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EXECUTIVE SUMMARY
 

1. 	INTR)DYJCTION
 

This report reviews the legislative support for the Basic Human Needs
 

Mandate and the Private Enterprise Initiative. It explores how the Mandate
 

and tne Initiative complement and support each other. It also looks briefly
 

at those steps that the Agency has taken to implement the Initiative in ways
 

that 	are consistent with the Basic Human Needs Mandate.
 

II. 	LEGISLATIVE SUPPORT FOR THE BASIC HUMAN NEEDS MANDATE AND THE PRIVATE
 

ENTERPRISE INITIATI'vE
 

basic Human Neeas - The Basic iuman Needs approach to development focuses on 

.ne primary of poor in country andneeos tne majority a 	 targets specific
 

oporiveoj groups of individuals and sectors. This Basic Human Needs approach 

is embodied in the Foreign Assistance Act. The Agency for international 

Development is mandated to focUs all of its development assistance activities 

on meeting the ;hasic Human Needs requirements of countries where AID is active. 

Tne Private ELnrtorise Initiative - The Private Enterprise Initiative is based 

upon the belief tnat greater reliance on private enterprise, individual 

initiative and tree competitive markets is essential for the creation of the 

type of economic growth that Third World countries need to meet the Basic 

Human Neeus of their people. There is clear and explicit legislative support 

for every aspect of the Private Enterprise Initiative in the Foreign
 

Assistance Act. The Initiative is, in fact, consistent with almost forty
 

years of private sector development experience in America's foreign assistance
 

programs.
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Basic Human Needs, Economic Growth and Private Enterprise - The Development 

Coordination Com,.ittee Policy Paper, *Evolution of tne Basic Human Needs 

Coiicept", issuec in March, 1979, presents a detailed analysis of how 

complemenitary ana consistent private enterprise development activities are 

'ith a iocused aevelopmIent strazegy aimed at addressing the Basic Human Needs 

ot r{rc;_t contries ana region-, it argues for a creative, flexible and 

responsive a,.,proach that. rtlIlects the neeas, culture and arility of each 

curl', 17.r " :roposltl(on t-hat. s;.u."L rab.e in.rovements in livinq 

skriia:d2 to, poor ;r: :,<. acnievec, witt private enterprise interventions. 

Si. AG~JC Y j. .... , t' h.,'i tii MV JAT'-, AN'-) THE L;I:AT i\rz;-'L:. ::-i 

ne i'iasacae - in 197), .. ", r,.-.,, tJ t: Conarensua:.)riarnoate that it 

i t . .;a a trickIe ",.iz :,:Or. t U ii-':ic tur n .,.-... approach witn a 

w- n -o "akito the "New 

.':'Cl10112 ". :']a1y Of tIL: : , .. tnr It iikne+ n I 297 r(:' lected in the 

tr"ateg, .i h~ntrprls1imrner'nt 1964. 

.Age.c;..... ill _9antc 1984: 

, t; to t.,: lati tlcIt.IVC+ in The 

":IICOUSe Ut Ln - large investment or resources req-'u rea [tc meet the BHIN of the 

X:1+i Z: r. a -,IX: , it_ i clear thoat a ie Itri'v v:x.ro::..', one which is 

1:lultipi-ln ]oLJ opourun-tes, governi;0ent reven'ues, anc foreign exchange 

aI I[!1:r, "i :- r UU O a SUCCC2 , "n . overy." 

The rI:Lac±ve - AID' efforts :,ave focused on 1aentjifv;nc key constraints to 

i .1L cliC' :LS. a:ra,_ O 

tIe go'tr ot tne vate sector 1: In ost countrIes ano re, ions and responding 

tc rose conszratos nrouhn pc.Icj ciaiogiue ann efforts to imorove the way 

LI) rr ets lunction. Tne Burea. ftor Private Enterprise PP) has focused its 
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efforts on developing and experimenting with new initiatives and modes of
 

operation for the Agency in private sector development. The Bureau also
 

supports and suppleiments, wnere appropriate, the private sector development
 

programs of toe AiD missions and other central and regional Bureaus. Both PRE 

and the Agency have taken steps to insure that their private enterprise 

activities are consistent with and further the Basic Human Needs mandate from
 

Congress.
 

IV. CONCLUSION 

Tihe Private Sector Initiative arid the Basic Human Needs Mandate
 

1epL- sift comnplementary approaches to the acrhievement of economic development 

that st ress itwow-th eqLuity. Both ot tnese ideas are firmly rooted in 

clear statements cf Congressional authority, as reflected by the Foreign 

Assistance Act o i961 (as revised). Both give the Agency and the Bureau for 

Prlvate 1knt-tt-v' s: I tremencous amount of flexinility in developing policies, 

projects ain programs that best reflect the needs and problems of each country 

ann reglori. 

4,tn nis fiex-.Iility, however, comes the challenge of balancing and 

understannlng a fMlJTL of diverse issues. Both the Agency and PRE have 

recognizea the wor,. rc- uired to increase tneir ability to effectively maximize 

the pute.iai represented by the Mandate and the Initiative. Much has been 

done, but the challenge of developing successful private enterprise 

development programs and projects that help meet the Basic Human Needs of poor 

people is substantial. The creation of the Private Sector Revolving Fund 



-iv­

marks a major step in the evolution of the Agency's effort to identify and 

support self sustaining development projects which actively involve the
 

private sector both nere and aDroad.
 

W4hie th:is report reaffirnc tnat the Agency is on the right track, 

it will oe some time oetore we will knud how successful the Initiative has 

been in hastening trie im.provement of the Basic Human Needs of LDCs. 



In 1973, Congress enacted the "New Directions" amendments to the 

Foreign Assistam'e 
Act. These &endments shifted America's development
 

assistance mandate from one that was based upon a 'trickle down' approach to 

one that focusea on meeting the "Basic Human Needs' of the poor majority of 

oevelozin countries. in 1981, the current Administration created the Private
 

En.t-erpse ntiative as one of the four primary tools that the Agency for 

1ntn' t± ! ouveiOplopent woulJ use to implement development assistance 

act2.vizies. ris reviews legislative support for both the Basicreport the 

hur an [4eus iandate ana the Private Enterprise Initiative and explores how the 

Ilandate ano tih initiative conmtlement and support each other. It also looks 

briel1 at tr-ose steps that the Agency has taken to implement the Initiative 

in ways that are consistent with the Basic Human Needs Mandate. 

