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Preface

There is a lot of literature out there on public procurement reform, yet there has not been done
so much research on the benefits of such reforms for developing countries. In the international
political arena, and within development studies, there is much talk about improving
governance systems and strengthening institutions in peripheral countries for the sake of
poverty reduction. Yet as demonstrating connections between poverty reduction and improved
governance indicators might not prove to be among the simplest scientific exercises, we see
that little is endeavoured in the scientific world to show that relation. Anyhow, doing research
in the field of Public Administration can be regarded as tough by people from the more exact
sciences because in many cases it is hard to isolate variables and to quantify empirical
material. Precisely this latter has been one of the biggest challenges during this research. On
the other hand, the field of Public Administration gives the opportunity to study the bigger
problems of today’s world, which makes it one of the most fascinating fields to do research
in.
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Executive summary

Our research question is “Under what conditions can the promotion of good public
procurement be successful and contribute to poverty reduction?”. Before going any deeper
into this, it is important to clarify the following. Good public procurement implies following
the rule of law and improving accountability, transparency, efficiency and effectiveness of
government purchases. Different perspectives exist on the inclusion of openness and non-
discrimination of foreign suppliers to this set of good procurement principles. First of all this
is a political decision on which the political spectrum offers a variety of normative answers.
Whether or not good public procurement advocated by the West is at all good for developing
countries depends on the emphasis a specific Western advocate of good public procurement
puts on the openness principle in good public procurement. A public procurement system that
is very much open to foreign suppliers will most probably increase international trade, but at
the same time, the repercussion of that for the domestic industry of the developing country
could be very negative. We have employed the following methodology to answer our main
research question.

First of all we have done desk research of what good procurement standards are and of who
promotes them. In the theoretic framework, we have studied what the different conditions,
actors and factors are that influence willingness and capability of a developing country to
adopt a procurement reform which is advocated by an international organisation. We found
that the theories of New Institutionalism, isomorphism and aid conditionality elucidate the
conditions under which a government or an institution would start copying a particular
international model. However, in order for a certain good public procurement reform which is
advocated by an international organisation to be adopted, several institutional barriers need to
be overcome. Institutions can be instruments of preservation of the status quo for the
dominant classes. The desire of a country to adopt an internationally traded public sector
reform can be constrained by the voice of the local stakeholders. Governance theory
emphasises on the steering capacity of the state in solving its day-to-day problems. It also
refers to legitimacy issues which might arise when developing countries adopt imposed
models of government policy from the part of international organisations. Some authors urge
to focus on the reality of the local context in order to not incur the so called “cost of
isomorphism”, which refers to the repercussions of blind imitation by developing countries of
international models of government policy. Furthermore, the New Institutionalist rational
choice model stresses the importance of the path dependency, context and group norms in
order for real institutional change to take place. In any case adopting a reform would mean
adapting it to fit the local context first. Nonetheless, we have seen that changing the
legislation sometimes is no guarantee that the good governance reform is actually going to be
implemented in the desired way. In the case of good public procurement reform, the desire of
a developing country to adopt certain principles is constrained by the quality of its
procurement infrastructure, which affects the capability of such a nation to implement the
desired change. The procurement infrastructure are the people, the technology and the
information at hand in the public administration. Institutional incrementalism can delay
adoption of a specific reform, and it takes time to see the benefits of a specific institutional
adaptation. Corruption is also a factor which restrains the functioning of good public
procurement reform. Our explanatory model comprises the different factors which influence
the desire and the capability to change public sector, and aims at explaining adoption or non
adoption of international public procurement standards by developing countries.



The second component of our research methodology was to do a comparative analysis of the
two most important good procurement frameworks which international organisations present
as the ideal legislative frameworks for government procurement. These resulted to be the
World Bank’s UNCITRAL Model Law on Public Procurement and the World Trade
Organisation’s Government Procurement Agreement (GPA). We did a SWOT analysis of the
two from the perspective of developing countries in order to analyse their desirability for a
developing nation. Out of this endeavour it became clear that the legal form of the
UNCITRAL Model Law makes it more attractive as a model to follow for developing nations
than would be signing of to the GPA.

Subsequently, we performed case studies of Brazil and Chile in which we explored the recent
developments in the public procurement systems of these two middle income countries,
among other things. Here we found a situation of two countries that have recently passed
good public procurement reform without the influence of international change agents like the
World Bank or the WTO being too substantial. Neither of the two countries is party to the
GPA Code, however we have seen that the procurement systems of these two countries
actually are very similar to the UNCITRAL Model Law in terms of the principles that they
strive to promote, like for instance transparency, competition and efficiency. We interviewed
government officials as well as procurement specialists from the World Trade Organisation,
the World Bank and UNCITRAL, and in fact, some of our interview responses led to thinking
that there has not at all been an actual promotion of any of these two models in Brazil nor
Chile. And finally, although throughout this research endeavour we did not find much
empirical evidence that good public procurement can in fact be instrumental in the fight
against poverty, all of our interview respondents affirmed our initial believe that it would be
plausible to assume a positive correlation between the two, given a certain set of conditions is
met.

A public procurement system can facilitate the battle for poverty reduction if it enhances
effectiveness. On a different note, an efficient government procurement system will produce
savings that can be used to empower impoverished communities through poverty reduction
programs, provided the government has no other priorities. Finally, governments could use
public procurement as a social policy, in favour of weaker groups of the population as with
certain “buy national” policies the government can structurally support the industrial
development of those segments of society and their employment rates. Apart from the
financial benefits reaped from good public procurement, an efficient, effective and transparent
government procurement system can increase trust in government and legitimacy of
government action, even if the procurement model has been imported.
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1 Introduction

Throughout my academic experience as an International Public Management & Public Policy
master student at Erasmus University I have discovered to have a profound interest in the
global public governance theme. Having been born in Latin America, and after spending most
of my life in the Netherlands, I have always had a keen attraction to the subject of public
governance development in Latin America. Moreover, | have found myself philosophising
more than once on the question of how developing countries could learn from the Western
world in dealing with public governance in order to overcome their poverty issues. I share the
assumption of most the contemporary public management scientific world, by firmly
believing that the West can and should assist developing countries in developing good
governance systems. Widely acclaimed good governance characteristics like participation,
transparency, responsiveness and efficiency have been travelling throughout the world of
public management over the past few decades, encouraging governments to follow other
governments’ steps in reforming towards systems that comply with the various principles of
good governance. These waves of public management reform have also been promoted by
international institutions like the United Nations, the European Commission, the OECD, the
World Bank, the IMF, and at the same time -yet within the multilateral context of round
negotiations— within the WTO.

After having completed an internship at the European Commission’s “Directorate General for
Development & Relations with African, Caribbean and Pacific Countries”, and after being an
observing participant in a bidding process of the Commission, I got interested in the issue of
the public procurement system'.

Having realised that the public procurement process® in general is a field within the public
service that is highly prone to inefficiencies, bribery, and corruption, my concern for the
regulation of it was sparked. I wondered if best practices had been discovered for dealing with
this issue, whether or not those best practices had been taken over in Latin America, and to
what extent these good governance principles could be of an added value in the fight against
poverty in the region.

Within the scope of this research there is no need to demarcate public procurement from
either local government purchases or national government purchases as the whole range of
government purchases will be dealt with as one. As the procedures we are analysing only
cover big purchasing projects of yet to be developed goods like roads, bridges and other
inexistent products at the time of setting up the contract, this clear demarcation applies to this
research: we will not focus on small government purchases of office supplies etc, where some
governments negotiate and assign contracts directly for cost-effectiveness and time saving
purposes.

A question the reader might have at this early stage is to what extent is the public procurement
issue is linked to the poverty issue. The answer to that question lies in the following. Good
governance across the whole of the public service is recognised as one of the cures for
poverty, so why exclude public procurement from that? Moreover, within the Millennium

! Public procurement system is the set of rules governing government purchases; i.e. the regulatory framework
? Public procurement process is the act of governmental purchases , in which implementation of the regulatory
framework normally should take place



Development Goals (MDGs)® the concern for good governance is included in the 8th MDG".
The 8th MDG is to develop a global partnership for development, and its first sub objective is
to develop further an international open trading system that is rule-based, predictable and non-
discriminatory, and that includes a commitment to good governance, development and
poverty reduction. In addition, Latin American and Caribbean countries receive billions of US
dollars as Official Development Assistance to carry out various social and infrastructural
programs. Receiving governments need to use the ODA in an efficient way in order for it to
be a more effective tool in the fight against poverty, a support of which is the original
objective of ODA grants or loans in the first place. In table one we see the European
Commission (EC) and its Member States (MS) granted over 3 billion euros of development
aid to the Latin American and Caribbean region in 2004, reason enough for us to worry about
procurement systems in Latin America; because is the money given out to the region’s
governments being spent efficiently through good public procurement systems? After all, it is
money that comes straight out of the European taxpayer’s wallet, so there is reason enough to
be wary of the issue. Luckily for most development projects donors set a specific number of
procurement guidelines that are required to be followed in order to get the funds in the first
place. But government budgetary support is an example of a category of ODA funds that is
not ruled by imposed procurement guidelines. As it is a relatively new type of aid, it only
makes up 5% of ODA donor countries now channel to developing states (OECD, 2005).

ODA in Share of
Donor US$ million |total ODA
USA 1.645 26
EC + MS 3.021 47

Table 1: ODA to the Latin America and Caribbean region in 2004 (source: European Commission, 2006)

A second and very much relevant reason why it is interesting to investigate about good
governance in public procurement systems in Latin America is because vast amounts of
public funds (also local money) are involved, and learning about how governments can
manage public resources more effectively and efficiently is one key element of the field of
‘Public Management and Public Administration’.

IDB figures indicate that Latin American and Caribbean governments’ public procurement
typically amounts to about 10 to 15 percent of their government expenditure. The regional
total for public procurement is therefore of around $250 billion per year’, according to those
same IDB figures.

Recently retired chief of the IDB’s Procurement Policy and Coordination Office, Jorge Claro
de la Maza, says that if the inefficiency of the state—and only the inefficiency, not the
fraud—is forcing governments to pay a surcharge of an estimated 15 to 20 percent, then the
Latin American region could be saving anywhere from $40 billion to $50 billion per year by
doing things right. “Another way to look at the magnitude of these squandered resources is to
consider that most countries could double their spending on health and education if they could
recover the 15 to 20 percent of the public budget that is lost to flawed procurements” (ibid.).

If inefficiency of the state alone is costing the region that many billions of dollars per year,
how much money is lost as a result of fraud and corruption in public procurement processes?
The wasted resources could have otherwise been well spent in for example social and

? During the United Nations Millennium Summit in September 2000 the Millennium Development Goals came
to life, which concentrate on a joint attempt by western and southern leaders to influence poverty and inequality
in today’s most needing countries, across a set of 8 different themes.

*See http://www.un.org/millenniumgoals/

>Source: http://www.iadb.org/IDBAMERICA/Archive/stories/2000/eng/ JUNOOE/ e600e1.htm



infrastructure programs directed at relieving poverty. I must recognise it is not certain whether
the funds that are freed from inefficiencies and corruption are going to end up being spent in
poverty relief, and whether adopting good public procurement would not merely mean a shift
of corruption to other sectors in the public sphere, which could well be sectors that touch
directly upon the poorer citizens. In spite of this, public procurement should not merely be
seen as a legal technicality irrelevant for the general public, but as part of a greater public
policy that strives for using the resources of nations in its most righteous and constituent-
beneficial way.

The purpose of this chapter is to provide with a background to the research problem, to reveal
the research design and research questions and to speak of the relevance and scope of the
research.

1.1 Problem analysis

1.1.1 Problem background

The world’s poverty problem is at the heart of many of our political leaders concern. During
the United Nations Millennium Summit in September 2000 the Millennium Development
Goals came to life, which concentrate on a joint attempt by western and southern leaders to
influence poverty and inequality in today’s most needing countries. A big part of the focus of
this attempt is on giving out aid grants, loans and technical assistance to third world countries.
It would be inaccurate to believe that economic development of third world countries is
merely attainable from the top-down level and through development aid. With a strong
commitment from the bottom up in peripheral countries the institutions can be strengthened
and the fight against poverty will be more effective.

Koldo Echevarria (2005) says that new development theories highlight the importance of
strong governmental institutions as a means for third world countries to escape their economic
precariousness. Public management and public administration have become crucial in the path
towards development of third world countries and have ceased to barely being seen as a
highly politicised, purely technical dimension the function of which is to facilitate production
factors. It is clear now that effective institutions are the vital artery that permits countries to
shape their degrees of development over time.

The European Commission, which together with its member states is the world’s biggest
Official Development Assistance (ODA) grants donor providing 47% of the world’s ODA
grants in 2004 (European Commission, 2006), has started to actively advocate the support to
the development of stronger institutions in third world countries. It recently stated that
“poverty reduction, sustainable development and peace can be achieved only if significant
progress is made towards democratic governance. The most important features of the
proposed measures to encourage developing countries to step up their reform efforts are
enhanced political dialogue, a common approach and a higher level of more effective
assistance” (EC Press Release IP/06/1137). This new approach to development adopted by the
Commission stands more in line with the current governance discussion, and the endeavour of
Western institutions like the World Bank to promote best practices reforms in developing
nations. Good governance is one of the fundamental objectives that the World Bank and other
Western institutions are pushing for in developing countries, as they believe it to be a crucial
instrument in the fight against poverty.

For the sake of the clarity of this paper I will highlight the meaning of the terms governance
and good governance in the following lines. Kooiman’s definition says that “Governing can
be considered as the totality of interactions, in which public as well as private actors
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participate, aimed at solving societal problems [...]; attending to the institutions as contexts
for these governing interactions; and establishing a normative foundation for all those
activities” (2003:p. 4). Hence governance is the process in which government makes and
implements decisions. In the process of decision making as well as in the execution of the
policy, governments can have to deal and negotiate with actors in their environment in order
to get things done.

Good governance on the other hand, can be considered to be the lubricating oil that makes
government structures and institutions function correctly in the process of decision-making
and the process by which policies are implemented. There is no true consensus in the
international academic community regarding what principles are to be included within good
governance principles. After consulting Knack et al. (2002), the OECD (1995) and the
European Commission (2002), I have made up the following list of eight major features, or
principles, which are covered by good governance:

e Participation;

e Responsiveness;

e Orientation toward consensus;
e Equality and inclusiveness’;

e Respect for the rule of law;

e Accountability;

e Transparency;

o [Effectiveness;

e Efficiency.

Good governance assures that corruption is minimised, and is also responsive to the present
and future needs of society. It makes sure the views of minorities are taken into account and
that the voices of the most vulnerable in society are heard in decision-making. We see that
within the features of good governance there already exist contradictions. Consensus, equality
and inclusiveness can sometimes be opposed to efficiency or effectiveness. It can be very
time-consuming for a democratically legitimised institution to negotiate with actors in its
network in order to reach consensus, as the latter objective can be a very difficult to attain. In
terms of policy output that would mean a loss of effectiveness. Moreover, although nowadays
they are considered crucial and I admit their contribution to the fairness of a political system,
implementing policies that increase equality and inclusiveness of certain civilian groups can
be very costly and would mean an extra burden on the budget of that institution. From the
efficiency point of view this would mean a backward step.

Each institution should therefore critically make a balanced mix of these good governance
features or principles based on the importance they give to each of the different principles. In
today’s (post-) New Public Management Western world one would be tempted to think that
effectiveness and efficiency are the two good governance principles that are most important,
as these two are the ones we mostly hear and read from in the media and contemporary
literature. Yet the other principles are also very valuable for governance systems, and as
crucial for their survival as are effectiveness and efficiency.

The question now is if public procurement should be included in the endeavour of spreading
good governance practices around the globe, and if so, what would be the optimal mix of the
principles that should be employed? And what is in it for developing nations? Who benefits

® Within the framework of equality, many Western promotors of trade liberalisation have tried to include
opennes of the markets by demanding non-discrimination of foreign suppliers.



most out of those reforms? Is it the poorer citizens of third world countries or are big Western
multinational corporations the ones getting the bigger cut of the pie?

Throughout the past few decades, we have seen a great effort to create a global administrative
law. An example of that is the fact that within international organisations like the WTO there
has been a major push for a global standard on Public Procurement. Examples of good public
procurement principles that are advocated by Western institutions are openness and
competitiveness. The OECD (2003) says that good procurement systems contribute
significantly to key development goals such as trade liberalisation and the growth of local
enterprises and markets; substantially lower cost of delivering public services; reduced
corruption; and the ultimate goal of reducing poverty. We know by now that public
procurement is big business and inefficiencies are very costly.

It is easy to agree on corruption being a major obstacle on the development road of the third
world. Likewise, it seems plausible to assume that effectiveness could be a very important
criterion in the assessment of a Public Procurement system. However, I wonder if for instance
promoting openness in a global standard for Public Procurement can actively support the
developing goals of a nation, or if this would merely disrupt them? And what about
advocating efficiency? Governments in developing countries could have a range of other
objectives than efficiency with their procurement policies. Ringeling (2004) supports the
latter by arguing that government policy does not merely concentrate on efficiency, but that,
rather different values such as legitimacy, justice or symbolic could be the objective of public
policy. As highlighted above, sometimes those other values are opposite to efficiency and
openness, for example when a government is set to benefiting certain weaker parts of the
population, and uses public procurement as a development tool to assist those groups by
buying their goods and services. Would imposition of the Western approach of ‘efficiency,
openness, equality and non discrimination of bidders’ in Public Procurement be beneficial in
such a case? And would it help tackling poverty overall, in the nation in respect?

This research paper therefore does not only touch on Public Procurement, but has implications
for the broader exploration of the efforts to develop a global good governance standard, in
particular the relationship between such efforts and the interests of developing countries.

Why is public procurement in Latin America a problem and to whom?

In light of the questions raised above, I explain more about the relevance of good public
procurement systems. According to Constance (2000), until a few years ago, problems with
government purchases were not very high on the public agenda. Constance says that it has
always been difficult to detect abuses in public procurement and to determine their cost to
taxpayers. He notes that the sheer volume of the transactions, the mountains of paperwork, the
multiple and overlapping layers of bureaucracy, all conspire to discourage rigorous oversight
and control. And he adds that in countries where more than 80 percent of the public budget
goes to salaries, pensions and social security benefits, worrying about how the remaining 20
percent is spent could seem pointless. Accordingly, the above has led to a fatalistic
assumption that public procurement is one of the perquisites of political power, an internal
affair that each succeeding government is allowed to handle as it sees fit.

Yet Constance (2000) also reports that in recent years, indifference has increasingly been
replaced by indignation and that possibly because of the greater openness bred by maturing
democracies, this once-neglected issue has been dragged into the middle of the public square.
“There has never been a time in the world when there was so much scrutiny of public sector
officials and public sector life in general, says Claro de la Maza. Public service used to be
secretive and low quality. Now people are demanding that it be transparent and of a higher
quality. The public at large is performing a watchdog role on public affairs and public outrage
is fuelled by a growing awareness of the real costs of the problem. The result of this new
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scrutiny is a seemingly endless succession of scandals in Latin America. The administrator of
a public hospital is caught paying three times the retail price for disposable diapers from a
supplier who, it turns out, is a member of his family. A legislator is found to have given
lucrative “consulting” contracts to associates who never showed up for work. A new paved
road ends up costing a municipal government 150 percent more than the original estimate, but
two years later it is full of potholes because of shoddy construction. The examples are legion,
and no country in the region is immune” (Constance, 2000: p.3). Constance concludes by
saying that although considered very relevant, financial savings are not the only benefits to be
reaped from ending fraud and inefficiency in public procurement. “Unlike traditional efforts
to reduce government expenditures—such as cutting public-sector salaries—savings derived
from reforming public procurement do not usually have a steep social or political cost. On the
contrary, a government that can show it has saved taxpayer money by procuring high-quality
goods and services at the lowest possible prices will probably fare very well in the next
elections” says Claro de la Maza in Constance (2000: p.3-4). The latter statement by De la
Maza, about public procurement reform not having a large social and political cost is
debatable. Is it not so that in many Latin American countries, due to clientelism and nepotism,
much of the financial support which is available for political campaigning comes from the
private sector, and that the sponsoring companies are later awarded great contracts for public
works? Getting rid of clientelism would mean losing out on funds needed for political
survival. That would be a huge internal political cost for a government. And what about the
social costs of reforming public procurement? Is it not a fact that by opening up procurement
bidding to Western companies, many of the local companies would lose their biggest client,
which is in many cases the government, due to unequal competition from multinationals?
Would that not lead to even more unemployment and poverty in those nations, especially if it
is combined with low tariffs on foreign services, like is the case nowadays in the globalisation
era where trade barriers are becoming more and more a thing from the past?

As a conclusion to this section, I present the answer to the question of ‘Why public
procurement in Latin America is a problem and to whom?’ as follows. Public procurement
good governance reform in Latin America is relevant for Western countries and western
institutions which provide Official Development Assistance to the region, with the main
objective of economic stabilisation and poverty reduction in the receiving countries. Western
institutions have unanimously been advocating a spread of good governance across all spheres
of government, including public procurement. It would make no sense to structurally give
money to corrupt countries, from a development point of view. Good governance is part of the
eighth Millennium Development Goal and is believed to be one of the cures for poverty. The
World Bank, the IMF and the European Commission all consider good governance to be
essential in order to consolidate a country’s institutions. We can agree that strong institutions
are vital in the fight against poverty. Yet certain types of good public procurement reform in
Latin America are also relevant for Western multinational corporations as these reforms could
result in an increased procurement market penetration for the multinational corporations. For
example in the case of the Government Agreement on Public Procurement, which is a ‘good
procurement reform package’ advocated within the WTO that stipulates that governments ban
discriminating and other hampering elements for foreign suppliers from their legislation.
Provided other trade barriers are not too high there would be an increased chance for
multinationals to obtain contracts in the country that adopts the GPA. Nevertheless we are
more interested in what ways the poor people in Latin America could overall benefit from
certain types of good public procurement reform that are advocated by the West.



1.2 Research objectives

This research paper is an effort to increase the knowledge base on public procurement reform
in developing countries and on how good governance standards are being promoted there by
western institutions, as well as on what the possible outcome of that promotion might be for
implementation of public procurement reform and on the use of public procurement as an
instrument of poverty reduction. It is impossible to fully predict what the exact contribution in
terms of social and scientific relevance of any research endeavour will be beforehand.
Nevertheless, in the subsequent sections I speak of the concrete research objectives in order
for the reader to get an idea of what type of outcome can be expected.

1.2.1 Social relevance of research

This research could be relevant for the Directorate General for Development of the European
Commission as they develop policies that envisage governance reform in developing
countries for the sake of poverty reduction. It could be interesting for that institution to see
how other Western institutions like the World Bank or the WTO have fared off in promoting
good governance principles in public procurement in the Latin American and Caribbean
region. These lessons can be useful to the European Commission as a whole, as it strives to
eradicate poverty and acquire influence in that region. The second social implication of this
research is dependent on the outcome of the research and has quite an ambitious objective. By
investigating the promotion by the West of good governance in Latin American public
procurement, I think we will find out to what extent certain explanations of good governance
in public procurement could be desirable in the context of poverty reduction in the region.
The research results for the countries which are being studied could serve as an example for
other countries in Latin America —and perhaps in other continents with similar degrees of
development- on what impact adoption of certain good procurement standards might have on
their public administration as well as what the benefits of such practice would be for their
most needy citizens.

1.2.2 Scientific relevance of research

According to Hakvoort (1996), the primary task of the science of public administration is to
conduct research based on a combination of political theory and empirical approaches, the
results of which are directed at proposing better forms of policy. This research fits into the
body of knowledge of International Public Management. Its aim is to contribute to the
knowledge base about Western advocacy of good governance standards in institutions of
Southern countries. This master project will contribute to international public management
knowledge by providing insight into the conditions that determine the success of Southern
adoption of good public procurement standards promoted by the West, in a way that does not
hamper the fight against poverty in those countries. The latter reflects the links of this
research to public administration and development studies.

1.3 Central research question

The key research question that is exposed to analysis in this project is: “Under what
conditions can Western promotion of Good Governance in Public Procurement be successful
and contribute to poverty reduction in Latin America?”

The term “successful” within the central question refers to the adoption and implementation
of good procurement standards. I will research which factors determine the (non-)adoption
and (non-)implementation of the good procurement standards promoted by Western
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institutions in Latin America, and what the desirability is of those good procurement
standards in the fight for poverty reduction. In order to answer the central question, we will do
a comparative analysis of the best public procurement practices which are promoted by the
West, we will analyse their adoption and implementation in Brazil and Chile, and we will
study the possible effect of adopting certain types of good procurement reform on the poverty
issue.

1.3.1 Sub questions

In order to properly address the central research question discussed in the previous section,
answering a sum of sub questions is necessary. Answering these is indispensable in order to
acquire a better understanding of the problem, which will provide with a sound basis for the
analysis. I have identified the following sub questions:

1. What is good governance in public procurement?

2. What actors promote and what factors facilitate the adoption of good procurement
practices in Latin America?

3. What factors hamper good public procurement in Latin America?
4. What is the relation between good public procurement and poverty reduction?
5. Did Brazil and Chile adopt internationally advocated good procurement standards?

6. To what extent can (non-) adoption and implementation of good public procurement
in Chile and Brazil be explained by the factors described under 2 and 3?

7. What was the impact of implementing good procurement standards for poverty
reduction in these cases?

We consider it necessary to firstly identify what the concept of good public procurement
entails exactly; therefore it is precisely that what the first sub question employs. There are
several actors that promote and factors that enable Southern adoption of good procurement
reform. There also exist several factors and actors that constrain the adoption as well as the
implementation of internationally advocated good procurement reform in the South. We need
to know what actors and factors these are, in order to contribute to answering the part of the
central question that asks under what conditions promotion of good public procurement in the
South can be successful, and hence sub questions two and three focus on that. The fourth sub
question strikes right at the core of the research problem. The possible impact of good public
procurement on poverty reduction is central to this study and therefore it is crucial to discuss
the possible relation between the two. Sub questions five to seven are about Brazil and Chile,
which are the countries that will be analysed in the case studies. We want to know if they
adopted internationally advocated good procurement standards and whether or not the factors
we assumed to be constraining or enabling adoption and implementation of good procurement
reform were correct. Finally, we want to study if implementation of good procurement
standards has influenced the poverty reduction over there in any way.

