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Executive Summary
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he Private Enterprise Initiative of the Agency for
International Development (AID) has proven itself
to be an increasingly effective means of helping less
developed countries (LDCs) achieve durable growth

through the use of market forces.
Under the Reagan adininistration, AID has made
a systemic commitment to private enterprise as a key vehicle
to help Third World countries improve their economic perfor-
mance. This is consistent with the legal requirement that U.S.
assistance be implemented through the private sector to the
greatest extent possible. The Private Enterprise Initiative has
enabled AID to leverage its scarce taxpayer dollars by attract-

ing the private sector in the Third
World into development efforts.
Perhaps the single most important
undertaking of the Private Enterprise
Initiative is to build a favorable climate
for private enterprise in the develop-
ing world. AID missions are engaged
daily in crucial policy discussions with
host governments. For exwunple, fol-
lowing AID discussions with govern-
ment officials, Bangladesh decontrolled
fertilizer prices. The Government of
Guinea requested AID counseling in
carrying out a rcorganization of its
economic and financial structure. The
Dominican Republic, with AID finan-
cial support, took steps to achieve
greater economic stability and decen-
tralized its banking practices. And in
Egypt, many small farmers now use
AID-financed credit to buy produc-
tion and technical assistance from pri-
.vate suppliers, resulting in a substantial

e <o rise in their income.
.;‘V?xj‘,‘ﬁ

There has been an increasing shift
in devcloping countrics, particularly
during the last five years, away from
statism and toward private enterprise
approaches to economic development.

Many.Third World countries have
joined industrialized nations in priva-
lizing — turning state-owned enterprises
over to private ownership. For exam-
ple, parastatals are being sold to the
private sector in Bangladesh, Turkey,
Mexico, Sri Lanka and other coun-
tries. A February 1986 international
conference on privatization, sponsored

by AID, drew nearly 500 government
and private sector participants from
around the world.

In this rapidly changing climate, AID
is helping to forge a complex partner-
ship of government and the private
sector in the total development pro-
cess. The Agency is making the most
efficient possible use of a relatively
limited amount of funds. Two-thirds
of AID’s total budget is generally not
available for private enterprise devel-
opment duc to the Agency’s necessary
government-to-government approach in
emergency aid, Food for Peace and
the focused role of the Economic Sup-
port Fund. AID is working through its
four policy pillars, particularly policy
dialogue, to reduce constraints and re-
move obstacles to private enterprise
development in LDCs.

AID has excellent resources to meet
and solve development problems. The
Agency can call upon substantial in-
country knowledge, expertise in agri-
cultural and rural development and
strong cooperation with U.S, private
sector development organizations.

Based on the record of the first six
years of the Private Enterprise Initia-
tive, AID is succeeding in making the
private sector a vital partner in eco-
nomic development throughout the
Third World.

Sixty-three successful projects in
more than 80 nations were selected
as representative of the diversity of
countries, mechanisms, objectives and



effects of AID’s private enterprise de-
velopment efforts. Examples from the
seven different project categories are:

o Policy reform. With AID encour-
agement, the Bangladesh government
is relying increasingly on the private
sector in the distribution and sale of
fertilizer, a key factor in foodgrain pro-
duction. In Ecuador, the AID mission
is significantly involved in the promo-
tion of exports and investment, the
removal of constraints to the develop-
ment of small firms and the increase
of free and more functional capital
markets.

e Credit to private enterprise. Won-
en’s World Banking, with AID sup-
port, has strengthened women’s parti-
cipation in the private sector of devel-
oping countries, guaranteeing more
than 800 small business loans in 27
countries, with no defaults. In Kenya,
the Burcau for Private Enterprise
helped the Kenya Commercial Bank
and the Kenya Commercial Finance
Company sccure business expansion
loans to small and medium-size enter-
prises.

o Agribusiness. Small farmers in
Kenya, because of AID's Rural Private
Enterprise Project, are growing, har
vesting and selling oil sceds for the
first time; higher income is heing cre-
ated for about 6,000 families. The
Latin American Agribusiness Devel-
opment Corporation, with AID funds,
has stimulated production and invest-
ment in private agribusiness through-
out Latin America.

e Business development. Through
the Central Java Enterprise Devel-
opment Project, supported by AID,
small Indonesian enterprises are be-
ing created and developed, including
shrimp hatcheries, small metal firms
and rattan exporters. AID's Burcau
for Science and Technology has been
testing the feasibility of joint ventures
between U.S. and developing country
firms; through its Market and Tech-
nology Access Program, over $30 mil-
lion in forcign exchange carnings is
expected to be generated in Costa Rica
this year.

e Investment promotion. The Private
Investment Corporation, established
in Costa Rica with AID backing, is

the first merchant bank of its kind in
Latin America, providing medium- and
long-term financing and other services
to the private sector. AID is under-
writing a two-year promotion project
to identify investment opportunities
and facilitate new U.S. ventures in
Thailand.

¢ Export development. In Honduras,
an AlID-backed group promotes the
country’s agricultural and livestock ex-
ports and expects to generate 4,300
jobs and $16 million in export earn-
ings through 1990. In Peru, AID lev-
eraged grants of less than $100,000
into $1.2 million in exports in two
years,

e Management development and
technology transfer. With AID support
over the last 20 years, the International
Executive Service Corps, composed
of retired U.S. businessmen, has been
involved in more than 9,000 projects
with some 1,500 resulting in ventures
with U.S. firms. The U.S.-Asian Center
for Technology Exchange, supported
by an AID grant, expects to train some
400 managers, involve 125 firms in
technical missions to the United States
and provide technical information and
training to 100 firms.

The Foreign Assistance Act of 1961
states that one of the four principal
goals of U.S. foreign cconomic assis-

tance is “the alleviation of the worst
physical manifestations of poverty
among the world’s poor majority.” The
act further declares that the principal
purpose of U.S. assistance is to help
the people of developing countries
“participate in a process of equitable
growth” and to influence the decisions
that shape their lives.

The goals of the Private Enterprise
Initiative are alleviating poverty, en-
couraging equitable growth and giv-
ing people the power to make their
own economic choices. The initiative
is based on the philosophy that a pri-
vate enterprise economy is the most
efficient means of achieving broad-
based economic development. Private
enterprises, by responding to the op-
portunities of a free market, produce
jobs, managerial skills and economic
growth, and, in turn, private entre-
preneurs increase the wealth of a so-
ciety and improve the quality of life.

AID cannot and does not expect to
change the developing world overnight.
Development is a long, painstaking
and complex process. But the Agency
is determined to experiment, learn
from its mistakes and keep working
through policy dialogue, the private
sector, technology transfer and insti-
tution building to bring the dynamic
power of private enterprise to people
and nations everywhere.
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A Report on AID’s Private Enterprise Initiative

Foreword
by Peter McPherson

private sector.

he central message of this special report is sim-
ple: AID’s Private Enterprise Initiative is an
increasingly effective strategy to help developing
countries realize the benetfits of sustained economic
growth by relying on free market forces and the

This new initiative is based on the simple truth that a vig-
orous private enterprise economy has always served as the
most efficient force for economic growth. As President Reagan
said in 1981, shortly before the launching of the Private

Enterprise Initiative:

“The socielics that have achieved
the most spectacular, broad-based eco-
nomic progress in the shortest period
of time are not the tightly-controlled,
nor necessarily the biggest in size, nor
the wealthiest in natural resources.
No, what unites them is their willing-
ness to believe in the magic of the
marketplace.’

Foreign aid legislation always has
required that U.S. assistance be imple-
mented through the private sector to
the greatest extent possible, In the
past, however, AID has not always

4

accorded this congressional mandate
the highest priority. Under the Reagan
administration, AID has increased its
program links with the private sector
and made a systemic commitment to
private enterprisc as a key vehicle for
helping Third World countries improve
their ecconomic performance. The Pri-
vate Enterprise Initiative also has ena-
bled AID to leverage its modest
resources by stimulating the private
sector in the United States and in the
Third World to greater activity by pro-
viding Agency funds and expertise.
The gains of the Private Enterprise

Initiative alrcady have been signifi-
cant, as in Kenya, where a broad-hasedd
market-oriented cconomy is emerging,
and in Bangladesh, where the gov-
ernment is vigorously experimenting
with the privatization of government-
controlled enterprises.

Mistakes also have been made in
attempting to carry out the initiative,
as, for example, when it relied too
heavily on public sector institutions to
reach private sector targets or when it
tried to impose strict controls that are
usually necessary in the public sector
but are invariably harmful and coun-
terproductive in the private scctor.
Nevertheless, in all cases, AID has
sought concrete, measurable results
such as the climination of constraints,
the creation of jobs, the mobilization
of savings, the generation of exporls
and the increase of investments. When
these results are not forthcoming, a
new approach is tried. Gradually, a
pattern for success has emerged.

Although not having the resources
of such institutions as the World Bank
and the International Monetary Fund,
AID did channel almost half of its
resources in 1985 inlo private enter-



prise activities in over 60 developing
countries. This was more than the total
amount of 3900 million spent on the
private sector, excluding the Economic
Support Fund, in the three years from
fiscal year 1982 through fiscal year
1984. Despite continuing budget con-
straints, the Agency is secking to ex-
pand the amount of funding for private
enterprise programs in LDCs in Latin
America and the Caribbean, Africa,
the Near East and Asia. This is proof,
indeed, of the Agency-wide commit-
ment to the Private Enterprise Initia-
tive wnd the continuing impact that
the initiative is having on the econo-
mices of developing countries around
the world,

The Agency’s first steps in carrying
out the Private Enterprise Initiative
were organizational. Policy guidelines
were issued to the Washington head-
quarters and the missions abroad,
instructing them to use business as an
instrument for achieving development
objectives across the board. Next, in
July 1981, AID established the Bureau
for Private Enterprise (PRE) to help
drive the initiative. PRE has two main
tasks: As an cducator, it provides
expertise to the overseas missions and
other AID burecaus, usually by draw-
ing on specialists in U.S. business; as
an innovator, PRE designs and tests
project ideas to stimulate businesses
overseas and provide models.

~“" s

There has been an increasing shift in developing
countrles, particularly during the last five years,
away from government-owned enterprises
toward private enterprise approaches to eco-
nomic development.

The Agency’s four policy pillars pro-
vide the Private Enterprise Initiative
a firm philosophical foundation. The
first pillar is policy dialogue. When
our help is requested, we assist a coun-
try’s leaders to draw up and imple-
ment economic policies that will allow
development to succeed.

A key part of policy dialogue is the
strengthening of the private sector and
reliance on market forees. A combina-
tion of failed and centralized planning
schemes, rapid population growth and
high unemployment in LDCs has
helped spawn intense entrepreneur-
ial activity, starting at the grassroots.
AID is using all of its available tools
and knowledge to encourage the mul-

(2]



tiplication of small-scale businesses
that are a key part of this new trend,
The third policy pillar is the cre-
ation and transfer of technologies such
as the “Green Revolution” that we are
now trying to extend to dry-land
regions. Improved crop production
gives birth to a wide variety of jobs
and entrepreneurial opportunities,
The fourth policy pillar is the build-
ing and reinforcing of institutions that
are private sector-oriented and demo-
cratic. History clearly has shown a
strong link between political freedom
and economic growth as well as de-
mocracy and social progress,
Creating the right husiness climate
for private enterprise in developing
countries is perhaps the single most
important undertaking of our initia-
tive. If a country erects barriers in the
form of laws, regulations or red tape,
then the money and knowledge avail-

able will have little or no impact, We
have, therefore, placed the highest pri-
ority on removing such barriers, and
our missions are engaged daily in cru-
cial policy discussions with host gov-
ermments, I can report with confidence
that their persuasive dialogue has pro-
duced tangible results in all of our
geographic regions.

For example, following AID discus-
sions with government officials, Bangla-
desh decontrolled fertilizer prices. The
government of Guinea has requested
AID counscling in carrying out a reor-
ganization of its economic and finan-
cial structure. The Dominican Repub-
lic, with AID financial support, has
achieved greater economic stability
and decentralized its banking prac-
tices. In Egypt, many small farmers
now use AlD-financed credit to buy
production and technical assistance
from private suppliers, which has
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resulted in a substantial increase in
their income,

A key AID goal is to encourage host
governments to privatize their econo-
mies by divesting themselves of eco-
nomic “albatrosses” such as state-
owned corporations and marketing
boards. In order to advance this pro-
gram rapidly, we have directed 40 AID
missions to carry out an average of
two privatization activities annually,
beginning this year,

We have also made important break-
throughs in the use of private enter-
prise mechanisms in traditional AID
programs. In a number of countrics,
our field staffs are using private busi-
nesses to deliver services in health
care, housing, education, training and
transportation,

We believe, and the economic
record of private enterprise versus
centrally-planned economies proves,
that a healthy private sector js the
best vehicle for expanding Third
World economic growth, It helps to
diversify LDC cconomies and break
their over-dependence on a few crops,
minerals or other commodities for
their jobs and their income, Economic
expansion based on the private sector
benefits the people and fosters politi-
cal stability as well, By now, most
Third World governments and peo-
ples have discovered that statism sim-
ply does not work. They have experi-
enced firsthand that it does not cr ate
prosperity but poverty, not equitable
distribution but economic dislocation,
not a brighter future but a darker
present,

It is the general objective of the
Agency for International Development
and the specific goal of the Private
Enterprise Initiative to help develop-
ing countries move out of the shadows
of regimentation and regulation into
the sunlight of enterprise and initia-
tive. We cannot and we do not expect
to change the developing world over-
night. Development is a long, pains-
taking and complex process. Bul we
do intend to experiment, learn from
our mistakes and keep working through
policy dialogue, the private sector,
technology transfer and institution-
building to bring the dynamic liberat-
ing power of private enterprise to
people and nations everywhere.



Introduction

ince 1961, when the U.S. Agency for Interna-
tional Development was established, Third World
governments have experimented with numerous
ways to foster the development of their econo-
mies. These experiments have ranged from import
substitution to large-scale industrialization and

collectivism. In virtually every instance, the primary tool of
development was government. But statist economic devel-
opment policies/strategies have, by and large, been unsuc-
cessful. Consequently, there has been an increasing shift in
developing countries, particularly during the last six years,
away from statism and toward private enterprise approaches

to economic development.

For example, many Third World
countries have joined industrialized
nations in privatizing—turning over
state-owned enterprises to private
ownership. Parastatals are being sold
to the private sector in Bangladesh,
Turkey, Mcxico, Sri Lanka and many
other countrics.

A February 1986 international con-
ference on privatization, sponsored by
AID, drew nearly 500 government and
private sector participants from around
the world. At that meeting, AID Ad-

ministrator Peter McPherson declared
that the accelerating interest in re-
ducing the role of the public sector in
national economies “is a new phenom-
enon . . . which results from the prag-
matic realization that statism has failed
in most parts of the world” McPher-
son went on to say that for privatiza-
tion to be successful, several things
need to be present in a country: (1) a
receplive policy structure; (2) ade-
quate capital markets; (3) credit facil-
ities; and, (4) an expanding private
sector. AID’s Private Enterprise Ini-

e Priat Enterprise Trend

tiative helps produce these conditions
in developing countries.

