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FOREWORD
 

This document was prepared by the Agency for International Development
(A.I.D.), Africa Bureau as a guideline to its field Missions in Africa on ways to 
utilize and promote private sector capabilities as part of the country assistance 
programs. Nevertheless, we believe that others interested in African economic 
development will find that this policy/strategy provides substantial information 
on the Africa Bureau's major concerns and priorities regarding the role of private 
sectors in overall IDC development. 

-Private Enterprise Office 
Africa Bureau (AFR/PRE) 



AFRICA PRIVATE SECTOR DEVELOPMENT POLICY AND STRATEGY 

PART I: A.I.D. PRIVATE SECTOR POLILY 

A major A.I.D. policy repeatedly enunciated by the Administrator and 
elaborated in the A.I.D. Policy Paper, "Private Enterprise Development,'' 
March 1985, is to strengthen and more fully integrate private enterprise 
develcpment into the mainstream of Agency activity. Policy goals are: 

-- "Fo encourage LDCs to open their economies to a greater reliance on 
competitive markets, trade and private enterprise in order to meet 
the basic human needs of their poor majorities through broadly­
based self-sustained economic growth, and; 

To foster the growth of productive self-sustaining income and job­
producing private enterprise in developing countries. 

A. INTRODUCTION 

The purpose of this paper is to lay out the Africa Bureau's strategy for the 
development of the private sector, which is inextricably linked to the 
development of African economics is as whole. The failure to create an 
environment in which the private sector can flourish has been the single greatest 
cause of economic stagnation in Africa. Accordingly, we must focus our effoits 
on assisting countries and governments to focus the role of the public sector on 
those economic areas which it is best suited to manage, or regulate, and on 
creating an environment for unleashing the energies of the private sector 
everywhere else. This is a long term endeavor, one that must overcome the 
history of colonialism, traditional patterns of donor asistance which promoted 
the expansion of the public sector into inappropriate areas, and lingering 
suspicions about the private business role in society and economic development. 

This paper is divided into two parts. Part I presents the private enterprise policy 
setting. Part II presents the strategy itself as a set of private sector development 
actions in terms of both the program development process and program 
activities or actions. Missions should clearly understand that private sector 
development actions cited herein are illustrative of actions taken by A.I.D. 
Missions thoughout Africa and elsewhere. For formulating their own private 
sector strategies and actions each Mission will select those actions that it judges 
are most appropriate to its country situation and that are consistent with the 
overall country strategy. 
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B. AFRICA BUREAU PRIVATE SECTOR POLICY 

The Africa Bureau is committed to supporting and implementing Agency 
private enterprise policy with a profound conviction that private sector 
development is an essential element of economic development. The 
development of an indigenous private sector is necessary not only to broad-based 
economic growth, but also, over time, to the political stability on which 
economic growth must be founded. In this policy paper the term "private 
sector" encompasses all economic activity which is not performed by the public 
sector. This includes all for-profit firms from large multi-national giants to 
individual vegetable hawkers - whether formal or informal, foreign or 
indigenous, agricultural, industrial or service. It also includes non-profit private 
organizations such aLstrade associations, educational groups, labor unions, 
cooperative societies, PVOs, etc., insofar as those groups produce an economic 
service. Often, the for-profit segment of the private sector is referred to as private 
enterprise. The Africa Bureau views the fostering of market-oriented private 
sector activity as one of the key mechanisms for achieving the Agency's and tle 
African governments' development objectives. 

The development of a vigorous private sector and an expanded middle class in 
Africa also provides the most likel, source of enployment and economic growth 
among Africa's limited options, and offers the best hope of improving local 
investment climates which will induce both local and foreign investment to 
maximize their contribut i01 to African development. 

A.I.D.'s policy and this strategy apply equally to the inlformal as well as the 
formal business sector. Micro businesses that operate with loans from family, 
friends and local lenders typically comprise a significant economic sector in 
Africa. Missions should not negkL- this important soub-sector when evaluating 
how to utilize and promote the indigenous private sector. The evaluation should 
include tile degree to which very small and micro-entcrprises contribute to total 
country prodtict ion and services, and wvhether tile productivitv of these hard to 
reach activities can be strengthened and expanded without resorting to credit 
subsidies. We shOuld work to, yards developing a favorable policy environment 
within which these enterprises will be willing to move into tile formal sector. 