1.4 Theories for the theoretical framework

The first four sub questions mentioned above will be featured in the theoretical framework.
The following theories will be analysed in order to find out what their function might be in



explaining the possible success or failure of adoption of internationally advocated good
procurement standards in Latin America:

e Governance theory;

e Neo-institutionalist theory and isomorphism;
e New Public Management;

e Conditionality;

e Incrementalism;

e C(lientelism;

e Public choice theory;

e Rent seeking.

Neo-institutionalist theory will be useful for illustrating the phenomenon of good governance
standards and their promotion by Western institutions throughout the world in the context of
political globalisation. Institutional isomorphism will be a major component of this part of the
analysis. The governance theory will heat up this discussion by emphasising the question of
how global governance has taken ground in the field of Public Procurement.

The fact that a change of laws does not necessarily mean a change of culture makes it difficult
for the West to ensure that change really occurs in Latin America. Public choice theory will
discuss how politicians and bureaucrats can be motivated by self interest through rent-seeking
behaviour, which could lead to government failure to satisfy the needs and wants of its
constituents by complying with regulation. All of these theories will be explained briefly, and
then they will be utilised to set up a hypothesis, which will be functional in the case studies
that are to follow. Moreover, the mentioned theories will serve to make a map of what the
promotion of Public Procurement entails in the Latin American region, and will try to show
how different components might hamper or enable adoption and implementation of good
governance in public procurement. This map we speak of is a conceptual framework, which
will be put forward at the end of the theoretical framework.

In short, a few of the theories shall try to explain the West’s promotion of good governance
standards in the South and the others will explain what enables or disables the successful
adoption of these standards. The theoretic framework will also contain theories that link good
governance to poverty reduction.

1.4.1 Main underlying assumptions

To start with, the underlying assumption of the author is that the original intentions of
Western institutions that promote good public procurement in the South are good ones, and
not merely based on Western eagerness to gain more unilateral access into the region’s
procurement markets. In addition, I believe that if promotion of good public procurement
takes place, this should be based on a balanced combination of good governance principles.
My phrasing “balanced combination of good governance principles” refers to the different
clauses that are incorporated into the promoted regulative procurement frameworks based on
good governance principles. Many kinds of good governance principles exist, and each
specific array of principles is set to benefit different actors. For that reason it is important to
ask the question “good for who?” when introducing a good governance principle, as each
actor imparts a different value to each principle, based on its stake and political views. A
balanced combination for us would mean the results of adopting such reform will not be
detrimental in the fight against poverty. The main assumption in this study is therefore:



“The promotion of a sound combination of good governance standards in public procurement
by Western institutions in Latin America will eventually have a positive impact on poverty
reduction in the region.”

1.5 Research methods and design

In order to attain the research objective of this master project we shall use the “empirical
analytical approach” (Hakvoort, 1996: p.24), by doing comparative case studies and
interviews. Qualitative research methods will be used to answer the sub questions of this
research paper. Box 1 displays the data sources for the qualitative research.

I. Qualitative data sources
A. Secondary sources: existing documents
1. Books, periodicals, published reports, journals
2. Reports by International Organisations
3. Academic research reports
B. Primary source:
1. Interviews: e-mail and telephone interviews

Box 1: Classification of qualitative data sources (Source: McNabb 2002, p.57)

Desk research in existing books, periodicals, published reports, journals, international
organisations and academic research reports will be the main instrument for describing all the
necessary points within the different sections in this research paper and will provide a basis
for the interview.

Moreover, it will provide a basis for studying if the outcome of policy by Western institutions
is the logical consequence of the intentions of that policy. The policy studied here is the
presumed active promotion of Good Public Procurement standards and the intention that is
targeted is poverty reduction. We will show how the game of political power and governance
networks affects the actual implementation of good procurement standards in the selected
cases. We will look at the appropriateness of these Western institutions promoting good
public procurement in the South, measured against the rules of the game, legitimacy and “out
of tune-ness” of the policy and implementation process in the selected cases.
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Independent Variable Intermediate Variable Dependent Variable

Promotion of Good
Governance by the West
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Current public procurement Poverty reduction in

T systems in Latin America T Latin America

Interfering Variables

Figure 1: Research Variables

As is pictured in figure 1, the independent variable in this research is Western promotion of
good governance standards in public procurement of Latin America. The author chose that
region out of personal interest. The intermediate variable is the suitability of current public
procurement systems in Latin America, measured against their capacity to influence the
dependent variable, which is an actual positive result in the field of poverty reduction in Latin
America. In fact, interfering variables are all factors or actors that might promote or, in the
opposite case, hamper adoption and implementation of good procurement standards.
Interfering variables are of course also those factors which enable or conceal the possible
positive impact of good public procurement on poverty reduction. An example of a possible
interfering variable might be corruption or institutional misfit of the standards that are
promoted by the West. The independent variable and the interfering variables will be
discussed extensively in the theoretical framework. From the knowledge acquired in the
theoretical framework we will draw up a hypothesis. At the end of the theoretical framework
we present a conceptual model which incorporates the research variables once more, based on
the desk research which is done in that chapter. The dependent, the intermediate and the
interfering variables will come back in the case studies where the hypothesis shall be
discussed once more.

Theoretical Framework
Promotion of Good Comparative Survey Case studies
Governance Public Procurement Adoption of Public Final Analysis,
through Public standards promoted by Procurement reform Conclusions
Procurement standards Western Institutions and implementation &
in recommendations
Brazil & Chile

Figure 2: Overview of chapters

Figure 2 gives an overview of the different chapters that will make up this master thesis. As
explained in the former section, in the theoretical framework the promotion of good
procurement standards and public procurement itself will be discussed as well as all relevant
topics which are underlying or interconnected to the subject.

By doing desk research we hope to find out the answer to the first sub question which is of
a combined character: “what are good governance principles and which principles are
advocated internationally through good public procurement standards?”” The former will be
discussed in the first sections of the theoretical framework and the latter will be studied in
the comparative survey of international public procurement standards. Within the
theoretical framework we will also discuss the relation between public procurement and
poverty reduction, which is the second sub question. That discussion shall as well be based
on desk research. The latter will also provide the answer to the sub questions three and four
—-what factors hamper good public procurement in Latin America and what factors promote
and facilitate the adoption of good procurement practices -.
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In the comparative survey of procurement models mentioned above some of the most
relevant procurement regulative frameworks advocated by Western institutions shall be
presented. That will result in an analysis in which the benefits and disadvantages of the
different procurement regulative frameworks and the way in which they are promoted are
compared. Multilateral development banks and donor countries “promote” procurement
reform in Latin America. This comparative survey shall include the good public
procurement standards advocated by the World Bank and the one proposed within the
WTO. We shall focus on the content of the policy reforms proposed by those institutions to
the South as well as on the way in which those institutions advance in the promotion of
their objectives in the respective countries. The strengths, weaknesses, opportunities, and
threats of the different public procurement systems for developing nations will be analysed
and compared.

In the following section we explain how a multiple case study and interviews are planned to
support this research. The conclusion will present the main findings of this project, based
on the comparative analyses of both cases. Hopefully, this will lead to valuable
recommendations, which will also be presented in the final chapter.

Case studies

Case studies are a conventional inquiry method within qualitative research. Its technique
involves an in-depth, longitudinal examination of a single event rather than using large
samples to examine a limited number of variables. It provides a systematic approach for
looking at a research problem. This research report follows a number of steps in planning,
analysis and presentation presented in figure 3 on the following page. I will do case studies in
which I will look at both the promotion of good procurement standards and its
implementation in Latin America. Given the limited time frame and resources in the scope of
this project I cannot analyse all the countries in Latin America within the case studies, and |
can neither evaluate the influence of all of the Western institutions. I shall therefore have to
narrow down my research, limiting it to a set of two countries that will be examined in the
multiple case studies.

The two countries that have been chosen for this analysis, in which I seek to determine the
answer of sub questions five to seven, are Brazil and Chile. These countries were a good
choice within the region as they have performed quite well over the past decade in terms of
development, showing growing economies fuelled by stable political arenas and moving
towards more democratic and reliable governance systems. They could function as examples
across many fields for the region in its entirety, including in their efforts to modernise public
administration. There is quite some information available online about the dynamics of the
procurement systems in these two countries, hence it is also practical reason to select them for
the case study. As Brazil and Chile are countries situated on a continent where social
inequality is prevalent, significant parts of their population live in poverty, in Brazil more
than Chile, admittedly. Consequently, it would be interesting to focus on these two countries
since despite of being in such a region they have apparently managed to perform better than
the region’s average in the areas of industrialisation, infrastructure and the boosting of social
development. Poverty remains a problem though, and corruption is still present. As the
general perception is that Brazil is more corrupt than Chile and that the former has a higher
amount of impoverished people than the latter, it would be interesting to see how these two
countries differ in their efforts to regulate public procurement, and to what extent they have
adopted relevant international standards in their procurement systems.
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I will strive to identify the stake and weight of the World Bank in the recent public
procurement reforms of the two countries within the case study. I shall evaluate its
contribution towards a more appropriate public procurement system in these countries, in light
of the ultimate goal of poverty reduction. The reason behind choosing the World Bank as
object of study for this research is because the World Bank is known for putting a lot of effort
into contributing to good governance reform in Third World countries. Besides, since the
Bank has the power of aid conditionality —by means of which it is known for imposing certain
reforms as a condition to receiving aid- it would be especially interesting to research what
has characterised their endeavour for change in the field of public procurement in Latin
America, and what the results of it have been. The Bank is very representative as a “Western”
institution promoting good governance principles across the developing world.

Framing the case
(what specifically is to be studied?)

Operationalise relevant themes, issues and concepts
v
Select and define case unit of Analysis
v
Gather data
[
v v
In depth interviews Analyse documents and other materials
I I
v
Analysis and interpretation of data
[
v v
Group data by key consructs Identify key bases for interpretation
I I
v
C Develop generalisations D
Test alternative interpretations
v
Form and or refine theory from the case
v

Develop amd present findings from the report

Figure 3: Developing a case study (Source: McNabb 2002, p.292)

Within the World Trade Organisation there prevails an important scuffle to negotiate a global
standard for Public Procurement between the “West” and the “South” as many southern
countries believe that introducing such a standard might be harmful for their local industry.
For this reason, we will focus on the WTO’s Agreement on Government Procurement,
examining if Brazil and Chile have accepted that agreement or not. I believe that qualitative
data from the World Bank and the WTO to support my research on this subject is vastly
available online.

Hopefully the results of these case studies will give us an answer to the question if we can or

cannot expect Western promotion of good public procurement to be capable of contributing to
poverty reduction in the South.
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Interviews

We want to know the answer to the sub question of “to what extent can (non-) adoption and
implementation of good public procurement in Chile and Brazil be explained by the factors
we describe in the conceptual framework?” Hopefully the interview respondents will support
us to find the answer to that question and provide us with information that is of a valuable
contribution to my research on the effect of good public procurement on poverty.

Robson (1993: p. 271) says that where a study focuses on the meaning of a particular
phenomenon and individual historical accounts are needed to understand the development of
that phenomenon an interview is most appropriate. A focal point in the primary data sources
will therefore be qualitative research interviews, which will be done in order to find out what
the point of view of experts is on the research problem. I will do semi-structured interviews
with the people listed in the appendix by telephone. A semi-structured interview has
predetermined questions but the order and questions wording can be modified based upon the
interviewer’s perception of what seems more appropriate to ask a particular interviewee.
Having them answer questions openly is appealing because of the flexibility of this type of
interview. According to Robson (1993) open interviews encourage the cooperation of
respondents, allow to make a truer assessment of what they believe and can produce
unexpected answers. The chosen set of respondents seems to be appropriate because of their
experience in promoting good public procurement in Latin America in the different
institutions at which they work.

Pitfalls

As goes for each qualitative interview, the interviewer needs to be wary of the possibility of
getting socially desired answers from respondents. I will try to build in control questions in
order to see through this in my interview. The other pitfall I need to be cautious of in this
research paper is called selection bias (Collier et al., 1996). In this context it applies by means
of the selection of the cases. When making generalisations it is important that the cases which
are chosen are not extremely positive nor negative, but representative for the whole research
population. As I will use the findings to make generalisations about Latin American poverty
reduction, Brazil and Chile might not be considered representative for the whole set of Latin
American countries as their progressive economic and social development might be
considered as extreme for the region.

1.6 Scope and limitations of research

One of the limitations of this research is the difficulty of quantification and of isolation of the
variables. This is a very common problem for social research. I cannot quantify my
intermediate and my independent variables. So I cannot carry out a correlation analysis
between good public procurement and poverty reduction as such. However, I will perform an
analysis of existing literature that succeeds in linking developments in good governance to
poverty reduction, something which is very closely connected to the topic of my research. The
second important limitation of this research is the empirical part, which is quite limited.
Qualitative interviews in person can provide a basis for doing observations that might
possibly be relevant for a research. The author carries out telephone interviews for primary
data, which will hopefully be sufficiently efficient tools in the endeavour to achieve the
research objective of this project.

14



2 Theoretical Framework

2.1 Introduction

This chapter provides a basis of understanding which is crucial for this project, by giving
theoretic answers to the following sub questions:

1. What is good governance in public procurement?

2. What actors promote and what factors facilitate the adoption of good procurement
practices in Latin America?

3. What factors hamper good public procurement in Latin America?

As mentioned above, here we will approach these questions from a theoretical perspective and
accordingly, in order to get the answers that we need, we will explore articles and books by
several authors. Moreover, the main purpose of this chapter is to form a hypothesis that is to
be further examined in the case studies and interviews. Besides leading us to drawing up a
hypothesis, this chapter describes the process of the trajectory that a western-advocated good
procurement reform goes through in a developing country, and it provides with an
explanatory model which seeks to predict in what cases the internationally promoted reforms
will and will not be adopted by a recipient country.

For the sake of clarity of this paper, the following paragraph 2.2 shows the relation between
governance, good governance and public procurement. It also contains a discussion that links
good governance in public procurement to poverty reduction, as we consider this to be
fundamental considering the central research question that we are investigating. Paragraph 2.3
speaks of the factors which could influence adoption and implementation of good public
procurement in Latin America in a positive as well as in a negative way. It focuses on aid
conditionality and new institutionalist theory’s isomorphism, which explain the international
trade of management ideas between donor institutions, donor countries and peripheral states.
It thus portrays the factors and actors which enable good public procurement to be adopted
and implemented, as well as theories that elucidate the difficulty of successful adoption and
implementation of those standards in the South. A sub section on corruption is also included,
as we consider it to be one of the factors that might hinder successful implementation of good
procurement reform.

2.2 Governance, the emergence of global good public procurement
standards and the effect on poverty reduction

Over the past two decades we have seen how within the context of OECD countries there has
been an influx of new ideas and initiatives that have changed the way in which governments
manage the public sector. These dynamics in public management in the West have led to the
emergence of best practices, which are being promoted globally, both by donor countries and
international organisations like the IFIs.

Yet like most things in this world, promoting best practices or good governance standards can
have a positive side as well as a down side. One of its positive features might be that the
promotion of these standards forces governments to think about change or modernisation in
their government institutions, which could lead to enhancing the performance of their public
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sector. However, promoting best practice standards through imposition of international
regimes could be detrimental for the image of legitimacy in government action, as domestic
actors and citizens might feel their elected government is merely being submissive to the
wishes of the international community, instead of being autonomous. In many developing
countries, which mostly have a recent colonial past, the public opinion very much adheres to
the self-determination of the elected government. Besides, we also know that panaceas
undoubtedly do not exist in public management and that is precisely where the second “down
side” of best practice standards surfaces. The OECD (2005) recognises that modernisation of
government is dependent on context and says learning will therefore work better at the level
of system dynamics than at the level of instruments and specific practices. It also argues that
while all governments are being affected by global trends, there are no public-management
cure-alls. A country’s history, culture and the stage of development give government reforms
different characteristics and priorities. Even though adaptation in governments can be assisted
by learning from other governments or international agencies, unless countries are very
similar indeed, reforms can not be carried out by using exactly the same instruments and
specific practices that were effective in other states or cases, otherwise they might be doomed
to failure. Instead of baptising the latter as the “down side” of best practices, one could also
say that this is the part of which one needs to be wary when discussing public management
reform.

2.2.1 Governance

We recognise that “governance” in the context that it is used within the field of Public
Administration and “good governance” are not the same thing. The reason we mention
governance in this part of the thesis is because we are looking at international institutions,
which presumably promote good governance reform in developing countries through
international procurement regimes like the GPA or the UNCITRAL Model Law on Public
Procurement, and which for this reason might intermingle with the internal affairs of these
countries. Keohane and Nye in Krasner (1982) define international regimes as a set of
governing arrangements, that include networks of rules, norms, and procedures that regularise
behaviour and control its effects. Krasner (1982: p. 2) himself defines international regimes
“as sets of implicit or explicit principles, norms, rules and decision-making procedures around
which actor’s expectations converge in a given area of international relations”. In the case of
international regimes on public procurement, the international actors that we refer to are
institutions like the IMF, the World Bank, the WTO, ODA donor countries, and other
international institutions that might try to promote institutional change in peripheral states’
public procurement systems. We cannot fail to recognise that this is precisely the upward shift
in governance power which Pierre (2000) speaks of in his discussion about the changes in
world wide public governance, and that we refer to further below. In the past it was believed
governments could “govern” alone within the boundaries of their territory. Yet the reality of
today shows that not only governments have to more and more deal with domestic actors in
order to govern their societies, but that they increasingly need to face pressures coming from
international institutions that ask for certain changes in their administrative and political status
quo. In the case of developing countries that pressure is of course the more effective, as
peripheral states are sometimes dependent of the development funds that those international
institutions can make available for them.

The term governance has become one of the most widely used in debates of international
relations, political sciences, public management and public policy. The OECD defines it as
such: “governance refers to the formal and informal arrangements that determine how public
actions are carried out, from the perspective of maintaining a country’s constitutional values
in the face of changing problems, actors and environments” (2005: p.16).
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As the definition of governance is a hotly contested subject at the time, there also exist several
different perspectives for looking at the term (Peters et al., 2000). The purpose of this section
is not to give a detailed description of all of the different governance paradigms, but to
explain which of the paradigms is most relevant for our analysis. According to Peters et al.
(2000) one can look at governance as a structure and focus on the impact of the dominant
actor within each of their four governance models, which are hierarchies, markets, networks
or communities respectively. The second governance paradigm that Peters at al. present
(2000) offers a more dynamic view on the term and talks of “governance as a process”. This
perspective emphasises the steering and coordinating capacity of the state and seeks to
understand how actors cooperate, control and produce policy outcomes. I will concentrate on
the perspective of governance as a process and focus on the steering capacity of developing
states in deciding upon adoption of an appropriate framework of good governance standards.
The latter is necessary because it will explain how far the influence of international public
procurement regimes has stretched.

Supranational and international actors have been threatening the capacity of governments to
manage their own economy and society, and governments in developing countries are no
exception. The growth of international regimes across a number of policy areas is due to
increased international cooperation of governments with other governments and international
organisations. That cooperation is needed in order to overcome certain problems, as issues in
nowadays’ society also have become more and more complex and global. On the other hand,
governments rely on cooperation with sub national actors and institutions in order to solve
societal problems in a more legitimate way, as public scrutiny —-mostly through the media-
has increased in an era where trust in government has decreased relentlessly. Hence, upward
and downward shifts in power have become typical in the governance process of modernising
government. Within the scope of this paper the upward shift of power in the design of good
public procurement systems is being analysed. We are also looking at the difficulties that
lower government institutions —read bureaucrats and decentralised government— might
experience during the implementation phase of imported public procurement systems.

As stated above, governance has become a fashionable term in political sciences for analysing
the patterns of rule. Although the term has been criticised as imprecise by some scholars
(Rhodes, 1996:652, Bulmer, 1998:p. 366), it has particular value in examining the
international institutions and international regimes that exert pressure on domestic policy
makers. According to Pierre and Peters (2000) the increase in influence of such international
regimes, in which the most powerful actors are often Western-led international organisations,
is linked to developments such as political globalisation and other new developments in
public management, as for example the domestic moves in many countries towards new
public management as a way of better-administering policy, polity and politics. The focus on
governance is important because it highlights the loss of sovereignty of traditional
governments when managing the policy problems with which it is confronted in modern day
society. This paper thus investigates the importance of international regimes as central actors
in multilevel governance networks as seemingly this sometimes is at the expense of nation
states.

2.2.2 Good Governance

In the former section we spoke of the upward shift in power that new governance theories
focus on. We spoke of international institutions, and one of the actions of those institutions is
that they promote good governance principles in the public management of developing
countries. This paragraph speaks of good governance principles in general and the aim is to
fully clarify the concept.
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Good governance ideas emerge from assumptions about the status of the governance process
of the government. Different indicators of good governance are appropriate for different
purposes. According to Knack et al. (2002) indicators differ across several important
dimensions. First of all, some indicators measure relatively specific aspects of the quality of
governance and government action while others are more focused on the respect of human
rights of the citizens. Secondly, some indicators focus more on the process of governance,
while others put their emphasis on the outcome of governance. As mentioned in the
introduction chapter and displayed below in box 2, good governance comprises a diverse and
at times contradictory set of features. Although the source that supplied us with this box is not
a conventional academic one, the box does provide a clear overview of the different
characteristics of good governance that we pointed to, and therefore we chose to make use of
it.

Consensus Accounmtable
oriented
Participatory Transparent
GOoOoD
GOVERMANCE
Follows the Responsive
rule of law
Effective and E“ill']"‘;l‘lll‘;?::‘“
Efficient

Box 2: Characteristics of Good Governance. Source: www.wikipedia.org

Good governance is supposed to be consensus oriented, participatory, transparent,
accountable, effective, efficient, responsive, equitable, inclusive, and it should follow the rule
of law. Good governance also pledges for minimising corruption and taking into account the
voices of society’s most vulnerable in the process of decision-making. Achieving all these
objectives at the same time could be a head-breaking experience for governments, especially
since combining all of those ideas into a malleable policy implies making decisions about
how to balance the importance of each of the criteria. These are nothing else than political
decisions, the output of which -like all of government’s decisions— are based on the power
and influence of the different actors that participate in the government decision-making
process.

For many reform-minded government officials from peripheral states, as well as for
academics and practitioners in the international development community, good governance
has become as imperative to poverty reduction as it has become to development more
generally, as Grindle (2004) puts it. However, she also says some components of “good
governance” are profoundly problematic as a guide to development. “Getting good
governance calls for improvements that touch virtually all aspects of the public sector—from
institutions that set the rules of the game for economic and political interaction, to decision-
making structures that determine priorities among public problems and allocate resources to
respond to them, to organisations that manage administrative systems and deliver goods and
services to citizens, to human resources that staff government bureaucracies, to the interface
of officials and citizens in political and bureaucratic arenas. Getting good governance at times
implies changes in political organisation, the representation of interests, and processes for
public debate and policy decision making” (Grindle, 2004: p. 525).

18



Some authors consider the good governance agenda to be overwhelming (Grindle, 2004;
Kapur, 2000). It owes its expansion in part to the result of research, after scholars have found
interconnections between particular kinds of policies and institutional arrangements
associated with growth or poverty reduction, or when analysis has indicated that for instance
corruption or instability constrain development. The good governance agenda stretched out as
well through the advocacy of devoted supporters of sustainable development, empowerment
of the poor, free trade, and other desirable conditions. Indeed, much of the agenda has
emerged from research, but also from New Public Management experience in OECD
countries. That agenda has been encouraged by international financial institutions,
international nongovernmental organisations (NGOs), and multilateral and bilateral donors. In
several occasions this “encouragement” is done through aid conditionality, of which I speak
in section 2.3.3.

Unfortunately, even though the numerous governance reforms are supposedly required to
support development and reduce poverty, there is little guidance about what type of reforms
are most relevant, which ones should have priority and what can be achieved in the short term
and what can only be achieved over the longer term, as well as about the reforms’ feasibility.
Grindle (2004) argues that if more attention is given to sorting out these questions, good
governance may become a more realistic goal for many countries faced with the goal of
reducing poverty. She actually prefers speaking of “good enough governance”, which in her
article is defined as “a condition of minimally acceptable government performance and civil
society engagement that does not significantly hinder economic and political development and
that permits poverty reduction initiatives to go forward” (Grindle, 2004: p. 526). According to
her, developing countries should only work towards good enough governance, as good
governance as an ideal condition might be a too ambitious goal for many developing countries
to aim for, given the hostile context in which it might have to be implemented. We say hostile
because the conditions in which governments in developing states have to work are
sometimes predominantly driven by problems like corruption, budget deficits and an unskilled
public workforce, just to name a few. Working towards good enough governance would
mean accepting a more nuanced understanding of the evolution of institutions and
government capabilities and being explicit about trade-offs and priorities in a world in which
all good things cannot be pursued at once. Section 2.2.4 speaks of good governance in public
procurement.

There is no way we could escape including New Public Management and its implications for
peripheral countries to this theoretic discussion. Although we cannot bluntly say that NPM
and good governance are the same thing, NPM is mostly about improving the performance of
the public sector, and many of these improvement indicators are similar to the good
governance principles that we have found. NPM has endeavoured to introduce business-like
practices to public organisations. The impact of NPM in the world of public management has
been very substantive and should therefore not be neglected in the scope of this research.
Understanding how the promotion of NPM ideas in developing countries fared off could
provide insight into the conditions under which promotion of best procurement practices
could be successful in Latin America.

The focus of NPM is on bringing management concepts from private business into the public
sphere like performance measurement, customer and bottom line orientation and restructuring
of incentives. Another important component of NPM has been to create or strengthen the
conditions that would facilitate performance management and customer orientation of the
public sector. These are for example deregulation, privatisation, outsourcing, and tendering
out. “In their classic formulation, Osborne and Gaebler (1992) attempt to reinvent government
and distinguish ‘steering’ (policy decisions), of which a state needs more, from rowing
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(service delivery), of which it needs less. They formulated principles for entrepreneurial
government. Analytically and empirically, NPM focuses on similarities between public sector
reforms in countries that are politically and economically very different. In all these reforms,
the market is a model for public policy implementation” (Van Kersbergen et al., 2004: p.147-
148).