Tnis report was commissioned by the Bureau for Private Enterprise 

(PRE) as part of its continuing effort to assess the Basic Human Needs 

aevelopiienta1 i,;act of its activities. This effort flows in part from PRE's 

nesignation by tne Administrator as the Bureau responsible for formulating and 

coordinating private sector policy within the Agency. 



- 2 -


PRE reels that this is a particularly auspicious 
time for a review
 

and restatement of the tenets upon which all of 
its efforts rest. Three years
 

have passed since the 
Initiative was inaugurated 
and the Bureau was created.
 

During 
that time, a number of projects, programs and activities have been
 

initiated by PRE and the Agency. 
 In addition, Congress has just given PRE the
 

authority to 
create and operate a Private Sector Revolving Fund that will,
 

through the capture of reflows troin 
PRE investments, 
give the Bureau an
 

opportunity to become self--sustaining. 
 This is a crucial time of transition
 

tor the Bureau. This report will help insure that the Bureau maintains its
 

Basic Hwran Needs focus during the coning years.
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II. 	 LEGISLATIVE SJPPCT FOR THE BASIC HUMAN NEEDS )W4MI 

AND THE PRIVATE ENTERPRISE IMITIATIVE 

A. Basic Human Needs 

lme Basic Human Needs (BHN) approach to development focuses on the 

primary needs of the poor majority in a country. It calls for the
 

identitication of specific groups of deprived people in a country and for the 

developent of soecific plans to ensure their access to a "bundle of essential 

gooas and services. 'nile sone of the components of this bundle may vary from 

country to country, there is a common core that includes education, basic 

"
nelain, nutrition, water and sanitation, and shelter. This concern with
 

jerticair goo<s arid services airected at. particuior, identified human beings
 

dist1nu the BHN approaci from all other oevelopmental strategies.
!shes 


rkiule BIHN reflects an intent to remove mass deprivation, it is not 

just a methodology to identify impacted groups and to supply them with 

specific goods and services. BHN is also a philosophy of development based in 

part on the self-defined needs of the poor and dedicated to a significant 

restructuring of how the poor majority participate in the economy of their 

country. Tne philosophy of the BHN approach can be summarized as one which 

'is oesigneo to improve, first, the income earning opportunities for the poor; 

second, the public services that reach the poor; third, the flow of goods and 

services to nx.et the needs of all members o1 the household; and fourth, 

pdrticipation of the poor in the ways in which their needs are met. All four 

[of these] 	pillars must be built on a sustainable basis.
"2
 

This Basic Human Needs approach is embodied in the legislation that
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defines the mandate for the Agency for International Development -- the 

Foreign Assistance Act of 1961 (as revised) (FAA). Section 101 of the FAA 

states, in part, that America's development policy should emphasize four 

principal goals including: (l) the alleviation of the worst physical 

manifestations of poverty among the world's poor majority; and (2) the 

promotion of conditLions enanling developing countries to achieve
 

self-sustaining economic growtn with equitable distribution of benefits."
 

In Section 102(a) 

Congress ueclares tlat the principal purpose of U.S. Lilateral
 
development assistance is to help the Lxor majority of F-Coo-e r:
 
developing countries to participate in a process of equitable growti 
through prCnuctive worK and to influence decisions that shape their 
lives, with the goal o! increasing tneir incomes and their access tc 
puDlic services which will ena.oie them to satisfy their basic needs 
ann ieac lives ot decencv, dj.gr.itv, ano nope. Activities shall be 
emprasizen thrat effectlvely invo-vt, tre oor in development [/: 
exipalluln" thui[ access to t: uconamy tnrough servic.s an.: 
Institutio1ns at iocai i1creal;ing Iarticdtio:-tne 11vel, their 1r, 
the ma :i n ot ,Jecl ons tnat at! ec" tneir lives, increasll( 
iaor-intensive projuction and the use of appropriate technology, 
expanding productive investiment ant services out from major cities to 
smeill towns and rural areas, anc otnerwise providing opportunities 
or the Door to improve tneir lives tnrough tneir own erforts. 

The FAA cl-arlv artic-iates Congress's desire to focus ,,rerican 

oevelo::~en sa.i>clrt o countries wincn r.rsue deveiop ent strategies designed 

to t oasic hman neecu; ann acnieve self-sustaining growth with equity.' 

:r-ieisliatin stresses the neec to have a "strategy that aims to insure wide 

:arrici:i icra o: *he :ror ~n tne :)enefxts of oevelopment on a sustained 

oLaS.'It cz:op:s in essence, tue rationale for and philosophy behind tne 

BHN aoxroacn to aevelopmnt. 

Congress rias articulated a nurer of principles for the 

implementation of its goals. Too of these principles are of particular 

ilortance f'r trn purpose of tnis study. "ese are the two sections that 

spell cut now Ard's effors shali be focussed ad how success shall be 
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measured. Section 102(b)(4) states in part that -

Development assistance . . shall be concentrateo in countries 
whicn will maxe the most effective use of such assistance to help
satisfy basic human needs of poor people through equitable growth,
Pspecialiy in those countries having the greatest need for outside 
assistance. .
 

It calls for tie President to assess tne cczmiitment and progress of countries 

in moving toward tne oojectives ano purposes of this Act by measuring the 

foliowing:
 

iA) increase in agricultural productivity per unit of land though 
smin_ z-farm, iabor-intensive agriculture; 

kBJ Recction of intant mortality; 
(C) 	Controi of population growth;
 
tLi 	 ?romotion or greater equality of income distribution, including
 

measures such as more progressive taxation and more equitanle returns
 
to sx7-! farers;
 

E) Reduction of rates of unemployment and underemployment;
 
(F) 	 increase in literacy. 

