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This report presents preliminary findings of a study aimed at identifying
and ranking the most appropriate interventions to support private sector
agribusiness development in countries of the Asia - Near East (ANE) region.
Under a buy-in to the Agricultural Marketing Improvement Strategies (AMIS)
project Abt Associates, Inc., the Postharvest Institute for Perishables and
Deloitte Haskins and Sells have assembled and analyzed information on
experiences and lessons learned from public and private agribusiness
development activities and projects in ANE countries, including AID and
World Bank projects.

The initial product of the study was a presentation of preliminary findings
to the ANE Bureau's Agriculture and Rural Development Officers Conference
held at Rabat, Morocco in February, 1989. The conference provided an
opportunity for discussions with representatives from A.I.D. missions in
most of the countries of the region. This draft, together with follow up
interviews and discussions with representatives of selected U.S.
agribusiness firms, agricultural commodity interests, internetional
financial institutions and A.I.D. will serve as the basis for a final report
is to be produced in August,1989.

To date, this study has included activities on three fronts:

AID policy, program and project review. To begin our review, we arranged
for A.I.D.'s Center for Development Information and Evaluation (CDIE) to
conduct a computerired search of projects, reports, and other literature
with potential agribusiness content in ANE countries. Additionally,
centrally funded projects in A.I.D's Bureaus of Science and Technology (S&T)
and Private Enterprise (PRE) and proposals in A.I.D's Congressional
Presentation were reviewed. A broad range of project papers, evaluation
reports, and case study documents have been assembled. We also sent a cable
to all missions, and contributed to the ANE newsletter, leading to responses
with information from a number of missions and interviews at the ANE Bureau
Rabat confarence. Table 1 presents a summary of our findings on the types
of A.I.D. projects supporting agribusiness in the region since 1980.

World Bank contacts. A member of our team, the former World Bank
agroindustry adviser, has provided insights into findings of a review of the
World Bank's agroindustry portfolio, summarized in table 2. We also
benefitted from access to a 1988 analysis of World Bank experience in
Agricultural Marketing. Additional contacts are being developed for
insights ints current World Bank activities with respect to Agribusiness.

Agribusiness contacts. On the basis of our own network of agribusiness
contacts in the U.S. and internationally, as well as written material,
contacts with A.I.D. missions, and miscellaneous cther contacts, we have
begun the process of developing case studies of agribusiness experience in
ANE countries. To date, we have partial information on about 25 companies
involved in input production and distribvtion, production and processing.
Some firms have wholly owned subsidiaries, others are involved in joint
ventures, licensing and francaising arrangements. Tables 3-6 summarize
findings.
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AGRIBUSINESS DEVELOPMENT IN ASIA AND THE NEAR EAST
Experience and Implications for A.I.D. Strategy

ABSTRACT

Agribusiness offers important potential as a contributor to A.I.D.'s
objectives of economic growth and increased rural income and employment in
the countries of Asia and the Near East (ANE). Agribusiness development,
Trade and Market Development are ranked as high priorities in the ANE
Bureau's Strategy for the 1990°'s. This report offers a systems perspective
on agribusiness and identifies seven critical areas of attention for
programs aimed at fostering agribusiness growth. These include: a
regulatory and policy climate conducive to investment; markets for potential
products; infrastrmcturc and maintenance of infrastructure; technology and
scale of operations; labor and human capital; finance; and raw materials
supply. Experience of A.I1.D., the World Bank and private agribusinesses are
discussed. After presentation of "Lessons” for Planning an ANE Agribusiness
Strategy, proposals for components of such a strategy are presented. 1In
conclusion, next steps toward developing and implementing an ANE
agribusiness strategy are presented and proposed.

1.0 Introduction

This report presents preliminary results of a review of Agribusiness
promotion and development experience in the Asia - Near East Region, an area
including 18 countries, reaching from Morocco to Fiji. It also identifies a
range of agribusiness interventions and support activities that should be
considered in designing ANE Bureau's agribusiness strategy. Specifically ,
the report:

1) Explains agribusiness in the context of the Agency for International
Development (A.I.D.) Asia - Near Eas’ Bureau's (ANE) strategy proposals, and
provides some preliminary observations on what it takes to make agribusiness
work, with examples of donor projects and programs, and private agribusiness
expgarience;

2) Fresents some examples and discusses the types of A.I.D. agribusiness
development and support activities with which A.I.D., other donors,
financial institutions and government agencies have experience;

3) Suggests "Lessons' for planning an ANE agribusiness strategy, and a
process by which country-level promotion of agribusiness can be undertaken.



4) Identifies concrete actions chat A.I.D. missions can undertaxe as part of
an agribusiness promotion strategy; and

5) Concludes with some notes on next steps in this study.

1.1 Wwhat is Agribusiness? A Food System Perspective

Agribusiness involves the chain from input producers and farm suppliers,
through producers, assemblers, processors, wholesalers, brokers, importers,
exporters, retailers and institutional distributors to consumers, as well as
such functions as research and development, transportation, packaging,
storage, promotiun, financial services and a variety of government
activities including regulation (see figure 1).

In general, A.I1.D. has the most experience in working with one component of
agribusiness in the food system: the entrepreneurial producers who
participate in the market. In addition, A.I.D. has varying degrees of
experience with input producers, suppliers, agricultural credit, commodity
imports, marketing and policy analysis, and off-farm employment that are all
important to agribusiness.

1.2 Why Look at Agribusiness?

The success of past A.I.D. projects in increasing crop production in the ANE
region is in part a reflection of Agricul-ure Development Officer (ADO)
understanding of complex production systems, permitting the design of
technological packages and extension programs that will increase yields and
production, and also be adopted.

Likewise, an underctanding of rtlhie broaaar agribusiness system is critical to
A.I1.D.'s ability to assure that there are suppliers and timely availability
of required seeds, fertilizer, farm machinery, agricultural chemicals, feed
and other production inputs; that there are markets for what is produced;
and that there are incentives to invest private capital in rural employment
generating agribusiness production, processing, marketing and distribution
activities. Our focus in the current study is on drawing useful lessons from
corporate and donor agency experience that will help A.I.D.'s ANE
agribusiness strategy successfully encourage a business - government
partnership for development.

Examples of projects aimed at increasing production of an agricultural
cormodity where the technical conditions for success appeared to be met, but
nothing happened, are relatively easy to identify. Sometimes lack of
available gseeds, fertilizer or chemicals at appropriate times can be blamed.
At times, a remunerative market outlet for the product didu’t exist. Often,
fear that these activities, left to the invisible hand of the market, would
be botched, or lead to exploitation of farmers by middlemen, lead to the
creation of a costly parastatal that botched things on its own - seeds or
fertilizer too late to plant; or offers to take products from producers
with"trust me" as the short term substitute for payment. These and other
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Agribusiness, as distinct from business in general, offers certain unique
OPportunicies and challenges as a component of an economic development

strategy. Among the opportunicies:

0 Agribusiness lends itself to decentralization, moving jobs and other
income generating oppurtunities toward rural areas. It can siow the
massive migration to and growth pressure on urban areas. Where

decentralization doesn't lead directly to rural growth, it can lead to
growth in smaller urban centers, where costs of providing public
services are often lower than in the largast cities.

0 While production agriculture may shrink as a share of employment and
GNP as rcourtries grow, the importance of industry, including upstream
and downstream agribusiness is likely to increase (see Figure 2). As
incomes increase, and demand for rmore processed products increases,
local agribusiness processing industries can provide import
substituting products, while creating jobs and other economic benefits.
At the same time, growth in product procesgsing for domestic and export
markets can fuel demand and the ability to pay for imports. For
exumple, Tunisia is increasingly exporting olive oil, and importing
lower cost soy and other vegetable oils. Growth in meat production and
processing in Thailand is expected to lead it to shift from being a net
exporter of corn in the coming decade to becoming an importer.

) Linkages between specific projects and the rest of the local economy
can lead to important multiplier effects on growth of the country
concerned. For example, growth ia prcocessing is likely to increase
demands for a variety of related services - packaging, tranaportation,
distribution, some of which will lead to development of additional
small, medium and large scale enterprises.

The challenges arise from:
o The need for a policy environment conducive to investment;

0 New demands on infrastructure, human and financial capacity that
influence the economic interest of entreprencurs in a given project or
region; and

0 The need to structure incentives and in some cases provide for public
programs that contribute to broad distribution of the benefits of
investment and growth.

Agricultural processing industries require access to roads, electricity and
water supplies, waste disposal facilities, transportation, communications,
heelth care and educational facilities. Entrepreneurs must evaluate costs
asgociated with securing such facilities and services, as well as risks
associated with uncertain supplies or quality. They are less likely to find
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investment 14 4 DAITLlu.ar project attractive when more cerzain alrernatives
are avaiiable.

