
PM - A(-C)
 

Y~(
 

Agency for International Development

Current Activity in Private Enterprise Development
 

1985 - 1988
 

Prepared by

Kaalen Christopherson
 

Research Analyst

PPC/CDIE/DI
 



-U 
Agency for International Development
 

Current Activity in Private Enterprise Development
 
1905 - 1988
 

INTRODUCTION
 

The Agency for International Development instituted its 
Private Enterprise Initiative in 1981 for the purpose of helping 
less developed countries create a greater reliance on private 
enterprise, individual entrepreneurship and encourage competition 
and market forces to stimulate economic growth. "Washington bureaus 
and overseas missions have been encouraged to consider broad-based 
private enterprise alternatives to help provide self-sustaining 
solutions to development problems. . .." (FY 1988 Congressional 
Presentation) Generally, policy reform, training, technology 
transfer, access to credit, use of private and voluntary 
organizations, and privatization are major vehicles for 
accomplishment of private enterprise development objectives. This 
paper is an overview of a major segment of the Agency's private 
enterprise development activity in 1985 and 1986 and planned 
activity for 1987 and 1988. 

Writing a brief overview of AID's activities in private
 
enterprise development immediately poses problems which, if left
 
unresolved, only add to the confusion of dealing with an already
 
complex issue: What exactly do we mean by "private enterprise
 
development?" For the purpose of this overview, private enterprise
 
development is defined as activity which aids privately owned, •
 
for-profit entities in the productive or manufacturing sector and
 
those segment of the service sector which involve privately owned
 
profit-making entities.
 

Having specified what we are discussing, it is also necessary
 
to state what we are not: activities aiding small farmers; private
 
voluntary organization activity unless it is directly involved in
 
the development of privately owned, profit-making entities;
 
divestiture of state-owned entities; and development of cooperatives.
 

Despite having what appears to be a neat, narrow set of
 
parameters for this overview, there are numerous cases which
 
complicate the issues. An example of this is contraceptive social
 
marketing. At any point in the process of getting contraceptives to
 
the public, the private sector can be involved, from the manufacture
 
of the contraceptives, to the mechanisms for marketing them, to
 
their distribution, on through to the health services which teach
 
their proper use. Some of the entities involved may be
 
profit-making; some may not. Some have a service orientation;
 
others involve industry.
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Likewise, infrastructure activities, by our definition, are
omitted from consideration even though projects such as 
rural road
construction or water management contribute significantly to
microenterprise or agribusiness development. 
 Private enterprise
development cuts 
across all AID sectors--health, education,
agriculture and rural development as well as 
the business community
to stimulate a country's economic growth.Though our definition is
purposely narrow for the sake of clarity, it is worth remembering

that it is only a part of the larger picture.
 

A vehicle for encouraging private enterprise development which
is available to all the bureaus is the Revolving Fund of the Bureau
for Private Enterprise. 
The purpose of the Revolving Fund is to
assist the indigenous private sector and 
to improve management and
technology transfer via advisory services and training. 
Revolving
Fund loans may be made to LDC private intermediate financial

institutions or directly to 
private LDC businesses or LDC firms
involved in joint ventures with U.S. firms. 
A number of such loans
to LDC commercial banks have made funds available to private small
and medium sized businesses, manufacturing firms and services.
 

This overview will summarize major approaches to development
of privately owned profit-making enterprises in each of the
geographic bureaus, highlighting mechanisms used to meet their
objectives. A sample list of 
current and proposed projects which
fit our 
definition of private enterprise development and their brief

descriptions will follow each bureau summary.
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Bureau for Latin America and the Caribbean
 

The 1987 Congressional Presentation characterizes LAC Bureau
 
efforts in private enterprise development as being "focused on
 
building an improved policy and regulatory environment for business
 
while concurrently carrying out projects that promote investment,
 
developing trade opportunities, and creating a positive context for
 
the establishment and expansion of enterprises." The 1988 CP
 
emphasizes the importance of exchange rate management, export
 
promotion and investment for generating economic growth. LAC Bureau
 
uses the following major approaches in private enterprise
 
development:
 

Policy dialogue to improve the business and investment climate
o 

of LAC countries:
 

o 	 Training and technology transfer to upgrade the skills and
 
management capabilities of the human resource base;
 

Promotion of the Caribbean Basin Initiative in cooperation
o 

with the Department of Commerce as well as other efforts to
 
attract foreign investment in LAC countries.
 