• nex: steu:ion, Section lV2(r2(5) states that -

u.S. uevtliopmuent assistance should focus on critical problems in 
tnose functional sectors which affect tne lives of the majority of 
the [people in the developing countries; food production and 
nutrition; rural development and generation of gainful employment;
population planning and health; environment and natural resources; 
education, development administration, and human resources 
developaent; and energy development and production. 

It is important to state that meeting a country's Basic Human Needs 

is not a distinct development strategy in itself. It is a major goal or focus
 

of development which can be, ano has been, achieved through a variety of 

development strategies. It requires an intimate 	 of
understanding the
 

particular needs and constraints ot each country.
 

"A basic (human) needs approach to development attempts to provide
 
the opportunities for the full physical, mental, and 
 social
 
development of the human personality and then derives the ways of
 
achieving this objective."5
 

"A development strategy guided by the goal of meeting tne basic
 
(human) needs of the poor points 
to a different composition of 
products and choice of tecnniques. A strategy to make income 
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otheZ to of 

trade, to foster private initiative and competition, to encourage the
 

efforts of couricries increase the flow international
 

development and use of cooperatives, credit unions, and savings and 
loan associations, to discourage monopolistic practices, improve
to 
the technical efficiency of their industry, agriculture, and 
comerce, and to strengthen free labor unions; and to encourage the 
contrioution cf US enterprise toward economic strength of less 
developed friendly countries, through private trade and investment 
abroad, private participation in programs carried out under this Act 
(including the use of private trade channels to the iraxir um extent 
practicable in carrying out such programs), and exchange of ideas and
 
technicai inrormation on the matters covered by this subsection. 

(D) 	In ordez to encourage and facilitate participation by private

enterprise to tne v:xiinum extent practicable in acnJeving any of the 
purposes or thiis Act the President shall ­

(I) 	 iK e ar rangeq nts c. find, and draw the attention of private
enterprise to opportunities for investment and develolmxent in less 
developed counries an" area; 

(.) 	 to tre ir~ximum extent practicarle carry out programs of assistance 
th rcu,g i r:.vate channels rnd to tne extent practicable in conjunction
wi'Ll local private or covernrnentai participation, including loans 
Unuer Ce ot. Section to any individL;a], oraLr*nority 122 corporation, 
otCr ,ocvO mersonIs, 

(6) 	 taKeconfi-scation,ra:.seiur of discouracie nationalizatron, 
cizure of owners.n or control of private investment 

n cs_ cmno or o,me- actions, tnavina the effect thereof, 

ar::r. steps LI	 expropriation, 

unaer.aken oy countries receivLng assistance under this Act, which 
divert avaiiaDle reso.irces essential to cieate new wealth,
employment, ano prosuk-tivIty in those countries anc otherwise impair 
tne cfmn:e for new ::rate investment essential to the stable 
economic erow.-, an3 	 Ceveioomentthoseof countries; 

(7) 	 utilIze n..er racricale the services of J.S. private 
enterpr ise. 

(8) 	utlize wjoerever practicauIe the services of U.S. private enterprise 
on a c-st-zlus incentive fee contract basis to provide the necessary

skilis to develop an operate a soecific proiect or program of 
assis-iz.nce in a less develoed friendly country or area in any case 
in wnicr. oirect private investment is not readily encouraged, and 
provice w:ere appropriate for the transfer of equity ownership in 
such 	progect or prograni to private investors at the earliest feasiDle

time. 

Tne 	most recent statement of legislative intent regarding Basic Human 

1,eeds and the Privaze Enterprise Initiative can be found in the newly enacted
 

legislation creating the Private Sector Revolving Fund. 
 in mid-1983, Section
 

10b 	was added to the FAA. Section 108 (a) states, in part, that:
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L ap r p i 
(G) ar prmrl ie'e o making available to. Sa1ll busiess 

V.~e~ie and, cooperativesiinecesary supporb and services',
whhich are no~terieieerlyaalbe" 

itisipssible to,'read the, FAA anid not: notice ho cnrlo a role',,1 ,,, 
Cor wsnts pivateenterprise-&effa to jly hein countrieslv]o 

-s~anabl strategies to ' grow :ua n e hei'BasicVHuma oedsdtbe 

paop 12. Tetques ion , tnen s "nt,we .e'r, privatOe'enterdseL efforts,are 

http:maxiMze.th
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allowable. It is, what type of private enterprise development efforts will
 

Dest serve the needs of the host country in ways that are consistent with
 

AID's BHN Mandate;, 

C. Basic Hwnan Neecis, Economic Growth and Private Enterprise 

Near the end ot tie Carter Ad;mni st rat io , the Development 

Coordination Coirunttee issueo a poilcy paper or Basic u]man Needs that we 

tound to be of particular value in our ex1 ndsatioa of how the Private 

Enterprise iniLiative and the Basic HuiTmn , ,ndat comp'lement each 

other, This pacer, "Evolution of t.ht, LLisl- H , -: J.s Conofill / focuses on 

the so-calieo "c.icnotomy'" L'etwter, BE;h and cr:>ar deve1opnemr strategies. We 

find tne paper's anaiysis and conclusions t , of such creat significance 

tnat we have incorooratec part oi tner. as ".sis s..io of ojv .ort. 

"Growt-., arno BH1-' oo-ectives are ;ict sn a.at*- anc clstint. Growth is
 
in fact a vital component oi a BH:i ceveio r strategy, wltn the pattern of
 
growtn oeing the criticai factor. A B:. oate-,: oc c:owh is one in wnicn tne
 
benelits ot increasec inco72 anc ootot are eu, ta-ly distrinuted primarily 
ny the growtn process itself, ratner thja retisr::iouted through tax-transfer 
IiL-cndnis, s. Tnis Drocess is qost likely e sacuea& when the pattern of growth 
provides for fuller ano more productive e.oloy:.ent of human resources,
incducing the poor -- tnose who cannot :ner .etbasic neecs. A pattern of 
growt. in wnich scarce capita! is con:entra:ec in only a few "!odern" sectors 
tnat account tor relatively l1t:le ic.1 :eni coconly results in skewed 
incocfe distribution anc tends to make litle or nr con-ribution to alleviating

scarcity of essentia. oocs or services. 