Countrles around the world sometimes offset disadvantages caused by
inadequate infrastructure with easy financiugz, advantageous tax treatment of
earnings and investment, favorable tariff treatment of imported inputs and
exports, and a veriety of other mechanisms. A.I.D. has contributed over the
last several decade: with project assistance that addressed specifin
portions of this package. As it approaches the 19%90's, A.I.D. must face the
challenge of how best to apply the limited resources at its disposal to meet
this challenge.

The ANE region has most of the world's poor. While a rising tide makes it
easier for all boats tu float, and overull growth will make it easier to
improve the well being of the poorest in the ANE region, not all boats are
equally buoyant, so not all reap the same benefit from overall economic
growth.

The challenge for A.I.D.’'s programs in the 1990's is to promote government-

business partnerships that can stimulate economic growth and investment
while structuring incentives, and in some cases, contributing directly to
the development of marketable skills and other factors that will permit the

oenefits of growth to be bruadly distributed.
1.3 Agribusiness in ANE's Strategy Statement

ANE Bureau's "Food Systems Strategy for Growth in the 1990's," summarized in
Appendix 1, proposes that A.I.D. programs in the region reflect
similarities assoziated with countries’ Llevel of economic development.
Different priorities ara presented for Low Income Agricultural Economies
(Bangladesh and Nepal); Low Income Transition:l Economies (Egypt, Irdia,
Indonesia, Morocco, Pakistan, Philippines, Sri Lanka and Yemen); and Middle
Income Industrializing Economies (Jordan, Oman, Thailand and Tunisia).

The strategy paper identifies seven priorities for A.I.D.'s investment
portfolio:

1. Promoting sustainable agricultural technology generation and
dissemination

. Agribusiness development

. Trade liberalization

Agricultural policy

Infrastructure management

Natural Resource Management

Human capital and institutional development

NOY WL s W

As pointed out in the strategy document, agribusiness gsophistication varies
as one moves across the ANE region in geographic or economic terms. Each
country and geographic subregion has unique conditions and requirements to
consider. Likewise, levels of development and income affect options and



cpporzunzti2 . Thus, it Is aprropriate that A.I.D.'s strategias and

priorizies take these variations into accoun:.

Some useful lessons can be drawn from experience in individual economic
subgroups. At the same time, as one moves from a Seed Production and Export
project in the Low Income Agricultural Economy of Nepal to a study of Wine
Export Prospects for che Middle Income Industrializing Economy of Tunisia,
many aspects of issues surrounding identification of market niches,
processing and packaging are similar. Despite important differences, some
factors will be of general value.

2.0 What Does 1t Take To Fester Agribusiness?

A view of the entire agribusiness system is critical to understanding the
components that will lead to successful interventions to support and promote
agribusiness in ANE countries. Every A.I.D. activity cannot address all
elements of the system, but a mental picture of the system can help the
people designing a country agribusiness strategy to ensure that the
essential components are brought together successfully.

The following discussion includes an overview of essential considerations
and selected experience gleaned from reviews of activities of the World
Bank, A.I.D. and private firms. Cricical factors required to encourage
agribusiness include: markets for potential products; a regulatory and
policy climate conducive to investment; infrastructure and maintenance
conducive to compecitive agribusiness development; availability of
technology appropriate to the 3cale of agribusiness operationc; appropriate
labor and management skills and the means to upgrade and maintain them;
adequate financing; and timely availability of required raw materials.

2.1 Look At Local And Regional Markets and Competition, As Well As Export
Opportunities

Agribusiness is generally approached initially as a mechanism for finding
outlets for what is being produced, or for what a project plans to produce.
Often it would be more productive to begin with the consumer. What does the
market want in terms of products, quality, timing? Who are the competitors?
What kinds of developments are likely to influence market opportunities over
the first several years that a project comes on line?

Where a range of production possibilities exists, attention to market
"2search can avoid major headaches. Uptions that can be examined include
processing for import substitution, outlets for new products in domestic and
regional markets, and broader export opportunities in a range of developed
country markets.

Sometimes product choice revolves around varietal choices for specific
market niches or processing characteristics. Other choices are more
dramacic:

Will the European Community market for fresh or processed fruits and
vegetables remain a viable option for exporters in ANE countries once

6
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Will agreements in the Uruguay Round of GATT negotiations effectively
eliminate markets for such feed ingredients as manioc? Will other
market opportunities be opened or closed by the negotiations? Should
individual ANE countries be taking a more active role, or at lenst
evaluating their self-interest?

Will expor* promotion projects of development assistance agencies
result in a large number of suppliers flooding a single market with
fresh vegetables, seafood, or other products at the same time,
depressing prices below production costs?

These types of questions are critical to evaluating the potential success of
an agribusiness project.

It is currently in vogue to focus marketing analyses on export market
prospects, especially opportunities for exports to North America, Europe or
Japan. These potentially lucrative markets offer consumers with large
incomes and opportunities to earn foreign exchange. They are also highly
competitive, very ccstly to enter with new products, and as such, very risky
for a new venture seeking to develop an outlet for fresh or procesged
produce or a branded product. Nontariff trade barriers (NTBs) must also be
investigated early in the market research process.

If regular supplies cannot he guaranteed to marketers over a long period of
time, there will be little interest in the kind of promotional expenditures

required to launch a new product. For fresh products, brokers and
wholesalers may only be willing to fill in after marketing for their regular
clients. Among the alternatives that should be considered initially for

such markets is to link up as a supplier to a firm with a well established
branded presence in a given market.

Regional and domestic markets for fresh and processed agricultural products
should not be cverlocked in the market research process. Where the distance
to market is short, the ability to evaluate progress is increased, and the
risks involved in making mistakes reduced. While foreign exchange
considerations may suggest pursuit of certain markets, and potential
multinational involvement may focus on specific export markets, some
ventures will find that the opportunities for success lie closer to home.

At one time it was standard for donor and financial agencies to assume that
if production could be achieved, markets would take care of themselves. A
review of recent experience indicates that this is no longer the case.

0f 960 agro-industry components of World Bank projects worldwide during
1972-83, 169 components focused on markets - export markets, domestic
markets, instability of production as it affacts markets, and market
research.



A.I.D. has hnad 53 projects since 1380 with ccmponencts aimed at improving
analytical capacity in countries throughout the ANE region, with some
speéifically focussing on markets. For example, joint U.S. - India research
on agricultural processing and pollutants; studies of the business climate
in Egypt, and marketing studies focusing on export markets for Jordan and

Tunisia.

Overall, our survey identified 14 ANE and centrally funded projects that
focus on agricultural markets. Some of these, such as the centrally funded
Agriculcural Marketing Improvement Strategies (AMIS) Project under which the
current study is being conducted, involve buy-ins with multi-country
operations.

Corporate interviews have underscored that expertise in marketing is often
an important basis for partnerships between local firms in the ANE region
and U.S. or multinational firms. In the case of U.S. firms, activities in
ANE'countries are ofter managed through offices in Europe and the Far East,
as well as through offices in the countries in which A.I.D. operates.

2.2 A Regulatory And Policy Climate Conducive To Investment

A.I.D.'s focus on policy dialogue with host countries indicates recognition
of its importance. A broad range of policies affect the incentives to
mobilize private investment, including: corporate licensing requirements and
other regulations of who is permitted to operate in markets; restrictions on
transportation of agricultural and food products; regulations of prices and
margins; grades and standards encouraging product quality; laws governing
salaries and employment; exchange rates; tax and tariff treatment of imports
and exports, which affect inputs, competing products and outputs; tax
treatment of profits; rules governing ownership and repatriation of capital
investment and earnings; liability statutes:; and arbitration procedures.

Monitoring procedures and regulatory controls of agribusiness activities
will be required to satisfy government authorities that they can control
fraud and avoid exploitation of agricultural producers, government or
consumers. Anti-trust laws may have to be examined.

World Bank structural adjustment lending programs have increasingly made
reform of regulations affecting incentives for private investment a ma jor
condition for loans. Pricing and incentives have been major factors in
loans to Morocco and Tunisia, for example.

A.I.D. projects and programs throughout the region are directed at aspects
of policy reform: deregulating the agricultural sector in Egypt,
contributing to conditions conducive to expanding and diversifying the
agricultural sector jin indonesia, revising the investment code in Tunisia,
removing licensing constraints in Jordan, and removing fertilizer subsidies
in Pakistan.

Corporate experience with regulations in ANE regions is mixed. Certain
barriers are genuine impediments to investment, and companies could work
with A.I.D. or its analysts to identify options for improving them. At the

8



same time, 1t 5 Il2ar that once they understand the systam, some firms gain
competitive advantage from being among cthe few that are able to operate
successfully.

