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FOREWORD 

HOUSE OF ~R~ESZNTATNES, 
@- ON. FOREIGN h . ,  
Wkshiqgtota, D.C., &gtem%er 5,1989. 

In January 1988 1 appointed a Task Force, headd by Eon. Lee 
H. Hamilton and Hon. B e r t j e  A. Gihan,  to mnduct a compre- 
hensive bipakkm review of the US. foreign ziss-e program. 
This was the h t  major review of foreign assisace since 1973. 

The Task Force issued a report in F&-, 1989. The TeGOm- 
meazhtions of the rep& were drafted into B w ~ m .  The fhd 
bill was reported by the CcunmiM on Foreign M& on June I6 
and passed by the House on June 29 as H.L 2655. 
The work of the Task Form wm ably as&&& by several studies 

by the %r?gressiond Research Service on reporting requirements 
and on the development of U.S. foreign w-ce p r c g r ~ ~ ~ .  The 
atktched study makes a Wher mnh-ibntion to Athe @ommiW in 
its efforts to carry out its oversight respo&%ties for U S  foreign 
assishe. 

Authored by Curt Tarnoff, this study of AID'S Private Sector hi- 
tktive, which was developed duaing the 1980's by A D  Atinmush . . a- 
tQr Peter McPhembt, is a concise exploration of the evoHution and 
elements of AD'S f Icivate &&or Initiative. W e  U.S. assistance 
programs have for years work& $hpkg'%.i and pmmotd. private 
sector activities, this initiative brought considerably greater Ifoms 
and a more concerted approach to market economics and promo- 
tion of the private sector. *This Initiative coincided with a growing 
disenchantment during the 1980's in many developing mwtries 
with &ate && economies and a redirection toward market-csri- 
en+& policies. 
The analyses and findings contained in this report are those of 

the Foreign Maim and National Defense EViS3on of the Con- 
I sional %search §emice and, as such, they do not n e c e s x ~ y  re- 

flect the views of the ~ ~ t t e e  on Foreign M& or its memfmrs. 



C~NGRESSXO Smvxa, 

Washington, DC, August 23,1989. 
HOZL Dmte B- Fa~ceU, 
Chinnun, Cornmi- For=eign Afj%~irs, House of&presentatiues, 

Wwhingtort, DC. 
k a  I am pleased to submit "The Private En- 

terprise Agency for htema&ional DeveI.oprnenP,." 
The study ad- aa hprkmt asp& of the U.S. foreign ece 
no& aid pr-. It d e s  tbe fomdaGion of the Initiative, 
the range of private enterprise a&i.srities conducted by 
number of issues which might be considered by pE@ers in the 
Caaagress and tbe executive branch. 

The rep.lr$ was authomd by Curt TmoE, ,Andy& in For&p Af- 
f& in the Foreign M& and National &fern Division. 

Sincerely, 
JOSEPH E. Ews, 

~ ~ c ~ r .  



The Private Eeteqnke Initiative, introduced by the Reagan Ad- 
minbfr8ti011~ in 1981, has been an effort in shift the development 
strategy of the Agency for h b m t i o d  
"predomhmtIy public sector, or govern 
to one that emphasizes market forces and active private h&geaous 
prdu&ve 55fxtom." 
In its belief that the key to economic 

p*, the Initiative adap'tation of 
ietaaItion's domestic p tn its foreign aid 
f l d  a widespread previou 
were not adequate. The evidence for their failure was to be found 
in the onset of severe economic stagwkion in much of the dwelop- 
kg world during the early 1980's. 
Xn the view of hitktive p~opnents, developing countries have 

%wo features: the dominance of the state in 
ess of' the private sector. The Initiative 

has sought, therefore, b encourage deveHopkag mantry govern- 
mcnts "to open their economies to a greater r e k c e  on eeapeti- 
tive markets and private enterprise'', and ''to fbster the growth of 
p~odu&h, ~df4U&.&ihg ~~~ and job P T ~ U C ~ ~  pTk8k? el.lbr- 
p k  in developing countries," 

P0bi.q Fonation. The basic outlines of the Private Enterprise 
Initiative were developed during the first year of the Reagan Ad- 
IXl.hktX'&i~~ md P ~ Z V ~ $ X ?  e n & ~ &  B> 
Pillars" though which, a c c o ~ g  
McPherson, the U.S. could achzieve the Resident's foreign assist- 
ance objwtive. 

The new policy was bolstered by the actions of a variety of out- 
side sources. Several major foreign pow study groups, including 
the CarIucci, Kkhger, d Andreas ~ ~ i o h l s ,  recommended 
steps to encowage private sector growth in their findings. 'The 
World and ather donor entities began to integrate private en- 
teqxise projects into their over& deveIopment programs. The U.S. 
Congress enacted several modest pieces of legislation which author- 
ized new programs or added new language supportive of AID pri- 
vate enterprise activities* Among these were the &aBEs?ment sf 
the Private Sector ~ v o ~ v i n g  Fund in 1983, the Food for Pmgess 
Program in 1985, and the earmarbg of appropria$i~ris for mi- 
crmnterp9Iise projects h FY 9988 md F Y  1989. 

P r n t i t W m I h ~ n  of the In ih t iw  in AID. Witthin the 
Agency for hhms.tiond Development, the Private Enkrprke Id- 
tiative was granted a p~ominence which 83aS led b its suecesdid in- 
tegration into the b w a a m a ~ .  Although the most visible aspect of 
the Initiative, the Mvak Enterprise Bureau, due m &ni#xx.f fund- 

biil 



a modest role m 
the Private Sector RevoIving Fund 

and provided t e c h i d  assistance to missions in the meas of pivvat- 
bation, policy ~efom, kmcial =keb9 and other subjects. 

As an "agency-wide" initiativet p 
motet3 by d other bureaus and the 
maus have each esbb&hd s1')~xia.l 
support mission activities with: W h i d  assistame. Many AID anis- 
S~Q%= -9 8 d~~@8&e9,\ p ~ v a b  e ~ k w ~ ? h  ofker who k k ~  
the l a d  in e&&H&hing contacts with the developing country pri- 
vate secbr and reviews project pro* kithted by other offices 
in the mission to b w e  that private enterprise optiow a r ~  M y  
taken into account during the project design process. 

B i u d e  Enterprise ALctiuit-k 5fMD. The most accurate da& 
avddle  indicate that private en$r!rprise pro- have represerab 
ed roughly 1243% of bid Ihve10pment ~ ~ c e  and EW fund- 
k g  from IT 1986 to the present. In 337 1988 AID ob&aM. $630 
W o n  of DA and ESF in support of the btiative. h addition, a 
large propztioat sf pmj& fmd& with E3F-generat.d 1 d  cur- 
rency have M a private enterprise element. 

There have been three kinds of- private enterprise 
* those that sought to change government poxcies which bear on 

private ekhf;em* 
t h e  that sought to askt private enterprise M l y ,  though 
credit schemes, training and technical ass--; a ~ d  

e that sought to atiliTR pf ate enteqrise t~ carry out 
s traditional social emice activities. 

''@icy &dqgueJ' with develttping 
corn* sought %he elimination of go@9 
~0~~~~ on pfif ate enterprise and the adoption of pficies which 
would stimdate instance, w d ~ r  the ,A-&ica ~ s n o m -  
ic PoEv &f~m &can mun5ries were varir)uiy en- 
coumgd to iE 5eCtor mIe3 in z % g . T i d M  marke&g, 
contract rural road c~ns%m&it5n $0 private ~ n t r a c f ; ~ ~ ~ ,  or lhxdize 

ess and techniques of privatization. AID bas provided ~ ~ c d e  ex- 
perb to conduct stueies m %he feasibility of privatization and assist 
governmen* in m - r y h g  them out, c~nditioned IBF cash transfers 
On N v ~ ~ ~ ~ o E  of a d  t&%?d mF C m B q  b 
e2iraainak ~~~ debt in order to their sale to the pri- 
vate sector. In Honbimasr for example, is currently assisting 
the privatization of a h8Xdhg mmpany with 65 &ms. 

2. Assisting Private Enterprise. A D  has cEredy met business 
nee& for trained gemnneH, capital fos start-up, operat5ns and ex- 
pansion, and  OH^ by Em- a wide variety of && -- 
ing and t e d m i d  assistance projects. h m g  the more &*diva 
private enterprise activities c o n d u ~  by A D  during the 1980s 
m: 



has helped 
kkihtiund of b-255 

Iow p m  cost. 
&ues PZa&e&k by tk Fkivate Entezp& InitWiue In its cMeqge 

to existing policys its emphasis on the private sector, and coacnr- 
rent deemphis af the pub: sectors the Initiative has b n  a d e  
partme h m  the pad. A variee of issues have been raked during 
the eight year implementation of the Initiative: 

Does the Initiative run ce,klttBq ta basic human needs? 
What has the Initiative meant for developw corntry govern- 
ments? 

* hmcid s-&*@ best attained though the private 
secbr? - %%ic%n private sector components &odd assist? 
What institutional obstacIes does Initiative hpfernenta%ion 
face? 

1. Basic H a m  Needs Md the Aiwte Enterprise 13titiQtive. 
Sinoe the ktrdu&on of the hitlafive, many have wondered 



whether the new program was not inr some way hwmpatible with 
the objectives of the 1973 Rew &eCeisns ZegbIation which rquire~ 
the U.S. aid prugram to support; the "poor majority" i~ developing 
c o m t ~ a .  It has been ssertecl that the hikia4ive might be a return 
b *&e pre-New IXrecti~x~s in&& approach to deve1~pmenk in 

4x1 receive benefits via a "trickle 

its straw, the Admin- 
majority would continue 

than earlier. A D  has 

d e R ' - v e n w  of their partidm approach to meet- 
sf the poor majority. 

a. Primge Enterprise hg~am. In man$ cases, programs such as 
assistance to b w b e ~  ass&ations, policy refom akssistanoe, and 
m&t sappEd to m d u m - s a  business, do not appear to help the 

of stre~hening nation& eeo- 
oppr$ugtis and help govern- 

wmeqaaences 
that &~d re- 

ative imp& of p 1 i q  refoms must be weighed again& the far 
greater negative impact that would ensue if government pE- 
ties had remaixtd on th 

0 As&stmce to Bwkess. esadstarncetoa' 
wide range of bwkases, the extent to which the poor have 
h e n  sepased directly by these projects Bas h e n  questiond. 'ko 
some, "&ere is a stark policy choice be made beheen the ob 
jwtives of poverty deviation and business development. To 
others, helping business develop is the best way to &eviate 
poverty. 
Critics perceive a temdie~pcy for many 
projects ta ignore the poor. Export pr 
help n mall nor micro enterprise, because they are 

!J viewed as having little pten%X for developing quality 
p r d u d  h qlwmt3t.i~ n to be comptit4.~tce enrporkrs. 
S d - d e  enkqrise of the Private &*E' RP 
voivhg Fund are enterpises with he3 assets under $250sWl 
a dewtion of smdl-scde tiewed skeptidp by mme. ROW 
nents o oent-ep+ l@1ation in 1987 ware shilar1y @kit- 
i d  of efforts ba ado& a definition of nrimw~~krprk 
which, in their viewl would prevent h d s  h m  reaching the 



who shodd be targeted for h c t  asskbnce. 
b Use of.Z%wte Sector as DeIiue~y Med:han&m- The eflort to uti- 

lize the private for-profit sector and for-profit ambet 
to prodde project services formerly delivered though 

e n d  relative1y rapid rates of grow-kh. The number of absolute 
p r  in middle income mtmtries is signi9cantIy lower than in slow- 
developing countries. And m y  growth at this stage is hprtanlt h 
order to fie g o v e m e ~ ~ t  budge* from the debt b ~ ~ d e n  and d o w  

the $;dX &u$rnmnt Bole in fiaizzk &tor. hiti- 
a ink take 4;s view that developing cowtq-  govern- 
ments have largely played a negative role in their ewnonGes. h. 
stressing divestiture of government embrpfi,  g d v a t . ~ ~ o n  of gw- 
e m e n t  services9 md the fey 0: praject h & ~ g  govern- 
ment b the pfivah secbr, 8 p p m  supp& = govern- 
ment role stg-Wy Merent from what it had previously. This 

e friction with E X  g o v e m e ~ t s .  In Ja- 
Kcit conditions made by 

ma.ican government. 



ent to st~pprt for 
of resow- t- 

than other bwh-. and X w d  bwh-, 

$e, foreign technology and investment. 
5. O h W h  to dmp&lazentation of' the Private E n t e p r k  Izitia- 

tiug. the past eight years, eEod.s to implement *he hi*- 
tive 

There has been a 
plemexat 
an mde 



~~ more staff with bwina- experience a d  -tab 
kished! a training a;rse. 

* &me wnbnd mngrwsiod ovem&!it linders 
a d  *itb. - & ~ . m  by. &w23x@g risk takb 
h v - e ~ q  m d  by fziihbnhgr QE b~&=men due fa the d e  
Wed Fam&.l ~epo~-ing ree~ubvxfkents of govement. 

+ fimwmekit regulations wLch place severe limitations on 
salary 1ed.s payable for pmvisir of contract techaid sen- 
ices have WmcM h m  the &enc:fs &%& t~ obtain s W &  
mmdkalb ia banking, in~estment. and o%he?g specialties. 
Femign aid &m&d resource bita~ns have slw& growth 
0f p f i ~ 8 k  SX!bh PP2'-.  h&%? t b t  c011g~CBSi0d d- 
11wation.s of funds to specific Fmctiond a c ~ ~ t s  md mnragms- 
~ Q X ~ !  -kJ3 for S ~ % C  ~ ~ B ,  @98t19 Wkd fk& 
which might ha~e ken  d&mM b pri5~ate enterprise develop 
men%. 

A-iqg t,-ze %mte Bnte~rise Initk8ive. It is difiicdt to meas- 
ure the impact of the devefopment of private en- 
terprise m d  on the of deve30phg wlantries. In 

in m y  comtries and the 
~etakively d siae of the private sxbr pragmm w i 2 - k  AID, 
WIDE *believe 0328 &odd @x- *$BU E ~ u c ~ .  

