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Executive Summary 


' 
S.lowing 

--. '!¥." ; 

lhe 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 administration, AID has made 
a systemic commitment to private enterprise as a key vehicle 
to hell) 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 by AID, (Irew nearly 500 government
World into development efforts. and private sector participants from 

Perhaps the single most important around the world.
undertaking of the Private Enterprise In this rapidly changing climate, AID
Initiative is to build a favorable climate is helping to forge a complex partner­
for private enterprise in the develop- ship ot government and the private
ing world. AID missions are engaged sector in the total development pro­
daily in crucial policy discussions with cess. The Agency is making the most
host governments. For exunple, fol- efficient possibleAID discussions with govern- use of a relativelylimited amount of funds. Two-thirds 
ment officials, Bangladesh decontrolled of AID's total budget is generally not
fertilizer prices. The Government of available for private enterprise ldevel-
Guinea requested AID counseling in opment due to the Agency's necessary
carrying out a reorganization of its government-to-government approach in
economic and financial structure. The emergency aid, Food for Peace and
Dominican Republic, with AID finan- the focused role of the Economic Sup­
ciA support, took steps to achieve port Fund. AID is working through its 
greater economic stability and decen- four policy pillars, particularly policy
tralized its banking practices. And in dialogue, to reduce constraints and re-
Egypt, many small farmers now use move obstacles to private enterprise
AID-financedtion and technicalsisistanCecredit buy produc-tnifrom AID has excellent resources to meetto pri- development in LDCs. 

.a and solve development problems. The 
rise in their income. Agency can call upon substantial in-
There has been an increasing shift country knowledge, expertise in agri­in developing countries, particularly cultural and rural development and

during the last five years, away from strong cooperation with U.S. private
statism and toward private enterprise sector development organizations.
approaches to economic development. Based on the record of the first six
 

Many.Third World countries have 
 years of the Private Enterprise Initia­
joined industrialized nations in priva- tive, AID is succeeding in making the
tizing-turning state-owned enterprises private sector a vital partner in eco­
over to private ownership. For exam- nomic development throughout the
pie, parastatals are being sold to the Third World. 
private sector in Bangladesh, Turkey, Sixty-three successful projects in
Mexico, Sri Lanka and other coun- more than 30 nations were selected
tries. A February 1986 international as representative of the diversity of
conference on privatization, sponsored countries, mechanisms, objectives and 
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effects of AID's private enterprise de­
velopment efforts. Examples from the 
seven different project categories are: 

* 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. Woni 
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 Bureau for Private Enterprise 
helped the Kenya Commercial Bank 
and the Kenya Commercial Finance 
Company secure business expansion 
loans to small and medium-size enter-
prises.

* Agribusiness. Small farmers in 
Kenya, because of AID's Rural Private 
Enterprise Project, are growing, har-
vesting and selling oil seeds for the 
first time; higher income is being 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. 

* 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 Bureau 
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 ril-
lion in foreign exchange earnings is 
expected to be generated in Costa Rica 
this year. 

* 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 medlium- 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. 

e Export development. In Honduras, 
an AID-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. 

* 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 economic assis-

J., 
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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 keel) 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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The Third World and Private Enterprise

A Report on AID's Private Enterprise Initiative 

Foreword 
by PeterMcPherson 

he central message of this special report is sim-
pie: AID's Private Enterprise Initiative is an 
increasingly effective strategy to help developing

countries realize the benefits of sustained economic 
growth by relying on free market forces and the 
private sector. 


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 societies that have achieved accorded this congressional mandate
the most spectacular, broad-hased eco- the highest priority. Under the Reagan
nomic progress in the shortest period administration, AID has increased its
of time are not the tightly-controlled, program links with the private sector 
nor necessarily the biggest in size, nor and made a systemic commitment to 
the wealthiest in natural resources, private enterprise as akey vehicle for 
No, what unites them is their willing- helping Third World countries improve 
ness to believe in the magic of the their economic performance. The Pri-
marketplace:' vate Enterprise Initiative also has ella-

bled AID to leverage its modest
Foreign aid legislation always has resources by stimulating the private

required that U.S. assistance be imple- sector in the United States and in the
mented through the private sector to Third World to greater activity by pro-
the greatest extent possible. In the viding Agency funds and expertise. 
past, however, AID has not always The gains of the Private Enterprise 
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Initiative already have been signifi­
cant, as in Kenya.,where a broad-based 
nmarket-oriented economy is emerging,
and in Bangladesh, where the gov­
eminent is vigorously experimenting 
with the privatization of government­
controlled enterprises. 

Mistakes also have been made in 
attempting to carry out the initiative,
-is,for example, when it relied tooheavily on I)Iblic sector institutions to 
heach private sector t ton t
 
reach private sector targets or when ittried to impose strict controls that are 
usually necessary in the public sector 
but are invariably harmful and coun­
terproductive in the private sector. 
Nevertheless, in all cases, AID has 
sought concrete, measurable results 
such as the elimination of constraints, 
the creation of jobs, tile mobilization 
of savings, the generation of exports 
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 into private enter­
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prise activities in over 60 developing 
countries. This was more than the total 
amount of $900 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 seeking 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 and the continuing impact that 
the initiative is having on the econo-
mies of developing countries around 
the world. 

t/ 

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 issions 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 tile initiative. PRE has two main 
tasks: As an educator, it provides 
expertise to the overseas missions and 
other AID bureaus, 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, 

" 

ir 

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
nient 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 forces. Acombina­
tion of failed and centralized planning 
schemes, rapid population growth and 
high unemlployment 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

..... 

K-r 

There has been an increasing shift Indeveloping
countries, particularly during the last five years, 
away from government-owned enterprises
toward private enterprise approaches to eco­
nomic development. 
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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 tile "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 die-
mocracy and social progress. 

Creating the right business 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 resulted in a substantial increase inhave, therefore, placed the highest pri- their income.ority on removing such barriers, and A key AID goal is to encourage hostour missions are engaged daily in cru- governments to privatize their econo­cial policy discussions with host gov- mies by divesting themselves of eco­ernments. I can report with confidence nomic "albatrosses"that their persuasive dialogue has pro-
such as state­

owned corporations and marketingduced tangible results in all of our boards. In order to advance this pro­geographic regions, gram rapidly, we have directed 40 AIDFor example, following AID discus- missions to carry out an average ofsions with government officials, Bangla- two privatization activities annually,desh decontrolled fertilizer prices. The beginning this year.government of Guinea has requested We have also made important break-AID counseling in carrying out a reor- throughs in the use of private enter­ganization of its economic and finan- prise mechanisms in traditional AIDcial structure. The Dominican Repub- programs. In a number of countries,lic, with AID financial support, has
achieved greater economic stability 

our field staffs are using private busi­
nesses to deliver services in healthand decentralized its banking prac- care, housing, education, training andtices. In Egypt, many small farmers transportation.now use AID-financed credit to buy We believe, and the economicproduction and technical assistance record of private enterprise versusfrom private suppliers, which has centrally-planned economies proves, 
that a healthy private sector is the
best vehicle for expanding Third 
World economic growth. It helps to 
diversify LDC economies 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, mostThird World governments and peo­
les have discovered that statism sim­

ply does not work. They have experi­
ence(d firsthand that it does not create 
prosperity but poverty, not equitable
distribution but economic dislocation, 
not a brighter future but a darker 
Present.

It is the general objective of theAgency 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. But wedo intend to experiment, learn from 
our mistakes and keel)working through
policy dialogue, the )rivate sector,
technology transfer andbuilding to bring the dynamic liberat­

institution­

ing power of private enterprise topeople and nations everywhere. 



The Private Enterprise Trend
 

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 

tiative helps produce these conditions 
in developing countries. 

The challenges to AID are substan­
tial. First, the Agency is seeking to 

involve the private sector in the total 
development process, not just the im­
plementation stage. In a vey real 
sense, AID isdeveloping the private 
sector in the United States and abroad 
as a constituency and as aclient base. 

Second, AID is striving to make themost effective use of a relatively lim­

ited amount of funds. Two-thirds of 
developing countries, particularly dyears, AID's total budget is generally notyduring the last six yavailable for private enterprise devel­away 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, Mexico, Sri Lanka and many 
other countries. 

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 economics "is a new phenom-
enon ... which results from the prag-
matic realization that statism has failed 
in most parts o f 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 
receptive policy structure; (2) ade-
quate capital markets; (3) credit facil-
ities; and, (4) an expanding private 
sector. AID's Private Enterprise Ini-

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- developing countries a corps of con- several weaknesses in the field oftrols, a negative attitude toward growth sultants and advisers in the field of private enterprise development,and entrepreneurship and lack of pro-
in­

private enterprise development that eluding not enough experience by thetection of private ownership and prop- other major providers of technical as- )rofessional staff in business and en­erty. There are physical and economic sistance simply do not have. trepreneurship, a generally no-risk dis­obstacles such as poor roads and con- 0 Expertise in agricultural and rural bursement system that often prevents
munications, a small and inefficient development. Over the decades, AID investment in )romising commerciallabor force and unpredictable ex- has accumulated an unequaled knowl- ventures and the inevitable conflict
change and currency policies. AID edge of agriculture and agricultural between risk-taking, profit-seeking
vorks through its four policy pillars, support services that it provides through businessmen in developing countries 

particularly policy dialogue, to reduce private channels, and regulation-conscious AID officialsconstraints and remove obstacles to 0 Strong cooperation with U.S. pri- responsible for the expenditure of U.S. 
private enterprise development in vate sector development organizations, taxpayer dollars.LDCs. Such organizations as the International Nevertheless, Iased on the overall

Fortunately, AID has excellent re- Executive Service Corps have worked record of the first five years of the sources to meet and solve these chal- closely with AID for years to help Private Enterprise Initiative, AID islenges. The Agency can call upon: small- and medium-size entrepreneurs succeeding in making the private sec­9 Substantial in-country knowledge. in the developing world. tor a vital partner in economic clevel-AID missions in host countries give At the same time, AID does have opment throughout the Third World. 

ow-­
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AID helps small entrepreneurs Indeveloping
countries make the most of their unique
natural resources. 