The fact that the Agency and Bureau emphasize development of tile private 
sector as one of the major vehicles of economic development does not demean 
the importance of a rational public sector development role. In every economy 
there is an important role for the government in providing "public goods", 
such as defense, basic education, certain types of infrastructure, research, etc. 
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Small LDC private sectors cannot alone finance and carry out large scale 
infrastructure, health and education activities. The privare sector can, however, 
often participate in such activities and grow in doing so. LDC development 
needs the best efforts of both sectors and we believe (hat A.I.D. can utilize and 
promote the private sector more cffectivelv to enhance ec onlomic deveiopment in 
Africa. Working with private sectors is one of the primary means to achieving 
development objectives; however, working with ti privatc sector ivno more an 
end in itself' than is working with the public sector. 

Central t(; a well-functioning private sector is an efficient pu blh sector. Roads 
must be maintained, legal systems enforced, administrative procedures made 
simple and fair, the value oft he urrcticy iaitained. In smc special cases, the 
most appropriatc use of A.I.D. funds may be o help rationafize and stabilize 
government finances. In other cases, A.I.D. developmentt objectives may be 
served best by working primarily with tlie private sector. \V'hih A.I.1). flnding 
of public sector pr gratns would tot be .lassificd as pri'vate cnterprise 
development, it would be part of a omnprchcnsivc rcstrLt tring of fle toles of 
public and private s-t ors. Ihe rcst ructuritig should incldC privat izatton, 
reductiIt, ofgoverninent dcfluits, icrcascd efciciency in govCrnm1ent,. and policy 
reform aimed at on provirg the private sc to r envirortmcni. 

Most importantly, NIission: should seek practical ways to use IIehc private sector as 
a delivery ichaism for resourcs atid information in A.I.1). prograns an( 
projects. At hcast I) African Missions arc now utilizing private firms and PVOs 
to help implement traditional A.I.D. Iagr icuul oral, health, infrastructure and 
other projects. 

PART II. AFRICA BUREAU PRIVATF SECTOR STRATEGY 

The Bureau and its Missions will carry out the private sector responsibilities and 
actions cited in this strategy to the maximun, dcgrece practicable within the 
varying stages of economic and private sector development that exist in different 
African countries. There are three central elements that underlie the Africa 
Bureau's approach to private sector development. They are: 

The approach of our strategy must be to make private sector development an 
integral part of country strategies; it must be part of the warp and woof of our 
programs and projects. 

The focus of our strategy is competitive market development, particularly 
financial and agricultural markets, through reducing government policy 
distortions, reducing investment risk and transaction costs, increasing market 
competitiveness, and strengthening market institutions. 
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The target of our strategy isprimarily the development of the indigenous private 
sector, not promoting foreign private investment per se. Nonetheless, A.I.D. 
will facilitate foreign, particularly U.S., investment in partnerships with local 
business when it generates significant developmental benefits including
employment, infusion of foreign exchange and technology transfer. 

A. PRIVATE SECTOR DEVELOPMENT ACTIONS 

The Bureau emphasizes the following actions in development of private sector 
programs. 

1. 	 Improve A.I.D. Knowledge of the Private Sector - Private Sector Profiles 
and Strategies. 

Missions must develop a sound knowledge of the private sector's composition,
capabilities and limitations. Elac! Category Iand II Country Mission* must 
dcevelop a private sector profile/strategy. Other Missins are ericoturaged to do so 
as, well. These profiles should inventory the whole range of private enterprises
existing in both the formal and informal sect(,rs, the rural as well as the urban 
ccolomy, service al pri(dml ton enterprises, macro and micro-entcrprises and 
profit and non-profit orgaiiizat ions, IncludIl!, indigenous PVO's, toopcrati Ives, 
trade 	assod ations, etc. 

.uistraintsProfiles should i(ent if\' and opportunities with respect to 
governmental policies and rcgulati ms, raw materiai resources, foreign exchange 
resources, Managerial and ci repreneu ri al capacity, labor supply and quality,
credit availability, infrastructurc, aind ini mnation needs and other tactois that 
affect the private sector's capability to cotributC to broad based economic 
growth. 