From the first spotting of the NPM trend it was often considered as a useful model for
developing countries to follow, says Manning (2001). However, measured against its self-
proclaimed universal relevance, NPM has not been successful in becoming the only public
management paradigm in the developing world, as hierarchical bureaucracies have not been
replaced by chains of interlinked contracts, which is one of the essences of NPM. NPM has
left its marks, even though quite modest, as there have been a few significant reforms that
have been drawn from it’s “menu” in peripheral states. Manning (2001) argues that there
seem to be two main likely explanations for why NPM has delivered fewer results in
developing countries than initially claimed. He points at lower public scrutiny in developing
countries as a cause for NPM not having been adopted as successfully as expected in first
instance. Because the expectations of the citizens are very low to begin with, it will not be
likely that citizens complain to their governments about poor public service. Although it
would make sense that because of a history of deceptions from government, citizens would be
less willing to scrutinise government action, we are not sure if this is actually the case.
Manning says that the times at which citizens in developing countries do complain to their
governments, their voice gets drowned out by the far louder voice of donor conditionalities.
Yet Manning alleges it is precisely this carelessness and lack of scrutiny from the part of
citizens that takes away a very much needed incentive for governments to improve the
performance of the public service. Second, he points at how important the existence of Old
Public Disciplines’ is for New Public Management to function. “In many NPM-like reforms
in developing countries, the Old Public Disciplines were absent [...]. It is an empirical
observation that products of Old Public Disciplines like predictable resourcing, credible
regulation of staff and credible policy, are prerequisites for effective contract-like
arrangements [...]. These disciplines are fundamental to any conception of performance and
without them there are few reforms that can gain traction” (Manning, 2001: p.302-3).

In sum, public scrutiny based on high public expectations will provide a government a motive
to successfully adopt NPM reforms directed at improving performance. On the other hand,
capability of governments to introduce NPM will be constrained by the non-existence of the
old public disciplines, as those disciplines are elementary to any notion of performance.
Consequently, there seems to be a discrepancy between the willingness of a country to
introduce NPM reform that international institutions promote, and the capability of them to do
so. Figure 11 shows the factors that are entailed by the gap between willingness and capability
based on Manning’s analysis of NPM reform success. Our own figure 15 shows the influence
of the different factors on desire to change vs. capability to change.

2.2.3 Good Governance: can it tackle poverty?

How much does good governance matter for development outcomes? This part of the
theoretic framework tries to link good governance to poverty reduction. There is growing
empirical literature documenting the relationship between indicators of various aspects of
governance and economic outcomes®. Schacter (2000) in Kaufman et al. (1999) shows that for

7 0ld Public Disciplines are for example central agencies, budgeting, line-departments on specific business areas,
and institutions that constrain the behaviour of public servants (Manning, 2001: p.302)

¥ “This literature includes Mauro (1995) on the effects of corruption on economic growth and investment;
Loayza (1996) on the determinants of the unofficial economy; Ades and DiTella (1996) on the causes and
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example government effectiveness is positively correlated to poverty indicators as per capita
income, infant mortality and adult literacy:

Government Effectiveness

2.5 1.3 0.5 0.5 1.5 25
Government Effectivensss

Figure 4: Government Effectiveness and Per Capita Income. Notes: the graph plots the indicated governance
aggregate (on the horizontal axis) against the logarithm of per capita GDP at PPP (on the vertical axis) for the
sample of countries covered by the governance aggregate. Source: Schacter (2000)
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Figure 5: Government Effectiveness and Infant Mortality. Notes: the graph plots the indicated governance
aggregate (on the horizontal axis) against the logarithm of infant mortality per thousand live births (on the
vertical axis) for the sample of countries covered by the governance aggregate. Source: Schacter (2000)

consequences of corruption; Knack and Keefer (1997) on corruption and public investment; Wei (1997) on the
effects of corruption on FDI; Rodrik (1997) on the role of institutions in the success of East Asia; Johnson,
Kaufman and Zoido-Lobaton (1998) on the effects of per capita income and a measure of what they call “social
infrastructure”, and Chon and Calderén (1999) on the Granger-causality between institutions and economic
growth” (Schacter 1999: p. 3)
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Figure 6: Government Effectiveness and Adult Literacy. Notes: the graph plots the indicated governance
aggregate (on the horizontal axis) against the adult literacy rate in percent (on the vertical axis) for the sample of
countries covered by the governance aggregate. Source: Schacter (2000)

Schacter concluded that good governance, as measured by the following indicators, matters a
great deal for economic outcomes:

e Rule of law,

e Effectiveness,

e Political instability and violence,

e Participation, accountability and transparency,
e Regulatory burden.

He showed a positive correlation with the above indicators and a cluster of three poverty
indicators, which are:

1. Per Capita Income,
2. Infant mortality,
3. Adult literacy.

Even though for example in the Far East there have been some success stories of countries
that in great part have achieved to overcome their poverty problems, we can generally say that
poverty is very difficult to counter, as becomes apparent from the fruitless war that many
other peripheral countries have seemed to wage against it over the past decades. We can
define poverty as the lack of access to employment, income, health, housing, education, and
other basic necessities of life. Basu notes it is a multidimensional problem having its own
economics, politics, sociology and even culture. War against poverty has therefore to be
fought from several angles, through programmes covering various sectors of economic, social
and human development (in UN, 2004: p.105-106). It thus would be naive to believe that
good public procurement is the ultimate cure for breaking through the poverty circles of a
nation state. Yet possibly, it could stand for a modest contribution towards achieving that
objective. The UN describes poverty as a vicious circle (2004: p.47) as is visible in the figure
below. People who live in absolute poverty are victims of those vicious circles and face
difficulties breaking them if there is no intervention measure that provides a way out.
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Never ending poverty: the vicious cycle

Children of
the poor

Minimum
access to
Basic needs

Low income
family

Low-pay job/
Unemployment
Poor
education
Less

Figure 7: Vicious circle of poverty. Source: UN, 2004: p. 47.

Poor
Health

Sopchokchai (UN, 2004: p.54) identifies some key areas in which governments can engage
for the purpose of poverty reduction. These can be seen as ways to empower and enable
people to break through the vicious poverty circle and are:

e Government subsidies and welfare programs;

e Affordable health care programs;

e Cheap or free education;

e Skill development for the unemployed through training and alphabetisation programs;
e Micro-credits/loans for the poorest;

e Government support for development of local SME’s;

e [aw measures that increase the minimum wage;

e (reate job placements for the young together with local businesses.

There are several perspectives in the war against poverty. First of all, it is the responsibility of
the government of a nation state to boost social development and combat vicious poverty
circles in the local society. This is the bottom-up approach for poverty reduction. The top-
down approach recognises the importance of international involvement and commitment to
aid from the Western donor community in order for the economies of the peripheral states to
prosper. The network approach to poverty reduction calls to mind the different ways in which
peripheral governments and their locals can work together with Western countries and
institutions in order to achieve poverty reduction in those societies; the idea behind this
approach is that both sides can benefit financially from it. In figure 8 three approaches for
dealing with poverty reduction are displayed. We could say that promoting good public
procurement in the South is part of the top-down approach in which western institutions assist
peripheral states to strengthen their institutions. But most importantly, good governance
should be driven from a bottom-up commitment, and should involve the commitment of all,
from the street-level bureaucrat to the top politicians and high-level bureaucrats.
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Bottom-up approach
4. Good Governance

5. Civil Society

6. Macro-economic stability

7. Political Stability

8. Education &Training

9. Entrepreneurialism support by the
state (Schumpeter)

10. Innovation, R&D

11. Social Welfare and Solidarity
Model

12. Industrialisation of economy
13. Producing other than agricultural
products, but products with
high added value

Top down approach
1. ODA
2. FDI

3. Institutions-building (Western
support with technical issues & HRM)

Network/Partnership
approach

14. Microfinance

15. Fair trade

16. Free Trade Agreements

17. FDI

18. Free movement of workers
(remittances)

Figure 8: Three approaches for poverty reduction. Source: personal elaboration

2.2.4 Promoting good governance in public procurement

It is easy to mistakenly see public procurement as a simple activity, something politicians
think of as last. Administering contracts with the private sector has always been the Achilles
heel of government, a source of corruption and mismanagement, according to the OECD
(2005: p.17). It should be all too clear that the costs of poor government performance are
wasted resources and undelivered services, among others. In order to fully reap benefits from

procurement reforms, public procurement should firstly be accepted as a strategic government
activity.

The OECD recognises that promotion of reform towards good public procurement has
connections with the wider development agenda, like new modes of resource transfer such as
budget aid, public expenditure management, good governance, and the Monterrey and Doha
agendas. One of the key items on the Monterrey agenda is aid effectiveness, as donors
realised that giving aid money alone would not solve poverty problems in the recipient
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countries, and it was assumed that through promoting governance reform donors could
significantly contribute to the development of the South. Another assumption that after the
Uruguay and Doha rounds became fundamental in the international donor community was
that development of recipient countries could be achieved through increased international
trade (Frangois et al., 1996). Within the Doha Round, the WTO Agreement on Government
Procurement (GPA) was introduced and ratified by 32 industrialised countries after it was
acknowledged to be in line with efforts to liberalise international trade. At the time, the
number of countries that has signed on to the agreement has risen to 37.

McGrudden et al. say domestic procurement in peripheral countries is often seen, rightly or
wrongly, as characterised by corruption, inefficiency, political capture, rent seeking,
protectionism, inflated costs, and the development of cartels (2006). Advocating good
governance in public procurement raises a large amount of questions about what exactly
needs to be done, how it needs to be done, and who will benefit from it. The latter is derived
from the balance of the different components of good governance that is the output of the
interest battle between the designers of the procurement system and its stakeholders.
According to the OECD (2003) more research and analytical work is needed to develop a
more robust estimate of the benefits of good procurement system (monetary value and
beyond) for developing countries, and an advocacy/communication strategy to use these
results to help mainstream procurement reform into national development strategies.

So it is not only the content of the proposed best procurement practices and its value from a
development perspective that needs to be studied; the actual promotion of best procurement
practices is something that needs to be analysed as well. Is best procurement advocacy done
through donor conditionality or through other means? Reforming public procurement could be
a long, slow, reversible, and frustrating path towards better performance in government
purchases, and there seem to be no technical or easy fixes to it. The sustainability of a public
procurement system is constrained by the institutional context in which it exists, in other
words the available procurement infrastructure:

e The people (e.g. the bureaucrats in charge);
e The information that is at hand;
e The IT applied to process it.

According to Wittig (1999), the one resource which will make the most difference in the task
of enhancing values through improved procurement operations is a dedicated, trained and
professional procurement workforce. People are essential to translate management goals and
policies into reality.

Considerable common ground exists already on the hallmarks of a good procurement system,
through the harmonisation of international efforts to promote good public procurement
principles from the part of the donor community. Harmonisation efforts occur at roundtables
organised by the different international organisations, like the recurring OECD, WTO and
World Bank Development Assistance Committee Roundtables on Public Procurement. The
WTO’s GPA as well as the UNCITRAL Model Law on Public Procurement -the
procurement regulatory framework proposed by the UN and promoted by the IFIs— both share
their concern for accountability, transparency, value for money, effectiveness. Nevertheless,
there still are many different perspectives on what an ideal procurement reform should look
like as there are many different players with different views, needs and contributions to make.
Knight et al. (2003) distinguish three types of stakeholder expectations of government
procurement. We added the fourth stakeholder expectation ourselves:
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1. Public procurement as administrative function, to deliver transparency, accountability,
legality, probity and other anti-corruption measures;

2. Public procurement as a means to deliver value for money, with some links to socio-
economic goals, set to benefit the local industry;

3. Public procurement as an integral part of governments’ capability to deliver services.

4. Public procurement as an arena where rent seeking, patronage and clientelism can be
done in a “subtle and acceptable” way.

2.2.4.1 Stakeholders

At least four groups of stakeholders exist that have strong interests in the development of
procurement reform. Government purchases require financial resources. At the domestic
level, taxes will most likely fund government purchases. However, in many developing
countries, raging budget deficits require engaging resources from outside the domestic level,
and international financial institutions often provide the necessary budget funds. Therefore,
the first relevant stakeholders are taxpayers and other (international) funding bodies. The
general expectations of the taxpayers presumably are centred on the first and the third
expectation point showed in the above section. Depending on their political inclination, the
international funding bodies might be interested in the first two expectations. Second, there
will be those who stand to benefit from the goods or services that are being purchased by the
government. Where for instance roads, school buildings, or water infrastructure are being
built, the local communities will be concerned with whether the public works are built on time
and to their satisfaction. They are presumably interested in the third expectation showed
above. Third, there are the companies who seek to win the government procurement contracts;
these could be multinational companies from western countries or local businesses.
McGrudden et al. (2006) note that whether or not firms are successful in bidding for such
contracts, and on what conditions, may well significantly affect the economic success of the
firms, potentially even their survival. International supplier firms might be interested in the
first and the third expectation mentioned above. Local suppliers most probably interested in
the first three expectations mentioned above. Finally there are the interests of ‘the
government’. Governments do not consist of a homogeneous set of interests, but of
institutions that comprise individuals with a diverse set of sometimes competing interests.
Many authors recognise that the distribution of government contracts involves the potential
for significant patronage (OECD, 2003; 2005; McGrudden et al., 2006; Sereide, 2006). There
are significant clashes between those who stand to gain financially or politically from using
procurement as an instrument of “personal or political aggrandisement” (McGrudden, 2006:
p.156) and those who will benefit from procurement being seen as free from such
possibilities. There is a group of stakeholders that might have twisted expectations of
government procurement, like the fourth expectation mentioned above, and these people
could range from government officials to employees of supplier firms -either local or
international ones-.

In the 2003 first DAC Roundtable it was suggested that the best way to reconcile differences
between stakeholders and strengthen partnerships among donors and recipient countries is to
focus on the core objective of building good public procurement systems that also visibly
demonstrate that money is being well spent (OECD, 2003). Public procurement systems are
the public expression —both domestically and internationally- of how countries do business.
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2.2.4.2 Good public procurement as an instrument for poverty reduction

There is a strong “prima facie” case to show that good procurement brings significant
benefits. The good public procurement reform analysis could go beyond the monetary benefits
deriving from better procurement to include links with e.g. strengthening government
credibility, expand trust in government and this way intensifying the legitimacy base of
government.

The possibility exists to use public procurement as a social policy in order to benefit local
industry up till a certain point of maturity, as well as to benefit certain weaker parts of the
population through buying their goods or those of the companies they work for. Several
countries pursue that type of policies, like for instance Malaysia, as McGrudden and Gross
(2006) have noted. Secondly, efficiency savings could result from good public procurement.
These economic benefits reaped from good procurement could be vast and there exists a
possibility for using those funds in the fight against poverty, although it remains uncertain if
this will actually be the case. It might well be that the yield of good procurement is used for
other government priorities and not to fight poverty, and it could even be the case it flows into
other streams of the administration which in their turn could be corrupt as well. There is one
important caveat we should note in this efficiency story. As efficiency brings along savings
and in many countries departments have to return the saved money to the central treasury, the
risk of seeing the department’s budget cut in the following year exists. The latter might take
away the incentive of the different departments to actually go for the most efficient buy, even
when it is guaranteed that the saved money will go to poverty reduction programs.

But also effectiveness of public procurement is something which could benefit the poor, for
example in the above mentioned infrastructure procurement. The lack of access to
infrastructure is in the range of poverty indicators. In many peripheral states public works are
abandoned before completion by the contractors due in large part to corruption, and it might
take several years before the government places its attention on the abandoned works again.
So an evident benefit of good public procurement for the poor communities is when they see
that the render’ terms for public works are not postponed year in and year out, and their roads,
bridges, aqueducts, public hospitals and schools are actually finished as promised for their use
and well being. Evenett et al. (2004) recognise that reducing poverty and attaining health,
education and other development objectives requires getting the most out of the limited state
funds available for state purchases of goods, services and infrastructure. In addition they note
that efficient procurement policies also contribute towards the sound management of public
expenditures more generally (Hunja, 2003 in Evenett et al., 2004). “It is difficult to imagine
how a state can deliver improvements in the well being of its citizens without a public
expenditure system that includes effective public procurement policies. This recognition
accounts for the greater interest in public procurement laws and practices and their feasibility
and consequences” (Evenett et al., 2004: p.3).

2.2.5 Sub conclusion

In this paragraph we discuss the terms of governance, the emergence of international public
procurement regimes, and the effect that introducing good governance standards might have
on poverty reduction. We pay attention to the “loss of steering capacity” that peripheral states
might experience when confronted with the demands of international institutions that ask for
change in their domestic structures and or policies, for the sake of good governance.

® Render term is the date of completion of a construction project
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Some authors consider the good governance agenda to be overwhelming, and Grindle (2004)
even says that developing countries should only work towards “good enough governance”,
recognising that not all good things can be pursued at once and that there are certain trade offs
that governments need to be aware of when introducing the good governance agenda. Good
public procurement for example, is a concept on which there exists some common ground, yet
important perspective-related differences still persist. Different actors have different
expectations of how government procurement should be designed, and their expectations are
mostly fuelled by the interests that they might have at stake in the matter. Changing the
procurement system of a country can therefore be constrained by the different needs and
wants of the local stakeholders.

New Public Management reform experiences in developing countries showed us that
importing international standards is also constrained by another important factor. Both the
willingness/motivation of a country to introduce a specific international standard into their
domestic reality, as the capability of its institutions to do so will hamper the adoption and
implementation of the reform. In the case of public procurement, we saw that the
implementation of a reform is hindered by the procurement infrastructure at place, i.e. the
people, the information they have at hand and the technology that is used in the process.

Public procurement could be seen as the public display of how a government does business; it
is therefore imperative for a government that cares for its reputation, to make sure their
government purchases are fair, just, effective, and free of corruption and fraud. Besides,
especially in a developing country, good public procurement could contribute to poverty
reduction if it efficiency and effectiveness are improved. In the study of Schacter (2000) we
saw how good governance showed a positive relation with poverty indicators. In the case of
good public procurement, the possibility exists to spend procurement efficiency savings on
poverty reduction programs. Moreover, effectiveness of good public procurement will benefit
the communities for example in the case of infrastructure procurement, because the roads,
public schools and health centres will actually be built, as opposed to the case of ineffective
and corrupt government procurement systems where public works are often abandoned before
completion. Another factor which relates good public procurement to poverty reduction is that
it is possible for a government to use public procurement as a social policy, set to benefit the
national industry through “buy national” policies, which enables government to positively
influence local employment rates and industrial development.
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2.3 Factors which enable or hamper the successful adoption and
implementation of good procurement standards

The first sub section of this section discuss the growing importance of the international trade
of public management ideas, and the willingness of a peripheral government to pass a reform
versus its capability to achieve implementation of real change. Subsequently, we discuss a
couple of theories that elucidate the factors which enable the successful adoption and
implementation of good procurement standards, like New Institutionalism, institutional
isomorphism, and aid conditionality. The latter sub section discusses important factors that
might hamper the successful adoption and implementation of good procurement standards.

2.3.1 International trade of public management ideas

“Globalisation has become a catchword for almost all types of international impositions on
national sovereignty, be they political or economic, bilateral or multilateral, or driven by the
state itself or by the market” (Pierre et al., 2000: p. 57). Political globalisation becomes
tangible through political structures that enable cross-national learning and that are sometimes
supranational actors. Anyhow, it is believed to have fundamentally transformed world society.
“It has changed the context in which governments operate; even traditionally domestic issues
are increasingly influenced by international actors and international events that are beyond
national governments' ability to control, either individually or collectively” (PUMA, 1995: p.
2). Over time, sovereign nation-states have become increasingly similar in their
socioeconomic as well as their political structures as a consequence of institutions that
facilitate cross-national learning. In the West, globalisation partly explains why there has been
an increase in the voluntary international trade of management ideas, as society’s problems
have become more and more complex and states have had to cooperate with each other or
imitate best practices from neighbouring countries in order to overcome certain otherwise
barely solvable issues, like the ageing of the population (pension schemes), terrorism, human
trafficking, concerns over energy markets, etc. In peripheral countries the impact of
globalisation on policy making is also consolidated through enforced trading of management
ideas in exchange for development aid, as becomes apparent in this chapter’s section on
conditionality. Developing countries are in direct competition with their neighbouring states
over FDI and ODA, hence they are concerned about maintaining their attractiveness and
competitiveness, a reason why in many cases, emerging economies have endeavoured to keep
their government practices up to date with the latest global trends in public management
techniques.

Pollitt (2004) constructed a model that depicts all forces that both drive and restrain public
management reform. It is interesting for us to illustrate this model as it provides a basis of
understanding of how a reform comes about and through which channels it needs to pass
before its outcome becomes apparent. In the case of public procurement reform, global
economic forces like the World Bank and the World Trade Organisation seemingly call for
good governance reform, introducing new management ideas into the political system of the
peripheral state. Still, the decision-making elites in the developing country have the final say
on whether or not to adopt a new management idea and it is the administrative system that
carries out the proposed reform, so there is a set of actor-specific constraints that the
advocates of reforms need to take into consideration, of which we speak in section 2.3.3.
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Figure 9: A model of public management reform. Source: Pollitt, 2004, p. 25.

However, when speaking of international trade of public management reform, the most
crucial thing is willingness of a government to adopt a specific reform. But when you are not
talking of just a few superficial retouches of public administration’s procedures, willingness
of a state to reform is constrained by the capability to implement real change in it’s
administration. Figure 11 displays in what governmental setting New Public Management
can be a useful tool for improving public service performance. It shows that in a motivated
and capable government, utilisation of NPM will have a bigger and more beneficial impact.
Manning’s figure is particularly interesting to us, since it shows that when speaking of
government reform, there can be a discrepancy between willingness of a government to
change versus its capability to do so. The figure also provides an insight into the conditions
under which governments will take over the reform that is promoted by the international
regime. The latter could also be instrumental for understanding under what conditions the
promotion of best procurement practices could be successful in Latin America. Taking over
internationally traded management ideas is something which can be undesirable for a certain
country, but also something which could be very difficult to implement within a certain
context. According to Manning (2001), New Public Expectations are good governance related
expectations that citizens have of their respective governments, like responsiveness,
efficiency, effectiveness, etc. Manning says that where public expectations regarding
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government performance are high, public scrutiny will motivate governments to initiate new
public management reforms. Yet only governmental systems where “old public disciplines”
exist will be capable of actually implementing the reform in a useful way.
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Figure 10: Motive and capability for public management reform. Source: Manning, 2001: p. 305.

It is difficult for international advocates of good public procurement to ensure that change
really occurs in peripheral countries. As we will see in the sections below, international
experience has shown that a change of laws does not automatically bring substantive change
in the implementation process of a certain policy. Sometimes a change of culture is required
as particular behaviour by public officials might be of detrimental influence to the policy
implementation process, and that type of conduct might be deeply embedded in the culture.
For example when introducing transparent measures into the public sphere that implies that
government officials lose a bit of their discretion (here: right of self-determination). In
hierarchic cultures where government officials enjoy and adhere on their discretion, it will be
extra difficult to implement transparency measures and politicians need to be careful when
designing such measures.

2.3.2 Why does institutional convergence take place?

This paragraph seeks to explain the emergence of good governance standards and their global
promotion initially by looking at them as a consequence of new-institutionalism and one of its
derivatives, institutional isomorphism. The following set of two questions is central to this
sub section:

e Under what conditions will institutions start changing or converging?
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e  Why would institutions start copying each other?

There are two distinct approaches for promoting reforms in foreign countries, based on the
degree of sovereignty with which governments decide to whether or not adopt the promoted
reforms. In the West institutional reforms mostly spread without being imposed, through
voluntary adoption by nation states of reforms that appear to have a beneficial impact on for
instance the performance of a specific institution. In peripheral states reforms are often
required by Western institutions or countries, as a condition for entering Free Trade
Agreements (FTAs) or for receiving ODA. This is the so called conditionality of which we
speak in the latter part of this section, which obviously constrains the sovereignty of a nation
state when deciding on taking up a reform, as non-adoption could for example result in cuts
for development funds that the state could be heavily dependent on.

2.3.2.1 New institutionalism

New institutionalist approaches share core assumptions but develop in many different
directions. Rhodes (1995: p. 55 in Lowndes, 1996: p. 181) describes institutionalism as 'a
subject in search of a rationale'. In the 1990s the pace of change in governance and delivery of
public services provides part of the rationale for a continuing focus on institutions.

Bulmer (1998) says that we can understand politics as comprising three separate components:
politics, polity and policy. The presumption is that the polity structures the inputs of social,
economic and political forces and has a consequential impact on the policy outcome.

Political

Structures
(Institutions/Polity)

Political
Forces

Figure 11: Model of Politics. Source: Bulmer (1998: p. 370)

In order to be precise I shall give a description of what are considered to be ‘institutions’ for
the purposes of this study. 'Institution' is defined by the dictionary as 'established law, custom
or practice'. From a historical perspective, the term has had a particular association with the
practices and customs of government. “It is a slippery term because it is used to refer to social
phenomena at many different levels —informal codes of behaviour, written contracts, and even
complex organisations. It is still more slippery because it hints at some evaluation of these
phenomena. Institutions are somehow 'more' than they appear- they are 'special' procedures
and practices” (Lowndes, 1996: p. 182).

Lowndes (1996: p.183) provides a baseline definition by using the following elements:

1. Institution is a middle-level (or 'meso') concept. Institutions are devised by
individuals, but in turn constrain their action. They are part of the broad social fabric,
but also the medium through which day-to-day decisions and actions are taken.
Institutions shape human action, imposing constraints whilst also providing
opportunities;

2. Institutions have formal and informal aspects. Institutions involve formal rules or
laws, but also informal norms and customs. Unlike formal institutions, informal
institutions are not consciously designed nor neatly specified, but are part of habitual
action. Institutions may be expressed in organisational form, but also relate to
processes, i.e. the way things are done;
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3. Institutions have legitimacy and show stability over time. Institutions have legitimacy
beyond the preferences of individual actors. They are valued in themselves and not
simply for their immediate purposes and outputs. Institutions may gain their
legitimacy because of their relative stability over time, or because of their link with a
'sense of place’.