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 following 63 successful projects in more than
 
30 nations are representative of the diversity of
 

countries, mechanisms, objectives and impacts of AID's pri- ...
 
vate enterpri;e 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) investmeitJ promouion; (6) export development;
 
and, (7) management development and technology transfer.
 

The projects vary greatly in size ,andimpact, with the larger 
activities occurring in Latin America and Asia where the 
economic 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 
Africa. 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
 

-ell. . 

overnments can act in numerous ways to constrain or ulations have resulted in new private 
promote economic growth and development through banks competing with state banks.the private sector. In economies that have Self-reliance in food grain produc­been tion is a major national goal. In thelargely state-run, AID uses its resourceo, often, in past, the Bangladeshi government
conjunction with other international agencies, to subsidized prices and relied on a dis­help governments create more favorable environ- tribution system run by the public sec­tor. But the subsidy was a heavyments for business expansion. burden on the national budget, thePolicy reform, coupled with targeted financial support and rationing system was neither equita­technical assistance, is one of AID's most effective levers for ble nor efficient, and the private sec­

tor played no role. One of the keyworking with host country governments to change their do- areas of food grain production is fer­mestic environments and allow private enterprise to flourish.AID frequently provides loans that are tied to the recipient 
tilizer marketing and distribution, longcontrolled by the government.AID has been instrumental in nego­government's goal of privatizing eco- change rates and market-level inter- tiating the removal of government con­nomic activity. est rates. straints on the operations of privateThe Agency uses all possible insti- e Bangladesh: Since coming to sector fertilizer retailers, eliminati:,;rtutions, including local and U.S. non- power in 1982, the government of officially-administered retail prices andgovernmental organizations (NGOs) Bangladesh has moved away from sev- closing more than half of the govern­and privae voluntary organizations

(PVOs), 
eral of its statist economic policies, ment fertilizer sales centers. Currently,to advance the business and often in consultation with AID. In the the mission is encouraging the entrybasic human needs of micro- and small- area of privatization, the government of private sector wholesalers into large­scale entrepreneurs, has withdrawn a significant invest- scale fertilizer (listribution and mar-Following are some examples of ment in the jute and textile industries keting. AID also has recommendedhow All) uses policy dialogue to per- and may sell a large share of the na- further adjustment of fertilizer pricessuade LDC governments to carry out tional airline, shipping lines and tele- and development of a network of deal­such structural changes as lower taxes, phone system. Denationalization of ers and sales promotion.less government red tape, freer ex- banking and more liberal banking reg- In contrast to the old government­
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run system, now anyone can be a fer­
tilizer dealer, sell anywhere in the 
nation and charge whatever the mar­
ket will bear. 

Another l)art of the Fertilizer Dis­
tribution Imp)rovenent Project has 
been the construction of warehouses, 
I)ort handling facilities and other ele­
nients of a distribution infrastructure, 
)reviously almost nonexistent in the 

country. The mission also Ipersuaded 
other donors to hielp) finance the imi­
l)ort of some one million tons of ferti­
lizer annually into Bangladesh, which 
has little or no j)otash or p)otassium. 
All these changes did not occur over­
night but were the result of years of 
careful ex)erimentation and negotia-
tion aniong the government of Bangla-
desh, its p)rivate sector and AID. 

Since 1978, AID has 1)rovided $244 
million to improve the Bangladeshi 
fertilizer distribution system; another 
$51 million is scheduled to be spent. 
During this i)eriod, fertilizer snles have 
increased over 411i in spite of a 70W 
increase in pirices caused by the re­
moval of overall fertilizer subsidies. 
Government costs of distributing fr­
tilizer have fallen sharl)ly. These re­
stilts sul)lort the government's decision 
to rely more on market forces rather 
than central allocating systems in the 
(list ribution offertilizer in Bangladesh. 

* Guinea: The new government of 
Guinea, once rule( by one of the most 
committed socialist regimes in Africa, 
is carrying out a comil)lete reorganiza-
tion of its economic and financial struc-
ture, including closing down all state 
banks, changing investment rules to 
encourage )rivate investment, I)rivat-
izing state-owned enterl)rises and 
removing I)rice controls. Seven para-
statals have been closed )ermanently 
by President Lansana Conte. Thirteen 
others have been close(d temporarily 
until they can be re-established under 
private sector management. A fund 
will l)e started to finance start-ulis and 
dlevelolmnent of pirivate companies. 
These activities are being imllemented 
in close consultation with the AID mis-
Sion in Guinea. 

* Dominican Republic: AID's Eco-
nomic Stil)l)ort Fund has helled the 
Dominican Rel)ublic to change poli-
cies to achieve economic stability. The 
inflation rate has been reduced from 

, 
, 

..... . 

an annual rate of 7)i )peryear in 
1985 to 15r; in 1986; the exchange 
rate is stabilizing and net credit to the 
)ublic 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 seeks to iml)rove 
exi)orter/investor services. Also, ie-
gotiations regarding agribusiness are 
fostering major changes in the operat-
ing )rocedlures of the Central Bank. 
Increased resl)onsil)ility for sub-loan 
approvals was given to l)rivate banks. 
Capitalization of these banks was im-
i)roved by allowing funds to remain 
with the banks for a 12-year period 
rather than reverting to the Central 
Bank. In addition, former communal 
farms have been broken into individ-
tial holdings to i)ermit private farming. 

AID Is working through Its four policy pillars, 
particularly policy dialogue, to remove obsta­
cles to private enterprise development In 
developing countries. 

* Ecuador: AID has recommended 
significant reforms in Ecuador that are 
critical to the expanding I)rivate 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
stilt, in tie first half of 1985, 4,000 
jobs were created and 400 financial 
sector I)ersonnel were trained. The 
government has begun the I)rivatiza­
tion of nine enterprise areas, includ­
ing fertilizer, seeds, grain storage, tea 
I)roduction and milk Iasteurization. 
Price controls are being removel from 
12 of 17 agricultural I)ro(iucts. AID's 
success in Ecuador has )een enhanced 
by its close working relationshil) with 
President Febres Cordero, an eloquent 
and effective advocate of I)rivate en­
lerlrise. 

* Sierra Leone: Through continuing 
policy dialogue, the AID mission 
achieved two significant gains in the 
application of food aid in Sierra Le­
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* African Economic Policy Reform 
Programs: In fiscal year 1985, AID's 
Bureau for Africa began a $60 million 
policy reform campaign in four Afri-
can states that is already creating a 
more favorable climate for the private 
sector in those countries. 

InRwanda, $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 con-
prelensive review of tariff and trade 
policy. The Rwandan government,
which is concentrating on policy re-
forni for the first time, has set up a 
special conmmittee to develop and re-
view economic proposals. Also in 
Rwanda, work is being (lone on ana-
lyzing food systems, including pricing, 
which will help the government ad-
just its policies to promote private sec­
tor )articil)ation. 

In Mali, $18 million is being spent 
to redluce government involvement in 
the economy. This plan includes tax 
reform, redluction of the civil service 
payroll, revision of the comnmercial 
code 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 animl traction is a key factor 
in farmer effectiveness, sugresting that 
addlitional policy adjustments may be 
needed to improve the input market-
ing sector. 

In Zambia, $25 million is being di­
recte(l 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 aidI to Zambian orga-
nizations will )e usedl to extend credit 
to )rivate sector traders and tile c,)ol)-
erative sector and to provide targete(d 
subsidies for the poorest groups hurl 
by food price increases. 

In Mauritius, $5 million is helping 
the country to implement substantial 
reform in its industrial incentive pro­
gram. Among the contelfplated re­
forms are a ceiling of 100() on all 
tariffs, reduction of marginal ipersonal 
tax rates and imi)rovement of export
incentives. The Mauritian finance mill-
ister has praised the United States if)r 

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 economic 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 reforns; 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. 

eCosta Rica: Ihconsultation with 
the AID mission, the government of 
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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 nionies to private
banks rather than only to the state­
owned banks, as inthe past. The Costa 
Rican government also adopted a new 
free zones law, permitting private 

Entrepreneurs are benefiting from a new 
monetary law, executed Inconsultation withAID, to reopen the flow of private International 
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, 

* 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-
lion for the project, for which the 
Egyptian government 'illotted $30 nail-
lion. The service provides farmers with 
improved technology and enables them 
to buy improved seeds, fertilizers and 
equipment to increase their produc-
tion and income. Credit availability is 
based on a farmer's ability to repay. 

"-
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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 repaymeiit rate of 99%. Because of 
this successful activity, interest subsi-
dies for loans under this project were 
eliminated (the project charges 14/, 
simple 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 million agi-
cultural production credit project to 
support the expansion. 

