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A Letier froum the Adeifaixiraior

AlD’s private initiative has passed a
major milestone. 1t is no longer an
experiment but is fast becoming an
integral part of the U.8. foreign
assistance program.

This initiative is based on the premise
that greater reliance on market forces
holds the key to self-sustaining
growth in developing nations, Giving
the initiative shape and direction is
the Bureau for Privaie Enterprise. In
a relatively short time, the Bureau has
crafted an innovative, solutions-
oriented program. This is beginning
to show resulis with only 2 modest
investment of tax dollars,

By creating jobs, raising income and
helping local entreprencurs produce
to earn foreign exchange, the initi-
ative definitely serves AID’s mandate
to meet basic human needs of the
Third World poor majority.

4 Laiter from the
Assissgnt Adminisirator

This report will account for our
stewardship during the growih and
expansion of AID’s private sector
program from early 1983 to July
1984.

During this period, the Bureau helped
create a variety of investment pools
serving small Third World entre-
preneurs, implemented a co-financing
program with private banks, made its
first direct loans to Third World
businesses and added health to its sec-
toral priorities. We greatly increased
support to AID field missions.

Requests from selected developing
countries {o convert state-owned
enterprises to private enterprises
responding to market forces are on
the increase.

To pick only one example from its
porifolic, the Bureau is promoting a
concept 1o organize small farmers
argund core private agribusinesses.
This holds great promise in spurring
farm outpul and income. American
business can and should play a rele in
this and similar efforts to wed private
secior resources and expertise 0 som-
mercially feasible and yet develop-
meni-orienied projects.

Increasingly, the private enterprise
approach is working its way through
our sgoney, being viewed not as an
isolated program but as a new force
for development across the board. s
full exploitation is long overdue. By
insttutionalizing the initiative in AID
we make sure that the job of develop-
ment will be undertaken with every
tood at our comnmand.

New direstions will include promotion
of Third World exports, especially
non-traditional products, outreach to
small farmers by private agribusiness
firms and investment in Third World
businesses that adapt and market
appropriate technologies.

In alt of our efforts, we welcome and
encoursge the participation of the
American private sector. UK.
business skills, energies and capital
are vital to the orderly growth of
privaie enterprise throughout the
developing world, This interaction is
good business for both parties as welf
as being in the best interests of global
stability and economic development.

M. Pster McPherson
Administrator
Agency for International Development
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Neal Peden

Assistant Administrator (Designate)
Bureau for Privaie Enterprise

Agency for International Development
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Burean for Private Enterprise

We believe that the first responsibility
of the Bureau is to provide quality
and experienced advice and advisers
to AID missions abroad ia the formu-
lation and design of strategies, pro-
grams and projects that utilize the
private sector in providing cost-
effective services to increase the
productivity of poorer people in
developing countries.

We are responsible for investing in
projects that meet both develop-
mental and rate-of-return criteria and
that are consistent with maintaining the
financial integrity of AID’s Private
Sector Revolving Fund.

We are responsible for collaborating
with private entrepreneurss in develop-
ng countries to help them solve their
sountries” social and economic prob-
ems, We will work closely with the
J.S. private sector to achieve this
nd.

We endorse egual opporiunity for
empioymean:, development and
advancement for Bureau staff, We
are responsible (¢ our employees and
respect their dignity and recognize
thelr merit. Everyone will be con-
sidered as a professional and as an
individusal,

We are responsible both (o the Presi-
dent and 10 Tongress for doing our
part 1o muke the AID private enter-
price fitigtive an integral part of the
Al prograsm and culture,

July 1984




HOW WE ALLOCATE FUNDS

*Largely to support the International Bxecutive
Service Corps (IESC)



.ctivities
described in this progress report
comprise a renewed commitment (o
the value of market forces and private
initiative in solving development
problems in the Third Waorld.

The goal of this aid is to build stabil-
ity and meet basic human needs in
countries fighting hunger, poverty
and poor health. The keyv is to
generate and sustain broadly bassd
economic growth and development.

Developing nations are struggling to
recover from worldwide recession.
The downturn has flattened markets
for their traditional exports. This has
greatly weakened earning power (o
pay off debis to other nations, now
ballooning above $800 billion. A few
nations face default. Growth rates
overall have slipped below 1970s
levels.

Third World leaders are reexamining
their domestic policies to find the
most effective road to recovery. How
well they succeed may depend on how
quickly they can diversify and expand
narrowly based economies. Activating
market forces to produce more jobs,
income and new products on a self-
sustaining basis—the core of AlD’s
private sector thrust—points the way,

The initiative is starting to show
measurable results, As of July i,
1984, the Bureau for Private Enter-
prise had funded activities in 34
countries.

Four (hjeciives
The Bureau focuses on four key

objectives:

s To clear roadblocks 1o productive
private business investment;

¢ To provide credit not locally
available so small and medium-sized
businesses can start up or expand;

AIYS INITIATIVE

¢ To suppart sectors such as agri-
business, health, rural manufacturing
and financial institution-building
which sre vital to developing
countries;

¢ To help ALD ficld missions design
their own private sector projects,
mudtiplving the impact of the
Buregu’s lean budget and spreading
the initiative throughout the agency,

Bysinessdibe Approsch

In helping Third World businesses
and institutions, projects are designed
10 encrurage their survival in a com-
petitive markst. Self-propelling
growth cannot resi on subsidies,
Bureay loans are at market, or neas-
market rates, a4 departure from AID's
customary iernms.

Bureau investments use limited
smounis of AID money to attract

outside money and siretch tax dollars.

Thus, private fonds are drawn into
development through co-financing
with private banks and capitalization
of firms with other investors. The
Bureau’s leveraging ratio averages
betier than three (o ane—that is,
three outside doliars for every AID
doilar.

We have also streamlined and
speeded up the project approval pro-
cedure, in seversl cases, we have
turned arcumd proposals in 70 days.

Envestvpenms in Sdf-Reliznee

The Buresw’s 330 million annual
budget genergtes a portfolio of both
loan and grant activities. These help
Third World entreproneurs stand on
their own, expand, hire and train new
warkers and energize their local
SLOTIONILS.

The grant portfolic has totaled $28.5
mithion over the three years ending
September 30, 1984, Basically, it is
used to regsearsh and develop new
ideas and 1o build the climate needed
to sncourage Third World businesses
and investors. Our grants fund pro-
grams refated to training, technology
transfer, investient and export pro-
maotion, and capital market develop-
ment. A large share of the grang
budget helps fund the International

Executive Service Corps (IESC).
Bureau grants alse sgpport privais
sector programs in ATD missions
QVerseas.

Bureay loans have totaled $33.4
ouillion over thres years. They provide
credit not otherwise available to
Third World businssses either
through banks and other private lend-
ing pools, or directly. Since April
1884, loans have been funneled
through AID’s Private Sestor Revoly-
ing Fund. A small portion of the
grant portfolio is linked to loan
projects. These technical assistance
components counsel borrowers on
running their businesses and train
institutions 1o serve small business
clients more effectively.

Wint We Don'’t Be

In making Third World business
sironger, the Bureau relies beavily on
Agmerican business. ULS. firms are
sources of expertise, ideas, training,
business climate assessment and-——in
cases of joint ventures we help pro-
mate-—capital and technology. How-
ever, providing a range of services
gearesd specifically o V.S, companies
secking opportenities overseas is not
our job. We do not duplicats activi-
ties by the Overseas Private Invest-
ment Corp, (OPIC), the Commerce
Diepartment, the Export-Import Bank
{EXIM), Trade and Development
Program {TDP) and other agencies.