The challenges to AID are substan-
tial. First, the Agency is secking to
involve the private sector in the total
development process, not just the im-
plementation stage. In a very real
sense, AID is developing the private
sector in the United States and abroad
as a constituency and as a client base.

Second, AID is striving to make the
most cffective use of a relatively lim-
ited amount of funds. Two-thirds of
AID’s total budget is generally not
available for private enterprise devel-
opment due to the Agency’s necessary
government-to-government approach
in emergency aid, Food for Peace and
the focused role of the Economic Sup-
port Fund (ESF). ESF is used exten-
sively for security purposes and balance-
of-payments support of host govern-
ments, as in Egypt and El Salvador,
and the private sector does not deter-
mine how funds should be spent.

Third, there are the inevitable and
numerous constraints and obstacles to
private enterprise that are found in
every developing country. There are
legal and political constraints such as
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unreasonable import and export con-
trols, a negative attitude toward growth
and entrepreneurship and lack of pro-
tection of private ownership and prop-
erty. There are physical and economic
obstacles such as poor roads and com-
munications, a small and inefficient
labor force and unpredictable ex-
change and currency policies. AID
works through its four policy pillars,
particularly policy dialogue, to reduce
constraints and remove obstacles lo
private enterprise development in
LDCs.

Fortunately, AID has excellent re-
sources 1o meet and solve these chal-
lenges. The Agency can call upon:

® Substantial in-country knowledge.
AID missions in host countries give

-

developing countries a corps of con-
sultants and advisers in the field of
private enterprise development that
other major providers of technical as-
sistance simply do not have,

® Expertise in agricultural and rural
development. Over the decades, AID
has accumulated an unequaled knowl-
edge of agriculture and agricultural
support services that it provides through
private channels.

® Strong cooperation with U.S. pri-
vate sector development organizations.
Such organizations as the International
Executive Service Corps have worked
closely with AID for years to help
small- and medium-size entrepreneurs
in the developing world.

At the same time, AID does have

several weaknesses in the field of
private enterprise development, in-
cluding not enough experience by the
professional staff in business and en-
treprencurship, a generally no-risk dis-
bursement system that often prevents
investment in promising commercial
ventures and the inevitable conflict
between risk-taking, profit-secking
businessmen in developing countries
and regulation-conscious AID officials
responsible for the expenditure of U.S.
taxpayer dollars.

Nevertheless, based on the overall
record of the first five years of the
Private Enterprise Initiative, AID is
succeeding in making the private sec-
tor a vital partner in economic devel-
opment throughout the Third World,

AID helps small entrepreneurs In developing
countries make the most of thelr unique
natural resources.

R
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Private Enterprise Around the World:
The AID Experience

“ince 1981, AID has initiated private enterprise
projects in almost all of the countries in which it
has missions. The projects have ranged from policy
reform to export promotion to technology transfer.
The tollowing 63 successful projects in more than
30 nations are representative of the diversity of

countries, mechanisms, objectives and impacts of AID’s pri-

vate enterprise development efforts. They have been divided
into the following categories: (1) policy reform; (2) credit to
private enterprise; (3) agribusiness; (4) business develop-
ment; (5) investment promotion; (6) export development;
and, (7) management development and technology transfer,
The projects vary greatly in size and impact, with the larger
activities occurring in Latin America and Asia where the
cconomic climate is historically more receptive to private
enterprise than in Africa or the Middle East. However, there
is a growing interest in and acceptance of the private sector in

Atrica. The policy reform category has the most examples

because it is essential to the expansion of private enterprise in

developing countries and because it is one of the Agency’s
four policy pillars.
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Policy Reform

B overnments can act in numerous ways to constrain or
B8 promote economic growth and development through
the private sector. In economies that have been

conjunction with other international agencies, to
P& help governments create more favorable environ-
ments for business expansion.

Policy reform, coupled with targeted financial support and
technical assistance, is one of AID’s most effective levers for
working with host country governments to change their do-
mestic environments and allow private enterprise to flourish.
AID frequently provides loans that are tied to the recipient

government’s goal of privatizing eco-
nomic activity,

The Agency uses all possible insti-
tutions, including local and U.S. non-
governmental organizations (NGOs)
and private voluntary organizations
(PVOs), to advance the business and
basic human needs of micro- and small-
scale entreprencurs.

Following are some examples of
how AID uses policy dialogue to per-
suade LDC governments to carry out
such structural changes as lower taxes,
less government red tape, freer ex-
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change rates and market-level inter-
est rates.,

e Bangladesh: Since coming to
power in 1982, the government of
Bangladesh has moved away from sev-
cral of its statist cconomic nolicies,
often in consultation with AID. In the
arca of privalization, the government
has withdrawn a significant invest-
ment in the jute and textile industries
and may sell a large share of the na-
tional airline, shipping lines and tele-
phone system. Denationalization of
banking and more liberal banking reg-

ulations have resulted in new private
banks competing with state banks.

Self-reliance in food grain produc-
tion is a major national goal. In the
past, the Bangladeshi government
subsidized prices and relied on a dis-
tribution system run by the public sec-
tor. But the subsidy was a heavy
burden on the national budget, the
rationing system was neither equita-
ble nor efficient, and the private sec-
tor played no role. One of the key
areas of food grain production is fer-
tilizer marketing and distribution, long
controlled by the government.

AID has been instrumental in nego-
tiating the removal of government con-
straints on the operations of private
sector fertilizer retailers, climinating
officially-administered retail prices and
closing more than half of the govern-
ment fertilizer sales centers. Currently,
the mission is encouraging the entry
of private sector wholesalers into large-
scale fertilizer distribution and mar-
keting. AID also has recommended
further adjustment of fertilizer prices
and development of a network of deal-
ers and sales promotion.

In contrast to the old government-



run system, now anyone can be a fer-
tilizer dealer, sell anywhere in the
nation and charge whatever the mar-
ket will bear.

Another part of the Fertilizer Dis-
tribution Improvement Project has
been the construction of warchouses,
port handling facilities and other ele-
ments of a distribution infrastructure,
previously almost nonexistent in the
country. The mission also persuaded
other donors to help finance the im-
port of some one million tons of ferti-
lizer annually into Bangladesh, which
has little or no potash or potassium.
All these changes did not occur over-
night but were the result of years of
careful experimentation and negotia-
tion among the government of Bangla-
desh, its private sector and AID.

Since 1978, AID has provided $244
million to improve the Bangladeshi
fertilizer distribution system; another
$51 million is scheduled to be spent.
During this period, fertilizer sales have
increased over 41 in spite of a 70%¢
increase in prices caused by the re-
moval of overall fertilizer subsidics.
Government costs of distributing fer-
tilizer have fallen sharply. These re-
sults support the government's decision
to rely more on market forces rather
than central allocating systems in the
distribution of fertilizer in Bangladesh.

© Guinea: The new government of
Guinea, once ruled by one of the most
committed socialist reginies in Africa,
is carrying out a complete reorganiza-
“ tion of its ecconomic and financial struc-
ture, including closing down all state
banks, changing investment rules to
encourage private investment, privat-
izing statc-owned enterprises and
removing, price controls. Seven para-
statals have been closed permanently
by President Lansana Conte. Thirteen
others have been closed temporarily
until they can be re-established under
private sector management. A fund
will be started to finance start-ups and
development of private companies.
These activitics are being implemented
in close consultation with the AID mis-
sion in Guinea,

¢ Dominican Republic: AID's Eco-
nomic Support Furd has helped the
Dominican Republic to change poli-
cies to achieve economic stability. The
inflation rate has been reduced from

an annual rate of 70% per year in
1985 to 15% in 1986; the exchange
rate is stabilizing and net credit to the
public sector has been trimmed sig-
nificantly. Other administrative re-
forms encouraged by AID include the
establishment of the Investment Pro-
motion Council, which recommends
policy changes and sceks to improve
exporler/investor services. Also, ne-
gotiations regarding agribusiness are
fostering major changes in the operat-
ing procedures of the Central Bank.
Increased responsibility for sub-loan
approvals was given to private banks.
Capitalization of these banks was im-
proved by allowing funds to remain
with the banks for a 12-vcar period
rather than reverting to the Central
Bank. In addition, former communal
farms have been broken into individ-
ual holdings to permit private farming.

AID is working through its four policy piltars,
particularly policy dialogue, to remove ohsta-
cles to private enterprise development in
developing countries.

¢ Ecuador: AID has recommended
significant reforms in Ecuador that are
critical to the expanding private en-
terprise system, such as the promo-
tion of exports and investment; the
removal of constraints to the develop-
ment of 8,000 firms in small industry;
and, the increase of free and more
functional capital markets. As a re-
sult, in the first half of 1985, 4,000
jobs were created and 400 financial
sector personnel were trained. The
government has begun the privatiza-
tion of nine enterprise areas, includ-
ing fertilizer, seeds, grain storage, tea
production and milk pasteurization.
Price controls are being removed from
12 of 17 agricultural products. AID’s
success in Ecuador has been enhanced
by its close working, relationship with
President Febres Cordero, an eloquent
and cffective advocate of private en-
lerprisc.

e Sierra Leone: Through continuing
policy dialogue, the AID mission
achieved two significant gains in the
application of food aid in Sierra Le-

"



ones Che government agreed o allow
the niarketing and distribution of
wheat and rice by the private sector
only. with sales at non-subsidized
prices. This policy was so suceessiul
that the government began eliminal-
e the subsidy onall imported vice.
thereby sturting it return to private
niarkel forces, The new incentive will
stimulate domestic production of rice.
the country’'s most important food
staple.

® Bolivia: In Aagust 1985, alter
vears of hyperintlation, spiraling na-
Honal debt. declining grom th and in-
creasing tnemployviment. the povern-
ment of Bolivia. working closely with
the ATD mission. undertook o serios
of policy retorms designed to halt run-
away intlation. provide frec-market
incentives for reactivating domestic
production. climinate price distortions
in the ceomomn snd Stabilize the nae
tiomal ceonomy. AID assisted Iy allol-
ting STO million for an emergena
agricultural credit program. which pro-
vided Tunds o small tarmer organiza-
tions for recapitalization: purposes.
Over 430 rural villages representing
more than 24,000 Lunilies roceived
assistance under the program. AID
provided 532 million for privade see-
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lor activities such as agro-industrial
and small farmer eredit. support o
producers associations., productive in-
frastructure and rural developinent.
The Ageney also carmarked $3 mil-
lion to supplement food-tor-work and
maternal-child health activities in 348
rural villages: specific activitios were
micro-irrigation. soil conservation. lor-
estation. potable water systems, ace-
vess roads and greenhonses.,

In 1985, AID hegan a S60 million policy reform
campaign in four African states that already s
creating a more favorable r:limate for small
businesses.




o African Economic Policy Reform
Programs: In fiscal year 1985, AID’s
Burcau for Africa began a $60 million
policy reform campaign in four Afri-
an states that is already creating a
more favorable climate for the private
sector in those countries.

In Rwanda, $10 million in AID funds
supports a small- and medium-enter-
prise credit fund. Technical assistance
is being provided to examine and im-
prove the whole incentive structure
for private enterprise, including a com-
prehensive review of tariff and trade
policy. The Rwandan government,
which is concentrating on policy re-
form for the first time, has set up a
special commitiee to develop and re-
view cconomic proposals. Also in
Rwanda, work is being done on ana-
lyzing food systems, including pricing,
which will help the government ad-
just its policies to promote private sec-
lor participation.

In Mali, $18 million is being spent
to reduce government involvement in
the economy. This plan includes tax
reform, reduction of the civil service
payroll, revision of the commercial
cade and relaxation of price controls.
As part of this program, AID has es-
tablished a research program to ana-
lyze the impact of these reform efforts.
Preliminary findings indicate that ac-
cess to animal traction is a key factor
in farmer cffectiveness, suggesting that
additional policy adjustments may be
needed to improve the input market-
ing scctor.

In Zambia, $25 million is being di-
rected to liberalize marketing of the
two major commodities still controlled
by the government: maize and fertil-
izer. Local currency generated by the
sale of U.S. food aid to Zambian orga-
nizations will he used to extend credit
to private sector traders and the cnop-
erative sector and to provide targeted
subsidies for the poorest groups hurt
by food price increases.

In Mauritius, $5 million is helping
the country to implement substantial
reform in its industrial incentive pro-
gram. Among the contemplated re-
forms are a ceiling of 100% on all
tariffs, reduction of marginal personal
tax rates and improvement of export
incentives. The Mauritian finance min-
ister has praised the United States for

showing far greater awareness than
other major donors of the demands of
adopting economic reform measures
within a changeable world economy
and a democratic country.

Important lessons have already been
learned from these cconomic pro-
grams: (1) the process is as important
as the product; (2) donor coordination
has been an important by-product; (3)
Economic Policy Reform Programs
(EPRP) are high-risk, high-gain prop-
ositions; (4) EPRP designs must be
comprehensive if they are to imple-
ment reforms; and, (5) analytical staff-
ing requirements are high. The Africa
Bureau is convinced EPRPs offer a
unique opportunity to provide a new
and independent voice in policy dia-
logue in Africa.

o Costa Rica: In consultation with
the AID mission, the government of

Costa Rica has implemented a new
monetary law which permits the con-
tracting of foreign loans in dollars or
other convertible currencies, thus re-
opening the flow of private, interna-
tional credit to Costa Rica. These loans
have to be repaid with the same cur-
rency as contracted and may not be
repaid in a local currency at an artifi-
cial exchange rate. The law also per-
mits AID to channel Economic Support
Fund local currency monies to private
banks rather than only to the state-
owned banks, as in the past. The Costa
Rican government also adonted a new
free zones law, permitting private

Entraprenaurs are henefiting from a new
monetary law, executed In consultation with
AID, to reopen the flow of private Intemational
credit to Costa Rica.
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developers to create new export pro-
cessing zones, with an emphasis on
drawback and subcontracting compa-
nies. A new Ministry of Exports and
Investments, charged with improving
the investment climate, also has been
established.

e Egypt: Many small farmers—
Egypt's largest group of entrepre-
neurs—are now able to obtain credit
and technical assistance because of a
new service funded by AID and coor-
dinated by Agriculture Cooperative
Development International (ACDI)
through 38 village banks in three ju-
risdictions. AID has provided $49 mil-
lien for the project, for which the
Egyptian government llotted $30 mil-
lion. The service provides farmers with
improved technology and enables them
to buy improved seeds, fertilizers and
cquipment to increase their produc-
tion and income. Credit availability is
based on a farmer’s abhility to repay.