0 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-

Te Agency uses many Institutions to advance
micro- and small-scale entrepreneurs, who 
help meet basic human needs indeveloping
countries. 
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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 jobs 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 estimated 1,900 
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jobs will be created. The Management 
and Productivity Center is )roviding 
management training and technical as-
sistance to managers, supervisors and 
micro-entrel)reneurs. The Crafts Ex-
px)rt Resources Center institutionalizes 
the more soplhislicated elements of 
)roduct design, pxackaging 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 creation of Haiti's first 
Agricultural Producers Association 
(APA) and is )roviding technical as-
sistance to APA members for a )ilot 
l)roject to export vegetables to the 
United States. 

• Kenya: AID has helped Kenya in-
crease I)roductivity on its small farms 
by supl)orting )olicy changes such as 
re(lucing government involvement in 
the economy an.,l )roviding access to 
agricultural sul)plies and markets. For 
exanil)le, the Kenyan government's 
)olicy of limiting fertilizer imports was 

reversed, thereby sul)stantially increas-
ing maize outpu.t and reducing food 
iml)orls. Begun in 1983, the ESF ef-
fort promotes the kind of structural 
economic reforms Kenya needs blut 
has been slow to adopt. The program, 
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AID uses policy dialogue to persuade govern-
ments Indeveloping countries 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, )rovides balance-of-
payments and budget supl)ort through 
)rivate commodity imports. The pro-

gram also su)plies technical and ad- 
ministrative assistance. Through com-
mercial banks and other local organi-
zations, small, low-interest loans are 
made 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. 

@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-
ermnent'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-
east Asian nations in the area of for-
eign investment. The team's recom-
mendlations of fiscal and monetary 
reforms were studied closely by Indo-
nesian officials and incorl)orated as 
part of the official May announcement. 
The iml)act 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 

local coml)aniy. The rules also per­
mit foreign investors to invest in and 
even assume control of other compa-

Also, the government will ex­
pand the number of areas open to 
foreign investment, create an exI)ort 
S processing zone in Jakarta and possi­

extend the zone concept to other 
major cities. The Indonesia study was 
part of PRE's Private Enterprise De­
velopment Sul)port Project (PEDS), 
which is being imllemented world­
wide under a $1.2 million contract. A 
similar PEDS report on El Salvador 
resulted in the rewriting of that coun­
try's exl)ort law. 

* 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 efficiency of the fertil­
izer industry' Wilh deregulation, the 
development surcharge and the resul­
tant cross-subsidization of inefficient 
I)hants by efficient ones will stop. These 
deregulation measures are a modest 
but important ste) in the direction of 
reducing government interference in 
decisions best left to the marketplace 
and in making the economy more effi­
cient, more market-responsive and 
more attractive to domestic and for­
eign private investment. The reforms 
were sul)I)orted by AID in its continu­
ing policy dialogue with Pakistan. 

* Jamaica: As one element of the 
Agency's private enterl)rise )rogram,
the Bureau for Science and Technol­
ogy, through Syracuse University, is 
helping the Seaga government estab­
lish and imlfement new tax policies 
that lower income tax rates to 33% 
and broaden the base of collections. 
The reform siml)lifies the tax struc­
ture, sharply reduces "special inter­
est" provisions of the tax law and 
eliminates economic (listortions affect­
ing business and industry. In short, it 
hell)s establish a "level )laying field" 
on which business decisions can be 
made on their merits without serious 
distortion for reasons of tax avoidance. 
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Credit to Private Enterprise
 

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 nultiple eco- @Women's World Banking: Women 
nomic purposes and positive impact entrepreneurs in developing countriesin the private sector, even when the often find it difficult to obtain credit
funds flow through state organizations, in the formal banking sector. Tradi-
AID first looks for opportunities to tional banking rules usually require
establish or expand private banks or borrowers to show p)roof of substan-
credit sources. Ifstate organizations tial assets to obtain financing for busi-
-ire the only avenue present, AID usu- ness projects. Small enterprises, in
ally requires that the U.S. grant or gene:al, and women-owned busi-loan leads eventually to )rivatization nesses, in particular, often do not have
of the credit operation. such collateral. Yet, studies show that

Following are typical examples of women-owned or -operated small en-AID projects in banking and finance: terprises have extremely good )ayback 

C 
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records in the credit markets they 
enter. 

With grants totaling $1 million from 
AID, Women's World Banking has be­
come an effective catalyst for strength­
ening women's participation in the 
private sector of developing countries. 
Its network has guaranteed more than 
800 small business loans in 27 coun­
tries, with an enviable record of no 
(lefaults. Borrowers must have an es­
tablished enterprise with growth po­
tential within a market and a sound 
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cables for residential and industrial 
wiring. The loan enabled the firm to 
expand to tile 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 from $2,000 to 
$321,000. Twenly-eigh' loans went to 
neV businesses with an average asset 
base of $60,000. Ten expanding busi-
nesses received the other loans, which 

AID Isworking to make the 
private sector avital part-
ner Ineconomic develop­
ment throughout the Third
World. 

,
-, 


almost doubled average assets from ment loans are to be made available. 
$125,800 to $217,000 and created an In addition, a $10 million loan, with 
average of 17.5 jobs per firm. supplemental grant funding for tech­

9 Honduras: A new $25 million nical assistance, is promoting the es-
Housing Guaranty loan is a continua- tablishment of a trial rural land mar­
tion of a previously authorized pro- ket, based on individual tide, to foster 
gram, enabling private developers and the availability of agriculture credit. 
bankers to discount mortgage loans to * Cameroon: With AID funding of 
eligible low-income families. Under $1.6 million, the Cameroon Coopera­
this loan, the public sector assists the tive Credit Union League offers train­
private sector in efficiently providing ing and related financial services in 
housing. Approximately 40% of proj- financial management, savings, mem­
ect funding will be made available to bership building and credit adminis­
private developers. Under the $25 mil- tration. As a result, membership has 
lion loan, of which $20 million was grown by 18% to its current 53,000 
authorized in fiscal year 1984, a total members, savings have increased 81% 
of 5,300 new shelter units are to be to its current level of approximately 
constructed and 2,600 home iml)rove- $14 million and loans have increased 

by 81%. Furthermore, over 3,000 
credit union board meml)ers, manag­
ers, committee members, presidents 

, nd bookkeepers have been trained
 
in management, planning, promotion, 
loan analysis, policy formulation and 
accounting. 
- Zimbabwe: Since 1982, AID has 

provided $97 million for the Zimbabwe 
Commodity Im)ort Program (CIP), 
80%i 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) tc, 
use the local currency generated to 
finance a wide range of programs in 
education, health, agriculture and 
small-scale industry. All commercial 
an(1 merchant banks in Zimbabwe 

,--A 	 have been involved through the issu­
ing of letters of credit to U.S. suppli­
ers as well as by arranging the required 
local currency financing for import­
ers. A 1984 evaluation estimated that

11 the CIP generated a 3.5% increase in 
Rindustrial 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 Ibeen 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 ca)acity by 100,000 met­
ric tons. Under the initial CIP, 30% of 
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the private sector funds were used for 
industrial rav nmaterials, principally 
in tire manufacturing, packaging and 
textiles. Under the recent CIP, 53%is 
being allocated for raw nmaterials. 

Since 1981, in Zimbabwe the Agency 
6 

has guaranteed two private sector loans- ., 
worth $50 million under the I-ousing 
Guaranty Program for low-income 45 P., 
community development in eight ur- " 
ban centers. So far, five programs are 
at an advanced stage of implementa- [ 
tion
sold 

with over 10,000 housing unitsAl 
to eligible fmle.Eahpr 

chaser has received a plot of land and .'i 
either a core house or a loan to fi­nance the construction of a dwelling. 5' " ". 

Preliminary work has been carried out 
by private sector civil engineering con-
tractors at a total cost of $12 million, -

S, / , 

" 
While community facilities valued at .. 
building contractors. Recently, many ,. 

beneficiaries have chosen to build their -' 
own homes by managing the construe­
tion process themselves and contract" awl 

ing out the actual wvork to the infornal ;f 4,. 
private sector. This self-help scheiee 
in Harare, conposed of 7,000 units, is 
the largest of its kind in sub-Saharan 
Africa. Over 2,000 small builders are 
participating in the project. Construe­tion loans valued at $9 m1illionl haveN 
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 eC(- , 
uity" (work (lone Iy the new home-
owners themselves). The mission esti-
mates that 3,900 person-years of em­
jiloyinent l i -~ tl
ployent ave been created Iy th 

1 jj 
4 

Harare self-help housing project. Sir­
ilar programs are being carrie( out on 
a smaller scale in six secondary towns Ahealthy private sector 
il Zillbalm e. 

e Indonesia: AID provided $2,60,000
in seed capital and management! 
au(liting assistance to the East Java 

helps to diversify develop­
ing country economies and 
break their over­
dependence on a few crops, 
minerals or other commod­

\\"omen's Cooperatives Center, a net- Income. 
work of 22 cooperatives run by and 
for women entrei)reneurs. The credit 
was 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. Wilh a 95r(, repaynent rate 
and high credit volume, the center's , ' /
 



next step is to try to secure bank loans 
to supplement its own credit sources. 

0 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 18 years. 
Over tile past three years, during which 

I- tflecting 
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thejassociation received substantial 
AID~support, loans totaled $900,000 
on tit basis of accumulated deposits 
of ov&r $1.25 million. An AID grant 
of $2.15 million in 1983 strengthened 
the national association of almost 100 
credit unions. For example, the na-
tional federation has been able to gen-
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Aprivate enterprise economy Is the mostefViclcnt means of achieving broad-based eco­
nomic development. 

crate income to cover 8% of operating 
costs as a step toward institutional de-
velopment and financial viability. Lo-
cal credit union managers and cred't 
committee representatives have re-
ceived intensive training ill basic ac-
counting and credit union manage-
ment and adlministration. National and 
local accounting and audliting systems 
monitor and report on credit union 

finances and operations. A central 
lentO,g facility gives members access 
to a l'roader pool of resources as well 
as ex'Oert services in money manage-
nIent."XVomen 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 earnings 
to their members. 