Given their private sector profiles, Missions an then develop private sector 
strategies by selecting a limited number of activities that best reinforce and 
institutionalize policy reforms and promote private sector growth as an integral 
part of their overall country strategy. Africa Bureau's Private Enterprise Office 
(AFR/PRE) will issue more specific guidance on preparing private sector profiles. 
Missions should utilize all possible sources of information, including private 
sector personnel organizations such as Chambers of Commerce, banks and trade 
associations, PVOs and NGOs, accounting firms, business consultants, 
academics, and so on. 

*Caiegory I and II countries are: Sudan, Kenya, Liberia, Zimbabwe, Somalia, Senegal, Zaire:, Zambia, 
Cameroon, Mali. Rwanda, Malawi, Mozambique, Guinea, Madagascar, and Niger. 
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At th: same time, the Africa Bureau may conduct a series of studies of specific 
issues that cut across country lines. The most important of these would relate to 
economic policy, administrative and regulatory practices, and firancial markets. 
The Bureau intends to evaluate private sector interventions in Africa and other 
countries of the developing world, by both A.I.D. and other donors, to 
determine what works and what doesn't, and what conditions are r'-cessary to 
obtain best results. We will also act as a clearing house, Jisseminaing new 
information on useful approaches to private sector development. 

2. 	 Strengthen A.I.D. Planning,. Programming and Funding for Private
 
Sector Devel 2pmlcnt
 

Missions in Category I and 11 court rics, and Category III countries that have 
significant private enterprise programs, are to provide narrative and budget data 
in CDSS, ABS, Coun try Act ion Plans arid Program Week submissions, showing 
how private sector (lcvcopnicnt falIls withii their overall country Jevelopment 
strategy and prgrarms. Such subMissiMtIS should explain how the Mission is 
working toward a hievirig maximum pr(; t iablc private secor involvement in its 
total 	dcvelopruncrt program. PRIVATE SECT()R STRATEGIES ARE TO BE 

AN INTEGRAL PART OF OUR DEVEOI(PMENT APPROACH, NOT AN 
ADDENDUM TO TIHE IMPORTANT WO()RK WE ARE DOING 
ELSEWHERE. 

i5i( )NM program antd project docutments will rcp rt the flow of projct and non 
projett assistartcc rcst urtes through or to (tie private sector by mcaims of dollars 
and local currcntv budgeted from DA, ESF, and PL-480. Specific guidance on 
how to do this will be provided. 

Missions' suctcss in incorporating, funding and measuring private sector-related 
elements within programs and projects will be an important focus of Bureau 
reviews of CDSS, ABS, Country Action Plans and Program Week submissions. 

In designing PIDs and PPs, missions should consider the appropriate level of 
private sector involvement in implementation of all suitable projects, 
particularly in those cases where A.I.D. experience in similar projects elsewhere 
shows private involvement to be feasible. Where conditions warrant, projects 
can be designed and include resources required to expand private business 
activity into new areas over the life of the project. The Africa Bureau will make 
private sector involvement a major factor for consideraon in PID and PP 
reviews. For their ongoing projects, all Category I and II Missions should explore 
the feasibility of modifying or amending projects to incorporate private sector­
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supplied services and goods, when this will enhance the develnpmental impact 
of the project. 

3. A.I.D./W Support to Field Missions 

a. Training for A.I.D. and LDC Personnel 

Bureau and Mission personnel have shown high interest in learning more about 
business practices, business policy, management techniques, credit/capital 
markets, and the role of enterprise in A.I.D. programs. The PRE Bureau holds a 
ten-day Private Enterprise course several times each year in the Washington area. 
Mission staff traveling to the U.S. and AID/W Bureau staff are encouraged to 
enroll. Also, AFR/PRE will hielp tailor this course for overseas use, and hold it in 
both West and East Africa. The overseas courses will be open both to Missions 
and key host country officers. 
Mission and Bureau staff should develop plans and approaches for training
African private and public sector leaders and technicians in roles and functions 
of both sectors in development. Training should emphasize short-term 
approaches such as workshops and travel to LDCs and the United States to 
observe how private and public sectors interact to promote business growth. 