The Burcau, among oiber things,
doses wels

~Finance 1.5, exports or feasibility
studies to promote U.S. exports
{EXIM, TDP):

—Finance, guarantee or insure U.5.
investments abroad {QFICY;

—Pay for or lead invesiment {Tips
overseas by U8, firms (OPICY;

~Eingnce feasibility studies for
investroents that don’t involve a
Third World partner (OPIC);

—{¥rganize trade missions to or
trade fairs in foreign countries
{i ormmerce).



he Bureau’s mission
support program is managed, along
with most of the rest of the grant
portfolio, by the Office of Policy and
Program Review.

The chief aim of this program is to
help AID offices in the field use
private enterprise to promote develop-
ment. These activities have shown
considerable growth during the
Bureau’s three-year life. In its (irst
year, the Bursay assisted five AID
missions. In the second vear, we
aided 20 missions on 30 specific
assignments. The upswing continues.
By July 1984, the Bureau had assisted
30 missions on more than 80
assignments.

These assignments tend to be short-
term (four to six weeks). They
address specific opporiunities or
problems related to private enterprise
development, Frequently this ingludes
helping missions in the concept and
design stages of projects. This service
is provided through a variety of
mechanisms, including:

1. Indefinite Quantity Contracts
{IQCs) in agribusiness analysis and
financial analysis services. Under
these, outside experts are available

FIELD SUPPQRT

{or short-term assignments. The
3O mechanism cuts through the
delays and red tape of negotiating
specific work agreements, This is
sspecially useful when an AID
burcan needs advice in a hurry.
(s are awarded competitively.

2. Other short-term private business
consuliants with technical expertise
in one or more of our product/
service areas.

3. Private organizations supported by
the Bureau which can draw on
technical experts.

4. Selestad, quslified minority-owned
firms [Section 8(a) of the Small
Business Actl.

5. Burcau staff,

Examplies are:

Invesiment Promotion—We have
fundgded analyses of selected country
activities 1o {g) help establish a
methodology to evaluate investment
promotion programs and (b) provide

guidance on establishing cost-effective

DrOgrams.

Business Climpte in Developing
Countries—Bureau siaff established
an AID strategy for the development
of privats enterprise in Grenads, =
major forsign policy objective.

Capital Markeis—We have funded
initial work by a technical expert on
the framework required to further
develop capital markets in Kenya,

Other experts recommended changes
in Liberia’s investment code for that
government’s consideration.

Technology Transfer—A technology
transfer science adviser was sent for
discussions with Indonesia’s minister
for resegrch and technology. A
lobstering expert advised Belize
snanufacturers on making better
{raps.

Managerial/ Vocational Training—We
funded 8 venture capital training
seminar for officials of venture
capital institetions in the Philippines.
Young President’s Qrganization
{YPQ) teams are holding management
problem-solving seminars in several
countries.

Export Promotion—We financed a
mission to Bolivia by specialists in
non-traditional export promotion.
The emphasis was on the crafts skills
arsa. They developed a comprehen-
sive proposal which would use exist-
ing skifls to manufacture products for
the high-fashion market.

The surge in field requests is a useful
measure of the diffusion of the
private sector initiative throughout
AID and its growing acceptability on
the front lines. As with our establish-
ment at AID's Washington headquar-
ters of the Private Enterprise Council,
a Haison group, and enactment of the
Private Sector Revolving Fund, mis-
sion support activities are & necessary
factor in institutionalizing the private
sectoy program.

oty tapped by the Burean

shnpe privale enterprise
Cpragraems developed in the field.
s than 86 suvh assignments
spve been furded b date,




naciment in
November 1983 of the Private Sector
Revolving Fund was a major step in
putting AID’s private enterprise
initiative on a continuing basis.

The purpose is to provide a flexible,
businesslike and seif-replenishing
mechanism for channeling the $15-20
million annually in Bureau loans into
commercially viable projects with
strong development payoff. These
loans are managed by the Bureau’s
Office of Investment.

Appropriations shouid build the fund
to $60 million over the three vears
ending September 30, 1986. Then the
fund will depend on reflows—repay-
ments from borrowers, return on
investments and other income. In
other words, the program will stand
or fall on the soundness of its proj-
ects. Similarly, bad projects can be
discarded more quickly, not being
locked in by the appropriations proc-
ess. The fund is capped when it
reaches $100 millien; any reflows
above that revert to the Treasury.

Congressional supporters agree with
AID that such a mechanism will pro-
vide orderly management and
accouniability for Bureau invest-
menis. They point out this will help
attract increased participation of
American business, further leveraging
scarce AID funds, A Loan Review
Board composed of six U.S. financial
executives considers each new Bureau
investment before & penny is com-
mitted, a procedure that was set up
by the Bureau even before enactment
of the fund.

REVOLVING FUND

The 1983 statute calls private enter-
prisg “a vital factor in the stable
growth of developing countries.” it
emphavizes that 1.5, interests are
served when Third World private seo-
tors are strengthened, thus promoting
stability, and when the U.S, privaie
sector is cngaged in the proesss.

The statute sets certain requirements
for projeuts. For example, they must:

# Be comsistent with U.S. aid policies
and host-country priorities;

& Have g “demonstration effect,”
that is, serve as models for replication
in pther countries;

s Be innovative and {inancially
viahle;

* Carry development impact, espe-
vially in employment and appropriste
technology, 1adlored to the country
involved,

+ Be directed primarily to small
businesees and cooperatives, provid-
ing services not otherwise available;

s Provide no meoere than 33 million in
ALD mounsy per project and generally
finance no more than 25 percent of
the iotal opst. A *‘substantial”
amount of the funding has to come
from private sources inside the coun-
try involved:

* Commit 1o more than 20 percent of
the fund’s assets in any one country;

¢ Provide loans primarily to inter-
mediate institutions serving the
private sector. This furthers AID's
long-stangding emphasis on institution-
bullding;

& Charge taterest rales at or near
those otherwise available 10 the bor-
rower, 3 Bureau practice from the
outsst.

Under the statute, AID will advise
Congress of projects to be financed
from the fund in 5 anaual presents-
tion on Capitol Hill. Congress will
also be notified of projects not
inchaded in the prosentation. An
annus! report from the President on
Revolving Pund projects during a
given year is required before the end
of that year.




n spearheading the pri-
vate sector initiative, the Bureau
chose a few specific areas to avoid
spreading resources teo thin.

Ten target countries—later expanded
to 13 and a region, the Caribbean
Basin—were selected for our major
investments. The countries are Indo-
nesia, Pakistan, Sri Lanka and
Thailand in Asia; Ivory Coast,
Kenya, Sudan and Zimbabwe in
Africa; Egypt in the Near East and
Costa Rica, Haiti, Jamaica and Peru
in this hemisphere. Other countries,
depending on project pavoff and bud-
get considerations, may be included.
This is especially true in the case of
field support activities described on
page 6.

A Fooused Approach

This pinpointing approach led to the
choice of certain sectors in which to
operate. Currently the Bureau con-
centrates on three: Agribusiness (with
attention also to smali rural manufac-
turing), Intermediate Financial
Institutions, and Health. AID has
experience in each although there is
room for further attention. These
also are sectors in which American
private business has outstanding
expertise that can be and is being
entisted by AID.

Forking with American Business

From the beginning, AID has drawn
on the planning, marketing and train-
ing skills of U.S. business firms in
shaping its private sector activities.
Symbolizing this was appointment of
the President’s Task Force on Inter-
national Privaie Enterprise in May
1983. A blue-ribbon group of 23
private sector leaders, the Task Force
is examining the Government’s
private enterprise thrust across the
board. Its recommendations later in
1984 will have wide ramifications for
U.S. trade and investment as well as
foreign aid.