SCOst Rica: Founded in 1982, 
BANCOUP, a private cooperative 
bank, has more than doubled its mem­
bership and accumulated nearly $19 
Inillion in total assets and over $5 mil­
lion in equity, making it one of the 
best capitalized )rivate banks in Costa 
Rica. With the hielp of an AID grant of 
$500,000, BANCOOP has received 
valuable management, staff training 
an( technical assistance that made the
growth possible. Today it has 34 coop­

erative member owners, including the 
iajor Costa Rican cooperatives. Re­

its sound1 financial status, the 
bank negotiated a $6 million loan in 
1985 from the Inter-American Devel­
opulent 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 iml)rove 
their operations. BANCOOP alhso has 
made significant iml)act on the credit 
union sector 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.
 

0 Egypt: A major part of AID strat­
egy is to help Egypt increase its indus­
trial production through private en­
terprise. An important compqonent of 
this strategy is the private sector Coin­
modity Iport Program (CIP), which, 
as noted earlier, provides slhort- and 
nediunl-term credit to finance the ii­
portation of eligible commodities from 
the United States. Primary responsi­
bility for the progran rests with 12 
local private andI] public bankis. 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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InCentral America, community leaders erect a 
sign for their newly formed cooperative, which 
will provide agricultural support services. 

the imliorters are ill Egyptian poiunids. 1ve'(l was for $d5 millioni to Generl \'ices to smaill- and medium-size enlr-
The private sector UI]P is )Ildgeted at Motois E'gyl)l ((lI) [Or ()nstru .ction prises in Ban:igl dush. lniti,'led in 1i981, 
$5)million 'Mr its first yetr. e(ltiil)metl and tchica-l services MIDAS concentrtes on rtra ildts­

.Atothercoipoent is the Private needed to manf'acture light- and tries anid stresses the need to increase 
lnvestmuieit lE:m .oirig(1iieil 'tumid iedliuii-ditv trucks anul buses. Locail enployment in the rural non-'trm see­
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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 
sector may help solve this complex
problem. 

0 Kenya: Financed in )art by a $2 
million loan from the Bureau for Pri-
vale Enterprise, Leather Industries of 
Kenya, Ltd. (LIK) is becoming one of 
Kenya's largest 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 
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production, into finished leather. Inf- German Finance Company for Invest­tial employment is 400, with addi- ments in Developing Countries (DEG)tional jobs expected from new inter- became shareholders in Trafalgar andmediate suppliers of "wet blues" (semi- increased the bank's share capital toprocessed) hides. Other new businesses over $4 million equivalent. AID hasanticipated include makers of leather provided Trafalgar with $20 milliongoods, which had been discouraged for its lending operations. In additionby the lack of quality leather. The to these loan funds, a grant of $1.2PRE loan is repayable at 12% over 12 million has been provided for techni­years and is fully secured by plant, cal assistance. Once the bank hasequipment, imlprovements and land. loaned the first $10 million and hase Jamaica: Trafalgar Development had a successful review, the secondBank (TDB) is a private Jamaican in- tranche will be available. Trafalgar hasstitution that provides nedium- and been operational since May 1985 andlong-term credit, equity participation has approved a total of 18 loans. Theand support services to investors in bank's portfolio currently has a valueagro-industry, tourism, data entry, elec- of $5.4 million.
tronics and other export sub-sectors. In addition, AID has added $15 mil-To date, over 100 investors have raised lion to a previously authorized Hous­the equivalent of $3 million in local ing Guaranty Program that assists theequity. In August 1986, the Dutch government of Jamaica to increase theDevelopment Bank (FMO) and the private development of affordable 

shelter and to reactivate a secondary 
mortigage market through which hous­
ing funds can be channeled to private
sector )roducers. Approximately 8,500
shelter units are expected to be pro­
duced or upgraded. Indirect benefits 
will also accrue to the Jamaican con­
struction industry, which currently has 

* high unemployment and excess capac­ity. Innovative variable rate mortgages 
will be available to families with mar­
ginal incomes to enable them to af­
ford basic housi:g. 

Private Sector Revolving Fund 
The Private Sector Revolving Fund,

by Congress and adminis­
tered by the Bureau for Private Enter­

reflects AID's efforts to activate 
market forces and create environments 
friendly to private enterprise. The Re­

'.,*. ivolving Fund supports activities that 
are innovative and financially viable,Projects Inrural areas afe carried out througP maximize employment and providetechnology transfer. support and services not otherwise 
available to small businesses. The fund 
wi!l 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 sec­tion entitled "How the Initiative Is 

Organized' 



Agribusiness
 

inancial and technical assistance for growing and 
processing food and other agricultural commodities 
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 

World today. The following are examples of AID programs 
in the agricultural sector: 

0 Kenya: Kenya inherited from its 
colonial period a mixed economy with 
a strong Irivate 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,r 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-
nologv, weak domestic )urchasing 
pIAer and an underdeveloped finan-
cial systelm. 

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

enterprises that are labor-intensive, 
expUort-oriented or linked strongly to­
agriculture. The goal is to add a mini­
mum of 7,000 jobs over the next 
several 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 newv Agri-
culture, Rural Developmcnt and Nu-
trition Program is already 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 seed and fer­
tilizer on credit from Oil Crops. They
also receive technical advice on sun­
flower production from the company's 
field staff. At harvest, they sell their 
produce to the company for transport 
and resale to East Africa Industries, 
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ltld., which )roduces sunflower oil. 
East Africa agreed to guarantee l)ur-

chase of all the seeds in an effort to 
sul)stitute previously i1ported palm
oil and fats with locally Iproduced oil, 
savinigan estiiated $34 million a year 
in scarce foreign exchlane. Other ben-
efits of fihe siall farmer venture in-
clude higher incomes for alboit 6,000 
farni faunilies, imlroved local diets be-
cause of the availability of quality sun-
flower oil aid sul)l)leniental feed for 
cattle., 

. 
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InAfrica, an AID-supported finance coiparatlon
disburses loans to small enterprises In rural 
areas, benefiting small farmers. 

Operating expenises and the p)ur-
chase of equilmnent, storage facilities, 
raw materials and supl)lies were sub-
sidized by a $178,500 loan from AID. 
This amniont was matched by the Ken-
va Commercial Finance Corporation, 
a local, essentially private, financial 
institlion that is also Sul)ported by
All). 

To (late, the corporation has con-
centrated on disbursing loans to small 
enterprises in rural areas. These funds 
have supported snmall milling opera-

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

. Somalia: After almost a decade 
of statism in the 1970s, the Somali 
economy is slowly returning to the 
use of market mechanisms. For exam­
pie, the AID nission now auctions a 
portion of its food aid to private sector 
trladers, increasing their re-entry into 

market from which they had been 
virtually excluded. These auctions 
also have helped the public sector re­
exmnine its proper role in economic 
decision muaking. In fiscal year 1985,
W40Q were onof commodities placed 

doiction, and anyone with a valid trad­
er's license was allowed to participate. 
Particilnation was so high that 45 of 
the food was auctioned in fiscal year
1986. As a result, food aid is being
distributed more efficiently througl­
out the country, government bureau­
cracy is being reduced and food is no 
longer being dumped on the market 
ati subsidized prices, a practice that 
created severe disincentives for farm­
ers. Other donors to Somalia are ser­
ously considering following the AID 
lead as a way of improving farmer 
incentives and increasing the private 
sector role in the Somali economy. 

e Tunisia: Approximately 8,500
farmers are taking part in Tunisia's 
agriculturnl credit program initiated 
by AID. The Agency is )roviding $18.2 
million, Iplus $3 million inlocal cur­
rency greerated by P.L. 480 sales. An­
nual I)roduction loans average $1,200 
With the repayment of loans running 
at 86(4, even in the most rural areas. 
As a farmner gains experience vith 
credit and pays back his first loan, he
 
usually doubles the loan the second
 

year. In the third year, good-risk farm­ers often receive nie(liun-term loans
 
for seven years, usually to buy live­
stock or equi)ment. 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 cool)erates 
with Catholic Relief Services (CRS) 
and the Union Tunisienne de l'Indus­
trie, Commerce et Arlisanat (UTICA) 
to provide management consulting ser­
vices to 56 small Tunisian businesses 

24 



that employ seven to 20 workers. The 
mission is providing $156,000 for the 
two-year project. The selected com-
panics receive hands-on, on-site con-
suiting services tailored to each corn-
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, 
13y a))lying better management, some 
of these small businesscs have ex-
I)anded their plant, equipment and 
personnel to increase I)roduction. It is 
even more encouraging that several of 
these commnies are looking at mar-
kcts beyond the borders of Tunisia. 
Severad coml)anies have exhibited at 
international trade fairs in Sfax (Tuni-
sia), Algiers and Gabon. 

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

W; # , 

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, finance 100f 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. 