b. Private Sector Advisor Positions 

REDSOs and large Missions are encouraged to establish private cntciprise PSC 
positions when the volume of PE projects and activities warrants employing an 
individual with a solid business background. Private sector advisors should take 
the lead with Missions in analyzing and working with the private sector; assisting 
in the development, implementation and evaluation of private sector activities; 
and in designing, implementing and evaluating private sector components of 
projects including design of private sector delivery mechanisms for traditional 
A.I.D. projects in agriculture, health, etc. As examples, the advisor would 
assess, recommend and assist in developing ,ctions and projects in such areas as 
loan funds through financial institutions, cooperatives and PVOs; bank 
guarantee funds; managerial assistance and training programs; assistance to 
Chambers of Commerce and trade associations; and development of materials 
useful to Missions' dialogues with governments to obtain changes in policies and 
regulations concerning price controls, foreign exchange, investment codes, 
rep. triation of funds, labor laws, etc., that inhibit private enterprise growth. 
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c. A.I.D./W Assistance - Africa Private Enterprise Fund 

Missions are encouraged to draw on the services of AFR!PRE and the Af.ica 
Private Enterprise Fund to obtain a31d financ11e a wide range of technical 
assistance to carry out this strategy and the actiirs set forth iI Section B below. 
Areas of special ilntreest have been: development m(d rcview of private sector 
strategies and programs: project (lesigit aid prvparatoii aria lyscs off ormal and 
informal private sectors ard of' agricUIltiral, ctflrcrtial and iniustrial 
subsectors; organ Ziii]n and operation of iitiermediiate credit f'acilitics (banks, 
cooperatives, revolving loan funds, etc.) for tcrm lending itIludiltig associated 
business advsory services: informatimit ont A.I.. fpri'ate sector programs, 
projects and at ivi itcs Worldwide: t'lritliss i ir'tcsttcItrr cl!imatC studies; 
profilcs/feasiiblitv\ stfdies f',cetcd otcmlt:tl LIIn',ieS \cvnt urcs; analyses of 
governnietit phic , c,, inlibit seir aiindmr1 d ;iru iloa privatic ovcrall 
e,.,.tilo itI ,vC ;: parriat td crr 'advisordevelopmh.ili mlit t.rIAirig private ntlrisc 
posit iirils sltffe.d bY idIdivid ji at(' tr b (JialA',it1 lFr se kgr ttiids. 

Ti datc, echir ml i.,islith.l 'has hias el ,I) basi rIIItCsp,ose toel pr,, ml ad 1,,i 
catdi rc(]lIeSt f1,t atssisrait ..Ihlwcv,., N '.iJ"I,, ii p .. ',,:,I:RTi RE a 
prograr otf' ft iiifttlIrtlts, f 7_..i'iis e es i ,,isNI-I hormti prclarisg 

strategy plamttig mrid f,.jC t tcesign ill is ,p ,r,>) 1iii t',tI ,Cd Int ,he'r s u 
this strtCgy. Mi,uluis st)(lJd pr,.'stII[ these reuf irls an danIrdgers to 
AFT/PE wiri ilta iiit- iask I,,hc donc, ritUaI., sutrmmiv si ipcs if' 
work, and probmble budget Ifprti p,,ing help iri priijc Idesign, lie cmcti 
nfltIsthave7 uIrCVIsly ipr,,' A o)rre(cnt ABSpr,. v' 1 ti al,pirt lIeI (-)SS 
sLnt)misiorI. IIappriett Ihks Africa Prate lrtcrpriseuP ftriritig. Itt liet( 
Fund will be made avilable iiito NIissri,, :iPD&S funding isdirlimaiuA llm 
niW alhoa(red. Ihis will allow NlissiitW, ii0ipetate ritMrdcperCIlrifClV, Use theire 
tIwn discretion ,i proigramming coltnItIllS a1i1dltassoLme' direct rmtmaage enr if 

the process. 

The Africa Bura it tenids t( undertake ittofa iiajtr itpct, eviluiJ~mrprivaic 
sector devcloprnct: pr graim IIselected Ari(i tt)I triCs. 1This 'illinclude 
helping MIis siomn onit or and t fick experiencies with imldertnting private 
sector activitics inorder itofe .dback program and prOjcci dcsign sriggCstions for 
use by other Missions. In additnion, as policy reforri)s unidcrt aken by African 
governments take place, we wi:;h to asscss their impact on the private sector. We 
believe that such on-going analyses will be invaluable to both the Bureau and 
field Missions. 
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The A.I.D. Private Enterprise Bureau also makes consultants available to assist 
Missions in a wide range of private sector activities comparable to the Africa 
Private Enterprise Fund, with special emphasis on financial markets 
development, divestiture and privatizatiom. The PRE Bureau's Revolving Loan 
Fund can make loan financing available to pri,'aie borrowers, particularly fir 
interited'at e credit opcra tons. Als,. rhc l'rade and Dcvelopmnt Program will 
share the costs of feasibility studies .S.and1( reign private investors, if the 
proposed invcstment is likely rtgnCraIC a substantial vtlumc of'U.S. exports.
AFIR/PRE is preparing .Itonmpilati n ,fthe anru,Washingion -based sources of 
technical assistanc tt (it all Nlis," i s. 