Kevertheless, the MtiaGve can claim two mncreb acoo]~pBh- 
men% as a result of the past eight yeam. For one, it has brought 
the prob~em of private ent@qrise in the developing world iato the 

U.S. foreign aid p , the h i t i a h -  
mme old a r a s  of moved AD 

into $6ev &W. 
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The Private Enterprise Initiative is, . . the chief legacy of 
the Itezkgm A-~on to 4563 fix z s s w g r o ~  

private enterprise, izadividd hitbtive and entrepreneurship, t&e 
e n ~ ~ m e n t  of e o m p ~ ~ o r z ,  and reliance on market fumes b 
@de e~~nebzaic progress is essential for 
ga:owth," the Private Ehkrpk Initiative ~ G B  
opment strategies of the &en 

private indigenous p ~ u c t i v e  sectom?' 
The Initiative has had three mmpnenk3 
PQE* mfom A D  has enmuraged 

W % C ~  P ~ Q Z I ~ Q ~  h m ~ k 6 t  
merit intenrention in the economy. Such activities are &&end& 
to create a climate mmpzakible with private enterprise growth. 

* R-ivate enterprise ckeuebpmnt. AID has eqmded m d  i3hEitiatd 
a variety of activities aim& at as4sthg the growth of micro3 
s d r  and me&m+cde hdigenotas private enterprises. 

L U~liazti-on of $he private -tar as a &Hivev mhptkm. AID 
I ~CtX?ESh&y BS d pgv8k9 %fian ~ u ~ E c ,  &T OW8- 

nizat40m, including private egikqrises, to hpBeme3t ib tm&- 
t i a d  pr- ka such areas as pp&ation a d  hez4a;h. 

Although the Tnibative represents only one element of au exten- 
sive and complex U.S. foreign aid program of the P98Os, it !tias had 
a significant impact ow the program, on the for Inkma- 
tional Development. Its ultimate impact on tie devel~ping mun- i 

f N ~ ~ r e p o r t i s b s s e d u ~ n a d l ~ d e w o f t h e ~ r i ~ p u b l i c ~ ~ ' ~ k -  
Wf go-t stuck  and project evaluatiom Qn &he subject &cased hereh. If; is a h  

I 
O Z ~   OW^ IO i ta**+~~~ and m - - tim, c~-hnal, &.*pmene e- 
is% AID, deveiophg country partkipants 6th -hand knowledge of the dl& 

C o n m o d  Pmsn~t ion,  FY k9@* p. 20158, a d  AID t h g r ~ ~ & o d  ~ n ~ ,  Ei 
1989, E 3 . a  
%&I& in AID A p B p q  pages and o b  reiterated in c o n g ~ ~ & ~ A  say, %rlv&e enter- 

p W  is ''pmEh~eteri economic h t s  ~u~ gads and services fm &e m k e t  in which 
#e means of p d ~ ~ c t i o n  we privately d" AI3) hdudes '~~ asso&&om (eg. c h -  
k m  of commem) &t pmmde private enterprise, and @hTI:e&d, p r i ~ 1 y u w l f d  coopera- 
tive~'~ ss a r e h a  wwem. (AfD Policy Paper, Prim& E'rrtm-prise h l o p m g  &y 1982, r e  
vised March 198% 
*I 

such as primte and '9oImtarp o~~~ (wOs1 and pamsbt& whkh 
%.a motives in dditim b, or in place of, the profit ~otjive, and thus ape less 

i r d u e d  by the tqeratio~ of free and carn@tiive markets'' are =dud& f m n  this cMdion. 
F m e m  might properly ke comidered private mbeprecetar~ where their operations are c ~ m -  
me~~:kl ,  not s a m n c e .  

Following AID'S wage, this paper employs the term "private sectxi' i8texbngedAy with 
private a m  @ x q t  Where tfaa o a n ~  c k 1 y  i.ldkates its Usage to i3lduCk PV* COQp 
e b e s ,  d v e  ,ties m d  other rion+pwmentaI en$itics. 
SA fa*, ~~~ was added 51 the FY 1989 Congressional Prmmtatio~. This report, 

however, treats privatization as AID did previoasly and sdxmnee~ it under cmaponsnts m e  and 
t k *  

(11 



tries which receive foreign assistance k, as with maet Aher eco- 
nomic asskhne e-Borts, not to iden&f. 
ft the past, AID had c o ~ d u c t d  p@cts which benefit the pri- 

vate sector. The activities e~mm- by the hitiative, ~ Q W ~ V ~ T ~  
have been of a different order of rnsgsitsde khan those of the pmvi- 
o k ~ s  decade. There has been liptore pivate e~tsqr i se  project dvie 
and e wider rang6 of private enkrprkf~ project-types. me hifpik~ve 
gives much greaer prio&y to the development m d  growth of pri- 
vate enkqfse as a way of achieving AID objectives t h  had ken 
the case earlier. The shiR in approach, qualitative as wel  as quan- 
titative, can be seen in the new e m p h i s  on poky environment 
m d  --tfy h d  ~1~nh~Zk Wkh pI'k3% ~ Q ~ - P F &  O ~ ~ ~ O W  
and repmsenktives. 
TO the extent t-hat it has appeared to be a departure from previ- 

ous policy and practice, the hi t !~t ive  has stired a degree of con- 
troversy. A n m k r  of issues have been raised 'by the Ixxitiative: 

Conflict with Basic E u a n  Li$TEe&. The Mtiative seemed to signi- 
$ a shiR in approach ta the priorities estabhhedl by the 1973 
"New ~ i o s '  1egkiation which had called for direct ~ e ~ g  
of assistance to the poor majority in order to fkEE a country's 
basic human . To critics the Initiative was an in- long- 
tern m a m m n o ~ c  growth approach ta deve10prne~t in which the 
poor would only benefit through a "tricUe down'' of wealth. Prop 
nents of the Wtiative asserted that it was "a more eEcient, cast- 
eE&ve7"ay of meeting the New Directions mandate and that 
the pcmr wodd benefit though increased empiogment opprtmi- 
ties and more financially sus%ahabIe social programs. 
The Role of &wminent The hitiatkae pro* a change in the 

US. aid relatiomhip with governenis and in the rule of develop 
ing munhy governments in their t2~0~1adw. Ix3skid of supPn0rting 
the Iialnp~emex~~tion of government p ~ ~ ,  the Initiative q- 
gmtd that aid programs be d to assist the private sector tlinxt- 
ly. It wodd aJSe we foreign aid to enmurage a &am role for 
governments in both the economy and the delivery of sociaI em- 
ices.  me^ new appsoaches, some believe, may raise gofitid pmb 
1em.s with LPC governments sensitive .to any challenge to their 
role. 

Fimmkl E ~zstaimbility. Oiae of the problems d b d  with de 
velopment projects was the dependence on oonkiriued donor or gov- 
ernment h h g  they mtd. Initiative propnsnts contended 
that adoption of private sector methods would greatly enhance the 
ability of projects to become financially susW&le. 
l+iva& Seetor Stmfxgies a d  Q$ians. By expa~~dirtg the range Ibf 

foreign a.ss*ce programs t~ include private enkrp-r@ the focus 
of discussion %ass moved away %om the qwstion of whether or not 
to assist the private sector. Rather, with b i t &  financial zesourees 
available, the question asises sas to which compnents sf &he private 
d r  shodd receive e s s ~ ~ ~  and what arz the best strategies 
for assisting pri~ate enwrprk development. 

ObZa.cih to Inpkmattation The Initiative was in many ways a 
departure from previous practices in the Agenoy fur fntemakiod 
Defpe10prnent. In order to provide appropriate zass%&mce to private 
enterprise, poEw&em had to ovemme a n m k  of hstitu-i;iod 
and financial obsbc9.es-and today many still remain. 



As the policy was trans'lakl into adual prw- and projects ia 
the 5e1& its moee dramatic and wntroversbl aspects were redud. 
Some early d m ,  for instance, that the entire economic agsist- 
mce program woufd be "privatize$' as a result of the Mtiativ6 
have not k n  wdized. But the Initiatives nonetheless, has had a 
substantid impact on the foreign a&tmce program. ActiB-ides to 
strengthen private enterprise ia developing countries have in- 
awsed in number and variety. New approaches methods ta 
development are being ezp1ore.L TO fmkr these programs, new in- 
atit;utio~ have been d h h d  within the Agency fss htema;tlon- 
a1 Ikvefopment. New m.&es of behavior have been sanctioned d- 
10Wbg m b COElEl&=b ~d work &'&IF W%h &t3 ~l&4T8b 
sector. There has been as well a SW in the priorities WE& deh-  
d e  the & d o n  of assistace, h m  the-public ta the private 
sector- There has been a new emphasis on non-project &&ace 
UE. d to induce poiicy reform. The Private Enterprise 31niLktive h t  
erkaidy changed the U.S. economic aid program, but the eflent., 
durability and impEc9~om of that change are still open ta ques 
tion. 

Eight years into the Initiative, it is an app~opriate h e  to 
review the mmEications of this approach. The report that f s U i r s  
d d b  the pMampThy that the hib;;ztie, the hiskurid 
arad economic c 3 ~ k x k  in which it watt cmate3, and its institutional 
and EegiiMve implementation. The variety ~d mpe of p a t e  
enterprise activities mderhken by AID a r ~  then examined. Find- 
ly, t3e key issues raised during AIDS e4oourter with private enter- 
g e m - .  



The Private Enterprise Initiative has been 'both a continuation of 
and a departure f i ~ m  previous US. foreign economic aid pmgmm. 
The United States has long used its economic assistance program 
to support the deve10pmen-k of private enterprise in developing 
r n m ~ ~ . ~  Nevertheless, the Private Enterprise Initiative has 
often been c k & & e d  as a departure from the past. The recent 
Wzy of the U.S. foreign economic aid program is generally d e  
scribed in terms of several phases: the period from 1957-1973 when 
aid emphasized hfkashcture and industrid p m j e ,  the period 
fioru 1973-1980 when the "New ~X~&O'J~S'' legislation targeted aid 
orn the poorest populations in an eEort to rn-8 their basic hhwm 
neect4; and the period from 1981 to the present when "New Dime- 
tions" appmaches were supgIegnented by a wave of private enter- 
prise programs. MPJ10ugh nwmy private e n t e ~ ~ r e ~ ~  activi- 
ties continued to be conducted throughout the 1970s, s t ~ & ~  sug- 
gest that, with the exception of b . b i q g  p r w m ,  the level of mrcR 
activity had dropped off sigd5cantEy with the btxdu&oa of the 
"New M o r n "  policy. The cliEerenw in magnitude r e B d  the 
change in emphasis away fion industrial Pnd other p m j ~  
ccwhosa benefits for the poor were indirect, and henoe cl.iff5dt to 
qumw QF d e m o b a b  ~oncIusiveIy.~' 

The Reagan A w m 5 o r a 9 s  new pmgxam was derived from a 
belief that previous approaches to development had not been ad* 
qmb. The A M r a t i o ~ ~ . ' ~  ZUTivd in office coincided with the 
om& of severe economic stagnation in much of the developing 
worId. Witb growing deb', deve10ping C O U I B ~ ~ ~  governments were 
h W g 1 y  unable to ~~ so@i.d and economic programs ia 
health, education and zqg~4d@t6* of the soft which had Been h i t i -  
at& with U.S. support. In a view shared by many in the A* 
h'cion and the World Ehk, the only answer for developing coun- 
t i e s  was $o &HOW their way out of debt axid ness i cm though 
greater P ~ U C I ~ Q J ~ ~  foreign Investment, d increased exports. The 
ph]Qlr mdd besit be helped though such p w t h .  

For the Administration, the key to economic growth was private 
enterprise and reh= on market forces. The President himself 
was a strong proponent ~f the private secbr's b p b w  for the 
domestic economy, and these belie& appear to have been tmnsIaM 
to the developing world. h a speech to the V40rId Bank and IMF in 
September 1981, President Reagan noted that "the societies which 

* S e e . l ) e b o r a I r ~ O r s I n i , ~ ~ ~ r I ~ ~ ~ P a s f A ? r s e n t d k ~ t ~ ~  
report for the Fkedent's Task Force an k - s o d  M a t e  Enterpis?- N e  1983. 

Robert Nathan lb.sc~&- he. A Reui~u o f w s  Experience in .Prim& a r  De- 
A D  Pmgmm Muation ]Report Me. 14. April 195, p. 23. 
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have achieved the mogt spectacular broad-bd economic p m g r e s  
in the shcrrkt perid of time" are united by "their willhqpess to 
believe in the magic of the marketplace." 

%wte Enterprise ia the &uekopdng Gountria. &nerdy, two 
complementary tendencies exist in many deve1opbg counries with 
regard to privsk. enterpkw: the dominance of the &ate and the 
weakness of the private sector. The former was p&1y a result of 
the supremacy of the c 0 1 0 4  government inherited by most devel- 
oping mtmtries, the lack of capital available to the private sector 
in the early years of independence, and the enomou.C smid needs 
of deve10ping wmtxy ppdatiow which many kdieved, could only 
be met by a strong central goveme~ht. Governments came to play 
a powerful role in nationat m n o ~ c  policy. 

Proponents of the Initiative often highlight two related points. 
One, that foreign assistance pr~gmms~ largely c h m e l d  through 
developing corntry governments, accepted and encouraged the 
broad government role fn gro*ionz of 5emies. ~ i t u t i o ~ - b ~ ~  
projects were aim4 at making g ~ v e ~ e n t  more e ~ ~ e  and able 
to play a leadership rde. b n a y ,  governments bad borne  in- 
c:msing1y embroiled ix: the hctioriing of their nations' eccmomies. 
Because these leaders thought it wodd m&e their economies grow 
f&r, they play& a more active rule in resource mob- on. This 
3d to the impmitton of a variety of regulations. To enmusage in- 
d-tion a d  u r b h t i o c ,  price c~~htrols and subsidies were 
esta6~3hed on fimds~Ts. TO promote import substitution schemes, 
exchange sates were ovemdued and tmiEs raked. In the end, 
these fiscal and monetary p5cies d . i . s c o ~ ~ d  private sector ~~. & v e m e n h ~ ~ b &  bwhess-paa&Msvften intended 
ta f i i  gaps in th~ emsmgt  or keep a failing private business h m  
COkw, multiplied. 