* Belize: Due in part to an AID 
grant of $615,000, small farmers in 

Td 

central Belize have the opportunity 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 hy 
the government, 10 of which must be 
used for cocoa production. The remain­
der of the land can )e used at the 
fairmers' discretion- for buildling homes 
and growing crol)s for food and extra 
income as they develop their cocoa 
farms. The pilot group of farmers is 
em)loyed by the Hershey Foods Cor­
poration, which helped develop new 
cocoa beans, guaranteed stable prices 
for farm output an(d encouraged self­
sufficient commercial farms rather than 
a company town. A uniqlue feature of 
this program is the involvement of pri­
vate voluntary organizations that pro­
vide technical training to small farmers 
in cocoa )roduction and business prac­
tices. This effort is led by the Pan 

Over the decades, AID has accumulated an 
unequaled know'edge of agriculture and agricul­
tural support services that Itprovides to 
developing country farmers through private
channels. 
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ters for private sector seed producers. 
With AID assistance, the Thai govern-
nient has developeud an innovative and 
effective way to meet the credit needs 
of farmers. The agricultural bank re-
quires the formation of a group of up 
to 15 farmers who are jointly respon-
sible for repayment of extended credit. 
Peer pressure and cooperative team-
work have produced a marked im-
provernent 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"i of the popu-
lation isdirectly involved in agriculture, 

* Pakistan: A task force of lead-
ing Pakistani agribusiness executives 
will be named to hell. 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 stated that the existing horticul-
tural industry is a "low input-low 
output" system, geared to dumping 
surplus domestic production in export 
markets. The action plan spells out 
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Rural development projects help private sector 
companies build roads and bridges to benefit 
farmers. 

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, tile Pakistani government 
has ambitious agricultural production 
goals-in the last 20 years, agricul-
lure 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. 

9 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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firm and Zairian engineering company 
that administer the project. Major goals 
have been met, including the market­
ing of 56,000 metric toils in 1985, 
compared to 10,000 metric toils be­
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 season 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. 

o Peru: Through the Private Sector 
Agricultural Investment Promotion 
(PRIDA) Project, AID helps interme­
diate financial institutions (IFIs) sup­
port agricultural development in Peru. 
With 1 $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
tailing $5 million were approved over 
a two and one-half-year period, al­
most twice as fast as expected. Addi­
tional loans of $5 million will be placed
in the next two-year period. 

PL480 Program 

Almost every U.S. assistance program 
i2 motivated by a combination of hu­
nmanitarian concerns, economic growth 
ccnsiderations 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. 
economic 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, (level­
ops markets for U.S. goods and bolsters 
U.S. national security. 
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Business Development
 

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 

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

1985, is directed by a team of enter­
prise development professionals from 
a U.S. consulting firm and a privateIndonesian foundation, Yayasan Dian 
Desa. It has a two-year, $850,000 con­
tract from AID. Subprojects include:(1)building a model shrimp hatcherythat will serve as a base for training of 
hatchery managers and operators; (2) 
establishing a shrimp feed develop­
ment program that will evaluate lo­cally available pond feeds; (3) linking
the supply of component and spare 
parts for Central Java's small metal 
firms; and, (4)helping small household­based 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 tle Indonesian private 
sector has been the shortage of trained 
business managers. The Management 
Training and Education Institute is a 
privately-run Indonesian institution 
that seeks to raise the quality of busi­
ness management, particularly among 
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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 tc 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-

lip 

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-
lion 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. 

AID uses Its resources to Improve
the capability of small enterprises 
to absorb the rapidly growing
labor force found Inmost develop-

SIng countries. 

AI ' 

* Market and Technology Access 
Program (MTAP): In 1983, AID's Bu­
reau for Science and Technology 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 1986, 
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 
507 chance of completion in 1986, 
were expected to produce 724 jobs 

and over $23 million in foreign ex­
change earnings. Field trials also are 
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to the Bahamas. It is viewed by busi­
, " 'ness groups, regional organizations _ * ,'such as the Caribbean Community andII ' Conmon Market (CARICOM), and 

/governments as an effective voice for 
the private sector. For 1985-87, AID 
Sill )rovide $1.5 million to CAIC. 

1The Project Developnent Assistance 
Program (PDAP) began in 1981 and

f 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 ofI"about $2,400. Among the successful 

projects: (1) in Antigua, a U.S.-owned 
company is manufacturing a range of 
electronic subassemiblies for its estab­
lished markets in the United States; 
(2) in St. Kitts, two locally-owned con­
panies have entered into arrangenents 

. with U.S. companies to produce elec­
,.' tronic l)roducts for sale in the United 

States; (3) in Dominica, a U.S.-based 
company has Jpurchased land on which 

J ;to grow aloe vera, which will be Ipro­
) ~ cessecl loca-lly for sale to the U.S. 

- miarket. 
A- * Liberia: Funded by a $4.3 million 

All) grant in late 1986, private Libe­
rian contractors will begin regraveling 
and rehabilitating 155 miles of pri-

A$26 million credit and training program has mary roads between Zwvedru and thehelped mlcro-ente.prises that have been unable easternmost port town of -larper. Theto obtain assistance through conventional )roject will provide a target I)opula­
sources. tion of over 100,000 vith more reli­

able transportation for marketing ag­under way in Thailand, India, Turkey, for nearly 90,000 enterprises at a cost ricultural prodlce and obtaining con-Tunisia and North Yemen. of $860,000. Nearly 23,000 loans with sinner goods and services. It also will
9 El Salvador: Fron 1980 through an average value of $1,350 have been strengthen the capacity of Liberian1985, AID committed $26 Million to provided with the initial credit funds construction firns to I)erforni major


El Salvador to p)rovide credit and train- and resulting reflows. maintenance activities.

ing to small producers and technical * Eastern Caribbean: AID's I)rivate A 1)roduct of AID-Liberian govern­assistance to intermediary institutions, sector program in the Eastern Carib- nient )olicy (lialogue, this )roject dein-The intermediary institutions, in turn, bean dates from June 1981, with the onstrates the government's new corn­
l)rovide sup)l)ort to small business. In 
 first grant going to revive the Carib- mitient to use tie l)rivate sector to1985, the )rogram was exl)anded to bean Association of Industry and Coln- l)erform major ro(ad maintenance. Thereach micro-businesses that have been nerce (CAIC), which was originally road is used heavily by local lunlber
unalle to gain conventional credit to founded in the 1950s and has been 
 com)anies and several rubber i)lanta­(evelol) small business associations and moribund since the 1970s. This was tions and forms a key link in the eco­to create linkages hetw cu large busi- tile beginning of a sustained effort to nonic lifelioe of the country. Cash 
ncsses and inlldcn(lent small I)ro(l-lc- inprove the invest ment climate in the crol marketing by small farnmers alongers. The All) funds were divided into region, until then i)redlominautly stat- the road is exl)ecled to increase sub­
$22.3 million for credit, $1.6 million ist. The CAIC today is a federation of stantially when a major farmer exten­for training and $2.1 million for tech- 18 chanbers of commerce, five nman- sion and marketing I)roject, sI)onsored
nical assistance. The results included ufacturers' associations and over 100 by the Eurol)ean Economic Connnu­
approximately 2,300 technical courses large businesses from French Guiana nity, gets under way. 
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Investment Promotion
 

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 aid 
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 governments to improve AID works to alert governments to 
local business climates so that invest- onerous business conditions that might 
ors will develop in the Third World. trigger capital flight or deter both lo-
One American bank estimates that of cal and foreign investment, 
the $451 billion increase in debts in- On request, AID conducts invest-
curred by 18 countries in Latin Amer- ment climate assessments, as it has 
ica, Asia and Africa in the past decade, clone in Zaire and Indonesia. The find-
$198 billion, or 44/(, represented cap- ings and recommendations are given 
ital flight, to LDC governments, American em-

The phenomenon of capital flight Lassies, AID missions and potential 
reflects lack of confidence by a na- investors. 
tion's investors in the home economy Where changes in national invest-
as a place where )rivate business and ment codes, tax structures, labor laws, 
investors can realize sufficient profit. regulatory requirements and other con-

ditions would improve acountry's busi­
ness climate, AID can provide expert
consultants to explore remedies. Em­
bassies and AID missions use AID'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 effective 
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 Rica: 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, equity investments and other 
activities. 

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 
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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 rapidl, 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 
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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 1iillion 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 
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AID IsusIng, Its available tools and knowledge
to encouragje the nmultIplIcatIon of ssmall-s Ialel 
businesses. 
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AID Isencouraging expG;t ventures Inthe 
developing world to create thousands of jobs In 
the private sector. 

identify market ol)portunities for ex-
1ports tinder the Caribbean Basin Ini-
tiative. A one-stop export and invest-
ment i)romotion center has been set 
till to expedite government 1)aplerwvork 

f related to exl)ort-oriented projects. 
* Panama:The National Investment 

Council of Panama, established with 
a $:3.9 million All) loan in 1983, is 

:-: 	 mniot ing new export-oriented foreign 

.sA,1,7) ' .1,h , \ • and domestic investments that also cre-
ate jobs. So far, it has attracted more 
than O firms from all over the world 
to invest $32 million in Panama, vith 
aIpotential of 6,000 new\' jobs. 

" El Salvador: FUSAI)ES, the Sal-
n, 	 Vadoran Fodlat ion (fr Lconomic and 

Social Developmnent, wvhich received 
an AID grant of' $6.9 million in 1984, 
has set up all investment promotion 

activity in San Salvador and thc United 
States. The goal of the three-year pro­
gramn is to create 11,500 jobs in El 
Salvador. Approxinately 1,700 jobs 
have been created in less than one 

year of operation, and oer 50 pro­
jes hold tile ossibility of substantial 
success. FUSADES, ai private, non­

associationl Of business execti­
lves, also has developed an ecollnic 

ad social research p)rogram that ana­

lyes thle inacro-cclonmic and social 
asituation of El Salvador and has pre­

sented to the government a proposal 
for an exl)ort-led economic model. The 
I:ssoci ation also has 1rol)osed an agri­

culturial diversification I)rogram that 
Ironiotes exports of agricultural 1)ru(l­
tucts and encourages their production 
in El Salvador. It also has initiated a 
small- and micro-enterprise I)romotion 
imrogram that helps small-scale bIsi­
nesses throtgh technical assistance, 
training and credit aimed at traditional 
finlancial inistituitions. 