B. PRIVAE'l SE(I ( ),NOi ) RAI ,.('I I( )NS, A(;IIVI'll-S 

Four catetgorics of piograim ut ititS auc ' ribcl below for ,\ission oltsiderarion 
in devel)ping eiv s-,tratqh l'c r the p.- ritv areas firpi etenicrpris 

private cntcrprisc prtogratutif1ig. "1 W,list > III), exhausti,'C Heill iruniutablC 
but 
will be adjuStCd atnd refitcd bH thitiriing cxpcrwift (.Nor do\wc expect
Missions t)tlcclttp prtgrains in t\ irca. Rather. NIiSio rs dould be (areful 
lot t fltiaulital th staft .scatter resturt C> ait st rel re<,UstirIC s With I() Iooit , 

altivitics. bu tilttoiwo areas whVe t(n be1("I ."bit citchIt. A.I.D. 
resourccs become !ilitr(" stat e'..\l isioits fate irf(iwiliy tliftitilt thoi s as to 
whih prt)Ji(tsbest athievc dtcvchlit() titIl)jC tivev Pl..180, I-)A aidI [SF local 
crirre.tiCes ld 'ynoft bitlage,.gt 

imporiatt finat ilre ti c..\ 1.1). is titakitig neudtfhrt 


be tced mote1C wi lyl t ,lolst rCdUttit tus. san 
a t make better 

use of" !oil Icurrtt ies. IIIth1is rIg)irtl, Ilie IL)85 [00(1 ScLrity' Act calls for 
increased use t 
 urrctnce rprive cntirpriscIiheI1a L ft i.relit programs. 

1. Promototnof Poiv, Regulatory ad Procedural Reforms 

a. Reform: Au A.I.I). Priority': 
One of Missions' tttp pri ieSsli u be it (ntituC io assist and itfitluence host 

governments to acOpt durable ptlicies ald pratt ices that improve the
 
enviroimtent inwhi i lie private sectar operates.
 

der 
policy dialotiu be rtoted in rigortus, on-going economic analysis which 
identifies, describes inaplmpriate detail, and cuantifies when necessary 

In ordIr effectivelycprtprointo iitecessar) ptolity reftirms it isimperative that 

or
 
possible the reforms being proposed. Such analysis wll establish credibility
during tht: policy dialogue process, host country (and other donor) acceptance, 
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and lead to reforms with full host government commitment. Policies and 
practices sought include: 

-- efficient product prices: 

-- efficient factor prices, especially wages and interest rates; 

-- an exchange rate that is not overvalued; 

-- freely functioning 
channels; 

markets with little control and with multiple marketing 

-- a well functioning, well-articulated financial market, 
determined interest rates for saving and borrowing; 

with market­

-- a tariff system which 
effective protection; 

does not introduce unjustified and inappropriate 

-- taxes which do not distort incentives; 

-- movement of economic 
sector; 

functions our of the public sector into the private 

-- a legal system that ensures private property rights, enforces contract 
obligations, and encourages expanded capital ownership among private 
entrepreneurs and workers; 

-- labor laws that alow firms to adjust employment levels to their own 
and reduce the use of wage floors to the minimum; 

needs 

-- and absence of uncdue governmental interference with private 
crippling administrative burdens on the conduct of business. 

business or 

To accomplish this effectively, Missions should conduct business /investment 
climate assessments, as called for under paragraph A.1. above, aimed at 
identifying actions for Missions to take in order to eliminate policy and 
institutional constraints. Missions should search for ways to include policy and 
regulatory reform conditionality provisions in their own projects and activities, 
and to coordinate those provisions full) with multinational and other bilateral 
donors. 