Our survey of A.I.D.'s ANE &and centrally funded projects since 1980,
sutmarized in Table 1, identified 33 projects with compenents directed at
improving rhe investment climate for the private sector, 24 projects with
investment promotion components, and 563 projects aimed at improving
analytical capacity, some of which are directed at improving host
governments' ability to evaluate the potential impact of alternative
regulacory reforms.

In its pursuit of regulatory reform, A.I.D. has achieved gains from
coordination of efforts with other donors and financial institutions. While
scme missions are more successful in this respect than others, A.I.D.'s
resource limitations make it important to achieve leverage where possible.
Coordination can also help A.I.D. missions to stay abreast of policy
analysis and initiatives of other donors.

2.3 Public Investments In Infrastructure And Maintenance Of Infrastructure
Can Make Private Investmeat More Attractive

As noted above, public investments in improved infrastructure can lower
costs to private market participants. As a result, activities that would
not be profitable without such infrastructure attract investments of private
capital. Over the last several decades A.I.D. and other donors and financial
institutions have provided support to countries of the ANE region for
infrastructure development such as roads, public utilities, transportation
systems, warehouses and storage facilities, health and educational service
facilities.

Although infrastructure development appears to be declining in importance
overall, A.I.D. is financing feeder road maintenance and improvement in
Bangladesh, and a variety of irrigation projects throughout the region.

While major strides have been made, the job is not completed. Where
satisfactory infrastructure has been developed, maintenance and upkeep are
often an issue. An evaluation of World Bank agribusiness projects found

that unreliable power supplies, leading to brown-outs and requiring costly
investments in auxiliary generators, were the most commonly identified
problem in this area, followed by inadequate water supplies and waste
disposal facilities.

One U.S. agribusiness interviewed indicated that it routinely assumes that
it will have to cover the costs of power generation and water supply when it
evaluates projects in the region. 1In general, U.S. agribusiness takes a
conservative approach to investment in agribusiness in LDCs. They are
generally unwilling o0 get involved in projects which involve infrastructure
investment. Exceptlons are the US fruit companies, which are involved in
some activities in conjunction with A.I.D. in the Philippines to promote
such activities as improved water management for shrimp producticn, erosion
control and health and educational facilities improvement.

9



Of the A.I.D. projects in ANE countries directed at agribusiness, only 1
involved infrastructure development. Other projects aimed at infrastructure
alone probably show up separately. If A.I.D. is decreasing its direct
investment in infrastructure, it should not be assumed that infrastructure

problems no longer exist.

The ability of ANE countries to mobilize private capital for agritusiness
investment will be strongly influenced by available infrastructure, and
required costs of bringing it to acceptable levels. Identification of
innovative ways to stimulate local government and private investment in
infrastructure may be an alternative where A.I.D.'s ability to finance
directly is limited. In some places, and under certain couditions, public
debt offerings in support of infrastructure development and preferential
corporate tax treatment in return for infrastructure investments may be
appropriate.

2.4 Available Technology Appropriate to Scale of Operations and other
Conditions

When is techrology ‘"appropriate?” Evaluation of World Bank financed
agribusiness projects through 1985 concluded that most were overly ambitious
in terms of scale and sophistication of required skill levels relative to
the available work force. Local repairs, maintenance and spare parts
availability must all be addressed if a project is to succeed.

As one looks at the mix of micro enterprise and agro-industrial promotion in
a country's agribusiness development strategy, it is essential to think back
to the issue of markets. Excess sophistication is counterproductive. At
the same time, product quality and presentation will be critical, whether
the market targeted is import substituting, responding to new demand, or an
export market. When small and medium scale enterprise development is the
goal, it need not necessarily imply use of primitive technology. For
example, A.I.D.- rinanced work on low-cost extrusion cookers has led to a
joint venture in Sri Lanka that produces supplementary infant foods,
primarily from local agricultural products.

Where state-owned enterprises are in the process of privatization, as is the
case in several ANE countries, A.I.D. may be able to sgtimulate the
development of joint ventures, especially where major procegssing facilities
could benefit from the technology and marketing expertise of a foreign
partner.

A.I.D. can also usefully support trade linkages between local and foreign
agribusiness firms which involve some transfer of technology. These links
can grow intd joint investments and guaranteed export markets for local
firms.

Partnerships involving a mix of small, medium and large scale enterprises
can be developed, but will require skillful analysis and structuring of

10



incentives i they are to succeed. An example based sn one Af the -ompanies
incerviewed orovides a useful illustration.

A U.S. company, lets call it PNB, Inc., has a joint venture in an Asian
country to produce canned pork and beans. Under an arrangement with the
previous government,, tariffs are low and imported beans are used. The

product is sold on the domestic market.

In order for . processing plant to operate efficiently, a regular supply of

raw matecial~, ‘n thls case, beans, is required. While beans could be
produced, dried and sorted locally, the U.S. and local partners find it
simple and cost effective to continue to import. Assuring a quality local

supply would require production credit, extension services, research on
varieties and the development of drying, sorting and grading facilities,
etc. which rthe company would prefer not to engage in.

As 'a result of the ability to import, and control its supply of raw
materials, PNB invested in a modern facility. Yet, there are apparently no
incentives for it to develop its own local supply. If, however, tariff
concessions had been provided initially with the proviso that they would
gradually be phased out, the investment might have been made, but there
might have been further interest in working with local small and medium
enterprises to develop local supply capacity.

Considerable care must be taken in structuring the incentives to invest so
that efforts to achieve development objectives, such as small scale
enterprise development, don't eliminate the incentives for the initial
investment.

It cannot be assumed that because a processing facility is built, local
supplies will develop to keep it running. A U.S. firm built a modern tomato
paste facility for a local firm in the Philippines several years ago, but it
has never operated. Many U.S. agribusinesses have little or no experience
with operations in third world economies, and are unwilling to take much
risk. Large fruit companies rhat have succeeded often develop self-
contained, enclave operations that are totally vertically integrated, or at
least involve vertical contracting arraugements.

At the same time, a number of the agricultural input suppliers interviewed
are successfully involved in production and marketing of a range of seeds
and agricultural chemicals throughout the region, with research and
production facilities in a number of countries. For example, Pioneer
recently completed a seed conditioning plant in Egypt with A.I.D.
assistance.

There are ways that foreign firms can operate other than through bricks and
mortar. One firm interviewed provides technology for poultry production on
a franchise basis. Franchisees pay for everything with a letter of credit,
so there is little or no risk, but technology is transferred. Operations
such as this may be supported by revolving funds and credit guarantee
programs.

11



In’ addizion 9 ctonstinuing work  wizh trade and  iaves-ment promortian
organizatlions in ANE countries, A.I.D. may want td encourage U. 5. and other
foreign companies to take a more aggressive approach by networking with
selected firms and associations in the U.S. Contacts with the U.s.
8gribusiness community under this project should point the way by learning
more about how A.I.D. could act as catalyst in promoting joint ventures with

local investors in the ANE region.

2.5 Assuring Required Labor, Managewent and Technical Skills

Availability of reliable skilled and unskilled employees, as well as local
management personnel is critical to the success of agribusiness ventures.
Private agribusinesses in ANE countries are often family-owned, and where
markets are expanding and/ or being made more open to private business,
these entrepreneurs are often the ones in a position to take advantage of
new opportunities. As these enterprises grow in size, the need for training
of middle management personnel will develop.

Where skilled labor is in short supply, agribusinesses may find that their
trained employees have a broad range of opportunities, leading to turnover
problems and increasing costs to the business. Options to reduce employee
turnover, such as more attractive benefits, social services and Employee
Stock Ownership Plans (ESOPs), can be considered, but must reflect
productivity if the business is to remain competitive.

Rigidities in labor laws may encourage agribusinesses to be less efficient
than they could be, increasing costs and reducing the competitive position
of its products. For example, flour mills in Tunisia would like to
introduce mechanical bagging equipment. They would have difficulcy doing so
because the government is unlikely to let them eliminate the jobs of people

currently filling the bags. Retraining programs financed by A.I.D. and
other donors could ease the transition of displaced low skill workers, and
actually make the creation of additional jobs more attractive. Where

rigidities in labor laws make it difficult to promote investment, a
combination of efforts in regulatory reform and vocational training may be
useful.

All A.I.D. Missions in the region have programs directed at improving

analytical capacity. A.I.D. in the Philippines has proposed a rural
development training program to provide skills and training for middle and
senior level officials and private entrepreneurs. A.I.D. programs in

Indonesia focus on human resource development, especially for management.
A.I1.D.'s centrally funded Entrepreneurs International program plans to bring
entrepreneurs from eight ANE countries to the U.S. for training with U.S.
agribusinesses and other firms.

A recent review of the Entrepreneurs International program concludes that
A.I.D. missions find it easier to support training for government employees
than for employees of private firms. In large part, this may be a result of
limited experience.
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Projeczs in A.I1.3.'s S&T 3ureau ZImploymen: and Znterprise levelcogment
Division are providing ANE countries with cechnical assistance in evaluact:n
management and vocational <training needs, some of which supports

agribusiness.