At the same t h e ,  the private sector in developkg countries was 
harmcliap- by smahf and inefficient h h r  and capital markets, 
kick of access to tecb01ogy, pr or mav.'trle tmhkg in man- 
agement, amounting and sther ski&, and onerow government reg- 
&ations and excessive government participation in the economy. - 
Busin- associa~om and chambers of commerce either did not 
exis or had mdeveIopec3 capabilities for provision of ir&omation 
and marketing support services or for exercising Muence over the 
government policies which &- its memhss, 

2 % ~  d P O k i q ~ . ~  It was %be view ~f the A- . . tion that a "pri- 
vate  en^^^ e~~nomy'' was the mas% eEciep1.t means of achiev- 
ing broad-'134 t%nt8mic de~e~opment~ h order t~ b s d  such an 
economy, A 5  hrgefxxl its Private Enterprise Initiative on the two 
~ ~ e n t s  ta private enterprise deveIopmeat noted above. Its 
go&, therefore, were: 

4x1 encourage deve30ping country governments "to open their 
economies Lo a water reliance on competitive marbets and 
pX%'gr8& f ? ~ 1 & e q Z = k " ,  CUld 

~ b a t & e a n n d m ~ o f t h e ~ a f ~ m m d ~ W ~ l d B a n k G r o u p a n d  
Intem~tiod Monetary Fun4 &@ember 29,1981. 

?Tile f o u m  c3kxBsiiw is hge1y biBd on AIE) pEcy  papew, A";k* l h&p&w zk?&p 
men& May 1982, and the rwkd verz6an of Mkxh 19%. 



* ''0 foster the growth of productive, seU- - .  gincomeand 
*ob p r d u ~ b g  p2'kTak enbrp- developkg c~taatf is ."  Ain policy a c ~ o d v ~ g ~  the passibsty of a positive rob for the 

public sector in the achievement of economic ~ ~ ~ h .  That role was 
believed to be the esbbkbent of a favorhlg? climate for private 
investment. Mission directom were imtmakd to identa govern- 
ment policy cornhints b private enterprise deve10pment and seek 
to address these though both its ongoing dialogue with govern- 
ments regaxding its foreign assistance programs and in the c o r n  
of pmj& design. 

SpecScaUg, the to encourage governments b create a 
~ h 8 k  amenable sectalp deveIopment had a number of 
~bj&* dVe.S: 

&omntic: p o l e  mfom AID sought to encourage government 
economic poEciea regarding levels of taxation, exchange rates, 
tariffs, subsidies and grice-fkhg which are conducive to pri- 

0rntr;l~ have EoUow& m isnpl% 
ught to encourage a s M 3  to more 

kgaE mgulatory chung-a- sought to encowage private 
~ b r  ~J~QWG~ though policies regarding lab-, in- 
cluding minjmmn wage andB employment rules; Ecezashg of 
bushes md the e&abIisbe~t of corporations; b m g  re- 
~ ~ & i o n s S  &c1uhg limits on lending rates; and k v s h e n t  in- 
~ n t i v ~ .  
PTivatization of gowncment services a d  pamstabla 
sought $0 encourage governments to privatize pmastatals as 
well as b open u p  traditional govementdo&M p r ~ c ,  
in such social sectors as &um8;ion, hdth,  m d  &cdtr%se to 
private sector participation. 
Pmpmved infkstn~ctum in weq tramp&, a d  cclmmu&a- P" Gens. Shee A D  only rare y provided capifd ca ts  Of kfra- 
~ ~ e ,  its r81e was to provide assistame to ensure bashes- 
Eke management of services. Although ~ ~ m ~ e  was 
widely viewed as the responsibility of govement, A D  enmu- 

merit pclEc5~ and p1pogram.s were not the ody 
. The private enterprises tbe~selves were a 

ce. In order .Lo assist the expansion of private en- 
tries, A D  had several objectives: 
ieaded to use its financial remures to 

increase a v d  sf credit and its technical a s s i s h e  to 

* hatwae of a trained labor force would support training 
program to gaps h the private sector labor force. 
Availability of techrnh~. Using technical experts and train- 
ing progra.nq A D  would promote capital saving khn01ogies. 

A key objective of the hitktive was proj& ~smshin&a@. 
Rhereas projeck nm by governments had fdtered when donos as- 
sistance ended, projects imp4emenLd though the private sector 
would seek to become seE--bg as m n  as posiMee It was 
argued that private enterprise projects would chage a market 
price fot services, they would be more efficient in their operationsJ 
and more respasive to the publie served. Furthemore, they cod68 



z3clobak.e private sector financial resources with which to expand 
and develop their activities.8 

Public Policy. The bask outfines of the Initiative were devel- 
oped over the Erst gear of' the A ~ ~ t ~ a t i o n .  W i t h  weeks of 
M d e n t  Reagan's inauguration, a private sector approach to for- 
eign aid was being fo~3~,ldakd by Peter 
McPhemon. HB9 its h t  budget sub I982 
Carter budget, McPhemph ~ Q M  tihe Administration's commitment 

increased oppH&unities for private sector participation in PdI) 
programs. By July 1981, in asr act herdding the Initiative, a 
Bureau for Private Enterprise was established within AID. S u b  
que~ntly~ in the f d  year 1983 budget submissioa (presented in 
January 1982) plnd in a series of policy papers that foUowed, AID 
mthd the ese~b.d;izPa points describing $he Initiative. 

Private enterprise snpprt had ken  the b t  of the Agency's 
6 L F ~ m  Pillar&', though which, according to Mcfheson, the U.5. 
mvdd achieve the President's foreign assistance obj&ivesesg In ad& 
tion i;Q being an Agency p&s5ty9 institutionally promoted by its 
own Bureau, the Initiative was suppmed in grincip1e by a number 
sf outside sources. %th. the Wixhger (1984) and CarIucci (1983) 

ions, on Central h e z i c a  and Sxaarity and Emnonric A+ 
respectively, recomendd that steps be taken to encow- 

age private =tar 
May 1983, the President appt3kt.d a Task Force, headd by 

&ape 0. h b I  to examine haw US. foreign aid mdd be used 
k;o s h d a t g !  private enterprise development. The Eesident's Task 
Force on htematiomal Private En$ezqx+ise eventually reported aver 
80 mmendations; many of those &med at A D  activities were 
adophl by the Agency. Another task force, f o e d  on privatiza- 
tion issues in both t%le Udkd Skhs md &road, ww established 
in September 1987. I t s  report in March 1988 d e d  on AID to in* 
meax? its p ~ v a r ~ t i o n  activities by directkg h d l S  to the prlvek 

and en~ourqgbg privatization of stateowned e n ~ ~ ~ . P 1  
World events daring the 1980s also helped to reMorce the policy. 

Partly w ;a result of the debt a d  governen* responses to 
prescriptions of the World Bank and h%ernationd Monetary 
d, m y  developing countries in&cakd an interest in moving 

* Another fe8ture of the Mthtim when flPst ktrduced was the prominent & gim to U.S. 
private enterprk. m3 &st 0 palicy paper on the sub$& sires& U.S. investment in d&- 
oping -try ~ n o m i e s ,  U.S. business mle Ic tech of^ t d e r .  and the prmision of AIH) 
Mormahon ~emces to US. busmess h in order to assist their investment and trade 4th 
devdopbag coubkies. The revised version of this @icy, however, focuses entirely on tke h e b  
oping country private sector and greatly eiomphys $he mle of US. enterprise. Wb2e no 

a more market oriented economy r h d  benefit U.S. private enterprise p 3  
itable business relatiomhi with LDC entrepreneurs, the paper, r e f a  to pmj& notes 
thar  he mere use of a &* private firm &odd not be construd to mean that the p m w  is s 
private enterprise promotion pmj& in the sense of meeting AJD-'s policy A m "  {Prim& 
j5hhpnk kEom M i i d  1985, p. them Itas been h d  W e ,  tedmob 

w e r  investment activity u&%%Pprivate sector as a d l t  d the Eti.am 85s mwrt ~ i u  faus on ~m activities to assist LDC private enterprise, not US private enter- - 

%-n tu HOB F o ~  A f h k  Comdittee, Feb- 23,1983, PO* &is- Lqlk- 
&W fir d19&-85 ~ a r 2  PI, p. 246. 

Report of the N&mZ Bipartisan Conzmission on CentmZ RmericrJ, January 1984, and h- 
nrdcaahm oas Securi@ wid ~ m m i c  Paishrie A ReprZ to the Sxretay of 8- Navesnber 1983. 

2!b h i d e ~ t t k  Task Fom on Imkmatiuml h f e  EnW3* &wrt to the Pmdetag IPe- 
amber - 1984, - a d  - W-Wt'e Chmm on %va%iza~m, h % ; 4 x  Tad M m  w* 



from Inward to outward looking ewnomic strategies and Erom &a& 
isit free market approaches. bvelophg counby govenunenb 
were mom agreeable to the z~ew private expterprke-reIated p r o j h  
advzmd by AID than they &&.t have hen at an earlier priud. 
Mer doa~ss, aohbiy the united Nations bvelopment fiagrm, 
also began e R o d  to integrate private enterprise projects into their 
over& eleve3opnent aid prcgrams. 
h sum, private enterph issues have now become in- to 

%he U.S foreign a s s h e  program. Af; the Aaktant Athmmstm . . - 
tar Of the Bwmu fir Private &'cerg&e pinked out in 198% 

. . . the encouragement of mark& forces and active indig* 
nous private sectors to s t h d a t e  growth is now pervasive 
in A.1.D. strategy fomdasion rtnd p r w m a .  S W h g  
in 1981 from the Agency's lG&-o~d g0v- 
e m e n  appruach, the Initiative today 
enjoys wide recognition b. the field ses a proven develop 
meat tool $hat is especidly well suited to the a-ent 

growth. This recognition extends beyond 
zE3S-m p r w  t-0 other donor m- 

ti8lcls. TO mdt2abrd donor ~rganizdib~s, and, most h- 
portant, to 22.~~19 host ents which m&e 
the bTvs and edor# the 

operate. T'beref~re~ 
k c ~ Z I ~ &  k0 ~I.I.I~'s 
Initiative was 
the development mainshwm 

m of 
w d  seem Bely to persist as 

an essen~id bo1 of deve1~pment inb the htwe.12 

i ABthou%;fia mwt private eakrprbe-refated activities have been 
i csndutM under the t e rn  of pm-1988 SegissTation, the U.S. b n -  
i 
t gmss did enact several pieces of ~egidration after 1981 which either 

authorized new gmgrs or added new h p a g e  suppfive of I private enterprise activiti~. ~t the request of the w m  
htion, Cbng~eas s-wd the Private Skmr &volvhg Fund in 
1983.13 Ekg7e~a.l other initiatives emanated &om Congress. The 
F d  Act of 1985 e o a W &  tzvo initijra;tks--e ( d o n  
168) r q ~  a prog+&ion of PL 480 Title 4:-generated local cumen- 
cy to be made avd&le ta k m d d  institutions for on-lendhg $s 

eEkml?kS, E K K d  E % I I O ~ ~ ~ P  (Be FOOd f0X' fim 
providing f d  aid in return for government pEcg reforms promoat 
b g  private enterprise invoHvement in the agri~dtm sechr- En ad- 
dition, the Foreign Operations Appropri.",iom bilk for fk-d years 
1988 and 1989 eamxwkd $50 &on ma $75 d o n ,  respectively, 
&om t a l l  b~e10pment ~ ~ c e  @A), Economic Support Funds 
0, a d  I d  currency to supprt microen$Rzrpk gmje&~.~* 

'2 Ne& Pedea. Testimony tn Senate Foreign Operatiom Subcod-, -Copmitke an Ap m 
prkt30115. May 12,1988. PO&@ AsWcme a d  Rehted Bvgmms Appmpr@was fw kkal far 
;Z9B* p. 258- 

zJAssedb~ 3 0 8 o f t h e F o ~ ~ c e A c t d i % l - F a r m o n e o a W ~ ~ ~ R e -  
m=m?sa. v"!F#&+ 8ae s r e d  categories of economic assiskmce. Deve~apment ~ss&nce ~aniis em* 

size 1 0 ~ ~  development objectives a d  are broken do= into a n m h  of h m i d  ac- 
kt inu& 



Policy language was a h  added as a consequence of the Private 
Enterprise Initiative. In 1983, Congress amended the Foreign As- 
sistance Act of 1961 Public Law 81-195, section 188(al) to include a 
finding that the development of private enterprise is a vital T a r  
in the stable growth of developing countries and that it is in the 
best interests of the United States tc assist this deveIopment. Sea 
tiow 102 sf the A&, wntaining a list of principIes on which imple- 
ment;a%i~n of Kdaterd development a s i s b e e  programs should be 
based, was amended in 1385 to hc1:ude the "four pi&.rs7' of the 
Reagan A-tration's foreign aid program. Bare of the "pi&wS" 
s u p p a  the proaotion of private sector activity as a ikmkmerr- 
td objective of development asistane.15 b t h  Rouse an8 ~ n a k  
reports on the ~menchent, however, noted that the intention of 
the legislation was simply to restate principles dread9 e m W d  in 
other parts of the Act and &at dokg so did not in any way mean 
that the New Erections' basic h w a n  n& policy mandate had 
been s u p p l ~ ~ .  

Private enterprise legislation generated fiMe discemable poW- 
d c~ntro~emy. Z"ne attitude of ptentid ~pponenis to the Mtk- 
tive might f&rfy be described as "1--f&e7'. As one Foreign M- 
fairs Committee member &d of the most prominent private enter- 
prise legislation-that creating the Private Sector Revolving Fan& 

W e  weren't s d y  bvofved in the e s k b k b e n t  of this 
program. It was a Reagan initiatives and we more or 1- 
went dorig with it. We felt that the greater stake the ail- 
Illinktmtion had in the foreign aid prQp%Im, the more sup- 
god there would be for the overdl auth~rkztti.on.~~ 

I 

I 
Another reason for congressiolaaa receptivity to the Admhistra- 

I tion's propds ,  according to one c o d e -  staff member, was 

I that "private epzkrprke m e  apple pie. YOU can't attack it." 
Furthermore> new 1egis1sltion on private enterprise did not, 

I 
8 p m  b th333kEi eXkkklg P r o w .  h Il~kd, the h e  rec0rd 
and cornmi- reports exhibit congmsiod concern regarding pus 
sib%e conflict with Xew Directions policy. m e n  Acbnmsim m * tion of- 
ficials were asked if they intended t~ seek changes t~ reflect a 
greahr private s-F pkdmphy, they respond& that any rmm- 
mended changes wodd remain cor~*nt with mngrsional objec- 
$ive in st&E=hing New IXrdons. For the most pa& however1 
existing legkla~ion authorizing foreign econoHnic aid was sficienti 
ly b m d  to permit most activities e n m m p d  by the Initiative 
without any change. 