Specific mechanisms employed by private enterprise development
 
projects include the following:
 

o 	 Use of intermediate credit institutions to provide Latin
 
American and Caribbean entrepreneurs with access to credit;
 

o 	 Export promotion and marketing of non-traditional agricultural
 
products to develop private sector agribusiness;
 

0 	 Capital assistance in the area of free zones;
 

0 	 Use of capital markets and mobilization of indigenous
 
resources for productive services;
 

0 	 Credit programs geared toward the manufacturing and processing
 
sectors;
 

o 	 Export promotion of handicrafts:
 

o 	 Strengthening indigenous private sector support institutions.
 

In addition, involvement of private voluntary organizations is
 
considered a logical and necessary mechanism for the development of
 
microenterprises and some small enterprises.
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A Sample of Projects in
 
Private Enterprise Development


in the Bureau for Latin America and the Caribbean
 

Belize: Commercialization of Alternative Crops

FY 1985 - 1990 Project No. 5050008

Project to increase production of nontraditional crops for export

and import substitution.
 

Bolivia: Handicraft Export Development

FY 1985 - 1989 Project No. 5110583

Project to promote exports of Bolivian artisan knitwear by
establishing a Foundation to provide select knitwear organizations
with production, marketing, training, and commerical services.
 

Dominican Republic: Light Industry Development

FY 1987 - 1989 Project No. 5170231

Project to assist in diversifying and expanding the production
capacities and exports of small and medium-sized private enterprises.
 

Dominican Republic: Agribusiness Promotion
 
1Y 1985 - 1988 Project No. 5170186

Project to provide credit and TA to new and expanding agribusinesses
and to improve the mechanism and policy framework for promoting

agribusinesses.
 

Dominican Republic: Export and Investment Promotion
 
FY 1985 - 1988 Project No. 5170190
Project to'strengthen the Dominican Republic's Investment Promotion
Council (IPC) as a mechanism to coordinate public and private
efforts to increase investment and export opportunities. The
project will improve the investment/export (I/E) climate,
strentgthen institutional support for I/E, and promote export

businesses in key sectors.
 

Ecuador: Capital Markets Development

FY 1987 - 1989 Project No. 5180063

Project to strengthen the capability of private capital markets to
mobilize domestic savings for investment in productive sectors of
 
the economy.
 

El Salvador: 
 Small Business Assistance
 
FY 1987 - 1987 Project No. 5190318
 
Project to promote small-scale private businesses.
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Bolivia: Micro-enterprise Development

FY 1988 - 1990 Project No. 5110596

Project to expand and replicate an on-going pilot project in La Paz
sponsored by the Bolivian Confederation of Private Businessmen (CEP)
and run by Accion Internacional Tecnica. Strategy is to meet the
credit and training needs of microenterprise and offer small loans
to finance micro-enterprise operating costs.
 

El Salvador: 
 Small Business Assistance
 
FY 1988 - 1989 Project No. 5190318
Project to better integrate small scale entrpreneurs into the local
economy; provide small businesses with financial resources, promote
positive GOES policy, and strengthen private sector associations

which serve the small business sector.
 

Jamaica: Promotion of Investment and Exports Proiect
 
FY 1988 - 1991 Project No. 5320135
Project to assist the Government of Jamaica and the private sector
to 
increase investment, production and employment in non-traditional
exports and export-oriented industries, and to increase foreign

exchange earnings.
 

Guatemala: Small/Medium Business Development

FY 1987 -1988 Project No. 5200341

Project to improve systems for delivery of credit and technical

assistance to small and medium-sized enterprises.
 

Guatemala: Agribusiness Development

FY 1985 - 1990 Project No. 5200276
Project to promote fruit and vegetable marketing (especially export
marketing) in the Guatemalan highlands.
 

Haiti: Agribusiness and Rural Enterprise Expansion

FY 1987 - 1990 Project No. 5210195
Project to increase employment in rural areas 
through stimulating
private sector investment in agribusiness and rural enterprise

projects.
 

Peru: Private Sector Exports/Investment

FY 1987 - 1991 Project No. 5270286
Project to strengthen the role of the private sector in Peru and to
increase foreign exchange earnings thzough the improvement of the
policy climate for the private sector, the establishment of an
effective investment promotion system, and the expdnsion of

nontraditional exports to world markets.
 



Other West Indies-Eastern Caribbean Recion: Small Enterprise
 
Assistance
 

FY 1986 - 1986 Project No. 5380133
 
Project to raise the production and loual, regional, and
 
extraregional marketing efficienies of microenterprises (ME's) and
 
small/medium-scale enterprises (SME's) in the seven Organization of
 
Eastern Caribbean States (OECS) countries and Barbados.
 

Bolivia: Union of Bolivian Banks
 
FY 1986 PRE Revolving Fund
 
Provides funds for standby letters of credit in favor of local
 
lending banks to provide subloans to small enterprises in rural and
 
urban Bolivia.
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Bureau for Africa
 

Africa is still primarily concerned with meeting people's

basic needs, particularly in the area of food self-sufficiency.