2.6 Adequate Financing

Financing is probably the most frequently cited constraint to agribusiness
development. It definitely requires attention, but management shortcomings
should not be confused with financial constraints.

Agribusiness financial requirements are often different than those of
general industry. Agriculture-related businesses often face seasonal cash
flow variations that differs markedly froin other businesses. Interannual
variations in business volume, profits and losses associated with climate
swings are also somewhat unique to agribusiness. Where agribusiness has
been dominated by parastatals, the banking system may not have worried about
profits and losses, since the national treasury stood behind the parastatal,
effectively guaranteeing against losses to the bank. Firancing a
competitive private agribusiness sector, which will see profits and losses,
will introduce new risks, for which financial institutions will want to be
compensated. In some cases, lack of experience (or bad previous experience)
may lead to prohkibicive capital costs, effectively freezing out new
business.

A.I.D. is making initiatives to facilitate investments in agribusiness
through revolving fund credit, credit guarantees, promotion of debt for
equity swaps, and other efforts at equity and capital market development.
Debt-Equity swaps generally imply privatization of the assets of a
parastatal, but that need not necessarily be the limit of their usefulness.
Agriculture and Rural Development Offices often have the knowledge and
skills required to assess the technical feasibility of projects that might
be supported through these mechanisms. In a few cases, this hasg led to
joint action by ARDO's and A.I.D.'s Private Sector Offices. At the same
time, generally limited ARDO familiarity with the jargon of corporate
finance appears to inhibit participation in the process in a number of
cases.

There are 19 ANE country projects and three centrally-funded ones identified
that focus on capital markets or credit. A proposed A.I.D. grant to the
Philippine Agribusiness Industrial Investment Company (PAIICO) would provide
technical assistance and partial capitalization so that PAIICO could
mobilize private capital to "turn around" finanzially djstressed
agribisinesses, invest in parastatals slated for privatization and new or
existing agribusinesses. A grant to a Venture Capital fund to support small
to medium sized enterprises in ereas of high growth potential has been
proposed for FY 1990. Other projects support rural financial services and
credit in Egypt, Indonesia, Jordan, and Tunisia. There are projects to
support stock exchanges in Sri Lanka and the Philippines.

Beyond availability of capital feor initial investments, operating capital
requirements, which often exhibit huge seasonal swings for processing
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operarions, may r2gulire innovative approaches to £inanciil iastizus:ans
lending. Where parastatals have had an almost open line of credit cn the
national treaury for purchases of agricultural inputs and products, private
agribusiness cannot expect similar treatnent.

Multinational trading firms sometimes extend a degree of financial
flexibility to parastatal organizations in the certainty that the good faith
and credit of the national government means that they will eventually get
paid. Where private firms take over from a parastatal, the implicite
government guarantee dces not necessarily follow, making access to credit
more difficulc,

Training and risk reduction are two dareas in which A.I.D. can facilitate
agribusiness financing. Training that helps financial institutions to
better understand how others handle the unique aspects of agribusiness
lending as an economy becomes more market oriented could be a useful
service. A.I.D. Missions that have been especially successful may want to
share their experience with others in the region. A.I.D. programs that
provide credit guarantees can also help to reduce the risk to financial
institutions, encouraging them to increase their private agribusiness
lending.

2.7 Reliable Supplies Of Agricultural Raw Materials And Other Inputs Are
Essential To Competitiveness

Availability of agricultural products that meet requirements in terms of
quantity, quality and seasonal availability has a ma jor impact on the costs
and potential returns of an agribusiness project, To assure that
requirements are met, management of agribusiness projects may have to assume
a role in research and extension activitcies, input supply, credit and
asgembly operations.

Of the agribusinesses studied thus far in our project, 16 percent conduct
some sort of research, and 40 percent are involved in extension activities.
Almost half attempt to assure supplies through some sort of mechanism:
imports, integrated production - processing arrangements, or vertical
linkages through contracts or other procedures. Contract farming, whereby
an agribusiness firm provides inputs, extension services and guarantees
prices can have the impact of mutual risk reduction.

Price incentives may be used to encourage deliveries early and late in the
processing season, reducing required investment in capacity for peak
processing periods and storage facilities. Regsearch and extension services
may encourage production of a range of products that can be processed at the
same facilities, increasing initial investment requirements, but reducing
the average cost per unit processed.

Innovative arrangements, such as contract farming, through which
entrepreneurs are assured supplies to operate their processing plants and
local producers and small entrepreneurs are encouraged to share in the
benefits of agribusiness represent an ideal combination of A.I.D.'s
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ievelopment z2oals and entrepreneurs PTIIlT motlives.  Such arrangaments lan
be developed through careful structuring of incentives. They may nappen if
left purely to chance. However, A.I.D. supported training and capacity

development can improve the odds in this process.

A.I.D.'s experience with a broad range of production projects can be an
extremely valuable resource in working with agribusiness to assure that
agricultural raw materials of required quantity and quality are available in
a timely fashion. At the same time, working with agribusiness to facilitate
changes cthat will assure supplies of other raw materials required for
processing,such as tin plate, bottles or other containers, labels, etc. will
represent new areas for A.I.D.'s Agriculture and Rural Development Officers.
An important consideration in planning a strategy is to figure out how to
draw on the expertise of other parts of A.I.D. (PRE and regional private
sector office, for example) and other private and government organizations.

3.0 'Lessons"” for Planning An ANE Agribusiness Strategy

3.1 Understand Markets and Competition: Don't Forget Domestic and Regional
Markets

U.S., European and Japanese markets offer many opportunities, but they are
also highly competitive and often protected by nontariff barriers.
Agribusiness that gets "bugs" worked out close to home is often more
competitive shen it is ready to market far away. Local and regional market
development may complement exports, as consumers in different markets may
vary in quality preferences and ability to pay. A.I.D. can (and does)
support market research and feasibility analyses that reflect this.

3.2 Policy Reform is Critical

Don’'t forget that a carrot is not necessarily a carrot. Incentives differ
between A.I.D. and host government, and they also differ within A.I.D.

The tendency among international donors and financial institutions is to be
in a hurry for reforms to be adopted. In contrast, while local officials
may be quick to accept the general principle of benefits of policy reform,
privatization and an increased role for private agribusiness, agreement on
the procedures to attain this end may take time, with considerable interest
in pretracted study of details and implications.

It is essential to recognize that individual incentives, and the costs of
making a mistake, differ among the participants in a policy dialogue. Local
officials may assume that the A.I.D. representative will be rewarded based
on the amount of money distributed, so concessions on their side may be
difficult to come by. At the same time, the risks of a failed change in
policy are much lower for the A.I.D. representative, than for his or her
local counterpart. Clear and unbiased analysis of potential implications-
benefits, codts and risks of specific policy reforms - may be the best
route to the kinds of reforms necessary to encourage private investment.
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3.3 An Agribusiness Strategy Should Couple Agriculture and Rural
Development Officers’ Talents With Those of Otkers in A.I.D.
and Other Agencies; New Skills Will Be Required.

Recent World Bank reviews of marketing and agribusiness activities have
pointed to the specific skills required. They suggest the need for a
combination of increased training and staff resources. While A.I.D. is
often ahead of the World Bank in a number of strategic respects, a careful
examination of staff training needs and new staff requirements is necessary.
Meyer's recent review of ANE Bureau staffing indicates a highly trained set
of Agriculture and Rural Development Officers, with extremely limited
preparation in areas related to agribusiness and international trade.
Bureau strategy for addressing the internal capabilities factor will
influence the options for an agribusiness strategy.

ARDO’s have contacts and knowledge that could permit them to take the lead
in a Mission Agribusiness Strategy. Corporate finance, venture capital and
other activities will require coordination with others. Figure out how to
coordinate with and use others within A.I.D. (PRE, for example), other U.S,
government agencies (Trade and Development Program, OPIC, USDA, Commerce),
others in the development business (World Bank, CIDA), and business
organizations and development groups (Chambers nf Commerce, etc.).

3.4 As a Bilateral Donor, A.I.D. Has More Experience Working With the
Private Sector Through Goverrments Than In Dealing Directly With
Private Sector Operators.

Much World Bank and A.I.D. experience in support of agribusineas has
actually involved working bilaterally through government and parastatal
agencies. The World Bank reported this to be the case 97 percent of the
time through 1983. This implies the need to develop new networks of contacts
if there is to be a shift toward direct relations with private firms.

One of the objectives of this study is to identify information sources and
networks that may ba useful in developing a country agribusiness strategy.
Two-way training may also help - helping A.I.D. deal with firms, and firms
deal with A.I.D.. Regional or subregional specialists may be means to offset
some of the short term skill and experience limitations.

