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Greetings.......

Today, I will try not to deliver a “traditional” lecture on procurement reforms and capacity development but rather try to provoke thinking outside of the box, drawing from various experiences across the world and new approaches that we have started to explore at the Bank, and telling you a bit about what we are doing at the Bank and in collaboration with other partners.

First, the often forgotten leading significance of Procurement

Public procurement comprises a substantial share of the national economy in almost all countries. In many markets, the public sector is by far the largest player.  
· one estimate is that the ratio of total procurement to GDP is as high as 19.96% in OECD member countries and 14.48%for non-member countries;
· Public procurement accounts for 70% of government expenditures; 

Public procurement is a key public policy tool that also regulates the public sector’s interactions with domestic and international markets in ways that directly impact efficiency and competitiveness. As the largest buyer in many countries, the government’s purchasing behaviour contributes to short and long term effects on critical aspects such as the demand for goods and services in the economy, the development of technology and even the behaviour of other buyers. The regulation of procurement of intellectual services affects the development of the national consulting industry and the knowledge economy.

Good public procurement has multiple development outcomes, some of which often overlooked, e.g. being more efficient than R&D subsidies in stimulating innovation. The procurement function bears on social and economic outcomes, and involves therefore the prioritisation, and sometimes fast-tracking, of development projects and programs which are all depending on appropriate procurement approaches to be implemented effectively.

The governance of public procurement also has a key role in public trust in government. This in turn plays a critical role in driving procurement reforms, but also and more importantly in monitoring their outcomes in terms of improved efficiency and transparency. Recent experience shows that regulatory reforms which are hasty responses to scandals or driven primarily by outside pressure do not succeed. There is an emerging focus on performance and measurable outcomes such as conserving limited resources, improving service delivery, reducing the cost of doing business with the government, and holding public official accountable. This constitutes an effective entry point for promoting reform enjoying higher and broader political support.   

Public procurement includes close contact between public and private sectors and involves discretionary management of substantial funds for numerous programs with many stakeholders. Poor governance and corruption in procurement invariably reduces development outcomes and are likely to reduce foreign direct investment and entail over-spending on capital, under spending on asset maintenance, poor quality infrastructure, and reduced government revenues.  For these reasons and because of its complexity, procurement is a government activity vulnerable to waste and fraud and corruption, and should therefore be a priority target for strengthening public sector governance and improving the quality of the administration.  

It is crucial that procurement reforms are appropriate and implemented within the framework of a well-targeted approach which has the potential for substantial payoffs and prevents wasting resources and jeopardizing the credibility of its proponents and of stakeholders that support reforms.  

Public procurement links to key public sector functions (e.g. civil service, judicial, overall PFM and public expenditure management), and cuts across almost all areas of planning, program management, and budgeting.  Thus, it is vulnerable to weaknesses in those functions and administrative services, and is profoundly affected by the political economy and other policies that impact competitiveness and transparency. It is highly difficult to build sustainable capacity in procurement and reduce corruption when structural civil service issues are not addressed. Procurement reforms are rarely effective if designed and implemented in isolation and not coordinated with a broader public sector strategy aimed at strengthening key related areas.    

Now, the crux of the topic: what is good public procurement? Which approaches are possible?

The traditional procurement approach 

Procurement is often identified with rules, transactions and fiduciary control. However, good procurement goes well beyond rules and processes even though it rarely occurs unless supported by a strong governance framework.

The characteristics and objectives of public procurement found in other international sources and most domestic procurement laws are broadly consistent amongst most jurisdictions, and include universally agreed key principles of good procurement (value-for-money, open and effective competition, fair dealing, accountability and due process, and transparency). The principles on which the Bank’s and other MDBs’ Procurement Guidelines are predicated are very similar (economy, efficiency, transparency and competition). 

The various categories of procurement are regulated through diverse prescriptive procedures whose use is based on pre-defined value thresholds. A strong focus of the regulations has been on the supplier/contractor/service provider/consultant selection and evaluation procedures that both embed and intend to represent the universally agreed principles of good procurement. The procurement rules in many developing countries reflect this approach, setting out prescribed procedures and specified contractual requirements for different categories of procurement.

