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The Need for More Local Procurement

n Haiti

Julie Walz and Vijaya Ramachandran

Regenerating the private sector is critical
to postconflict or postdisaster recovery. Yet,
out of every $100 spent by the US govern-
ment for reconstruction following the 2010
earthquake in Haiti, only $1.33 went di-
rectly to Haitian companies. USAID has
pledged support to micro, small, and me-
dium enterprises. It has also invested in the
development of Caracol Industrial Park.!
But there is little direct procurement from
local businesses.

Procurement of goods and services is a
necessary step in development and peace-
building projects. UN  Secretary-General
Ban Ki-moon writes that “procurement
can and should be more than [an opera-
tional step]. It should be a crucial tool in
the development itself. It should stimulate

1. "Caracol Industrial Park” (November 201 1), available at haiti.

usaid.gov/work/docs/haiti_book_3rd_draft_112411.pdf.

Summary

local markets and drive innovation.”? Local
procurement in development projects and
peacekeeping missions is a way to “spend
the development dollar twice,” and create a
multiplier effect for each reconstruction dol-
lar.® Hiring a national or local firm grows
the local private sector, spurring long-term
income and job creation. Buying locally in
the immediate aftermath of a disaster may
also help local entrepreneurs and firms to
compete with outsiders. Local procurement
has a long list of benefits, including foster-
ing the local private sector, building local
capacity and increasing sustainability,
strengthening local government, increasing

2. United Nations Office for Project Services (UNOPS), 2010
Annual Statistical Report on United Nations Procurement (2011),
www.ungm.org,/Publications/Documents/ASR_2010. pdf.

3. Peace Dividend Trust, $pending the Development Dollar Twice:
The Llocal Economic Impact of Procurement in Afghanistan (New
York, 2009),  http://buildingmarkets.org/sites/default/files/
pdm_reports/pdt_spending_dev_twice_report_0709.pdf.

Despite an emphasis on rebuilding the private sector in Haiti, there has been
very litlle direct procurement of goods or services from local businesses.
Only $1.33 of every $100 spent by the US government in Haiti following
the 2010 earthquake went directly to Haitian companies, missing a huge
opportunity to spur long-term growth. Local procurement does double

duty; it not only purchases immediately needed goods or services but, by
doing so locally, helps grow the private sector, create jobs, and encourage
entrepreneurs. Spending more money in this way can multiply the effect of
US assistance. In this brief, we identify three ways to do so:

1. Follow local procurement best practice.

2. Scale up the Building Markets model.

3. Continue USAID’s Implementation and Procurement Reform.
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The Need for More Local Procurement in Haiti

accountability between government and citizens,
and improving the cost effectiveness of aid.

US Local Procurement in Haiti

It is difficult to quantify how much relief and recon-
struction spending in Haiti has gone to local firms
and the Haitian private sector. In a May 2012
CGD Policy Paper, we found a dramatic lack of
transparency surrounding reconstruction spend-
ing in Haiti.# USASpending.gov reports a total of
2,434 contracts totaling $756 million for Haiti's
reconstruction as of January 22, 2013.5 Only $10
million was spent directly on contracts with Haitian
firms, which means that only $1.33 out of every
$100 spent on reconstruction contracts went to
Haitian companies. American firms received 95
percent of the allocated funds. These data are
based only on direct US government contracts;
data are not available at the subcontracting level
to make any calculations on indirect contracts to
Haitian firms.

Only 36 Haitian firms received direct contracts
for reconstruction, and most of these companies
received contracts for only a few thousand dollars.
Sixty-nine percent of the $10 million awarded to
Haitian firms went to three of the largest Haitian
companies: Opérateurs Portuaires Réunis (OPR),
GDG Belton, and Construction, and Sol Haiti.

To its credit, USAID has taken steps to increase
transparency about its local partners, and has re-
leased a spreadsheet with the names of 22 Hai-
tian organizations that it has partnered with (for a
total of $9.45 million in contracts). An additional
$17 million went to Haitian-American companies.®
But no details are provided on which sectors the
firms are in, whether the contracts were direct or
indirect (subcontracts), or when the contracts were
signed.

4. Vijaya Ramachandran and Julie Walz, “Haiti: Where has all the Money
Gone?" CGD Policy Paper 004 (Washington: Center for global Develop-
ment, 2012), www.cgdev.org/content/publications/detail /1426185 .
5. USASpending.gov aggregates US government and  prime-recipient
spending data from several sources fo report prime- and subcontractlevel
data for all funding from the US federal government. Data is from the Federal
Procurement Data System, Federal Assistance Award Data System, Smart
pay, Census Bureau, and the FFATA Subaward Reporting System, among
others.