The &ii, amroacn offers two oenera r:':erra for appraising patterns
of Qro.;th; these allo" for consiceraIlte variet' an :he oattern of investment, 
sectoral priorities2 and urban/rural emohasis in individual LDCs. 

- First, a B- Dpattern of growth sho:Ic Jn most cases include rapid and 
broadly-baseo increases 1n t-e volme and product ivity of 
enmloyment. It is conce:ivaole ma: mre wealthy countries -- for 
exaA.Le, those with relatively larcge mperolec. reserves --- could rely 
on redistribition to raise the inco es of their poor, at least for a 
wfiile. In rxost developing coiintries, nowever, the scope for 

redistribution is quite iLTiited, and hiaher incoes for the zoor can result 
only from increasing tne snare of the poor in oveia3l growth throgh increased 
amd more productive enploynent. 

Second, tne pattern of growth in output should provide for, but not 
be limited to, adequate supplies of goods and services - food, 



he,,al service ec.-ta ae re Ls 

more accLr y rized 'as investmen inhanci 

thu'cotibutet6 ogr-erm cm growth throughI incresdlo 

deevxetstrategy: can tus~ be viewed as'pa.e nso 
generait strategies thtprooegrot wih, equity. , I rcgie 'tha gofh
in earned incom of the is, vital,, but thati such incomue ,g rowth imst be 
mtc dby increased availability of and s-eoodCs satif.,bscg s srv that 

'neds, aricularly in:low irk&e countries," this jtean that iDJCSan donors
need 'to, be~ 'concerned als about, ;increases inprduioa suly an 

accssbiltyto~ the poor of the oods and services -that are essentia to:. 
2,, 

~ . The 7criteria that cani be'used to' assess patternsof, groth! have, 
concrte plicy inltr oneS, bu teyaso leave , roam fo substanti al 

~ariation~v among conrisi paten of production and allocation., offrin,:, 
cr~o can be eclded a .priorias a legitinae 

target for eonu asitac under a iBN straegy.-; On the~other. -ad,, this­
doesno imply that econoic assistance needs: to~be to all, sectors-,-extended 

-isThe setoral' choice oneZ tiat~has to be n -oen a caointry-by-coun ry~bSIS 
takin; nto account Suc factdrs~as donor caailities, eJlative,_selcal' 
needs, the :iirortance 4f p i'cu lardeelop'I~n constra ints,- etc vWhether ' 
giveni 'sector is fsuitable 'for economidc assistance', depends 'on hwsbtni 
tne -iikages arfe bIetween assistance to tesector adachievement -0 BH 
a jectives, compared with alter'na~lve uses, o astac.Tese. la gs, can"1_ 
be aalyed accbrdingy'to bdth income'employirent effe t and, prjluctiorrn ee ts 

4tirepect) to andi 'employ 
Mos ~f~Ae ~pec ly~ in countries, are lJocated_ in, zrural 

.With ewploynent incomie, -all sectors ar. 
oor iw-income 

areas, and' depe- d, drectly r- iniecl on agiut~_,orh6rJvlh6 
~nee~.isVno resuirti7on, in aBH aproach jthat aricult re i h n~

productive -sector worthy~of' ssistance, hwve; 'ncreasn p 6hect'itasing trecupruuhowever;
f~ UK- poor engaIged inagiulue sony one "approach'to' the oI -' ­

problm. ond~e1r- is.expansion of, iandintensive[ in ustry, epcia-T 
smnal -scale., enteriprises, ,~ sr~ xasin nwhichtendsk to~, ubstanti1al-

eji~l'yirnt, Tisoptonis~particularly irelevant inThd~dle-&n oe countr ies,i 
p ofthe poor is likely- to urban areas.,~ortion 1oadn 

Z"",Ther a~e othier,exaniles: 

Activities that -rploy~ the aces pcr su s li wok 
,programs, cas ontiue oh: t m zadCIthI,&ea io of 
ned irif astructure.-

Cer :A~n seors t-way , rov inPj tssetPrduin oess
'hat~po un.skiQ l , wthou, t isbi~~ -nesv 

e qeg. sira le rgets, 4 ora i oreig.. Ttheizeare 
asse ,.,,E appro'aciprovid, Ccntib -ian~ro X 

cvysent~~g md ei n.onae
 

mom 
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- Activities tat, provide productive emlymn depen on varibu ty
of'nfratrucure. Improving infrastructure whichi ul tinat2y makes ", a 
significant' contribution 'to labor-intensive,, production is' an 

appopdriteuse of foreign assistance undezr a BHN approach. There is 
~no presumption tha thsnastep only; Lhe poo, so,~
long a's the benefits tot the poo6. are: demostrabl large. 

Ontepouothe ie, ovusapach is to allocate dolnestic 
resources, .aidforeign assi.stance' to produing~ food,~water andT sanitatibn,7 
"hosing, healt .'eucation,. etc.J prdcto oftee aiHoer'. 'aeut ' sevics wll
good an epend, on inaterial iput (friie, uilding.mterials,, furnishings),~puoic&services (gricuiltura reserchi a1d extension, 

foreign' assistance: my be eeded.beyond thecore secos, In -some c=utries ~ 
thDesl approach~toT adequatef oo supyL etlzr n'b ,0o 

r achieve imprtn BH ojcives~ . t" ,­

imorantin 
bukilfthe" world's poor are" in lo-~ncom~e countries ,where, "poverty~ is 
pervaiveand1 the problemi of meting 'bsic nees is tone o~f !economy-rwid 

secorsb my chevig bsi nedsobjectives. In fact, the 

Jpr~ortibNS. Therefore' since the' overall pattrn 'of growth is,'keyi to , he 
success oL a BMt aproach,, 'assisanma n soecses he mot, efective in 
BdWli termI wen: 'd ietdtwad h cooya whole, rather than. tclwards a 
sgpcif ic setof.' f~ectiveness in suh Ijcases' depeids lcrucialli ion'- thje
instkiutionaj.1 and p~olicy- setting of 'the country. Where these ares 'srupportive'
'ot BHN~objectives, assistance -proided~ as a~genra resource~transfer rather1
than targeted. obn' certain sect ans effectively further~ hs ueiie.~ 