The Bureau for Private Enterprise
taps 115, business experts routinely in
tmpdementing its program. Addi-
tionally, Bureau personnel may serve
as ad Aoc, informal contacts for
smaller Third World entrepreneurs
and American busingss people seeking
joint opportunities. This is possible
given & Buresu staff recruited from
various work experiences, including
service abroad with both government
and corporations. Staff guidance in
obtaining information provides the
kind of business-to-business service
that may lead to productive joint ven-
tures, trading, Heensing, franchising
and oiher commercial arrangements.

Spribusiness

The early choice of agribusiness a5 a
Bursau priority flowed both from
AL experience and the demands of
developing-country economies.

Few Third World nations can ignore
agriculiure. It provides livelihoods for
rural populstions and food for city
dwellers., It sarns foreign exchange
from commodity exports which in
turn buys raw materials nesded for
iocal industry. Agriculture is the
finchpin that can determine economic
sugcess or failure,

The World Bank, tracing developing
world growih rates in the 1970s,
found that most countries with
gnnual growth above 5 percent also

PRIORITY SECTORS

Mest products ary an fnoreass
' snportant outlel for
siness aperations in fde
grawing develuping ¢ountries,

reported rapid agricoltural growth.
30 the other hand, those with weak
agricultural sectors lagged in overall
sconomic performance. * Few coun-
¢ries,”” the Bank concluded, “*have
achieved economic growth without
first, or simulianecusly, developing
their agriculture.”

From the beginning AID has empha-
sized programs that spur agriceltural
research and production. Roughly
half its development dollars go to
agricuiture. U.S. money was poured
into the “CGreen Revolution” of the
19705, triggering production break-
throughs for high-yield wheat and
rice and helping build the research
network that keeps the revolution
going,

Agribusiness is 8 necessary comple-
ment to agriculture. Under the right
circumstanses, it can revolutionize
jocal farming. Agribusinesses provide
fsrmers with new seeds and fer-
tifizers, buy their yield, hire new
workers to process it and create and
murket finished products. Demand
for new products then works back
from the marke! to the farm, diversi-
fving and expanding farm output.

A concept being pioneered by the
Bureau for Private Enterprise illus-




trates how the synergism of bus-
iness/farmer teamwork can lead to
striking development payoff. The
concept is the organization of small
farmers around 8 *‘core” business
that provides hands-on mapageriad,
marketing and technical services and,
at times, credit. The Bureau intends
1o make this approach a cornersions
of s agribusiness getivities.

The Bureau commissioned Business
International, & New York-bhased cor-
porate research and public policy
firm, 10 survey models of this ap-
proach in nine developing countries,
These varied froum production of seed
corn in the Philippines 1o swing
breeding in Thatland, Core firms
ranged from multinationals 10 very
small businesses, both domestic and
forgign or joint ventures between the
two.

The case histories showsed that the
concept not only works but is often
the spark needed to move small
farmers from bare subsisience 1o the

PRIGRITY SECTORS

cash economy. For the farmer, the
arrangement offers assured markets,
higher inceme, exiension services and
incressed produstion. For the com-
pany, it useally means faster-than-
usual carnings. Firms reported a net
profit the first year and s respectable
ISIUEn on investment i (wo or three
YEUTE,

The stady recomunended an active
rele for governments. This gets 1o the
core of “policy dialogue” —improv-
ing the cimate for economic growth
through private business investinent-—
a mujor part of AID’s overall strai-
egy. For exsmple, the study urgss
Third World governments to change
policies that discourage farm output
and distributon and keep farmers’
prices (o0 low, Donor governmenis
fike the United States were urged to
encourage these reforms in daily con-
tacts through embassies and AID
missions,

Summing up the potential of the agri-
business/small farmer dynamic, the

study commented:

“There gre today approximately one
bittion wmall farmers in the develop-
ing world. If . . . the income of these
farmers were raised by only $100 per
veay, the stimulative effect on the
global cconomy would be staggering,
with multiplier effects not only for
agricultural output, but for manufac-
tared goods and services as well, both
in the developing countries and in the
inshasirialived world.”’

Axn early and continuing focus of
Bureau efforts is the small and
mesum-sized entreprencur who has a
wodtiptier impact in rural areas.
Working with local private financial
institutions to open credit windows
for agribusiness and other ontre-
premenrs is & major activity. This
institution-butlding is explained
below.

Intermedinte Financis! Institntions

Mgrigring robust business activity in
developing nations takes capital.

ibusiness opersibms, aided
' o “sepd”” money, help
: % orld farmers improve
sir prodects and bresk inte
markets.




Capital is often available. But the
mechanisms to amass and direct it to
productive targets are not always in
place. Access to capital, not shortage
of it, is the problem.

This is particularly so in the case of
small entrepreneurs. Keith Marsden,
an adviser to the World Bank, wrote
in 1981: *“Starved of capital, cold-
shouldered by the development
finance companies, overlooked in
development plans and, until recently,
ignored by most foreign . . . aid pro-
grams, smalil-scale firms have had 1o
rely fargely on internaily generated
funds for expansion and moderniza-
tion. To compound the problem,
their profitability and incentive to
invest are often undermined by both
overt and hidden subsidies to large-
scale industry.”

A has long been involved in setiing
up and investing in capital-generating
mechanisme—intermediate financial
institutions. However, #ts focus has
been fargely on public institutions.
The Bursau for Private Enterprise, in
choosing this sector as one of its
priorities, has moved to broaden the
agency’s experience to include private
financial institutions. Thege often
respand more guickly to commercial
opporiunities.

Such fnstitutions include commercial
banks, leasing companies, venturg
capital firms, savings and loan insti-
tutions, insurance and trading com-
panies. In ather words, the Bureau ig
looking at a whole range of private
{oan and squity pools that can be
established or restructured to encour-
age entreprencurship in the Third
World.

PRIORITY SECTORS

The majority of current loans go to
intermediate financial institutions for
sub-lending to private firms. In some
¢ases, as in g risk capital firm serving
ihe Caribbean, our participation trig-
gered creation of the institution itself,
in other cases, such as with commer-
gial banks in Thailand and Kenya, we
nudged existing institutions in new
directions—e.g., to provide fixed-
raie, longer-term credit 1o small rural
businesses. In serving these custom-
ers, we've also taught loan officers to
iook hevond collateral to prospective
cash flow,

This activity follows AID’s traditional
path of institution-building. Aid
maney won’t help without efficient
delivery and support systems.
institution-building helps ensure
smonentum and self renewal so the
process can continug after foreign aid
dollars are phased out.

trod Barean iouss are chan-
rouph Thivd Wirld
weial insdiiutions Bke Reava
smercist Rank. This opens
g vregit wingdoowy for smsll
gorst enterprives,




Health

Because economic growth depends on
a strong, productive population,
health is fundamental to develop-
ment. Yet health in the Third World,
despite gains in recent decades,
remains an enormous problem. One
of three children dies before age five,
Life expectancy overall is nearly a
generation shorter than in the United
States.

At present the public sector domi-
nates the health area in the Third
World. Services and sale of pharma-
ceuticals are often legal monopolies.
Yet health ministries can’t do the job
alone. The heaviest spending nor-
mally goes for doctor/nurse care in
expensively equipped hospitals in
major cities, Farther into the country-
side the facilities thin out and prob-
lems multiply—Ilack of trained
personnel, shortage of supplies,
deteriorating squipment, inefficien-
cies, overcrowding.