* Belie:The Belize Export and In­

v'estment Promotion Unit (BEIPU), 
formed in 1986, has already supported 
investments in mariculture, winter veg­
etable production, timber products and 
meatitroduicts. 13EIPU wvas established 
with a1$250,000 AID grant and re­
ceived $2 million from the Agency in 
fiscal year 1986. BEIPU, for example, 
has helped three shriml) farms, each 
involving 150 acres. One farm is sell­
ing on the local market and vill ex­
port shortly and another farm has 
export. I ost-larvae shriml) to Ecua­
dor. All three laris use processing 
plants wvhile two have hatcheries. In 
addition, the Government of Belize, 
with AID encouragement, has ap­
proved construtction of an 80-room hio­
tel by a major international hotel firm. 

e Thailand: AID mderwrote a tw%\o­

year iiivestment promotion )roject, in­
itiated in October 1984, to identify 
investment ol)l)ortunities. 1o (late, this 

has resulted in three Thai trade mis­
sions to the United States for i)rivate 
sector meetings in areas including dCec­
tronics, fabricated metal, machinery 
and agriblsiness. The exchaige of'in­
formation and the develolment of 

Thai-American contacts are expected 
to lead to long-term, mutually benefi­
cial investments. The All) commitment 
was $2.3 million. 
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Export Development
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] 	 xport-led growth has been critical to rapid economic 
progress in developing countries. Servicing export

j 	 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 

E 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-
forts to encourage the private sector 
to cultivate export op)ortunities with 
the objectives of earning foreign ex-
change and creating jobs. 

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

0 Honduras: Although it is the least 
developed of the Central American 
nations, Honduras depends increas-
ingly on )rivate enterprise to exl)and 
its economy. The IIonduran private sec-
tor, with AID support, has established 

several organizations to strengthen this 
trend. 

A federatioil of more than 20 Hon-
duran agro-industrial producers and 
exporters 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-
motes joint ventures with foreign in-
vestors and provides members with 
technical assist,.nce in marketing, pro-
duction and quality control for the ex-
I)ort market 

Reflecting the power of the private 
sector, the federation sold all of its
1985 production in industries as var­ied as 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 Re­search and Development. The foun­dation was formed in 1984 by four 
Honduran private institutions to pro­
vide assistance to small- and medium­
size businesses, particularly exporters 
of non-traditional i)roducts. The foun­
dation identifies entrepreneurs with 
development )otential, 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. 
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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 corn-
mercial banks or government pro-
grams. In its first year, the organiza-
tion made 93 loans, averaging $3,000 
each. Over 150 jobs were created as a 
result of its activities in the micro-
enterprise sector. 

e Dominican Republic: A $2 million 
loan from AID's Private Sector Re-
volving Fund, matched by $2 million 
from 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-
public's aggressive campaign to reverse 
a negative trade balance, earn foreign 
exchange and stimulate the economy. 

* Mauritlus: 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 devclop-
ment, including a moratorium on the 
granting of new development certifi-
cates for import-substitution industries, 
The AID funds include a private sec-

$Aktk 

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. 

AID encouragas the private sector to cultivate 
export opportunities that will expand the 
economies of developing countries. 35 



Management Development and Technology Transfer
 

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

ready in the public domain, 
The Private Enterprise Initiative emphasizes that the most 

creative policies can be successful only ifthe 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 stheir nation's 
resources efficiently and effectively, consult in some 30 countries, predom-Following are examples of AID's sup- inantly with private business. AID pro-port for the improvement of manage- vides about 50( of the organization's
rial and technical skills: operating funds, with the remainder 

coming from U.S. corporate contribu-* Inlernational Executive Service tions and modest service fees.Corps (IESC): Extensive management In a 20-year period, IESC has beenassistance to the private sector in (le- involved in over 9,000 projects withveloping countries is provide(ld by the about 1,500 resulting in ventures withInternational Executive Service Corps, U.S. firms. The organization has 24funded by the Bureau for Private En- field offices, each headed by a coun-terprise. The corps is composed of re- try director-usually a retired U.S.tired U.S. business executives who businessman with overseas experience. 

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

The country director chairs an advi­
sory council of public and private see­
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 thegroup's data bank, which lists more 
than 8,000 volunteers. If an appropri­
ate candidate cannot be matched withh need, the recruiters turn to their 
contacts in U.S. companies to "bor­
row" an executive to take on the as­
signment. This can be )articularly
helpful when the client needs help 
with the very latest technology.

Hundreds of U.S. businesses have 
provided volunteer executives. Since 
the beginning of the program, over 33 
companies have provided 10 or more 
volunteers. Some 150 U.S. corpora­
tions act as sx)nsors of the corps. These 
com)anies are interested in introdluc­
ing U.S. business management I)rac­
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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. 
colmpanies, AID gave a $500,000 grant 
to the organization in 1985 to estab-
lish a joint Venture Feasibility Fund 
with the purpose of supporting corn-
niercially viable joint ventures in the 
Caribbean Basin. The fund grants up 
to 501i of certain costs connected with 
feasibility studies, market research, 
technical assistance and necessary 
travel for project developnent. In the 
first five months, 133 project propos­
als were developed with funding ap 
proved for 54, for a total contribution 
of $352,222. An equal sum was pro-
vidled by the private sector. Over half 
of the projects involve light manufac-
1uring while others are agribusiness­
related. The overwhelming majority 
of projects are co-ventures in market­
ing or production contracting; the rest 
are investment-type joint ventures. The 
t'u11(l is )redicated on the belief thait 

AID supports the Improvement of managerial and 
techninal skills by emphasizing education,
vocatotual training and the transfer of appropri-
ati technilogy. 

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-effective, 

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

, 
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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-
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Creating the right business climate for private
enterprise Indeveloping countries Isperhaps
the single most Important undertaking of AID'sprivate sector Initiative. 

ments, as was the case when 35 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, began 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 compamies 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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,- ,'sored by AID and the Indonesian Min-
I ,istry of Finance to stimulate private

development by improving the 
management of Indonesian firms. Be­,',",1-.gun in 	 1986, the program enables se-

Y 'i lected senior-level Indonesian execu­
lives to visit the United States for a 

'~i -nial management training course 
followred by an internship in their field 
of interest with a U.S. company. The 
training program affords the foreign 
executives an opportunity to study tle 

-"American management ap)roach. At 
the same time, it allows participating . ..
...
 U.S.comi)anies to become acquainted 
with possible business )artners.

In Jakarta, the Indonesian Institute 
--	 . for Management Development recruits 

andl screens p~articipants for the pro­gran In the United States, the Pragma 

Corporation, a Virginia-based consult­ing firm, identifies and arranges man­

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
:,. medium-size enterprises in the 
country. AID has committed $4 mil­
lion to a four-year program. 

0 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
grains. IMET institutionalizes for the 
first time management training plan­
ning for Thailand's private sector. Since 
its foundiv,; in 1982, over 3,000 man­
agers of small 	 firms have 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 technicalassistance, seed money and a support-. 

We host-country climate, can help head 
off potentially damaging )roblems like 
a shortage of managerial talent. 

*aIndonesia: The Indonesian Exec­
ulive Development Fund is part of a 
two-year, $2.5 million program spon­
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For a successful project, anation's resources 
must be used efficiently and effectively. 
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loan financed the purchase of X-ray belonging to cooperatives involving ag-
equipment. In Indonesia, a $120,000 riculture, crafts, consumer services, 
loan was made for the manufacture of credit and savings, electrification, fish-
inexpensive eyeglasses. Another pri- ing and housing. AID has been a long-
vate entity agreed to distribute hepa- time supporter of such groups, provid-
titis B vaccine with a wholesale value ing more than $85 million in direct 
of $5 million. PATH has completed grants for cooperative development ac-
15 technical plans for distribution of tivities between 1963 and 1980. Al-
hypodermic syringes, hepatitis B vac- though cooperatives do not always 
cine, larvicides for malaria control and operate strictly for profit, agricultural, 
anhydrous glucose in Thailand and credit and housing cooperatives intro-
Indonesia and a plan for soy-based duce competition into otherwise mo-
weaning foods in Indonesia. .ATH es- nopolistic or oligopolistic markets. As 
timates it will have processed $2.2 a study prepared for AID pointed out, 
million in loans, with $1.1 million in 	 credit unions provide alternatives to 
guarantees, by the end of 1987. This 	 moneylenders, informal savings socie-
project illustrates the substantial role ties and local banks. Agricultural co-
for the private sector in meeting health operatives provide competition to es-
needs in the Third World. tablished supply and marketing com-
Cooperative Development 	 As the reort noted:
Organizatiens 	 "When local competition is increased 

by the availability of a cooperative, 

Locally-organized cooperatives are the benefits to individual members are 
widespread in the developing world, generally seen in the form of lower 
with more than 365 million people costs, a higher return, a higher quality 

-,ment 

N !1 

V .Africa 

S..The 
101cility 

,. 14-. i 

S"\Vest 

\ 

._ 

• 

V! 