'The targeted population — farmers with
less than five acres—was quick to re-
spond. Through March 1986, the proj-
ect made 74,509 loans for a total of
$67.8 million to 43,042 farmers with
a repayment rate of 99%. Because of
this successful activity, interest subsi-
dies for loans under this project were
eliminated (the project charges 14¢
siniple interest), and production as
well as personal income increased dra-
matically. The success of this innova-
tive project has led the government of
Egypt to duplicate the program in
eight additional jurisdictions. The mis-
sion is designing a $120 niillion agi-
cultural production credit project to
support the expansion.

e Haiti: The AID mission has con-
tinued to focus on establishing an in-
stitutional framework for long-term
industrial and agro-industiial expan-
sion and employment. It is working to
develop intermediate credit institu-

Tha Agency uses many institutions to advance
micro- and small-scale entrepreneurs, who
help maat basic human needs in daveloping
countries.

tions, non-traditional exports, private
sector support projects and policy re-
form activities. Special projects include
support of the Consultative Mixed
Committee for Industrial Develop-
ment. As a result of the committee’s
examination of the constraints affect-
ing the industrial sector and invest-
ment climate, a new industrial invest-
ment code has been implemented, and
the government has permitted the
committee to review other policy mat-
ters affecting industrial expansion. In
other AID-supported areas, the Devel-
opment Finance Corporation, which
provides financial services to small-
and medium-size industrial and agro-
industrial enterprises, has created
2,200 johs over the last two years.
The Haitian Mortgage Bank has been
offering long-term housing construc-
tion loans, including a low-cost hous-
ing pilot project, for the first time in
Haiti’s history. An cstimated 1,900




jobs will be created. The Management
and Productivity Center is providing
management training and technical as-
sistance to managers, supervisors and
micro-entreprencurs, The Crafts Ex-
port Resources Center institutionalizes
the more sophisticated elements of
product design, packaging and export
marketing and integrates local manu-
facturing capabilities with rural crafts
skills. The center is expected to gen-
crate over 1,000 mostly rural jobs in
the next 18 months. The mission also
encouraged the ereation of Haiti’s first
Agricultural Producers Association
(APA) and is providing technical as-
sistance to APA members for a pilot
project to export vegetables to the
United States.

e Kenya: AID has helped Kenya in-
crease productivity on its small farms
by supporting policy changes such as
reducing government involvement in
the cconomy and providing aceess to
agricultural supplies and markets. For
example, the Kenyan government's
policy of limiting fertilizer imports was
reversed, thereby substantially increas-
ing maize output and reducing food
imports. Begun in 1983, the ESF ef-
fort promotes the kind of structural
cconomic reforms Kenya needs but
has been slow to adopt. The program,

AID usas policy dlaloguo to persuade govern-
maats in developing countrles to achieve such
structural changes as lower taxes, less
government red tape, freer exchange rates and
market-level interest rates.

which cost an estimated $30 million
in fiscal year 1986, provides balance-of-
payments and budget support through
private commodity imports. The pro-
gram also supplies technical and ad-
ministrative assistance. Through com-
mercial banks and other local organi-
zations, small, low-interest loans are
madc to rural enterprises that are
labor-intensive, export-oriented and
linked strongly to agriculture. The
goal: 10,000 new jobs over the next
several years.

o Indonesia: Following several years
of declining foreign investment and
decreased earnings from oil exports,
in May 1986 the government of Indo-
nesia liberalized its foreign investment
and trade rules dramatically. The gov-
ernment’s action followed the AID-
sponsored visit of a team of U.S. con-
sultants that conducted a comparative
study of Indonesia and other South-
cast Asian nations in the area of for-
cign investment, The team’s recom-
mendations of fiscal and monetary
reforms were studied closely by Indo-
nesian officials and incorporated as
part of the official May announcement.
The impact of the recommendations,
combined with the continuing efforts
of the AID mission, demonstrates that
policy dialogue can and does work in

developing countries. The new rules
allow a foreign company, after it has
met certain divestiture alternatives,
to operate with all the rights given to
a local company. The rules also per-
mit foreign investors to invest in and
even assume control of other compa-
nies. Also, the government will ex-
pand the number of arcas open to
foreign investment, create an export
processing zone in Jakarta and possi-
bly extend the zone concept to other
major cities. The Indonesia study was
part of PRE’s Private Enterprise De-
velopment Support Project (PEDS),
which is being implemented world-
wide under a $1.2 million contract. A
similar PEDS report on El Salvador
resulted in the rewriting of that coun-
try’s export law,

o Pakistan: Pakistan’s Federal Cab-
inet has accepted recommendations
of the National Deregulation Commis-
sion for decontrol of the fertilizer in-
dustry. This entailed removing all price
and distribution controls on urea and
other nitrogenous fertilizers “in order
to improve the cfficiency of the fertil-
izer industry.” With deregulation, the
development surcharge and the resul-
tant cross-subsidization of inefficient
plants by efficient ones will stop. These
deregulation measures are a modest
but important step in the direction of
reducing government interference in
decisions best left to the marketplace
and in making the cconomy more effi-
cient, more market-responsive and
more altractive to domestic and for-
eign private investment. The reforms
were supported by AID in its continu-
ing policy dialogue with Pakistan.

o Jamaica: As onc clement of the
Agency’s private enterprise program,
the Bureau for Science and Technol-
ogy, through Svracuse Universily, is
helping the Seaga government estab-
lish and implement new tax policies
that lower income tax rates to 33%
and broaden the base of collections,
The reform simplifies the tax struc-
ture, shurply reduces “special inter-
est” provisions of the tax law and
climinates cconomic distortions affect-
ing business and industry. In short, it
helps establish a “level playing field”
on which business decisions can be
made on their merits without serious
distortion for rcasons of tax avoidance,.

16



4

it to

Cr

Privat nterprie

obilization of savings and access to credit for
all economic sectors in a developing country
are Important activities for AID worldwide.
AID frequently provides consulting services
and financing to help establish, modify or ex-
pand credit facilities to serve indigenous pri-

vate businesses. Usually the credit agencies or credit windows
service small and rural enterprises along with larger companies.

Such loans are almost always linked with policy dialogue
aimed at persuading governments to allow markets to operate
more freely and with technical assistance and training that try
to ensure that borrowers and lenders use the funds effectively.

Often, such loans have multiple eco-
nomic purposes and positive impact
in the private sector, even when the
funds flow through state organizations.
AID first looks for opportunitics to
establish or expand private banks or
credit sources. If stale organizations
are the only avenue present, AID usu-
ally requires that the U.S. grant or
loan leads eventually to privatization
of the credit operation.

Following are typical examples of
AID projects in banking and finance:

16

e Women's World Banking: Women
entreprencurs in developing countries
often find it difficult to obtain credit
in the formal banking sector. Tradi-
tional banking rules usually require
horrowers to show proof of substan-
tial assets to obtain financing for husi-
ness projects. Small enterprises, in
geneial, and women-owned busi-
nesses, in particular, often do not have
such collateral. Yet, studies show that
women-owned or -operated small en-
terprises have extremely good payback

records in the credit markets they
cnler,

With grants totaling $1 million from
AID, Women’s World Banking has be-
come an cffective catalyst for strength-
ening women’s participation in the
private sector of developing countrics.
Its network has guaranteed more than
800 small business loans in 27 coun-
tries, with an enviable record of no
defaults. Borrowers must have an es-
tablished enterprise with growth po-
tential within a inarket and a sound



financial track record.

Loans  guaranteed by Women's
World Banking are made in local cur-
reney. Borrowers pay a 3¢/ surcharge
over and above the interest on their
toans. This surcharge is carmarked by
Women's World Banking to cover man-
agement and training costs. A Tund
has been ereated from the proceeds of
these fees that serves as the first re-
sorl in case of loss,

Women's World Banking intends to
raise 35 million for its capital fund
through contributions, grants and sale
of delentures with an interest rate of
S pavable in 1990,

The lives of many women entrepre-
nears have been changed by loans
awaranteed by the association, For ex-
ample. Women in Finance and Entre-
prenceurship, the Philippine affiliate
ol Women's World Banking. has de-
signed several programs o inerease
Filipino women's participation in their
cconomy. One program teaches po-

small enterprises have extremely good payback
records in the credit markets they enter.

tential entreprencurs a variety of skills,
including fruit and vegetable process-
ing. goil raising. bookkeeping, ac-
counting and sales. After successfully
completing the training course of their
choice, the women receive proficiencey
certificates that help them obtain start-
up loans from local financial institu-
tions.

In Thailand. the local affiliate,
Friends of Women's World Banking
Thailand, is helping women develop,
expand and improve their small busi-
nesses to create jobs and raise living
standards. It has become involved in
establishing small dairy farms, recom-
mending 85 houscholds to the Bang-
kok Bank for linancial assistance. The
new businesses ereated by the loans
will purchase livestock and receive
training in all aspects of dairy farm-
ing, from milking cattle to artificial
insemination,

Another strong affiliate of Women's
World Banking is the Self-Employed

Women's Association (SEWA) in India.
SEWA, an independent organization
of more than 8,000 micro-entrepre-
neurs, established its own cooperative
bank. Women's World Banking loaned
the SEWA bank the funds to expand
its foan program for low-income women
entrepreneurs. Borrowers  included
carl pullers who wanted to purchase
their own carts, vegetable sellers who
sought to increase their daily incomes
and patch workers who intended to
buy their own seraps rather than work
for middlemen at low piecework rates.

e Kenya: The Burcau for Private
Enterprise has been particularly active
in this East African country, tradition-
ally friendly to the private sector. PRE
provided $2.75 million to the Kenya
Commercial Bank and the Kenya Com-
mercial Finance Company to secure
business expansion loans to small- and
medium-size enterprises. One benefi-
ciary was Kenby Cables, @ small firm
that makes about 20 types of copper
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cables for residential and industrial
wiring. The loan enabled the firm to
expand to the point where export to
nearby countries such as Uganda and
Tanzania is being considered. Kenby
Cables now employs 25 more people
and produces cable for customers who
formerly relied on imports. Of 38
bank loans made by Kenya Commer-
cial Bank through the first half of
1985, 27 were to food processors,
seven to agribusiness and related ser-
vices and the others to light manufac-
turing. Loans ranged {rom $2,000 to
$321,000. Twenty-cight loans went to
new businesses with an average asset
base of $60,000. Ten expanding busi-
nesses received the other loans, which

AID is working to make the
private sector a vital part-
ner in economic develop-
ment throughout the Third
World.
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almost doubled average assets from
$125,800 to $217,000 and created an
average of 17.5 jobs per firm,

¢ Honduras: A new $25 million
Housing Guaranty loan is a continua-
tion of a previously authorized pro-
gram, enabling private developers and
bankers to discount mortgage loans to
cligible low-income faniilies. Under
this loan, the public sector assists the
private sector in efficiently providing
housing. Approximately 40% of proj-
cct funding will be made available to
private developers. Under the $25 mil-
lion loan, of which $20 million was
authorized in fiscal year 1984, a total
of 5,300 new shelter units are to be
constructed and 2,600 home improve-

ment loans are to be made available.
In addition, a $10 million loan, with
supplemental grant funding for tech-
nical assistance, is promoting the es-
tablishment of a trial rural land mar-
ket, based on individual tiule, to foster
the availability of sgriculture credit.

e Cameroon: With AID funding of
$1.6 million, the Cameroon Coopera-
tive Credit Union League offers train-
ing and related financial services in
financial management, savings, mem-
bership building and credit adminis-
tration. As a result, membership has
grown by 18% to its current 53,000
members, savings have increased 81%
to its current level of approximately
$14 million and loans have increased
by 81%. Furthermore, over 3,000
credit union hoard members, manag-
ers, committee members, presidents
and hookkeepers have been trained
in management, planning, promotion,
loan analysis, policy formulation and
accounting,

e Zimbabwe: Since 1982, AID has
provided $97 million for the Zimbabwe
Commodity Import Program (CIP),
80% of which has been channeled
through private sector importers. The
CIP has two goals: (1) to stimulate
national rebuilding and employment
by making available foreign exchange
that will, in turn, permit the import of
U.S. materials and goods; and (2) to
use the local currency generated to
finance a wide range of programs in
cducation, health, agriculture and
small-scale industry, All commercial
and merchant banks in Zimbabwe
have been involved through the issu-
ing of letters of credit to U.S. supphi-
ers as well as by arranging the required
local currency financing for import-
crs. A 1984 cvaluation estimated that
the CIP generated a 3.5% increase in
industrial output. The evaluation also
indicated that 21 companies that re-
ceived CIP funds said that without
the program, their productivity and
employment would have dropped as
much as 50%. With regard to local
currency generation, a number of ac-
tivities have been funded that have
had a considerable impact on the pri-
vate sector, such as two bulk grain
storage depots that increased the coun-
try’s storage capacity by 100,000 met-
ric tons, Under the initial CIP, 30% of



the private sector funds were used for
industrial raw n:aterials, principally
in tire manufacturing, packaging and
textiles. Under the recent CIP, 53% is
being allocated for raw materials.

Since 1981, in Zimbabwe the Agency
has guaranteed two private sector loans
worth 850 million under the Housing
Guaranty Program for low-income
community development in cight ur-
ban centers. So far, five programs are
at an advanced stage of implementa-
tion with over 10,000 housing units
sold to cligible families. Each pur-
chaser has received a plot of land and
cither a core house or a loan to fi-
nance the construction of a dwelling.
Preliminary work has been carried out
by private scctor civil engineering con-
tractors at a total cost of $12 million,
while community facilities valued at
$8 million have been built by private
building contractors. Recently, many
beneficiaries have chosen to build their
own homes by managing the construce-
tion process themselves and contract-
ing out the actual work to the informal
private scetor. This self-help scheme
in Harare, composed of 7,000 units, is
the largest of its kind in sub-Saharan
Africa. Over 2,000 small builders are
participating in the project. Construc-
tion loans valued at $9 million have
purchased building materials, trans-
port and the services of small contrac-
tors in the private sector. The invest-
ment has mobilized an additional $5
million from private sources such as
savings, informal loans and “sweat eq-
uity” (work done by the new home-
owners themselves). The mission esti-
mates that 3,900 person-vears of em-
ployment have been created by the
Harare self-help housing project. Sim-
ilar programs are heing carried out on
a smaller scale in six secondary towns
in Zimbhabwe.

e Indonesia: AID provided $260,000
in sced capital and management/
auditing assistance to the East Java
Women'’s Cooperatives Center, a nel-
work of 22 cooperatives run hy and
for women entreprencurs. The credit
wis important to the center's almost
5,000 members, most of whom are
informal sector producers and vendors
who are not served by formal credit
programs. With a 95% repayment rate
and high credit volume, the center's

|/ -
A healthy private sector
helps to diversity develop-
ing country economios and
hreak their over-
dependence on a few crops,
minerals or other commod-
ities for their jobs and
Income.
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next step is to try to secure bank loans
to supplement its own credit sources.