6. USAID, "Our local Haitian and Haitian-American Partners,” http://
haiti.usaid.gov,/opportunities/haitian_pariners.php, accessed January 20,
2013.

In the immediate aftermath of the earthquake,
it was not surprising that the international com-
munity took charge of relief efforts. As Haiti re-
covered and relief turned into reconstruction,
local firms would have be able to carry out
some of the reconstruction activity. Yet we ob-
serve the opposite—a large number of contracts
were signed with Haitian firms during the first six
months after the earthquake, and 47 percent of
the total amount obligated to Haitian companies
was disbursed between January and June 2010.
Direct contracts to Haitian firms petered off over
time: four-and-a-half times less money was con-
tracted to Haitian firms in 2011 than 2010. Even
a year or two after the quake, there were months
when not a single Haitian firm received a direct
contract for reconstruction. The decline in con-
tracts to Haitian firms does not proportionately
reflect the overall decline in recovery funding to
Haiti (see figure 1).

The majority of Haitian companies with direct
contracts were in sectors such as marine cargo
handling and petroleum, presumably to assist with
the movement of goods in the immediate recov-
ery phase. What is troubling is that the share of
no-bid contracts given directly to American com-
panies actually increased as time went on. No-
bid contracts were 15.5 percent of all contracts
in January 2010, rising to 42.5 percent between

Figure 1. Direct US Contracts with Haitian

Firms Decreased over Time
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Source: USASpending Prime Award Contracts in Haiti from January 2010
through December 2012. Data are only for direct US government contracts;
sufficient data at the subcontracting level are not available. Dates are
effective dates of contracts.
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December and April 2011.7 The data appear to
indicate that direct contracts to Haitian companies
were not necessarily a priority, even after the Hai-
tian private sector had time to rebuild its capacity
to deliver goods and services.

The Scope for Local Procurement—
Building Markets in Haiti

Building Markets (formerly Peace Dividend Trust)
is an organization founded to increase local pro-
curement and has developed a unique model that
could pave the way for procurement reform on a
broader scale. Building Markets created the Sus-
tainable Marketplace Initiative (SMI) to increase
the flow of information required for a healthy mar-
ket. The initiative connects local suppliers to large
international and national buyers by training local
businesses in procurement processes, collecting
and distributing tender announcements and busi-
ness opportunities, connecting buyers and suppli-
ers, and generating data and reports on the local
market. It also runs a supplier directory to provide
information on local businesses searchable by sec-
tor and location. Staff members verify each sup-
plier in the directory through onsite interviews to
collect information such as sector, location, size,
capacity, and past experience. Businesses are re-
verified every six months to maintain the integrity
and the utility of the data.

In Haiti, SMI verified and published the details
of over 1,700 domestic suppliers in its supplier
directory. These suppliers operate in sectors from
IT to agriculture, from printing to textile manufac-
turing. For the majority of these businesses, SMI's
directory is their only online presence. Building
Markets efforts have also included training 965
Haitian businesses in international procurement
procedures. Overall, local businesses and interna-
tional buyers have reported over 1,400 contracts
worth over $30 million with the help of Market-
place services. Nearly onefifth of these contracts
represent a crucial first connection between a

7. Haiti Relief and Reconstruction Watch (Center for Economic
and Policy Research), “Haitian Companies sfill ~ Sidelined  from
Reconsfruction  Confracts,”  blog  post  April 19, 2011,  www.
cepr.net/index.php/blogs/relief-and-reconstruction-watch/
haitian-companiessstillsidelined-from-reconstruction-contracts.
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business and a client. A recent survey of businesses
showed that 199 of these contracts had provided
work for over 9,800 employees, including over
1,600 new hires. Unfortunately, the Marketplace
in Haiti closed at the end of June 2012 because of
a lack of funding.®

Recommendations

Spending more money on local procurement can
multiply the effect of US assistance. Our recom-
mendations to do so include following best prac-
tices, scaling up the Building Markets model, and
continuing procurement reforms in USAID.