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 Agicultural 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
tini nt raticlitate dtive movement, drastic~ally dlebilitated 
during Idi Amin's regime. Many coop­

ad ldelp eer the poli­and should help determine the pelt­
cies of their governments, by: (1) rep­
resenting member interests in negoti­
ating quots price levels and other 
economic 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 policies and actions that 
lead to an open economy that permits 
cooperatives to act as independent, 
)rivate businesses; and (4) opposing

restrictive price controls. 
On balance, cooperative develop­

organizations are having a sig­
nificant impact on the expanding role 
of private enterprise in the global 
economy. 

Project Development Facility 

Africa Project Development Fa­
is a $14 million, four-year proj­

ect that will provide advisory services 
to emerging small- and medium-scale 
private African entrepreneurs. The fa­
cility is )art of AID's continuing ef­
forts to promote private enterprise 
throughout Africa. Specialists in Abid­
jan and Nairobi will identify viable 

and East African business yen­
tures with a value of $500,000 t, $5 
million and assist with financing. Per­
sonnel will work with AID and other 
(levelopment institutions to identify po­
t ential sources of U.S. technical and 
financial assistance. Small- and me­
(liunm-size businesses that otherwise 

.would never get off the ground will 
thus )e able to start or expand activi­
ties. As a result, new jobs and afford­
able products are created by these 
enterl)rises. 
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How the Initiative IsOrganized
 

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 projects that produce real benefits and serve as models 
for application by AID field missions,The Private Enterprise Bureau's purpose isto 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 economies on the vate Enterprise introduced new pri-
market system. The maiket system is vate sector lending institutions into 
effective in bringing about long-term the AID portfolio, thereby enhancing 
ecuomnic growth because its driving the Agency's institution-building ca-
force is the energy, innovation and pabilities. Other approaches include 
enterprise of the individual-, who arrangements with private commer-
choose to participate in it. For Ameri- cial banks, leasing companies and other 
can foreign assistance to help people organizations that operate on free mar-
lift themselves out of poverty, then, ket principles. 
the most effective use of available re- These lending institutions are being 
sources is in expanding the opportuni- used to reach small- and medium-size, 
ties for in-lividuals to exercise their mainly rural private enterprises, a dy-
own enterprise. namic force for development. The im-

For example, the Bureau for Pri- 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 Corn­
mercial Bank in Thailand, which are 
Ilnerating hundreds of new jobs and

increased income in rural areas in those 
countries. By doing this, AID has 

backed an entrepreneurial, labor­
intensive and competitive segment ofthe 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 (level­
opment,with emphasis on policy re­
form within LDC governments. PEDS 
strengthens the Bureau's capacity to 
)rovide 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 36 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 
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Through AID's introduction of new private sector 
lending Institutions, Innovative prolects that 
produce real henetits have been developed. 

cajitlnim'ket st ruiiires. This et'fort groindIs \ho have l)ivate sector re- is Iifuded by Ile Btireau for h'rivale 
is tiinelv in view of, tihe r ed illthe splnsibilities. The coerse, .shows h1(1w EnlerJ)rise. 
dev'elo)ini world (otlrn to cal)ital bIsitness skills call be applied to de­

miarket (evelol)ielt fr growth as anl velopent anddealsCenter for Privatization 
!t;leriat i\'e to eign lo broad I)oli\ (lesltiCns. PIRE seeks to10 borrowing. 
,lte, tIchniual assistance under the, create a "critical mass- of Im-olessioll- As I)arl of its commitment to I)riati­

(ont ract has been or is being I)rovided 11s who shareC a comioln undersltid- zatioi, AID's 3nreaui for Private Eni­
in 25 comiultries. \ilh 16 ((fliers having iug of' the intent of tle PHite nlter- terl)rise sul)l)orts tile Center f'r Priva­
Nrl)s.sed interesl. prise Inilialive and wNho are coinniil- lizatioii, which helps de\'lol)inllg couin­

Sin'e 1)Decenuer I984, the bureau ted to illplenting its I)hiloso)phy ill tries a1nd their privale sectorls )lan and 
has spaonsored a lie%' tiraining course their daily efforts. iiplement diveslitlre o'govrm.nlenlt-
Ifor All) officers %vil)Iul Inisiniess Iack- The linernat iomI Service Corl)s o(vwned enlterwises. The center is iiaItde 
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ul) of six U.S. organizations, incuIdiiig 
a major cerlified public iccountiiig firm 
ail( dii iiesthment bink. For lrivati-
zalion to suicceed, actco.'(rding to tihe 
ceilier, tihe following ehelcmt s iiiust 
he Iresenlt: (I) a firm colmihnitienlt 
must he madCe by the host goCrn-

ni (2) enterprises shoud be re&-soiial)ly 'al tied, allowing tile new ill-

yes to mtia he a ;in fit aftei the utir-
chase: (.3) privatization should "spread 
fle wealth:" and (4) creative thiiiking 
mu1tist be elpllloyed to convince ol)l)o-
lieuts if, tIie beiefits of Irivatizaltion. 
Geniine irivatization entails risk of 
fiiancial loss for the new investor 
or owner. Profits depend oii free mar-
ket competitioii, not goveriiiient fa-
voritism,. The return on iiivestment 
will equal the risks and tihe alterna-
live uses of the capital involved in the 
diveslittire. As the center points outl, 
I)rivat izati(n is a i irt ant alteriina-
tive for LDCs where state-owned cii-
lerl)rises have coitribtled to lheavy 
goveriiieilit in(ebtedness and poor 
econo icierl'oriante. The eliniiiia-
lion (it'such lossos can free iunds for 
itlher priorities. 

Private Sector Revolving Fund 

The Private Sector ievolvinlg FunId, 
authorized by Congress in 1983, en-
albles the Bureau for Private Enter-
)rise to iiiest directly in the private 

Afocus on small-scale busines:; and reliance on
market-oriented credit policies iesult inefficient 
and self-sustaining economic giowth and job
creation. 

sector in develol)ing countries to fos-
ter economic growth and develol)ment. 
The revolvingiiftid is a key program 
of AID. It demonstrates the ca)acity 
of the1private sector to adlress a niost 
basic luiaiieed-job creation aid, 
income generation - thro ugh market­
drivenl, tnstIbsitizetl investilelts. Itserves as a catalyst within All) for 

Irivate sector develolmlent a11(1 i(leii­
tifies initiatives that can be adol)ted 
by AIll) iissioins worldwide. It assists 
the tlevelo)pment of the local l)rivate 
sector as a key )articii)a ut in lie coo-
noric growth of (leelol)ing_countries., 
It supports AID's macroecoiioimic, pri-
vle sector aiid free market f)olicy ini-
tiatives by specifically )romoting 
investments in the Irivate sector. The 
revolvinig fund experience has (lei-
oinstrated that investments that are 
market-oriented can fuel businiess andi 
ecoomic develolmciit. This resuilts 
in the creation (f jobs, the geiierationi 
of foreign exchange aiid the transfer 
of teclinology.

rhe revolving ft111I isai investment 
I)oiol initially funded by Congress. From 
this i)ool, 24 loans totaling $47.3 rmil-
lioii have been made vorldwile. Re-
voilving fund loans are iiade at interest 
rates reflecting the cost of funds to
tile U.S. goverinent aind iiiarket rates 
in the develo)ping cotiiit'ics. A major 
fIcuis of revolving ftund lending is (he-
"'elol)ing indligenots financial markets 

a:iid credit fir the s1iiall- and niedllii­
scale busiiiess sector, typically in rtiral 
areas. 13y investing in this sector, AID 
foctises its resoirces on thaiait l of 
the econoiy thit prodices the most 
jobs at the lowest cost. This f'cus on 
small-scale business and reliance on 
niarket-orienled credit policies resuilts 
in efficient and self-sustlaininlg eco­

roic growth and job creation. 
The revolving fund serves as I re­

search and deveh)loment h boratory for 
AID and lrovides models for iriva te 
sector investnieiit activities lhat cali 
be rel)licated by AID niissions. It has 
created a )orlfolio of' diverse invest­
mcii is that deimustrate a IbroaI raiige 
of financial ilistrumienits, market-ori­
ented terms and conditions, aiid joint 
fi'iancii g a'rarleieis that cal Ie 
used to achieve AIlD's develolmelnltal 
tobjeclives. Exailples ofrevolving ftnd
IrO(jects follow: 

e Thai Danu: AIlD's $2.34 million 
loan to Thai Daiiii Bank Lid., a I)ri­
%'atie ilitllrnediate finallncial illstitutioll, 
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tor to build low-cost shelter by elimi­
i ating bureaucratic or financial disin­
centives. In some cases, HG funds are 
disbursed directly to private institu­
tions or passed through public agen­
cies. IG fuinds have been in importan! 
catalyst 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 
develope~rs, credit institutions, coop­
eratives and other self-help institutions 
oriented to the homeowner. Such 
groups play key roles in providing

'44q home improvement credit, low-income 
shelter financing, construction and ma­

low terials supply and marketing. In the 
P .- field of urban development, the office 

,encouragesincreased )rivate sector 
. roles in the operation and maintenance

S .- 'of 	 water sl)ply and wastewater sys­
' ".. 	 , *. t"... rteis; local development planning; im­

provemient to cap~ital markets through 
the development of private savings and 
loIan systems, savings mobilization and 
establishment of secondary mortgage