Procurement regulations, and in particular related administrative procedures, may have a rather weak connection to core principles, and even less with actual performance and results. Without due focus on performance, prescriptive regulations may correlate with poor procurement practice and expose governance to risks such as the differentiation of performance from accountability or from broad development objectives.

Officials who are only obliged to follow regulated procedures cannot be held accountable for principles, especially the more complex and multi-dimensional concept such as value for money. Moreover, rules are often focused on the selection process with relatively little attention on other areas related to procurement that are also susceptible to poor governance and less practical to regulate, e.g. needs analysis and project design upstream and contract management downstream. Indeed, good procurement is the result of a value chain which goes well beyond rules and processes and includes multiple steps and disciplines from planning to final delivery to beneficiaries.  

Governments may seek to increase procurement efficiency and reduce procurement bottlenecks by resorting to methods other than open competitive bidding or to special emergency regulations, abusing exceptions, or short-circuiting rules and procedures, and cutting through the process (e.g. reducing the time for the preparation of bids). Such misguided initiatives, all add fiduciary and political risk if not more inefficiency to the process --when not justified under specific circumstances-- and weaken governance.

Rules are therefore important but can become part of the problem when excessively prescriptive, not accounting for performance, and applying indiscriminately to every situation. More importantly, a comprehensive accountability and control framework is needed to enable the effective management of procurement and the associated risks (development, political, financial, corruption, etc.).

The traditional model may also be less effective in a context that requires flexibility, innovation and overall broader professional judgement to optimize results within a complex business environment.

An emerging focus on performance and demand for results 

These are a key driver for strategic reforms in procurement, in particular in developing countries to more effectively deliver social and economic outcomes. The same demand is coming from tax payers in donor countries who are increasingly holding their governments and multilateral institutions accountable to demonstrate results and effectiveness in development projects.

In particular, effective management of public procurement is increasingly seen as including the alignment of procurement policy with national social and economic priorities. In doing so, procurement, cutting across almost all areas of public administration, involves: (i) rewarding innovation in processes and solutions; (ii) delivering optimum value-for-money; (iii) finding adapted solutions; (iv) promoting industry competitiveness and development; and (v) strengthening public confidence in government.

Just a quick work here on value for money (so-called vfm). VfM considerations can be very complex, but simple aspects, if measured accurately, can describe objective outcomes (e.g. reasonable procurement lead times, market cost, and quality). More sophisticated approaches require a detailed understanding of needs and market structure, a conscious effort to standardize, rationalize and simplify, a focus on total ownership and life-cycle costs, a well defined planning process engaging all levels, viable mechanisms to protect competition and manage fraud and corruption risks, and a multi-pronged transparency strategy (engaging stakeholders frequently, openly and equitably). While strong capacity and know-how is needed to implement a full-fledged vfm concept, simpler elements can be implemented and monitored in almost any environment on the basis of context-specific results --rather than presumed good practices.

A clear definition of the objectives against which accountability and success would be measured is essential. A strong engagement and central commitment to the core principles of good procurement are also essential to develop a governance framework and implement procurement reforms that are suited to a modern environment.  

Some governments and international organizations have begun adapting their frameworks to explicitly reflect an approach that focuses more explicitly on principles, performance, and results. Such inter alia requires creating an environment in which professional skills and judgement play out a key role and prescriptive procedures are not the answer to all situations, striking the right balance with a still-needed well-defined oversight framework, and aiming at strengthened governance and accountability.

Regulated standards or principles may effectively supplement regulated procedures, except probably for the simplest procurement. The role of procurement rules is then directed towards performance and management standards rather than strict compliance with prescriptive procedures. This also directly addresses core governance issues and seeks to drive behaviour towards abiding by principles and achieving results.

Those responsible for the management of procurement become accountable for performance rather than simply compliance. The practicality of principles and results-based approaches are demonstrated for example by Chile where improved public sector performance started with a change in managerial focus on outputs, outcomes and impacts, or the Brazilian state of Minas Gerais where public procurement is driven primarily by results defined at the beginning of the fiscal year for all line agencies and continuously evaluated by a multi-sector committee.

A new paradigm for public procurement requires awareness of the importance of the links with economic and social outcomes to avoid that regulatory and institutional changes only perpetuate inefficient and/or non-transparent practices and produce limited overall real improvements.