If the Initiative was tu be tra315faZed into actual projects in the 
field, it first had to be introduced s u m M y  into the bureaucracy 
which designed and impferneat& those projeeb~ In addition to the 

counts, suck as @culture and ducation, snd o ~ e  regional acmut, the Devdopment hi! fw 
~ ~ i s & d e d b ~ ~ d  eopnO+z, pati* q ,sig&E- PL480 
d ~ t o ~ e F o a d f % r P e a o e ~  & a a t n o n z e s ~ a r d ~ t x f s .  

For more on micmente- see page 21. 
' 5  The other the are encD1~wement of p4Eey s e fom access ta appropriate t e c h d ~ ,  and 

~ t u t i o ~ i l  
'6 fin Banker, 5 owe ~oeigri  A B G ~ ~  ~anuriiw ~uusight o the SectorActi&h of 

OPE ond AID'S Bwtou for Brs'mtc En&rp&e, S e m r  10, I&, p 112 



mleasc? of 
to insure ionaih ms were p ~ t  in place t~ pre 
mdg8k $he Initiative on a To arndemtand the out 
mme of the Initiativet it is useful to exam& this process. 

Within the Agency for International &veHopme%pt, the Private 
ive was granted a p~umi_3tlence which 
a serious and comprehensive eEort. In 

rewasm to the Initiative 
tboxughout the Agency. Some it as ~ j w t  
mother of the "deve10pmeat fads'? which appear v&HB regularity 
and ape eventudlya forgotten. ahem saw the Initiative ae a k m p  
rary pWcd phenome~pon c o m d  to the advent of the new Ad- 

e preceding half dozen gems. A 1982 memo from the A 
tor noted that 'The primipd sources of h d h g  for the Agenqfs 

the A M r n b b *  
The PEWS role in promothg the Initiative was to be tw~If011ck 
As experimenter, the Bureau wodd formulate new methods ef 
assisting development of private enterprise. It wadd work h 
areas pmviowly untouched by the Aqency and & d o p  mdeh 
of projects which the &ions codd replicate. 
As &ucaturP the Eweaa wodd provide txxkiid support b 
missions in the areas of its . It would ifkse&b the 
models methods it had deveBqm3. And it wodd 

17Fcdgn Maim &mmitteef Subco&Ve on Intemtional %eow& PoEq and 'Prad9, 
Pcweign ~~ LRgisla*n for 8 9 k l  P m  1984-B, MmcB 9,1933, p. 1123. 



1985 to H98'if, in which the Bursan wodd move 

Adminkbtot, PIE. S e w  15,182. House For- 
on Apppktiom. Foreign Assktmce d ReZtitaf 

16 million m d y .  Although it was 
eveatdy h e  m FunH of* need 
h i t i a I P m z s , & e E b d b w  

office dviti35. 



OD-to b more rapwive to mission. needs and requests. 
S h e  then, the Bureau appears to have kame more diplomatic9 

m2kg a lead role only where leadership has no% k n  taken by 
other parts of the Agency and contributing to $he Initiative IaqgeHp 

of the mv&aBLvhg b d  
inputs &$b the missions. 

F ~ ~ - ~ ? ~ I C O Z I ~ T ~ &  ~ t h  
i%lmish expertise needed in privatization, htmcid market 
deve10pment~ and private ent-mpl"iiFp$ development. Such contracts 
either &OW missions 'L&w" tedmid semices or the ability to 
6%uy4d' to $he mnkrec$, s es for mom eximd& serviw. In 

hvolved in private enterprise 

ornotion. &tho 

20 mu111tries since 1984, more than a third of fun&qg has gone to 
just three countries-Indoktesia, Thailand and the Philippbes. In 
addition, there was often little co 
md ~ ~ & Q w .  h 0 ~ 4 h g  8 19 
Philippines axad h d o n ~ b  were 

were tm-fpklmcd with missions. 
Some obmers, both ~ 5 t  ide the AgencyZ mnclude 

1d tQ misS18rn &&- 

21 Fwd operatioas x i  t ibused in gmater detail on page 33. 
28 Gmemment Accomting 085- I- & m * n g  AlD's A i v a + ~  Sector RewEuing Rsd, 

July 8988. 



b, noting that missions are generally more innovative head- 
quartam aad that they have developed a variety of loan and gnar- 
antee on their own. Nevedheless, Fund oBei& con- 
tend that they have developed new financing techniques and initi- 
ated work in a number of new areast including trade financing, 
venture capit&, and technology transfer. Furthermore, a Fund 
report c1- there have been cases, s p e c i f d g  in Thailand a8d 
Jordan, where missions have gwe on to implement loan projects 
based on the model egtablishd in those countries by the revo1viag 
h d .  

Mthouggh the ro '%+ducator" is evident in the 
1Framework of the 
33&si0ns9 an eEo 
and approaches which they might 
~vofvement h deve~opment 
implementation sf the 
80mel had h d  little 

2.Othr Bureaus and the A D  Mkwm 
Although the PRE is the most visible sym1bo1 of the Private En- 

terprise Initiative, the policy paper on private enkqrke d e  
velopment stresses that an " ~ e n q - k d e "  ~ * G v e .  As the fig- 
ures on private sector fun&: quoted abve would indicate, other 

BV€? -633 1-d 70k-S hl p r n a % ~ t e  V& 

rsau for Bogram hnci &$icy h d i m ~ n  PKI. 
sibk for overdl agency poky cmr&ationJ PPC has been the chief 
fom&tor of the hitiatiive. It was involved in the various task 
forces which thaw wntributd to deveHopment of the poEcg. PPC 
assumed the leadership role in policy reform, developed the prlvat- 
hation policy and, amorhg to m e  ~Ecid, convinced the A&-!& 
trahr to snppor-t it. As a reviewer of h i o n  activities, PFZ ;has 
promoted the Initiative to the missions. 

28 Testimony of J e d e r  Bremer to HOW Foreign frrbrmtiond Eoonomic Poficy 
Su5com. m h t  ofAivate &b.r Ack'uities. Spt .  10,1986. p. 114 



Qnd Techmba Bureau 
and Institutional Development, 

in miawnkqh devefopment. In addition, the Sureau is a s w -  
iamt mntribuhr of k h d c d  assisWm m d  policy & h c e  in 
SEld 2Eld ~d~ % a ~ b @ 8 .  me BUF~~U'S  fU3l&i0~1%% ~ ~ ~ k S ,  

h ~ m m  Z?eSOWGeS, hedth, energy, e ~ d t ~ m ,  =and p0pd8ti~I3, 
have each deveIopd private enterprise p s o ~ ~  in their own dis 
cmte se@tors. 

The Barearc fir F d  for Peace a d  Voluntary assist am^ 'Fhe 
Food for Peace Bureau manages those f d  aid program noted ear- 

that enbmI"k! and p~omob9 ~ ~ ? f o m .  
2Ti.e LkgiosaE Bareaus. Hat is the m b s i o ~  in 

that design and hp1eme~zt W e  vast majority 
extent of supprt given the Initiative by the 
flecks some 
poticy irkto 

bban (LAC) has 
&ways the leader in private enterprise -both in terms of iElitia- 
tives and size of program. As early as 1982, it had a speci- pri- 
vate enbrpise 
8CtiVitiE?S in the &iom. 

ca region's active role in pi- 
69.~IEk$he fIlIldS ~~PZ'QP~M 
Central America. The I q e  

sums of S F  money provided to tbe B w a u  &owed it to develop 

me degree of private entergrim activity undertaken by mis- 
sions in Mat is thought by most obmexs $0 be much less than 
in h~?rIcim.~* The level of economic deve10pment, including 
that of private b~pshess, is much lower; and basic fwd, health and 
other E& emads on h & n g  r w u r g : ~ .  Xe've&he 
less, since 1 Bureau has t&ea measures tn promote 
private enteq&e activity. ~t estabbhd a private enterprise ofice 
at $he Bwmu and pla& private enterprke officers at key & 
siom. In early 1987, the Bureau also adopted its 
p E c y  and strategy. b o n g  other things, it 

24 AID data provided to the E o w  Foreign A&k Coem in 2986, however9 stated that 
$218 d k m ,  or 51.7% of total M c a  DA and ESF funding, as&&& the for-pmEk private sector 
iaz I T  1985. 



cerksb categories of development-20 as of early 1988-to prepare 
private X&OF sLrakgy shbments as part of the overall B f D  Hni9- 
sion §kam process. 

~ignificmt steps to deal with policy refom, ideatSed by many 
as a keg constraint to private enterprise deve10pment in f i ca ,  
were taken by the Bureau through the shbhhment of an f i c a  
Economi~ Refom Program. The programf designed to emmurage 
adloption of policy mfokmss (dismsed ira more detail blow), corn- 
pensated somewhat for the lack of dw@ated ESF funding to most 
mmt*es in mca. 
To give the Private Enkplprie e clout with the missions, it 

was provided in 1986 with respm&Z@ for a four-year $6 million 
Aftiea Private Ehlthqxise Wqd (h!s increased tc, $2'7.5 mi.Uion 
and extended to 1990) with which to support an m y  of ~~d 
zwsktanw activities. AS of J m g  1988, a s s h e  had hen  p m  
vidd  to 24 muMm. A variety of s%u&es have k n  funded, irl- 
eluding a series of investment climate surveys whose aim is to map 
a mmtzyk p15vate sector and a s e s  needs $br its st~eazgthenhg. 
The Fund has also s u p p M  feasibility and t e c h i d  sh&es seek- 
ing to i6enMfy irtvatment oppo&unities. 
h spite of these effo~s,  there appear bav~ been few conereb 

fmdts, m o r h g  tBd a 1988 evduatioa of the klznd.25 hv-ent 
c h a b  assessments intend& to help the missions engage in policy 
M w e  had no&, in the view cf evduatrsrs, led to s p x E c  policy 
~ f ~ ~ .  Other studie bbnded h identify opportunities for pfi- 
vat& enkrp%J, developmeat had not been trm1dtted into projects. 
A review of f i m  programs conduet&! by the evd~abrs found an 
increase in private sectk~r activity -b only ten. comtries. 

According to the evdmtion, it is the view of mission pmmeI 
that the lack of foUow-up to Fund assistance was chiefly due to the 
absence of a d a b l e  & n h g  f o ~  private sector programs. There is 
mason, however, to believe that private enterprise initiatives in 
f i c a  began b receive greater emphasis and b h g  during 1988. 
The Enterprise Offie has initiated a new set of p r ~ ~  
and since fkd yew 1988 the~e has been 8 considerable h 
obligations mder At the close of 1988, the Private 
Enterprise OfEce rehe, entitid Mmud for A&on 
in the Private Sector which seeks to &st a  OIL'S 
entire c ~ m b y  strategy that will result in the aduption by 
the mhsioxx of' a variety of pri'vate enkrprk projects. Ikther- 
mom, the bve30pment P a d  For f ica,  initiated in I 
h c h g  flexibility at h i o n  leiu-el which m&t &low 
bring b k fomerHy hct iond account restricted resources on 

private e?thteq&se-rehM hues. The @ o & ~ d  
on the FY 1990 AJkica budget stresses h e k i g  in- 

aid h supprk of both economic g~owth and private s e c t ~ ~  
development9 md the request indicates &at more than 25% of the 
Fund would be used sgec:=cl%gr for eco;131omic pd.icy refom, fhm- 
dd market and enterprise deve1opment activities. 

The &ia/Neax East Bureau fom&y esbbbhd its own 
Rivate Enbw* Office much later than the other bureaus. N- 

- 

2s I€&& h t t  and Ludwig RUM, ~ / ~ / ~  Review and E w h t i o n  of the AFi,m Pri- 
mte iwmp-k?  Fuad Jzmm 19%. 



though the Ash and Near East Bureaus were merged in 1985, it 
was not until January 1988 that the latter's Private Enterprise De- 
ve10pment Fund was exttnded to Ask. &en so, the Fmd, much 
smder than ia Africa counterpart, was expected to expend d y  
$265,000 in fiscal year 1989. According to one Bureau oBc5dt t b  
apparent negt& of the private enterprise policy b deceiving. The 
Bureau, it is said, has greater decen'trbtion of authority than 
the other regional bureaus. Application of ~ v a ~  Enterprise hiti- 
ative psi3neiples are d e k d d  by the level of development and 
the &Berent missi~ns decide the emphasis fcr their country pre 
m* 

A number of Asia/Near East missions have strong private sector 
p r o ~ ~ ,  particularly ur countries considered c=andihb as "ad- 
vanced developing comtsiies", i.e. h d m ,  M i a . ,  and Thzdana 

and other governments, such as Indonesia and P&- 
iderd more receptive to private enterprise develop 

me&, the PRE Bureau has always been more active in Asia than 
in other regions. In 1958, the Assistant A M t m b r  for the ANE / 
d e k h d  that krade and iavdment wodd be majb3~ emphases of 
its future Asia p m s .  
M D  Mkhm. In athe e issions wor1d8vide have respond- 

ed t~ the policy guiEIce, rq~ements, and techdeal as- 
s h c e  and other programs promdgatd from headquarters, by 
izategmting private enterprise projects hb their own program to a 
greater degree than has heen the case pfevi~wBy. A@comhg t~ m e  
A D  private enterprise! oEces, a 31~-k marketing pmgmm 
which might have been carried out by the public sector prior to 
1981, would now be implemented by the private sector- Drawing 
tbe &t.hction between .&hen and now &ill Mher, he phted out 
that projects abut rangeland nnaaazigerrtent and w e H w g  are 
more likely to be abuut Egrestwk mwbetlirmg now. 
fa many missions there is a designated oEer responsible fur pri- 

vate enterprise activities. me officer snag take the lead in esta'b- 
&hhg mnh@ts with the developing country private ss&r and in 
revie*g project propods initiated by other in &he & 
siom b insure that private enterprise options are M y  taken into 
comideratfozs during the project design pw&ss. In Honc!uras, for 
example, when a m d  r o d  was tca be b d t  as part of m -AID 
project, the input of the private enterprise officer helped hs~=.e 
that it I& to export market producers. 