Fundamental to policy reform is rationalizing the roles of the public and the 
private sectors, privatizing public sectcr activities which are performed more 
effectively by the private sector, and reducing the controls and regulations which 
inhibit private entrepreneurs from investing their energies, capital and labor 
efficiently. 
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Given our objectives to increase income, employment, and private ownership, 
we are interested in efforts to improve the environment for small entrepreneurial 
businesses, particularly those that are rural based or have backward and forward 
linkages with rural arid urban areas. "'liis does not mean skewing incentives in 
favor of such firms, but rather, removing impediments to their growth and 
development. 

b. Mission Policy Dialogue Agenda: Each Category I and II Mission must 
develop a policy reform dialogue agenda, describing which policies they think 
A.I.D. can best work at reforming, why these policies are important, and how 
the A.I.D. program will be directed at achieving these reforms. The agendas 
should be included in ali Acti,,n Plans with anlal updates in the ABS. In 
developing reform agenahs and pursuing change, Missions will consult with 
appropriate public and privat,' sector representatives. 

2. Financial Market Develpotncrnt 

Fundamental to any private sector development strategy is the dcvelopment of a 
well-artiCUlahed financial market. The function of financial markets is to 
intermediate between savers and investors. In a wcll-funtc'ioning market, savers 
will have rcasonable intentives to pUt of consunptip)o, and to balance return of 
different financial assets with the risk of each asset, and investors wvill be able to 
borrow on terms cotHMInenso tle with their projett's expected risk and return. 

An important aspect of financil markets is their articulation. By this, we mean 
the development of a broad series Of financial institutis able to provide many 
different financial instruments. On the lending side this wouJ :include short­
term working capita! loans, real property loans, trade credit, medium term 
investment for capital equipment, etc. On the saving side this would mean the 
development of loney markets, bond markets, stock markets, savings and thrift 
institutions, credit unions, etc. Lending would be available for a variety of 
purposes, under various conditions of risk and return, with different sorts of 
collateral. Credit would be available to all sectors from agriculture to industry to 
services. A well-arziCulated financial system would include all types of 
institutions, such aLsexport credit agencies, venture capital firms, traditional 
deposit banks, investment banks, development finance institutions, and 
traditional money lenders. In such a system government regulation would be 
limited to overall control of tile monetary system, reserve requirement rules, 
protection against fraud, etc. 

Of course, few countries in Africa are ready for a financial intermediation system 
as sophisticated as described above. Yet, we should not underestimate the 
potential for financial market development if policies are petmissive. One need 



only examine the sophisticated instriments developed in the Gulf States by 
Sudanese and Somaii nationals to offer financial services to expatriate workers in 
these areas to understand that the possibilities are greater than we currently 
Imagine. In any ca-c financial development is a very important element of the 
Bureau's private sector strategy. 

All A.I.D. finan,:ial intermediation programs will operate under the basic 
A.I.D. policies with respeci to credit terms and access. PPC will issue a new 
Financial Markets Development Policy Paper in 1987 with detailed guidance on 
working with intermediaries. In principle, subSidiZCd credit is unacceptable. 
The end user of credit niti;t pay all the costs of credit, intcluding transaction 
costs, a premium for the risk of default, and a positive real interest rate that 
reflects the opport unitV cWst Of saving. \Whenevcr po ssible rtne cost of technical 
assistance to ultimate borrowers should tlo be covcred by iniicrest rates and fees. 
At a inur, borrowers shoL d be expected to share TA costs. Iliterest rates 
for savers shotiuh hC suffficientlv high tu,Cic0Iagc dorwestic resource 
rnobilization. 

The basic role of A.I.D. assist aue rms, tot be to increase he ndumstic supply 
of credit, although this is likely t,b,a cncomitant feature of our programs, hut 
to improve the efficiency of financial inst it tions and markets, broaden capital 
ownership, reduce transaction costs, and reduce risk. 

3. Privaiztioi, 

An important clement (it the Afica Bureai's policy iuvolves privatization, of 
economic and btisiness functions sucli as marketing of- agricultural inputs and 
commodi ies, production of agrictiLural and rmanu factured goods, and services 
such as curative health care, (ertain rraining and educational services, veterinary 
services, agricult ral extension, housing and electricitv. Not all of these activities 
in all African countries wvill be amenable to privatization. Nevertheless, 
dependitg on the availability of private sector service purveyors, the 
comparative advantage of private sector in supplying the service, etc., Missions 
should investigate privatizatiOn Opportunities, both with respect to services 
provided by Government Ministries and those provided by parastatals. 