Government spending for health in
developing countries runs about 3 to
§ percent of gross national prod-
uct—that’s less than a dollar per per-
son in some countries—compared
with 8 percent of GNP in industrial
countries like the U.S. These amounts
cannot increase significantly. Domes-
tic Third World needs are in sharp
competition for budgets slimmed by
recession and the outflow to foreign
creditors. Nor can foreign donors,
including the U.S,, provide more than
a small supplement to local efforts.
The Bureau for Private Enterprise, in
choosing its latest priority sector,
seeks to reinforce AID’s efforts to
provide community-based primary
health care, preventive as well as
curative, by expanding the role for
private enterprise,

The Bureau’s first major health proj-
ect was a $2 million loan in Septem-
ber 1983 to help Bolivia’s private
savings and loan system provigde safe
drinking water and sanitation
facilities to lower-income families. A
$250,000 grant provides technical
assistance,

In mid-1984, the Bureau was putting
final touches on another proposal to

Eows o

create business investment pools for
health projects in Indonesia and
Thailand. & private voluntary organi-
zation with broad experience in Asia
will identify business and product
lines 1o meet health needs of poor
people which these pools can finance.
This is discussed Hurther on page 19,

The Burgan drafted a health paper on
the need for private sector mecha-
nisms 1o deliver low-cost health care
1o the working poor and others on 3
setf-sustaining basis. Possibilities
include production, packaging and
marketing by private firms of oral
rehydration therapy (ORT) pack-
cts—a cheap and simple means of
fighting the dehydration from diagr-
vhea that kills seversl million children
inn the Third World every vear.
Anocther possibility is the estab-
lishment by focal private entrepre-

PRIORITY SECTORS

neurs of clinical lab centers to train
paramedics and nurses, helping to
maks up for the severe shortage of
dowtars in rural areas, We are begin-
ning 1o work with AID field missions
in developing such programs.

The Burcay recently contracted for a
detailed case study of the Chilean
experience in health maintenance
grggnizations (HMOs). This will pro-
vide valuahle data for the expansion
of private reimbursement mechamisms
in developing countries.




hirteen target coun-
tries and one region (the Caribbean
Basin) have been identified by the
Bureau for Private Enterprise as ma-
jor arenas for private sector action.
However, in pursuing mission support
and other activities to promote
economic growth through private
enterprise, we frequently go beyond
the target list. The map indicates our
full outreach to 34 countries. Target
countries are in boid type.

Below is a Hst of major activities as
of July 1, 1984,

Gronis

1. Agribusiness Workshops—Con-
ducted by Fund for Multinational
Management Education (FMME),
ldentifies joint venture, other private
agribusiness investment opportunities.
Promotes ties with low-income
farmers. Countries: Costa Rica,
Panama, Peru.

2. Agribusiness Qutreach 1o Small
Farmers—Case studies by Business
International Corp. Successful exam-
ples of how small “‘satellite’’ farms
are organized arcund core private
firms. Synergism promotes farm in-
come, output. Countries: Dominican
Republic, India, Kenya, Mexico,
Philippines, Sudan, Swaziland,
Thaitand, Turkey.

3. Feasibility Studies—Refundable
grants pay up to $50,000 for studies
of potentigl business investments with
high developmeni impact. Countries:
Costa Rica, Dominican Republic,
Egvpt, Kenya, Malawi, Pakistan,
Panama, Zambia.

4. Grant Components of Major
Loans—GCrants interfock with soms
Bureau investments to help Ienders
serve new customers and heip bor-
rowers use loang. Countries: Bolivia,

Donsinican Republic, Jamaica,
Fenya, Pakistan, Thatland.

8. instingie for Management Educa-
tion fir Thailand JMET—Begun
with Bureay grant. Traing mid-tevel
Thai business managers. Local
husiness will continug support after
our zid phases out, Country:
Thatlend.

&, International Executive Service
Corps {(IB5C—Retired U.S. business
voluntorrs serve small business, other
clisniy overseas. Under partial AID
funding, IESC focuses on smaller
agribusiness firms in Third World
countries, dovetails activities with
ageney's Feld missions. Countries:
worldwids,

7. Foint Agricultural Consultative
Corp. (JAL Cuorp.—Establishes
privaiz binational agribusiness com-
mitiees to epur techaclogy transfer,
investment promotion, business

A WORLDWIDE INITIATIVE &

chmate-building, Partly funded by
A0, Countries: Belize, Costa RBica,
Pominican Republic, Honduras,
indonesia, Ivory Cosast, Nigerig,
Panama, Philippioes, 81 Lanka,
Thailand.,

#. hission Support—Bureau support
for field activities on 3 fast-response
basis spreads initiative o “frond
Ynes,”” Toundries: worldwide {see
WA},

%, Privatization of State-Owned
Enterprises—EBExpertise provided by
Bureay hefps Third World govern-
menta phase out expensive, inefficient
“parastaials’’. Countries: on reguest.
18, TECSUP (Instituio Tecnolfigico
Superior-Bureau grant combined
with toce! business support staried
this vocational training school.
(ieared to private ssctor needs. Coun-
tey: Peru.




11, Young President’s Organization
{YPO)—Bureau is funding seminars
on problem-solving for Third World
entrepreneurs. Countries: Indonesia,
Jamaica, Kenva, 3t Lanka,
Thatland.

Logns

1. Agribusiness Loan Pool—Creates
loan pool for farmer outreach.
Co-financed with two privaie lenders.
Country: Sri Lanka,

2. Antigus Shrimpery-—{drect bus-
iness loan to build shrimp ponds so
local production can replace imporis,
produce exports. Co-financed with
private lender. Couniry: Antigua.

3. Bolivig Water snd Sanitation—
Injects credit into private savings and
ioan system, Will provide deinking
water and sanitation needs for low-
income families. Country: Bolivia,

4. FIMALE {Banco de Desarrolio
FINADECreates loan pool for
smaller businesses making non-
traditionsl goods for export. Coun-
iry: Dominican Bepublic,

8. Kenyza Commercial Bank—Creates
fogn pool in Jocal privaie bank for
rural smmsll eplerprises, Country:
Kenva,

&, Leather Industrics of Kenya—
Dirsct hastosss logn to build modern
tannery i produce finished exports,
give new marksy to cattle farmers.
Country: Beonva,

7. Life of Jamaica—Creatss loan
pool in loval private insurance finm
for rural enterpriscs. Country:
Jamaiva.

8. Productive Credis Guaraniv—Part-
v gusranieys loans by local bank to
very small nural businesses. Country:
Jamaics.

A WORLDWIDE INITIATIVE

%, Sayyed Machinery Lid.—Direct
basiness loan to make improved farm
inplements and machinery. Almed at
higher yields, ouiput-per-worker.
Country: Pakistan.

. Sism Conmercisd Bank—Creates
b oot i locel private bank for
vural small agribusinesses, Country:
Thailand,

1§, Sogewiese Leasing, S.A.—Creates
leasing firm fo provide oredit 1o
smelier, mainly rural enterprises,
Louniry: Pera

13, Women's World Banking

{W W B—Provides loans for guaranty
cotlatergl for very small women-run
businesses identified by local affil-
iates. Countries: Colombia, Domini-
carn Republic, ¥enva, Thailand,




; orking in
the target sectors described on pages
8-11, the Bureau for Private Enter-
prise seeks fresh solutions, using
market forces, to problems that
frustrate developing couniries, For
each problem, we have developed a
product or service—a solution base
on which we can build specific loan
and grant projects. For exampile, low
income is a nagging Third World
problem, a major roadblock to prog-
ress. Our product, or solution, is
creation of jobs through new private
sector investment. Around this ap-
proach we construct the actual proj-
ects to do the job, Examples of this
and other problem areas are discussed
on this and the following pages.