® Togo: The Togo National Credit
Union Association, one of the pioneer
credit unions in French-speaking Af-
rica, reached a total of more than
10,000 members in its first 13 years.
Over the past three years, during which

theYassociation received substantial
AlID§support, loans totaled $900,000
on thg basis of accumulated deposits
of ovdlr $1.25 million. An AID grant
of $2.15 million in 1988 strengthened
the national association of almost 100
credit unions. For cxample, the na-
tional federation has been able to gen-

W P froa e

A private enterprise economy is the most
eflicient means of achleving broad-based eco-
nomic development.

crate income to cover 8% of operating
costs as a step toward institutional de-
velopment and financial viability, Lo-
al credit union managers and credit
committee representatives have re-
ceived intensive training in basic ac-
counting and credit union manage-
ment and administration. National and
local accounting and auditing systems
monitor and report on credit union

finances and operations. A central
lenc!ng facility gives members access
toa l'ﬁroader pool of resources as well
as expert services in money manage-
ment.8Women occupy an increasingly
important role as credit union manag-
ers and members of the board of di-
rectors and the credit committee. In
no case are interest rates subsidized:
they represent the real cost of credit
in Togo. As a result of all these im-
provements, several credit unions now
offer dividends from yearly carnings
to their members.

¢ Cost2 Rica: Founded in 1982,
BANCOUP, a privale cooperative
bank, has more than doubled its mem-
bership and accumulated nearly $19
million in total assets and over $5 mil-
lion in equity, making it onc of the
best capitalized private banks in Costa
Rica. With the help of an AID grant of
$500,000, BANCOOP has received
aluable management, staff training
and technical assistance that made the
growth possible. Today it has 34 coop-
crative member owners, including the
major Costa Rican cooperatives. Re-
flecting its sound financial status, the
bank negotiated a $6 million loan in
1985 from the Inter-American Devel-
opment Bank and the Central Bank
of Costa Rica to improve and develop
cocoa production and processing in the
San Carlos area and to assist coffee
processing cooperatives to improve
their operations. BANCOOP also has
made significant impact on the credit
union scctor by lending approximately
$720,000 to the credit union federa-
tion. The total number of borrowers
more than tripled in 1984-85, and
there have been no loan losses to date.

¢ Egypt: A major part of AID strat-
egy is to help Egypt increase its indus-
trial production through private en-
lerprise. An important component of
this strategy is the private sector Com-
modity Import Program (CIP), which,
as noted carlier, provides shori- and
medium-term credit to finance the im-
portation of cligible commoditics from
the United States. Primary responsi-
bility for the program rests with 12
local private and public banks. Im-
porters pay a down payment of 25%
with the balance financed for up to
five years at an interest rate of be-
tween 11% and 13%. Repayments by
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the importers are in Egyptian pounds,
The private sector CIP is budgeted at
550 million for its first year.

Another component is the Private
Investment  Encouragement  Fund
(PIEIY, which provides credit for me-
dinm- to large-size privale enterprises
for building. expanding or moderniz-
ing facilities, Funded Iy AlD. PIEF
co-finances projects with selected
Exvptian banks that at least match
the amount of the PHEF loan. Partici-
pating banks serve as agents of the
fund and managers of the loan portfo-
lio. A hank evaluates the technical,
financial and cconomic merits and
creditworthiness of cach project and
recommends whether PIEEF should fi-
nance that projeet under the co-linane-
ing arrangement. The first loan ap-
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In Central America, community leaders erect a
sign for their newly formed cooperative, which
will provide agricultural support services.

proved was for 85 million 1o General
Motors Egypt (GMID for construetion
cquipment and  technical services
needed to manufacture light- and
medivm-duty trucks and buses. Local
banks put up 25 million Egyptian
pounds. This combined loan was the
Largest term loan ever made to a sclely
private firm in Egypt. Other co-li-
nanced loans have heen made to Pio-
neer Seed. a U.S. company, and to an
Fayvy tian-owned hospital corporation,
O er toans are being processed for
projects in health, agriculture, indus-
trial manufacturing and  transporta-
lion,

e Bangladesh: T'he Nicro Industries
Development  Assistance Society
INIDAS). & non-governmental group,
provides analytical and linancial ser-

vices 1o small- and medium-size enter-
prises in Bangladesh, Initiated in 1981,
MIDAS concentrates on rural indus-
tries and stresses the need to inerease
cmploviment in the raral non-farm see-
tor. MIDAS is a component of AID’s
Rural Industries Project, which has
provided $2.2 nillion in grant fund-
ing to the Bangladeshi program. MIDAS
operates as a lending organization with
a small consulting section. In 1983, il
approved 1Y projects representing over
ST million in loans.

MIDAS has respected expertise in
light engineering, light manufacturing
and other activities and has achieved
i repuletion as aovery compelent or-
ganization. Beeause of its reputation,
MIDAS has attracted the attention of
other donors who are considering var-
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ious grants and contracts with MIDAS
for research, technical assistance and
project implementation. This new ac-
tivity will assist MIDAS to become a
self-sustaining organization. Although
the Bangladeshi industrial sector is
not growing rapidly enough to absorb
the increasing labor force, recent re-
forms in government policies, relative
political stability and a gradually di-
minishing level of central planning
have sparked hope that the private
scector raay help solve this complex
problem.

® Kenya: Financed in part by a $2
million loan from the Bureau for Pri-
vate Enterprise, Leather Industries of
Kenya, Ltd. (LIK) is becoming one of
Kenya's larpest private firms. In full
operation, LIK will have the capacity
to process 1,000 hides a day, represent-
ing 25% of the country’s raw leather

production, into finished leather. Ini-
tial employment is 400, with addi-
tional jobs expected from new inter-
mediate suppliers of “wet blues” (semi-
processed) hides. Other new businesses
anticipated include makers of leather
goods, which had been discouraged
by the lack of quality leather. The
PRE loan is repayable at 12% over 12
years and is fully secured by plant,
equipment, improvements and land.
° Jamaica: Trafalgar Development
Bank (TDB) is a private Jumaican in-
stitution that provides medium- and
long-term credit, equity participation
and support services to investors in
agro-industry, tourism, data entry, elec-
tronics and other export sub-sectors.
To date, over 100 investors have raised
the equivalent of $3 million in local
cquity. In August 1986, the Dutch
Development Bank (FMO) and the
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Projects in rural areas aie car
technology transfer.

German Finance Company for Invest-
ments in Developing Countries (DEG)
became shareholders in Trafalgar and
increased the bank’s share capital to
over 34 million equivalent. AID has
provided Trafalgar with $20 million
for its lending operations. In addition
to these loan funds, a grant of $1.2
million has been provided for techni-
cal assistance. Once the bank has
loaned the first $10 million and has
had a successful review, the second
tranche will be available. Trafalgar has
been operational since May 1985 and
has approved a total of 18 loans. The
bank’s portfolio currently has a value
of 5.4 million.

In addition, AID has added $15 mil-
lion to a previously authorized Hous-
ing Guaranty Program that assists the
government of Jamaica to increase the
private development of affordable
shelter and to reactivate a secondary
morigage market through which hous-
ing funds can be channeled to private
sector producers. Approximately 8,500
shelter units are expected to be pro-
duced or upgraded. Indireet benefits
will also accrue to the Jamaican con-
struction industry, which currently has
high unemployment and excess capac-
ity. Innovative variable rate mortgages
will be available to families with mar-
ginal incomes to enable them to af-
ford basic housing,

Private Sector Revolving Fund

The Private Sector Revolving Fund,
authorized by Congress and adminis-
tered by the Bureau for Private Enter-
prise, reflects AID’s efforts to activate
market forces and create environments
friendly to private enterprise. The Re-
volving Fund supports activities that
are innovative and financially viable,
maximize employment and provide
support and services not otherwise
available to small businesses. The fund
will permit program growth without
the expenditure of additional tax dol-
lars through the recovery of principal,
interest and fees. Legislation provides
capitalization of $60 million with
eventual growth to a maximum of
$100 million. The Revolving Fund is
discussed in greater detail in the see-
tion entitled “How the Initiative Is
Organized.”
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Agribusiness

| inancial and technical assistance for growing and
processing food and other agricultural commodities
B\ is a key AID program. The goal is to help developing
countries meet their own food needs.

The Agency’s assistance program is the largest
contribution to agricultural development in the Third

W(nld today. The following are examples of AID programs

in the agricultural sector:

® Kenya: Kenya inherited from its
colonial period a mixed economy with
astrong, private sector. After indepen-
dence, its leaders chose to continue
giving a relatively free rein to private
enterprise. The result is an economy
in which the private sector contrib-
utes over 70% of the GNP, about half
of which comes from agriculture, Nev-
ertheless, Kenya's private sector has
its problems, including relative scar-
city of trained manpower, lack of tech-
nology, weak domestic purchasing
power and an underdeveloped finan-
cial system.

Under AID's Rural Private Enter-
prise Project, commercial banks and
other Jocal organizations make small,
low-interest loans to qualified rural

enterprises that are labor-intensive,
export-oriented or linked strongly to
agriculture. The goal is to add a mini-
mum of 7,000 jobs over the next
sceveral years, Project money also goes
to private voluntary organizations for
loans to micro-businesses. Under the
Agricultural Management Project,
management assistance and training
are provided to agricultural organi-
zations, at least half of which are
private sector firms. AID’s new Agri-
culture, Rural Development and Nu-
trition Program is alrcady producing
significant benefits, due in large mea-
sure to the Kenyan government’s tra-
ditional support for private enterprise.

For the first time, small farmers in
Kenya are growing and harvesting oil
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seeds, particularly sunflower seeds, in
cooperation with Oil Crops and Allied
Foods, Ltd. The farmers buy high-
quality hybrid sunflower sced and fer-
tilizer on credit from Oil Crops. They
also receive technical advice on sun-
flower production from the company’s
ficld staff. At harvest, they sell their
produce to the company for transport
and resale to East Africa Industrics,
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Ltd., which produces sunflower oil.

East Africa agreed to guarantee pur-
chase of all the seeds in an effort to
substitute previously imported palm
oil and fats with locally produced oil,
saving an estimated $34 million a year
in scarce foreign exchange. Other ben-
cfits of the small farmer venture in-
clude higher incomes for about 6,000
farm families, improved local diets be-
ause of the availability of quality sun-
flower oil and supplemental feed for
cattle,
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In Africa, an AID-supported finance coiporation
dishurses loans to small enterprises in rural
areas, benefiting small farmers.

Operating expenses and the pur-
chase of equipment, storage facilities,
raw materials and supplies were suby-
sidized by a $178,500 loan from AID.
This amount was matched by the Ken-
vi Commercial Finance Corporalion,
a local, essentially private, financial
institution that is also supported by
AlD.

To date, the corporation has con-
centrated on dishursing loans to small
enterprises in rural areas. These funds
have supported small milling opera-

tions, sugarcane hauling ervices, trac-
tor leasing, distribution of animal feeds
and farm implements and village bak-
erics.

e Somalia: Aiter almost a decade
of statism in the 1970s, the Somali
cconomy is slowly returning to the
use of market mechanisms. For exam-
ple, the AID mission now auctions a
portion of its food aid to private sector
traders, increasing their re-entry into
a market from which they had been
virtually excluded. These auctions
also have helped the public sector re-
examine its proper role in cconomic
decision making. In fiscal year 1985,
40% of commodities were placed on
auction, and anyone with a valid trad-
er’s license was allowed to participate.
Participation was so high that 45% of
the food was auctioned in fiscal year
1986. As a result, food aid is being
distributed more efficiently through-
out the country, government bureau-
cracy is being reduced and food is no
longer being dumped on the market
at subsidized prices, a practice that
created severe disincentives for farm-
ers. Other donors to Somalia are seri-
ously considering following the AID
lead as a way of improving farmer
incentives and increasing the private
sector role in the Somali economy.

® Tunisia: Approximately 8,500
farmers are taking part in Tunisia’s
agricultural credit program initiated
by AID. The Ageney is providing $18.2
million, plus $3 million in local cur-
reney generaled by P.L. 480 sales. An-
nual production loans average $1,200
with the repayment of loans running
at 86, even in the most rural arcas.
As a farmer gains experience with
credit and pays back his first loan, he
usually doubles the loan the second
year. In the third year, good-risk farm-
ers often receive medium-term loans
for seven years, usually to buy live-
stock or equipment. Facts show that
farmers who stay with the program
for four or five years increase their
net income by a factor of three or
more,

In addition, the mission cooperates
with Catholic Relief Services (CRS)
and the Union Tunisienne de 'Indus-
trie, Commerce et Artisanat (UTICA)
to provide management consulting ser-
vices to 56 small Tunisian businesses



that employ seven to 20 workers. The
mission is providing $156,000 for the
two-year project. The selected com-
panies receive hands-on, on-site con-
sulting services tailored io cach com-
pany's individual needs. After approx-
imately one year of assistance in areas
such as finance, accounting, market-
ing, banking relations and personnel
management, the results are positive.
By applying better management, some
of these small businesses have ex-
panded their plant, equipment and
personnel to increase production. It is
even more encouraging that several of
these companies are looking at mar-
kets beyond the borders of Tunisia.
Several companies have exhibited at
international trade fairs in Sfax (Tuni-
sia), Algiers and Gabon.

¢ Latin Amerlcan Agribusiness
Development Corporation (LAAD): With
an AID loan of $12 million, LAAD

has stimulated production and invest-
ment in private agribusiness through-
out Latin America. It has developed
210 projects and disbursed over $75
million in loans. These loans have cre-
ated more than 14,700 jobs, with a
loan/job ratio of approximately $820
per job, and produced new market
opportunities for over 13,000 small
farmers. In addition, LAAD has found
that its loan program results in three
kinds of leverage that produce addi-
tional funds: (1) AID loans require,
and often enable, the borrower to sup-
plement the AID loan with other debt
and equity; (2) LAAD can on-lend its

- loans from AID, {inance 100% of some

ventures and tie its loans into other
credit providers: and, (3) LAAD can
re-lend both interest earnings as well
as loan turnovers.

e Belize: Duc in part to an AID
grant of $615,000, small farmers in

Over the decades, Al has accumulated an
unequaled know!adge of agriculture and agricul-
tural support services that it provides to
developing country farmers through private
channels.

central Belize have the npportunity to
claim their own land, build their own
houses and produce their own cocoa
crop for market. Participating farmers
acquire 25 acres of land donated by
the government, 10 of which must be
used for cocoa production. The remain-
der of the land can be used at the
farmers” discretion—for building homes
and growing crops for food and extra
income as they develop their cocoa
farms. The pilot group of farmers is
employed by the Hershey Foods Cor-
poration, which helped develop new
cocoa beans, guaranteed stable prices
for farm output and encouraged self-
sufficient commercial farms rather than
a company town. A unique feature of
this program is the involvement of pri-
vate voluntary organizations that pro-
vide technical training to small farmers
in cocoa production and business prac-
tices. This effort is led by the Pan
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American Development Foundution
and funded by AID.

e Guatemala: Under a $1 million
pilot project supported by AID, the
Fundacion del Centavo, a private and
voluntary organization. helps small
farmers in Guatemala buy arable land.
The toundation buys land on the open
market and surveys it for agricaltural
potential. The fand is then sold to the
small farmer who pays 1077 down and
borrows the balance from the founda-
tion for 10 vears at 124 interest. The
farmer must assure the foundation that
75%% of his carnings will be from farm-
ing and agree o accept the founda-
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Equipment exports are needed to improve the
quality of horticultural production in less
developed countries.

tion's advice on what crops should be
planted. The foundation has purchased
seven farms and sold the land to 300
farmers who are producing a variety
of crops. One group of farmers in west-
ern Guatemala is producing brussels
sprouts and broceoli for export. An-
other group in Alta Verapaz is plant-
ing cardamon and colfee.