3.5 Development and Profit Objectives Don’t Necessarily Mesh Automatically.

Without careful attention to the design of incentives, the contribution of
agribusiness to A.I.D.s development objectives Tday be largely accidental.
Partnerships involving large, medium and small scale (micro) enterprises can
be developed, but will require skillful analysis to make them work. Large
investments will not be made if assurance of timely availability of quality
inputs cannot be assured. Reinforcing recipient country capacity to analyze
and structure incentives is important. This will require additional and
different skills than A.I.D. is currently supporting through most policy
projects, often with reinforcement of capacity in different parts of host
governments.
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3.6 Finance Requires Attention, But Management Shortcomings Should Not Be
Confused With Financial Constraints.

Agribusiness financial requirements are different than those of general
industry. In many cases, cealing with parastatals has been much easier than
will be financing a competitive private enterprise which will see profits
and losses. Training and risk reduction are two areas in which A.I.D. can
contribute.

3.7 Labor and Human Capital Development Will Preseat New Challenges to
A.1.D.

Private agribusinesses in ANE countries are often well placed to take
advantage of new and expanding market opportunities. Family businesses and
middlemen may have operated on the fringe of legality under parastatally
dominated systems. Taking on &an expanded role will require that middle
management be developed. A.I.D. will have to explore ways to be as
effective in supporting training for employees of private firms as it is for
civil servants. Support of vocational and managerial training for
agribusiness should receive new attention.

3.8 Infrastructure Development, While a Lower Priority om A.I.D.’s Agenda,
Will Still Be Critical to Mobilizing Private Capital for Agribusiness

While not all "public" services need to be provided by the state, capital
investments will be required. If not financed directly, A.I.D. should
consider innovative approaches to stimulate required investments.

3.9 Agribusiness Partnerships Between U.S. and Local Firms Will Not Spring
Up Ovecsnight

Many of the partnerships, joint ventures, licensing, franchising, and
distributorship relationships between U.S., multinational and ANE firms have
developed as a climate of mutual trust is developed. What begins as a
marketing, distributorship arrangement in Europe or the U.S. may lead to
capital investment. Despite A.I.N. personnel rotations, the need for a
longer term, systems perspective is critical. He (or she) who starts the
ball rolling may not be thera to sse it achieve its objective. At the same
time shorter term achievements are possible.

4.0 Elements of an Action Plan to Prorwote ANE agribusiness

With the above lessons in mind, the following section presents a range of
concrete actions that A.T1.D. missions can undertake as part of a strategy to
promote agribusiness developmenc. The focus is on activities that will lead
to employment and income generation in the countries concerned, while
simultaneously advancing U.S. self-interest by promoting U.S. exports, and
economic growth conducive to longer term market development.
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The Action Plan 1s oJrganizad arcund the se:r of ragquirements for Izstarin
agribusiness development presencted above. It: 1) beging with a rapid
appraisal of agribusiness capabilities, constraints and opportunities
including existing capacity, competitive position, comparative advantage and
market opportunities; 2) examines areas where A.I.D.'s interest, influence
and experience in policy reform can be brought to bear to contribute to an
investment climate that will facilitate agribusiness development; 3)
discusses opportunities to contribute to infrastructure development and
maintenance of infrastructure; 4) examines opportunities in support of
technology development and transfer; S) presents a range of opportunities
to affect labor force and management skills and availability, and other
aspects of human capital formation; 6) lays out a number of opportunities
to contribute to required financing for agribusiness development, directly
and indirectly; and 7) suggests activities to contribute to availability of
reliable supplies of agricultural products and inputs for processing,
packaging and marketing, often key constraints to successful agribusiness
prc.jec-s. Finally, some thoughts are presented on coordination of
Agribusiness Strategy at the A.I.D. Country Mission level.

4.1 Rapid Appraisal of Agribusiness: Capabilities, Opportunities and
Constraints

A preliminary requirement in designing a country level strategy for
Agribusiness development and promotion is a snapshot of where things
currently stand. In many countries, a wealth of information can be drawn
upon to identify priority areas for assistance, but the information may not
be available in a form that is useful for A.I.D. programming.

An understanding of government priorities, existing capacity, competitive
position, current markets and opportunities, and constraints to agrihbusiness
achievement of its potential is essential to the design of other elements of
the Action Plan to support agribusiness development.

A Rapid Appraisal of Agribusiness: Capabilities, Opportunities ~ and
Constraints should be considered an important first step to identifying five
to ten priority sectors with the highest potential. There are a number of
sources that can be drawn upon for this process: The AMIS Project has
pioneered in the development of methodologies for rapid appraisal of
constraints to marketing/ agribusiness system operations and performance
that should serve as a useful foundation for such analysis. AMIS Project
team members have a network of offices in ANE countries and country-specific
expertise that can contribute to cost effective appraisals. Several pilot
case studies could be undertaken as an extension of the current project.
Additionally, the U.S. Trade and Development Program (TDP) has funded a
number of Reconnaissance Surveys of Agribusiness Investment Opportunities
that provide important insights into components of an approach that will
provide opportunities for U.S. business to identify joint venture partners.
One such study has been done for the Philippines. Another source of useful
information may be the PRE-sponsored Manual for Action in the Private Sector
(MAPS). While MAPS is directed at general private sector development, it
has been attampted in one ANE country and should provide some insights in
designing Rapid Agribusiness Appraisals.
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4.2 Policy Reform Initiatives to Support a Healthy Investment Climate

The importance of government policy to successful development of business -
government partnerships for development is increasingly accepted. Where
government has traditionally viewed >:siness with a skeptical eye, and vice
versa, che importance of government i3 a regulator which can achieve its
social objectives by creating incentives to private investors is attracting
growing interest. One task of the Rapid Appraisal discussed above is to
identify priority constraints to agribusiness development that can be

addressed through policy analysis and reform.

A.1.D.'s ability to influence policy in countries in which it operates often
exceeds the actual resources it has to devote to policy reform, making this
a high payoff area in which to operate. At the national level,
identification of key areas for emphasis on the policy reform agenda is
essential.

Among the areas through which A.I.D. can contribute to an attractive
climate for agribusiness development are tax policy, the investment code,
labor laws, pricing policies, grades, standards and a variety of related
regulations, contract law and enforcement, arbitration procedures,
macroeconomic policy, exchange rates, tariff and nontariff treatment of
imports and exports, and other items discussed above.

4.3 Support for Infrastructure Development and Maintenance of Infrastructure

Roads, bridges, public utilities such as power, water and sewerage, market
infrastructure, ports, communications systems and educational systems all
influence the attractivenasss of private investment. Although A.I.D.'s
priorities may focus less on direct financing of infrastructure and
maintenance than previously, a range of opportunities to facilitate
infrastructure development can be pursued. Innovative wuse of U.S.
commodities in Food for Work programs merit further analysis at one extreme.
At another, where capital markets exist or are being developed, public debt
offerings can be explored. Agriculture and Rural Development Offices could
take the lead in identifying priorities for such financing, even if they do
not get involved in the public offerings.

4.4 Support for Technology Development and Transfer

U.S. firms have considerable expertise and a catalogue of exportable
products that can contribute to the development of technology appropriate to
the needs of ANE agribusiness. In some cases, this may be tapped by
supporting research and development through innovative support for
partnerships between U.S. and ANE firms through scientific exchanges, joint
ventures, licensing arrangements and direct sales.

A.I.D.'s Entrepreneurs International Program, sponsored by the Office of
International Training has led to some useful experience with U.S. business
and a few sales and business arrangements during it's first year.
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4.5 Support for Labor Force Development and Management Training

A.I.D. has traditionally provided support for a range of training activities
from vocational training, often administered through privace voluntary
organizations to advanced degree training at U.S. universities.

On  both vocational and management training fronts, where narional
educational systems do not provide the training businesses need, U.S. based
training of trainers may be useful.

Training directed at support for business, especially agribusiness, is a new

agenda item for A.I.D. Even in the U.S., the unique requirements of
agribusiness have led to a White House conference and a National Commission
on Agribusiness Education, whose report will be released in June. The

Entrepreneurs International Program could provide insights into on-the-job
training for ANE entrepreneurs and potential U.S. clients and suppliers.
More formal training opportunities will also be required. A.I.D.'s proposed
support for business training in Madagascar may provide some ideas for
options for countries in the ANE region.

Training will not be a panacea, however. In some countries, labor laws may
require study as part of the policy reform agenda in order to assure that
the system protects labor interests without making investment unattractive.

4.6 Financing Agribusiness

Options for increasing available financing for agribusiness development
range from direct financing, to credit guarantees for loans and venture
capital funds, to use of local currency to set up revolving funds for
agribusiness development. Capital market development in some countries may
yield a source of funde for agribusiness. Potential joint ventures and
ownership arrangements can also lead to direct investment of private capital
in ANE agribusiness.