J Were countries 'are, prepared,-to make st -lead ,to 'a'~~icua] "reforms ;that, %,4i 

pattern -or - grjowth conciucive , to inreasedstisifacton- of :basic need
 one 'characterized brjid~ a~'t ~i n '~' eased 'availity, of 
ess,-.EtiaI godsan sevcs,assisace' that encourages~and suprts' thr & 

Ii.reforms'servys tzhe puoseo metn4arnes 

~Because th-H aprac is ocre wit ssainabile inproveuent
in -living,standards ariong Ehlt , the inpa Od te of sae, :rolicies,,on poor
programs,' andprojects can belner-term rah ~bniueiae indirect 

ihrtandirect, and- non~-e"c~lisive kte i a exclusive.- _So long as'this 
,tere, -Y_is eifiable' and ulcimla y sgiia is no,- reason":oreinasis usbe iocussedoy oni 6iret Ct adVitiske 

c~ndtio s t-dev~lopx corhs ~ d that' ,isievl ent,'plan
in rnay _:onsisten, reles v1 ues,: and prori les of the populatiap, 

e4eements,,,ot:be P1 and the ve. 
peu. areas.cof rphasis fo rs does unul i -ki

A,, However, ,where,- don i's 
can irc, a tlya'ef 

totsmzthat e poh'o. and,,'h eos' 
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gzowh.Aphewie,-tnere~ is-a danger 'of reverting't ub~~e~6 
trickle--dn~ experience of eps. 

The pahadv~cated by tspoicy paper gives rthe Agency tremeundous 

fleibiit indesgnng roect ill, help improve the~rivtesecor tht 

Basi Hwan he LDCs. It~is~ not, however,4 easyeedsof oormaorityin an 

path to walk.~ It requires sensitivit~y to the culture and asiain feach~ 

host country, and an awareness of the difference beceen a medium or ~long eer-m 
BHN with. groth strategy and th now discredied trickle down approach it:~ 

'~a SOL-reguires Qa far " reaching macroeconomic and industry and competitive 

anlssof target countries adr-incmie with an exhaustive anialysis P 

~ of tne country or region's key Basic liuran Need. ,If all- of this .is donthe< 

4+policy~paper has demonstrated the "creative and supportive -coninection~ between 

temnae'and the initiative.,4 ,.&, 

iirortnL.t~~ eplii~~y.~~ ecgnize the philosophical and 

cu of Hutman Needs mndate and -Private Enfterprise~'lturalimliaton 'the 1 iasic 


~.Intiativ efforts oni' another t'Ie1vel. C They 4both reflect this countryj's:
 

- 'coniiitrnent to support them developmnentalI efforts of thiose 1countries' which share 

our values~conering4the .rights, and freedoms o~f ~'the -indvua to grow and 

' achiev hsor2har. maxim potntiai BHN4 atte'ipst-tnsuetathpors 

membe'-rs of a ~n r o asdoe siseonmy progresses. The 

Iniiatveattemp~ts to insure that these samne 2poor individuals are able t 

Zfully a dynamic and growl'hg'private sector.-IThe role 4andyvalue, ­
patcpate in 


of''h individual- is central. to both, and that focus is, ufrtntly o
 

-,shard'b 11lcountries-. ''~.­11 

A onrylsc~ tr~advb inlpact on how 

i s to iurplement effot ter leveBHN.fcsed, developmetal eon 

oripct When researcners 6ok-for. ex lsof BM. foc sed growthl 
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strategies, they normaliy cite 
the experience of Japan, Taiwan, South Korea
 

ano Singapore. 1t is unclear whether ofany these countries were aware that 

their approacri to rii devtilopment of their economies basedwas upon a focus on 

tne Basic Hujmn Necs o_ telt poor majority. What is far more likely is thaL 

their developuent strategies were a reflection of their cultures; cultures 

wuich coinoinet: a stronu sense of communal respxsibility and respect for 

individuai init:ative. _ne must also not ignore the impact of American 

infiuence f,.ou or role as a mlitary power after Wo:ld War II. The 

occupation ,, Ja;an and the military presence and assistance to South Korea 

anu Taiw .qave CxUCtrv atlsat, to, XoLotunitv heiJ beliefort ,orstrongly 


in the iz')orrance of ten :vidl. 
 There are very few other developing 

countries, w....re r.e _on Otir culture and our direct and long term 

infiuenc e simr ar. 

Succe,.;s, tneri, , 11 no cur, easy iT) tile future. Tle im4pact of 
.rilt [rt t u urL[,.u VcuesO£, t ':o." 'i u t't' OI cvroi.li~atiLl and( 1t5 cI! Lt..ll~thl,d t red~ n CiJiy rdi! r, .'-fiL t 1t,-l 0! IL 

tue rdciicailv en enerc i: con7unodty pric, structure since the 'Aj's, 

ana the ncreasinc . zatzon and interdeoendece of the world's economies 

will require even grec~>r: :teut.ivit, and discipline for countries to approach 

the economic success of J ia-, .Taiwan, Soutn Korea anu Singapore. This also 

means that how AID anc ?RE implement -,he Initiative in response to these 

challenges .,;ill determine their ultimate success in helping to create or 

support economies triat are able to irprove the Basic Human Needs of their
 

citizens. 
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III. AGENCY EFFORIS TO IMPLE'NT THE MANDATE AND THE INITIATIVE
 

A. The Mandate
 

In 1975, AID issued a report entitled "The Congressional Mandate:
 

Aiding the Poor vYority."9 We found many of the statements contained in
 

tne Agency's primary esponse to the "New Directions" legislation eight yers
 

ago to De very hlp:1l ini our analysis ol PRE's efforts to translate the
 

LfntiaLive 	into policies, proc3ramns and pr'o-ects. 

The report stat{c tf t "AID has a lHkmldate from the Congress to help 

tne poot lmi3uority in, deveio-ing countries raise their living standards beyond 

su tistcnce ievels. AID p raTL arte to he concentrated in the major problem 

areas ou tooo and nutrition, population and nealsrh, and education and should 

"I0ix- rar 	,ec ny the involvement of the poor in tri. development process. AID 

defined 	 -. poor t, include anyone in A:D's recipient countriesije 	 ;iwjiority whose 

income 	 falls Dneiow $!U 1r, 1961 prices. . . (or) anyone who lacks minimum 

acceptabi e nutItion or neait', status . ... AID estimated this group 

to ne in exces-s of 8[0A r Ii or, people in 1975. Current estimates suggest that 

this class now t:x-ees-s I rillion people. 