¢ Thailand: Barcly one decade ago,
Thailand’s sced industry had only :
few indigenous vegetable seed pro-
ducers. Today, due in large measure
to AID efforts, five private sced com-
panics operate separately in joint ven-
tures with major international seed

firms. In 1981, the Ageney loaned $6.1
million to the government of Thai-
land, which used @ major portion of
the money to establish six seed cen-
ters with technical assistance from Mis-
sissippi State University. The centers’
initial purpose was to produce im-
proved rice seeds for distribution to
drought and flood victims, Now the
centers also process improved varie-
ties of corn sced for distribution and
sale. They can also process sorghum,
sovbeans and mung heans. Located in
rural arcas close to production and
markets, they also serve as technol-
ogy demonstration and training cen-

i e e smn gic



ters for private sector seed producers.
With AID assistance, the Thai govern-
ment has developed an innovative and
cffective way to meet the credit needs
of farmers. The agricultural bank re-
quires the formation of a group of up
1o 15 farmers who are jointly respon-
sible for repayment of extended credit.
Peer pressure and cooperative team-
work have produced a marked im-
provement in the collection rate. Seed
credit is also provided in-kind, The
provision of such credit has been a
critical factor in the development of
Thailand’s modern private seed indus-
try and in the growing prosperity of
the country, where 70¢ of the popu-
lation is directly involved in agriculture.

e Pakistan: A task force of lead-
ing Pakistani agribusiness executives
will be named to help. implement a
national action plan for horticultural
development. The task force was a
major recommendation of a workshop
hosted by the Agricultural Develop-
ment Bank of Pakistan and the Indus-
try Council for Development (ICD), a
non-profit U.S. organization supported
by AID. The workshop’s summary re-
port staled that the existing horticul-
tural industry is a “low input—Ilow
oulput” syslem, geared to dumping
surplus domestic production in export
markets. The action plan spells out

specific tasks that must be performed
by both the public and private sectors
to upgrade the industry to a higher-
volume, higher-value system tailored
to individual export markets. Accord-
ing to ICD, the Pakistani government
has ambitious agricultural production
goals—in the last 20 years, agricul-
ture has slipped from 40% to 27% of
the gross national product—and sees
the private sector as a vehicle for ac-
tion in many areas. However, several
serious policy problems must be re-
solved, including: (1) lowering duties
on importation of equipment to man-
ufacture packaging material; (2) im-
porting refrigerated trucks; and, (3)
providing tax rebates for export prod-
ucts. In particular, equipment exports
are needed to improve the quality of
horticultural production, processing
and packaging in Pakistan.

e Zaire: The North Shaba Rural
Development Project (PNS) works with
more than 15,000 farm families who
use improved seed and crop varieties
and cultivation practices tested and
introduced by the project. The farm
families benefit from the nearly 1,000
kilometers of road, 24 bridges and
more than 60 culverts the project has
installed. Originally started in 1978,
PNS was extended in 1983 with an
AID contract of $5 million to the U.S.
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Rural development projects help private sector
companies build roads and bridges to benafit
farmers.

firm and Zairian engineering company
that administer the project. Major goals
have been met, including the market-
ing of 56,000 mnetric tons in 1985,
compared to 10,000 metric tons he-
fore PNS and 31,000 metric tons in
1981, The increased availability of corn
for export to the mining centers of
southern Shaba represents a foreign
exchange savings of $10-12 million a
year. The number of trucks and small
vehicles working during the corn mar-
keting scason has increased tenfold,
In government, donor and business
circles, the North Shaba Rural Devel-
opment Project is generally considered
Zaire’s most successful agricultural de-
velopment program since indepen-
dence.

® Peru: Through the Private Sector
Agricultural Investment Promotion
(PRIDA) Project, AID helps interme-
diate financial institutions (IFIs) sup-
port agricultural development in Peru.
With a $10 million AID loan, the
Development  Finance Corporation
(COFIDE) is on-lending to IFIs. Thus
far, 13 private IFIs have entered the
medium-term agricultural credit mar-
ket where there had been no private
sector involvement. PRIDA has suc-
cessfully developed the private sec-
tor’s institutional capacity to provide
medium-term credit to small- and
medium-size farmers. Project loans to-
talling 85 million were approved over
a two and one-half-year period, al-
mosl twice as fast as expected. Addi-
tional loans of 5 million will be placed
in the next two-year period.

PL. 480 Program

Almost every U.S. assistance program
1z motivated by a combination of hu-
manitarian concerns, economic growth
considerations and political policies
compatible with U.S. interests. The
P.L. 480 Program is a prime example
of the multipurpose nature of U.S. aid.
It has been an integral part of U.S.
cconomic assistance to the Third World
for more than 30 years. Capitalizing
on the strengths of U.S. agriculture,
P.L. 480 addresses food needs in LDCs,
promotes the adoption of market-
oriented agricultural policies, devel-
ops markets for U.S. goods and bolsters
U.S. national sccurity.
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Business Development

resources accordingly.

ID agrees that the market, when allowed to oper-
ate openly, is the most effective way to allocate
resources. Where the market mechanism is new to
a country, or where AID sees an opportunity to
steer national economic decisions toward market-
oriented behavior, AID focuses its attention and

In areas where U.S. firms might not immediately consider
developing new business, AID has been creative and effective
in building international firm-to-firm contacts.

The following examples are typical of programs aimed at
host country firms and the development of ventures between
U.S. and developing country firms:

¢ Indonesia: Indonesia suffered
major economic sethacks in the early
1980s because of a decline in demand
for its traditional agricultural exports
and the continuing drop in the price
of oil. The resulting deterioration in
economic stability required fundamen-
tal reforms to get the country, the fifth
most populous in the world, back on a
sustainable growth path. One signifi-
cant change has been a far more posi-
tive attitude toward the private sector
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by the government of Indonesia, a
change strongly supported by AID.
For example, the Central Java En-
terprise Development Project is a gov-
ernment program designed and imple-
mented with technical and financial
support from AID. Its primary objec-
tive is to improve the capability of the
Indenesian private sector, especially
small enterprises, to absorb the na-
tion’s rapidly growing labor force.
The project, initiated in October

1985, is directed by a team of enter-
prise development professionals from
a U.S. consulting firm and a private
Indonesian foundation, Yayasan Dian
Desa. It has a two-year, $850,000 con-
tract from AID. Subprojects include:
(1) building a model shrimp hatchery
that will serve as a base for training of
hatchery managers and operators; (2)
establishing a shrimp feed develop-
ment program that will evaluate lo-
cally available pond feeds; (3) linking
the supply of component and spare
parts for Central Java’s small metal
firms; and, (4) helping small household-
based rattan makers export their prod-
ucts. Despite raw material and capital
problems, rattan furniture is currently
being exported from Central Java at a
quarterly value rate of only $24,000;
the potential market for such exports
is much larger.

One of the serious gaps in the de-
velopment of the Indonesian private
sector has been the shortage of trained
business managers. The Management
Training and Education Institute is a
privately-run Indonesian institution
that secks 1o raise the quality of busi-
ness management, particularly among



smaller businesses and entrepreneurs.
AID has provided a $4 million, six-
year grant to help the institute’s fac-
ulty obtain postgraduate degrees and
to purchase needed computer and mi-
crofiche equipment. Thirty-two faculty
members are expected te receive ad-
vanced degrees in the United States.
An estimated 200 Indonesian busi-
nessmen study full-time at the insti-
tute while several hundred attend a
two-, four-, or six-week course. As part
of its mission to help business manag-

ers help others throughout the coun-
try, the institute offers training in
Surabaya, Java and Medan, Sumatra.

The existence of the Central Java
Enterprise Development Project and
the Management Training and Educa-
tion Institute reflects the new elevated
status of the private sector in Indone-
sia, which, like so many other devel-
oping countries, is looking more to
private enterprise to provide the im-
petus for sustained and balanced eco-
nomic growth.

RID us3s Its resources to Imarove
the capabllity of small enterprises
to absorh the rapidly growing
labor ferce found In most develop-
Ing countries.

e Market and Technology Access
Program (MTAP): In 1983, AID's Bu-
reau for Science and Technoiogy initi-
ated a two-part program to test the
feasibility of joint ventures between
U.S. and developing country firms. A
goal of the experimental program is to
see if AID can leverage its resources
for business development through the
use and self- interest of business inter-
mediaries. After careful research, field
trials were begun, including one in
Costa Rica that already has produced
significant results. The second part is
a series of field trials that are still
under way. The field trial in Costa
Rica, begun in 1985, produced signif-
icant results in a short time. In 19886,
six agreed-to projects were expected to
produce 370 jobs and over $12 million
in foreign exchange. Fourteen proj-
ects, considered to have a better than
50% chance of completion in 1986,
were expected to produce 724 jobs
and over $23 million in foreign ex-
change earnings. Field trials also are




under way in Thailand, India, Turkey,
Tunisia and North Yemen.

e El Salvador: From 1980 through
1985, AID committed $26 million to
El Salvador to provide credit and train-
ing to small producers and technical
assistance to intermediary institutions.
The intermediary institutions, in turn,
provide support to small business. In
1985, the program was expanded to
reach micro-businesses that have been
unable to gain conventional eredit to
develop small business associations and
to create linkages hetween large busi-
nesses and independent smail produe-
ers. The AID funds were divided into
$22.3 million for credit, $1.6 million
for training and $2.1 million for tech-
nical assistance. The results included
approximately 2,300 technical courses
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A $26 milllion credit and training program has
helped mlicro-ente:prises that have been inable
to obtain assistance through conventlona!
sources.

for nearly 90,000 enterprises at « cost
of $860,000. Nearly 23,000 loans with
an average value of $1,350 have been
provided with the initial credit funds
and resulting reflows.

e Eastern Caribhean: AID’s private
sector program in the Eastern Caril-
bean dates from June 1981, with the
first grant going to revive the Carily-
bean Association of Industry and Com-
merce (CAIC), which was originally
founded in the 1950s and has been
moribund since the 1970s. This was
the beginning of a sustained effort to
improve the investment climate in the
region, until then predominantly stat-
ist. The CAIC today is a federation of
18 chambers of commerce, five man-
ufacturers’ associations and over 100
large businesses from French Guiana

to the Bahamas. It is viewed by busi-
ness groups, regional organizations
such as the Caribbean Community and
Common Market (CARICOM), and
governments as an effective voice for
the private sector. For 1985-87, AID
will provide $1.5 million to CAIC.

The Project Development Assistance
Program (PDAP) began in 1981 and
has evolved into an investment pro-
motion program that has brought over
60 investments to Belize and the seven
islands which comprise the Organiza-
tion of Eastern Caribbean States
(OECS). These investments have cre-
ated 5,000 jobs, with a cost per job of
about $2,400. Among the successful
projeets: (1) in Antigua, a U.S.-owned
company is manufacturing a range of
clectronic subassemblies for its estab-
lished markets in the United States:
(2) in SL. Kitts, two locally-owned com-
panies have entered into arrangements
with U.S. companies to produce clee-
tronic products for sale in the United
States; (8) in Dominica, a U.S.-based
company has purchased land on which
to grow aloe vera, which will be pro-
cessed locally for sale to the U.S.
market.

e Liberia: Funded by a $4.3 million
AID grant in late 1986, private Libe-
rian contractors will begin regraveling
and rehabilitating 155 miles of pri-
mary roads between Zwedru and the
casternmost port town of Harper. The
project will provide a target popula-
tion of over 100,000 with more reli-
able transportation for marketing ag-
ricultural produce and obtaining con-
sumer goods and services. It also will
strengthen the capacity of Liberian
construction firms to perform major
maintenance activities.

A product of AID-Liberian govern-
ment policy dialogue, this project dem-
onstrates the government's new com-
mitment to use the private sector to
perform major road maintenance. The
road is used heavily by local lumber
companies and several rubber planta-
tions and forms a key link in the eco-
nomic lifelive of the country. Cash
crop marketing by small farmers along
the voad is expected to increase sub-
stantially when a major farmer exten-
sion and marketing project, sponsored
by the European Economic Commu-
nity, gets under way,
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he fact that many LDCs must service heavy debts
continues to present major obstacles to business
expansion because of the lack of foreign exchange
needed to purchase raw materials, equipment and
other imports. Also, governments of some host coun-
tries are destabilized by economic austerity mea-

sures that are imposed to pay foreign debts. In addition,
markets for U.S. exports in the Third World have shrunk due
to the imbalance of foreign exchange.

While recognizing the need for productive industries in
developing countries to acquire capital and expertise from
abroad, AID’s most important and enduring contribution is

encouraging zovernments to improve
local business climates so that invest-
ors will develop in the Third World.
One American bank estimates that of
the $451 billion increase in debts in-
curred by 18 countries in Latin Amer-
ica, Asia and Alrica in the past decade,
$198 billion, or 445, represented cap-
ital flight,

The phenomenon of capital flighi
reflects lack of confidence by a na-
tion’s investors in the home economy
as a place where private business and
investors can realize sufficient profit.

AID works to alert governments to
onerous business conditions that might
trigger capital flight or deter both lo-
cal and foreign investment.

On request, AID conducts invest-
ment climate assessments, as it has
done in Zaire and Indonesia. The find-
ings and recommendations are given
to LDC governments, American em-
Lassies, AID missions and potential
investors,

Where changes in national invest-
ment codes, tax structures, labor laws,
regulatory requirements and other con-

ditions would improve a country’s busi-
ness climate, AID can provide expert
consultants to explore remedies. Em-
bassies and AID missions use AlD’s
business climate assessments in on-
going dialogue with public officials and
business leaders to focus attention on
reforms that would boost business
growth.

