aversion to free markets undermine necessary reforms in some SPECA countries. In addition, the SPECA countries are all landlocked and are mutually economically interdependent as they inherited industrial structures set up to cater to the needs of the former Soviet Union. Such structures are not easily dismantled. While the SPECA countries have entered into various free trade agreements with each other, lingering mutual mistrust and a need for nation building prevent effective cooperation towards the achievement of common economic development goals. At the same time, such cooperation is essential for landlocked countries which depend on their neighbours for transit and access to markets.

It is evident that the private sector needs development itself to effectively contribute to economic development. However, in order to enhance the private sector’s contribution to development, it is not only essential to develop its supply-side and productive capacities but also shape the way it conducts business, including the adoption of inclusive and sustainable practices. Too long, economic objectives have overshadowed social and environmental aspects of development. As a result, economic growth and development have often led to social exclusion and marginalization and environmental degradation which, in turn, undermine the sustainability and continuity of economic growth. 


It is proposed that a holistic private sector development strategy is developed for the SPECA countries building on existing work and assistance and which aims to achieve private sector-led inclusive and sustainable development through capacity building and regional cooperation. The focus of the strategy is on SMEs as they constitute more than 90% of all private sector enterprises. A multi-track approach is required, including (1)  capacity building of SMEs to integrate effectively into global and regional value chains (GVCs/RVCs) which are dominated and led by transnational corporations (TNCs), the actors engaging in foreign direct investment (FDI); (2) formulation and implementation of policies and strategies to attract FDI for development to individual SPECA countries and the subregion and forge linkages between TNCs and SMEs in the SPECA subregion; and (3) helping businesses contribute to inclusive and sustainable development through the adoption of corporate sustainability or corporate social responsibility (CSR) principles. The proposed time frame is 2012-2015. 

B.
THREE-TRACK APPROACH TO PRIVATE SECTOR DEVELOPMENT


This concept note proposes a three-track approach to private sector development in the SPECA countries:

1. Capacity building of SMEs 

2. Investment promotion and facilitation

3. Promotion of corporate sustainability
1. Capacity building of SMEs

As is well-known, SMEs typically account for over 90% of all enterprises in any given economy. With the wholesale privatizations of the early 1990s, SMEs entered into the private sector with little experience. As a result, most SMEs have prospered in the retail sector and some services such as tourism rather than in the manufacturing and agricultural sector which remains state and FDI dominated. It is proposed that SMEs in the manufacturing and agricultural sector are targeted for development to help the SPECA countries to diversify their economies and develop their private sector. For the purpose of the project, specific subsectors need to be identified to provide focused assistance, for instance agro- and/or food processing, textiles and garments, electronics, ICT products, value-added oil-based products, and motor vehicles. In all these subsectors, complex international production networks or GVCs/RVCs exist. It is important to develop the capacity of SMEs in these subsectors to participate effectively in those GVCs/RVCs. 


In each SPECA country, various institutions can be identified which help SMEs. The capacity of these institutions needs to be further developed to train SME entrepreneurs and provide other backstopping services. Training of trainers is therefore an important component of this project. At the same time, these institutions need to establish and/or expand information databases which allow business matching and facilitate access to technology. Regional cooperation among the various SME institutions is particularly important to forge synergies and help SMEs operate on a (sub)regional basis rather than national basis, boosting exports and accessing GVCs. This component is part of the wider ESCAP Business for Development Initiative which contains a similar project for the countries of the Greater Mekong Subregion (GMS) (under implementation) and South Asia (pending). The experiences gained in these subregions will be valuable for the implementation of the component in Central Asia. In particular the following activities are envisaged:

Needs assessment and identification of specific subsectors and national level focal points (i.e specific SME support institutions).
Research and analysis of specific issues and problems related to identified subsectors at national and subregional level including feasibility studies on special economic zones (national and/or cross-border) and SME clusters.
Establishment of a SPECA working group on SME development to monitor and guide the implementation of the project. This working group could be linked to or be a subgroup of the existing SPECA Project Working Group on Trade.
Multi-stakeholder and donor consultation mechanisms, including establishment of national level multi-stakeholder committees to promote government-business dialogue and national level coordination among concerned government ministries and agencies at central and local government level.
Regional networking meetings among private sector organizations such as chambers with the purpose to establish a SPECA Business Forum/chamber of commerce.

National level and regional seminars discussing research results and best practices in SME development.
Training of trainers in SME management and effective integration into GVCs. Specific management courses will be developed for this purpose. Specific training courses would be developed and given in particular areas of SMEs management, e.g. formulating bankable projects and feasibility studies (project analysis and appraisal), conforming to technical and other prevailing international standards; accessing and effective absorption and utilization of technology, including ICT; marketing and brand name development.
Development of appropriate SME support databases for business matching and networking purposes hosted and managed by ESCAP/ECE.
Development of a SPECA SME support website.
Organization of an Asia-Pacific Business Forum (APBF) in a SPECA country (2014 or 2015)

2. Investment promotion and facilitation

Closely linked to helping SMEs integrate into GVCs and RVCs is the attraction of FDI to the individual countries and subregion as a whole in non-primary/extractive industries, in particular as GVCs and RVCs are dominated and led by TNCs. Such FDI would help economies to diversify their economies and facilitate linkages between Transnational Corporations (TNCs) and SMEs under various modalities, in particular subcontracting and supplier networks. At the same time, it is important that FDI is in support of inclusive and sustainable development. FDI attraction is not a panacea for development but it helps countries to attract capital, technology, skills and access to markets in a convenient package. However, the determinants of FDI are complex and are evolving as economies mature and develop. These determinants need to be well-understood in the context of specific industrial subsectors and related global production networks in which TNCs are involved to enable individual economies in the SPECA region to develop competitive advantages and pull factors for FDI, and effectively participate in those networks. 