A critical additional dimension is technology. As a tool, technology plays an important role in a modern procurement system by: (i) significantly enhancing the capacity for transparency and the efficiency/economy of scale for at least simple procurement processes; (ii) increasing available and reliable information, thereby increasing managerial effectiveness; (iii) modernizing and streamlining the procurement system; (iv) strengthening the implementation of complex procurement processes; and (v) reconciling policy formulation and oversight with devolved and/or decentralized management.

Almost all governance reform proposals for procurement emphasize the need for capacity development: shortage of trained personnel and training, high levels of attrition of procurement staff, professionalism and career-path development etc... I will not expand on this topic which but would like to point out a key issue. As procurement officials in many countries see their role as just ensuring procedural compliance and have limited career paths, but are acutely aware of their liabilities if procedural issues are uncovered by auditors, they either surround themselves in multiple internal procedures and regulations which become a hindrance to service delivery, or simply follow the rules with no regard for the outcomes. Hence, focusing capacity development on rules and procedures may lead to higher administrative costs, slow and often inadequate outcomes for beneficiaries, lack of innovation, and waste of talent. This simply suggests that capacity issues cannot be considered independently of the regulatory models are required, and that the training approach needs to be different.

Where are we at the Bank?

The role of Bank procurement has evolved with several positive achievements, including some new risk management tools and policy changes and reforms. This work built on the approach adopted by the Bank since the 1997 Procurement Strategy (“Procurement Function – Adjusting to Emerging Needs”) called for a balanced approach emphasizing both fiduciary and developmental responsibilities, with a greater focus on improving practices and strengthening countries’ procurement capacity.

During the past 15 years, countries have made significant progress in modernizing their systems.  In most cases, the Bank has contributed to the design of comprehensive strategies or discreet reforms through its analytical work and technical knowledge and policy --which reflects international good practice and is based on universally accepted principles-- or borrower-led initiatives where the Bank contributed global expertise, advisory services, and facilitation of knowledge exchanges. The Bank has developed a body of work and experience on procurement policy dialogue: CPARs and more recently second generation ESW pieces including joint fiduciary and public expenditure reviews, policy notes, TA, sector and topical studies, and lessons learned (including those associate with implementing the UCS assessment methodology).

“Ring-fencing” of procurement since the 1960s has been driven by the fiduciary obligation of the Bank to comply with its articles of agreement (i.e. the funds are to be used for the intended purpose, with economy and efficiency, without regard to political or non-economic considerations).  However, the Bank recognized a long time ago that strong institutions are key to development effectiveness (these themes were discussed as early as in the 1982 WDR) and fiduciary obligations cannot rely on ring-fencing alone.  While Bank rules ring-fence fiduciary risk to some extent, they have limited impact on the multiple country-specific variables which determine ultimate procurement outcomes and are heavily influenced by other factors.  More recently, the Bank grew acutely aware that an exclusive focus on ring-fencing and prescriptive procurement procedures may not be sustainable given the increasing diversification of procurement needs and increased sophistication and capacity of many Bank borrowers.  