A.I.D.'s privatization policy with respect to parastatals is described in P:1icy 
Determination No. 14 datedJune 16, 1 winch states "A.I.D. assistance to or 
through a parastatal should be given in the context of exposing the parastatal to 
market forces and scheduled divestiture of the government interest ...A.I.D. 
projects designed to improve parastatal performance must have identifiable 
benchmarks upon which substantive progress towards divestiture can be 
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measured. The latter sentence is the ultimate cor dition upon which assistance is 
to be granted. In other words, the selected benchmarks must represent 
substantive evolutionary progress in moving the parastaial towards market-based 
operations and divestiture in order to qualify for A.I.D. assistance.-

Policy Determination 14 also calls on A.I.D. Missions "to engage in discussions 
wi,.h their host countries about privatizatien activities, with the objective of 
having "t least two privatization actiities in each Mission by the end of FY 1987 
and two new privatization activities each year thereafter.' 

4. Market Growth and Development 

Missions should consider ways to improve market functioning by increasing 
competition in markets or reducing transaction costs. There are several 
approaches A.I.D. can consider to achieve these objectives: 

a. Developing Information Services: Just as improvement in transpo:tation 
broadens markets, so does improvement in market communications. Market 
information systems in particular can serve to improve market competitiveness. 
Helping the development of mass media market information services, 
technology or market developmcnt advisory services, trade journals, ec. can beIustified as increasing equity and competition. 

b. Agricultural Markets: Private agricultural market institutions must also 
emerge in rural areas and market towns to stimulate trade and make operative 
the reforms instituted in macro-economic poiicies as they affect the agricultural 
sector. Examples of private market institutions are: credit mechanisms; 
regional makets and storage facilities, including bazaars and wholesale/retail 
outlets; privat, packaging and transport facilities: sales outlets for farm inputs;
and market news services. Local private business associations active in 
monitoring and recommending changes in government policies and 
ptactices also help relieve constraints on, or open opportunity for, business 
growth. 

c. Infrastructure: Africa has a woefully underdeveloped transport and 
communications network. Efficient development of these systems reduces 
transaction costs, encourages production, increases competition, and reduces 
consumer prices. A market system cannot opercte if transaction costs are so high 
as to exclude many producers and consumers from the market. In particular, 
Missions should encourage selective rehabilitation of existing infrastructure, and 
investment in new transport links with high rates of expected economic returns. 
A.I.D. -sponsored analysts can identify infrastructure improvements that could 
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accelerate private sector transactions. Given limited A.I.D. resources, financing 
for the infrastructure improvements themselves should be sought from 
domestic, IBRD or other donors before the use of A.I.D. resources is proposed. 

d. Business Services: Missions are encouraged to provide support to local 
business organizations, Chambers of Commerce, consumer groups, labor unions 
or trade ass.ciations so that they might better articulate business community 
views on legislation and public policy. Technical assistance can also help such 
associations expand their services to members, train managers and workers of 
local industry, and help members identify markets and sources of credit. 

Also, Missions can sponsor business advisory scrvces to assist small business start­
ups and Unrn-arounds or provide managenient iraining through financial or 
technical support. These services mighii be effectively extended to reach micro 
and informal businesses. However, services to profit-making business should 
not, and need not inmost circumstances, be subsidized. Su.h servces sholid be 
operated on a self-sust aitling basis, and A. I. D. support should be provided with 
this objective in mind. That is, organizations providing subsidized services to 
business must consider and show how the subsidies will be eliminated over the 
period of the A.I. . assitance. A.I.D. 's aim normally will be to help establish or 
expand business consuliIg services that operate on a fee basis. 

e. Investment Promotion: Promoting business in vest mnliits, whether in small 
scale indigenous enterprises or larger joint ventures with foreign partners, is not 
a discrete activity in and of itself. It is a process involving all actions ,et forth in 
this strategy; done effectively, it may :all for policy reform measures, market 
liberalization, market information, business advisory services, and financial 
market access. A.I.D. assistance to the investment promotion process should be 
done in light of these controlling factors. 
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