The core assumption of the institutional approach is that institutions matter and that
institutional change can be an important source of growth, as is stated in Hira (2000).
Particularly linked to the analysis of international regimes, this view of international relations
argues that institutions represent a “persistent and connected set of rules (both formal and
informal), that prescribe behavioural roles, constrain states and shape expectations” (Keohane,
1989: p.3 in Bulmer, 1998: p. 369). Bulmer comments upon the issue of institutional
autonomy: how much self-determination institutions possess in the political process? He
states that most analysts see institutions as playing a mediating role. “That is why the simple
model of politics outlined above sees political (and socio-economic) forces as the starting
point of governance” (Bulmer, 1998: p. 370). He does not propose that institutions provide the
fundamental dynamics of politics. However, he does not see institutions as neutral arenas
within which political forces are played out. According to him, institutions structure the
access of political forces to the political process, creating a kind of bias. Thus institutional
rules, norms, resources or symbols have the power to shape actors’ behaviour. Second,
institutions can themselves develop endogenous institutional impetus for policy change that
exceeds mere institutional mediation. This second aspect will enable us to take into account
the active contributions of local institutions in the process of adopting good procurement
standards. The subsequent section explains under what conditions institutions in peripheral
countries will start copying global standards, i.e. adopting them.

2.3.2.2 Institutional isomorphism

One of the theories of New Institutionalism that in my opinion best captures the process of
global spreading of good procurement standards is isomorphism. In their ‘Iron Cage
Revisited” article, DiMaggio and Powell define it as the following: “isomorphism is a
constraining process that forces one unit in a population to resemble other units that face the
same set of environmental conditions. [...] Isomorphism can result if decision makers learn
about appropriate responses to a particular problem and adjust their behaviour accordingly”
(1983: p.149).

Even though the original meaning of the concept is directed at explaining organisational
change, the form and process by which change takes place is very similar to what happens in
the context of international trade of ideas for public management reform, including the rise of
a global standard on good public procurement practices.

The process of institutional imitation begins with the development of a mutual or multilateral
awareness among participants in a set of organisations that they are involved in a common
enterprise. This development precedes the emergence of powerful forces that lead institutions
to become more similar to one another. Early adopters of organisational change are
commonly driven by a desire to improve performance, as is noted by DiMaggio et al. (1983).
In the case of developing or peripheral countries this desire is sometimes awakened by aid
conditionality'®, an instrument that gives certain Western donor states and institutions the
power to normatively sanction specific innovations in the receiving country. The aggregate
effect of individual change is that the diversity within the field is lessened (DiMaggio et al.,
1983). As an innovation spreads, a threshold might be reached beyond which adoption might

12 See section 2.3.2.3 conditionality below

33



not appear to have legitimate basis to the peripheral governments, their citizenry or other
national actors.

Not all institutional isomorphism is derived from upper impositions, or coercive authority.
The analytical typology of DiMaggio et al. (1983) identifies a set of three mechanisms
through which isomorphic change can occur. These are:

1. Coercive isomorphism: stems from political influence. It could disembark in
problems of legitimacy of change;

2. Mimetic isomorphism: results from standardised responses to uncertainty;

Normative isomorphism: associated with professionalisation of a field.

The three types can amalgamate in an empirical setting. This might also be the case for the
global spread of good public procurement practices. Uncertainty is a powerful force that
encourages imitation, especially for developing countries. Not knowing how to transform
weak institutions into strong and well performing ones, or inexperience in institution-building
in new or peripheral states sometimes drives governments in developing nations to adopt the
standards offered by the west. A study on government expansion carried out by Young S. Kim
et al. (2002) shows that the cost of isomorphism is greater for young and developing
countries, because their daily realities mostly do not fit the international governance standards
which are promoted by the west. Young argues that blindly adopting certain standards mostly
results in losses for the governments in respect, and refers to the examples of the IMF reforms
which are believed to have lead to the crisis in Argentina and in part also to the South-East
Asian crisis of 1997-1998. “Given their tenuous positions in the world system on the one hand
and the pressure to invoke legitimate models on the other, leaders of peripheral states face
difficult choices. Lacking experience and resources to construct indigenous models of
development or forms of government, state authorities of these countries often rely on
dominant or hegemonic models at significant costs. Further, with the growing importance of
the global system'', peripheral countries are likely to continue to copy existing models and
incur the ‘cost of isomorphism’. [...] Internal social changes brought on by development and
changing external models of development and governmental forms create demands on
peripheral governments. State authorities in developing countries, however, need to be
conscious of what elements of international standards they are importing. Although
compliance with authoritative external models would enhance state legitimacy in the eyes of
international actors, blind imitation would most likely not have the desired results for the local
problem which needs to be solved. Further, this is a likely scenario when state authorities
import abstract external models that have no relevance to daily realities of developing
countries just for the sake of expressing ‘symbolic concern’ on particular domains. Without a
doubt, developing countries do not constitute a homogeneous group, and internal economic
and political conditions would differ from country to country. Therefore, while it is important
to stay in tune with global trends, state authorities in developing regions of the world need to
creatively adopt foreign models to fit their daily realities” (Young et al., 2002: p.496-497).

Based on the above theoretical discussion I go over the main points for predicting under what
conditions isomorphic change will occur in developing countries:

1. The greater the dependency of a peripheral state on an international organisation for its
vital resources, the easier it will model itself on a political level after the structure and
behaviour that the international organisation is demanding;

' Global political system refers to the increasing influence of international organisations on domestic issues, and
international regimes that have to be followed.
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2. The more uncertainty there is within a field about what means to use in order to
achieve certain ends, the greater the extent to which a developing state will imitate
practices which in their perception have proven to be successful in other countries;

3. The higher the level of education and professionalism is within the public
administration of a developing country, the more likely it will support the adoption of
internationally accepted good governance standards and the more capable the country
will be of implementing those standards in a correct way.

2.3.2.3 Conditionality

International organisations continue seeking to prescribe universal answers to the questions of
governance, making public sector modernisation no longer an option, but a necessity for the
South. As stated above, conditionality refers to the practice of donors tying up their aid to the
implementation of certain policies by recipient countries. Western promotion of good
governance principles in the South often occurs through policy conditionality in exchange for
aid. As a matter of fact, over the past three decades the number of reforms called for by
donors in exchange for aid to the recipient countries has expanded quite substantively.
Conditionality involves three steps, says Dijkstra (2002):

1. The making of the agreement;
2. The implementation or monitoring phase;
3. The rewards/punishment phase.

The content of the policies that are conditioned upon either have a stabilizing purpose amidst
a certain crisis, or are part of a meta-policy to provide structural change, or might simply be
policies to reduce poverty in the recipient country. The latter are the most recent integration of
policies into the conditionality nucleus of the international financial institutions (IFIs), and are
therefore called “third generation” conditionality policies by Dijkstra.

The structural adjustments that are advocated through conditionality policies are mostly based
on best practices and techniques that have proven to be effective in other cases, from which
good governance standards were derived. However good the intentions of the IFIs are,
Dijkstra notes that punishing non-compliance by withholding funds needed for development
actually has a detrimental impact on the credibility of the IFI as their mission is to support
development, not to thwart it. This is especially the case for receiving countries that show
satisfactory or high economic growth in the status quo. Furthermore, she points to the
following set of paradoxes of policy conditionality:

e If the policies are designed to improve the welfare of the recipient country, why do
they need to be induced with aid? Why not charge them instead for the advice?

e Receiving the aid ex ante, a practice that still occurs, reduces the incentives of the
recipient countries to actually carry out the reform which was agreed upon beforehand.

e Setting conditions to recipient countries actually contradicts one of the good
governance characteristics, which is to follow the rule of law in a democratic
government. Introducing policies that directly come from undemocratic institutions
like the donor countries, donor agencies and IFIs undeniably hollows the legitimacy of
those policies.
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2.3.3 Constraints to the adoption of international
standards

Pollitt (2000) says the trajectory that a reform needs to go through before its outcome is
evident can be a long and harsh one (Pollitt, 2004: p.66-67). Changes in government often
occur gradually, and chances exist for them to be reversible throughout the different political
cycles. Besides, it is possible that an internationally traded reform idea does not fit the
institutional context and culture which is in place in a certain recipient country, which means
the reform idea will end up being adapted in order to fit the national desires. About the
transferability of public management reform, Pollitt says that knowledge of what works and
what does not work does not tend to include context specifics (2003). “That is to say, a
technique or organisational structure which succeeds in one place may fail in another. So
there is no set of general tools that can be transferred from one jurisdiction to another, all
around the globe, with confidence that they will work well every time. This means we have to
look carefully at context, at the ‘terms of trade” each time we are thinking of borrowing a
good management idea from somewhere else” (Pollitt, 2003: p.98).

“None of the widely traded management techniques is a simple, standardised item. It is not
just a question of the complexity of the import, but also one of the complexity of the context
into which the new management technology is being introduced” (Pollitt, 2003: p.102). The
context is dominated by a wider network of relationships, and a particular administrative
culture. These networks are sticky, which means that the actions of one of the actors within it
affect the other actors, so it is important to understand the dynamics between them. An
example which Pollitt (2001) mentions are the attempts to set up United-Kingdom style
performance oriented agencies in Tanzania. That effort ran into difficulties partly because of
hugely influential relationships outside the agencies themselves, such as the centralised
strength of the presidential system of government, and the acute budgetary instability of a
poor, developing country. There can be a formal decision pro adoption of a specific practice,
but implementation may be hard and the desired results might not appear as quickly as
expected. Capacity to implement real structural change in the organisation of public
administration is one of the constraints that peripheral countries have to deal with when
considering to import international public management ideas either at the behest of
international organisations or at their own initiative.

Perhaps the most easily overlooked issue in public sector reform is that it takes a long time to
achieve fundamental change within the public sector. Several things can delay a public sector
reform; one of the most important ones is the public finance, which is at the core of Charles
Lindblom’s incrementalism (1959). Public sector reform is costly most of the times, and
budgetary constraints take time to overcome. The other thing that delays internationally
imported reforms is adapting those public reforms to fit the local reality. Schacter (2000)
argues that the experience of the developed world illustrates this well. “It took centuries for
today’s industrialised countries to develop reasonably effective public institutions. In Great
Britain, for example, it was only in 1854 that a series of reforms was launched aimed at
constructing a merit-based public service shaped by the rule of law. It took a further 30 years
to eliminate patronage as the modus operandi of public sector staffing.

Many developing countries are therefore attempting to do in the space of a few decades what
took hundreds of years in what is now the developed world. It is not surprising that the record
to date has been full of failures and disappointments. Reformers in developing countries and
their donor partners require a long-term perspective because fundamental change demands
sustained effort, commitment and leadership over many generations. Mistakes and setbacks
are a normal and inevitable part of the process. The big challenge is to seize upon mistakes as
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learning opportunities, rather than use them as excuses for squashing reform” (Schacter, 2000:
p.11).

New institutionalists explain change as a result of rational choice of individual decision-
makers. The new institutionalist rational choice model stresses the importance of the
following features for change:

e Path dependency
e Context
e Group norms

“Each event is affected by its antecedents, rather than being a unique outcome of concluded
bargains, thus leading to path dependency” (Hira et al., 2000: p. 5). The views of Hira are
similar to those of Pollitt (2001, 2003, 2004), whom we mentioned above. Hira argues that the
features of context and group norms make it difficult to maintain an individual, actor-based
rational choice-type of model and represent a barrier to institutional change, obstructing
capability of a government to change. Referring to the significance of these features for
change, new-institutionalists speak of the “rules of the game”. In emphasising the rules of the
game, new institutionalism points to the importance of power position and prestige in
manipulating or ignoring those rules.

Hira states that it is a combination of power and entrepreneurship that leads to changes in the
rules of the game. New institutionalism therefore also yields insights into class and group
conflict. “From a neo-Marxist point of view, the institution of the state is a tool for the
dominant class (-es). The institutional framework can be used by the dominant class in order
to preserve the status quo as institutions are extremely powerful instruments of system
maintenance and legitimation” (Hira et al., 2000: p. 7). This will contribute to a lack of
motivation for a government to change the status quo. Calls for sudden changes therefore will
occur outside of institutions, by their external environment, like international institutions for
example.

Changing the way in which the public procurement system works could entail losses for the
domestic partners of the government. Therefore it is to be expected that the different actors
that benefit from the status quo will make an effort to maintain it, and this will definitely be
one of the constraints for institutional change in this respect, hampering motivation of
government to change. The success of an international institution promoting public
procurement reform will therefore partly depend on path dependency, context and group
norms prevalent in the countries in respect and on the power of influence the international
institution might possess during the promotion.

In general, practice has shown that reforms are implemented with more ease if they cater to a
specific stabilisation need within a crisis situation. Domestic factors, like the opposition
during the legislative phase of the adoption or institutions during the implementation phase of
the policy, are pivotal in explaining the success of a reform derived from policy
conditionality. Dijkstra (2002) says the probability of real implementation of conditioned
policies depends on:

1. Power of the government officials who negotiate the policies with the donors to make
sure the policies are actually carried out. The negotiators sometimes lack insight into
the feasibility of the proposed reforms.

2. The strength of domestic opposition to the objectives of the donors. If powerful groups
in the recipient government or in its direct network coincide with the objectives set by
the donor than implementation is easier.
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3. The extent to which powerful government actors and the opposition win or lose from
the intended reforms. The final draft of the bill that is derived from the policy
conditionality is a result of the potential political struggle between the different actors
within government and the social partners of government.

4. Whether the advice given by the donor’s is believed to lead to (more) economic
growth.

5. The availability of aid, the influence of which might affect implementation either
positively, facilitating compliance or negatively, through moral hazard, i.e. weakening
of incentives for implementation.

Point two and three above are very typical to the policy process. Policies are not just born;
they are shaped and moulded during the policy process by all powerful stakeholders and
actors in government and in the opposition. That is the reason why internationally traded
reforms end up having diverse forms and outcomes in the different countries that import them.
In order to assess the achievability of a policy conditionality it is necessary to analyse who are
going to be the eventual “winners and losers of the reform”, and to measure what their
strength is, as is mentioned in Dijkstra (2002: p. 330). Yet it is also true that often
conditionality is successful in “voicing out local discontent” (Manning, 2001:p.6) with the
intended policies, as there exist a pressure on the receiving government to continue borrowing
funds, as certain countries have a high dependency on foreign aid. Dijkstra concludes that the
reality of conditionality often is that it means donors attempt to force certain policies upon
unwilling governments, while these policies might not be the only option or even the most
appropriate one for the case of the receiving country in respect. “Instead of prescribing the
one and only recipe, donors should give advice and promote debate on policies” (Dijkstra,
2002: p. 332). Obviously, Dijkstra refers to economic structural adjustments that hold
specifically to stabilisation policies. Yet we assume that her findings are also valid in the case
of advocating good governance reforms through conditionality policies. It is also possible that
good public procurement reform be imposed through certain international financial
institutions, by means of policy conditionality.

However, like we have said before, succeeding to change of law does not automatically mean
a change of culture will take place, and making adjustments in the former is far easier than
making them in the latter. Tying up aid to implementation of certain policies therefore does
not mean the policies will be implemented successfully, even if the recipient country makes
the legislative arrangements to validate the policy, because of certain group norms, and
cultural constraints like people’s position towards corruption, which is the subject of our
following section.

2.3.3.1 Corruption

“Those who believe — and in particular those who want to believe — that grand corruption in
the South is not really a major problem, place much reliance on the discipline of International
Competitive Bidding"”. They are deluding themselves. ICB makes life a little more
complicated for the suppliers and the receivers of corrupt payments but it seldom defeats
them” (George Moody-Stuart, 1997:16 in Sereide, 2002: p.22)

The stickiest form of corruption in public procurement is the one caused by top officials over-
ruling and disregarding procurement regulation. In countries where this is common, finding
honest officials at lower hierarchical ranks might be hard. For this reason, it is found in most
countries that the fight against corruption needs to start with an unambiguous devotion by the
prime leadership of the country. Extinguishing smaller forms of bureaucratic corruption is

2 See Chapter 3.2 ICB
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thorny if the grand political corruption perseveres. “An honest intention has to be followed up
by good behaviour, expressing opposition against all forms of corruption, whether it involves
family members and friends, political associates, or other members of government” (Sereide,
2002: p.25). Hence, for a public procurement process without corruption to prevail, political
commitment in all ranks is a necessary condition, with an explicit involvement of the highest
ranks as a starting point to reforming the process. New rules alone are not sufficient for a
successful good procurement reform. There is a paradoxical relation in the role of regulation
and the increase of corruption. It appears to be the case that in many countries the regulatory
framework is too wide as it is already. Sereide (2002) explains that the many regulations
provide the public officials with a monopoly authority that may prove useful to demand
bribes. In addition, she argues that in order to reduce the level of bureaucratic corruption it is
important to reduce the regulatory framework, while improving, as well as executing, the anti-
corruption laws.

Uslaner (2005b) argues that corruption exists predominantly in societies where economic and
social inequality prevails. He has found a relation between the rate of economic
misdemeanours like robberies, shoplifting, pick-pocketing and other crimes of an economic
character, and the level of corruption in a country. He notes that the larger the rate of the
mentioned economic misdemeanours is, the more corruption there seems to be within a state’s
government. He says that massive corruption is the result of a society that culturally not only
tolerates but encourages corruption, i.e. the personal gain over the general cause, mostly
because of widespread poverty. Morality might be sold at a price that the poor cannot afford,
especially if there is an all-round abuse of regulation and an incompetent legal system. Within
the procurement setting, corruption occurs through briberies and gifts to officials during the
call for tender procedure. Companies offer those incentives to officials in order to secure
obtaining a contract. Part of the blame lies also within the private sector, as if it were not for
them giving out those incentives through secret lobbying practices, there would be less
corruption indeed. But once a company is embedded within a national setting where this type
of activity is more the rule than the exception, it does not want to be left out. Honesty might
have disastrous effects for companies in some situations, as it is very likely that if a firm
doesn’t take part in the corruption game, other competing companies will, and that may well
result in less contracts acquired for the “good guys”. Furthermore, Uslaner says (2005b)
efforts to increase government effectiveness alone are not capable to substantially increase
trust in government in peripheral states.

Increasing equality through reducing poverty is the only way to actually grow trust in
government, and only when society’s economic equality levels rise, will corruption start to
fall, as Uslaner (2005b:50-53) comments. Figure 13 displays that in countries where trust
levels in society are high, the level of inequality is lower, while figure 12 shows the
interconnectedness of inequality, trust, corruption and effective government. Even though this
figure is not the result of a regression analysis, we thought it is interesting because it shows
that corruption, inequality and trust levels in society are connected to government
effectiveness.
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Figure 13: Trust in people and economic inequality. Source: Uslaner & Rothstein, 2005a p.17

Public procurement systems can be on opposite poles, i.e. they can either add value to the
economy or siphon it away into corrupt, wasteful or unethical purposes. Few countries -
developed or undeveloped- are at either one of these poles, yet, like people, many are at some
point between perfection and perdition, as says Wittig (1999). Public choice theory is often
referenced when examining how individual political decision-making results in policies that
are incompatible with the overall desires of the general public. It includes rent-seeking
behaviour by government officials for their working departments or as in other cases, for the
actors within the social network of the official. In most cases irregularities are driven by
benefits which are given to the officials in exchange for the favour. Patronage, clientelism,
nepotism are the result of a specific choice of the official in charge. That particular choice is
at the origin of problems in the public procurement process and often leads to government
failure in satisfying the needs and wants of the regular citizens.
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Competition laws and policies are required in order to ensure that public entities which have a
dominant position do not abuse their market power. This implies that implementation of good
procurement regimes needs to be rigorous. Good public procurement should above all be
upright, yet public choice theory teaches us that sometimes public officials choose to cater to
their own interests and those of their “clienteles”, rather than targeting the whole of the
communities their work is initially set to benefit. Although in good procurement systems the
officials deciding upon the tender procedure should not be connected in any way to the
companies that are participating in the call for tenders, it is hardly possible to control the
scope of the social network that a particular official might have, and it is not an exception for
some companies to approach officials that might have influence in the tender procedure and
offer incentives in order for their offer to gain advantage over the competitors in the call for
tender. This could result in governments choosing offers that might not add the value of the
money that is being spent, and might lead to massive inefficiencies in the procurement
system. There is one also another reason why sometimes the best offer in terms of value for
money is not chosen among the different contracts that are offered in the bidding process. It is
possible that government officials engage in rent seeking behaviour for their administrative
departments, in order to maintain or to increase budget levels for the coming year. If the
departmental end-year budget balance is too favourable, that means that budget cuts for the
department will follow for the next year, ceteris paribus. As a result, when choosing a
contractor sometimes the most expensive one is considered in order to preserve spending
levels of the department at a desired point. This is obviously counter productive in the fight
for efficient procurement systems in which value for money matters.

There are many ways in which regulatory frameworks for public procurement can be
manipulated, which remains a problem for peripheral countries where good procurement
reform is to be introduced. This implies that the cost-efficient result aimed at by introducing
new procurement regulation like the GPA or the UNCITRAL Model Law on Public
Procurement’?, is dependent on certain institutional qualities held by the state administration.
“Rose-Ackerman (1999:63-68) argues that many developing countries may not fill these
necessary conditions, as the level of corruption may be extensive and the scarcity of economic
and human resources severe. Hence, when implementing the concept of an international
standard is unlikely to be effective, alternatives to the procedure should be considered”
(Sereide, 2002: p.16).

2.3.4 Sub conclusion

New-institutionalism and institutional isomorphism show under what conditions institutions
will start changing or converging, and explain why they would start copying each other. That
part of this theoretical framework provided us with three different settings:

1. The greater the dependency of a peripheral state on an international organisation for its
vital resources, the easier more motivated it will be to model itself on a administrative
level after the structure and behaviour that the international organisation is demanding;

2. The more uncertainty there is within a field about what means to use in order to
achieve certain ends, the greater the extent to which a developing state will imitate
practices which in their perception have proven to be successful in other countries;

3. The higher the level of education and professionalism is within the public
administration of a developing country, the more likely they will support the adoption
of internationally accepted good governance standards.

1 See Chapter 3 Regulative frameworks for procurement advocated as international standards
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Taking over internationally traded management ideas is something which can be undesirable
for a certain country, but also something which could be very difficult to implement within a
certain context. Forces in the political system and socio-economic forces all influence
feasibility and desirability of importing a certain public management reform. Pollitt (2004)
says it is not just a question of the complexity of the import, but also one of the complexness
of the context into which the new management reform is being introduced. Apart from the
context, Hira (2000) adds that successful change of an institution depends on the prevalent
group norms and chosen path so far.

It would be difficult for international advocates of good public procurement to ensure that
change really occurs in peripheral countries as international experience has shown that a
change of laws is not enough to assure that implementation process of a certain policy will be
as desired. Sometimes a change of culture is an additional requirement, as certain types of
conduct (group norms) that are detrimental to the implementation of the policy might be
deeply embedded in the culture. Public choice theory shows how individual political decision-
making results in policies that are incompatible with the overall desire of the general cause.
We discussed patronage, clientelism, nepotism, and rent-seeking behaviour by government
officials. The existence of these types of corruption in the procurement system might lead to
massive inefficiencies and loss of money from development funds and or tax-payers.

We have seen that perhaps the most easily overlooked issue in public sector reform is that it
takes a long time to achieve fundamental change within the public sector, due to
incrementalism and due to the process of making the reform fit into the local reality of the
context into which it will be introduced. The design of a procurement system reform is the
result of a stakeholder battle in which the predominant interest is often the one with most
influence, power and capital. Not surprisingly, Western promotion of good governance
principles in the South often occurs through policy conditionality in exchange for aid. Yet
even though this provides international institutions promoting good public procurement
reform with a powerful influence over peripheral governments, adoption and implementation
will be constrained by the voice of local stakeholders’ needs and possible interfering wants of
the dominant elites, just as much as by the procurement infrastructures at place, which are the
people, the technical capacity and culture in the country where new procurement regulation is
to be introduced. Rose-Ackerman says that considering the fact that successful introduction of
any international governance standard is dependent on certain institutional qualities held by
the importing state administration, if a developing country does not fill the necessary
conditions, implementing the concept of an international standard is unlikely to be effective,
and alternatives to the procedure should be considered.

We can conclude that even though adoption and implementation of good public procurement
shall be constrained by a mix of capability and willingness from the part of the developing
nation, that does not thwart the procurement system from being a good place to start a more
comprehensive good governance and anticorruption reform, and if this is done successfully it
could even instigate a spread of good governance across other state institutions.
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2.4 Hypothesis

From the above theoretical discussion, we state the following hypotheses:

(1) The promotion of good governance in public procurement can be successful if the
following conditions are met:

Willingness
e If the recipient governments are motivated to change their system. This motivation can
be sparked by public scrutiny and the demands of domestic actors, or by the desire to
attract more foreign direct investment or to receive development funds in exchange;

e The greater the dependency of a peripheral state on an international organisation for its
vital resources, the easier it will model itself on a political level after the structure and
behaviour that the international organisation is demanding, so if the international
donor community and the International Financial Institutions use aid conditionality
unanimously as a means of pressure for good procurement reform in the South, at least
the most aid dependent countries will follow the model;

e If high uncertainty levels exist within the public procurement field in a peripheral
country, and it is unclear to the government of that state what means to use in order to
achieve gains in effectiveness and efficiency of their public procurement system, it is
probable that the respective government will more straightforwardly imitate
procurement models which in their perception have proven to be successful in other
countries;

e If the domestic opposition to the objectives of the international procurement regime is
low. Adoption and implementation are facilitated if powerful groups in the recipient
government or in its direct network coincide with the objectives set by the
international advocates of good procurement reform.

Capability
e Isomorphism theory teaches us that the higher the level of education and
professionalism is within the public administration of a developing country, the more
likely the government will support the adoption of internationally accepted good
governance standards;

e If implementation succeeds to overcome the barriers that might exist in the
procurement infrastructure at place. Sometimes capability constraints —an unskilled
workforce, or cultural practices like sticky detrimental social networks- can thwart
implementation of a certain reform, so it is indispensable for the public administration
to fully participate in introducing good governance to the public procurement system,;

e [f the proposed reform fits the reality of the local context, the chosen path so far and
the prevalent group norms in the recipient country. Culture and e.g. level of
corruption, moral hazard and rent-seeking behaviour of public officials, and the
existence of old public disciplines (i.e institutions that constrain the behaviour of
public servants) will constrain capability of a government to actually implement good
procurement reform,;

e If the changes that the reform will bring about are not too remote from the actual
situation. Small and incremental changes are more easily accepted than drastic ones.
Incrementalism theory teaches us also that constraints in the political system as well as
budgetary constraints will hamper radical system change.