IiI 0IsCuss 1. ,ho. hiDL coula have a mo-,ningfu] impact in helping so 

many seonle wIts) its ilmiteu resources, ;he rep)rt stated that "whenever 

possiole. AiD sjpport muTSt ne part of a development approach conoucive to 

tie broad-tasea systemic change needed to affect the lives of the poor. 

Constraints to development in the economy, society, and politics of the LDC_ 

must tx identified ana a package of coordinated policies estaolished to remove 

or weaken those imoediments.12 A key element of AID's current Private
 

Enterprise Initiative is the identification of key constraints to the growth
 

of private sector led uevelopuent and the creation of programs to eliminate
 

http:imoediments.12


U 0, 

ItatAIDs<efie n1975,that th par ti ipa t~ aasso 

Mndate~ reflects th o essioia view tla AI xedtrstiudrpeet" 

not~ cou~mer, handouts with temorary thoughb beneficiai zmipact. but invstzep 

in~popl ~ysof ininrae cpct to produce, the~sine Wqa non, 0t-at 


the avl~n cutis 17,n efforts to sustain~ irovements' in~ 3vjq
 

.standards.2 
4Suport of interventions that, assist~the irivate sector:i
 

inraigtepouctivitr of the people 4of an LZC ~tiu~7oeriii 
 o 

foreign iaid subsidies, in otiner Words, self -suficirotisa h 

cenerf te rie'Entprse Intiative 's raisoni d'eiitr <'> 
In, 975 theAgency #i that "for eac AID-progrtam, or projec 

specific~ targetshoud ~Ie 4set reflectiguaeconr ciromtstances 
-plcis ~, ~ I. nr 14 

aoaas'resources affect payoff' proset.nd' that r 

ultimte' targets include -, upvoverent inidvdal 4incaiate ' eal and 

Ini set inq inca targets, for exazrp1e.' ~ ~ of!pri 
4'eneficiaries shoul'd be identiid an hudas othi 

*others may, benefit 4 inTdrctly,' this fprogram efetvees-mltilhes 

Theei', othng bou te passage of e4 htd years adthiM9o 

~'i~s nthig ~statement t dnfy; 

in as viucb dtail Ias possil h expected 4developmentl iupac and 'benefit-i 

f rom a 'private'sector proj&± 4c'4 

I)ron, toe, productvt of the rra]. sector of'LC' has y
 

bee a'.ijor -goal, of: Am~ k'dvlprgas.7, 


1 -y es res nei ]MjinteJis a'­

of r ar. service .au akri-t
* 
,q odoe os&tu 

1- B r dr 

L 
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providing greater to
access better technology, improved inputs, credit,
 

transportation and other goods and services, 
the scarcity of which now 

constrains rural development.' I1 Tnis remains AID's f-cus today and many of 

PRE's and AID's 
 private sector projects are targeting the same areas
 

identifieu eight years ago 
as being crucial to the achievement of a Basic
 

Human Neeas development strat:eqy.
 

AID's Dotom line respo-,nse co the challenge 
 issued to it by Congress 

a decade ago is best sxnmird up in their statement from its July 1975 progress 

report to Congress on is sL"Ccess in "I Lpementation of New Directions in 

Develoren* :ssistance, "7in tnat report, The Agency same "Because of the 

larqe CAi resourc:s reQuired [to mee< Lthe BH of the poor majority 

in a L'C]j, it 's ciecr tnat a rea.ltnY econytv, one wnicn is multiplying job 

ooo rturtr leb, UoVe rnME.zn revenresc , anc foreign exchange earninas, will 

enhance tie prospec:s of cs~ccersful a Tack on poverty. The Private 

Enterprise initLiative reoresents a focused att2irpt to heip LDC's create the 

"neaiznv 	 eco ;.t,"' so clearly desiredcny the 	 advocates of BHN in 1975. 

i3. Te Initiative 

1. 	 Agency Policy in General 

In i*: Mci; 19d2 p×ollcy paper, "Private Enterprise Development," the 

n its onAgency st, that policies private enterprise development are "based 

on the prA:i:2<- tnit greater reliance on private enterprise in Third World 

oe'elopment ic essential to the effective and efficient ofachievement AID's 

central objective. AiD's central objective is to assist recipient countries 

meet t-ne basic huuman needs of their poor through sustained, broadly-based 
" 19economic 	growth. 

AIO's private enterprise efforts are based upon a conviction that: 
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1) economic growth is central to the alleviation of pG/erty in the Third 
World; 

2) private enterprise is the engine that makes growth occur most quickly; 
3) a free and competitive market environment stimulates private 

enterprise; and 
4) allocation of resources through competitive markets are almost 

invariably fairer and more equitaole, over time, than allocations made 
" by 	 governmernts. 20 

As a first step in designing policies, programs and projects to expand 

thq roIe of private enterprise in development, the policy paper calls for arn 

analysis of those constraints that are innibiting growth of the private sector 

of a L)C. These ii"Y include: 

(.i 	 country T-,aCro-- arid micro-policies which impede an expanded role for 

private enter r s in developmNnt; 

(w) 	 bottien cks w cr h.n]er tne cevelooment of comet tI ve 

we i-:unct:ion,, .r tetS ; 

( 	 t he impac: of infrastructu:e limitations on the growth of the private 

sector;
 

(4) :ne existencE of a financial market system which is insufficiently 

developed to provide local private enterprise with the necessary 

,nveLs'--wnt f;nas fc : expansion; 

(D 	an rnazuate entrepreneurial and managerial skill base to support the
 

grow':n of pvate sector activities in traditional or new areas for
 

the nost coun:ry;
 

(6) low eveis of training and discipline of tne local work force;
 

(7) 	 low levels of technological innovation present; and 

(b) constrainzs wnich reduce t.ne [low of foreign private investment below 

optimal levels. 