Froblem #3: Jobs

Low investment restricts jobs and
income. This prevents many in the
Third World from providing ade-
guately for themselves and their
Samilies.

The solution is to encourage both
domestic and foreign private invest-
ment to create new jobs, leading to
increased individugl earning power.
Without productive jobs (as opposed
to dead-end subsidized jobs or
welfare), development as a sustain-
able, self-help process will fail, That
is why investment of private funds in
job-creating new and expanding busi-
nesses is a unifying thread in Bureas
projects. This section focuses on the
too} of investment promeotion.

Bureau efforts are in two categories,
investment promotion by govern-
ments and investment promotion
involving firms or individuals. Both
complement the longer-term effort to
improve the host~-country business
climate, described on the next page.

in the first category, early Bureau
projects included support for a one-
year program to train investment

advigers serving several Caribbesn
governments, This was undertaken by
the United Natlons Industrial
Bevalopment Organization (UMNIDO)
Increasingly, AID field missions have
designed programs to help govern-
ments atirast fraeign investments,
often with Bureau assistance, Sri
Lanks, Thailand, Jamaica and, on &
regional basis, Africa are exampies,

However, experience has exposed an
information gap as to why some
investment promotion programs work
and same do not. To fill this gap we
conymissioned SRI Internationsl to
conduct wase studies in five countries,
That walysis provides guidance 1o
governments and AID missions, and
gives ¥5 & frame of reference for
desigring future efforts and evalu-
ating peat offorts. SRI Internationsl
agreed 13 provide staff for follow-up
work in developing countries.

In the zesond category—investment
promution involving companies and
ingdividugis—the Bureau has helped
fund two programs i collaboration
with the Overseas Private Invesiment
Corporatipa. OPIC provides politicsl
risk insurance and other services to
U5, investors. Our interest in Third
World business growth makes for a
naturyd parinership.

The first program was the Caribbean
Investrent Opportunities Program in

Bew baginees
Bird World
, i, Promol
£ sueh elerprty
Surean soiivity.
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tate 1982-carly 1983, This featured a
spven-city ‘‘telemission” hookup by
satellite to inform potential U.S.
investors of opportunities in this
strategically important region.
Follow-up teams to several Caribbean
esyamtries brought U.S. business peo-
ple together with Caribbean counter-
rarts. Investors expected projects
1otaling 3835 million, producing 1200
jobs, in Jamaica. Investments are
expected to total %37 million and
generate more than 2400 jobs in the
Eastern Caribbean. Some $44 million
in investments were forecast for
Haiti, '

The Bureau and OPIC ailso col-
laksrated on *‘Operation Oppor-
funity”” in November 1983, Again
using sateilite comumunication, the
program informed American compa-
nies about U8, Government pro-
grams that help them do business
agbroad. About 5,000 executives in 44
sittes participated.

The Bureau's feasibility studies pro-
gram helps promote Third World
investments with substantial develop-
ment payoff. These may involve only
foval enterprises or be joint ventures
betwsen 1.5, and local partners, The
Buregu pays helf, or $50,000, which-
zver is less, of studies funded up-
front by sponsors. Only if the study




proves the project commercially
viable must the sponsor reimburse
AID. However, the Burcau may
decide later to help finance the
resulting project on terms described
on page 7.

Feasibility studies can be a joan
origination device. Focus of the
studies is expanding this year to
include all sectoral priorities~—agri-
business, intermediate financial
institutions and health. As of July
1984, the Bureau had funded 15 feass-
bility studies for projects in sight
individual countries and the Carib-~
bean Basin.

The Joint Agricultursl Consultative
Corporation (JAC Corp.), parily
funded by the Bureau, serves an
investment promotion role. This
non-profit organization based in
Washington helps identify potential
joint ventures through binational
private agribusiness commitiees in
selected developing countries. Hs
other activities are described on
page 19.

Finally, the Bureau has explored the
option of helping set up ‘*frec zongs™
abroad. These would encourage
investments in a particular sector or
product area as weil as promote
exports. This is explained in more
detail on page 22.

Problem #%; Business Clmale

Business climate in Third World
countries often suffers from host-
government policies that discourape
investment and other privaie sector
activity.

Reviewing wide-ranging national
growth patterns since World War 11,
the World Bank in its 1982 report
concluded that “‘the degree to which
countries managed to participate in
international economic expansion was
determined largely by the policies
they pursued.”

Policies are signals that governments
send to producers in the sconpmy.
Policies that force farmers' prices
below world levels in order to give
city dwellers cheap food may send
signals (o the farmer that it’s not

worth the effort to expand produg-
tion. They may even drive farmers
off the land. Similarly, policies that
discourage private business activity
smther incentive and turn away
investors, domestic and foreign.

Cm the other hand, growth-orientsd
policies—policies recognizing the con-
iribution the private sector makex to
employment and higher living stan.
dards—are a developing country’s
signais to the U.S. and other donor
countries that it is trving to help
itself. That is why “*policy diglogue”
is 3 major activity of American
embassies and AID missions sverseas.,
it is aimed at improving laws sad
regulations and removing red tape
that stifle new business investment

AT fledd penple wawd
with Thirg Workl of

sent and expandod o
peiivity, '
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and that tend to torpedo the host
government’s own development plans,

Many Third World policies are rooted
in a large, active and interventionist
public sector, While farmers are by
definition in the private sector,
governments may control their sup-
plies, outlets to market and the prices
they charge. In the case of industry,
the government has often moved
directly to control investment and
production.

One common manifestation is the
“‘parastatal.,”” This is a business activ-
ity either owned outright or con-
trolled by government. Parastatals
frequently provide monopolies in
given industries or businesses, They



often effectively frecze out counpeti-
tion from privaie enterprise. Some
respond {0 market forces; many more
do not. In many cases they ars ineffi-
cient and drain goverrguent revenues
that should go to activities morg
appropriate for public sector action,
like public health and education.
Third World governments incress-
ingly ars awars of this.

Dsivestiture, or “‘privatization,” of
parastatals through pubfic sale of
shares and other means has drawn
increasing attention at AID. The
Bureay has been sounded out by a
mumber of developing countries for
assistance. In three instances, we are
commiiting Tunds to sef the privatiza-
tion process in motion.

Arthuyr Younyg and Company has
been commissioncd by the Bureau to
conduct financial audits and projec-
tions of selected staie enterprisss,
including chemical and fertilizer com-
panies, in 3 South American nation.
This is the first stage. The audits
form the basis for developing and
carrying out a styategy o intersst
private investors and phase out gov-
ernment control. Ag with all privati-
zation activities, the AID mission is
in continual touch with goversument
officials of the countries involved.

Coopers and Lybrand is doing similar
work for ue in regard 10 government-
owned businesses, including alumi-
num and cement companiss, ina
Ceniral Armerican country, The first
phase, the audit and financial profile,
g completed, The reselts have been
presented to the governnent holding
omnpany for stale enterprises in that
COUnLrY.

In June 1984, the Bureau made 3

32 millics “bridge financing” fosn to
help privaiize a state farm historisally
owned and run by the government of
Malawi. The farm had lost money
and gone into receivership in 1980
Reorganized by the receiver, the farm
has attracted U.8, and Malawi privaie
investors. They intend 1o introduce
rotational roow Cropping, 8 lvestock
operation and other improvements.
Mew workers would be hired and
small farmens brought into the
scheme,

Becauss of the time required by inves-
tors (0 raise money for this, the farm
needed bridge financing so the next
season’s crops could be planted. AID
is providing nesrly half of this.
halawi comunercial banks and UK.
investors are providing the rest, The
Bureau will consider fending 1o the
investors when the new management
teams tukes over.