Levels of misfon support for privak enterprise activities maby 
~ a r y  consided3.y by country. Country conditions and h h g  
avail&Sties d o  place c o n s % x h t s  on private sector activities. 
Fdly half of the Costa R i m  mission projet% budget is cha~ne1ffl 
through the private enterprise office (considerably more, if local 
carremy pro'ech are taken inla account). In &u8dorf due to the 
level of deve ! spment, lack of txneannarkd fun&, the status of the 
private &r office, and a variety of ather r"acbm, k h  proportion 
is less, Nevertheless, in &paador many projects not s p i f i d y  
aimed at private enterprise do have a private enterprise element to 
them. A portion of f;He family planning program, for &+me, will 
in a cmtracepti~e sock1 m mppaent. 

on OR== in A]. sectom me attuned to the p i -  
bSty of btegrathg private enkrp* into their programs. n e  



extent of this awareness and level of comJnitment to this approach, 
however, are not clear. Sased on a variety of ]peporb and inter- 
views, it would appear that, for a growing number of AZD st&, 
dealing with private enterprise is becoming stan- behavior, eb 
pecidly in the course of degigning and implementing activities 
such as those discus& in the section that foHmsS 



To understand the hitiathe and t+u fonn a basis for examking 
its hpEcations for the U.S. foreign economic ass;istmce program 
and developing countries, m e  must look beyond policy ~ v e s  
d bureaucratic prwesses and scmtink the projects and pro- 
grams m d e ~ e n  on behalf of p:rivate enterprise deve1~gment. 
The f~uowing =tion of t h  report reviews a number of the pri- 
vab enterprise activities which have k n  conducted by AID 
daring the past eigkt years. They can be grouped in several eatege 
~ e :  

those that sought to change gov~ammerit phicies which bear on 
private enterp-, 
those that mught-to assist private enkrpkes direct1y, 'Fuough 
credit schemes, kahkg  and i d h i e d  a s s ~ e ;  and 

* those that sought f;o utilize p5vate e&erprk to carry out 
AID'S tradikio~d social s e ~ c e  a.cti16tie.s. 

W i t i n  these three broad categories of p~vate enterprise activi- 
ty, %here me numerous pm'-3'ations reflecting the partied= eco- 
nomic and m i  conditiom found in the more than 80 mmtries in 
which D cmnt1y works. Inasmut:h as A D  is h d h g  over 2,000 
projects at m y  one t h e  throughout the world, the discus6ion 
below does not aver every type of :private enterprise project con- 
ducted by the Agency. It attempts to focus on both the m& 
conaznon activities as well as those portrayed by the Began Ad- 

I 
t 

ministration as most relpreentative of the Initiative. 
I ?,'he iaafomati~n in t k  section leads to the diswssion of issues 
i by the P f i ~ 8 b  &b~pIk b C ~ P & F  N. 

/ 
provides infomation for judging the extent to which D is carry- 
ing out the goals set by Congress and the A c h m s h  . * 

t 
ation and the 

kin& of concern which must h taken hb acccmt b determine 
how k t  to promoh private enterprise development. 

$wznti~i?g assisbnce to the private seefor. Mow much aid is tar- 
geted on private enterprise? Statistics issued by AID psior to 1986 
must be approached d t h  eaati03a.~@ has c1a;'gmed tbt  btd 

I 
ESF arad DA fcsf private enterprise amoutlzteci to $171 milion in FY 
9982 anrd an estimated $270 million for FY 1983. These figures re 
spxtively represented 4% and 6% of hM ESF and DA approprk- 
tiom for those Oaa the other hmd, one I T  1985 figpre 

It is not passible to say with absoIute cerkinb haw many rivate enterprise dFiW AID 
un- in a given year. statistical b r e a ~ m  of ieD activities atways iwat a 
problem, but mom a0 wiEb private en emgse beaua t he  pm$ecb a& eposs sectora3 iinca 
~ ~ 5 & 2 . 3 m i . 2 ~ ~ 1 9 8 6 ~  mes3radbeen~oughatbestandnotwefuPfara~- 
pratke ptxpsw. A new system is b be isximdrm& 51 199 to provide more aimmite project 
kta - 

27Testimony of Peter McPhemm. House Fore' M a i r s  &mmith~ FA- 24,1982, &k 
ofthe ~rimt. &tor in -l~pment A&& p. Z- d e i ~ t i o n  of primte enterp- aclisitier 
~ I a i M  t lme  that coatributt to indigenous private enkrprisl? da-e10pmm& hdudhg maD kt- 

ktinu@d 
(192 



cited by AID ofEcids showed project and prqgmm ~ ~ c e  'k- 
ehtkg the private ses%or'' was 48.6% 0f A D  
AD asserts that its most reeat figures (see Table A) are more 

accurate, representing a more consistent mdysis and h p m d  
data  According to these, in FY 1988, AID obligated $630 ~ ~ K o x I .  of 
DA and ESF h support of the Private E a t e r p h  Initiative. It an- 
ticipated obkigatiions of $619 million in FP 1989 and, if Agency re- 
quests and W o n  pxc~etions me met, as much as ST76 d o n  in 
FY 1990.29 T h e  me represent 8p'&rr0Xh&3!elg 13% of htaI  IIA 
and W F  appropriations in BY 1988. 

Midng &om these ~~ of private enterprise a&viGes 
are ESF local currency cotllfkripa.rt sums ESF local currency is og 

mtry and is generated by tmmsfem of 

ate e~kbrp&e project activity might helatie an 
~ ~ ~ 0 ~ t  cf these figures, because a very large pmpdion of private! 
enterprise project activity appears to be h d e d  from =F 9 d  cur- 
rency where such is avaihble.30 For e m p I q  at the same time the 
AID/Hondm missi~n's CB5ce of Private Sector Programs was re- 
spop~sible fur hplernen$ing some $725 &on in private enter- 
prise-rehkd projects, it, was a h  utikhg $160.7 SniSIiora IempW 

ESF 1 d  curremy ($80.3 million at the oficid r a t ~ ? I . ~ ~  
Growi;h of individual project tgpes is even sore cWEcu9t tc char- 

due to hck of wgdr~dwide &b '$"?at? &versity sf projects in 
private eaterp-k development3 if not quatbtii%&Ie, give the ap- 
pearance of cmsidedle fernexat and growth. Acxording to the As- 
sistant A b e n h r  of the Private Enterprise B m t m  there is ex- 
tensive activity in "policy reform, &t to small borrowems @+ 
business development, health care, hvestmespt an6 export promo- 

dusky development, creation d d t  Wtutiona, studies of 
&z&im pmblems, nrnl  en^^ pmjgy deoe1opraent d b - m o 0 4  -Ir?7 use of Os iP pm prI 
nte enterprise trahbg, mpp& to local businessmen w d  chambers of wmehoe, am3 technical 
a-ce t~ governments to 8meIc.p stmitq$s to nxictiv~te capital rmrkets. 

z8 TkAhcny of Peter MAepsors, Senate Committee on Finance, -3%y 20,1987, N-n 
of x P&F M c B h r t ,  p. 56. 

""These figure e k  to indude all pri* enterprh DA snd 3ESF pro&& and tbse ESF 
policy ref- mntlitioned lp~ograans which are s p e c m y  bqgetd at private enteprk @I- 
ance of paynen& a h  M e r s ,  for -SS,-apoe, are exc1ded1. h o z g  other - these kcl=Jde 
trade and kveshnenk h c M  markets, management tmining psivatimtior; business dewdo 
merit, m a t o r y  r e ~ o m ,  poli ~ c p e ,  and 0ff-f- production activities. T& 

do not dd 6~ 80 *=ties knefitiilg private en- due m data m~ecticm 
ad~es. 

~ O ~ ~ c y i s ~ ~ ~ t e d f r o r n  E S F ~ ~ c f p a y m e n t s a & ~ r s  which are 
n d  cc~mkcl in the AID private enterprise statistics. 

Ek)te&r 19% &mes plaided by MD/Honduras. 



lMany believe that critical to &he development of the private 
sector is the economic policy envir~mnent in which it hct ions.  h 
response to various politid and economic constituencies, govern- 
ments, wittingly or mwitting1y, have ' esmtrahts on pri- 

enterprise. To foster the deveEopm private enterprise, 
policy is to seek the ehhation of these combah& and p r ~  

mdgatioa of plies which stimulate the growth of private enk-  
p d .  Mthough the foreign asskkmce program may be ~ D C Q ~ F I  
aged specif%c economic policy actions in the P99Gs--some sup 
prtive of private sector growth- policy gaper motes that 
these were fa less explicit t h  e present They 
were bbr less numerous as well. 
A D  fnas conveyed its suggestions regarding the economic policies 

of aid recipients though the ~ ~ ~ j m  of pEcy  dialogue. Policy 
&dogue is, one sf the "four piam" of the aid pmgram 
under the Adminbtratioa. Charac;te*g this dialogue 
prams me several steps: 

@ aa ongoing, o f b ~  highly personal interaction with recipient 
gove=ef9b, 
andpis of the economic situation wudy though an A D  
eo-iond series of studies, and 

* agreements, both implicit and explicit, tu alter pficies. 
Policies may be adolpkd by a c0mky either entirely volunWyf 

I with no direct incentive provided, other than bD's drawing awn- 
tion to a problem end its possible wlution, or they may be the 

i reU3.t of what d e $ !  ''co~&Gox~~s p m d e ~ ~ t  or COXI&~QIIS con- 
i venmt9' to the provision of U.S. ~ o a a o ~ c  aid where aid is provided 

following ibKUmen$ of certain co~cBs:tiom. 
Mthuagh policy reform is ~a~ with dl types of economic 

assistance, degre$.opl~p~ent assistance b c H s  and PU80 have ken  

j wed to encowage changes in specific sectors of raationd He. Be 
cause, as AID asserts, the er:ononie policy environment in which 
h&vidud aid projecb are implemented can be a s i g d 5 m t  f ' r  
in project success, agreement to implement a project -will often be 
esn&tioned on fd-ent of certain policies designed to make that 
projet more effective. The use of ESF, on the other h d ,  is corn- 
mody zsmchM with broader, more macroeconomic p%iq 
changes, largely because it is not restricted to a spcSc project 
&or and the size of the ESF docation 4 its general cash bans- 
fer nature provide more leverage3" 

32 T&ony of A d s s t  AID Admhktmkir Ned Peden to k t e  Fore* ~ t i o p s  Sub 
comm., on Appropriations, May 12,1988, p. 263. 

as AID Policy Paper, Ap &R ta the PoEq 22-k- December 1982 * a m r  ~PESF pragsam asistance ~ex~lu* brad) during tbe past few gears 
h keen de *ve& under Cum&@ hprt Programs jCPs1 which tie ZSF fo~ iga  exchange to 
&e pa- of U.S. gods. CPs  am a h  designed f n  mpp& policy &ormi although one mdy 
of fom 1984 C P s  fomd the h h g e  to be weak (possibly because ~f &e ~htiwly 4 ske of 
these program). In addition ta refom, C W s  often support the private &r by req&rizg a per- 

e d foreign exchange to ?x made available b privak enkqhise to m t5eir hprt needs -7% AID/ E, Becent Ewlw5on.s of- Comma&@ Import Bogmma March 19s. 



Both s b b h ~ i o n  and &m&ud acdljustment reforms have had a 
vl:M impact on the private sector. The key targets of stabilization 
pmgr- monetary and i 5 d  policies, include measures to etab 
&h a realistic exchange rate, pmmcbte savingti and hv&me~1t, 
reduce deficits and inflation, and reduce pubiic sector demands on 
savings. Ad such activities assist the rational   tio on of re- 
m m  to private industry. the view of one study, " s u d  
stabilkation m e s u m  pmmoM by ESF cash transfers are Iigely 
to be the single most ~~t set of aftions promoting hmeasd 
private sector l'nanda&um and exports over the long term."s5 

S h e d  adjustment programs are intended to rein60me stab%- 
ty and, more i m p ~ . $ k y ,  stkdate eccnomic growth by conh]L- 
liag idlation and enmuragkg investment. Many of th;. stru-d 
adjustment pragrams of the mid-1980s to the present are aimed di- 
rectly at fmterhg private sector development. For example: 

To e n m q e  new investment in Jamaica, A D  promuted tax 
lowering of the coprate tax and s t read in -  
p r d u r ~ .  

@ In So-? refoms promoting private  en^^^ have hcXud- 
ed the rstionh$ion of pa-rashw enwrg~ke and t'he liberal- 

0 rt and export Eceming. 
e i an P 88 &on refom program (Se r 1985) d e  

signed to create an eneoment conducive to private &r d e  
velopment and to reduce the burden d the public sector on the 
national emnomy included rate rductiom for b u s h  payroll 
taxes and taxes on bush- pmfitq price d e ~ ~ n t m I  of some 
~ ~ r n m e r  items; and hitiation of a plan to privatize state en- 
t@E?p*. 
4am the DcxnMcan Republic ESF policy reforms have promoted 
the divem3m~on and privatization of sugar b d s ,  hcIu&ng 
government leasing of 20,000 hectares of sugar hls to private 
hv&m; and the E b h t i o ~ h  of coph.&3.0~ an6 ~ ~ o n s  on 
@-ma 
"b p~8xfilot.e private investment in Honduras, the 1986 6 pro- 
gmm required the &,ion of kgislation for the Mf;ution 
c f  hvwhent  h . ~  and fax-loss ~ o v e 1 " s  &ut not en- 
acted by the H o n d m  O ~ ~ O P I I  of foreign 
h~urbm hvf?&nent through a pro QW fsreign owner- 
st@ of coa.sM laad (proposal was not presented tc the Con- 
@&, and the ~ & = ~ P H B ~ D ~  of p3?h8b e~ emd IlldCt?k- 
b,: of ~U.EtbX' lkliTllb;8" yards W e r e  ~2%~8tk@d). 