As important as the identification of constraints is, it is but the 

first step of a long evaluative process. Before the Agency can even begin the
 



po~_overnrP-ntL.about -the-existe ice-!o . rtanc 

o t cs , n s e u st st ariousi r- o n sfri a i ookv 

rn~ie llvatonoatns onthes imlatin h
 

a-tratvst tb levaino~h 
 osrit have-upon the achievenentK 
o! Basic Hwran ed ols hsi crca~ pont. At everstpoth 
AL~ thenes t~hegency'spoes ofprociative and Mandate beZthe mst 

cocio~ereaJk cordnaedan 

~Tre primary e~hss,_o ;ID's efforts . . . ill be to encourage. 
21
poicy refr, and,.to inprove, tel way maarkets f unction. .refo" thpo~ To help imp~rove~ 

'the lenviroinent for local private enterprise, 'AID will wokto, ipro.v~eth 

funtinig of LDC, marketsby: (1) encour~aging policy reform by the host 

Scountry' s tgovernment'; (2) strengthening institutiaons that serve tepiae 

se;ctor. and. (3) ulipo ing Lrai 'ing and raa;tn eeoj-n


sp)oog n, ta
-rans 

",ill! a6~3dfess hfuman resource aeficiencies irj i'e skill reas. 

AID fldS f't~r~toufrOi% SU*Cb':"oiJN.-i~Cn _4 wifll focus. it s 

priateent-erprise efforts- -- 1) aqriultuj- gritusiness, 3) small' andi 

;I,,1_ scale industy ana 4) o _erteprvlvl sv-ceetrrie.I 

addtio,- th Agnyi ncuaigmissions~to use E-.coomiic Support Funids 

- SF to prvd bra o1he nitiative -- in' suct ,areas as urban~ 

oeeoak2t infrastructure, ~,export, in d~ii)esi inutyo thra sta 

TeAgency is commiitted toicresing the,quality and flow' 

iuechi4al and financ'iai reore oL1.i s doing his, by crea'n 

pro~ ects, to..,faci i ate 'the creation, ,transfe. ''adap),,-aLion,' ,issemination a 

_:se -or,.echnogfqe's ta rai-se-te, pr uctdvityo rr, "' -

costs :to, consuniers, ,,an- kei iesmets mar r e h Ae i 

,so; provide: 1 n iRon qtenl~-us, easrva 0 vesors n 
,o.,- en1 -' tesCjc na nxni 'e 

4 

c 
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4 :~ ~ 

eane ti pFe AIDt staff reogenizt? al ~ec wiing ir,etlyeen-the 

pr~et deveogran prrivaee 	 iay 1982Fl s an&d' 	 cutyin nerrsecto'4>n~cin 1 

'f>Pokkae'the Bu~reau 4 for 	 rpieietfe the following,
 

callenes' at AID f aced i increasing its efforts to, make-'the privat.
 

sector a mrore .poent de~velot-nbt. focein developing countries. Ihey~ include:
 

*The liire anut eiin AD expert~ise 4in ;such' critical 'areas'. 
S as. business ''aagren,, pra- ~seCor f inance~'and mrarketing,

corifiancing. with 4cormwercial bankys and _1,acgain'an Irokering privaze4 
4. .isectoru~sness opport 4 unties; 	 % 

_ 4n iimitec kn6o ',i-qo~tile 	5CThit an~i iar king. needs 0f an~d 
ersps ori in&'genoLs private ftrm.,:_n4

rio~~siracountries; ac 

4, n' ~ack 'O esiilse plce an" poro-cedures witi~hAec ~ 
caevelopipg,'4! ovi an iipr! ?peing eiena
 

~'.4''oriented private sectr-O r~-rsi iey anr n
 

T4ne l1imitedi recenhLexoerience i4n counseln ho",vrnients on.,now 
4,4 improve tne' conitions, forincrasea dmes~ic and frinprIv'ate 

44 F 4tment4* 

4174 

±dCLotuitestifrica'teionj i K _intde an t n~ a a"pimoran 	 h 

'Ia3ap sney n niai ive,. The _Agency, .ha 

f fiqi 1 'QeSr rti _'' r ~ ficers '3is 

4os
rog altoac 	 A D l __]t-no",develiop1 9'a train1n 0' a i n ~ency ,pe e i 

h'siness n nn tools cL.' n ssist dsgnn
 
*-ss ~ni evo a nj ~n egncy
nprram Oeus. 


44	 1' 

orrecaesisprogs en 	 aodto',4roat. oacn o 
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2. The Bureau tor Private Enterprise 

At the center of the Agency's private enterprise efforts is the 

Bureau for Private Enterprise. The Bureau for Private 9nt~cprise (PRE) was 

estaulisned by the Administration to take the lead for the Agency in 

imple entizng the Private Enterprise !nitiative. PRE is charged with 

developing an(m eyxerimentirg with new initiatives and zodes of operation for 

the Agency in private sector development and to support and supplement where 

apypropriate, te privat,. sector development program of the AID missions and 

other centrai and regionai Bureaus. PRE is also responsible for coordinating 

ALenC,* Orivate sector policy and programs. 

in its May 1982 Pnlicy Paper 24 PRE identified three key objectives:
 

(1) along with the host country, ,,jLrnational financial institutions and
 
U.S. private investors, (to) assist in financing productive ard 
developmentally desirable private enterprises in priority sectors in 
LDCs; 

(2,1 (tu) Loring together LC investment opportunities, U.S. and host 
country capital and experienced management in order to transfer 
technical, nmnayerial and marketing expertise frofn the U.S. to LDC's; 

(3) (to) stimulate conditions conducive to the flow of U.S. and host
 
country private capital into productive investments in LDC priority
 
sectors.-25
 

To acco:nmiish the azove PRE is (1) assisting in the identification,
 

develop;en, promotion and financing of projects in LDCs; (2) helping to 

*eLaD~isn, linance arid improve private development finance corporations; (3) 

encozrag-ng the growtn of LDC capital markets; (4) providing counsel to host 

countries on how to create climates conducive to the growtn of private 

investment; (5; creating capital-exporting countries' interest in portfolio 

investments in !.DC enterprises; (6) helping establish managerial and technical 

training institutions to support the private sector; (7) promoting and 

firzancing nsiness relationships between U.S. and LDC groups with similar 

private sector interests.
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Seventy percent of PRE's resources are comrmitted to investments in 

projects in selected LDCs in Asia, Africa, the Near East and Latin America. 