Studies of formal and informal credit markets in ANE countries may help to
identify real financial constraints to agribusiness development. It is
essential to bear in mind that inadequate financing is often a bona fide
problem, but sometimes for reasons related to management, rather than the
financial system.

4.7 Assuring Timely Availabili*y of Supplies and Raw Materials

Assured and timely availability of the required quantity and quality of raw
materials, including agricultural products, production inputs and packaging
materials is critical to agribusiness investment decisions. As indicated
above, plants built without attention to supply stand idle throughout the
developing world,

Some U.S. and multinational firms address this problem through vertical
integration. A variety of opportunities to develop contracting arrangements
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that protect the incterests of Sowh agricultural producers and agrisusizesses
can De addressed with A.I.D. support.

On the input side, policy reform may also be required. Tariffs and quotas
on imported containers, packaging equipment and materials may prevent
locally processed products from competing with imported goods, or developing

export markets.

4.8 Coordinating Agribusiness Strategy Design and Implementation at the
A.I.D. Country Mission Level

The Action Plan presented above embodies a complex set of activities, and
will require a wide range of expertise. It is clear that among all of the
potential participants, some office needs to have lead responsibility for
agribusiness development activities. Agriculture and Rural Development
Cfficers have much to recommend them to this role. At the same time,
broadened responsibilities will require broadened skills through a
combination of training and hiring priorities.

Among the recommendations made by ARDO's at the Rabat conference was to
provide them with sufficient short term training so that they could feel
more comfortable in discussions with Private Sector Officers and
Agribusiness Representatives., As part of the current study, the AMIS team
is identifying resources available to help support efforts at agribusiness
development. Such training can be among the topics addressed.

5.0 Next Steps

This draft lays out a range of activities that A.I.D. can undertake to
support agribusiness development, employment generation and income growth in
the ANE region. As part of ongoing discussions with U.S. and Multinational
Agribusiness, A.I.D. and other donors and financial institutions, the AMIS
team will discuss specific elements of the proposed Action Plan, as a basis
for further refinement of a set of lessons that will be useful for A.I.D.
Programming.

An informal seminar with selected representatives of agribusiness, commodity
agsociations, A.I.D. representatives and others interested in A.I.D's
strategy for agribusiness development is tentatively scheduled for mid-July.
This is expected to lead to reactions to this document.

A final report from the current study is to be prepared in August, drawing
on the above discussions and interviews.

Additional follow-up that is under discussion includes:
A broad based agribusiness conference, directed at providing information

about A.I.D. support activities to U.S. agribusiness and further opportunity
for interaction among A.I.D. Officials and Agribusiness interests; and
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A series of pilot sountry-level Rapid Appraisals of Agribusiness, aimed a-
identifying agribusiness «capabilities, -~onstraints and opportunities
including existing capacity, competitive position, comparative advantage and
market opportunities;

Sector and Venture specific analyses, aimed at designing agribusiness

support activities that will lead to employment generation and income
growth in ANE countries.
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Table 1. USAID Interventions in Agribusiness in the ANE Region,

1980 to present¥*

Private Sector Agricul-

fnvestment tural
Climate/Policy markets
Reform

Ueve lopment

Invest

of Analytical ment

Lapactity

Promot von

SELECTED PROJECIS N Number
AGRIBUS INESS of
1980 tu Present Projects
LOW INCOME AGRICUL TURAL ] H
ECONOMIES | 13§}
I I
| I
LOW INCOME TRANSITIOMAL | 1
ECONOMIES I 44 |}
| I
I M
MIDOLE - INCOME | 1
INDUSTRIAL 1ZING COUNTRIES | 18 ||
! i
I i
CENIRALLY AND REGIONALLY | 1)
FUNDED PROGRAMS | 26 ||
I i
fm=====]]
OVER ALL T0T1AL | 101 ||

Commodity Infra-
Imports structure
Deve lopment
|
235 i 38%
I
|
|
7% | 9%
|
I
I
6% | 118
|
I
|
0% | 0%
|
| =
% 11%

Privatization Off Farm Small & Ueve lopment
of State Run  fmployment Micro of Captial
Enterprises & Rural Enterprises Markets
_Enterprise
| I | |
15% | 15% | 8% | 8% |
| | I |
| I | |
I | | I
14% | 27% | 23 | kY4 |
| I I |
| | | |
! | ! |
22% | 17% | 28% | 22% |
| | i |
| i | |
I | | |
4% | 8% i 15% | 12% |
I I I I
seme=- I | mmemecen | emmccnan
13% 19% 20% 22%

* lhere are cases where multiple interventions were entered for individual projects.
Due to this fact, percentages do not add up to 100%.

** This is a prelimary survey of USAID project interventions related to Agribusiness.
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Table 2. World Bank Experience in Agribusiness Lending

Production Transport Storage Processing Marketing
(percent)
Asia -
Near East* 6.7 6.5 13.7 22.8 12.6
Total 14.6 11.1 27.5 41.6 29.7

*Components of loans approved by the World Bank 1972-83
Regional definition only approximates that used by USAID

**Percent of 960 total components, data add to more than 100%
because two activities listed for 243 componernts

Source: derived from J. Brown. Review of Agroindustrial Operations
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Table 3. Country and Regional Experience of Agribusiness Firms Studied*

Number
of
Companies

Low Income
Agriculcural Economies 2
Bangladesh 1
Nepal 2
Burma 1
Low Income
Transitional Economies 20
India 8
Sri Lanka K
Pakistan 5
Indonesia 5
Yemen 1l
Morocco 4
Philippines 12
Egypt 7
Middle Income
Industrializing Nations 14
Thailand 14
Tunisia 1
Jordan 2
Oman 1

* Some firms operate in multiple countries
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Table 4.

Table 5.

“able 6.

Coermodiny Zxperience of Agribusiness Firms Studiedw

Percent
of

Companies
Inputs 35
Production Output 17
Processing 74

*Total percentage is greater than 100 because
companies are involved in more than one
commodity area.

Ownership Experience of Agribusiness Firms Studied*

Percent
of

Companies
Licensee/Franchise 13
Joint Venture 57
Wholly Owmed 65

*Total percentage is greater than 100 because
companies are involved in more than one
ownership arrangement.

Other Activities of Agribusiness Firms Studied

Percent
of

Companies
Research 17
Extension Services 48
Supply Linkages 48



APPENDICES
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Appendix 1. Agribusinesg in ANE'3 Stra=agy S-atement

ANE Bureau's "Food Systems Strategy for Growth in the 1990's" proposes that
A.1.D. programs in the region be adjusted on the basis of countries’
economic structure, primarily on the basis of per capita income. Countries

fall into three groups:
1) Low Income Agricultural Economies: Bangladesh, Burma and Nepal;

2) Low Income Transitional Economies: Egypt, India, Indonesia, Morocco,
Pakistan, Philippines, Sri Lanka and Yemen; and

3) Middle Income Industrializing Economies: Jordan, Oman, Thailand and
Tunisia.

As countries move from group 1 to group 3, the World Bank's estimates of per
capita income rise from $161 to $978 (1985); annual GDP growth rises, the
share of agriculture in GDP declines, while industry's share rises. Labor
in agriculture declines, while urban consumer demand shifts to greater
reliance on higher protein and more processed, as opposed to bulk
agricultural products. As labor moves out of agriculture, the importance
of food processing and marketing is thought to increase.

The strategy lays out somewhat different priorities as a function of level
of development. For Low income agricultural economies, the strategy calls
for much of A.I.D.s recent package of programs: Research and Technology
diffusion; Input supply, with reduction in subsic. :3 and an increased role
for the private sector; Public Services and Infra'tructure, with emphasis on
irrigation; improved policy analysis; a focus on natural resources, and a
focus on human and institutional capital development, especially for
research, analysis and management.

Proposed programs for Low Income Transitional Economies focus on improvement
of the management of existing resources as a source of growth,
Strengthening Agricultural Policy Analysis; emphasis on technical innovation
to offset recent slowdowns in yield increases; increased emphasis on
Agribusiness - development of infrastructure and services to promote
agribusiness investments; Trade Liberalization; emphasis on Natural
Resources; and investments in human and institutional capital development in
support of ©policy analysis, agribusiness, export promotion and crop
diversification are among key areas identified.

The strategy for Middle Income Industrializing Economies assumes that food
self-sufficiency is no longer a problem - either as a result of production
or imports. Institutional capacity is also assumed to be developed, with
some need for further strengthening domestic and international networks.
The strategy sees highly trained nationals taking a role in regional
affairs.