AID also promotes private invest-
ment in developing countries where
local economies can make cffective
use of foreign capital. The Caribbean
Basin is such an area. The Caribbean
Basin Economic Recovery Act of 1983
provides incentives to help firms from
that region gain access to U.S. mar-
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kets. Accordingly, AID has been ac-
tive in providing expertise and other
assistance to encourage and attract pri-
vate investment in that region.

e Costa Bica: AID is working with
Costa Rican institutions to enhance
the role of private enterprise as the
major engine of economic development
in the country. The Private Investment
Corporation is a prime example. Es-
tablished in 1985 with an AID loan of
$20 million, the corporation is the first
bank of its kind in Latin America.
This new merchant bank provides
medium- and long-term product financ-
ing, cquity investments and other
activitics.

Among the eight projects, totaling
almost $7 million, it has approved are:
(1) a $577,000 loan for the produc-
tion, marketing and exporting of non-
traditional crops (vanilla, spices, etc.)
to the United States, Europe and Ja-
pan, creating an estimated 75 jobs;
(2) a $400,000 loan to finance the
purchase of equipment for freezing

-

AID is using Its available tools and knowledge
to encourage the multiplication of small-scale
husinesses.
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fruits and vegetables to export to the
United States, a joint venture between
U.S. and Costa Rican investors that will
generate 91 jobs; and (3) a $1.5 mil-
lion loan for the expansion of a rubber
gasket manufacturing plant to increase
its capacity to export to the United
States, a joint venture between U.S.
and local investors that will generate
25 jobs.

Costa Rica has had a number of U.S.-
Costa Rican joint ventures that have
been active for a decade or more. Now,
however, with the advantages provided
by the Caribbean Basin Initiative and
promotional activities, those numbers
are being rapid!l expanded. As many
as 12,000 new jobs have been created
in recently established factories. The
mission is optimistic about the future
assembly of electronic equipment,
sporting goods, medical supplies and
other products in joint ventures with
U.S. firms currently operating plants
in the Far East.

U.S. business organizations also are

helping stimulate the Costa Rican econ-
omy. The Chicago Association of Com-
merce and Industry, one of the largest
chambers of commerce in the United
States, is developing trade and invest-
ment activities between Costa Rica
and the Midwest. Since 1984, this ef-
fort has generated $8.3 11illion in trade
deals. The Atlanta Market Center is
also engaged in bringing together Costa
Rican sellers and U.S. buyers. Costa
Rican participation in a 1984 giftware
show in Atlanta produced $270,000
in sales.

The Office of the Coordinator in the
Ministry of Export and Investment,
which was established in 1983 and
serves as the focal point within the
Costa Rican government, is comple-
menting private efforts to stimulate
investment and export promotion. To-
gether with several private sector or-
ganizations, the ministry is working to
eliminate policies and practices that
present disincentives to the produc-
tion of non-traditional exports and to




AlD is encouraging expart ventures in the
developing world to create thousands of jobs In
the private sector,

identify market opportunitics for ex-
ports under the Caribbean Basin Ini-
tialive. A one-stop export and invest-
ment promotion cenler has been set
up to expedite government paperwork
related to export-oriented projects.

¢ Panama: The National Investment
Council of Panama, established with
a 53,9 million AID loan in 1983, is
promoting new export-oriented foreign
and domestic investments that also cre-
ate jobs, So far, it has attracted more
than 30 firms from all over the world
to invest $32 million in Panama, with
a potential of 6,000 new jobs,

* El Salvador: FUSADES, the Sal-
adoran Foundation for Economic and
Social Development, which reeeived
an ALD grant of $6.9 million in 1984,
has set up an investment promotion

activity in San Salvador and the United
States. The goal of the three-year pro-
gram is to create 11,500 jobs in Ll
Salvador. Approximately 1,700 jobs
have been created in less than one
year of operation, and over 50 pro-
jecets hold the possibility of substantial
success. FUSADES, a private, non-
prolit association of business execu-
tives, also has developed an economic
and social research program that ana-
lyzes the macro-cconomice and social
situation of El Salvador and has pre-
sented to the government a proposal
for an export-led economic madel, The
association also has proposed an agri-
cultural diversification program that
promotes exports of agricultural prod-
ucts andd encourages their production
in El Salvador, It also has initiated a
small- and micro-enlerprise promotion
program that helps small-scale busi-
nesses through technical assistance,
training and credit aimed at traditional
financial institutions.

¢ Belize: The Belize Export and In-
vestment Promotion Unit (BEIPU),
formed in 1986, has already supported
investments in mariculture, winter veg-
ctable production, timber products and
meat products. BEIPU was established
with a $250,000 AID grant and re-
ceived $2 million from the Agency in
fiscal year 1986. BEIPU, for example,
has helped three shrimp farms, cach
involving 150 acres. One farm is sell-
ing on the local market and will ex-
port shortly and another farm has
export-- ! post-larvae shrimp to Ecua-
dor. All three farms use processing
plants while two have hatcheries. In
addition, the Government of Belize,
with AID cncouragement, has ap-
proved construction of an 80-room ho-
tel by a major international hotel firm.

e Thailand: AID underwrote a two-
year investment promotion project, in-
itiated in October 1984, to identify
investment opportunities. To date, this
has resulted in three Thai trade mis-
sions to the United States for private
sector meetings in areas including clec-
tronics, fubricated metal, machinery
and agribusiness. The exchange of in-
formation and the development of
Thai-American contacts are expected
to lead to long-term, mutually benefi-
cial investments. The AID commitment
was $2.3 million.
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port Developmen

xport-led growth has been critical to rapid economic
progress in developing countries. Servicing export
§ markets requires a commitment to competition and
quality. The private export industries of an LDC
have a better chance to grow when the nation’s
economic policies provide access to imported equip-

ment and spare parts, attractive foreign exchange rates, mod-
ern labor laws and a tax structure that stimulates rather than
stymies business. These issues are examined when LDC and
AID representatives meet to consider joint development

projects.

In cooperating countries, AID has coupled its policy dia-

logue and investment promotion ef-
forls to encourage the private sector
to cultivate export opportunities with
the objectives of carning foreign ex-
change and creating jobs.

Following arc examples of AID ap-
proaches to export development assis-
tance:

e Honduras: Although il is the least
developed of the Central American
nations, Honduras depends increas-
ingly on private enterprise to expand
its cconomy. The Honduran private sec-
tor, with AID support, has established
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several organizations to strengthen this
trend,

A federatior of more than 20 Hon-
duran agro-industrial producers and
exporlers promotes the country’s agri-
cultural and livestock exports. Using a
modern, computer-based operation, the
group facilitates commercial relations
between producers and buyers, pro-
moles joint ventures with foreign in-
vestors and provides members with
technical assistence in marketing, pro-
duction and quality control for the ex-
port market

Reflecting the power of the private
sector, the federation sold all of its
1985 production in industries as var-
ied us cattle, coffee, bananas, poultry,
honey and tobacco in the first half of
the year. An estimated 4,300 jobs and
$25 million in agricultural export earn-
ings will be generated through 1990.
Also, two joint venture agreements
have been negotiated with a U.S. firm
to finance new shrimp fishing and ag-
ricultural storage processing facilities.

Another AID-supported institution
is the Foundation for Business Re-
search and Development. The foun-
dation was formed in 1984 by four
Honduran private institutions to pro-
vide assistance to small- and medium-
size businesses, particularly exporters
of non-traditional products. The foun-
dation identifies entreprencurs with
development potential, arranges for
necessary financial and technical as-
sistance and acts as a communication
liaison with U.S. regional and national
trade associations, An estimated 2,400
jobs and $12 million in export earn-
ings were generated through these ac-
tivities in the first two years of opera-
tions,



In addition to helping established
companies to export, the Foundation
for Business Research and Develop-
ment is engaged in the promotion of
new investments, providing interested
investors with one-stop service.

A third AID-backed group is
FUNADEH, an organization created
by the business community in Hondu-
ras’ industrial capital of San Pedro Sula.
The organization promotes the devel-
opment of small-scale and micro-
enterprises by providing them with
credit. The credit needs of small in-
vestors are not currently met by com-
mercial banks or government pro-
grams. In its first year, the organiza-
tion made 93 loans, averaging $3,000
cach. Over 150 jobs were created as a
result of its activities in the micro-
enterprise scctor,

e Dominican Republic: A $2 million
loan from AID’s Private Scctor Re-
volving Fund, matched by $2 million
frem a private Dominican development

bank, created a loan pool to stimulate
exports from this Caribbean country.
The money is earmarked for small-
and medium-size borrowers making
non-traditional products for export, pri-
marily to the United States. The loan
pool fits in with the Dominican Re-
publie’s aggressive campaign to reverse
a negative trade balance, earn foreign
exchange and stimulate the economy.

o Maurltius: With an AID grant of
$5 million, the government of Mauri-
tius, located in the Indian Ocean, is
substantially reforming its industrial
incentive system. Reforms include the
unifying and simplifying of five inter-
connected incentive programs already
in place; reducing duties on imports,
which can run as high as 824%; and
implementing of a unified incentive
system for manufacturing develiop-
ment, including a moratorium on the
granting of new development certifi-
cates for import-substitution industries.
The AID funds include a private sec-
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AID encouragas the private sector to cultivate
export opportunities that will expand the
economies of developing countries.

tor portion of $2 million in local cur-
rency, which has been placed in a
special account of the Development
Bank of Mauritius for its small-scale
entrepreneur loan program. In addi-
tion, 1 million is being spent to build
an additional 80,000 square feet of
industrial space for expanding export
industries.

® Peru: AID provided grants of
$46,000 to the Fund for Multinational
Management Education for U.S. mar-
keting assistance and $25,000 to Peru's
National Development Foundation to
coordinate the export of fresh and fro-
zen produce from Peru. The central
feature of the project is the linkage of
Peruvian production to stable, com-
mitted buyers in the United States and
Europe. AID leveraged its grants into
$1.2 million of exports in the first two
years of operations. Additional grants
to the two partner organizations will
lead to an estimated export value of
more than $4 million during 1986-87.
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ready in the public domain.

ID has long recognized the importance of building
apacity in both the public and private sectors of
developing countries. These programs emphasize
education, very specific vocational and managerial
training and the transfer of “soft” technology —
management systems and production processes al-

The Frivate Enterprise Initiative emphasizes that the most
creative policies can be successful only if the LDC has the
capacity to implement the programs. For a project to be
successful, the technicians, managers and engineers responsi-
ble for its execution must have the skill to use their nation’s

resources efficiently and cffectively.

Following are examples of AID’s sup-
port for the improvement of manage-
rial and technical skills:

¢ International Executive Service
Corps (IESC): Extcnsive management
assistance to the private sector in de-
veloping countries is provided by the
International Executive Service Corps,
funded by the Bureau for Private En-
terprise. The corps is composed of re-
tired U.S. business excecutives who
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consult in some 30 countries, predom-
inantly with private business. AID pro-
vides about 505 of the organization’s
operating funds, with the remainder
coming from U.S. corporate contribu-
tions and modest service fees.

In a 20-ycar period, IESC has been
involved in over 9,000 projects with
about 1,500 resulting in ventures with
U.S. firms. The organization has 24
field offices, cach headed by a coun-
try director—usually a retired U.S.
businessman with overseas experience.

ology Transfer

They arrange and negotiate contracts
with clients, which include private en-
terprise, government, educational and
health institutions.

The country director chairs an advi-
sory council of public and private sec-
tor representatives from the host coun-
try that provides a local perspective of
the country’s development needs.

Once the need has been identified,
corps recruiters match the expertise
needed with skills registered in the
group’s data bank, which lists more
than 8,000 volunteers. If an appropri-
ate candidate cannot be matched with
4 need, the recruiters turn to their
contacts in U.S. companies to “bor-
row” an executive to lake on the as-
signment. This can he particularly
helpful when the client needs help
with the very latest technology.

Hundreds of U.S. businesses have
provided volunteer exceutives. Since
the beginning of the program, over 33
companies have provided 10 or more
volunteers. Some 150 U.S. corpora-
tions act as sponsors of the corps, These
companies are interested in introduc-
ing U.S. business management prac-



tices abroad and in creating good will.
About 20% of the developing country
enterprises assisted have established
a business relationship with a U.S.
firm,

Because of the linkage back to U.S.
companies, AID gave a $500,000 grant
to the organization in 1985 to estab-
lish a foint Venture Feasibility Fund
with the purpose of supporting com-
mercially viable joint ventures in the
Caribbean Basin. The fund grants up
{0 507 of certain costs connected with
feasibility studies, market research,
technical assistance and necessary
travel for project development, In the
first five months, 133 project propos-
als were developed with funding ap-
proved for 54, for a total contribution
of $352,242, An cqual sum was pro-
vided by the private sector. Over half
of the projects involve light manufac-
turing while others are agribusiness-
rclated. The overwhelming majority
of projects are co-ventures in market-
ing or production contracting; the rest
are investment-type joint ventures. The
fund is predicated on the belief that

AlD stupports the Improvement ot manageria! and
technical skills by emphasizing education,

vocational training and the transfar ot appropri-
atu technology.

co-ventures provide rapid trade op-
portunities for Caribbean Basin firms
and cost reduction or market expan-
sion for U.S. companies. Its early suc-
cess suggests that its premise is valid
and its operations are cost-cffective.

e U.S.-Aslan Center for Technology
Exchange: A three-year, $1 million AID
grant, awarded in 1984, provides the
U.S.-Asian Cenler with the means to

introduce new technologies for im-
proved productivity and business ex-
pansion between private firms in
Thailand, Indonesia, Malaysia, Singa-
pore, the Philippines and Brunei and
firms in the United States. The center
doubled its 1985 budget by direct con-
tributions from U.S. companies and
in-kind services of U.S. executives who
participated in the center’s in-country




seminars and workshops. National Ad-
visory Councils assist the center in
identifying such program opportuni-
ties as technical missions in key busi-
ness sectors. Over the life of the AID
agreement, approximately 400 man-
agers/technical personnel will be
trained, 125 firms will participate in
technical missions to the United States
and 100 firms will receive technical
advice. That education and training
led to a $3 million contract for the
sale of banana flour from the Philip-
pines to the United States and a $5
million sale of produce to the U.S.
Subic Naval Station in the Philippines.
Also, the workshops and technical ses-
sions often lead to qualitative improve-

Creating the right business climate for private
entergrise In developing countrics is perhaps
the single most important undertaking of AID’s
private sactor Initiative.
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ments, as was the case when 85 of 75
Filipino seminar participants made
technical changes in food packaging
in their businesses.

© Technoserve: Starting in mid-1985,
AID, in cooperation with Technoserve,
a private U.S. company, hegan provid-
ing technical and management assis-
tance to small- and medium-size enter-
prises in Rwanda. So far, over 100
enterprises have been contacted with
20 companies requesting and nine sign-
ing agreements for short-term advi-
sory services. Because accounting has
been found to be one of the greatest
needs facing smaller firms in Rwanda,
Technoserve has initiated several train-
ing programs in accounting, including
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one with the country’s cooperative
training center. In the area of policy
dialogue, a study is being conducted
of the government special guaranty
fund that guarantees loans to small-
and medium-size enterprises in the
country. AID has committed $4 mil-
lion to a four-year program.