43



(2) The promotion of Good Governance in Public Procurement can contribute to poverty
reduction if the following conditions are met:

If the right balance of standards is promoted, leaving room for using public
procurement as a social policy of support to the local industry. This would mean
making the non-discrimination clause (for foreign suppliers) of the promoted
procurement models more flexible;

If the focus of good procurement reform is on extinguishing the evils of corruption,
clientelism and nepotism and the governments in the peripheral states show a
determination to end all fraud and irregularities in that field,

If the efficiency savings that result from good procurement are used in social programs
that combat poverty;

If improvement of effectiveness in the procurement system is achieved, this would
mean the public works that are agreed on and paid for will be finished in due time with
an acceptable level of quality, to the benefit of the communities that live in the areas
where the public works are being built.

The following sub section shows a conceptual model that depicts the results of the theoretical
discussion in the sections above. It shows the trajectory of internationally advocated good
procurement reform, displays the factors and actors that influence government decision
making and it also features the constraints that exist to adoption of the reform. Once the
reform is adopted and is to be implemented there are also barriers to overcome for the reform
to be successful. These are also shown in the conceptual model. In the end we see that
adoption and implementation of good public procurement have an impact on poverty
reduction. The success or failure of contributing to solving the poverty problem partly
depends on what type of good procurement reform is pursued.
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2.4.1 Conceptual model
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Figure 14: Trajectory of reform towards good public procurement. Source: personal elaboration

Figure 14 shows who are promoting good public procurement, by whom it is adopted and
what constraints exist to good implementation. Whether the impact of an adopted good
procurement reform on poverty reduction is to be negative, positive, or insignificant is
dependent on overcoming several barriers that might exist in the importing country, and
obviously also on the appropriateness of the regulative framework which is being proposed.
We see that incrementalism and institutional misfit delay procurement reform and make it
possible to adapt the reform to the local context of the importing country. Once a reform is
ready to be implemented, it is very important that the bureaucrats and politicians involved
show a genuine commitment to do things right, reducing the risks of moral hazard,
clientelism, corruption and rent seeking. International experience has shown that a change of
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law sometimes is insufficient to change a deeply imbedded culture of doing business “under
the table”. In an ideal situation, the benefits reaped from implementing good public
procurement would go directly to development programs which target at relieving the
situation of impoverished communities. That is an efficiency reason why good public
procurement could have a positive impact on poverty reduction. In the former sections we
have seen there is also an effectiveness reason for why good public procurement could have a
positive impact on poverty reduction, as increasing effectiveness of public procurement would
mean that the public works that the government agrees on building and pays for are actually
being built and properly delivered by the contractors! There is a third way public procurement
could contribute in poverty reduction, and that is by using it as an instrument of social policy,
through “buy national” procurement policies which help support the development of the local
industry and employment rates.

2.4.1.1 Explanatory model
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. Low domestic opposition from stakeholders. change
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5. Institutional misfit: Does the proposed reform fit the
reality of the local context, chosen path so far and
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Figure 15: Explanatory model. Source: personal elaboration.

The above model is connected to the previous conceptual model in many ways. It explains
which factors influence whether or not a country adopts a public procurement reform which is
advocated by an international actor. We see that it is a combination of willingness and
capability to implement real change which is essential in the decision to adopt or not to adopt
an international public procurement model.
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3 Regulative frameworks for procurement advocated as
international standards

Hoekman (1998) says that government procurement is a key interface between the public and
private sectors. He adds that public purchasing is not only of fundamental importance in
ensuring that government gets the best value for its money, but that procurement practices
figure prominently in the way potential investors in the domestic and the international sphere
as well as the local civil society at large view a country. We will investigate if international
institutions which endorse good public procurement reform have powerful influence over the
peripheral governments we are studying. Adoption and implementation will presumably be
constrained by the voice of local stakeholders’ needs and possible interfering wants of the
dominant elites, just as much as by the procurement infrastructures at place, which are the
people, the technical capacity and culture in the country where new procurement regulation is
to be introduced.

3.1 Introduction

In this chapter we aim to provide with some background information on the procurement
frameworks that are advocated as international standards of good procurement by the different
organisations that promote them. We will therefore present a comparative survey in which
some of the most important procurement regulative frameworks that are advocated by
Western institutions will be featured. We will analyse the strengths, the weaknesses,
opportunities and threats of the different public procurement systems for developing nations
and in the end we will do an analysis in which the benefits and disadvantages of the different
systems and the way they are promoted are compared. This comparative survey shall include
the good public procurement standards advocated by the World Bank and the one proposed
within the WTO, as these are the most relevant procurement regulative frameworks advocated
by Western institutions in the South and as they are very different in nature, promotional
method, and content.

The focus of this survey is put on the content of the policy reforms proposed by those
institutions to developing countries as well as on the way in which those institutions advance
in the promotion of their objectives in those countries. The sections ahead briefly explain the
content of two of the most important models for good public procurement, the UNCITRAL
Model Law on Public Procurement and the GPA, which both comprise International
Competitive Bidding in their own distinctive way.

3.2 ICB

In the case of products not yet developed'®, many western countries and institutions apply
International Competitive Bidding (ICB), making it the most accepted procurement procedure
worldwide, according to Sereide (2002). She says this is mainly due to a high probability for a
cost-efficient result when applying this system. The major steps in this procedure are:

1. The choice of what to request;
2. The tender design, including the technical tender specifications and criteria of
evaluation;

' These are tailor-made products for which the government and the supplier need to set up a contract, like
infrastructure projects, etc.
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3. Qualification and identification of the tenderers, including pre-qualification and short-
listing;

The tender;

Evaluation, contract award;

Negotiations, final agreement;

Execution/delivery;

Evaluation and controls.

®© NNk

The aim of ICB is to provide an international standard of public procurement regulation and
to provide the governments with a wide range of choices in selecting the best bid from
competing suppliers and contractors, and to give all prospective bidders from eligible source
countries an adequate, fair and equal opportunity to bid for the goods and services which are
being procured.

At present there are several development initiatives from donor countries and international
organisations which focus on improving public procurement systems in peripheral countries.
The Inter-American Development Bank is one of the advocates of ICB in Latin America and
made it a compulsory condition for government procurement it (co-)finances. The World
Bank and the WTO to a certain extent incorporated the ICB measures into the procurement
systems that they propose.

3.3 GPA
3.3.1 What is the GPA?

The GPA is a WTO agreement that member countries can sign up for voluntarily. Its purpose
is to harmonise worldwide procurement systems for government purchases of specified
government agencies, in order to increase international trade. Government agencies are
required to make their purchases by inviting tenders, and the procedure needs to be open to
participation of suppliers from other signatory countries. Countries that join the GPA are
required to sign a non-discrimination clause, the purpose of which is to extinguish preferential
treatment of local suppliers. The GPA therefore fully adheres to the openness principle of
International Competitive Bidding. Prior to joining the GPA a separate action of accession is
needed, that involves negotiations with all signatory states to determine limits of coverage of
the agreement. Within the agreement, there exist provisions for developing countries that
provide for special and differential treatment to local suppliers in a limited set of product
ranges. Yet as the underlying purpose of the agreement is to decrease trade barriers, the GPA
does not shun from the endeavour to achieve the greatest possible extension of its coverage,
leaving room for very few opportunities for developing countries for special and differential
treatment of the home-grown industry. It should be noted that the exceptions from the
obligations of the Agreement that are allowed for developing countries in certain situations
(Article V) cannot be motivated by economic reasons, and only are valid to for example
protect national security interests, public morals, order or safety, human, animal or plant life
or health or intellectual property, etc.

3.3.1.1 Who are the promoters?

In preparation of the ministerial conferences of member states within the general council of
the WTO, there is a working group on trade which focuses on government procurement and
transparency in government procurement. This has been based on a mandate adopted by
Ministers at the WTO Singapore Ministerial Conference held in December 1996 to: “establish
a working group to conduct a study on transparency in government procurement practices,
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taking into account national policies, and, based on this study, to develop elements for
inclusion in an appropriate agreement”” . One of the aims of this working group is to pull
together as much support as possible for the GPA Code from WTO member states, by
reporting the findings of its studies to the ministers. The second group of advocates for the
GPA Code are the countries which already are signatory to the agreement. It is in the benefit
of Western signatory countries, which have big industries and large companies with strong
multinational presence, to promote the GPA among non-signatory states, especially if
developing and emerging economies are involved. So within the WTO ministerial forums
which are called rounds, several issues get to be on the agenda, and when public procurement
is one of them, signatory countries try to influence non-signatory WTO member states in
order for them to adopt the GPA Code.

3.3.1.2 How do they promote it?

With the exception of new WTO member states, participation to the GPA is voluntary.
According to Robert Anderson (procurement specialist and thesis-interview respondent), the
WTO gives seminars to high government officials in developing countries about the GPA
Code. GPA signatory countries can use political issue linking as a means of exerting pressure
on countries in the negotiation process of adopting the GPA Code, either within WTO forums
or outside of that context. In addition, the WTO has a reform fund which developing countries
can appeal to for loans or grants in order to finance their public procurement reforms.
Reciprocal incentives can also be offered to a developing country in exchange for opening up
its domestic procurement market to suppliers from other signatory states. These reciprocal
initiatives include economic incentives used by promoters of the GPA Code to convince a
developing country to sign on to the Code. An example is the possibility for a developing
country to negotiate increased access to export markets in other signatory countries, like for
example is the Mexican case within NAFTA'®.

3.3.2 Which good governance principles are covered by
the GPA?

The cornerstone of the rules in the GPA Code is non-discrimination of foreign suppliers.
Therefore, the GPA Code tries to improve openness in the procurement system by being
explicit about giving equal treatment to foreign suppliers as to domestic ones and trying to
limit “buy national” policies. In article II of the Code it says that parties are required to
immediately and unconditionally provide to the products and suppliers of other parties
treatment no favourable than:

e That accorded to domestic products and suppliers; and

e That accorded to products and suppliers from any other party.

The GPA Code seeks to improve transparency by opening the tendering procedure:

e In order to allow genuine competition between suppliers, it is essential that all information
regarding the proposed procurement is provided equally to all suppliers in a timely
fashion;

e The Code requires all prescribed time limits to be adequate to allow foreign as well as
domestic suppliers to prepare and submit tenders before the closing of the procedures;

Source: http://www.wto.org/english/thewto_e/minist_e/min99_e/english/about_e/17proc_e.htm
' “NAFTA is broadly in line with the WTO GPA” says De Lombaerde (2004: p.109)
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e Tender documentation should contain all information necessary to permit the suppliers to
submit responsive tenders;

e There is a general requirement to publish laws, regulations, judicial decisions,
administrative rulings of general application and any procedures regarding government
procurement covered by the Agreement. As a further element of transparency under the
Agreement, each government must collect and provide to the other Parties, through the
Committee, statistics on its procurement covered by the Agreement.

But the design of the GPA is also based on good governance principles like accountability,
rule of law and that shows through the requirement of post contract-award information and
publication, because those transparency measures enhance the possibilities of discontent
tenderers to litigate against the government in respect. The information that must be provided
after awarding a contract is necessary to ensure that the procurement was made fairly and
impartially. It includes information on the award decision in the form of a notice, and reports
on such matters as the nature and quantity of the products and services in the contract award,
the name and address of the winning tenderer, and the value of the winning award or the
highest and the lowest offer taken into account in the award of the contract. Moreover, in
response to a request from a supplier from a Party to the Agreement, or the government of
that Party, the procuring entity must provide prompt and pertinent information on its
procurement practices; an explanation of the reasons why a supplier’s application to qualify
was rejected; why its existing qualification to tender was brought to an end; and on the
characteristics and relevant advantages of the tender selected (Article XVIII: 2).

3.3.3 Scope and coverage of the GPA Code

The GPA Code is not applicable in all cases, as there is a threshold value in order for
application of the code to be triggered. It was generally recognised that too low a threshold
would cause an administrative burden on governments, who would have to submit a great
number of small purchases to the procedures of public tenders open to international
competition. In most cases foreign suppliers would also not be interested in low value
contracts. On the other hand, too high a threshold would limit the objectives of the code. The
threshold which was agreed upon in the 1979 Tokyo Round negotiations of the GATT was of
SDR 150.000 (approximately US $192.000, EUR 140.000).

The GPA applies to all the goods the costs of which amount to the prescribed threshold value,
be it infrastructure or any other type of products. It excludes services contracts from the
agreement except for all services and construction services that are specified in positive lists,
found respectively in the annexes of the Code. The GPA only applies to the entities which
each signatory country contributes to the code. Several countries chose not to include the
respective departments of defence, energy and transport companies, and state owned
corporations of a commercial character. Only agencies that were under direct and substantial
control of the central/government, hence provincial and municipal levels of government are
not covered by the code.

3.3.4 What are the steps a country needs to take in order
to adopt the reform?

The steps that need to be taken by the country that adopts the GPA Code actually seem quite
trivial, but could take a long period of time in order to be accomplished. First of all, the
government needs to make a clear plan of how the opening up of the procurement market to
foreign suppliers is actually going to be accomplished. Which industries will be submitted to
the international open competition, and which will be excluded from this? Secondly, the
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adopting government needs to make sure that its technology and knowledge is ready to handle
information flows that transparency and openness demands. Finally, training of the
procurement officials on how to comply with the new regulation is necessary. The
government needs to clarify to its officials how it is going to promote the calls for tender for
public works among foreign suppliers. Complying with the transparency demands might
entail creating a procurement board that is responsible for collecting all necessary information
and for making sure the procurement regulation is being abided by. The Abidjan Consensus
Document in Appendix V shows in more detail which steps a country needs to take in order to
accomplish reforms that improve the public procurement system. It was created by
procurement specialists during a conference on public procurement in Africa in December
1998 and goes for all good procurement reform, not only for GPA.

3.3.5 SWOT analysis

In this section we employ a SWOT-analysis on the World Trade Organisation’s GPA, looking
at it from the perspective of developing countries where the GPA is advocated.

Strength: The World Trade Organisation's voluntary rules on government procurement are a
useful mechanism for ensuring that public procurement procedures are efficient. The focus on
transparency of all procurement information increases accountability and provides an
opportunity to reduce the uncertainty of participants to the procurement market.

Weakness: There is a perception that the potential payoffs of joining the GPA are small for
developing countries. This is mainly due to the GPA’s strong adhesion to the concept of
suppliers’ non-discrimination. That non-discrimination clause is believed to bring unfair
advantages to the multinational corporations over the local industry.

Opportunity: Adopting regulation that is in accordance with international standards may
increase the reputation of the national institutions of a developing country. This could mean
the adopting country increases its attractiveness as a place for international corporations to
(re-)locate their businesses to. Accordingly, the appeal of the adopting country in the eyes of
foreign direct investors might increase, as international investors might believe their capital to
be more secure in a place that has internationally accepted governance standards than in a
developing country which has a regulation which is completely remote from the
internationally accepted rules and principles of administrative law. A second opportunity of
opening up the procurement market for foreign suppliers is that it is possible for a developing
country to negotiate better access to export markets in the GPA signatory countries in
exchange for openness in its procurement market. Finally, several “aid for trade” (Evenett et
al., 2006: p. 229) initiatives are on the negotiation table in donor countries and donor
institutions at the moment, and according to Evenett & Hoekman, it is most probable that
countries which open up their procurement markets to foreign suppliers will see an increase in
the foreign development aid that is channelled towards them.

Threats: Apart from the threat to the local industry of a developing country, we have not
found the GPA Code to pose any other incumbent menace to the adopting country. Something
that might be perceived as a threat is that by not adopting the GPA, a developing country
might miss the opportunity to acquire increased access to Western export markets —which
might be offered by the countries that are signatory to the treaty—. This might weaken the
competitive position of the developing country in comparison to other emerging economies in
its region, in case these do adopt the GPA. Emerging economies which have a preferred status
or trade-barrier-free access to Western markets are very attractive as a place for FDI,
according to Evenett & Hoekman (2006).
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3.4 UNCITRAL Model Law on Public Procurement

3.4.1 What is the UNCITRAL Model Law on Public
Procurement?

The UNCITRAL Model Law on Public Procurement provides a set of ‘model’ rules for states
to copy and covers all the essential procedures and principles for conducting procurement
proceedings in the various types of circumstances likely to be encountered by procuring
entities. As a guide to best practice, the Model Law can encourage sound policies, reduce the
resources needed for implementation and minimise errors or other defects, as Arrowsmith
(2004) notes. It is designed to assist nations in reforming and modernising local laws on
public procurement and contains procedures aimed at achieving the objectives of competition,
transparency, fairness and objectivity in the procurement process, thereby increasing economy
and efficiency in procurement.

Since its adoption by the United Nations Commission on International Trade Law
(UNCITRAL) in 1985 it has been enacted into law by a large number of jurisdictions, mainly
in Ex-Soviet Union States in times of transition (early nineties) and in developing countries.
The United Nations Commission on International Trade Law was established to further
harmonisation and unification of trade law -by proposing model laws- because of the trade
barriers caused by disparities in national laws. Thus the mandate for producing the Model
Law on Public Procurement is based on the Model’s potential to promote international trade.
The Model Law provides clauses within its legal framework that show how to best carry out
bidding procedures if a country decides to allow foreign suppliers.

Nevertheless, it is still believed that the UNCITRAL Model Law is somehow more
appropriate for developing countries to sign on to than the GPA. The reason for this can be
found in the legal form of the Model Law. Since the UNCITRAL Model Law, in contrast to
the GPA, is not a treaty but just a best practices legal framework, it offers the opportunity of
only adopting parts of it to the countries that wish to copy it into their government
procurement system. Even though the Model Law does encourage allowing international
suppliers into domestic government procurement, countries are free to use or not to use
whatever clause they would like from the Model Law, including the clause in which it is
prescribed to allow foreign suppliers (Art. 57: 24). That is the main difference with the GPA,
which once a country agrees onto signing it, that country has to allow suppliers from all other
signatory countries into its domestic government procurement system.

So even if a country decides to adopt the Model Law, it will still have the opportunity of
giving preferential treatment to its autochthonous industry, and that makes it more attractive
for developing countries to follow.

3.4.1.1 Who are the promoters?

“There is increasing pressure from the IMF, the World Bank and the EC on developing
countries to reform their domestic procurement, often by adopting a variation of the
UNCITRAL Model procurement legislation, in order to secure access to loans and other
technical assistance” McGrudden et al. (2006: p. 9). So in developing countries it is mostly
international financial institutions that strive to promote good procurement reform. The World
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Bank for example has incorporated the UNCITRAL Model Law on Public Procurement into
its own procurement guidelines for the projects that it finances.'’

3.4.1.2 How do they promote it?

Promotion of governance related reform generally happens through dialogue with high
government officials. As development banks have the possibility of using aid conditionality in
order to influence governance reform in developing countries, it would seem plausible to
assume they would use that instrument in order to call for good public procurement reform in
developing countries. According to the World Bank, 2001, the official incentives it uses in
order to promote the UNCITRAL Model Law on Public Procurement are:

“Official incentives are a powerful means to encourage countries to implement international
standards. The Bank takes a three-track approach to:

(1) Assist countries to improve their observance of standards by undertaking
external assessments to help members identify where reform is needed; use
Bank and IMF policy dialogue with countries to promote standards;
provide training to help countries make improvements;

(ii)  Help promote procurement market discipline by raising procurement
market awareness and publishing country procurement assessment reports;

(ii1))  Help to finance procurement system reform by providing necessary loans
to developing countries in order to implement international standards”
(World Bank, 2001: p. 35).

3.4.2 Which good governance principles are covered by
the UNCITRAL Model Law on Public Procurement?

Arrowsmith (2004) says the main components of the UNCITRAL Model Law are the
objectives of:

e value for money (i.e. price efficiency)
e integrity

e accountability

e fair treatment

e transparency

e social/industrial development.

According to Arrowsmith (2004), the UNCITRAL Model Law stipulates that transparency is
best achieved by government agencies through the use of effective advertising, public bid
opening, objective bid evaluation criteria, independent evaluation consistent with the
stipulations of the bidding documents, award to a qualified bidder having submitted the
lowest evaluated bid without negotiations, publication of award results, fair and speedy
protest handling process, and disclosure of signed contracts and prices. Procedural rules play
an important role, particularly when it comes to open competitive bidding. In turn, these
procedural rules impose the use of well-formulated bidding documents that will result in bid
submissions free from qualifications. The same rules should exclude any provision or
mechanism that could affect the transparency of the process. Procurement procedures other

'7 «Using a model law (UNCITRAL) adapted to individual country legal systems, the Bank has helped many
countries, especially those in transition, establish legal frameworks for public procurement. This work has been
funded from loans and Institutional Development Facility grants”, Source:

http://www .worldbank.org/publicsector/anticorrupt/corruptn/cor06.htm#note42
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than open competitive bidding must be restricted within appropriate limits. She adds that all
of the above must be implemented through a cost-efficient process. Preventing discrimination
against foreign suppliers is also featured in this system as an aspect of value for money,
although this is limited by allowing wide use of public procurement to develop the national
industry. Most procurement systems share several of the mentioned objectives.

3.4.3 Scope and coverage of the UNCITRAL Model Law on
Public Procurement

Countries can choose to introduce the UNCITRAL Model Law on Public Procurement it into
all government entities. The UNCITRAL procurement regulatory framework addresses all
government contracts, so unlike the GPA, it does not have a threshold value method. The
Model Law involves pretty much all government expenditure one could think of, ranging
from services and goods to infrastructure projects and construction works. The following are
examples of the different components of the UNCITRAL Model Law on Public Procurement:

e Model Legislative Provisions on Privately Financed Infrastructure Projects

e UNCITRAL Model Law on Procurement of Goods, Construction and Services

e UNCITRAL Legal Guide on Drawing Up International Contracts for the Construction
of Industrial Works

3.4.4 What are the steps a country needs to take in order
to adopt the framework?

A country needs to decide which clauses of the Model law it will copy into its procurement
system. According to Caroline Nicholas (procurement specialist from United Nations
Commission on International Trade Law and thesis-interview respondent), UNCITRAL has a
technical assistance unit which provides help to countries that decide to adopt the Model Law,
and that works together with them to make the provisions of the law fit their national
objectives and legislation.

3.4.5 SWOT analysis

In this section we employ a SWOT-analysis to the UNCITRAL Model Law on Public
Procurement, from the perspective of the developing countries.

Strength: The Model Law emphasises the improvement of good governance in public
procurement. Scratching the non-discrimination of foreign suppliers clause from the Model
(Art. 57: 24), makes it possible to adopt the Model Law for countries which have the desire to
“discriminate” in favour of domestic firms. This is why this Model is more likely to be
adopted with less resistance from local industry and their stakeholders in developing countries
than the GPA. Furthermore, the UNCITRAL is a useful mechanism for ensuring that public
procurement procedures are efficient. The focus on good governance provides an opportunity
to reduce the uncertainty of participants to the procurement market.

Weakness: When smaller amounts of money are involved procurement is mostly done with
wide discretionary power by the government officials to appoint contracts directly in order to
decrease administrative burden. Some developing countries already have established E-
procurement tools for this purpose. And, considering the fact that the Model Law is very
detailed in its nature and is applicable for smaller government purchases as well, it is possible
for the UNCITRAL Model to be perceived as an attempt to the discretion of the executive
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power, and as a measure that would unnecessarily increase administrative burden for
governments.

Opportunity: Adopting and implementing the Model Law could result in the international
recognition that a developing country is bound to strengthen its institutions; hence it is good
for its international reputation. Foreign suppliers might be more willing to participate in a
procurement market that applies the international model they are familiar with. Arrowsmith
(2004) assumes that if foreign companies participate in the procurement market of a country
that could positively influence their willingness to invest in that country. And finally, if the
donor community is convinced that much progress is made towards strengthening institutions,
through adoption and good implementation of the Model Law for all government purchases,
there is the possibility of being able to attract increased foreign aid, as for example budget
support.

Threats: Attempts of harmonisation of the UNCITRAL Model and the GPA could spur
review of the UNCITRAL Model Law in which issues addressed when the Model was first
adopted could be re-opened. These issues could possibly be the flexibility of UNCITRAL
when it comes to scratching clauses. This is a future threat to any developing country that
wishes to adhere to the UNCITRAL Model Law in the future, because it is possible that the
rules of the game will change, and there is no certainty that these rules will be beneficial for
developing countries.

3.5 Comparative analysis GPA-UNCITRAL

Procurement legislation that aims to ensure that public entities purchase goods and services
through a process which is open and competitive for local suppliers, has been adopted by a
wide range of developing countries, according to Hoekman (1998). He argues that it is often
difficult to determine to what extent actual practice is consistent with the formal rules and
principles, in part because the incentives to contest violations of the formal rules of the game
are often small. According to him and other liberal advocates, the World Trade Organisation’s
Government Agreement on Public Procurement (GPA) provides a unique international
mechanism through which governments can credibly commit themselves to a transparent and
competitive procurement regime and provide participants with more effective enforcement
mechanisms than may be available under the status quo.

Critics of the GPA, like McGrudden (2006) or Wittig (1999), refer to the liberal nature of the
non-discrimination clause, which makes it very difficult for developing countries to support
local suppliers through preferential government purchases. That might be the reason why
most of the 37 signatory countries of the GPA (as of January 2006) are developed countries in
Europe, North America, the Far East and Oceania. Its advocates within the WTO refer to its
design, which is based on good governance principles, like transparency, equity,
accountability, rule of law. Obviously that all sounds very appealing, however, good
governance also has to do with inclusiveness, participation, justice and fairness, and by
signing up to the GPA, developing countries are limitedly covering those principles of good
governance for their own people and that is all mainly due to the non-discrimination clause.
The latter implicitly gives multinational corporations an undeniable advantage, making them
the actor to benefit most, as local businesses in developing countries often are incapable to
compete favourably against the Western giants in an open and non-discriminatory call for
tenders. By signing on to the GPA, it becomes almost impossible for developing countries to
use public procurement as a social policy. Signing up to the GPA could make a developing
country seem like it is not taking its role in poverty reduction seriously. So the most fervent
critics consider the GPA to be skewed towards the interest of the multinational corporations.
Yet to the supporters of free trade, economic rationales for non-participation to the GPA are
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not compelling enough. Despite of this, most developing countries have chosen not to subject
their procurement policies to the international disciplines and multilateral surveillance that the
GPA Code implies. Thus far, national groups that benefit from the current regimes seem to
have led a successful opposition to the adoption of the GPA in most developing countries.