Agribusiness Development, Trade Liberalization and Market Development are
all of interest in the current study. Suggested priorities in these areas
include:
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Agribusiness Develorment

Low Income Agricultural Countries

Develop host country capacity for market 3nalysis

Low Income Transitional Countries
1) improve market analysis capacity in order to help define
private sector investment role, also do market testing of new
products
2) establish product standardization & quality control agencies

3) expand private sector marketing and advertising capacity

4) re-focus agricultural research on products with market
potential

5) Adjust import restrictions to allow freer import of supplies
for processing industries

6) create quasi-public agency to oversee infrastructure develop-
ment

7) strengthen private investment promotion programs, such as tax
breaks,legal provisions for joint foreign-local investment

8) interest rate policy adjustment
Middle Income Industrializing Countries

1) expand analytical capacity to identify/promot:e expansion of
exports of processed products

2) improve export licensing procedures

3) assist processors to improve product quality, management, cost
control

4) help establish links with fcreign firms for market outlets or
joint ventures

5) provide access to toreign technology/expertise

Trade Liberalization and Market Development

Low Income Agricultural Countries

1) Support expansion/upgrading of input marketing systems and
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encourage price competition Dbetween governmen: and srivata
suppliers

2) Use commodity import programs to lever greater involvement of
private sector in input distribution

3) Monitor input distribution systems to determine where
government intervention is required and analyze subsidy
ad justments

4) establish analytical wunits to monitor domestic and
international cereal prices

5) assist in establishing public cereal stocks at least cost
levels, encouraging shift to market-driven systems
(floor & ceiling prices)

6) support programs encouraging private sector investment in input
and output storage facilities and processing facilities related to
cereals, including adjustments in licensing procedures, credit,
and testing of low-cost storage techniques

Low Income Transitional Countries

1) Restructure state trading agencies - disengage from non-cereal
markets

2) Promote private investment in domestic food supply through
changes in investment and tax policies, and by the use of market
interest rates to mobilize domestic capital (offset by tax breaks
to target specific indust::.as)

3) Improve analytical capacity in domestic trade policy, in such
areas as streamlining the licensing of trading activities and
promoting investment in trade, in order to encourage expansion of
agribusiness.

Middle Income Industrializing Countries

1) Support establishment of trade development office to increase
access to foreign markets and earning of foreign exchange to
finance imports. Functions would include: monitoring chauges in
world markets, identifying new markets, and balancing trade flows
with major trading partners
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APPENDIX 2

SUMMARY OF AID EXPERIENCE IN AGRIBUSINESS -RELATED PROJECTS

- USAID Projects by Category (Preliminary)

- USAID Interventions in Agribusiness

- USAID/ANE Agribusinesc Related Project Descriptions
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Jacgladesh

Zgrpe
Nepal
Jakiscan

INTRASTRUCTURE SEVELOPMENT

dangladesh

Pailipptaes
Sri laoka
Thailsnd

PRIVATIZATION OF STATR
RUN EINTIRPRISE

Pakiscan

Sangladesh
lodonestia
Morocco
Philippines

Sri lanks
Thatland

SMALL AND MICRO
INTIRI1SES

Igyye
India
lndomssts

Morosee
Philippinss

Sri Lanka
Thelland

laputs which comeribute directly %2 an sgridustaess project. Cowmodities which may affect
agrizuleural praducctian 3r 2304 supp.ies ATe 20T Lac.uded ia 2Als survay.

Sulk {aporcation 3f ferzilizer fr=m JSALD (I180.000MT) -2 zeet zhe ased ‘3r ferczilizer
supply. dSeyond .3cal praducticn .evels. 3educed ciak 23 pri7ace ferzilizar
4iscriducdrs, and alloved for <0l reduction ta farttlizer sunsidtes.

Privece Sector Ccwmodity lmport Pragram - .nspecifiied :owmodities

zmporc/Markat supporc for ferctiliter lalivery

Pri7ate sectdr dlatridution of fertilizer

Suildings, Taczories, lrrigation Syscems, Canals, Rosda

Paysical improvessnts vhichd facilicacta cae devalopoect af agribusinssees.

Seneral iofrsscructurs projects woich vers 3ot placned Lo relatiocn 3 sa sgridusiness
3¢ private sector development effort are 20t surveyed ia chis icudy,

Conetruccion of urea factory, Tercilizer storage and iiscribucicn (afrascrucsura
Rocads co facilitate farmer access to production iapucs, :redit and sarkets.
Rehabilitation of markacte in medium sized cicies

MBcawill [3glon, Mual .uuetruction, wuter systems

Asstsced ta building of ascicnal vegecabls seed center and peanut cencer

Efforcs to wove ownership from the public owmershis (parsscacals - govermment owned stock)
%0 privace ownorship. lacludes privace ssles, pudli. share offerings, liquidations. liderslizazisca.
Privactizacion sctivitiss Liaced hare caa e ANR aoA'or MR supported.

Yercilizer discribution shifc awvay from govermms: dsalars to privacts daslace

Privacizacion of goverumsnt-owned farm tapuc supply systems

Fruit aod vegetadls processing ceatere fa the Jordan Valley -- aission axploring

telling at laasc one of two modern but tdle processing centars to sa tat'l food procassing :owpany
Capital participation privatizacion of cthree fisheries and four sugar companies.

Public Share Offerings for Oman 7lour and a fisheries company.

liberalisacion of ghee planc

PRE developed plans for privatization of Nacicaal Food Authority and Phailippines

Jairy Corporatiom.

lacervencions vhich are specifically aimed at supporting employwent opportuaiciaes
other tham craditional farming sacerprisee. Rural based, aot urbea baeed.

Supporc of mall-ecale enterprises vich backword liskages to agriculture

Zacouraging off-farm employsent snd expaesding the role of che privacs sectar

Seall farm credit co che Agriculcural Credic Bank.

Project seeks to lLocrease privats sector sgribusiness snd cural waaufacuturing {(avescwencs

ta che Bicol regioa. Improved cooperative markecing syeCems O agricultural commodizies

produced by rmall farmers. Philippices is parcticularly scrong ta support of aff-farm snteracises.
Support of cursl Laduscry

Rural ladusctries project 20 expand off-farm employmest oucside of the metro Saakgok area.

Support of sedium-emall-aicro lavel private satarprises included. Ilacerventions
Iacries ia chis category way have small businsse developmenc lieted 38 & projecc goal
oF cowpomsat focus CO Fuppart private sector developmsat. Focus om

smployesat gemsratica fa sesll scale businese developmeat aspecially in rural areas.

Support o ailsro & smmll scale farmers to increass ag lLavessenc

GCrowsz's cooparatives

Privaca Seator Devt projeac starts fros the bottom and works up, Lodeacifyinog
satrepransurs vhe have che capacity to expand a parcicular seatiom of che ag induscry
Creatiem of pre-export financing facility for smmll businesses.

Seall & Mediun Eacarprise Davt seeks to sdeelersce growch of labor inctemsive small
asdium eatarprises