The exampBes in the above List are among projects imple- 
mented under a special Africa Bdsn~d~c Policy Reform Program 
i n t r d w 8 - A  in in FY985. Funded since FY 1988 at roughly $50 mil- 
lion each year from the Development Fund for .Africa, the PI.cgram 
represents 10% of sn41 hve1opment Fmd  re!^^. The Reifom 
Program has a verg strong private sector emphasis.  am^ to 
b y  Stacy, then Deputy Ass-t Seme";uy of State for f i m ,  dl 
its progr:8uns were targeted at either reducing govemefpt activity 
in the p;*odu&ive s&um of the economy, reducing or reforming 
governtat contmk on the privab sector or both. kt the 



program, grants are tied to a series of refoms and delivered in 
tmcbes upon fu l i~~s~~~ent  of coaditions. The program dm pro~%Ies 
b& for techaid ~ ~ ~ k w c e ,  mm&ties, and program cmrha- 
tion to facilitate pmj& success. '?he Development Fun& for Mica 
as a wfrde is to h o m e  incrtxsing1y oriented toward eneoW3ge- 
ment of policy reform. Accarhg to  the^ Administrator Mian 
D 7 ~ ,  Fund ms~urces will be wed to reward those ~=~mtries 
which "are most w M t M  ta creatbg an f p o ~ e y ~  environment in 
which r n ~ ~ h  and development can take place." 36 

$Inace the 997Os, most A D  secDorak refom fiaS been direct1y r e  
it0 pmj- b d e d  of development assistance hd4~na.l 

acc~tl l lb.~~ The bulk sednrd refom, wurrhg in the a@- 
c d t w  and fkancizd , has hen  cha.m&sized by efforts tc 
E h r a b  markets and stimulate development of private basinas. 
It generally seeks t~ -ise the objectives of specific AID pmjecls 
(many of the projects described in later sections have a pliq 
refom elem%). Whee missions attempt to establish new sources 
of credit, for example, they we progam or project aid to encour=e 
govemca;t%s to pennit the growth ~f private b d  (Costa Ri@a, for 
examp4e). AID prajtxts assisting s m d - d e  enterprise devefopment 
might be mmplemented by efforts to end excessive govex-zment reg- 
dsgti~m and i%fEcuIt licensing prmdures, The design of the 
project itself often hfluel~ices policy. Hondw='s Small Farmer 
Liv&k prow, for instance, requires the government to stab 
Esh a private W r  livestock 53nd to sug_-mrt private ~vesbck prc+ 
ducem. 

Mthough ESF fun& centhue to be wed for micr~e~onomic sta- 
bilization and structural adjustment refom, as these reform pro- 

and World Bank take over 
laSe ESF h p r ~ m ~ k  SWbr- 

h d  support for swi;sraX refom, %he F d  for ~~ Act, whose 
fkd W a s  h ~ @ W 8 k d  onky f i ~ ~ &  $.ear 1986, ki d m &  
tbd suppark ~ a r k e t - o s ~ i e n ~  reforms in agricdture. 

Because agriculture do&ah many eco~zode5 in africa, a 
number of Mca Economic Refom Program weemeats f m  on 
stimulation of agricd.t;md-reSaC&d bushess. The p r ~ ~  for 
Zambia, Mali and Malawi sought to increase the role of the private 
sector in &craitura1 marketw. Although fwushg on finmeid 
WE% 's Gambia pragram promoted an end ta adnxbkbGve 
practices hi credit allocation and marketing which ~ ~ i n s e t e  
against the private agricdturd sector. Its T& program sup- 
ported major transportation policy reform, such .as eomtm&ion of 
mraI roa& by prigate c~zatractom, in order to increase &cdtmd 
prdu&ion and marketing. 

36T&~ny to Rootwe Foreign Opedens Sub&-* C o d t t & e  on Appmpz5ations, 
Msrch 17,1988, p. 379. 

To draw a clear h e  btveeri ~ n o m i c  a ~ d  secturd refom with regard to rivate 
enwrpzise is c ~ ~ c ~ l f  it cuts arrass htn. ~anoemnomic h* end ta. p~cies%pse a 
verg strong impact us f*ate sect03 d&vr--. Rivatization may serve a3acmmn5e 
pwpxes by attacking government deficits, but it itso dk&y expands the siza sf the private 
sector. i%?CkLd ~ f o m  h~tp$ve~, mpnds  d k d y  to the spedic n& d that S&UF. For exam- 
ple, wMe pEcies  & ' g  aPi prices are ~ ~ r i o L n i c ,  pdicies to control & prices axe seo 



hj=% and progrzan funds were -used to encourage a varier;S of 
d o r m s  aimed at developing the fimancid d hdlustrid side of the 
pfivab sector. AID pmmded ~ g ~ a d e s h ,  fir e m & ,  %o deposit 
its $Hd480 currency in pfiv8&, rather than govemenhm& 
bank, a& % allow the private marketing and distribution of fer- 
~ ~ 1 .  

%uatkation. At the heart of the philosophy driving the Private 
Enterprise Initiative is the belief that government should play a 
more limited role in the monomy. AccorcEngly, one of AID'S more 
C O ~ O ~  policy refom objective has k n  the p ~ v a ~ t i o ~ ~  of gov- 
emm%-cbmd  en^^^ and of government '$%Ben- 
AID Aclmhiskabr Peter McPhemn && it "a sigpxifimt camp 
nent" of the Initiative and "a major element of our policy dia- 
logue". One sign of the priority put on privatikfion by the Agency 
were statements made by 0 E c U  indicating that US. assist- 
ance would depend on the commitment of developing wmtries to 
privatization efforts. Said one offieid, far example, 'CXf a county is 
moving in that &&ion, it would affect their funding levels. Con- 
v e ~ 1 y ,  if a c8asnh-y is moving away from that clirwtion, it also 
would affect their b d k g  le~ek.'~ 3s h 0 t h e ~  demonstration of the 
policy's importance was the amouwrne~at in early 4986 that 36 
&ions wodd be q u k d  to be hvolved in ul average kwo "pri- 
vatization activitiest' by the end ot FY 1981 andZ two more rmch ac- 

ckusiozp in recent years on 
d b d e d  nad;Sorm have vig- 

400 developing ccaurtry 
p a a h e  had b n  p 1980~.~~ EeIative to the 

in Brazil in the early P98k, this figure represents only a small pm 
portion sf %uw pmmb~.42 

One reason more privatizations have not o c c d  is the corn 
p1exity and. length of the process. For example, privztization discus- 
sions initiated by AID in mid-I983 concerning one group of 4.2 

s8 AID defines primktion as the transfer of a functf.o=, a C t ,  or orgadzatiw from '&e ' 

lic to the private &tr, W e  complete &v&iture is the privatizstlon apploach preferred 
A D s  privatization may dso include simple duction of the government role in an enterprise C 

and m11tracthg-out of service dellivery. The Batter is ckwssed more M y  on page 37. 
38 ,h.m &si&mt ~ ~ ~ r / ~ c z %  ~meaat, &rk mdman, quoted in $%~s?zinghzz hE, 

'ZTS Links &me Foreign Aid ku to~brhtion", I?& 20, f $86, p. Al3. 
*O The guidelines d*e it as mmpleted p r i v a t i m ~ x  mwerI in c o n e o n  some A D  &- 

chb believed the &hition of ''acti~ties'' to inclde mcst action in swrL Or @&tion, 
wb&er mm]gIW or n&. ~ ~ o u g h  not everyone of the desigmM h o r n  n\et their god, 
snore &an 14-0 privatization activities we- re rkd in the fk& year. It is not c&a& Prow 
dthse have lei to completed pivatizations. L m  continue t3 report regp~ar~ig to ~ q w r -  
teF§ Qnr their &e 
''h Zementing A1.Q Prhaktion Objective&' AH) Policy hte-tion -34. Jme 16, 

19%. %e aha M. Peter McPH-n, "fbe Rmniae of Rimxkizatioon pp. IT-20 in Aiartimtion 
DzwHQpmt &td by Steve Hank, $nkmationaH Center for Ecanomic Growth, 19%- 

4LIkiined broadly as bereasxi primte sector partkipation b and ownersbip d 
gwemmmt &vitie and d, %eases, management amtracts 4 c&&tme kii the princi- 
pal m d e s  The 5gm-e &udea e$e M t m e  of o v m e a t  stmI&~Idiags in maat5om&d en- 
t q w k s  thst a e ~  once in priwte hen& Won% &z.edjtaBtent Bepod 1888, Wbtd BsaL, p 178 

42 The Mtzxbm g m e m e n i  amom& in 1987 that it intended i% dcce  i& pms%& to 
mghly 500 $,the "d of 1988 At present it has appzirmteIly 900. Not ali of the others we= 
actually E ui "d or prit*, were sold or transfed to statbe a d  I d  govemnt9. 
~eterAcrnL Biuotkcztion in M n  Am* 1988-1 989, U.S. Dqt .  of M ~ P .  



government companies did nod I d  to a fin& divesti- 
p d  8987. In many cases, go'vements are no$ even 

m y  aware of their hokhgs. RuzstaalS, therefore, must be iden- 
Ed, their conxmewcial status evduatd, and an appropriate proce- 

p r m s  m& take 
which, at m y  

relations, *apiM mar- 
not &. rea&b: avdab1e to 

taken the lead role among 
pri'vaetion. In addition h 

spmrirng several international coderces on the subject, the 
Private Ehkrprise Bumu funded in 1985 &he es$abbh;mdent of the 
Gnte9p P I - ~ P ~ ~ ~ O H ; ~  in order to develop a 1p0@1 of m m d ~ t  ex- 
~ 2 ? k k 3  033 the pl33C€SS md h b l 6 $ h ~ ~  0f ~~~8-thEt .  b S  eat 
OQeT fm wZE4d-b & X I h  a 46 ZXikiSi49m a d d  @V- 
e r n e ~ @  on various aspects of' the privatization prwess. Fwkher, 
resident teams have been provided in Hoa&wm and Bd.da ;to fix- 

~ m d  oversee its hplemen- 
B T  1989, more $ban $22 

Center activities. As d A p d  1988, 
the Center bad been bvo1vd in 10 pfivatizations, with '15 more in 
the pipek~e.*~ Wougfn its comdtative work it e in nu- 

govern- 
ments without using the Center; many governments hage devel- 

, but the general 
S that the &nkr ~ E S  h e l H  m&e a major 

changes+ in order tu stimulate investment, E m  &a serv 
vide a method f'sr s e k g  government companies which faciUa$es 
broad-bd omemhip and ppdw suppH$ for the privahtion 
IPy- 

A mjor tso3 of pxivatkation is the mndtitionality e 4 
in ESF cash transfer agreements. Sm Jamaica, privatization of 
public  en^^^ was one of the main strackwd adjwPneent 

I 
4 Y ? b e  inore common objections tc, pri-tioa are that m y  pmstdak were created to 

I 
fWU gpeciffc mchl a d  economic pqmes-de~ebpment d d e p d  @one, p d o n  of ne- 
aidties to d areas, b.--t&& &e private sector wil l  not replace. Some fear that privatizt+ 1 tion meam handing the national ~ o n y  wer to foreign- p E t i 4  cronies, or w d t h y ,  nai- 
noriw ethnic ma Labor unions fear 1w 09 . b m m S  d privatktiicn gokt out that !t? P papa&&& a bot e m m m i d y  heffided an a subskan- &rain alp g a t i ~ d  he&. 

I 
44 AID. Manageanent AsexspnenE: & m u  6 r  h%ivtste B~terp~6e April 19£% p 38. 



agreement to require the government to study the need to 

and f?shblkh the thing and 
this gmmdwork, in its 1984 an 

fid.  30-h&?~ h ~ Z ' w d  b 4 4 - ~ 8 r ~ k a  b bE? p;r3~8ebd (ccf 
roughly 200 under the government). The government WEIS squired 
to generate net financial infl~vvs from prigirath~on equivalent %8 
the ~ o m t  of the cash gum%. By December 1987, I9 h s  had 
&A m1d or Iteased to the private sector and 8 more were in sta&s 

hcldd the d e  of a cement company and two 
the lease sf sugar estates, &cdturd markets 

and contracting out of $epspiM sen2ces such as hoekeep- and 
s h h t i o ~ b - ~ ~  

p r o d  cautiously. For example, in Honduras the pilot target for 
p8livathtion has been CONADI, a holding co 
mately 65 E m .  CONAD1 

ity was emp10yd .$o "encornrage" passage of the legk1ation in fie 
EoZ~~UF~P~ COaE@k?SS. i$ P ~ v  was e ~ w & h d  

and the private 
~le&nr to o!m the working grbuP which examines the 
CONAD1 h01dings md develops a strategy for privatizing each one. 
To date, Eve eomph?te &vestktures have been achieved and project 
SM me optimistic that the hitid phase gud of 12 wil l  be reached 
by &p&mkr 1989. T%e cost of the project bas been estimated at 
$17 a 0 ~ 1 ( $ f  3 million of which k ESF 1& currency). 

AU3/CDIE/Robert K a t b  ibockm, Jumica Chsh Buns* Evaluation, Beeember 1981, 
P.M. 

4sEvcskwbwn of $he IXmtitrcre mrn of CODZS4. Center for Privatization. ?repad for 
PREtAB. May 1988. For political resimm, C814ESA companies were overvdd by the Casts 
Em CmptmIIer Generat, creating the appeamnce that AID was uskg its funds ta '%uy high 
and seB 15~''.  This practice was q u d o 4  by B / W - n .  



has been prcvidhg as8ishce to the broad range of ~ ~ C T Q ,  
s , medium and large private e n h ~ ~ , r k s  for over 
y c ~ ~ s . ~ ~  is  probably no developing country receiving 
sktmc~ that haa not had one or more projects WW seek to 
strengthen the capacity of its private e n & b ; ~ ~ r 4 8  

Private enterprises in the developing contries face severe con- 
straints in lack of t r a i ~ d  -pemrnel at aLHH skill levels, lack of avd- 
able capital for start-up, operation and expansion, lack of ~karao~o- 

restrictive government 

b d m ~ ~ ~ f - p p  
agency may p 6 6 e  am 

2. o f d s s i s ~ e  to Business 

a &dit 
A c a m  tu working or investment ~piw is the most cited 

of business in the devefophg world. kb 8 mas% projds 
- Ch8 study t b t  98 WT- 

have a c r d t  wmponent; another 
states that 80 percen* sf a&ive microenterprise projects have a 

I credit component. Much of the W S & ~ C Q  and large 
1 business is provided as credit to exprtem.50 b& are gener- 

a?= defkition d micro, smalls medium and large entery,rh is an important policy &me, 
serving to AID aditan- on a p&kdar group of people, However, there is ao de i5 ion  
*ch ia no% ;n Sc)m wt4y d*, given dimme rn- mn&tio~r~. h e  esthak pblb the 
number of de£i&iom of 4 business in at over f2&. The dkthctions are b e d  on such 
m-nts as n u d e r  d esrrpfoyees m d  total &ed wseta. 
As a &t of t f ~ m  leading %a the E T  19% and 1989 micmeate legislation, AXD 

?m a 'BOI- definition' of mi-ntenprise ss an saterprise 2T&mximate1y 10 or 
fiswr mpllsgees. Although d b-eas is frqaently d&e4 eta lE50 employees, ' l d y  ap 
propriate ' dehitions of b&w s k  mi? d y  W E P ~  for m k  p j &  For c o m ~ ~  pw- 
pose& *Borsdluaaz S d  B&m E pm'& deStion k 

micro-up to 10 employees ked assets of leas than $ 1 0 , ~ ~  
&-from 11 to 25 employees and fixed aseta g% 1- than $50,000 
m d m - h m  26-99 employees and fixed assets of less tfia9 $2S,IKbO. 