1. US government agencies and prime
contractors should follow best prac-
tice in local procurement.

Analysis from Building Markets and official Inter-
national Security Assistance Force (ISAF) and US
Forces Afghanistan (USFOR-A) policy in Afghani-
stan codifies best practices to increase local pro-
curement. Recommendations and the “menu” of
options include the following:

Use transparent bidding and selection
processes. Clarify bidding requirements and de-
brief unsuccessful bidders. Such feedback is cru-
cial to building the capacity of local firms. Many
are inexperienced with the complex international
regulations and procedures, and can use feed-
back to improve their bidding skills.

Limit the use of prequalification lists
and Indefinite Quantity Contracts (IQCs).
An open bidding process allows new companies
to enter the dialogue, encourages competition,
and reduces collusion. Prices may also be lowered
with increased competition and transparency.

Improve communications. Produce docu-
ments in Creole, French, and English. Simplify
documents and identify people who can liaise
between Creole and English speakers. Advertise
in local communities and share information about
standards and future plans.

Pay vendors on time. Most Haitian busi-
nesses are unable to obtain a line of credit; ven-
dors must therefore make payments in a timely

8. lucy Heady, former Building Markets staff, personal communication with
authors, June-July 2012.
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manner so that businesses are able to pay
staff or purchase materials for the next job.
In one survey by Building Markets, only
40 percent of Haitian businesses reported
receiving payments on schedule always or
most of the time. Advance payments should
be prioritized to make a larger portion of
funds available upon signing or after the
first set of deliverables.

Reduce the size of contracts. Break-
ing up contracts and dividing them by
region or sector will allow for more compe-
tition from local companies. Larger awards
that bundle related services prove difficult
for small and medium businesses to deliver
and limit the number of local vendors that
can make bids.

2. Scale up the Building Markets
model.

The model pioneered by Building Markets is
an ideal way to increase local procurement
both in Haiti and globally. Training, tender
distribution services, and business match-
making are all crucial steps in helping the
Haitian private sector flourish and gain more
infernational contracts. Most importantly, a
single, comprehensive business registry and
tender distribution service is needed to con-
nect local providers with donors and con-
tracting agencies. Businesses listed on the
registry must be independently verified on a
routine basis to ensure the quality and integ-
rity of the marketplace. Whether the registry
is run by Building Markets or another orga-
nization, a third party should take overall re-
sponsibility for the project to ensure not only
independent verification but the creation of
a standalone tender distribution website that
can be run by fulltime staff. The creation of
an extensive marketplace should be a co-
ordinated effort to reduce duplication and
confusion, not least with the local Ministry
of Commerce and other partners.

3. USAID should continue Imple-
mentation and Procurement Re-
form (IPR).

One of the main tenets of Administrator Raj
Shah’s ambitious USAID Forward agenda
is Implementation and Procurement Reform
(IPR). IPR aims to help USAID strengthen
partner country capacity by providing more
grants and contracts to local firms and or-
ganizations, increasing competition, broad-
ening USAID’s partner base, and creating
stronger partnerships.® The procurement
reform plan is to be implemented over five
years, and there are ambitious targets to
obligate a much larger percentage of pro-
gram funds through partner country systems
by FY 2015. There is also some willingness
to reduce the number of Indefinite Quantity
Contracts (IQCs) to large American devel-
opment firms and contractors by limiting the
scope, size, and geographic coverage of
IQCs.'° Understandably, the Coalition of
International Development Companies and
other lobbying firms are resistant to these
changes, but the current system very much
needs IPR. Such reforms should be contin-
ved, to the benefit of the local private sector
in Haiti and other postconflict and postdi-
saster countries.

9. USAID, "USAID Forward: Implementation and Procurement
Reform,” hitp:/ /forward.usaid.gov/reform-agenda/implementa-
tion-and-procurement (site discontinued), last accessed October
2012, archive from May 5, 2012, available at web.archive.
org/web/20120505154033/http://forward.usaid.gov/
reform-agenda/implementation-and-procurement. Text also avail-
able at hitp://www.cgdev.org/doc/implementation-procure-
mentreform.pdf.

10. USAID, “Frequently Asked Questions on Implementation and
Procurement Reform (IPR),” http://forward.usaid.gov/sites/de-
fault/files /FAQs%200n%20Implementation%20and%20Procure-
ment%20Reform.pdf (site discontinued), last accessed October
2012, archive from May 5, 2012, available at hitp://web.
archive.org/web/20111015055606/htip:/ /forward.usaid.
gov/sites/default/files /FAQs%200n%20Implementation%20
and%20Procurement%20Reform.pdf. Also available af www.
cgdev.org/doc/FAQs-on-mplementation-and-Procurement-Re-

form.pdf.
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