® IMET: To help meet the critical
shortage of trained managers for small-
and medium-size businesses in Thai-
land, AID’s Bureau for Private Enter-
prise provided $1.4 million in grant
funds through fiscal year 1986 to es-
tablish the Institute for Management
Education in Thailand Foundation
(IMET). IMET, in turn, has raised over
$1 million in private contributions to
support management training pro-
grams. IMET institutionalizes for the
first time management training plan-
ning for Thailand’s private sector. Since
its founding m 1982, over 3,000 man-
agers of small firms bave attended
IMET seminars. Village business lead-
ers from 18 provinces attended one
seminar on management. A 10-day
course on marketing drew managers
from 23 provinces. IMET demonstrates
how creativity, mixed with technical
assistance, seed money and a support-
ive host-country climate, can help head
off potentially damaging problems like
a shortage of managerial talent.

o Indonesia: The Indonesian Exce-
utive Development Fund is part of a
two-ycar, $2.5 million program spon-
sored by AID and the Indonesian Min-
istry of Finance to stimulate private
scctor development by improving the
management of Indonesian firms. Be-
gun in 1986, the program enables se-
lected senior-level Indonesian execu-
tives to visit the United States for a
formal management training course
followed by an internship in their field
of interest with a U.S. company. The
training program affords the foreign
executives an opportunity to study the
American management approach. At
the same time, it allows participating
U.S. companies to become acquainted
with possible business partners.

In Jakarta, the Indonesian Institute
for Management Development recruits
and screens participants for the pro-
gram. In the United States, the Pragma
Corporation, a Virginia-based consult-
ing firm, identifies and arranges man-



agement training programs and intern-
ships with U.S. corporations interested
in hosting the Indonesian exeeutives.
Each internship is tailored to match
the needs of the Indonesian executive
and the US. firm. Internships have
been arranged in life insurance. real
estate, steel. computer sales and ser-
vices and management consulting,
Pragma plans to place up to 70 execu-
tives. The program is calenlated 1o
have a multiplier effeet when the
trained excentives return to Indonesia
and educute others in effective man-
agement.

¢ Dominican Republic: Strengthen-
ing business schools and business man-
agement training has been asignificant
clement of the Private Enterprise Ini-

.
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For a successful project, a nation's resources
must be used efficiently and effectively.

tiative. The U.S. National Association
of Schools of Public Affairs and Ad-
ministration, working under a cooper-
ative agreement with AID, helped
Dominicans identify business manage-
ment education and training needs,
The study also determined which of
several possible Dominican institutions
was best equipped to meet those needs,
As aresult, a new graduate business
prograon was developed at the Catho-
lic University. Madre v Maestra, a new
business training facility was built on
the Santo Domingo canpus of the uni-
versity, and the University of South
Carolina College of Business was con-
tracted to provide long-term technieal
assistance and support to the program.
The new business education and train-

ing program is now completing its third
year of operation and enjoys the strong,
support of the Dominican business and
industrial community, which, together
with key government leaders, provides
an advisory council to the school.

e Appropriate Technology Interna-
tional (ATI): Under a $15.5 million
cooperative agreement, AT has for
the last three vears successtully ap-
plicd private business practices to the
transfer and commercialization of tech-
nology in rural and semi- urban arcas
in developing countries. s program is
carried out through 37 field projects.
AT has broadened the range of finan-
cial and ceredit services available to
small-scale enterprises and consum-
erst adapted venture capital mecha-
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nisms in the Asia region to disseminate
science-based technologios in rural
arcas: provided technical assistance
in husiness planning to privade organi-
sations that support indigenous small-
scale enterprise: development: and
tocused technology ranster on qual-
iy control systems 1o criaphasize prod-
uet standardization and thereby facili-
tate the competitive narketing of prod-
ncts. AT concentrites onidentifying
and promoting productive technolo-
gies tor micro- and smaldl-seale entre-
prencurs.
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Profits depend on free market competition, not
government favoritism.

PATH/Health Link

AID looks for U.S.-based organizations
that have the capability to work with
the private sector on a commereial
basis. PATH Health Link provides
brokering. feasibility studies and fi-
nancing services, IUidentifies U.S. prod-
ucts that could be marketed in devel-
oping cormtries, It waorks with the U.S.
compamy o tind a local private part-
ner inan LDCL assists in obtaining
needed regulatory approval, assesses
the market and determines it the prod-

uct could be manufactured locally, In
fiscal year 1984, the Bureau for Pri-
vale Enterprise awarded PATH a grant
of $1.46 million and a loan guaranty
credit line of $2.5 million to promote
health services for the poor in Thai-
land and Indonesia through the pri-
vite sector. In Thailand. o private
organizadion agreed to distribute 1.4
million doses of rabies vaceine valued
at S10 million. A $2.3 million guaran-
teed loan is in negotiation with an-
other company for the manufacture of
inexpensive eyveglasses. A $130.000



loan financed the purchase of X-ray
equipment. In Indonesia, a $120,000
loan was made for the manufacture of
inexpensive eyeglasses. Another pri-
vate entity agreed to distribute hepa-
titis B vaccine with a wholesale value
of $5 million. PATH has completed
15 technical plans for distribution of
hypodermic syringes, hepatitis B vac-
cine, larvicides for malaria control and
anhydrous glucose in Thailand and
Indonesia and a plan for soy-based
weaning foods in Indonesia. .'ATH es-
timates it will have processed $2.2
million in loans, with $1.1 million in
guarantees, by the end of 1987. This
project illustrates the substantial role
for the private sector in meeting health
needs in the Third World.

Cooperative Development
Organizations

Locally-organized cooperatives are
widespread in the developing world,
with more than 365 million people

belonging to cooperatives involving ag-
riculture, crafts, consumer services,
credit and savings, electrification, fish-

ing and housing. AID has been a long-

time supporter of such groups, provid-
ing more than $85 million in direct
grants for cooperative development ac-
tivities between 1963 and 1980, Al-
though cooperatives do not always
operate strictly for profit, agricultural,
credit and housing cooperatives intro-
duce competition into otherwise mo-
nopolistic or oligopolistic markets. As
a study prepared for AID pointed out,
credit unions provide alternatives to
moneylenders, informal savings socie-
ties and local banks. Agricultural co-
operatives provide competition to es-
tablished supply and marketing com-
panies. As the report noted:

“When local competition is increased
by the availability of a cooperative,
the benefits to individual members are
generally seen in the form of lower
costs, a higher return, a higher quality

of goods and services and availability
of goods and services previously una-
vailable.’

In agricultural cooperative develop-
ment, most U.S. support has been im-
plemented by Agricultural Cooperative
Development International (ACDI) and
the National Cooperative Business As-
sociation (NCBA). For example, ACDI
has been active in Uganda since 1982.
providing technical assistance and
training to rehabilitate the coopera-
tive movement, drastically debilitated
during Idi Amin’s regime. Many coop-
erative leaders feel their groups can
and should help determine the poli-
cies of their governments, by: (1) rep-
resenting member interests in negoti-
ating quotas, price levels and other
ceconomic issues with their central gov-
ernment; (2) pressuring governments
to change policies that affect the eco-
nomic and financial well-being of the
cooperatives and their members; (3)
supporting policics and actions that
lcad to an open economy that permits
cooperatives to act as independent,
private businesses; and (4) opposing
restrictive price controls.

On balance, cooperative develop-
ment organizations are having a sig-
nificant impact on the expanding role
of private enterprise in the global
cconomy.

Africa Project Development Facility

The Africa Project Development Fa-
cility is a $14 million, four-year proj-
cet that will provide advisory services
to emerging small- and medium-scale
private African entrepreneurs. The fa-
cility is part of AID’s continuing of-
forts to promote private enterprise
throughout Africa. Specialists in Abid-
jan and Nairobi will identify viable
West and East African business ven-
tures with a value of $500,000 to $5
sillion and assist with financing. Per-
sonnel will work with AID and other
development institutions to identify po-
tential sources of U.S. technical and
financial assistance. Small- and me-
dium-size businesses that otherwise
would never get off the ground will
thus be able to start or expand activi-
ties. As a result, new jobs and afford-
able products are created by these
enterprises.
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Bureau for Private Enterprise

ith an annual budget of $40 million, the
Bureau for Private Enterprise (PRE) has
served since 1981 as the Agency’s experi-
mental laboratory to generate LDC economic
development and growth through the pri-
vate sector. The bureau has developed inno-

vative pro;ects that produce real benefits and serve as models
for application by AID field missions.

The Private Enterprise Bureau’s purpose is to help AID
find the most effective, efficient means of stimulating market-
based economic growth. Consistently, the countries which
achieve sustained rates of growth over long periods are those

which base their cconomies on the
market system. The market svstem is
effective in bringing about long-term
ceuaomic growth because its driving
force is the energy, innovation and
enterprise of the individuals who
choose to participate in it. For Ameri-
can foreign assistance to help people
lift themselves out of poverty, then,
the most cffective use of available re-
sources is in expanding the opportuni-
ties for inividuals to exercise their
own enlerprise.

For example, the Burcau for Pri-
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vate Enterprise introduced new pri-
vale sector lending institutions into
the AID portfolio, thereby enhancing
the Agency’s institution-building ca-
pabilities. Other approaches include
arrangements with private commer-
cial banks, leasing companies and other
organizations that operate on free mar-
ket principles.

These lending institutions are being
used to reach small- and medium-size,
mainly rural private enterprises, a dy-
namic force for development. The im-
pact of these enterprises on job and

income generation can be enormous
in local economies. PRE, for example,
has supported projects of the Kenya
Commercial Bank and the Siam Com-
mercial Bank in Thailand, which are
zenerating hundreds of new jobs and
increased income in rural areas in those
countries. By doing this, AID has
backed an entrepreneurial, labor-
intensive and cornpetitive segment of
the private sector of the Third World.

The Bureau’s Private Enterprise De-
velopment Support Project (PEDS) as-
sists missions in developing effective
strategies for private enterprise devel-
opment, with erphasis on policy re-
form within LDC governments. PEDS
strengthens the Bureau's capacity to
provide mechanisms for integrating the
private sector into the programs of
overseas missions, and to respond to
requests for assistance in developing
innovative programs and projects. To
date, PEDS has funded 86 subprojects
in activities such as policy reform, in-
vestment law, technology transfer, and
free zone development.

The Bureau’s financial markets proj-
ect assists overseas missions in their
efforts to help LDC’s build needed



apital market structures. This cffort
is timely in view of the need in the
developing world 1o turn o capital
market development for growth as an
alternative to forcign borrowing. To
date, technical assistance under the
contract has heen or is heing provided
in 25 countries. with 16 others having
expressed interest,

Since December 1984, the bureau
has sponsored a new training course
for AID officers without husiness back-

Through AID's introduction of new private sector
lending institutions, innovative prolects that
produce real henefits have been developed.

grounds who have private sector re-
sponsibilitics. The course shows how
business skills can he applied to de-
velopment situations and deals with
broad policy questions. PRE seeks 1o
create a “eritical mass” of profession-
als who share a common understand-
ing of the intent of the Privade Enter-
prise Initiative and who are commit-
ted to implementing its philosophy in
their daily efforts.

The International Service Corps

is funded by the Burcau for Private
Enterprise.

Center for Privatization

As part of its commitment 1o privati-
zation, AID's Bureau for Privale En-
terprise supports the Center for Priva-
tization, which helps developing coun-
tries and their private sectors plan and
implement divestiture of government-
owned enterprises. The center is made
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up of six U.S. organizations, including
a major certified public accounting firm
and an investment bank. For privati-
zition to succeed, according to the
center, the following clements must
be present: (D) a firm commitment
must be made by the host govern-
ment: (2) enterprises should be rea-
sonably valued., allowing the new in-
vestor to make a profit after the pur-
chase: (3) privatization should “spread
the wealth:™ and (4) ereative thinking
must be employed to convinee oppo-
nents of the henefits of privatization,
Genuine privatization entails risk of
financial loss for the new investor
or owner. Profits depend on free mar-
ket competition, not government fa-
voritism. The return on investment
will cqual the risks and the alterna-
tive uses of the capital involved in the
divestiture. As the center points out,
privatization is an important alterna-
tive for LDCs where state-owned en-
terprises have contributed to heavy
government indebtedness and poor
cconomic performance. The elimina-
tion of such losses can free funds for
other priorities.

Private Secter Revolving Fund

The Private Scctor Revolving Fund,
authorized by Congress in 1983, en-
ables the Burean for Private Enter-
prise o invest direetly in the privale
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A focus on small-scale business and rellance on
market-oriented credit policles result in efficient
and self-sustaining economic growth and job
creation.

sector in developing countries to fos-
ter economic growth and development.
The revolving fund is a key program
of AID. It demonstrates the capacity
ol the private sector to address a most
basic human need—job ereation and
income generation — through market-
driven, unsubsidized investments. It
serves as a catalyst within AID for
private scetor development and iden-
tifies initiatives that can be adopted
by AID missions worldwide. It assists
the development of the local private
sector as a key participant in the eco-
nomic growth of developing countrics.
It supports AID’s macrocconomic, pri-
vale sector and free market policy ini-
tiatives by specifically  promoting
investments in the private sector. The
revolving fund experience has dem-
onstrated that investments that are
market-oriented can fuel business and
cconomic development. This results
in the creation of jobs, the generation
of foreign exchange and the transfer
ol technology.

The revolving fund is an investment
pool initially funded by Congress. From
this pool. 24 loans totaling $47.3 mil-
lion have been made worldwide. Re-
volving fund loans are made at interest
rates reflecting the cost of funds to
the U.S. government and market rates
in the developing countries. A major
focus of revolving fund lending is de-
veloping indigenous financial markets

and credit for the small- and medijum-
scale business sector, typically in rural
arcas. By investing in this sector, AID
focuses its resources on that part of
the economy that produces the most
jobs at the lowest cost. This focus on
small-scale business and reliance on
market-oriented credit policies resalts
in cfficient and self-sustaining cco-
nomic growth and job creation.

The revolving fund serves as a re-
search and development Lboratory for
AID and provides modcls for private
seetor investment activities that can
be replicated by AID missions. It has
created a portfolio of diverse invest-
ments that demonstrate a broad range
of linancial instruments, market-ori-
ented terms and conditions, and joint
linancing arrangements that can he
used 1o achieve AID's developmental
objectives. Examples of revolving fund
projects follow:

e Thai Danu: AID's $2.34 million
loan to Thai Danu Bank Lid., a pri-
ate intermediate financial institution,



will expand the bank's operations into
rural aveas and help stimulate growth
of small-scale enterprises in Thailand's
rural agro-industrial sector. The AID
loan provides a partial guaranty of
$4.7 million of local currency lending
by Thai Danu to the target group—
businesses with less than $250,000 in
net fixed assets. Subloans will be lim-
ited to $130,000 per borrower. A
350,000 AID grani will help the bank
train its rural branch personnel.