Burean support fo missions has a
strong “policy dislogue” clement, A
nuniber of countries have been
advised on enacting or revising invest-
ment vodes 1o atiraet foreign invest-
ment. Capital and credit market
advive s ancther wpic. For example:

¢ In India, we bave fielded an expert
tor analvze laws affecting stock
sxchange and capital market develop-
ment;

¢ In Pakistan, laws and regulations
affecting privaie investment com-
panies were analyzed and recommen-
dations masde;

¢ A Burcau-funded expert reviewed
Liberia’s draft invesiment code and
provided comments;

& Consaltants sent by the Bureau
reconunended revisions in Keava's
investinent laws.
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Profdess #3; Capital

Lack af access (o capiial thwarts
start-up and expansion of smmall end
mzdiumn-sized husinesses, g key source
af jobs in the Third World,

The sohution is to improve focal
capital markets, the financial siruc-
tures necsssary to mobifize and match
private capital to productive uses.
Filing gaps in this nstwork was a
Buregu concern from the beginning.
The choics as a priority sector of
intermediate financiag! institutions—
majy Hoks in the capital market net-
work-—is illustrative. Capital markel
experis from the U.S. private sector
have been g fixture on reconnaissancs
trips 1o our targst couniriss to iden-
tify business opportunities and road-
Blacks. Capital and credit markst
development remains a major use of
our loan portfndio. Some examples
foflow,

The Burems’s first investment, an
agreement with Siam Commercial
Bank in September 1982, i3 starting
tes vield measurable resalts. The bank
matched our $2 million Joan with an
identical gmount 1o form 2 $4 milion
joan pool for small and medivm-scale
rurad Thal agribusinesses. These were
a new type of client for the bank,
especially for medivm- and Jong-terny
foans af fixed rates, needed for
growth, Ag small firms, they were
also the tvpe of client that, siatistics
indicate, generates more divect and
indivect jobs per unit of invested
capital than larger firms,

As this report went 1o press, the bank
was about to dishurse the last of the
ALY half of its loan poot and was
making prompt interest pavments on
that loan. Thirteen borrowers had
drawn on the fund for start-ap or
expansion. They ranged from a fish
farm in seuth Thailand to a rice mill
i Thastadd's underdeveloped north-
euast, The first six of these borrowers
were in the process of adding 144
fuli-time and 263 part-time workers
1o thelr pavrolls, Five borrowers are
expurting and earning foreign
exchange, important in combating
Thailand’s trade deficit.




Burers capital market-buily
has helped spur rurst basi
Smaidl farmerscclike thess &
senfiower growery benefil Iy
sew markets.

Indirect benefits of these loans—i0
farmers, manufacturers and others
linked to agribusiness—cannot be
measured precisely. But an example
can give an idea of this ripple effect.

One borrower, Pongsathorn Lid,, a
family business, used its loan 1o buy
two new machines 1o convert raw
cassava into peliets for animal feed
soid abroad. The new machings
doubled production and, because they
produced betier-grade pellets, more
than doubled earnings. This had an
impact on employment. The firm is
hiring eight additional skilled
workers, two new drivers and 10-15
seasonal workers. 1t expects this 1o
generate about $25,000 in additional
annual income in the community at
large. The new machines also mean
cassava purchases from at feast five
more farm families in income-hungry
northeast Thailand. Finally, the loan
gave a boost to the factory south of
Bangkok that supplied the new
machines.

A similar loan fund was set up in
Kenyzs Commercinl Bank in Janeary
1983, The Bureau’s $2.5 mitlion loan

was matched by the bank to create a
pool earmarked for Kenva-owned
smaller enterprises in agribusiness and
rural manufacturing. The pooser
western part of the country ix a
special target. The 27 borrowers 50
far are creating, or will create, 4832
30bs.

Again, the ripple effect will bensfit
small farmers and other rural Ken-
vans, For example, one borrower,
OCAF Lid., buys sunflower sesds
from local farmers 1o make cooking
oil. The arrangement gives the farm
families an assured market. Extension
services from the borrower help
increase vields. OCAF now deals with
1,000 farms and plans to exparad this
1o 6,000 farms. Two other borrowsers
haul sugar cane from farms i0 @ cen-
tral processing plant, giving market
outlets to thousands of farmers living
far from the plant, In all, some
128,000 rural Kenyans are expected to
henefit from emplovment ang
income-~generating opportunities flow-
ing from loans from the AIDY fund.

in the case of both the Slam and
kenya banks, our loans contained a
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small grant component. This pays for
technical assistance to help the banks
evaluate these new types of ipans and
provide advisory services 5o borrow-
ers can use the money productively,

Another kind of capital market, serv-
ing largely women-run, very small
enterprises, is represented by
Women's World Banking (WWB),

WWB is an independent financial
institution with offices in New York,
Third World women find it particu-
larly hard ic get credit. WWB joins
with local affiliates in developing
countries to guarantee bank loans to
promote woman entreprencurship.
The Bureau for Private Enterprise has
helped fuel this process with a half-
million dollars in loans for guaranty
coliateral. Of this, $100,000 cach has
been disbursed for projects in the
Dominican Republic, Thailand and
Kenyz, and 350,000 in Colombia. The
remaining $150,000 will go for proj-
ects in Jamaica and Haiti. Micro-
businesses served range from clothing
shops and dollmakers to food ven-
dors. Women’s World Banking also
provides expertise in buying,
marketing and organization.

Thailand provides an illustration of
how WWB works. Three women’s
organizations in Bangkok grouped to
form the local affiliate, Friends of
WWEB, in July 1983, This raised
$250,000 in loan guaranty money
toward a pilot dairy project and con-
vinced a local bank, Bangkok Bank,
to put up $1 million. Another
$100,000 came from the Bureau. An
AlD-assisted private voluntary
organization provided more seed
money and technical support.

It was up to the local affiliate to pro-
vide the push, political muscle and
organizational knowhow to get the
project off the ground. Two rural
project sites were chosen and bor-
rowers screened. Local governors
were encouraged to incorporate the
two dairy farms in their development



plans. This meant official sanction
for roads, reservoirs, access canals
and other infrastructure, Eighty-two
families and & village cooperative bor-
rowed a total $900,000 from Bangkok
Bank, which waived some of iis
regular requirements for clients.
Government extension agents were
enlisted; cattle was imported from
New Zealand. The dairy enterprise is
now a working project, thanks not
only to seed money from outside but,
more importantly, to bootstrap ef-
forts by local women entrepreneurs.

Another project with wide potential
geographical impact is our Agri-
business Loan Pool, established in
September 1983. The pool will make
possible cutreach programs o small
farmers from a private core company.
Borrowers in Sri Lanka and, later,
other countries will be served.
American Express International
Banking Corp. and Abu Dhabi Inter-
national Bank are participating,

Still another source of capital for
small business is made possible under
AID’s Productive Credit Guaranty
Program (PCGP). Begun in 1974 and
presently restricted to Latin America,
the program encourages private banks
and other local lenders to serve
gustomers they would not otherwise
serve by offering a partial guaranty.
AlD’s guaranty is up to half the total
portfolio of such loans and no more
than three-fourths of any single loan.
Given responsibility for the program
in early 1983, the Bureau negotiated
an arrangement with Royal Bank
Jamaica. We streamlined the PCGP
process to allow a more direct refa-
tionship with the bank and carmarked
our guarantees for only very small
and micro rural enterprises, As of
mid-1984, Royal Bank had made 37
of these loans, totaling $150,000. in
this instance, Bureau guaranties are
65 percent of single loans.