PRE's investment program strategy targets 
 three types of investments:
 

cofinancing of hignly developmental projects with commercial banks and other
 

fLnancial institutions; capitalization of privately owned Intermediate
 

Financial Institutions (IFIs) whicii serve the 
private sector; and, direct
 

investment in select agribusiness, industrial, leasing other
or business 

ventures in LC'"s wnere replication by other enterprises would assist private 

sector oevelopment. 

PRr also assists central and regional AID bureaus by: (1) helping 

with the identification and screening of invescLment opportunities for possible 

AD funoing; (i, :rving as a ca--aiyst to asserie financing for investMent 

on- rtu-nities; (3) proviong ttree types of adivce and technical assis,:ane: 

(ai to nost c Inesn tne area of investen: :xoircy ana establisn-ent of 

financial interm;ec-aries; (oz to wrospective investment partners on de.eioping 

pro3t-cts for AD c=nsideraio 2 ; anc (c) to 11c and private host country 

instirutlons on Duloaing investment infrastructure and providing I-nagerial 

trdining. -n auazrtn PRE has responoed to specific mission requests for 

tecnnical assistance in private sector development matters; su orted the 

creation of iorral sector officer liaison toa "private committee' discuss 

policy issues and specific pio3ects; and participated in the development of 

r-e set-aside program in w-hicn PRE provides assistanoe to selected country 

missions cn private enterprise strategies and pro3ects.
 

In Fiscal Year 19E4, PRE has concentrated on the following areas: 

") Investzmnt Envircrnt - including financing studies on the it 

envirtxjnt in five ouintries, r-silting in r - ms to Lbe cor-cvraudt 
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governments on changes needed to make the environments more conducive to 

nusiness development; 

(2) Capital Market Institutions - including studies and recoimmendations on 

now to improve existing capital market systems to attract resources and 

provide financing for privat,:e enterprises; 

(3) Xanazie.ent/Vccational Training - including development of programs 

addressi 	 : raininu needs; 

'Technoov,,' asfer including _ Jointrar - sUPPort to Agricultural 

Consultative Corporation and International Executive Service Corps to explore 

,vsof transferring agribusiness technology and management, production and 

na.Trtnc ;n ,-how. reszpecziveli, to LLC comoanies for increased productivity 

a. drC3x.ucz improvements;
 

5) estmenri Promotion - incliding efforts to indigenous businesses and 

join: ventures wiut: U.S. ousnesse- in priority sectors, e.g., capitalizing 

orit'c±:[s and direct leri.inq ir agribusinss, healtn/melical services 

del ivetV, a-,Id srrvli/ediLL -muufc,1r ing enterprises. 

P.E's mosz significant cna].iene will oe to create and support 

pr o ictS and activities wnich will have a suostantial impact of the 

a .uevement of the Basic Human N,]eeds goals of the host countries while also 
-- ~ xn a and comiaercially successful private sector interventions. To
'_n',, inn ovative .n ' 1 

helD it walk this tightrope. PtE states that underlying all of its activities 

is the following principle: "we must meet development criteria directed 

toward achieving a better quality of life for tne poor majority."26  In its 

Investment Opportunity Proposal Criteria and Requirements brochure, PRE states 

that "As well as meeting feasibility and prospective venture profitability 

requirements, projects must have a substantial developmenL, impact, for example 

by: generating net employment; earning foreign exchange; developing
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managerial, technical or other 
skills; or transferring technologies. The
 

proposal should document, in as much detail as possible, the likely
 

devel.opment impact of the projects." Finally, PR.E's 
Policy Paper states that
 

project prospectus snould include a statement of 
"Projected development impact
 

(numbers and type of jobs generated, wage income produced, technical skills
 

added, multiplier effects in the economy, etc.)"27
 

While these statements represent an important part of the process of
 

insuring thaL all of PRE's activities maintain the balance between the
 

Initiative and the Mandate, tney alone are not enough. 
 In recognition of this
 

fact, PRE is currently engaged in a major internal effort 
to both review and
 

strengthen those mechanisms that it uses 
to insure that all of its activities 

he)r, advance the elforLs to improve the Ls-.ic .*iuman Needs of tn poor 

maorities in all countr-ies where PRE is active. -. e res-alts of this effort 

wii: De of m3j-r]valde no only to PRE, out to :ne Agency and all developent 

bodies around the world that are cornitted to growth with equity-that are 

co.Tmitted to 3.asic Human Neeas. 
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IV. CreiCLUSION
 

Tne Private Sector Initiative and the Basic Human Needs Mandate
 

represent cooplementary approacnes to the achievenzenL of economic developnent 

tftia stress growtn witn equity. Both of these ideas are firmly rooted in 

clear statements of Congcressional authority, as reflected by the Foreign 

Assistance Act of 1961 (as ievised). Both give the Agency and the Bureau for 

Private £nterprise a tremendous amount of flexibility in developing policies, 

prcj ecZs arnu uLo- that nest reflect the needs and problems of each country 

and region. 

hiiith this flexibility, however, comes the challenge of balancing and 

Unerstanalng a number of diverse issues. Both the Agency and PRE have 

reco-rnizec tne work required Lo increase their ability to effectively maximize
 

t:e potentlal represented oy the Mandate and the Initiative. Much has been 

oone, ou tne challenge of developing successful private enterprise 

oevelopmnt programs and pro3ects that help meet the Basic Human Needs of poor 

people is saustantial. The creation of the Private Sector 
Revolving Fund
 

marks a major step in toe evolution of the Agency's efforts to identify and 

support self sustaining uevelopment projects which actively involve the 

private sector notn here and abroac. 

Wnile this report reaffirms that the Agency is on the right track, it 

wili be some time before we will know how successful the Initiative has been 

in hastening the improvement of the Basic Human Needs of LDCs. 
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