The UNCITRAL Model Law on Public Procurement, on the other hand, is considered to have
a bigger focus on the real issues of improving good governance in public procurement. Even
though the Model Law does refer to non-discriminating foreign suppliers, since it is not a
treaty, peripheral governments can decide to ignore that clause and focus on the many system
improving clauses that the Model provides instead. Arrowsmith (2004) argues that the scope
and content of the UNCITRAL Model Law on Public Procurement differs strikingly from that
of most international procurement rules promoting cross-border trade, including the GPA. In
the GPA, the objectives value for money, integrity and accountability are implemented mainly
through two principles, competition and transparency. She also alleges that the Government
Procurement Agreement of the WTO merely prohibits discrimination and establishes a
procedural framework for making foreign suppliers aware of opportunities and ensuring that
entities cannot hide discrimination. She states that the GPA does not offer a blueprint for
achieving domestic objectives such as value for money. This means that its rules are not as
detailed as those of the Model Law, and according to her they provide only with framework
procedures. For example the two GPA procedures of open tendering and selective tendering,
are sufficiently broad to accommodate most UNCITRAL procedures, in her opinion. In
addition, she argues that while the UNCITRAL Model Law offers a regulatory framework for
all procurement, the GPA Code is directed mainly at contracts considered of interest to cross-
border trade, because of the threshold value of 140.000 Euros for the GPA Code to apply.
Arrowsmith assumes that government procurement contracts with a value below that
threshold would not be that much interesting to cross-border trade.

3.5.1 Are public procurement standards advocated by the
West any good for developing countries?

The force behind every single human action can be labelled as egoism, for people who believe
that people are incapable of doing actions out of altruism. Evidently, it is possible to depict
the advocates of the adoption of for example the GPA in peripheral countries as merely driven
by the self seeking ambition of their multinational corporations, who are in search of potential
procurement contracts in the South. If insufficient room is left for peripheral states to offer a
preferential status to the local industry and support them through “buy national” policies,
tagging the advocators as selfish would seem just. But if in turn the real underlying force
behind the advocacy of good procurement by the West is for peripheral states to create a
system of public procurement which is incorporated by values like transparency, justice,
accountability, effectiveness and reduced corruption, then it seems just to tag their intentions
as good for the development of the South. The latter is the case of the IFIs, who seemingly
promote the UNCITRAL Model Law on Public Procurement, which mainly focuses on the
rightness of the system. As we have said before, the UNCITRAL also comprises a non-
discrimination clause for foreign suppliers, but thanks to the legal form of the Model Law,
this and other clauses can be ignored from the framework depending on the wants of the
country that is using the Model.

Assisting with building good public procurement systems (which are transparent,
competitive, efficient, effective etc.) contributes to achieving the eighth Millennium
Development Goal of giving technical assistance for administrative and public management
reform for the benefit of good governance and is in line with the aid effectiveness strategy
that was recently adopted by the donor community (e.g. see Aid Effectiveness Package by the
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European Commission, 2005). Perhaps it is an illusion that good procurement alone can tackle
poverty, but in the former chapter we have seen it might well have an impact on development
if it increases efficiency and effectiveness, as well as through the use of public procurement as
an instrument of social policy.

An important question that remains unanswered is whether or not public procurement is at all
to be used as an instrument of social policy. A large stream of thinkers believes most things
are done best when left to the free market, like the NPM reformers and neo-liberals. One can
expect them to argue that supporting the local industry through “buy national policies” would
make government intrusion in the economy uncomfortably large and that by letting the
markets operate in free international competition, the local economy would benefit most as
the market would flourish. In addition, possibly they would say that it is social security,
education and health policies, civil society’s participation in governance, the extinction of
corruption and the development of strong institutions that will end poverty and not the
deployment of public procurement as a way to benefit the local industry alone. This type of
thinking most probably led to the development of the WTO’s GPA, and it might be for this
reason that as yet, very few developing countries have signed'® on to that procurement
agreement. Yet there is another stream that believes that public procurement should be used as
a social policy to the benefit of the local industry, either temporarily and just until the
industries of the developing country have reached a sufficiently mature state in which they
would be able to face international competition, or simply out of conviction that it is the way
to carry out public procurement on a permanent basis.

3.5.2 Good procurement package: the normative
discussion

The negotiation of any governmental policy involves making trade-offs with the many actors
involved. Hence also the design of a procurement system reform is the result of a stakeholder
battle in which the predominant interest is often the one with most influence, power and
capital. A forthcoming new political cycle could open windows of opportunity for a swing in
the predominant interest, depending on other national and international developments. One of
those developments could be a change of paradigm in the political elite or in the public
opinion concerning public procurement. Opposite normative aspects offer challenging
perspectives on the matter of what good public procurement is at the core. In this section we
analyse the normative political assumptions which are implicit to the two procurement
systems which are presented in this chapter.

From a neo-liberalist perspective one would expect public procurement to be seen as an
eminent spot for markets to operate in free and open competition. If one were to think in a
crude neo-liberalist way, one would ask government to only play a marginal part in the public
procurement process, mainly as a client, and procurement regulation would evolve around
legislation the purpose of which mostly would be to cater to the rights of the companies that
participate in the tendering process. This would also be the position being taken by the New
Public Management thinkers, as they share neo-liberalist perspective of a small government.
It is likely that international free trade and free market capitalism would be core values of a
neo-liberalist public procurement system and therefore there would be no place for using
public procurement as an instrument of social policy.

Yet if a renewed perspective on public procurement gains ground in which it is indeed seen as
an instrument of social policy, that could provide a government other motives for institutional

'8 Developing countries that have signed to the GPA so far are China, Israel, Korea and Saudi Arabia.
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change. I am speaking of a perspective that is older than the neo-liberalism, to be precise: the
Keynesian perspective. In this post-World War II perspective massive government
interventions are believed to be crucial for economic development, so support of the
autochthonous industry through preferential procurement would be nothing out of the
ordinary in this paradigm.

From this discussion the reader might think we are reducing the answer of what good public
procurement is to a normative yes or no to free trade and open market competition. But it
certainly is one of the most important aspects that a country needs to think of when
introducing public procurement reform which is modelled toward international regulative
frameworks. There is much common ground on some of the good public procurement
principles, like transparency of the procurement process —making the selection of bidders,
tendering procedures, and the award of contracts open to public review—, accountability,
responsiveness, rule of law, and consensus-orientedness. But the weight attributed to
efficiency and effectiveness is up for discussion, just as much as is the question of supplier
equity treatment. Should equity apply to both national and foreign suppliers? Is open
competition —unrestricted, universal access to the procurement market— really a principle
developing countries should strive for? Neo-liberalists would shout a big yes to the former
question, as they view the wide use of “buy national” policies aimed at supporting local
suppliers as one of the main obstacles to truly open competition, whereas Keynesians would
be very sceptical about it.

Sigmaweb.org explains that an open and competitive public procurement contracting
procedure begins with the government’s description of its requirements and an invitation to
suppliers to indicate their interest in the contract and their professional capacity to fulfil it.
The government then identifies potential suppliers and invites them to submit bids. The
process must also assure that suppliers can, in fact, meet the specifications of product quality
and delivery dates, and, in the case of very long-term contracts, can secure continuity of
supplies. Big multinationals mostly have substantive experience in calls for tenders and are
often well equipped to deliver a good service. Their levels of reputation and brand image are
often unmatched, especially in comparison to the local businesses. This is where public
procurement might be of a disadvantage to the national industry, especially if all suppliers
would be considered equal, and there would be no support for “buy national” public
procurement policies.

So it remains unclear what the full package of good procurement principles should ideally
look like. Should it impose the clause in which openness to foreign suppliers is stipulated? Or
should it merely concentrate on the development of the local industry? Or should
effectiveness, transparency, or rule of law be the ultimate objectives instead? It mostly
depends on the lens through which one looks at the matter and the interests one has.

Besides, governments desiring to minimise procurement costs have options that go beyond the
adoption of efficient purchasing practices and related procurement regimes. Liberals would
say that these include the privatisation of government operations and private sector
participation in markets presently serviced by public entities. Hoekman argues that the
potential benefits of such initiatives are increasingly recognised. “Procurement disciplines
may be a second-best option—if not redundant—if market forces can be applied to the
activities of public entities” (Hoekman, 1998: p. 266). He also notes that the greater the extent
to which public entities operate in a competitive environment and are subject to hard budget
constraints, the less likely that inefficient purchasing decisions will be made.
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4 Case studies

4.1 Introduction

The purpose of this chapter is to answer the last three sub questions of this research, which
were mentioned in chapter 1.3.1. The first question which we will answer is whether or not
Brazil and Chile adopted internationally advocated good procurement standards. Secondly,
we will look at the extent to which (non-) adoption and implementation of good public
procurement in Chile and Brazil can be explained by the factors described in the theoretic
framework. And finally, we will analyse what the impact could be of implementing good
procurement standards on poverty reduction in these cases based on interview responses from
procurement specialists from the country’s governments, UNCITRAL, the World Bank and
the WTO.

The structure of the case studies will be mainly based on figure 9 in this paper, Pollitt’s Model
of Public Management Reform (2004: p. 25). His model mentions the political system, the
socio-economic forces and the administrative system, as main focus points in order to
understand the context of a specific country in which an international reform is to be
introduced. In these case studies it is relevant to distinguish what form of government exists,
what the economy is like and what the dynamics have been in the procurement regulation of
the past few years. Moreover, it is interesting to identify how the overall public sector
performance is like over there. Considering the fact that we also wish to assess the extent to
which (non-) adoption and implementation of good public procurement in Chile and Brazil
can be explained by the factors described in the theoretic framework we shall also apply parts
of our figure 15 to these countries in order to provide insight into what is feasible and what is
desirable when it comes to adopting public procurement reforms like the UNCITRAL Model
Law or the GPA.

. Aid dependency.
. Level of professionalism of the public service.

. Public scrutiny. -
. Uncertainty in the field. Desire to
. Low domestic opposition from stakeholders. change

. The perception that the reform can bring about
positive economic outcome in the future.

7. What is in it for the developing nation? E.g. does

the public procurement reform guarantee the

possibility of pursuing protectionist policies? Or is

access to export markets being offered in

exchange?

OB WN-=

1. Procurement infrastructure at place:
i.e. education and training level of people, ICT
applied, information that is available.

2. Culture and e.qg. level of corruption, moral hazard
and rent-seeking behaviour of public officials.

3. Existence of old public disciplines (i.e. institutions HH
that constrain the behaviour of public servants). capablllty to

4. Incrementalism: how big is the change that the change
reform will bring about? Often, only small changes
are possible due to budgetary constraints and
constraints in the political system.

5. Institutional misfit: Does the proposed reform fit the
reality of the local context, chosen path so far and
prevalent group norms?

Figure 15: Explanatory model. Source: personal elaboration.
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Desire to change

In secondary research and online data we have found information that could lead to a good
assessment of the aid dependency and level of professionalism of the public service. Based on
chapter 3 we have an idea of the possible benefits that both the UNCITRAL Model Law on
Public Procurement as the GPA might bring for a nation, so we can also assess the point of
“What is in it for the developing nation?...”. Unfortunately our explanatory model is not
complete as we cannot assess the following and we did not ask this in the interviews:

e The perception that the reform can bring about positive economic outcome in the
future;

e Public scrutiny;

e Uncertainty in the field;

e Low domestic opposition from stakeholders.

Possibility to change

In addition, secondary research and online data has provided with information that could lead
to a fair assessment of the procurement infrastructure at place, the level of corruption, and the
existence of old public disciplines. Assessing how big the change is that the either the
UNCITRAL or the GPA reform would bring about and if the proposed reforms fit the reality
of the local context, chosen path so far and prevalent group norms, requires understanding
how much the actual systems in Brazil and Chile differ from the promoted standards. Yet,
however relevant this might seem, researching it in detail surpasses the scope of this particular
research. Moreover the author, who has a Public Administration background, does not have
the tools, legal wit, and experience to fully assess that. Nevertheless, at the end of the first
subsection of each country case study there is a modest part about the divergence we have
found between the local procurement system and the two international standards we
mentioned above.

4.2 Brazil

4.2.1 Political System and public procurement regulation

Form of government

Brazil is a presidential and federative republic with considerable decentralised federalism. It is
composed of twenty-six states and the Federal District, Brasilia. According to a 1992 country
study of the US foreign affairs agency, the Brazilian political system is built on a directly
elected president with a national constituency and a Congress elected by very parochial
regional interests. In that report it is noted that although the 1988 constitution re-established
many of the prerogatives of the bicameral Congress, the president retains considerable

"imperial" powers .

The Federative Republic of Brazil has three different levels of Government:

1. Federal;

2. State;

3. Municipal.
Each of the three levels is relatively autonomous, with specific source of budget and specific
competence set out by the Federal Constitution. Each of the three levels has a legislative

branch, as besides to the federal law and federal constitution, each federative state has its own
constitution and each municipality has its own organic law.

' Source: http://countrystudies.us/brazil/82.htm
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Public procurement

As far as procurement regulations are concerned, the Federal Law of 1993 sets general
procurement principles and definitions that should be followed. But states are also allowed to
have their own procurement laws, as long as they do not dwell from the general principles set
forth in the Federal Law.

According to the World Bank (2004a: p. 49), the Brazilian Federal Constitution includes the
following provisions that have impact on government procurement contracting:

e “Article 22 (XXVII) - sets out the competence of the federal legislative to pass a law
establishing Guidelines of procurement (bidding and contracting) for all government
levels; and establishes that all public contracts must be preceded by public bidding;

e Article 37 (XXI) - demands all access to public contracts should be via competitive
process; It also sets out the main principles orienting the procurement process the
code of ethics that should be followed in the procurement process.”

The World Bank reports that the federal government of Brazil is a large purchaser of goods
and services and that this purchasing power can be leveraged to create savings and more
economic procurement. Brazil invests about US$5 billion in goods and services and several
more billions annually in civil works. They add that in terms of workload, the Federal
Government carried out more than 42,000 procurement transactions in 2001. “Not
surprisingly, public investment represents a significant share of economic activity. As a result,
both the public and private sector agree that the procurement process, besides being
transparent, also needs to be economic and efficient and that new tools are needed to achieve
greater effectiveness and increased savings. Dynamics in public procurement normally fall to
central coordinating agencies, such as Brazil’s Ministry of Planning, Budgeting, and
Management (MP), who lead efforts to assess and improve procurement practices. In
response, led by the team of Secretariat of Logistics and Information Technology (SLTI)
within the MP, the Government has made considerable progress in the direction of developing
new procurement tools that adequately reflect the principles of transparency, economy and
efficiency” (World Bank, 2004a: p. 9-10)

Recent dynamics in Public Procurement and divergence with international standards
Roberto Lopes, head of coordination of public procurement in Brazil, said in our interview
(see Appendix I) that one major development of the past years has been the establishment of
electronic procurement. Yet this only applies to procurement of goods, like office supply or
furniture. Procurement of big infrastructure projects still goes through the usual procedure,
which is the federal regulation of public procurement of 1993. Hence the type of procurement
that could be most beneficial to the poor has not been included into E-procurement.

The main difference between the actual procurement system of Brazil and the WTO’s GPA is
the fact that although the Brazilian procurement system insists on the values of transparency
and competition, and even though it allows foreign suppliers into its bidding procedures, it
does not have a non-discrimination clause of foreign suppliers, and it even has preference
terms for companies of Brazilian capital. Apart from the latter, we have actually not found
much difference between the values that the actual procurement regulation of Brazil promotes
and the general principles that the UNCITRAL Model Law on Public Procurement
recommends on.
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4.2.2 Socio-economic forces

Economy

According to the World Bank, Brazil can be regarded as a mature country in terms of its
economy and technology, with very active industrial segments. Yet in Appendix VII we see
that in 2005, Brazilian GNI per capita was only of US $3.550, which is slightly below the
Latin-American and Caribbean (LAC) average which in that year was about US $4.000%°.
According to the 2006 United Nations Human Development Report 21.2 % of Brazilians were
living with less than US $2 a day*', and that amounts to about 40 million Brazilians.

Relationship to the WTO and the World Bank

Brazil is not a signatory to the Agreement on Government Procurement of the World Trade
Organisation, but is a WTO Member. According to Robert Anderson (WTO procurement
specialist and thesis-interview respondent, see Appendix I), the WTO has given presentations
about the GPA but Brazil has not adopted the model nor shown substantial interest in doing so
in the near future.

The World Bank has been present in Brazil since it was first established in the late 1940’ies.
As Brazil’s economy has changed so much over the past few decades, the World Bank
Group's efforts in the Brazil of nowadays are built on the country's three-dimensions
development vision, that consists of making Brazil more equitable, sustainable and
competitive, based on macroeconomic foundations. According to Vinod Thomas in the World
Bank Brazil Strategy Paper of 2003,” the Brazilian government sees the contribution of the
World Bank in its development process as not only financial, but perhaps more importantly as
a support for vital policy and institutional reforms relating to these three dimensions of the
country vision. The Bank made a Country Procurement Assessment Report (CPAR) in 2004
in which it intends to contribute to a dialogue with the government, on its procurement policy
agenda, by surveying the existing situation, assessing the situation in light of appropriate
standards, indicating a meaningful array of issues that could be incorporated into the
government's agenda, and examining the desirability, and workability of practices that would
address those issues. That report represents an effort by the Bank, to seek further ways to
support reform and modernization of government procurement in Brazil. The CPAR
concluded that the current legal framework lays no foundation for a dispute resolution system
for government contracts, as exhaustively detailed legal provisions discourage flexible
interpretations, and allow the disqualification of proposals for reasons that are not substantial.
In addition, it stated that there is lack of a normative entity, i.e., a policy-making agency
responsible for developing procurement norms, and ensuring standardization of documents
and procedures, thus leaving a gap in the procurement function, filled at times by the legal
departments of the agencies, by the Federal Secretariat of Internal Control, and the Courts of
Accounts, or by other law enforcement units, that are not specialized in government
procurement. Its recommendations include the establishment of a normative entity, the
development of standard bidding documents, and the introduction of Web-based planning.
Furthermore it suggests the development of bulk buying, and to create an effective dispute
resolution system for contract implementation within the new procurement law.

% Source: http://devdata.worldbank.org/AAG/bra_aag.pdf

*'Source: hdr.undp.org

22 Source:
http://web.worldbank.org/WBSITE/EXTERNAL/COUNTRIES/LACEXT/BRAZILEXTN/0,,menuPK:322354~
pagePK:141132~piPK:141105~theSitePK:322341,00.html.
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Aid dependence

Brazil received about US $200 million in foreign development aid money in 2005>. Although
that amounts seems huge, after comparing it with the GDP of Brazil that number seems less
impressive. The estimated projection of the IMF is for Brazilian GDP to reach US $1,178
billions in 2007**. So although the country receives large amounts of development aid, we can
conclude it might not be among the most aid dependent countries in the developing world.

4.2.3 Administrative system

Public service

The World Bank (2003) notes that the Brazilian Public Administration is highly developed in
many areas, including financial management and control of public assets. It argues Brazilian
reengineering experienced by the public sector over the last decade is a model for other
developing countries. Public service in Brazil is highly professionalised, especially in
comparison to the Latin American average. The ENAP, which is the national Public
Administration University, is modelled after the French ENA. According to Koldo Echevarria
(2004), 87 per cent of the public servants got their position based on their merits, which
among other include education background (see figure in Appendix III). The 2004 World
Economic survey (see appendix IV) places Brazil amidst the “upper group” of
underperforming countries in terms of government effectiveness, as Brazilian government
effectiveness is very close to the point zero in the international comparison, which is the point
as from which government effectiveness is considered to be positive.

The World Bank (2003) says Brazil’s bureaucracy is competent in several key areas, but
capacities are uneven across sectors and levels of government, and overall public
administrations are not geared toward efficiency and results. The bank also says cumbersome
bureaucracies are obstacles to efficient social service delivery and a business-friendly
investment climate and that as a result, the quality of governance in Brazil is still perceived to
lag behind that of OECD countries and the region’s best performers. “Brazil has worked to
improve the quality of policy implementation. Measures such as the National
Debureaucratisation Program and a variety of e-government initiatives are intended to
streamline cumbersome bureaucratic processes and make public administration more agile
and predictable. These and other administrative modernisation measures should be balanced
with the robust internal control regimes that Brazil has developed to control corruption and
other forms of misuse of public resources and abuse of public authority. Through a
consultative process, the federal government is developing a plan for systemic reforms of the
state to upgrade the quality of public sector institutions and management. One of the most
notable changes introduced by the new government is a more transparent and inclusive
approach to government decision-making key to completing Brazil’s transition from a
clientelistic to a modern, democratic government. This approach builds on successful local
experiences, from participatory budgeting to involvement of community associations and
local councils in budget and policy decisions. Through better access to information, the
approach can also help build transparency and fight corruption. It is now being scaled up at
the federal and state levels in a variety of forms” (World Bank, 2003: p. 42).

“Source: WDI

** Source:
http://www.imf.org/external/pubs/ft/weo/2007/01/data/weoreptc.aspx?sy=2004&ey=2008&scsm=1&ssd=1&sort
=country&ds=.&br=1&c=223%2C228&s=NGDPD%2CNGDPDPC%2CPPPPC&grp=0&a=&pr.x=37&pr.y=11
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Corruption

With a score of 3.3 on a scale from 1 to 10 —with 1 being the worst—, the 2006 Transparency
International Corruption Perceptions Index® places Brazil on the 70" position of a ranking
that includes 163 countries. Other countries with similar perceived corruption levels are China
or Senegal.

Brazilian public servants are subject to a strict code of behaviour which is embedded in a
number of legal stipulations. All employees of the federal government and its decentralised
agencies have to comply with the 1990 Statute for Civil Servants. The ADB (2005) says the
1992 Law on Improper Administrative Behaviour defines three main categories of improper
behaviour of public servants, which are illicit enrichment, acts that result in unfair advantages
and acts that are in conflict with good principles of public administration.

4.2.4 Interviews?®

For the Brazilian case we interviewed a Brazilian procurement government official and
procurement experts of the World Bank and the WTO. All interviewees were positive about
the possible impact that good public procurement might have on poverty reduction,
acknowledging that if the enhanced government procurement system results in savings, the
freed funds could be used for poverty reduction programs. However, most of them also added
that whether or not a government uses those funds in poverty reduction depends on the
priorities of the moment. Effectiveness in government procurement was also recognised as a
beneficial tool in the fight against poverty, as explicitly assured by Mr. Luis Prada, World
Bank Senior Procurement Specialist for Brazil. A surprising finding of the interviews was that
the Brazilian government was very much convinced its procurement system functioned well
and that the establishment of it and its recent reforms were never substantially influenced by
international organisations like the World Bank or the WTO. The World Bank and the WTO
admitted to have had relative little to no influence in the public procurement system of Brazil.
In the public procurement topic, the World Bank has only recommended the Brazilian certain
adaptations through the dialogue that was the result of the CPAR in 2004.

4.2.5 Sub conclusion

Brazil has the capability but not a very strong desire to adopt UNCITRAL Model Law or sign
on to the GPA. We conclude this based on looking at the level of professionalism in Brazilian
public administration, and on the rest of the procurement infrastructure at place which
according to the World Bank is quite good. The country is convinced its procurement system
functions well and wants to support development of its local industry through it. It has a
procurement system which is not explicitly modelled after international standards, but which
does incorporate the values that are advocated within those international procurement
standards, except for the openness clause. We concluded that the actual influence the
international change agents can have in a developing country is a result of the aid dependency
of that country, i.e. how bad the government is in need of the foreign aid. Brazil is not very
much aid dependent. Another the reason for not explicitly adopting the UNCITRAL Model
Law is that this Model shows several similarities with the actual Brazilian procurement
system, and therefore it might be considered unnecessary to actually pronounce the copying
of its stipulations. A reason for not adhering to the GPA could be the desire of supporting
local suppliers.

* Source: www.transparency.org
2% A full version of the interviews is to be found in the Appendix 1.
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4.3 Chile

4.3.1 Political System and public procurement regulation

Form of government
The Chilean State is split into three distinct and independent branches:

e The Executive, headed by the highest authority in the land, the President of the
Republic;

e The Judiciary, with its highest tribunal, the Supreme Court;

e And the Legislature, which has a Chamber of Deputies (or House of Representatives)
and a Senate.

Chile has a presidential system of government in which the executive authority is vested in
the President, who acts as Head of State and Government. The Chilean government website
reports that legislature is represented by the National Congress, composed of the Chamber of
Deputies and the Senate, whom have co-legislative and oversight powers®’.

Public Procurement

The World Bank (2004b: p.2) reports that Chilean Procurement Law 19.886, which took
effect on the 29™ of August 2003, is a statute of principles that requires development through
rules and regulation. They add that a comprehensive draft regulatory decree or “Reglamento”
has been drafted in 2004. With some exceptions, the Law and draft “Reglamento” provide a
solid basis for achieving the objective of making Chilean procurement consistent with
international procurement practices. The “Reglamento” focuses on general principles and
procedures that provide flexibility. However, achieving the stated policies of uniformity
would require strong leadership and guidance by the Directorate of Public Procurement and
Contracting in the form of operational manuals and harmonised documentation. The World
Bank says that it provided detailed comments on the draft to the Chilean Government in
January 2004.

About the aggregate value of public procurement by some 200 national government line
agencies in 2001, the Bank says it was about $ 4 billion or 3.4 % of the GDP. “Of that amount
58% was public works” (see World Bank, 2004b: p. 10).