There are a number of factors to consider with regard to the current Bank’s procurement policy and its implementation, and the way Bank procurement plays out in borrowing countries:  
· The global market place for the items financed by the Bank has been transformed over the past twenty years, the result of globalization and integration. Contractors from new countries have appeared among the world’s top construction companies. Meanwhile, exports from high income countries have become more specialized, emphasizing higher valued and technologically driven goods while suppliers are increasingly from among developing countries, and more particularly emerging MICs.
· New international agreements, notably the WTO’s Government Procurement Agreement (GPA) include procurement provisions aimed at creating a level playing field for companies from participating countries and maximizing comparative advantage with respect to domestic public procurement markets, and contributed to the development of a body of internationally recognized procurement principles and practices and often served as catalysts to broader national procurement reforms. The UNCITRAL’s Model Law on Public Procurement has gained acceptance as a set of international norms and standard for public procurement. Regional and bilateral agreements, such as the EU’s Directives on Public Procurement, have created demands for open and transparent public procurement for those countries adhering to these agreements.     
· The multiplication of instruments, accompanied by a growing recognition of the size and importance of public procurement around the world, has stimulated the willingness to reform domestic public procurement. This has been further driven by the desire of most governments to make their procurement systems faster and cheaper. As discussed above such reforms reflect a change in perception: from viewing public procurement as an arcane set of bureaucratic rules, governments now see procurement as a strategic function that is at the core of delivering quality public services. Generally, these changes in the understanding and perception of what makes good public procurement are causing a rebalancing of emphasis between compliance-based and performance-based approaches and between rules and principles.
· Governance and probity, with the expectation of higher ethical standards on the part of both private firms and public sector counterparts, have taken central stage. Public procurement is thus the nexus of governance and accountability, anti-corruption, and open competition based on transparency and fairness.
· Procurement capacity among the Bank’s member countries has been further enhanced. More important possibly are their expectations regarding Bank support to procurement reforms.
· Enhancing the effectiveness of aid programs, as articulated under the Paris Declaration and the Accra Agenda for Action, has incited the Bank, along with other donors and Multi-lateral Development Banks, to reassess how they rely on country systems, including procurement.
· The Bank’s operations have dramatically evolved over the years since the Bank’s founding and the original approach to the Bank’s procurement policy was adopted and designed for stand-alone major infrastructure operations that were mostly implemented under separate project management structures.
Way forward and challenges

First, from the broad angle of public sector management (including procurement) and aid effectiveness, capacity building and progressive reliance on strengthened country systems remain at the centre of the debate. The Bank, as the co-chair of the Procurement Task Force of the UCS cluster of the OECD/DAC, works with its partners on the key messages to the Busan High Level Forum (HLF4), and inter alia: (i) the need to align more effectively the role of procurement with the key development/aid objectives of improving service delivery to the community; (ii) the adoption of a more effective approach to rely on country systems through a sequenced and measured effort to increase country procurement capacity, building on the evolution of public procurement concepts, experience with reforms and progress in partner countries; and (iii) the congruency of interests of donors and partner countries in effectively managing fiduciary risks by increasing focus on performance and concrete outcomes of improved systems.

Second, we are preparing a paper focusing on public procurement and governance and anti-corruption (so-called GAC) with the following objectives: (i) establish the central role of public procurement within the GAC agenda; (ii) propose an evolution of the established approaches to public procurement reform to match its evolving nature and role as a key policy tool and be effective both in terms of operational management and governance; (iii) define a best fit approach to account for the unique circumstances of individual countries and their public administration practices and ensure that the procurement role is aligned with the evolving needs of the Bank borrowers and its portfolio; and (iv) define possible approaches that effectively support the broader corporate objectives such as the results agenda, commitments under the Paris Declaration, and the prevention of fraud and corruption.

The 3rd big ticket item is the new P4R instrument. Procurement arrangements will be different from what they are under the current traditional investment lending operations, not in terms of fundamental principles but in how they play out, in particular because the focus will not be on individual transactions but not on broader performance and results. While Bank GLs are best adapted to transaction-based lending, they are not to programmatic lending and operations with many decentralized entities and many (usually small-value) contracts. This would represent a major milestone in beginning to shift in the context of programmatic lending the focus of fiduciary oversight from procedural compliance to principles, performance and results or outcomes. 

Finally, we have launched a review of the Bank’s procurement policy for three basic reasons: (i) there has not be any fundamental review since the Bank’s founding while procurement has increasingly been at the centre of many of the Bank’s initiatives; (ii) our policy must be adapted to the broad range of activities that we finance today and fast-evolving markets, and to account for the interactions with donor partners, bidders communities and civil service organizations; and (iii) further bring in and align with best practices and experiences, both in developed and developing countries. Our Guidelines are indeed considered by many outside and within the Bank to reflect the best international standards. They have been adjusted throughout the years (most recently in January of this year, including innovative elements such as the use of framework contracts) to help meet evolving needs but the changes have been largely incremental in response to new concerns such as anti-corruption or to update and allow new procurement methods, and have been seen by some as having added prescriptive requirements and making procurement overly complex and time consuming. Going forward, the debate should not be framed in terms of trade-offs between fiduciary interest of the Bank and development objectives, but rather under an integrated approach aimed at building procurement capacity at both project and country levels, making progress on the use of country systems, and managing more effectively fiduciary risks.