¢ Serum Institute of India: Under a
loan to an indigenous pharmaceutical
company in India the borrower will
develop, produce and market vaceines
that prevent diseases prevalent in
children.

New investment ideas currently be-
ing developed include venture capi-
tal, sccured financing, employee share
ownership and mobilization of indige-
nous institutional investor resources
such as insurance companies and off-
shore corporations with local currency
resources.

In addition, the emphasis on the
indigenous private sector creates op-
portunities for U.S. businesses. Revolv-
ing fund projects use U.S. technology,
banking and other services.

Office of Housing and Urban Programs

The Office of Housing and Urban
Programs (PRE/H) administers AID’s
Housing Guaranty (HG) Program, the
Agencey's principal mechanism for pro-
viding housing assistance in develop-
ing countries. U.S. privale commercial
lenders extend loans for HG projects,
which are guaranteed by AID and the
host government. Over $2 billion has
been authorized by Congress to sup-
port AID’s work in the shelter sector
of developing countries. Additionally,
PRE/H has played a key role in estab-
lishing private savings and loan sys-
tems in most Latin American and
Caribbean countries. Similar efforts
are under way in Africa,

In most instances, HG projects are
designed to encourage the private sec-

tor to build low-cost shelter by elimi-
nating bureaucratic or financial disin-
cenlives. In some cases, HG funds are
disbursed directly to private institu-
tions or passed through public agen-
cies. HG funds have been an important
atalyst to private housing initiatives.
Private construction and building ma-
terials industries have benefited from
HG projects through expanded mar-
kets and increased employment.

In providing shelter, the HG Pro-
gram creates an increased role for land
developers, credit institutions, coop-
ceratives and other self-help institutions
oricnted to the homeowner. Such
groups play key roles in providing
home improvement credit, low-income
shelter financing, construction and ma-
terials supply and marketing. In the
ficld of urban development, the office
encourages increased private sector
roles in the operation and maintenance
of water supply and wastewater sys-
tems; local development planning; im-
provement to capital markets through
the development of private savings and
loan systems, savings mobilization and
establishment of secondary mortgage
markets; and job creation.

Overall, the HG P: jygram strives to
promote private sector participation
by helping governments withdraw from
direct roles in housing production and
finance. Long-term loans from the U.S.
private sector have helped develop
long-term mortgage lending in many
countries. The resulting decline in
housing subsidics has helped make
the low-income housing market more
attractive to privale developers and
financial organizers.

Office of the Private Sector
Coordinator

The newly created Office of the Pri-
vate Sector Coordinator is responsible
for augmenting Agency efforts to pro-
mote greater U.S. business and invest-
ment activity in developing countries
by applying AID’s diverse resources.

As the Agency’s direet link to the
U.S. husiness and investment commu-
nities, the Office of the Private Sector
Coordinator advises entreprencurs and
potential investors on structuring joint
venture and direct investment projects.
In providing such assistance, the of-
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fiee serves as a clearinghouse ol infor-
miation on the various torms of financing
available throngh comimercial banks
or public multitateral lenders, The in-
novative private sector coordination
stadl provides quick access 1o a wealth
ol information available on investment
opportanities in the developing world.

Private Enterprise and the
Regional Bureaus

AIDY's goal s to help each mission tailor
its private sector development initia-
tives o focal necds and conditions and
to strengthen poliey diadogne with host
governments by using expert analysis
drasvn Trom the U.S. husiness and fi-
mancial community. Distinel privale
cnlerprise nitiatives are ssignificant
part of new project activity, particu-
Larly in the regional bureius. and in
the Burcan lor Scienee and Technol-
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The Private Enterprise Initiative emphasizes
that creative policies can be successful if the
developing country has the capacity to imple-
ment the programs,

ogy, Within cach regional bureau a
privitte sector development office co-
ardinates these activities with those
of the missions.

AID and Its Programs

AID is responsible for the major U.S.
foreign cconomic aid programs, gen-
erally known as development assis-
tance. which help poorer countries
raise their standard of living and share
in ceonomic progress. AID also -
ministers the Feonomie Support Fund
(ESEY which provides grants and loans
to countries of special interest to the
United States,

Development assistance (DAY tukes
the form of capital transfers, technical
assistance. food and other commodity
shipments and special budgetary aid.
DA funds represent about one-third
of the fiscal yvear 1987 AID budget
and lend themselves more direetly to

the Private Enterprise Initiative than
does the Economie Support Fund. DA
activities are predominantly bilateral
or regional in scope and support spe-
cific arcas of ussistance,

DA functional account subdivisions
include: (D Agriculture, Rural Devel-
opment and Nutrition: (2) Population
Planning: ¢3) Health; 9 Education
and Human Resources Development:
and (3) Private Sector, Energy and
Private Voluntary Organizations.

In contrast. ESF is administered in
cooperation with and under the pol-
icy direction of the seeretary of state,
The Tund promotes both short- and
long-term ecconomice and political sta-
bility and represents about two-thirds
ol the fiscal vear TYST AID budget.
LSE-linanced activities include: (1) di-
reet balanee-of-payments support: (2)
ceonomic and financial policy reform:
(3) capital projects: and (4 commod-
ity import programs.


http:It'lIh.rs

Future of the Prlvate Emerpnse imtlatlve

n its 1985 World Development Report, the World Bank
emphasized that “many developing countries have al-
ready made policy reforms that . .
private sector activiiies. The bank declared that to de-
velop their tull potential, LDCs need policies “that pro-
mote trade, plus a stable economic and political environ-

. give more scope for

mcnt that does not discriminate against foreign investment”
The International Monetary Fund, in its 1986 “World Eco-
nomic Outlook,” projected faster growth for most countries in
rart because of a greater convergence of economic policies.
This convergence reflects the recognition by most govern-
ments that private enterprise and a market economy are the

primary mcans of promoting faster,
sustained economic growth.
However, because statist approaches
to development have been entrenched
in many countries for decades, it is
unrealistic to expect a reversal of poli-
cies in a short period of time. Never-
theless, the Reagan administration is
convinced that the present global swing
to private enterprise will continue and
accelerate in the foreseeable future,
AID, through its Private Enterprise
Initiative, intends to play a major role
in this international economic trend.

How the Agency will meet this chal-
lenge was explained in its 1985 policy
paper on private enterprise develop-
ment.

The overriding goal of the initiative
is to promote the establishment of a
general climate conducive to LDC pri-
vale sector development. This involves
much more than financing individual
husiness entities. Rather, the Agency
seeks to establish viable competitive
markets and expand private enterprise
in LDCs, leaving most decisions to the
local entreprencurs, who are best qual-

ificd to make them.

AID seeks to build up the indige-
nous private sector and reduce reli-
ance on parastatals, To promote this
objective, the Agency requires 40 coun-
try missions to conduct an average of
two privatization prograins annually,
starting in 1987,

The Agency’s promotion of the pri-
vate sector should not be confused
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with monopoly enterprise, oligarchy
or “crony capitalism,” which have lit-
tle 1o do with the free market. AID's
cinpaign o encourage compeltition
and entreprencurial activity challenges
non-competitive “capitalist” as well as
stitist econonties

There are no vestrictions on the types
ol assistance that the Ageney uses in
promoling the Private Enlerprise Ini-
tintive. ESFE, development assistance
and P1.. 480 loans or grants are all
appropriate ways o supporl privale
enterprise development. ALD also in-
tends to expand its contacts with the
U.S. business community and the pri-
vale sector overseas. AID already has
funded programs that link privale
voluntary organizations with multi-
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advises entrepreneurs and potential investors in
structuring joint ventures or direct investments.

national corporations in cconomic de-

velopment activities. It is expanding
the relationship between the Agenfy
and ULS. business in manufactur{ng
and agribusiness as well as such func-
tional arcas as productivity improve-
ment, product design, cost acconnting,
and marketing.

Internal training and education of
AID stalf, in Washington, D.C., and
the missions, are key goals ol the Pri-
vale Enterprise Initiative, While AID
can and does contract extensively with
the private sector, there is no substi-
tute for the full commitinent of its
professional career staff 1o the further-
ance of economic development through
private business. There already is a
sizcable cadre of AID personnel who

understand well the intrinsic value of
the private sector and how to collabo-
rate with it; their number will be in-
creased through seminars and other
training aids.

A beltter use of development assis-
tance funds will be fostered as the
initiative matures. Targeted areas in-
clude better coordination with the U.S.
directors of maltilateral development
banks: more coordination of funds and
programs with other donor countries
whose development goals coincide with
thuse of AID; and a closer partner-
ship arrangement with U.S. corpora-
tions in order 1o assess business op-
portunities, capabilities and needs in
key overseas markets.

A number of lessons have been



learned in the first five years of the
Private Enterprise Initiative:

® It is vital for AID to be realistic
about the open suspicion and fre-
quent hostility of LDC governments
toward their own private businessmen.
Throughout the Third World, govern-
ments often see private businesses as
both economic and political competi-
tors. AID must develop close working
relationships with the public and pri-
ate sectors to bring about sound, long-
term economic reforms.

® AID should focus more of its as-
sistance in arcas where it has the great-
est expertise and the largest resources,
c.g., P.L. 480, Commodity Import Pro-
grams (CIPs) and Economic Support
Funds (ESF). As this report shows, the
Agencey is becoming more innovative
in using traditional funding sources to
further private enterprise, but it has
just begun to explore the possibilities.

® AID must make a long-term com-
mitment to the Private Enterprise Ini-
tiative and be prepared to make mis-
takes and accept failures. In the United
States, four out of five new businesses
fail in the first three years. An equally
high percentage of the LDC businesses
that AID assists will probably fail as
well. But the Agency must not falter
in the face of such statistics. The nota-
ble success of Thailand’s seed indus-
try, which came after five years, proves
that the long view is absolutely eriti-
cal to the success of the initiative.

The Foreign Assistance Act of 1961
states that one of the four principal
goals of U.S. foreign economic assis-
tance is “the alleviation of the worst
physical manifestations of poverty
among the world’s poor majority.” The
act further declares that the principal
purposc of U.S. assistance is to help
the people of developing countries
“participate in a process of equitable
growth” and to influence the decisions
that shape their lives.

The Private Enterprise Initiative is
a means to the end of alleviating pov-
erty, producing cquitable growth and
giving people the power to make their
own cconomic choices. It is based on
the conviction that: (1) a private en-
terprise ecconomy is the most efficient
means of achieving broad-based cco-
nomic development; (2) private enter-

prises, by responding to the opportu-
nities of a free market, produce jobs,
managerial skills and economic growth;
and (3) private entrepreneurs increase
the wealth of a society and improve
the quality of life.

At its core, the Private Enterprise
Initiative seeks to create a world in
which individuals have the freedom
of economic choice —freedom to own

the means of production, freedom to
compete in the marketplace, freedom
to take economic risks for profit or
loss and freedom to receive and retain
the rewards of their economic deci-
sions.

In such a world, the basic needs of
all peoples will be met, and they will
lead lives with decency, dignity and
hope.
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Selected AID Papers on Private
Enterprise Development

CCFYrivate enterprise development” gen-

Perully refers to those activities that
encourage and facilitate the development
of and equal access to free markets, “Pri-
vate enterprise development” may also re-
fer to a redefinition of public and private
spheres of economic activity. Historically,
growth of a productive private sector has
usually occurred in the presence of an
amenable policy environment as well as
relatively free markets, In recent decades,
developing countries that permitted some
degree of markel freedom for public and
private enterprises benefited from faster
cconomic growth than others. Henee, AID
papers concerning privale enterprise of-
ten address the effects of public policies
on economic growth in LDCs.

AID has published two private enter-
prise development policy papers, in 1982
(1) and in 1985 (3), based on the econom-
ics of free markets.

A brief and lucid characterization of a
free market economy and its requirements
is given in a paper commissioned by the
Office of Policy Developnient and Program
Review from Alvin Rabushl of the Hoo-
ver Institute (4). Also, the ', ¢ - af Ba-
sic Concepts,” published as  v0oam
Evaluation Discussion Paper i1 1982, is
the ouly AID paper to examine the schol-
arly literature available on the effeets of
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government interventions on market forees
in developing cconomies (5) and includes
a broad look at traditional AID concepts
such as management training and technol-
ogy transfer as they relate to private enter-
prise development.

Probably the most thorough, explicit and
organized account of AID's past institu-
tional experience with programs directed
specifically at private enterprises, rather
than their policy environment, is Deborah
Orsini’s report for the President’s Task
Force on International Private Enterprise
(6). For the Agency’s statutory authorities
relevant to private enterprise development
and U.S. private sector investment, @ mem-
orandum prepared for the General Coun-
sel’s Office in 1982 is helpful (7).

AID’s Burcau for Program and Policy
Coordination (PPC) prepared a series of
ase studies that focused on the results
of market-oriented policies in a sample
of AlD-assisted countries. A 1981 discus-
sion paper examined the effects of market
liberalization in Sri Lanka, Egypt and
Sudan (8). Case studies of Malawi and
Cameroon showed the effectiveness of
market-oriented management of public en-
terprises (9) and the advantages of a de-
liberate and pragmatic approach (“tortoise
walk™) to market-oriented ceconomic de-
velopment (10). The sucecesses in these
two countries and Thailand were com-
pared in an “interpretive essay” also pub-
lished as a discussion paper, which, though
impressionistic in approach, nevertheless

cites many brief case histories of individ-
ual firms (11).

Two other case studies focused on the
public policies that restrict economic growth
and, with it, privale enterprise growth:
the negative effects of import substitution
policies in Costa Rica (12) and of price
policies politically determined in African
marketing boards (13). A detailed com-
parative analysis of the effects the-e and
other policies had on the private sector in
the six sample countries is given in a 1983
discussion paper, from a perspective that
emphasizes appropriate government roles
in private enterprise development (14). A
different analysis of these case studics,
which integrates free market economic con-
cepts and broadly illuminates the “symbi-
otic” relationship between public policy
and the private sector, is an unpublished
paper by David Steinberg for PPC (15).

Another group of case studies pablished
in PPC’s Evaluation Special Studies series
examined the impact of certain long-term
AID projects on private enterprise growth.
A study of the Thai sced industry found a
remarkably suceessful coordination be-
tween public and private sector spheres of
activity (16). Another traced painstaking
cfforts to promote small enterprise manu-
facture and sales of 1RRI-developed farm
machinery in Indonesia (17). A third, ana-
lyzing the impacts of Dominican Republic
credit institutions, demonstrates the suc-
cess of linking training for both lenders
and borrowers to credit delivery (18).



Finally, one recent Program Evaluation
Report takes into account all of these con-
siderations (free market cconomics, gov-
ernment policies and AID experience) and
suggests appropriate AID interventions
based on them. This paper, prepared by
Robert Nathan Associates, also describes
in detail the dynamics of private enter-
prise behavior (19).
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