The Bank reports there is no unified comprehensive and systematised legal statute that
governs public procurement in Chile. “Several laws and decrees outline principles, many of
which have not been developed through regulation and, are to a large extent applied by state
agencies on the basis of administrative norms and legal opinions issued by the CGR (General
Controller’s Office). A corner stone of legislation is the Organic Law of State Administration
(Ley 18.575 Organica Constitucional de Bases de Administracion del Estado) that sets the
principle that administrative contracts should be awarded on the basis of public or private
procurement or direct contracting. Otherwise the organic laws of the various ministries, state
agencies and municipalities authorise them to set up their own procurement regulations”
(World Bank, 2004b: p. 11).

Recent dynamics in Public Procurement and divergence with international standards

“On July 2003 the President enacted the Procurement Law 19.886 which provides the
framework for procurement of goods and service contracts and designates Chilecompra® as
the standard electronic platform for public procurement. The procurement of public works and
concessions continues to be governed by existing regulations. However, the Government is

" Source: http://www.chileangovernment.gov.cl/index.php?option=com_content&task=view&id=58&Itemid=34
*www.compraschile.cl
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currently processing a new law that, as the Procurement Law for goods and services, would
set up a common framework for procurement of consulting services and construction of
public works contracts” (World Bank, 2004b: p. 11). The overall conclusion of the Country
Procurement Assessment Report carried out by World Bank staff is that Chile has adopted a
well thought-out and comprehensive strategy and action plan for procurement of goods and
services that is a best practice example to be followed. “Chilean procurement rules are already
well established and generally sound”, says the World Bank (2004b: p. 45).

However, the Bank also reports that one of the major operational deficiencies of public
procurement in Chile has been the lack of consistent practices procedures and documentation
among purchasing agencies, which contributed to inefficiencies, and the fragmentation of
supply as bidders tend to specialise in bidding for agencies they are familiar with. The Bank
says that the Procurement Law and “Reglamento” provide the tools to overcome that
weakness, in particular through the mandatory use of Chilecompra and the authority of the
Directorate of Public Procurement and Contracting (DCCP). “However, as it reads now, the
“Reglamento” would apparently give purchasing agencies considerable leeway for
interpretation and change of the requirements therein, which in the end could result in the
continued proliferation of procedures and documentation. Thus, it is recommended that for
common procedures and requirements the “Reglamento”, while providing flexibilities sets up
mandatory boundaries within which purchasing agencies should operate. Moreover, it would
be advisable that the standard bidding documents, forms of contract and other documents
containing commercial practices and procedures and other documents are of mandatory use”
(World Bank, 2004b: p. 24).

The main difference between the actual procurement system of Chile and the WTO’s GPA is
that although the Chilean procurement system insists on the values of competition and
transparency, it does not have a non-discrimination clause of foreign suppliers. There is
actually not much discrepancy between the values that the actual procurement system of Chile
promotes and the principles that the UNCITRAL Model Law on Public Procurement
prescribes, except for the mentioned non-discrimination clause of foreign suppliers and for the
lack of providing with mandatory standard bidding documents for all public procurement.

4.3.2 Socio-economic forces

Economy

Chilean economy is very much market-oriented and characterised by a high level of
international trade. According to the World Bank during the early 1990s Chile's reputation as
a role model for economic reform was strengthened when the democratic government of
Patricio AYLWIN -which took over from the military in 1990- deepened the economic
reform initiated by the military government™.

As we can see in Appendix VI and VII Chilean GNI per capita in 2005 reached US $5.870,
well above the Latin American average of US $4.000°". The poverty level in Chile is low in
comparison to the region. According to the UN’s Human Development Report (2006) 9.6 %
of Chileans were living with less than US $2 a day in 2004, and that amounts to over 1.5
million people. The number of people living in poverty in Chile is about twice as big if one
uses the Chilean National poverty line as an indicator, as says the UN HDR (see 2006: p.292).

29

Source:
http://web.worldbank.org/WBSITE/EXTERNAL/COUNTRIES/LACEXT/CHILEEXTN/0,, menuPK:325283~pa
gePK:141132~piPK:141107~theSitePK:325273,00.html and WDI
% Source: http://devdata.worldbank.org/AAG/chl_aag.pdf
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It is very impressive to see how Chile has improved its social indicators over the past two
decades. The World Bank reports that since 1990, poverty levels have been cut in half to near
18%" in 2003 and have probably fallen further in 2005-06>. After Uruguay, Chile now has
the second lowest headcount poverty rate in Latin America and the Caribbean. Social
indicators have also improved, including infant mortality, youth literacy, and life expectancy
and have reached levels close to advanced economies. Chile is the only country in Latin
America to have achieved such a drastic drop in poverty, as by the year 2000 extreme poverty
and indigence headcounts had fallen to less than half their 1990 levels.

Relationship to the WTO and the World Bank

Chile is a member of the WTO, but it has not signed the WTO’s Agreement on Government
Procurement. Involvement of the World Bank in Chile is selective. While in the past the
emphasis was on infrastructure, particularly on highways and ports, nowadays the focus is on
supporting poverty reduction, structural reforms and modernisation of the state. Procurement
is reported to be generally satisfactory. “Future Bank assistance to Chile is expected to focus
on three broad objectives: (i) sustaining economic growth and social progress; (ii) promoting
inclusion, especially of rural populations and vulnerable groups; and (iii) modernizing the
state, necessary for achieving the previous two objectives” (World Bank, 2004b: p. 11).

One of the World Bank projects in Chile is the Public Expenditure Management Project,
which reflects and supports Chile's emphasis on institutional development as a prerequisite for
participating in the emerging knowledge economy. The Bank says that while Chile has
improved public finances through tight controls on spending and extensive reforms in revenue
policy, citizens are demanding a deeper modernisation and decentralisation of the public
sector, and this includes effective and efficient public procurement. PEMP loan supports
improvements in efficiency, transparency, and accountability at the national level by
expanding access to information, strengthening the civil service, and promoting a culture of
public participation™.

Aid dependence

There have been quite some fluctuations in the Western economic and social aid to Chile in
the new millennium. While in 2003 it received US$ 79 millions in foreign aid, in 2004 this
amount dropped to US$ 56 millions and in 2005 it went up to 151 millions. Chile’s GNI
reached US$ 105 billions in 2005, so it is not a very much aid dependent country if one relates
the two figures. Chile is an exceptional case within the LAC region because it is a middle-
income country with a strong external financial position, and therefore it has no need to
borrow from the World Bank for purposes of resource transfer. The World Bank argues that
on the other hand, Chile is an open society that is very receptive to ideas from abroad and
clearly wishes to forge strong ties with the international community at large. In that respect,
the Bank has had a role to play in facilitating the transfer of knowledge and experience for
institutional reforms and has provided loans to the Chilean government to finance certain
modernisation reforms™*.

! With the Chilean National poverty line as an indicator

*? Source:
http://web.worldbank.org/WBSITE/EXTERNAL/COUNTRIES/LACEXT/CHILEEXTN/0,,menuPK:325283~pa
gePK:141132~piPK:141107~theSitePK:325273,00.html

** Source: Ibid

** Source: Ibid
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4.3.3 Administrative system

Public service

According to Koldo Echevarria (2004), 62 % of the public service is merit based in Chile, and
after Brazil that is the highest rate in the LAC region (see Appendix III). Overall government
effectiveness is high in Chile. The 2004 World Economic Survey (Appendix IV) shows Chile
had a higher rate of government effectiveness than developed countries like Japan, Belgium,
Spain or Portugal, just to name a few.

Corruption

Corruption is perceived to be very low in Chile in comparison with the LAC region. With a
score of 7.3, the 2006 Transparency International Corruption Perceptions Index places Chile
on the 21* position in a survey of 163 countries (www.transparency.org). Countries with
similar levels of corruption are USA and Belgium.

4.3.4 Interviews>®

For the Chilean case we also interviewed a Chilean procurement high government official and
procurement specialists from the World Bank and the WTO. In Chile, the launch of the online
procurement portal Chilecompra in 2006 together with the “Reglamento” —which is a revision
of the public procurement regulation that aims at reshaping Chilean procurement regulation in
order for it to be more in line with international standards— are the most important
developments in the field of public procurement. The influence of the WTO and the World
Bank has been very limited in this respect, according to our interview respondents and the
CPAR documents that we have consulted.

4.3.5 Sub conclusion

Chile has a strong desire for its procurement regulation to be regarded as mature and good,
which shows from their commitment with Chilecompra and the “Reglamento”. According to
the World Bank the country has a good procurement infrastructure. Since Chile has a low
level of corruption and a high level of professionalism of government officials, we think that
it can be considered to have favourable conditions as regards capability to implement
procurement reform. So we are dealing with a setting of a country that is both capable as well
as willing to introduce procurement reform. Yet the international change agents appear to not
have been very decisive in the procurement reform efforts of the Chilean government. Chile
has not adopted UNCITRAL nor signed on to the GPA but has been working individually on
improving the national regulation for its procurement process to function well and deliver
value for money, be transparent and competitive. Maybe the reason for the limited interest in
the UNCITRAL Model Law is that it is not that much different from the actual procurement
system in Chile, and therefore considered unnecessary to explicitly copy its provisions. A
reason for not adhering to the GPA could be the desire of supporting local suppliers.

4.4 Comparative analysis

Brazil and Chile are both medium income countries and not very much aid dependent. The
level of professionalism in public service is reasonable in both cases. The procurement
infrastructure at place — i.e. the people, the technology and the information — overall seems to
be all right. In Brazil and Chile there exist institutions that constrain the behaviour of public
servants, i.e. Old Public Disciplines. In Brazil, that is Brazil’s Ministry of Planning,

3 A full version of the interviews is to be found in the Appendix 1.
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Budgeting, and Management (MP), who leads efforts to assess and improve procurement
practice based on the 1992 Law on Improper Administrative Behaviour. In Chile there is the
Directorate of Public Procurement and Contracting that regulates government procurement
and there is the congress which has to approve all expenses of the government. Both countries
seek for their public procurement system to be transparent, as recent reform efforts like the
launch of internet procurement portals have demonstrated. Corruption levels and clientelism
in Chile are very low, however in Brazil there is still room for improvement in that respect.
Both countries are institutionally capable of introducing international public procurement
models like the UNCITRAL Model Law or the WTO’s GPA. Yet the willingness of explicitly
adhering to such models does not seem to be present. From what we have read about it, public
procurement in Chile and Brazil is not a high-risk domain in which much uncertainty prevails
about what are the best paths to follow, so that does not add to the desire of these countries to
adopt an international standard like the GPA or UNCITRAL. Maybe the reason for not
adhering to the GPA is the same as in most developing countries, where according to
McGrudden et al. (2006) the perception that public procurement reform toward GPA will
bring about positive economic outcome in the future is not that much widespread. And the
reason for this could be that the GPA Code does not guarantee the possibility of continuing
the path of protectionist policies. It seems plausible to assume that expected domestic
opposition from stakeholders would obstruct possible initial motivation of these countries to
supporting GPA, although we have not overtly researched this.

It became clear from the interviews and the case studies that the sense of urgency for signing
on to the GPA or for explicitly taking over the UNCITRAL Model Law is not that widespread
and that the international change agents, which in these cases are the World Bank and the
WTO did not feel their assistance was that much needed nor called for. It also seems like what
we up till now have called “promotion” of good procurement standards did not take place that
actively in these two countries —like for instance through conditionality policy—, apart from
the fact that the World Bank did assess the procurement systems in 2004 and presented the
results to the governments in respect. The WTO on its turn gave presentations to high
government officials in Brazil about the GPA, yet these did not lead to any concrete moves of
Brazil towards adopting that model.

All of the respondents we interviewed were positive about the appropriateness of the current
procurement systems and the latest reform efforts in these two countries. Brazil and Chile are
very enthusiastic about their online public procurement portals, yet in both cases these are
only relevant for small government procurement. Although Chile is negotiating bilateral free
trade agreements with several Western countries, we can still say both countries are very
much in favour of continuing a protectionist path in government procurement in support of
the development of the local industry, as according to our WTO respondent neither of them
has shown an actual interest in signing the GPA.

In general, the initial perception of the interview respondents was that good public
procurement could indirectly add value in the fight against poverty. Even so, we must admit
that throughout this research endeavour little evidence was found to support that this has
occurred in any case. Government procurement effectiveness and efficiency were considered
helpful in the fight against poverty, but the latter can only be of a true added value if the
government is willing to invest the efficiency savings in poverty reduction programs, as was
pointed out by several of our interview respondents (see Appendix I, Mr. Prada, Mr. Macgaul,
Mr. Lopes Mr. Goya and Mr. Anderson). One relevant caveat to bear in mind in this is that in
Brazil, there seems to be no incentive to choose the cheapest bid as the savings have to be
returned to the central treasury, which might lead to lower departmental budget for the
following year, ceteris paribus. If in the future the idea spreads that the proceeds of good
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public procurement will be used for the noble cause of poverty reduction programs, than
maybe that will weigh more in the conscience of the officials than the rent seeking behaviour
for attaining a higher budget for the department in the following year.
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5 Conclusions and recommendations

In this research paper we have studied a variety of issues concerning public procurement in
developing countries. We recognise that given the broadness of our research question, we
mostly gave theoretical answers as the empirical part of our research is very limited. We have
looked at the supposed promotion of international public procurement standards, at the actors
involved and at the conditions for those standards to be adopted by developing countries. We
have labeled international advocates of good public procurement reform as international
change agents. In light of the above discussion the answer to our main question of “Under
what conditions can Western promotion of Good Governance in Public Procurement be
successful and contribute to poverty reduction in Latin America?” is the following:

First of all, the pretext for promoting good governance reform in developing countries is
poverty reduction. We can conclude that good governance standards in public procurement
include transparency, value for money, effectiveness and openness. However, the usefulness
of openness in the public procurement system is debatable and people across the different
ends of the political spectrum have diverse opinions regarding the matter. A typically liberal
person would say it is a good thing to open up domestic procurement market to foreign
suppliers, while the more socialist one would encourage protectionist procurement policies in
favour of the national industrial development. Although several authors refer to promotion of
UNCITRAL Model Law on Public Procurement by multilateral development banks we have
not actually seen this is the case for neither Brazil nor Chile. Anyway, there are several means
at hand for international institutions which would like to promote this type of good public
procurement reform, like for instance aid conditionality. One of the most important factors
affecting willingness to accept reform initiatives coming from an international change agent is
in fact the economic dependency of the recipient country. On the other hand, for promoting
the GPA Code Western signatory countries could offer incentives to developing countries like
increased access to their home markets. However, adoption of the proposed reform will be
constrained by desire to change as well as by the capability to do so in the developing nations
in respect. The most important factors that affect capability are corruption levels, human
resources, technical capacity, culture and other institutional constrains. We have seen that it is
plausible to believe that good public procurement can add value in the fight against poverty in
the following three ways:

1. If it increases efficiency of government procurement and the proceeds go to poverty
reduction programs;

2. If effectiveness of the procurement system increases the chance of seeing delivery public
works take effect. An effective government procurement system will most probably result in
infrastructure projects being terminated with an acceptable degree of quality. Access to
different types of infrastructure is a generally accepted poverty indicator and in many
developing countries there are vast examples of public works like aqueducts, bridges, roads,
hospitals, and even schools that are begun without ever being terminated, or that are rendered
with a quality that poor that the works need to be rebuild in no time, and that is such a waist
of tax-payers’ money;

3. If public procurement is used as an instrument of social policy, set to benefit the
development of the local industry and the employment rates of certain communities. By
buying the goods the local companies produce, the government can structurally support
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employment rates and the autochthonous industrial development. Only when local industries
reach a certain degree of development can they compete with international corporations in the
government procurement bidding process. The decision as to when that point of maturity of
the local industry has been reached is a political one.

Now one could ask if it is really necessary to promote procurement reform in Latin America?
The answer to that question should be affirmative for countries with high levels of corruption
and weak institutions, for the sake of the living conditions of the poor in such nations. We
have seen that governance indicators are positively correlated to poverty indicators. If
promotion by international change agents like for example the World Bank did not occur or
was not successful, maybe we should ask ourselves if the recipient country did not already
have an adequate procurement system, given the context in which it exists. We noticed that in
Brazil and Chile the national efforts to modernise and reform public procurement were very
avid. As these countries are not very much aid dependent, we have seen that the influence in
public procurement reform of the World Bank and the WTO has been quite limited.

To conclude, I would recommend to the scientific world to do more research in order to
clearly demonstrate the benefits of a good procurement system for improving poverty
indicators. To the developing countries in Latin America I would recommend that if they are
confronted with Western promotion of good public procurement standards, the importing
government needs to find a balance of procurement principles which is acceptable to both its
local stakeholders and to the international agents who are providing aid and promoting
procurement reform. It is crucial for a developing country to decide whether it is going to use
procurement as a social policy, supporting the autochthonous industry through preferential
“buy national” policies or if it is going to liberalise its procurement market through the
introduction of the non-discrimination clause of foreign suppliers.
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Appendix I: Interviews

Brazil: Head of Coordination of Public Procurement

Interview with Roberto Lopes on 13 June 2007
Ministry foreign affairs

Head of Coordination of Public Procurement
Tel. No.: 00556134116049

Email: rllopes@mre.gov.br

1. What have been the latest developments in the Public Procurement system of Brazil?
Where can I find information about these dynamics over the past decade?

“One major development of the past years has been the establishment of electronic

procurement. This only applies to procurement of goods, like office supply or furniture.

Procurement of big infrastructure projects still goes through the usual procedures, which is

the regulation of public procurement of 1993 and has therefore not been included into E-

procurement.”

2. Do you know the UNCITRAL Model Law on Public Procurement?
“I am not familiar with this.”

3. Has Brazil taken over (parts of) that regulatory frameworks for procurement?
“I think it is not likely.”

4. What has been the role of the World Bank in Brazilian Public Procurement reform?
“I am not sure but I believe it might not be the case.”

5. Ifthe UNCITRAL model was adopted, do you think it contributed to:
O Reducing corruption?
O Enhancing efficiency?

O Effectiveness of completion/renders?
N/A.

6. Do you have any examples of this?
N/A.

7. Have there been any evaluations of this? Or do research reports exist which deal with
the matter?

N/A.

8. Do you think it is likely that possible savings that result from a better designed public
procurement system would go to poverty reduction programs?

“If a department does not finish its budget, then this money goes back to the National

Treasury. There is a strong financial control of budgets and Congress needs to approve the

spending of the departments, so there is much checks and balances in this system. It would

theoretically be possible that if costs are reduced due to enhanced value for money in the

procurement system, then the National Treasury could apply those funds in poverty
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reduction. But it depends on the government priorities of that moment. Anyway it is not
something that is likely to recur, as budgets are flexible over the years and are adapted to
the needs that are established beforehand. If the department can do with less money than
they received from Treasury, than the following year their budget will be cut.”

9. Would you know any example of a case where this has happened?
N/A.

10. Is there anybody that keeps track of this? Have there been any evaluations of this? Or
do research reports exist which deal with the matter?
He agreed to answer this per email if possible, but never replied.

Chile: Deputy Director of Public Procurement and Public
Contracting

Interview with Mr. Felipe Goya on 19 June 2007

Deputy Director of Public Procurement and Public Contracting
Direccion de Compras y Contratacion Publica

Monjitas 392, piso 8

Santiago, Chile

Tel.: (56 2) 290 44 13

Email: felipe.goya@chilecompra.cl.

1. What have been the latest developments in the Public Procurement system of Chile?
“I think one of the most notable developments has been the introduction of Chile Compra,
which is the online procurement portal of the Chilean Government.”

2. Do you know the UNCITRAL Model Law on Public Procurement?
“NO.”

3. Has Chile taken over (parts of) that regulatory frameworks for procurement?

“Not that I know of. However, in general, Chilean government procurement system is
very much focused on competitiveness, transparency and efficiency. Corruption levels are
low in Chile.”

4. What has been the role of the World Bank in Chilean Public Procurement reform?
“This has been very limited in my opinion.”

5. Ifthe UNCITRAL model was adopted, do you think it contributed to:
O Reducing corruption?
O Enhancing efficiency?
O Effectiveness of completion/renders?

N/A.

6. Do you have any examples of this?
N/A.



7. Have there been any evaluations of this? Or do research reports exist which deal with
the matter?
“Not that [ know of.”

8. Do you think it is likely that possible savings that result from a better designed public
procurement system would go to poverty reduction programs?

“From a theoretic point of view it is possible to assume that a well designed and well

functioning procurement system will have an indirect effect on poverty. It is possible to

use the savings that result from it on poverty reduction programs, but it depends highly on

the other government demands of the moment.”

9. Would you know any example of a case where this has happened?
“NO.”

10. Do you think that increased effectiveness of public procurement can contribute to
poverty reduction?

“It depends. Effectiveness is always a good thing. But will benefits go to poverty

reduction? It depends... Openness is not always a good thing... but supporting the

development of the local industry is.”

11. Is there anybody that keeps track of this? Have there been any evaluations of this? Or
do research reports exist which deal with the matter?
“Don’t know.”

World Bank Brazil: Senior Procurement Specialist

Interview with Mr Luis Prada on 20 June 2007
Senior Procurement Specialist for Brazil

Tel.: 00 55 6133291054

Email: lprada@worldbank.org

1. How long have you been working on this subject?
“I have been working as a procurement specialist since 1996.”

2. Do you know the UNCITRAL Model Law on Public Procurement?
“Yes. The World Bank’s procurement standard is fully derived from the United Nations
Model Law.”

3. Have you been involved in the promotion of this Model in Brazil?

“I have been in Brazil for three years. What we mainly do is monitoring if procurement in
World Bank projects is occurring according to the Bank’s standards. We also collaborated
with the team that set up the country procurement assessment reports, which is one of the
Bank’s tools in the dialogue for procurement system improvement.”

4. With which actors did you have to deal in Brazil?
“We have a lot to do with the project management, obviously. When we do speak with the
Brazilian government, it mostly goes through the Finance department.”

5. How were the proposals from the World Bank initially received by the government of
Brazil?



“Brazilian government is very much interested in dialogue about institutional
improvement. The governance division of the Bank has had meetings with Brazilian
government officials in which the vision of the Bank on Brazilian institutional framework
has been communicated. Occasionally the Bank has certain suggestions regarding
particular reforms which are accordingly reported to the Brazilian government, which
have been well received by the government.”

6. To what extent has the UNCITRAL Model been implemented?

“I would not be able to say to what extent exactly certain provisions of the Model might or
might not have been introduced in Brazil. Brazilian Procurement regulation dates back to
the 1993 Constitutional reform. What is typical both for the Model Law as for Brazilian
public procurement is the insisting emphasis on value for money, accountability,
transparency and local industrial development.”

7. Is it possible to only adopt parts of the Model?

“Yes, we are talking of sovereign countries. Once the World Bank assesses the
procurement system and advices on a particular course, countries are free to adjust it
according to what is feasible and applicable in their context. With certain policies it is not
in the interest of a country to not follow the whole range of advices the Bank gives as the
Bank proposes a coherent piece of strategic reform. However, with public procurement
reform this could be different as there is vast room for negotiating on certain provisions,
for example openness to foreign suppliers. For World Bank projects it is a different case.
The procurement procedure there needs to be 100% in line with the World Bank
standards.”

8. Are there provisions within the Model that were not adopted in Brazil? Why? What
was the cause of this? Which barriers were encountered?

“Officially, Brazilian public procurement in general is very mature. The only thing that

comes to my mind would be the openness clause. Brazil still has not incorporated

international public bidding, and continues limiting the number of foreign suppliers that

can bid for its procurement projects. The idea behind this is that Brazil is seeking to

benefit its home production, and in essence there is nothing wrong with that.”

9. If the Model was adopted, do you think it contributed to:
O Reducing corruption?
O Enhancing efficiency?

O Effectiveness of completion/renders?
N/A.

10. Do you have any examples of this?
N/A.

11. Have there been any evaluations of this? Or do research reports exist which deal with
the matter?
N/A.

12. Do you think it is likely that possible savings that result from a better designed public
procurement system would go to poverty reduction programs?

“Yes, but it depends on what the government’s plans are.”

13. Would you know any example of a case where this has happened?



“NO 2

14. Do you think that increased effectiveness of public procurement can contribute to
poverty reduction?

“It definitely can in certain cases, for example in infrastructure projects or in projects of a

more social nature, as that would mean these projects will be carried out and the money

involved will not fall into corrupt hands. Besides, if it is done at the best price and quality

balance possible, that would represent savings that in theory could also go to poverty

reductions programs.”

15. Is there anybody that keeps track of this? Have there been any evaluations of this? Or
do research reports exist which deal with the matter?

“Not that I know of. But it is certainly an issue that we might want to look at in the

future.”

World Bank: Chile Country procurement specialist

Interview with Andres Macgaul on 19 June 2007
Country procurement specialist

Tel: 00 541143169700

Email: amacgaul@worldbank.org

1. Do you know the World Bank (UNCITRAL) Model Law on Public Procurement?
“Yes.’)

2. Have you been involved in the promotion of this model in Chile?
“This Model only goes for the World Bank projects. As far as I know, it is not advocated
for the Chilean central system of government procurement.”

3. How long have you been working on this subject?
“For almost two years now.”

4. With which actors did you have to deal in those countries?
“In the project monitoring phase we deal with project management, which could be
NGOs, community leaders, and government officials.”

5. How were the proposals from the World Bank initially received by the government of
Chile?
N/A.

6. To what extent has the model been implemented?
N/A.

7. Is it possible to only adopt parts of the model?
“If we speak of World Bank projects, all of the proceedings need to meet the World Bank
procurement standards.”

8. Has the model (or parts of it) been introduced in Chile? When?
N/A.



9. Are there provisions within the model that were not adopted in Chile? Why? What was
the cause of this? Which barriers were encountered?
N/A.

10. If the model was adopted, do you think it contributed to:
O Reducing corruption?
O Enhancing efficiency?
O Effectiveness of completion/renders?

N/A.

11. Do you have any examples of this?
N/A.

12. Have there been any evaluations of how the UNCITRAL Public Procurement system
helps to achieve reduction in corruption, efficiency and effectiveness improvements?
Or do research reports exist which deal with the matter?

“I don’t know.”

13. Do you think it is likely that possible savings that result from a better designed public
procurement system would go to poverty reduction programs?