While progress in private enterprise development is being made, much

of the work extends to assessment of private enterprise development

vehicles appropriate for Africa, privatization efforts, and
 
incorporation of the private entities into the service sector.
 

The 1987 Congressional Presentation states: "Africa faces
 
major challenges in many countries where the policy framework does
 
not encourage private sector growth, business skills are 
lacking,

the banking and institutional framework is weak, and opportunities

for A.I.D. to act with the private sector have been limited. The

1988 CP further states that policy dialogue will receive increased

attention in the Africa bureau for improving the climate for private
 
sector growth.
 

To address these challenges, Africa Bureau has engaged in the

following approaches to private sector development:
 
o 	 Policy dialogue to further policy reform which will encourage
 

private sector growth;
 

o 	 Technical assistance and training;
 

o 	 Technology transfer;
 

o 	 Developmet of extensive investment climate surveys and
 
selected business profiles.
 

Some of the specific mechanisms used to achieve private

enterprise development objectives include the following:
 

o 	 Creation of loan funds for small/medium-sized businesses;
 

o 	 Establishment of intermediate credit institutions;
 

o 	 Provision of capital assistance to form equity capital firms;
 

o 	 Development of the capacity of commerical banks to 
lend to
 
small enterprises;
 

o 	 Use of joint ventures with U.S. firms and starting or
 
expanding indigenous businesses;
 

o 	 Use of local currency revolving funds.
 

African missions are also engaged in a number of Commodity

Import Program (CII) projects to provide countries with a measure of

economic stability as well as supplies of semi-finished goods or raw
 
materials for private industrial development.
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A Sample of Projects in
 
Private Enterprise Development in
 

the Bureau for Africa
 

Kenya: Private Enterprise Development

FY 1987 - 1991 Project No. 6150238

Project to develop private enterprise in Kenya by providing capital
assistance to form a new venture capital firm and support another:
establish a medium-term export credit facility and provide

managerial and entrpreneurial TA and training.
 

Swaziland: Small Enterprise Support

FY 1986 -'1989 Project No. 6450222

Project to encourage the expansion and development of an indigenous

small enterprise private sector in Swaziland.
 

Sub-Saharan Africa: EDESA
 
FY 1986 PRE Revolving Fund

Funds will be provided for the issuance of standby letters of credit
to EDESA, the lending bank. Subloans will be made to small and
medium-sized private enterprises located in East. West and Southern
 
Africa and adjacent islands.
 

Togo: Agricultural Sector Strengthening

FY 198; - 1995 Project No. 6930227

Project to increase the incomes of Togolese rural producers and
small business persons. This program will be achieved through the
extension of productivity increasing technical packages and support

services, using a private sector approach.
 

Malawi: Multiple Assistance Schemes in Health
 
FY 1988 - 1994 Project No. 6120226

Project to fund a number of activities designed to reduce infant
mortality, improve overall rural health standards, and slow
population growth. 
The family health sazvice delivery systems of
the Private Hospital Association of Malawi, which operates on a
fee-for-service basis, will be expanded through training of
personnel and upgrading of facilities. Private and public health
providers will also receive training in child survival and family

planning.
 



Bureau for Asia/Nea'r East
 

In ANE, AID assistance to private sector entities generally is

available on a cost-shared, demand basis. Local private sector

firms initiate a request for services or credit based on guidelines

previously agreed to with the host government for private use of AID
 
funding.
 

Major approaches to private enterprise development include the
 
following:
 

o 	 Policy dialogue and leveraged policy reform;
 

o 	 Technology transfer;
 

o 	 Credit or credit guarantees;
 

o 	 Management training and assistance.
 

Mechanisms used to achieve private enterprise development

objectives include the following:
 

o 	 Finance short-term loans through central banks to
 
participating "retail" banks;
 

o 	 Arrange collaborative ventures between U.S. companies and
 
indigenous private sector firms;
 

o 	 Assist export promotion of private sector companies;
 

o 	 Investment promotion;
 

o 
 Arrange improved credit terms for small enterprises.
 

As with the other geographic bureaus, private enterprise is

playing an increasing role in the development of all sectors in
 
which AID is engaged.
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A Sample of Projects in
 
Private Enterprise Development

the Bureau for Asia/Near East
 

Banaladesh: Bangladesh Enterprise Development

FY 1987 - 1992 Project No. 3880066
 
Project to increase support to the Micro Industries Development

Assistance Society (MIDAS) so that it 
can identify promising small
and medium-scale industrial opportunities opportunities and provide
financial, managerial and/or technical assistance to entrepreneurs..
 