Small Jamaican entrepreneurs also
were targeted as borrowers from a 35
million loan fund formed in late 1982
by equal amounts from AID and Life
of Jamaica, the country’s largest
privaie insurance firm. This project
and another, a Bureau loan in Sep-
tember 1982 to help capitalize

Segewiese Leasing, Peru’s first leas-
ing company, represented sarly
atisoys to mobilize different kinds
of imtermediste institutions as sources
of rapitsl. Both projects are undergo-
ing fariher review.

Several proposals with capital market-
building features are being studied for
inclusion 4n our portiolio this year or
next. They include a capital merket
socess project in South Ameriea snd
a Jeasing project in the Near Esst.

The first would match 2 Bureauw foan
with funds from two local private
devedopaont banks (financieras), This
would create a pool of medium-term
credil, two 1o seven vears, for small-
to-madiom rural firms. A special fea-
ture wondd place the AID dollars in s
U8, bank rather than in the country.
The 1.8, bank would issue a standby
letter of ¢redit as a virtual guaranty
for sepurities issued locally. Thess
would provide local currency for pool
customers, thus cushioning the for-
eign exchange risk of borrowing
doliars,

The second proposat would help
esiablish an independent leasing firm
as a mechanism {or delivering cradit
to small local businesses in manufac-
turing, agricolture, mining, construc-
tion and other industries. The pool
would be large cnough to cover 500
enterprises, a great potential for job
generation. The 1FC, the World
Bank’s capital window for private
enterprise, would participate.

Problom #4; Technnlopy

Lack of appropriate technology
hinders Third World business
performancs.

The sulution is transfer of technology
tatlored 1o Third World realities. Thig
can come from the U.S. or other
imdusirialized or developing countries.
The process helps local businesses
boost output per worker, produse
new o7 inproved products and
sharpen the ability te compete.

The commercinlization of technology
program, under study since late 1983,
is one illustration of Bureau emphasis
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on technology as a tool in business
performance. The program is
designed to generate and adapt tech-
notogy by or for smaller Third World
epterprizes. This will be achieved
through Bureau investments involving
produstion by local firms of U8,
techmologies adapted to local
murkets, The limited R&D (research
ang development) partnership is one
device. The technology commerciali-
zation effort will develop further in
coming months, especially as we
extend activities into the health
sector,

Techinology transfer is actively pro-
mioted by Bureau investments, If is an
slement, sometimes the main element,
ive a number of projects. It is also one
of the tests of development impact
tor unsolicited proposals,

Blusiratively, the Bureau’'s three
direct loans to Third World busi-
nesses, made in the fall of 1983, all
bave technology transfer components.
They are:

¢ Antigua Shrimpery—This smallest
isan in our portfolio, $15G,000, is for
a project using prototype shrimp
farming technology to diversify the
economy of the Eastern Caribbean
nation of Antigua. Co-financed with
the Bank of Antigua and involving
Agmerican and local investors, the
project comprises 25 acres of ponds
1o breed shrimp for a local market
now dependent on frozen imports. By
replacing those imports in about two
years, the locally bred shrimp will
save valuable foreign exchange. The
basic technology could be replicated
glsewhere in the area,

¢ Leather Indusivies of Kenya—A

%2 miffion Bureau loan is helping
starl up a tannery using modern
technology to produce finished
ieather goods for export to Europe
and the Near East. In adding value to
iocal hides, the process has beneficial
fallout in several areas. These include
the creation of 400 jobs, a new
market for Kenya cattle farmers and
generation of foreign exchange.

¢ Ravyed Machinery It4d.—Tech-
nology is one major feature of this
project involving an $800,000 Burcau




loan to z local firm in Lahore, Paki-
stan, The technology will be used to
produce farm machinery and reapers,
harrows and plows adapted to local
soil conditions. Higher yields, greater
productivity, 120 new jobs, g rise in
rural income and skills training for
farmers are among the benefits,

Indonesia and Thailand are locations
for a health-related technology pro-
posal undergoing f{inal Bureau nego-
tiation. This would use a U.S.-based
private voluntary organization, Pro-
gram for Appropriate Technology in
Heaith (PATH), to identify products
and technologies that could be
adapted and transferred to developing
countries for manufacture and
marketing by private firms. PATH’s
experience throughout the Third
World has been that for-profit and
other private organizations gre often
more effective than governments in
getting needed health products in the
hands of low-income families.

Examples of products already iden-
tified by PATH for Indoncsia and
Thailand are vaccines, vitamin prod-
ucts, anhydrous ghicose for oral
rehydration salts (used in combating
dehydration from diarrhea), and
larvicides and mosquito repellents,

A Bureau grant would finance a
PATH program to survey the U.S.
health industry for transferable tech-
nologies and negotiate with local
firms for manufacture and marketing.
The Bureau could also invest in the
production process itself. This prod-
uct technology project illustrates how
the Bureau’s grant and loan program
can be coordinated for maximum
impact.

Also expected to be added to our
portfolio is Subproductos de Café,
another product technology project,
to convert coffee pulp waste into
animal feed and other commercial
uses. The technology was developed
by Subproductos, a Costa Rican firm,
and a Florida-based company. A
Bureau loan would finance improve-
ments in the Costa Rica plant and
bring it to full production.

The project not only would transfer
technology but add value to a local

resourcs ip a non-traditional area,
provide extra income to coffee
growers gnd processors, and alleviate
poliution from coffee wastes, Caf-
feine, alechol, tannin and pectin are
also expected to be extracted for com-
mercigl purposes. The technology
could be reproduced in other coffee-
growing countries.

The *‘cors’’ agribusiness concept with
outresch o small satellite farmers,
deseribed on pages 849, is a good
illustration of the Bureau’s manags-
mext echnology efforts. Farmers
receive extension services from the
core busingss as well as act as supphi-
ers, resulting in 2 synergistic impact
on rursl production and income. We
are developing such a project involv-
ing Bureau financing that would
benefit Asian small farmers.

On g vontinuing basis, the Burean’s
fargest wngle commitment to tech-
nology transfer is represented by an
annugl gran gveraging $6 million to
cover about half the costs of the
Interngtional Execative Service Corps
{TESCS,

In Semember 1983, we renewed &
nearly 20vear AFD association with
this organizgtion that enlists retired
LS, business executives for short-
term gssigmments abroad. Since its
founding, IESC “shirt-siceve ambas-
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s, texhnoiogy and kaowhow
wsuall entreprencurs i the
Sird World produce sud com
wete 3 local merkels, Buaress
roghams promuote this knowl-
wefox transfer,

sadors’® have shared their technical
snd managerial knowhow with mainly
smnll business entrepreneurs on near-
iy 9,080 separate assignments in 74
developing and other countries.

Under the new grant agreement,
FESC is expanding its activities in key
areas such as the Caribbean Basin
gnd Africa. Teamwork between IESC
volunteers and AID missions is being
strengthened in the field. IESC's
iong-standing practice of working
with small and medium-sized busi-
nesses and with agriculture-related
husinesses will also intensify.

The Joimt Agricaltural Consultative
Corporation (JAC Corp.), mentioned
earlier, is also 2 mechanism for
technology transfer. This is done
through committees set up by JAC
Corp. which have both U.S. and
Third World componenis—agri-
businesses—who exchange informa-
tion snd pursue joint ventures. These
ssrve as conduits for technology
transnussion. JAC committess have
been established in Nigeria, Indo-
nesia, Sri Lanka and Thailand.
{thers gre being planned in cight or
ning additional Third World
countries.