On the other M d ,  the T'hdmd Bar& hdustris and Emplsmexlt Project to M i n e  
s m d l d e  e&erpk as 11-33 and under $2OO,BEBe) iz~ assets. Exchange rate 
character of industry in each country, a d  the rehtive Hew1 af wealth targeted for asmkn 

* the 
ce 

may exp'h the i6-E-m befxeefn Thai and W m d m  & W ~ o m .  
48!&e majority of mE9 p m m  have f d  0x1 d d e  enterprise. According to one 

report, ~ ~ H S  1952 m d  1980 mer 775 smdl d e  enterprise pmj&, principally 51 LstIn 
Am&pl.:c8. and A&, were fanded by AD. The repix% further notes of 240 & d e  eater- 
prke prqjects in Asia, 95% were initiated before &@ P9?3 Mew lkectiam legish~oa~. Of 230 
projects in Latin h e r b  75F -ere initiate4 be&re 1959. Mtho~gh rn p&19£K? figures are 
av&bIe, it seeins likely that &em bas been B ~ P  upsurge in m d k d e  pmj& &&-up &ce 
1980. Ddxmih %&xi, .All2 Prim& lnz&ktim: Passt, h b  3rd L e ~ m 3  Noem- 
h r  1983, p. 2'7. 

"* A.1-D. Policy Paper. Az'mk Enterprise B e v e b p w  Mareb 1985, p.1. 
SQ Fm more on mp~rt  dwebpment, see page 36. 



or comexcid bank- 

is thought that once 
ark&, the b& 

In addition tc its on-Bending activities, AiD has egperirnenbRd 
with e s b b % U g  ~ ~ m t e e  funds which lessen 
risk by making a progmrtion of each loan subject 
tee. A s u m d d  gumantee h d  project for srm 
business in Panama is presently king repEaW in Sondums. This 
B h d  will. leverage Itis reserves :I0 bask-with $1 miltion the 
Fund can guarantee up to $10 ra. in Iom.  In the 1988 trade 
biU, the Private Sector Revolving h d  was granted the authoritg 
to leverage a pl of its funds 0x1 a 13% bask. 

Entxepxeneulps are often lacking skills in management, account- 
&ration without which their bwbcsses are he=- 
m h the broadest sense, m& m h d d  du- 

cation programs benefit the private sector by providing ski& and 
howBdge to the pooB of h b e  e m p l ~ g s  and employees. V m -  
tiond education and t e c h i d  training program, however, are 

ally toward fbElling the requhements of employers. 
has been p r o ~ h g  such training for decades, de 

scriptiye statisties indicating treads are not avd&1.e. Neverthe 
Pw, there is some evidence that, as 8 r a d t  of the Private Enter- 



a wide variety of bwbemes, bat seek ta meet needs of a p d c d a r  
kXXt~0n- h &. l8~8~d,  EcuaaSor2 plX@?C'b kWge$s the ~m 333- 
quired by recep$ioS, secretaries, and awoun$zmts, be  there 
is a large demand for such 

I 

E 
I 

e 52!ib pddpslnt training program is a m@&y gmvkg pmgmm. In fkd year 1981 there 
were 17,685 ~ ~ t a ,  up from 9,012 four yeas e8thier. 



with American busheas. P a  Indonesia project 
t43 the united S~~ 

The Entrepreneurs International Program, 
worldwide training initiative, offers s h o ~ ~ ~ p z i z  

nears. 
Although there are no worldwide figures to indicate what propor- 

trainees come from the private or public sectors, the 
such as Entrepreneurs Intern* 

private enterprise emphasis 
bureaucracy. At the nG&on 

lev& for h ~ h c e ,  the ork and S k i h  %ihhg 
project, which provides bath participant and inam- trainingZ 
SHE= that 45% ~ o w - + x ? ~  e r h ~  t~ 'BP~ ~ U M M  ~.II the 
US.) and 38% of sho&km trainees come &om the private sector. 
Its prd-1~ project fiad provided training to only a few pdvate 
i%?ctQr k&~ekuthSs* 

The Human Pam= Development A s s i s b e  project, conduct- 
ed. by the Mkim Bureau5 is a $65 million eEo& to provide b-coun- 
try a d  parti4:ipant kabing to 32 L U E ~  comtries. Half of these 
resources are targeted b sector- In addition #XJ training- 
dedicated projd,  there a training component in 
other development projects. Therefore, it is Eke1g that the bc- 
bl p ~ ~ 8 $ e  @nh3qX?bd8k6 h@ Ill& a ~i@?mt hl- 
crease in project-re1aW training for private enterprise ~%~0$~1e ]h .  

Sometimes 'mhniical experts are provided to IFLs and ta individ- 
ual entreprenews in order to htrduce rnew methods and enhance 
their ped~mzmce. bEcroenterprise specidis& h r n  A m e m  
PVOs such as Accion/fitec are stationed at a local developing 
corntry pvo for prbds ranging fmm one month to severd years 
in order ta &bbB a credit pr- capabilitp within the organi- 
zation. Since 1972 the Witute for hkmational Development, Inc, 
6th $4.5 &on of I%, bas set up from scratch b&ge- 
now P W  b assist and micro bmhes. In the last seven 
y m  done they have eshb&hd eight such organiza~orn aad 
have 12 athem in deveBogmen8;. 

The l n t e m ~ o m k  Executive Service &rp, su by a con- 
tra& wtth the Briv:~te & b m d  Bureau (ktweea $5 aod $6 d- 
lion in each of fiscal years 1982-19881, annually provides the spe 
cblized advice of ~ = a x i r I y  100 retired American businessmen to in&- 
I 6 d d  1QCd s E ~  a d  IXi&m ba85hm. h B u ~ ~ o P ~  -- 
pie, an I13SGhmir!ied mushroom expert helped a company double 
its production w i t h  CWO T X B O E ) L ~ ~ .  

Four AII) activities to assist private enterprise empbbed 
during the 198% are most noteworthy: development of business as- 
sociations; ~ C F W ~ ~ W +  &hw; the private sector rev01viang 
fund; and export deveIopmeent/bve&me~t promotion. 



AJD b helped to establish and promote ~ t u i o o ~  develop 
ment of business and trade asmiations which, as in developed 
@~mtries, may provide leadem&g, in &oca~g poky reforms on 
behalf of its b m w  naembrship. In the Latin America region, 
t*m@ d fm&, it has f&r& estabbhent of thirteen pri- 
vate sector o r g ~ t i o n s .  For these as well es for existing orgmkza- 
tions, it oRen fkm&iBw t e c h i d  % p s s ~ c e  to help mamge the or- 
ganization and provides fm& b conduct studies of athe policy 
regime antd Hnake r ~ ~ e n d a t t i a n s  ffBF change. 

of c o m e = -  
ador's the Ra- 

t  tion on, is at- 
leaders to 

government p m  

h g  programs ~ F Z ~ U ~  by the Chamber of .Cc~merse Of G3t~ya- 
q d ,  the Private Banks hmciation, and the Chamber of S d  In- 
d&&f3 0f G ~ 8 9 8 g d .  

Although many s that buslinesss are k t  *adezstad as 
existbg OD a size and level of w p M a ~ o n ,  microen- ~~~ are. increasingly being singled out and tmi%ed &Eerently 
log. development speciabk. There have been AID-Fad& rtnimwn- 
kqxrise pmjects s h e  the early P96@s, but the recent &ma$ic 

in attention to 

 he proprietors of microenterprises are the poorest of WE-- 
n e w .  %'hey generay exist ia what h s  13ef3PL && 

of with %he govern- 
ns and opera- 

b*AMS Zkmtm d Science and T&chobgy has run a con&uing series of mi-- rre- 
ear& projseb since the &P9?OYs. kn AID'S Center for M o j m e a t  Pnfmna* d 
WnaEim CDm pmmed a stock- d m a  active &-terp& ~~ Euwever> 
m y  f~~ d the b m d  range d mkmenb-hm they are formed, w h  
them, W- ~f fdw+m Cite? &B&$~CS mu& be ~~ with C&U~CJE. 

69 For exampie, see 
Maim, h h  
and i%d&g on the 



ax the edge of proEkbilitji. They are umWd street and market 
vendurq m d  semi-skiEd, often houseHo4d-bd a&naenS bakers, 
and shoemakern. One orgwhzation which s g w & d h  in assidin3 
micmn';eqxkes &hates they comprise between 30% and 70% 4 
the labor force in developing comt,ries. They estimate that in 
Limp h r ~  there 3 M ) , ~ ~ ~ , o o o  ~C'lYEnk~X'kS. 

Efforts to assist m i c m a k r p ~ i  face even ~nom serious o k -  
cles than do those i13r ~md-seale enterprise. ACCESS to &t of mi- 
~ o e 3 p k q A  pmpriebts 4 more r&&& given their greater lack 
of collateral anC the higher Fsk they appear to represeat. Many 
are mobile, are in vendkg rathey than p~oductive activities, are 
poorly &ucare& and have minimnl t r h g  in business. They are 
lacked out of the fad sector by intimi&ting gapmork, govern- 
ment regulations, the threat of taxation, bmkhg pm&c.eq and li- 
QI&&Y shortages. Benefits accmhg ta the formal se&o~-aecas to 
d t  t- ugh finan& institutions, visibility in the -he$, and 
legality-are denied them. &dy, it is kprtant to note that 
there are many more micro businesses than 0 t h  types of enter- 
prise and %!tat the size of loan they require is co&dedfy smaller 
&an other, nore est&&h&, b i t a ~ b s * ~ ~  

One recent study, bas& on experiep3.ces in 32 pm@cb, suggests 
thet AD'S m i ~ ~ ~ ~ ~ r i s e  projects have %ended to adopt one of 
three appmc6e9 differkg by targekd popdation, types of sera- 
ices9 and hstitutiond stmetwe of prqpm: (1) projects seekg to 
help highly disadvantaged groups become mlcrwn~preneo2s, (2) 
those assisting e b d y  existing entt~priss to expand sales and 
income9 and (3) those fixusing on essisthg tihe more productive, 
better managed enterprise to grsad'~3ate fro= the microenkrprise 
sector.55 In pra&ice, however, projects do not fit so neatly into 
these categories. According to many observers9 projects a s s t  an 
array of 8nimoenterprks k various stags of deveHcnment and vnr- 
ious suWtxs]r$ of the eeono'iny* 

At p-ct P\ID is conducting roughly 87 miementerprise projeds 
fiurded. at $290 w o n  over their p m j e ~ & ~ e . ~ ~  Only ten, however, 
rep-ntbg more than a third of iFun&g9 focns exclusively on di- 
r e l y  p r c ~ 5 h g  services to micmntew*. These tend to be 
projects hiIiakd more recently than the othersm The rest a s k t  mi- 

5* Perha t e  most wd-kaom O ~ I Z & S X X I ~ ~ @ ~  pmgrams is the Emmeen Bank in 3mgb 
d p h . ~ . o P " P e b ~ 1 9 8 6 ~ b s d p v a i d e d o s a 5 3 0 ~ n i n l o s n s . ~ ~ ~ ~ s i . e 0 r i t s h  
k ~ a n d t i z e ~ E ~ s m o u n t i s ~ .  
H t i s ~ ~ ~ ~ & u E d c l o e n t e r p + ~ p ~ ~ j ~ M e m p d & ~ d  

&Gmaw,~sh&b*h$e:'19108,areimite:M&*com**~in- 
n m e d l e  -a r ia t iox  TO make tip fm the leek af aabM, G m r t  b m e ~ ~  are often re 
q W , W  f b p  tlme&w i++ pimps CirP Latin her ie21~ 7 r d v m  are &led $'&- 

~ n p g ' f ~ & ~ ~ d i t y f o s r e  y n a t ~ f I m m s ~ t o ~ ~ k . % a t k a r e  
-Y wb*h to i n d i s i d z a d  these nag qxtire thai tk borrcrrr End 
o n e t o ~ r t h e m o r f h a r t h e b o r r o v e r m p ~ & a h a i o i n g ~ a b m e ~ e f a r a  
laalz. 

Some CemmOE rka- ban repaylnent rates can 5e i rnps iv2 ,  m8ny b* 
r a t a o f m m e ~ ~ p r o w t ( i n . a o e c a a g i t h i s ~ t ~ ~ ~ ~ ~ a r e ~ ~ a 0  
that, ks?ad of defhdt, &ents "tepaf' using aatfrer lcxu$. Many pmgmns requizre && hm- 
as- esabw savings aec5Unts ?&if& am hdzd& in *& Dqxtpf& fe. ?!&my * have an 
S C & w  bf 1- a@- kn 8 k2-$9 f d  1- k! mh w- 
p z m b i s 6 e c ~ n d I ~ s n i s ~ a n d 6 0 f m V a ~ ~ ~ 1 - ~ e ~ ~ o a n r m d ~ ~ a r r  
iihmcte* by m p  mpeat hmra 

'"SSIWS J.  W m ,  RED. . W i k m k  !B&-&t Mw& 
Bra.% 

55 Jaeph Lkbenmn md W h  Doyle. A b k  ot D 5  Z i  W- 
, W a D r & F ~ 8 W . p 1 .  



moenbrprises as incidental to a broader effort7 either assist a 
range of business types or 4x1 develop the private sector in generd7 
or upgrade ht i tut iod  development ~f PVOs a d  finan& insti- 
tutions wEch asskt bwhess. 
bk& pmjeck-55 of the 87-provide *the full m a y  of credit, 

b h . h g  and kc&& a s s w e  services. Sixtyseven (represent- 
ing 63% sf total fi;tn-) con& tmhbg and/or t e c K d  ass&& 
mce components, some*- donet but m e  ofen in mnjmction 
~6th &t p~-. PVOs kpliement tw6 thirds of the projects, 
representing 52% of b P h g  and fia3ancS in&itutio@p,s such as 
banks and credit unions, imp!ement fourteen (57% of fiz~diz&. 