“Yes, it is possible, through several channels. I do not know of any case where this occurs

automatically. From the poverty combat perspective that would be ideal. But it all depends

what the government wants to do with the freed funds.”

14. Would you know any example of a case where this has happened?
“NO_”

15. Do you think that increased effectiveness of public procurement can contribute to
poverty reduction?

“Yes because a more effective procurement system would mean that the public works that
are paid for will also be finished with due quality and in due time. This could result to be
very beneficial to a country’s most needy citizens. You should understand that in many
developing countries the rule thus far has been that although a certain project is paid for,
and agreed on doing by all parties, for some mysterious reason the project is never
completed or is delivered at a lower than agreed quality. And these projects could well be
roads, hospital installations, schools, aqueducts, etc. So yes, procurement effectiveness
can help.”

16. Is there anybody that keeps track of this? Have there been any evaluations of this? Or
do research reports exist which deal with the matter?
“I am not aware of this.”



World Trade Organisation: Procurement Specialist

Interview with Mr. Robert Anderson on 8 June 2007
Procurement Specialist World Trade Organisation
Rue de Lausanne 154

CH - 1211 GENEVA, SWITZERLAND

Tel: ++41 22 73 95 198

Email: Robert.Anderson@wto.org

1. How long have you been working on this subject?
“2.5 years.”

2. Do you know the GPA Code?
“Yes!”

3. Have you been involved in the promotion of this model in Brazil and Chile?
“I would not say promotion of this model... We have given a seminar in Brazil about the
GPA code. These countries are not party to the treaty. Its for themselves to decide.”

4. If Yes, with which actors did you have to deal in those countries?
“Senior government officials.”

5. How were the proposals from the WTO initially received by the government of Brazil
and Chile?

“The seminar was well received but it did not lead for them to become party to the
agreement. All countries, even the USA, have the tendency to want to use public
procurement to favour their domestic suppliers. But when countries become more
sophisticated, they realize that they can make important gains by relying on a more open
and transparent and competitive procurement system. These gains come from enhanced
value for money that a competitive process will bring. The international tenders might be
able to provide a more efficient service to those countries than their national suppliers
because of their global presence, tradition of experience, economies of scale, etc.”

6. Is it possible to only adopt parts of the model?
“Once you sign you have to accept the entire agreement.”

7. If the model was adopted, do you think it contributed to:
O Reducing corruption?
O Enhancing efficiency?
O Effectiveness of completion/renders?

“Yes!”

8. Do you have any examples of this?
“Simon Evenett and Bernard Hoekman published a book in 2006 that speaks of this.”

9. Have there been any evaluations of this? Or do research reports exist which deal with
the matter?

“Not that I know of; but there is an interesting article by Inbang Choi on that relates the

story on the Korean accession that might have some information of this type.”



10. Do you think it is likely that possible savings that result from a better designed public
procurement system would go to poverty reduction programs?
“That depends on the priorities of the government and the decisions that they make.”

11. Would you know any example of a case where this has happened?
“NO.’,

12. Have any developing countries signed on to the agreement?

“Yes: Israel, China, Saudi Arabia and Korea have.”

“Public procurement is gaining importance over time, with the increasing focus on good
governance internationally and the growing recognition of the contribution of efficient and
competitive procurement regimes to development and growth. The eventual accession to
the Agreement by China, Saudi Arabia and other developing countries, as called for in
their respective WTO accession protocols, will broaden the membership and thereby
enhance the importance of the Agreement as an instrument of international economic
policy” (Anderson, 2007: p.27).

13. Do you think that increased effectiveness of public procurement can contribute to
poverty reduction?
“Yes... Value for money, efficiency and effectiveness!”

14. Is there anybody that keeps track of this? Have there been any evaluations of this? Or
do research reports exist which deal with the matter?
“Not that [ know of.”

UNCITRAL: Public Procurement Specialist

Interview with Caroline Nicholas on 11 June 2007

Public Procurement Specialist

United Nations Commission on International Trade Law Secretariat
Vienna International Centre

P.O. Box 500

A-1400 Vienna, Austria

Telephone: 43-(1) 26060-4060 or 4061

Fax: 43-(1) 26060-5813

Email: caroline.nicholas@unvienna.org

1. Who is responsible for promoting the UNCITRAL Model on Public Procurement?
“UNCITRAL only makes legislative Model texts and then publishes them as United
Nations documents. There is not an actual marketing division that goes around and market
the Models. We do have a technical division that assists countries to transform the
provisions of the Model into their national legislation. Yet, rather than a showing a
proactive position, that unit reacts to an existing assistance request from countries that
want to adopt the Model.”

2. Have Brazil and Chile adopted it? How was it received? Which barriers were
encountered?



“It is not easy to say whether or not a country has adopted the Model, as we are not
always informed. We do not go around and check who has covered the different
provisions of the Model within their national legislation either. It is not like a treaty or an
agreement to which there are signatory member states.”

3. What is the role of the World Bank in the promulgation of the Model?

“Multilateral development banks use the texts of the UNCITRAL Model Law on Public
Procurement for their country-specific strategic governance development purposes. This
means they propose to developing countries to adopt the Model or parts of the Model in
order to strengthen their institutions.”

4. Is it possible to only adopt parts of the Model?

“Yes it is possible to only adopt parts of the Model. The Model is not a treaty. Countries
are free to adopt parts of it as suits their national context, objectives and their national
legislation.”

5. Can the UNCITRAL Model contribute to:

O Reducing corruption?

O Enhancing efficiency?

O Effectiveness of completion/renders?
“Yes, the Model can contribute to this.”

6. Do you have any examples of this? Have there been any evaluations of this? Or do
research reports exist which deal with the matter?

“Evaluations of this are the responsibility of the countries that introduce the Model and

not of UNCITRAL.”



Appendix ll: Schacter’s correlations of good governance

and poverty indicators

Figure 2: Governance and Per Capita Incomes
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Notes: Each graph plots the indicated governance aggregate (on the horizontal axis)
against the logarithm of per capita GDP at PPP (on the vertical axis) for the sample of
countries covered by the governance aggregate.

Source: Schacter, M. (2000), Public Sector Reform in Developing Countries, Issues, Lessons
and Future Directions, Canadian International Development Agency: Ottawa



Figure 3: Governance and Infant Mortality
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Notes: Each graph plots the indicated governance aggregate (on the horizontal axis)

against the logarithm of infant mortality per thousand live births (on the vertical axis) for the

sample of countries covered by the governance aggregate.

Source: Schacter, M. (2000), Public Sector Reform in Developing Countries, Issues, Lessons
and Future Directions, Canadian International Development Agency: Ottawa




Figure 4: Govemance and Adult Literacy
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Notes: Each graph plots the indicated governance aggregate (on the honzontal axis)
against the adult literacy rate in percent (on the vertical axis) for the sample of countries
covered by the governance aggregate.

Source®: Schacter, M. (2000), Public Sector Reform in Developing Countries, Issues, Lessons
and Future Directions, Canadian International Development Agency: Ottawa.

36 Graphs like these are also on page 3-4 of:

Gray, C. (2002), Reforming Governance: World Bank Experience to Date, Report for the
World Bank: Washington. Available online:
http://unpanl.un.org/intradoc/groups/public/documents/UN/UNPAN002747.pdf



Appendix lll: Merit index in Latin American Public
Administration

Diario
Libre.

Source: http://www.diariolibre.com/app/article.aspx?id=79518, from the study of Koldo
Echevarria, 2004.




Appendix IV: Government effectiveness in Latin America
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CHILE, 1996-2005

Aggregate Indicator: Government Effectiveness
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BRAZIL, 1996-2005

Aggregate Indicator: Government Effectiveness
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Appendix V: The Abidjan Consensus

>

Building support for reform - requires:
Political endorsement and commitment;
A Strategy for developing enabling legislation,
organisations and regulations;
Well-trained and competent procurement officials;
Informed, willing and supportive business and
professional sectors at both the local and
international levels.

Demonstrating political commitment is needed
to effect changes and:
Obtain public support (media, public opinion.);
Obtain government staff endorsement;
Prioritise key elements of procurement, such as
transparency, anti- corruption, etc.;
Pramote socio-economic objectives;
Keep Reform on the political agenda (Parliamennt,
political parties, citizens, associations, etc.);
Reassure potential donors.

C. Obtaining resources for Reform — requires an
action plan to describe and implement key
objectives of the reform.

» Potential sources of funding to conduct Reform are:

a. The country's own resources (Government
and/or private sector) needed to attract
complementary technical assistance;

b, Grants and loans under regional and bilateral co-
operation agreements with multiateral agencies,
such as the African Development Bank, the World
Bank or the United Nations Development
Programme.

» Potential partners to provide technical support for

implementation of Reforms are:

a. National resources (such as public authorities,
business and professional organisations);

b. Bilateral and multiateral donor agencies;

C. International Trade Centre UNCTAD/WTO and
other United Nations arganisations to build
capacty;

4] Other countries ahle fo share informatinon

D. Detailing a Strategy for reform which needs to

address how to self-initiate reforms (with donor
assistance as needed) to:
Build local capacity and transfer skills;
Designate a leader/champion of reform;
Integrate Reform within the macro economic
framework;
NMonitor and evaluate Reform efforts;
Maximise national expertise (with external support);
Obtain media support to promote acceptance of
Reform;
Communicate national commitment and progress;
Ensure clear goals (as Reform is not an end in itself);
Anticipate obstacles & barriers, to overcome these.

E.

Communicating the Strategy -
Determine a vision (e.g. "Obtain greater value for money
through an efficient and nternationally accepted
procurement system”);
Establish goals to fulfil the vision, involving areas
stich as:
Anti-corruption measures;
Transparency enhancement;
Economy in purchasing;
Improved accountability of funas;
Sustainabie human development;
Business opportunity;
Harmonisation of procurement policies and
procedures;
Changing organisation structures;
Accelerated economic growth (as a % of GNP);

I Clearer Government communication to private
sector participants of the system;

K. More effective trade policies (promote more intra-
regional trade);

I Promotion of socio-economic objectives.
[dentify the leader or champion of the Reform effort
with the required political weight to carry out an
effective program, such as the President of the
country, Prime Minister or Minister of Finance;
Identify stakeholders in the process and obtain their
advice. Stakeholders normally include individuals in
the following areas:

Line Ministries and buying agencies,
Finance and Justice Ministries,

Private sector organisations;
Denors/international organisations;
Pariiamentarians,

Citizens’ groups/political action groups.
Make specific changes in the following areas to
support reform:

a. Legal framework (conform where possibie to the

UNCITRAL Model Law on Public Procurement ),

h. Procurement operations (create decentralised
procurement entities with the authority and
capability to do the actual buying operations
while following centralised policy);

c. Regulatory bodies (assure effective audit and
review capability of contracting and
expenditures);

d. Organisational structure (specific Ministry and
office structure, depending on the particularities
of each country),

e Procurement policy af the central government
level (having a management office to formulate
policy and regulations and measure the
effectiveness of the public procurement system
and its operation);

f. Professional infrastructure (heip establish and

rain a cadre of professional procurement
officials) including a reference knowledge base of
best practices.
Develop a means to measure performance (collect
essential data to show savings) of the reformed
system - needed to:

a. Assure political leaders and the public that
Reforms are effective,

h. Adjust policies to make the Reforms effective.

@ e an o

-

IR

Source: Abidjan Consensus Document; steps for good procurement reform. (Wittig, 1999: p.4)




Brazil at a glance

Appendix VI: World Bank Poverty indicators Brazil & Chile

8/12/06
Latin Lower-
POVERTY and SOCIAL America  middle- !
Brazil & Carib. D Development diamond™
2005
Population, mid-year (millions) 186.4 551 2475 - N
GNI per capita (Atlas method, USS) 3460 4008 1,918 L empecianty
GNI (Atlas method, LSS billions) 6450 2,210 4747
Average annual growth, 199905 —[
Population (%) 14 14 10 - 7 |\‘\
Labor force (%) 18 22 5 || N | TES
per € 1 primary
Most recent estimate (latest year available, 1999-05) capita N y 7 enroliment
Poverty (% of population below national poverty line) g x & ~
Urhan population (% of fofal popuiation) a4 7 50
Life expectancy at birth (vears) 7 72 70
Infant mortality (per 1,000 five hirths) 32 27 33
Child malnutrition (% of childran under 5) o 7 12 Access o improved water source
Access to an improved water source (% of population) a0 91 82
Literacy (% of population age 15+) 20 a0 89 2
Gross primary enrollment (% of school-age population) 141 119 114 * Brazif
Male 145 121 115 Lower-middie-income group
Femala 137 117 113
KEY ECONOMIC RATIOS and LONG-TERM TRENDS
1985 1995 2004 2005 EshhniiE o
GDP (U'S$ billions) 2229 T04.2 604.0 7941
Gross capital formation/GDP 192 23 213 193 Trade
Exports of goods and services/GDP 122 iy 18.0 2T
Gross domestic savings/GDP 244 205 258 281
Gross national savings/GDP 19.0 195 232 24
Current account balance/GDP 02 -26 19 25 . -
Infersst payments/GOP 33 12 20 Eam‘f;““ Ef;’}'tgm
Total debt/GDP 465 2248 i VA
Toial debt servicelexports 301 381 47.8 ‘.-‘
Present value of debt/GDP & 396
Present value of debtexports 2129 N
ndebtedness
198595 1995-05 2004 2005  2005-09
{average annual growth) )
GOP 17 21 48 23 35 =Erazil
GDP per capita 0.0 0.6 35 0.9 2T Lower-middie-income group
Exports of goods and services 6.1 105 18.0 208 126
STRUCTURE of the ECONOMY
i 1985 1995 2004 2005 Growth of capital and GDP (%)
e/
Agricuiture 115 9.0 10.4 93
Industry 453 6.7 400 3Fr9
Manufacturing 3a7 236 . 00
Services 431 54.3 408 523
Household final consumption expenditure 65.8 55.9 55.4 584
General gov't final consumption expenditure a9 19.6 18.8 146
Imports of goods and services 755 | 95 134 150
(average annual growth) 198595 199505 2004 2005 Growth of exports and imports (%)
Agriculture 21 42 53 27 %
Industry 03 1.6 62 27 15 . i
Manufacturing -11 13 s i — - /KO
Services 23 0.8 55 60 s Sl
Househald final consumption expenditure 28 03 43 0a "
General gov't final consumption expenditure 13 ar 07 56 -30
Gross capital formation 23 02 14.3 76 Exports  esmOmmeimports
Imporis of goods and services 9.0 0.7 14.3 83

Note: 2005 data are preliminary estimates.

* The diamonds show four key indicators in the couniry {in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.

= —2>->Continued on next page
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Brazil

PRICES and GOVERNMENT FINANCE

o 1985 1995 2004 2005 Inflation (%]
Domestic prices
(% change)
Consumer prices 2000 66.0 66 6.9
Implicit GDP deflator 2317 776 82 7.2
Government finance
(% of GDP, inciudes current grants)
Current revenue 98 19.6
Current budget balance -07 -1.5 e J T TR — w—"
Overall surplus/deficit -1.3
TRADE
1985 1995 2004 2005 . .
(USS millions) Export and import levels (US$ mill.)
Total exports (fob) 25638 46,506 81,466 118,308 150,000
Iron ore, manganese 1,804 2,746 47538 -
Soybeans 2,545 3,820 5,305 - +ap.00
Manufactures 13,356 29720 52848 71112 '
Total imports (cif) 13,153 494972 62,803 75965
Food . 1514 1,058 50,000
Fuel and ensrgy 6,176 2587 10,317 ~
Capital goods 2430 19,891 12132 25114 o
R . k=1 oa o1 o2 03 04 s
Export price index {2000=100) T8 103 102 "7
Import price index (2000=100) 47 a5 a0 ar HExporis Wimports
Terms of frade (2000=100) 167 121 120 120
BALANCE of PAYMENTS
1985 1995 2004 2005 .
(USS millions) Current account balance to GDP (%)
Exports of goods and services 27,713 49544 109,059 142955 44
Imports of goods and services 16926 53,750 80,065 94403
Resource balance 10,786 -9.206 28900 48552 21
Net income 11,213 12,741 -20520 -28,980 0
Net current transfers 16 3,973 3,268 50 s Bomos
Current account balance -2 17,973 11,7328 19622
Financing items (net) S99 30,942 15377 -3476 “1
Changes in net reserves 511 12,969 3,639 -16,146 5
Memo:
Reserves including gold (USE millions) 11,606 51,840 52935 61,716
Conversion rate (DEC, locallU/S§) 2 26E-9 09 23 24
EXTERNAL DEBET and RESOURCE FLOWS
1985 1995 2004 2005 - .
(USS millions) Composition of 2004 debt (US$ mill.)
Total debt outstanding and disbursed 103,612 160,515 222026 -
IBRD 5,274 6,035 8,662 8,083
IDA 1] 0 0 0
Total debt service 11,471 21,576 53,710 -
IBRD 796 1,868 1,843 1,335
IDA 1] 0 0 0
Composition of net resource flows
Official grants 34 (it} o1
Official creditors 936 -1.714 -2.938
Private creditors 150 10,925 4614
Foreign direct investment (net inflows) 1,441 4,850 18,168
Partfolio equity (net inflows) 1] 2775 2,081 £ 144 454
World Bank program
Commitments 1,525 404 1,215 - & - ISRD E - Bilateral
Disbursements 765 838 1,447 773 B-I0A  D- Other mulfilateral  F - Private
Principal repayments 406 1,377 1,564 1,029 C-IMF G - Short-term
Net flows 350 -539 -118 -255
Interast paymenis 391 491 280 07
Net transfers -32 1,03 -308 -562
The World Bank Group: This table was prepared by country unit staff; figures may differ from other World Bank published data. BM206

Source: http://devdata.worldbank.org/AAG/bra_aag.pdf



Chile at a glance arae

Latin Upper-
POVERTY and SOCIAL America  middle- )
Chile &Carib. income | Dvelopment diamond®
2005
Population, mid-year (millions) 16.3 581 545 - P
GNI per capita (Atlas method, LISS) 5870 4,008 5,625 Life expectancy
GNI (Atlas method, L'S§ billions) 95.7 2,210 3,368
Average annual growth, 199905 T
Fopulation (%) 11 14 0.6
g GMI Gross
I
Labor force (%) 1.0 22 12 per primary
Most recent estimate (latest year available, 1999-05) capita enrollment
Poverty (% of popwation below national poverty line) it e -
Urban population (% of tofal popuiation) 88 v 72 l
Life expectancy at birth (years) 7a 72 63
Infant mortality (per 1,000 live births) 8 27 23
Child malnutrition (% of children under 3) 1 7 7 Access fo improved water source
Access o an improved water source (% of popwiation) a5 9N o4
Literacy (% of population age 15+) 96 90 o4 )
(Gross primary enrollment (% of school-age popuiation) 104 119 107 Chile
Male 106 121 108 —— Upper-middie-income group
Female 101 17 106
KEY ECONOMIC RATIOS and LONG-TERM TRENDS
1985 1995 2004 2005 Economic ratins*
GDP (US§ billions) 16.5 7.3 95.0 115.2
Gross capital formation/GOP 172 26.2 214 230 Trade
Exports of goods and services/GDP 281 293 408 418
Gross domestic savings/GDP 19.6 284 nz 3
Gross national savings/GDP 78 250 15.8 16.8 T
Current account balance/GDP . -1.49 -18 0.4 ) !
Interest payments/GDP 99 16 13 . E;V%Zf'c — — f%ﬂ;‘::un
Total debt'GDP 1236 308 46 4 :
Total debt service/exports = 243 338 l
Presant value of debt/GDP : e 450
Presant value of debt/exports i it 1511
Indehtedness
198595 199505 2004 2005 200509
(average annual growth) .
GDP 73 27 6.2 63 . Chile
GDP per capita 59 24 50 52 i — Upper-middle-income group
Exports of goods and services 10.7 6.7 11.8 6.1
STRUCTURE of the ECONOMY
1985 1995 2004 2005 | Growth of capital and GDP (%
(% of GDF) 4 (%)
aor G -
Agricutture 76 92 53 55 “n
Industry are 353 44 6 46.8 o
Manufacturing 16.2 18.1 186 17.6 0
Services 548 555 496 477 .
Household final consumption expenditure 67.0 G1.2 57.8 571 40 l
General gov't final consumption expenditure 134 10.4 120 116 sCF ——
Imports of goods and services a7 271 Mo 136 -
(average annual growt) 198595 199505 2004 2005 Growth of exports and imperts (%]
Agriculture 54 a7 96 38 i
Industry 6.6 49 156 182 .
Manufacturing 69 57 206 28 12
Services 77 1.9 -39 -81 . [
Household final consumption expenditure 80 38 6.1 82 y a o 02 03 04 o5
General gov't final consumption expenditure 28 34 6.1 45 15
Gross capital formation 142 35 143 232 Exports ——| ot
Imporis of goods and services 14.3 6.5 18.0 204

Mote: 2005 data are preliminary estimates.

* The diamonds show four key indicators in the couniry (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.

- > > Continued on next page



Chile

PRICES and GOVERNMENT FINANCE

_ ) 1985 1905 2004 2005 Inflation (%)
Domestic prices )
(% change) N
Consumer prices 295 8.2 11 31 g
Implicit GDP deflator 307 104 7.0 48 4
Government finance 2
(% of GDP, includes cumrant grants) i
Current revenue .. 202 221 211
Current budget balance . 49 52 4.8 —GOE deflator =]
Overall surplusdeficit .. 23 21 15
TRADE
1985 1905 2004 2005 . )
(LSS millions) Export and import levels (US$ mill.)
Total exports (fob) 3,804 16,024 27600 28705 40,000
Copper 1,789 §,487 14,358 14,933
Fruits 515 1,172 2,440 2538 30,000
Manufactures 1,168 6,608 11,557 12,020 )
Total imports (cif) 3220 150900 21400 22470 20.000
Food 284 a76 776 815 10000
Fuel and energy 545 1,420 3418 3,588
Capital goods 642 4187 583 6123 o
. ) oo oo o oz L5 4 s
Export price index (2000=100) 72 137 115 114
Import price index (2000=100) 61 a2 123 122 O Exports Ml Imports
Terms of Tade (2000=100) 118 167 94 o3
BALANCE of PAYMENTS
1985 1905 2004 2005 .
(LSS millions) Current account balance to GDP (%)
Exports of goods and services . 18,359 27480 38208 10 -
Imports of goods and services .. 18,29 29542 28785
Resource halance . 1,060 6,272 9422
Met income R -2,296 -3426 :
Net cumrent transfers .. 306 -5,715 -5,502
Current account balance . -1,346 -1,739 404 01
Financing items (net) . 2407 1,462 512
Changes in net reserves . -1,081 277 18 sl
Memo:
Reserves including gold (USE millions) . 14,805 15,066 16,047
Conversion rate (DEC, localilUS§) 160.8 396.8 £09.4 560.1
EXTERMNAL DEBT and RESOURCE FLOWS
1985 1995 2004 2005 - ]
(USS millions) Composition of 2004 debt (US$ mill.)
Total debi outstanding and dishursed 20,384 22038 44 058 .
IBRD 487 1,372 441 289 Acddl 5o
IDA 18 11 3 4 & 7707 D: 582
Total deht service 2271 4954 o 566 . S5
IBRD kT ad1 258 222
D& 1 1 1 1
Composition of net resource flows
Official grants 32 54 Ky |
Official creditors 436 1,810 =107
Frivate credifors 684 2,262 359
Foreign direct investmant (net inflows) 144 2,957 7,603 -
Portfolio equity (net inflows) 0 -249 3 . F-35.018
World Bank program
Commitments 541 155 21 . A -1BRD E - Bilateral
Disbursements 231 33 259 85 B-IDA O -Other multilateral  F - Private
Principal repayments 20 705 24 207 C-IMF G - Short-term
MNet flows 21 -622 18 -152
Interast payments 18 137 138 16
Met transfers 193 =759 1] -168
The World Bank Group: This table was prepared by country unit staff; figures may differ from other World Bank published data. 812006

Source: http://devdata.worldbank.org/AAG/chl_aag.pdf



Appendix VII: WDI figures Brazil and Chile

Official
BRAZIL c'?elr(wjtlfa/l0 o Ic?;(:)ift)s ' g:\s/izlt(?;rzs relltnd GNI per capita,

government Aid (current | official aid GNI Atlas method

expenditures) | (% of GNI) | US$) (current US$) (current US$) (current US$) GINI index
1995 0 2 | 271.310.000 |693.103.230.976 3.650 .
1996 . 0 2 | 270.080.000 | 762.768.850.944 4.260 60
1997 0 0 2 | 270.610.000 |791.570.612.224 4.670
1998 0 0 2 | 282.770.000 |769.438.646.272 4.530 .
1999 0 1 124.530.000 | 517.838.798.848 3.830 59
2000 0 1| 232.270.000 |583.804.452.864 3.590 .
2001 0 1| 228.780.000 |489.285.517.312 3.040 59
2002 0 1 202.390.000 |443.004.649.472 2.790 .
2003 0 1 194.190.000 |487.823.212.544 2.680 58
2004 0 1 157.080.000 |583.976.091.648 2.990 57
2005 0 1 191.850.000 | 770.747.727.872 3.550

- —>-> Continued on next page




Official

C HILE ci‘lr?tr(a\/iJ o Qé%i?ae ' gz\s/izlt(;%?: r;nd GNI per capita,

government Aid (current | official aid GNI Atlas method

expenditures) | (% of GNI) | US$) (current US$) (current US$) (current US$) GINI index
1995 0 11 156.550.000 68.637.204.480 4.340 .
1996 0 13 | 195.360.000 73.263.300.608 4.950 57
1997 0 9 | 128.920.000 80.176.816.128 5.390
1998 0 7 | 106.330.000 77.484.310.528 5.270
1999 0 5 69.900.000 70.769.188.864 4.920 .
2000 . 0 3 48.880.000 72.335.450.112 4.840 58
2001 0 0 4 57.320.000 66.067.271.680 4.600
2002 -0 -0 -1 -8.390.000 | 64.413.081.600 4.320 .
2003 1 0 5 78.830.000 69.114.462.208 4.320 55
2004 0 0 4 56.590.000 87.022.665.728 4.930
2005 1 0 9 | 151.650.000 |1.046.69.642.752 5.870

Source: World Development Indicators database