Philippines: Private Sector in Development

FY 1987 - 1992 Project No. 4920377
 
Project will develop the capacity of selected Philippine

institutions to mobilize investment for productive enterprises with
high growth and employment generation potential.
 

Thailand: Rural Industries and Employment

FY 1986 - 1991 Project No. 4930343

Project grants $8.5 million to 
Industrial Finance Corporation of

Thailand to guarantee commercial bank loans to rural industrial
 
borrowers with net fixed assests of less than $190,000.
 

South Pacific Regional: Regional Private Enterprise Development

FY 1987 - 1992 Project No. 8790003

Project to accelerate the productivity and employment capacity of

small to medium agricultural and agribusiness enterprises.
 

Egypt: Private Enterprise Credit
 
FY 1986 - 1991 Project No. 2630201
 
Project provides short and medium-term FX credit to private sector

companies for working capital and equipment.
 

Egypt: Informal Private Sector
 
FY 1986 - 1991 Project No. 2630204

Project to provide credit and technical assistance to the informal

private sector in selected Governorates.
 

Jordan: Industrial Development

FY 1986 - 1990 Project No. 2780265
 
Project provides technical and financial assistance to Jordanian
 
entrepreneurs interested in improving production efficiency and
 
product quality.
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Jordan: Private Enterprise Technical Resources Assistance (PETRA)

FY 1986 - 1990 Project No. 2780277
 
Co-finances a broad range of private sector services including

privatization efforts, assistance 
to business groups, export services and

market studies, seed money for joint ventures with U.S. firms, etc.
 

Morocco: Private Sector Export Promotion
 
FY 1986 - 1989 Project No. 6080189
 
Project assists Morocco to expand its export earnings through the
 
promotion of private sector exports.
 

Asia Near East Regional: Asia Trials Contract 
- Market and Technology

Access Project (MTAP)
 

FY 1986 - 1989 Project No. 9364053
 
Partially finances the services of 
a U.S. intermediary firm (Intermatrix/

VITA) to arrange long-term collaborative ventures between small to medium

size U.S. companies with private sector firms in Thailand, Indonesia and
 
India.
 

India: Serum Institue of India, Pvt. Ltd.
 
FY 1986 - 1991 PRE Revolving Fund
 
Loan to Serum Institute of India supports that firm's diversification
 
into measles- and viral vaccines, in addition to an expansion of current

manufacturing capacity in bacterial vaccines and human blood products.
 

India: Ocean Fishing Products, Pvt. Ltd.
 
FY 1986 - 1991 PRE Revolving Fund
 
Loan to Ocean Fishing Products co-finances, along with American Express

Bank Corporation on a pari-passu basis, the establishment of a 20 vessel
commercial fleet and fish processing plant. 
 The project will incorporat

profit-sharing on the part of the ship crews.
 

Philippines: Bank of Philippine Islands
 
FY 1986 - 1991 PRE Revolving Fund
 
Establishes standby letter of credit with Mellon Bank N.A. to guarantee

up to 50 percent of the principal amount of subloans by BPI to SMSE
 
agri-businesses in rural areas.
 

Jordan: Agricultural Marketing Development

FY 1988 - 1991 Project No. 2780274
 
Project to improve the Jordanian agricultural marketing environment in
 
order to stimulate increased production.
 

Sri Lanka: Rural Enterprise Development Sector
 
FY 1988 - 1991 Project No. 3830090

Project to stimulate rural enterprise development and expand private

off-farm enterprises of all sizes including commercial and industrial
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Resources
 

FY 1987 Congressional Presentation.
 

FY 1988 Congressional Presentation.
 

A.I.D. Policy Paper: Private Enterprise Development,
 
March, 1985.
 

A Summary of the Private Enterprise Program of the Acency

for International Development. Draft Report of the
 
Ad Hoc Committee on Expanding AID Resource Transfers to
 
Private (Non-Governmental) Entities, Revised November, 1985,
 

1986 Annual Report, Private Sector Revolving Fund, Bureau for
 
Private Enterprise, December, 1986.
 

Memorandum from Richard Williams, ANE/PD/PE to Art Silver, ANE/PD.
 
January 30, 1097 regarding ANE Private Sector Initiatives.
 

Private Sector Programs in Asia and Near East; ANE/PD listing of
 
project activity.
 

Cable to Missions from Mark Edelman AA/AFR, regarding AFR
 
Private Sector Development Policy and Strategy, February, 198
 

Services Provided to Africa Bureau Missions, AFR/PRE paper
 
describing support to USAID missions.
 

1986 Guidebook, Caribbean Basin Initiative, U.S. Department of
 
Commerce. 

Conversations with: James Suma. LAC/PS 
Harthon Munson. AFR/PRE 
Richard Williams, ANE/PD 
Richard Loth, PRE 


