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Im PURPOSE 

The purpose of the Project was to determine deficiencies in the 
financial/capital markets (financial sector) which adversely 
affect private investment and resource allocation decisions in 
selected developing countries and to provide recommendations to 
the host governments and USAID personnel on the institutional, 
policy, legal and regulatory changes necessary to improve the 
local financial sector. 

11. BACKGROUND 

Private sector entrepreneurial activity must be supported by the 
availability of efficient debt and equity financing instruments. 
Fragmented capital markets in developing countries inhibit the 
growth of local economies and world welfare is diminished as 
these countries are unable to achieve a comparative advantage in 
the global market. U.S. companies need a positive local private 
sector environment in which to establish local operations. Host 
governments have recognized the constraints that financial sector 
inefficiencies have caused in local business development and the 
resultant negative effects on employment, foreign exchange, 
health, technology and the environment. 

The Project, implemented by the AID/W Bureau of Private 
Enterprise (PRE) and through USAID mission buy-ins, provided 
financial sector advisors to governments in 27 developing 
countries and was designed to address the following: 

a) the availability and sources of equity capital, the 
means for access to capital, the practice of private placement, 
laws governing equity ownership, existence and structures of 
public stock exchanges and the laws regulating exchange 
participants; 

b) the availability., sources and nature of instruments used 
for intermediate and long-term debt and procedures for obtaining 
debt capital; 

c) the identification and development of public and private 
financing institutions and types of debt provided to meet the 
needs of local businesses; 



d) the availability and nature of financing offered by 
other institutions, housing banks, postal savings banks, mutual 
funds, pension funds, investment companies and others; and, 

e) the policy, legal and regulatory environment affecting 
the operation of the capital market system such as tax 
legislation, interest rate ceilings, price controls and others. 

111. SUMMARY OF XXPUTB AND ACCOHPLISEMENTB 

The Financial Markets Development project was originally 
authorized in FY 1985 for a duration of three years, with an 
initial obligation of $620,000 and a total estimated cost of 
$1.92 million. The project was extended through FY 1989 with a 
total obligation of $2,235,298 and total expenditures of 
$2,119,626.22. 

The project was initially to provide support for 10 countries, 
but the number of countries was expanded to 27. In addition to a 
financial markets survey for each country, a brief summary of the 
accomplishments includes the following: 

Bolivia; 

Dominican 
Rapublic; 

Ecuador ; 

Fiji; 

Gambia; 

Guatemala; 

Honduras; 

Recommendations for improvement of commercial 
banks, the Central Bank and the Development 
Finance Corporation. 

Report on the status of agricultural credit 
institutions and how these institutions might be 
integrated into local financial markets. 

Evaluated feasibility of debtiequity swaps by the 
Central Bank and drafted implementation outline. 

Survey of local insurance industry role in capital 
formation. Recommendations on procedures to 
implement investment promotion organization and 
venture capital pool. 

Contractor represented USAID in Pacific Conference 
on Privatization and Investment. 

Recommendations to Central Bank on how to 
establish foreign exchange futures market. 

Recommendations for improvement of credit union 
cooperative system. 

Prepared assessment of needed financial 
instruments and seminar on banking 
practices/requirements. 



India; 

Indonesia; 

Israel; 

Ivory Coast; 

Jordan; 

Kenya; 

Morocco; 

Nepal; 

Pakistan; 

Panama ; 

Philippines; 

Portugal; 

Rwanda; 

Banegal; 

Bwasiland; 

Thailand; 

Multi-city seminars on need for, and potential 
uses of, venture capital. 

Report on financial market regulatory barriers to 
private sector expansion. Provided details on 
regulatory requirements for second-tier market. 

Evaluated proposal for establishment of a banking 
institution on the West bank. 

Seminar on financial markets for local 
businessmen. Prepared draft for developing a fund 
for developing and commercializing technology 

Reports concerning the financing of technology 
commercialization and megers, aquisitions and 
tender offers. 

Report on feasibility of stock market in Kenya. 

Report on financial market conditions and design 
of financing mechanisms for AID-managed programs. 

Financial markets survey. 

Technical assistance to Commercial Humanitarian 
Initiatives in the Private Sector (CHIPS) design 
team. 

Assessment of capital markets, including stock 
exchange and secondary mortgage market. Support 
to Investment Council of Panama. Analysis of 
financial capacity and mechanisms for private 
financing of utilities. 

Procedures to implement funfl to develop and 
commercialize technology. 

Proposal for the development of a central capital 
market authority. Evaluation and proposal for 
development of National Housing Institute. 

Financial markets survey. 

Review of banking system and presentation of three 
day seminar to local businesses on financial 
markets. 

Financial markets survey. 

Report reviewing operations and recommending 
improvements for the Stock Exchange of Thailand. 



Togo; Advisory service to USAID on PL 480 financing. 

Yemen; Report evaluating the financial sector in the ROY 
and recommendations for strengthening financial 
market development. 

2ambia; Conducted training pi-ogram for Zambian delegation 
on U.S. financial markets. 

Additional project accomplishments include an analysis of the 
feasibility of categorizing Lesser Developing Country (LDC) 
financial markets, a financial analysis seminar to AID officials 
on accounting issues, cash flow analysis, pro-forma statements 
and business valuations, and the development of a generic model 
to provide assistance to small and micro entrepreneurs. 

In general, AID financed the direct costs (advisor salaries, 
travel, per diem) while host governments provided the indirect 
support (offices, services, local transportation). 

IV. DEVELOPMENT IMPACT 

The Project proved that financial sector development has enormous 
potential and that financial market development is necessary to 
allow daveloping nation private sectors to become viable economic 
entities in the global market. However, due to the short-term 
nature of the technical advice, the developmental impact of this 
initial project was limited. 

V. ItE880N8 LEARNED 

PRE can provide information and education to international 
organizations, universities, private sector financial 
institutions and other agencies involved in private sector 
programs. Within AID this expertise is especially critical in 
the early stages of local private sector development as mission 
personnel oftentimes lack capital market expertise. PRE should 
sponsor regional training programs in the mobilization of 
domestic and international capital to developing nations and 
provide the tools (long-term technical assistance and plans of 
action) necessary to implement reform and development of 
financial markets. 

Information acquired through the financial markets project was 
not shared adequately and consistently within PRE and other AID 
offices; this resulted in a duplication of effort. The necessity 
for information brokering is also highlighted by the lack of 
continuity within AID missions; personnel turnover requires 
informational and developmental consistency. 



It is important, due to lack of central funding and need for 
local access, to encourage adequate mission participation in 
financial market development. The IQC system did not allow for 
the necessary involvement and long-term commitment necessary to 
realize significant development impact. Mission buy-ins 
alleviate this problem. 

Finally, capital market development strategies should include the 
following: 

a) the conditions and needs of specific countries; in 
addition to fiscal reforms, institutions and instruments, 
strategies need to address the capital requirements of the 
ultimate consumers-small, medium and large private enterprises- 
as well as the needs of the providers of foreign and domestic 
capital; 

b) AID'S abilities or inabilities to fill these needs; and, 

c) involvement in this field by other agencies, 
international organizations and financial institutions. 

VI. CONTINUING RESPONSIBI&ITIEB 

It was decided by the Bureau of Private Enterprise to continue to 
provide the financial market development services to host 
governments and USAID personnel. A new project was initiated in 
FY 1989; the Financial Sector Development Project (FSDP), 940- 
0014 with Price Waterhouse as the primary contractor. 