Effective attraction of FDI is also complex and requires skills. It involves a whole set of measures involving various government agencies and actors as well as the private sector. It involves the development of competent investment promotion agencies (IPAs) and effective coordination and cooperation between central and local government agencies. Attraction of FDI is one thing, effective implementation of FDI projects is another. The experience in other subregions, such as the GMS, has shown that both pre- and post-establishment investor aftercare is extremely important to ensure future flows of FDI. In this regard, this component envisages the following activities:
2.1. Research and analysis aimed at identifying potential subsectors for attracting FDI and bottlenecks/obstacles investors do and/or may face; identification of most recent best practices at regional and global level; identification of appropriate focal points at national level (IPAs/ investment departments in specific ministries etc.).
2.2. Streamlining and reviewing the legal and institutional framework for investment promotion and level of implementation and enforcement in individual SPECA countries.
2.3. Coordination and consultation meetings involving concerned government agencies and ministries and local (municipal/provincial) government authorities and investors at national, subnational and subregional level.
2.4. National and subnational level training of IPA staff and government investment policy makers on investment promotion, targeting and facilitation techniques and investment policy formulation based on best practices.
2.5. National level training of international investment agreement negotiators on investment provisions in support of national development objectives in regional and bilateral trade agreements and bilateral or regional investment treaties and agreements.
2.6. Networking meetings of investment policy makers and IPA staff linked to the ESCAP Network of FDI experts and policy makers from LDCs and LLDCs. Linkages with the SPECA Project Working Group on Trade also need to be explored.
2.7. Depending on need and feasibility, the organization of investment forums at national/subregional level and/or investment road shows could be considered.

The activities of this component are part of the wider FDI Technical Assistance Programme for Least Developed and Landlocked Developing Countries in Asia and the Pacific. 

3. Promotion of corporate sustainability

SME development and FDI attraction do not place in isolation. The intention is that SMEs and FDI contribute to overall economic and social development. In this context, it is important that SME development and FDI inflows are inclusive and sustainable, i.e. have equal impacts on men and women, do not have adverse effects on specific social groups but rather benefit these groups and do not unduly harm the environment but rather contribute to environmental sustainability. In this context, a strong emphasis needs to be placed on corporate sustainability otherwise known as corporate social responsibility (CSR). The purpose is to raise awareness of the need to adopt inclusive and sustainable practices not as a charity event but as an integral part of a company’s strategic management and future competitiveness. These practices include the principles of the Global Compact. This component builds on and extends existing ESCAP work under the Investors for Development (I4D) project which aims at building capacity (or establish) Global Compact Local Networks and creates awareness of CSR principles and practices in Asia-Pacific countries not including SPECA countries. I4D also functions as a de facto regional support centre for the Global Compact Office (GCO) in New York. This component would extend the project to Central Asia as well. In particular the following activities are envisaged under this component:
Research and analysis on the status of CSR/GC implementation in SPECA countries.
Research and analysis on the role of government in promoting CSR apart from legislation.
Identification of focal points and establishing/strengthening global compact local networks in close cooperation with Global Compact Office in New York.

Identification of particular target subsectors.
National level and subregional level group training activities for companies and focal points on adopting/implementing CSR/GC and preparing a communication of progress (COP) including training of trainers.
National and subregional level multi-stakeholder dialogues involving government and private sector on CSR and GC. 

Expanding the I4D online portal to include SPECA countries

B. ADDITIONAL CONSIDERATIONS

This project conforms to ESCAP’s wider capacity development project on “Reducing Obstacles to International Trade and Investment in Asia and the Pacific”. It takes stock of and builds on earlier work done by ESCAP in the area of trade and investment under the development account project (3rd tranche): “Capacity Development of ESCAP Member States for Managing Globalization”, 2002-2004. A strong link between the activities of this project and the envisaged SPECA Network on Trade Cooperation under the development account project (8th tranche) on “Strengthening Capacities in Countries with Special Needs on Designing and Implementing Economic and Social Development Policies to Accelerate Progress towards Achieving the Millennium Development Goals” will be made.


ESCAP’s Trade and Investment Division/Private Sector and Development Section will be the lead agency in implementing the project. Partner agencies are GCO and UNECE. Cooperation will also be sought from ITC, UNCTAD, UNIDO and CAREC. The project will be implemented in close coordination with other donor agencies and technical assistance activities in the area of private sector development. Even if the issues to be addressed by this technical assistance programme are already addressed by various other bilateral and multilateral organizations, it is believed that no agency by itself can fully address the needs and there is always scope to do more, in particular within the context of a holistic approach. However, where necessary, adjustments will be made to avoid undue duplication. For that purpose, regular needs assessments and revisions may be necessary which require a certain degree of flexibility in project implementation.
C.
TENTATIVE BUDGET

[image: image1.png]