Problem #5: Training

Lack of skills hurts the growth poten-
tial aof private enterprise in the Third
World,

The greatest needs are mapagerial and
vocational/technical skills, The U.S.
private sector excels in both, In
developing our product or service
{training), we work closely with U.S.
businesses and other institutions to
mobilize and transfer these skills to
managers and employees gverseas.

In dynamic econonies like Thai-
land’s, the supply of trained business
managers can barely keep up with the
pace of growth. Survivors in the com~
petition for local and foreign markets
gre businesses with managers who use
modern methods and can recognize
and anticipate problems. This need
was identified in the Bureaw’s recon-
naissance mission to Thailand in early
1982. One solution, drawing heavily
on both the American and Thai
private scctors, was the Institute for
Managemen! Education for Thailand
(IMET).

IMET was gstablished in Bangkok in
September 1982 with a $1 million
AID grant. The money did not go for
costly new buildings and grounds and
staff. It went for training materials,
curricuivm and special courses for
middle managers that could be devel-
oped by existing institutions. Fowr
Thai management institutions, using
the AID grant, joined together to
design and teach these high-impact
training courses, using U.S. business
school medels. In an 18-month
period, seminars had been held for
1,000 men and women entrepreneurs
from all of Thailand’s 71 provinces.

IMET’s board of directors is com-
posed of 20 leaders from business,
banking and the universities. There is
0o government participation or direc-
tion. IMET, like many other Bureau
activities, is built 1o be financially
self-sustaining. The IMET board is
undertaking an energetic drive for

additions] funds from business, bath
Thsi and Thailand-based American
firms, s0 work can carry on oncg
AJD hise Jeft the scene. American
univergity professors came to Bang-
kok to “teach the teachers” in order
to build up a cadre of Thai instrue-
tors in marketing, accounting, per-
sonngl management, finance and
other subjects. Feedback from
students, who are working mid-level
mansgers, makes sure the curricula
matck real-world business needs.,

On the employee training side, the
Bursau, with a $1.2 million grant in
lute 1882, indned with Peruvian busi-
ness leadeérs 1o start & vocstional
schonl in Lima, the Institate
Tecuolégics Saperior (TECSUP).

As with the Bangkok institute,
TECSLIP 5 structured to be self-
sustaining through local business con-~
iributions. A1D funds are seed money
to gy B off the ground. Also like
IMET, the Peruvian school will use
courses designed with business input,
to assure relevancy, and structured
along 11.8. modeis. Of the grant,
$500,000 s going for teacher training
and some curricehym development by
Delswenrs Technical and Community
Collsgs. Mearly sll the remaining
$760,000 has been spent for needed
squipment.

The institute was scheduled to open
in August 1984, offering regular and

vacstions! fostifule
L ostaried under 2 Buresn
forpvian businessmen
ssume full sup-
g school,
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refresher courses both for high-school
grasdduates and working technicians.
Training for jobs in the mining, refin-
ing, construction and chemical indus-
iries is emphasized.

Por specialized hands-on training of
managers in selected countries, we
have drawn on the talents of the
Young President’s Organization
{¥POL. YPO is made up of 3,600
heads of mainly small and medium-
sized 3.8, businesses. One out of
three of these executives built their
businesses from the ground up. All
headed their companies by the age of
4G, They are an cutstanding resource
for Third World entrepreneurs just
starting up or seeking expansion.

AIDY's 255,000 grant promotes visits
by YPO problem-solving teams to
five Buresu target countries—Indo-
nesia, Jamaica, Kenya, Sri Lanka and
Thailand. Six to 10 YPO members
with diverse industrial expertise and
teaching skills are on each team.

The transfer of skills is also worked
nto 2 number of Bureau joan invesi-
ments in the form of business advi-
s0ry service grants. Training so
borrowers can take full advantage of
their loans is in our agreements with
Kenva Commercial Bank, Life of
Jamaica, Siam Commercial Bank,
Bolivia Water and Sanitation, and
Sayved Machinery.




Problem #6: Expors

A lagging export base keeps Third
World earning power wegk, curbing
the accumulation of foreign
exchange.

The solution is to spur exports
through private business activity. This
is especially desirable in non-tradi-
tional areas, where new markets can
be exploited.

Foreign exchange is needed to pay off
foreign debts, an enormous burden

for many developing countries, and
to tmport parts and materials vitad to
local industries. Because of it
developmsnt impact, the foreign
exchangs factor is a part of several
Burecau projects. Our three direct
loans, w Antigua Shrimpery, Leather
Industrizs of Kenva, and Sayyed
Magchinery, all have this feature (see
pages 18-19%.

We giso have designed investments

solely or lgrgely as export promotion
vehicles, One of these is the FINADE
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Forelgn exchange eavned from
s v esveniind so thuyt
ophg uations o pay off
& debts, Buresn programs
tp baad Birms break inlo pew
wxport markeds,

prodest, signed by AID Administrator
McPherson in April 1984, It was the
first Bureau loan processed through
the Private Sector Revolving Fund,

Baweo de Desarrollo FINADE, 2
privaie development baok in the
Diominican Republic, matched AID’s
%2 million loan to build a $4 million
pond, This is set aside for small and
medium-sized Dominican borrowers
producing non-traditional products
for the 1.8, market. Handicrafts and
wintey vegetables are examples. The



project thus supports the country’s
efforis to diversify exports beyond
those usually relied on to earn foreign
exchange, such as sugar and tobacco.
It also serves the goals of President
Reagan’s Caribbean Basin Initiative
by boosting the economy of an
important neighbor.

In addition to the lozn, AID is pro-
viding a matching grant to help
develop a marketing plan for these
products. The plan would be put
together by a new export trading
company, Comercializadora
Dominicana (COMEDOM), using
U.8. export trading company exper-
tise. COMEDOM is being capitalized
by FINADE and other banks and by
borrowers from the loan pool. Alf
have a farge stake in its success.

Another project designed primarily to
promote exports is in the drafting
stage., We would join other lenders in
setting up a hard currency pool for
“pre-export’’ business credil in a
Caribbean nation. This would serve
exporters who can’t get foreign

New sources of johs are pro-
vided by soun-traditiinal Thisd
World exporis, s ahicvtbe of
Bureau programs.

exchange needed to buy packing
materiafs, chemicals, fertilizers and
other imported inputs of the produc-
$ion process.,

Yet another project under study
would stimulate a short-term export
credit facility in a North African
country. AIDYs loan would be
maiched by a private commercial
bank in the country 1o serve smalier-
scale enterprises. Exports stimulated
woded be non-iraditional agribusiness-
related and light manufactured prod-
wets sgiling in Buropean markets, The
new credit pool would be one alter~
native to host-govermment export
credit sources. In the case of the
country favolved, these have been
strained 1o the Hmit, putting pressure
on the national budget and fucling
deficits,

Bxport promotion is a recurring
thame in our sssistance to AID Held
mdssions, Brxamples include Burean
funding for expertise that led to
develigument of a concept paper on
African export financing needs, that
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ilentified opportunities for fashion
incustry exports from Costa Rica and
that helped the Belize fishing industry
develop lobster traps for export.

Increasingly, free zones are being
used around the world to generate
new export-oriented investments that
sdd vatue to products. Successful
experiences in newly industrialized
countries such as Taiwan, Hong Kong
snd Singapore have spurred interest
in free zone development in other
Third World nations. The needed
information, however, is largely
uncollected.

In response to this interest, the
Hureau for Private Enterprise is fund-
ing a guidebook on how to develop
and operate an effective free zone. 1t
will include data on management
structure, policies and procedures,
types of services required, the appro-
priateness of incentives and marketing
practices. The guidebook was sched-
uled for completion in August 1984,
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