Develogpmeut of che Sri Lacks Business Developmenc Caacer - Final svaluatiom
recommeadation that the 3LJOC focus on new, small and sedius scale eacerprises.
Supports emall and sedium sised firms sgro-1induetry seen as Che moet promising sres
for small saterprise rapid develo wear.
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J3AIZ Froceczts Iw Zanagtrov. ltntinied
JEVELGPMENT 37 CAPITAL tacludes both che developreac af iascituclioual zapltsl zarkacs, as vell as
“ARKETS credit and finsnciag.
Jsagladesh ural Fiasace Experiment Project - taprove zredit systems {or faraers
[£$4-11 caproved financial secrvices tO pri7ate sector Jnterprises, zesulting tn expanded {avesTament
laconesta taproving rural financial {oterwediacion; support 3f laadiag for axport led produccisa
Jsraag S:rengthen financial aarxsts, sooiliize and allocace veacurs :apital. Provide seed
:aptial zo ilmprove ctecanology fiasncing, tzade finaociag program for US zaplcal gooda.
dMilippioaes ?Y0 programs to offer credit to smuall and sedium ecale encerpriswe
Encourage develupmant 3f & self-euecaining cural financial syecem.
Consider conrtraints limicing cthe development of securities markats, scresagtian
Securities and RXxcbangs Commission, facilitacte wobiliiacion of czaptisl i{avescsanc.
Mobilise privece tarm :aptial for Lnvestment
Scl lanke Support to cthe developmesar 3f dynamtc captisl asrikacs, loag-term capical
Assist in streangthening che Securitiee Council & Scock Exchange
Tunisia Private sector davelopmeat looks at captisl sarkats
*NDUSTRIAL TRADE AND Policy dislgous vhich sddresses govermment policies wvhich restrain free markat growtd.
POLICY RETORM Le. unnecessary formal licensing procedurss & ocher pricing barriscs to woving ag :cumodiIies
casescmmecscecvsrummansce {vom arsas of productiocn markats, liceasing procedurse for setabdbliashing agro-procssaiag
facilicies, pricing scruacure, Lmport reatriccions.
Sangladash Policy dislogue with orphaeis on strengtheaing che rols of agriculcursl privece sector
Zgypc Support of deragulatiom of agricultural sector; Stromg AlD policy reform effarcs ta Igype
adonesia Policy sgends aimed at reducing comsCraints O expansion asd diversificsctica of ag sector
-ordsa Remcve comstraist o licensing of nev Lndustriee and protscticaisc policies
Pakiatan Balsnce of paymsats support, sacouragiug ag policy reforms, reaove fercilizer subsidies
Sti Lanka Policy reforma sought to sacourage diversificatioa, technologicsl (ancovation and upgradas
Tuateia Support of sccmomic policy reforms snd sCructural adjuscments O the ag sector
AGRICULTURAL MARKETS Pfforts to extend agriculcursl sarkats, distriduclos and eales.
cemveamcacvtensoncencomane Also to idemcify and snalyve axiscing or potsatisal markats.
Sangladesh Rogoursge fertiliser use/msrkat for ferciliser, Creace -ew private seator msrikating syeces
Jordaa Ag Markating Projeet, simed at iwzproving markecing orisscacion and ekills La agribusinede
Decresse public seator Lavolveaszt Ln msrketing procese.
Pailippines Developmeat of stromgest growch seatore, rather cham fogusing of the w0st depressed aress
laproveseat of sarket saosgemsat snd operations
Tuniasts Scruaturasl Ad juacmeat to eaccurags private seator role {n warketing of farm inputs & producss.
OSEVILOPMENT OF ANALTTICAL Training, Techaical Assistance, Reg-arch, Surveys, lnstituticsal Developmeat
CAPACITY Davelopmeat of univeisity curriculum, U$ study coure
lndonestis Parcticularly scromg fastitutional development progras
All Counctries Across cthe board, thess activicties are interveatioms.
INVESTMENT PROMOTION Promocion of foreigm iLavestment, {oint ventures, trade missica, investment
secaces wecesecmcocccccnaaa OppOTTUALLY surveys
Egype TY$9 plans to laumah & Business Development Ceater, prisary object, lnvestment Promocioan
lndis Joine US/lndis veatures {a techaclogical {naoveriows ressarch in agrc-procassiag
Jordaa Creatios of Iusinsss/Exportare Associaction, US/Jordaniaa venturss
Onan Lacosragmeat of commsrical fishing aad Omsal privacs sector Laovescmesc in f{isheries.
Philippiaas Support of regicssl ani naticual crade fairs, product diaplay ceaters, trade miseizas
Support to a for profit {avescmaat benking and f{inamcial services company - o
aqt a8 & broker to idemtify Lavestors/buyers to provide aew capical
Sri Lanka 3ri Laska Dusinsees Developmsat Canter addresses investmeat promotion
Thailsnd Investmsat surveys, Trade missious baa wiuimsl suscess, Incoursying scromg
US/Thai bilatersl trade by developing Lnvestmeat promotica ssrvice cthrough the
Amsricas Chomber of Commsroe ia Baaghkok
Tunietis loduscrial Promotiom Agescy to regulats and promote iLavestmsat.
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USAID Intervent lons in Agribusiness in the ANt Region, 1980 (o present*®

SELECIED PROJECIS I Camsod ity inlra- Privat lzat lon Ot tarm Smal) & Deve logment Private Sector  Agricul Deve lopment lavest
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TXTINSION SMALL SCALX
IQUIPMENT (498-0263)
.382 - 983

.Anaiytic Capacizy)

NON-FARM INTIRPRISE
0GRAN JEVELOPMENT
‘«58-0273) .983 . 388
L Jti-7are)

ATCIONAL 7ND 70R PRIVATE
5ZCTOR JEVELOPMENT
198-0050) .984 - 987
.Anasycic Capacticy)

ASEZAN REGUIONAL JEVELOPHMENT
(«98.0254) 1979 - {995
{Analytic Capacity)
(lnvestment Promocion)

ASEAN SMALL/MEDIUM 3USINESS

MPROVEMENT [ (198-0277)
1984 - (988

(Saall & Micro Eacarprise)
(lavascaent Prowocion)

MPROVIMENT 11 (198-0138)
.989 - (992

(Analytic Capacicy)
{{avestment i'rowmotiocun)
(Policy Raforw)

(Capical Mackacts)

Jevelopiag sppPTIpPriace cacano.dgies.

Asia Regioual

Near Zast Reglonal

Over the years AID “as provided =raining sod Llascicucional suppore =0 zhe regional organszacuice

Also iavescmont promotion semioars and technology exchaages, support o tactrs ASEZAN :radas,

To improve the operation efficiency of srmall and wedium businesses sod to eahance
cthe f{ree uirkat scovcaics. Expand crade sctivicies.

Privace Lavestment and trade opportunties enhance staturs of libersl trade regimes
{n the region. [Incourage the formatiom of capital markats.
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APPENDIX 3
TERMS OF REFERENCE:

AGRIBUSINESS FOOD MARKETING SYSTEMS STUDY
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Agribusiness Food Marketing Systems Study

Statement of Work

The AMIS project will provide a team of consultants to conduct applied research
contributing to ANE Bureau's ability to identify and rank the interventions that are most
appropriate to ANE countries' private sector agribusiness food marketing system
cevelopment. Mark Newman, Abt Senior Agricultural Economist and Director of
Agribusiness Research will serve as Team Leader for the study.

Activities:

AMIS project consultants will: 1) assemble and analyze information on experiences and
lessons learned from public and private agribusiness development activities, projects, etc
in ANE countries; and 2) contribute to the development of an ANE agribusiness
development strategy, and identify resources that may be useful in implementing the
strategy.

l. Assessment of Agribusiness Experiences and Lessons Learned that are irnpoctant
in developing an ANE Bureau Strategy

This component of the project will include a review of selected experiences with public
and private sector agribusiness activities supported by AID and other donors or financial
institutions or undertaken independently within the ANE region. [t will identify the range
of opportunities to support 2gribusiness in the ANE region that should be considered in
developing an ANE Bureau strategy, and assess interest and experience of AID and
private sector representatives through interviews.

Activities
a. Develon an approach to evaluating agribusiness activities, projects, etc. so
that the topic becomes more manageable and intelligible to a broad public
and private sector audience with a wide range of backgrounds, training and
experiences.
b. [dentify and begin to evaluate written materials regarding public and

private sector agribusiness projects, initiatives and activities in ANE
countries, including those underway during the 1980Q's and planned for the
future. Sources of information will include AID/W library resources,
USAID Missions and the World Bank. For selected cases, obtain additional
information on cases where support to private sector agribusiness activities
has been especially successful or unsuccessful.

C. Interview people in the Washington area, as well as at the Rabat meeting of
ADOs, regarding relevant projects, programs and experiences.

d. Contact and interview representatives of 10-20 private sector agribusiness
firms that have either been active in the ANE area or have considered such
activity since 1980. On the basis of interviews and available written
material develop several case studies that identify and analyze factors
affecting success or failure of private agribusiness investments and related
activities in ANE countries. Cases could be selected to provide an example
from each of ANE's sub-regions.
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2 Contribution to ANE Agribusiness Strategy Development

On the basis of interactions with AID and the private sector, as well as the analysis
discussed above, this component of the study will develop an analytical approach and
propose elements of an ANE agribusiness development strategy that exploits the
strengths of both the private and public sectors, and reflects the unique aspects of
individual ANE countries. [dentify resources that might be used in implementing such a

strategy.

Activities:

a. Design or adapt an analytical framework for categorizing types of
interventions that can be used to support or encourage private agribusiness
development in the ANE region.

b. Summarize lessons learned since 1980 and identify implications for ANE
Bureau agribusiness strategy. Develop a ranked list of promising
agribusiness interventions and/or support activities that can form the basis
for designing an ANE Bureau agribusiness strategy.

c. [dentify resources that can be of use to the ANE Bureau in implementing
its agribusiness strategy, including public and private sources of expertise
and information that could be used for such purposes as identifying,
evaluating and supporting agribusiness interventions most appropriate to
individual ANE countries.

Deliverables:

l. By January 15, 1989, meet with representatives of ANE Bureau to finalize
planning for addressing elements of scope of work.

2. February 17-23, 1989, Presentation to ARDO conference in Rabat, Morocco
explaining the approach, summarizing initial findings of the assessment of
agribusiness experience in the ANE region and identifying the range of
opportunities that the assessment suggests. The conference will also serve as the
primary opportunity for the contractor to discuss ANE mission interests,
experience and priorities.

3. May 15, 1989, Draft Analytical/Strategy paper: ANE Agribusiness Experience and
Strategy Considerations for the 1990'.

4, August 13, 1989. Finalize Analytical/ Strategy paper.

bR Provide resource person to make one or more workshop presentations at sessions
to be organized by ANE Bureau, and which may include participation by
representatives of leading agribusinesses.

Level of Effort:

See attached budget