" : , markets; and job creation. 
, I 41rOverall, the IG P. )grain strives to 

promote private sector participation
by helping governments withdraw fromwill expand the hank ' operations into In addition, the emphasis on the direct roles in housing production and 

rural areas and help stimulate growth indigenous private sector creates op- finance. Long-term loans from the U.S.
of small-scale enterprises in Thailand's portunities for U.S. businesses. Revolv- )rivate sector have helped develop
rural agro-in(lustrial ;ector. The AID ing fund projects use U.S. technology, long-term mortgage lending in many
loan provides a partial guaranly of banking and other services, countries. The resulting decline in 
$4.7 million of local currency lending OffIce of Housing and Urban Programs housing subsidies has helped make 
by Thai Danu to the 	target group- the low-income housing market more 
businesses with less than $250,000 in The Office of Housing and Urban attractive to private developers and 
nel fixed assels. Subloans will be lina- Programs (PIRE/-I) administers AID's financial organizers.
ited to $130,000 per )orrower. A lousing Guaranty (IG) Program, the 
$50,000 AID grani will help the bank Agency's principal inechanism for pro- Office of the Private Sector 
train its rural branch personnel. viding housing assistance in develop- Coordinator e Serum Institute of India: Under a ing countries. U.S. private commercial 
loan to an indigenous pharrnaceutical lenders extend loans for I-G projects, The newly created Office of the Pri­
company in India the borrower will which are guaranteed by AID and the vate Sector Coordinator is responsible
(level p, )ro(luce and market vaccines host government. Over $2 billion has for augnenting Agency efforts to pro­
that prevent diseases prevalent in been authorized by Congress to sup- mote greater U.S. business and invest­
children. port AID's work in the shelter sector ment activity in developing countries

New investment ideas currently be- of developing countries. Additionally, by applying AID's diverse resources. 
ing developed include venture capi- PRE/-I has played a key role in estab- As the Agency's direct link to the 
tal, secured financing, employee share lishing 	private savings and loan sys- U.S. business and investment commu­
ownership ind mobilization of indige- tens in most Latin American and nities, the Office of the Private Sector 
nous institutional investor resources Caribbean countries. Similar efforts Coordinator advises entrepreneurs and
such as insurance companies and off- are under way in Africa. 	 potential investors on structuring joint
shore corporations with local currency In most instances, HG projects are venture and direct investment projects. 
resources. designed to encourage the private sec- In providing such assistance, the of­
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The Private Enterprise Initiative emphasizes
that creative policies can be successful ifthe 
developing country has the capacity to imple. 
ment the programs. 

t, SCA,',,ts a e'inghise of inlor- Within each regi<d Inala ( ogv. reCaa the prite Et1i)erp)rise liulitiv tha11n
 
I latiI l the i trios tiiiicJii plri:ate sc'tor' (lVehCIl)eilt OticeCCO- (oes the Ecomomic Sul)l)orlt Fond. DA
Nal-is lo 

alvailaitbl r11.oogh ordinles
collilmr'cial Ilaiks lthese ctMivilies with those 
 activities are l)redoniiiiaitlv l)ihltfleil 
t Itihhic fitilltr It'lIh.rs. The ill- oflthe Iissiols. or regional inscol)e and stlll)()rt spe­
ttxatixt' Ijoi:tle t'chr coordil .1iaioll 
 cific areas Illassistance.
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foreigm ecolomiic aid )ogramis, gwei- Ph1imiing,: (3)IhcllhaI-I I'AlIck'flti 
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Mich i-tterPrivate Enterprise and the l,,ce. xi llp,) cti ut ries anrd (5) iriv'ate. Sech '.ElierL.g'1i1,I
 

share 
ill ((oloillit' Ie.S. Incollrast. ESI" is adininistered in 

Regional Bureaus -,aise,their standard ,Iliving 1iil Plrivatle uimtrv ()rgamizalios. 
)i') All) also 'Il-

All )'sgoal is to hII) e-ach ii,,SsilI tailor iitlislters the I';cooilic S ol-ilirlFund ct(l)Ieratio wilh ail tirider tie iIpl-
Wit sectrtxotltlltitwoit lt initia- lKSI ),\\hich Iwovideh's grants ad loans icy direction of the setar' of* State.
lix\ ,,to Ioll it'ers .'and (.',]miliolms amd to coiltt itics of s lteciainltelst to It , The Ifnd Ipromotes both sho'- and 
ht stlletlllf i\ tialhigor, \ili host L'ttiltil Slates. lolg-lterll ecotllin til jtlicta sta­
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rlrmixxinIrtil iOw '.S. boJitti,"ss auld Ii- th lImi o ciital traiisllrs.hlichicttl of" tlil l'iscaml va • 1987 AI) himhget.
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Future of the Private Enterprise Initiative
 

n its 1985 World Development Report, the World Bank 
emphasized that "many developing countries have al­
ready made policy reforms that.., give more scope for 
private sector activities' The bank declared that to de­
velop their full potential, LDCs need policies "that pro­
mote trade, plus a stable economic and political environ­

ment 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 
part 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 means of promoting faster, How the Agency will meet this chal­
sustained economic growth. lenge was explained in its 1985 policy

Ilowever, because statist approaches paper on private enterprise develo p ­
to development have been entrenched ment. 
in many countries for decades, it is The overriding goal of the initiative 
unrealistic to expect a reversal of poli- is to promote the establishment of a 
cies in a short period of time. Never- general climate conducive to LDC pri-
Iheless, the Reagan administration is vate sector development. This involves 
convinced that the present global swing much more than financing individual 
to private enterprise will continue and business entities. Rather, the Agency
accelerate in the foreseeable future, seeks to establish viable competitive

AID, through its Private Enterprise markets and expand I)fivate enterprise
Initiative, intends to play a major role in LDCs, leaving most decisions to the 
in this international economic trend. local entrepreneurs, who are best qual-

ified 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 programs annually, 
starting in 1987. 

The Agency's promotion of the pri­
vate sector should not be confused 
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t~e ft o with markethe tre AII~s 

fm~aign to encourage coinpet ition 
ii t enltre necti nl act init vchallenges 
iio-coii)(tit ie capitalist' as well as 
statist ecoin oies 

Th ere ire In)ret's ct ito s iii lh e ty;pe 
of"assistance'thatl the Agency'%II515 inl 
)rtonioiiig the Privatfe Eh'trprise hiii-

tiati~e. E'SF, developnieimt assistance 
and P.i,. 18t loans or grants are all 
at)i)ro)riate wax's thi S~il) t rt i I t\'fe 
enterrise dtevth)i)in .All) also) in-
teeids to exlnd its t'uitl;acts with tihe 
U.S. business oimmniiitv aiclhe pri-
vat e sec ttr e rse; s. All) ildreaty Ihas 
funded programs that link Iprivate 
voluntary orga .at nions ith multi-

The reliceon i bhePrate the Aoordnore~vt t tern brwllh n 

anti U.S. business in oninfact urfng 
and agrilmlsiness as wellI as such fun-
tional aeas as Ipoductivity improve-
nient, ioductl(lesign cost accomming 
as (1 arkdeiin.e t 

internal training and edlucation of 
All) staffT, int Wa'shingt, DI)C., anod 
the missions, ae key goals o! the Pri-

wate Enterprise In'iiie. \\ hile AID 
t ii i dIt t es t'(n h'tract e lte n,ivyell withI 

the p~rivatfe sector, there is no substi-
ltiit for the fll coniltient uf its 
p~rofessional career sT to the further-
amice if conmiii cIe'elt lii en t thIirough 
ipri,'ae business. There illready is a 
sizeable cahre of AlI) perstmnel who 

creased through seminars and other 
training aidls. 

A better usC of development assis­
lance funds wvillbe fostered as thme 
initiative iii t ires. tahrgeted areas in­
elude lbetter coordination with the U.S. 
dhirectors of multilateral development 
banks, more coordination of funds and 
programs with other (lonor countries 
whose develoipmen t goals ci cicle wi th 
those of AID);andI a closer partner­
ship arngfement with U.S. corp~ora­
tions in order Iti assess Ibusiness op­
)Ort uni ties, c mab ilit ies a'ouc ieedIs iii 

key overseas markets. 
A number of lessons have heeni 
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learned in the first five years of the 
Private Enterprise Initiative: 

0 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
vate sectors to bring about sound, long­
termn economic reforms. 

* AID should focus more of its as­
sistance in areas %%,hereit has the great-
est expertise and the largest resources, 
e.g., P.L. 480, Commodity Import Pro­
grais (CIPs) and Ec~onomic Support 
Funds (ESF). As this report shows, the 
Agency is becoming more innovative 
inl using tradlitional funding sources to 
further private enterprise, ulit it has 
just lbegui to explore the possibilities. 

0 AID mutst make a long-term coim­
mitment to the Private Enterprise lIni­
tiative and be prepared to make mis ., 
takes and accept failures. In the United 
States, k'iir out of' five nlew businesses 
fail in,the first three years. Ai equally 

high percentage of lhe LDC businesses
 
that AID assists will probably fail as
 
wvell. Bumt the Agency must not falter
 
in the face of such statistics. The nota-

le success of, Thailand's seed indus­

try, which came after five years, prows
 
that the long view is absolutely criti-

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 
purpose of U.S. assistance is to help 
the people of developing countries
"participate in a process of equital)le 
growth" and to influence the decisions 
that shape their lives. 

The Private Enterprise Initiative is 
a means to thle end of alleviating pov­
erty, producing equitable growth ind 
givirg peop~le thle power to make their 
own economic choices. It is based on 
the conviction that: (1) a private en­
terprise economy is the most efficient 
means of achieving broad-hased eco­
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 

I 
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t 
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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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