Project characteristics vary wmiderably."~ h G m k w  A D  
supprt fey FDM, a local BVO itkpmbg sm& bushes Hums to 
new and exis5ng enkrprks owned by $rt3up of womeq co&ted 
of W C a p  operating expense, equipmeat and staff salaries, as 
well as help in ~ b 1 ~ ~ g  a c d t  h d .  Taere were 33 Emd bene- 
ficiaries during tbe three year pmj&, receiving IQ%US aver- 
$5,470 eac3. The target group were women of working or lower- 
middle class f-s w h ~  already have a skill such as sewing or 
hair dresrinp. Since the completion of the AfD project* FDM has 
continued %o provide 1 0 ~  and technical a s i s h e e  to women c&- 
eats atiEzkg s & M  loans from the %x4krHheri*an Ek~feIop 
merit l3ad.c and the World Bank. It now has an sdive goz-kf~Eo of 
148 Ioam Eznd dlispnses an average of eight new bms a month. 

A n  hdon&m village m&t o r g ~ ~ o n ,  KWEDES, by con- 
trast, serves a much larger client poga~ation, consisting of hr3Ivid- 
ud rural traders m d  fzemers, mmtfy in n d  of working capital 
for &mdy e~rkrprks.  h this case, however, loan s k  k much 
smaller tk in G m k d a ,  averqgiig $326 in 1988. Loan h d s  for 
the ICWWJB credit prqraz come h m  Indonesian govemment 
and! bank wwm. Beghnhg in 1984, .AD  a S S f i  the &-&ibticbn 
with a d ~ h r s  and quipment to upgrade i5nancia.l services, awmk 

sysk~s, a24 training practices. Subseque~tly, the number cf 
loam 2 ~ 0 ~ 4 d d  &Q hrrowers grew from 640,000 in %he Fist year of 
A D  ass*= b 1.3 &on in 19s. 

The grivate Sector Revofving Fund, ii%e microenterprise, is, by 
W e  d $he c~ngnssionzd mHs in its esU&hznent2 AlDs most; 
prominent pr- of credit to beatsbess. NtboygH 
mod& relative to AID'S voritdwide d t  activities+ it is the largo 
est pmgma managed by the Bureau for Private &terp+. ,b leg- 
isfative mandate requires that Fmd assistance be made primarily 
h smd bush- md c o o p m ~ v a  to which credit is not general- 
ly svztib3b1e. Proj- fin=& ma.;;$; have a demonstratios~ eR&, be 
innovative m d  fkancag viable. 
To fa&hte this mk the Fund was provided with f~~ 

miguc in the Agemy, but bhievd b be wefd fur dealing w%& the 
private actor. Its were not required to be obligated during 
m y  partidar fisca4 year so that the Rxndys managers m d d  oper- 
ate with inazimrn~ BBex&iEtyI The &i&y to re-use regapen& was 



plo encourage managers to negotiate terms most favorable 
, and to tezminab foam not being utikeii eBciently and 

utilize them for other projects. lhrthemore, Faand project manag- 
e= We= d ~f?C!&kd ~ o " o ~ T P @ v ~ ~  S&OF baI2kS. 

The Funat has experimented with several Ends of 10- during 
its six year existence, but the great ~jcarity are 1 3 0 ~  in the form of 

hteadw F ' ~ ~ L E P & ~  Institutions (IFIs). As u p  
I-, guarantees reduce the foreign exchange risk 
incurred by the Emancial institution in b o r n e  ' 

doh. Local bank funds, partidly gmxantd by AID, are lent ax 
market rates to borrowers who are defined by agreement between 
the El' and the PRE. A main objective of tire Fund is to k d u e  
b& to move into new markets that otherwise would not receive 
~~, p r t i c d d y  s m d  bush- in m d  areas. 
In September 1988, Congress gm.n6d the h d  specific authority 

to issue gumantees agabs% losses on loam d e  by hd insti- 
tutions. These ,r~amnkes m o t  e x c d  5fty pmns  of the cost of 

8&h&?J f h m d  md the F-HsrE! b8~- the mt3IIm ~~ 
be at Beast 25 prcea$ of the mntbgent EabSQ. In &her words, 
with only me d o n  doDars in itbe reserveS AD cafs guarantee $4 
PniS%tion of a bank's $3 million in loans. 

its E.sixxyS the Fmd has e in a variety of fhmcial 
kmnsa&iom: pm~dhg  credit to '83-- in the e w r t  sector1 ko 
sgribasin- (roughly half of its Em)9 to a ~t la jo~  mimmarbrprise 
PVO with I d  &&ates tkoxzghout Latin America (2s only mi- 
eoe~kqxise a s s h e  project]? a d ,  &rough && loans, stab- 
b f i g  venture capital cornpees in ThAmd and the ~~ 
B&. U p  to the end of 1985, Lie Fund's porffolio consisted of $61 
million in projects (mpm-ntmg obligations of roughly $12 to $16 
waillion per bnt the new ,,gantee &ti3t]hori@ may s i ~ ~ t -  
iy raise this bM h w&g years. EQ its Erst year of operation it 
@sdd generate as much as $50 &cm in 10- to small agd 
m & i w  bwhw. 

The Agency for hkmanal. Deve1opment has undertaken a 
number of p~xzjafs which seek to s h d a t e  a comtryPs capad* to 
export products abroad. such practices are in h e  with AiDfs pri- 
vate enterprise deve3opment strategy which eracomages "a shift 
Eram pE&es which promote general import suMb$ror; to ,policies 

open an economy b b m a ~ o d  trade." 58 m e m 8 -  8 

AID P a w  Paper- Aivate Erztapke &ve+-mnt. March 1985- p. 3. 
It I the caumrm +om d d e d o p d  amtmes d &e Werid Baak that imgort s u M i ~ n  

pmckks tbturt market m m  thmqgh m e d u d  exc- mLt .  &pox% 
and tad?% that make it &%cull% for deve10phg country etmnmnk 20 cempeb md grow- 

Thm ,we some, however, who miticize the pWr3~0phy of "eqm-W& growth WE& pm* 
A t D ~ ~ ~ p ~ ~ i x P ~ ~ ~ e ~ ~ ~ L ~ t i t ~ ~ d s b f o r c e ~ o ~ ~ ~  
to spxhke &WE cmao~es, '&reby making them more dependent on h - ~ d  prizes An 
eqmt ecmaoaag is victim to world b w c w  cycles flumt-am4. %oreover, Smt ind- 
whkh might be Ale to mzjpete given time zo mime, mey fa2 under a wmpletd~ - 
PL the ~ * t e  mag be p-ted in stark estzrernes, in practice, the issue cmcems 
w h  dong %e d e  bebeen the h o  extremes a gmmmenfs policies faii 

The &hw Bas k e n  @en new promheace in recent years, because expxbIed grow& is seen 
as a mlutiori b deve1~pmg wuntry debt. In order to pay for both the debt as w& a8 the imp* 
with which to geacmte more podu&on, it is 9+ed thzt dewIopbg amtries quire ? h 4 p  
ex-, and 0 get +& foreign exdmage, they nust export 



its agriculture policy objectives from an emphasis on in- 
dbod prduction t~ that o ane ha8 large- 

ly rn5- itself, according tr, i3Ell a growing 
number of projects pnunoting produdion for foreign exchange, ie. 
far e2qmrt. 

Expos$ projects tend to focus on nontr"aditiona1 industrid and ag- 
~ c d M  expm%st became traditional products have generally 
found their market already and less traditional areas have the p- 
tentid to make the greatest caatributiion to new growth. Export 
pmj& fall into two categories: those whieh directly assist the in- 
tiligenow private s e c t ~ ~  to export and those which attract foreign 
investmeat$ in export 

Partleg b m  of the enormity of its debt, the high level of devel- 
opmen%* the advantages provided by the Caribbean Basin ~ ~ ~ v e ,  
and its proximity to the U~i t ed  States, ]tdsk$in America is the site of 
a large n w ~ b r  of AID f?xp&Binve-ent pmm~tion p m , .  
Twenty4ght of 105 active: -&UD-hdd projects h the L a t i n  
GZLQ private sector as of .j'me 1988 hii an. expurbreIabd conpo- 
nent. This section is lwdely b d  on a review of activities under- 
taken h Costa Rca which are highly representative of s* ao- 
tivities elsewhere in the region. 

(2) I d e r n =  apd. There are a number of ohdac1es cosmxtody 
faced by potentid hdigenous expr&ers: lack of idrash-, a 
davoSaaa3ee policy enviroment, lalack of quality conbol and an in- 
&Sty ta iEaenw markets abroad. AID assistance to svertxme 
these o b c I w  may include h & g  studies to identify potentid 
prdueb for export and govement poEicies hinderkg it, providing 
+ a d  exp* to advise and train producers on speeitic product 
myla and p r d m  of dealing in the international market? b d -  
ing souiees of credit for exprter~~ and establishing offices abroad 
t~ promote a deve10pbg mmtry's p r d u d .  Infrastmcture assist- 
ance> provided mostly in tmption, is rarely mde@&en now 

considers a favorable plicg environment to -be critical to 
growth, In Costa. Rka whese export teve3upmeni; is a pri- 

m f&US of b pTC?@'aZn, m k k 3  ~OECY &d-€? W%h 
the govement ta encourage the adoption of export incea.fb,ves, fa- 
cilitate access to foreign exchange, and elbinate faxes OIZ expsrk 
pdu*. So b t  agricdtwd export produce will not mt in con- 

I hinem awaiting shipment abroad, AD-spmred experts have per- 
suaded &&a Em mbw to h M t 5 c e  more eScient senrice at 

1 

s airprb. Honduras9 ihID is organizing a major department in 
the &fhxkky  of Bonomy in order h get the government tQ f m  
on e v ; t  pmmoti~n. 

Many credit program%  sup^^ by are designed 
t~ ass& exporters, usually exprters of non-tra&tionaf products. kt 

E Cwta Eta, for examp4e, pr06dd a $10 &on 10- in 3982 to 
f a private export bank (EkANEXl which dowed it xa groGde export- 
: oriented b e g  services, make credit avdae to expd p d u -  
i el73 m d  iP t ~ 8 d h g  W H T m  b 8ss& ~ E ~ T s .  &lFklg the 

past few gears, the AID mission has e h  pm~d& a $10 millinn I 
Hat all ~ ~ e n t  promotion p m w  w  expo^-^^ but it. is '&elj &at the vasL ;;na 

we- 



lam to the Cwporacion CMxrkem de hd- 
hkrnacional. (COFISA) which gk'ves credit preference to expodm 
md a @20 d E o n  loan to the Bsivzte Xnvestment Cbqmration 
which provides bvwtme1pt p g wg?7Jw for ex$x,rhm. 

With regard to direct ce to expeE.9, it b, in some 
cases, been enough $0 help developing C O I B B ~ ~  entrepreneurs, d a -  
m % ~  with the needs of the btemtiond market or even how ts 
enter it, make contact with $be U.S. market. In Emadorf for e m -  
gk, contacts made t khce between the wood -h- 
dwtries d t i o n  
have fwsbM a doubling of lumber exports in two yeam= 38ut 
such cases are reportedly not tihe norm. h &&a Eica, the AID 
mission came to the mnc1wion tbzt improving marketing mm- 
ities is nat mfEcient to improve the 8bSQ7 Of l d  entrepreneurs 
to export. What is needed is ian improvemegat i.a prductiviw to 
help prducem meet the quality, qumtHtyt and delivery require 
menb of the worId rnmket. This, howevert r q b  a mmpxehen- 

omplex mpme which, in the caw of Costa R i a  enmar- 
to emphasize investment pr~rmotion in its export &S.ati- 

tie. 
Despite these diEdtis ,  mrnthukg to a&& 

I d  prodlezers, h p& du ures and fie d h  
not tQ 23s being against 1 4  bwh-. As of dd-1987, 

~ r d t  SUP~%~Z% $r, ~W-~FS  h d  b 
locally o m &  bwh-. AID has ernp10yd a pSv8b1 for-profit 
broker to promote Costa R k  expo& to the United States. E@o& 
are being made to encourage for&@ hveshss to utilize H d  pro- 
ducer components in their prdu&. And AID is setting u p  a pilot 
p~cgmm to provide k h i c d  and marketing ~~~ to selected 
companies w i t h  selected secbrs to subcontract for foreign cornpa- 
&?s* 
(21 F~~;i93t  dnuest??zend hmtbz. J[rz addition enw-g the 

adoption of policies conducive to an investment climate a%txa&ive 
to foreign inv&rs, AID '5ras sought to stimulate doreign invest- 
meat though a number of project activities. h ~ U B h d d .  3PPtr 
$ram for hvstmeltltt and Export m&er an &h& psiva. 
Wtution-the Coalition for Development cCE+mEMt 
up 5 S  in Europe, the United States, md Asia to promote Costa 
R i a  as a phce for foreign hvestment in exprt-reIaM k h s t r y  
md zgricuhxre. Policy &dope moved the Cads R i m  govern- 
ment to *bkh 

shetion. 
h i t s k t t w o  

over $50 W o n  in foreign investment and created roidg?Ay 8,900 
jobs 9% a ax& per job far blow that of m a y  other empXoymesz% 
generating projects. Although the resdts of the Ma Em export 
promotion project may not be repZicab1e in countries where pliti- 
ad bbb%Q does not appeal to foreign hv&fsl other AID mis  
s i o q  including EondwmZ are loom to the E pmj& as a 
ptematS model for export prom~tion. 



r q g i o d  bureaus can draw to initiate new projects 
mvkion of services by the private sector 

in fiscal year $984 lpeqaalrd t h t  
Works and Tramp& initiate a 
of private mntractors for mad 

the vehicle of i n m o m  man-profit non+perpmatd orge- 
v 0 1 - m e  orgsnhti~ns 8V%> in project imp1enentath~ 

witb kmeasing fkeqwncy since the mid-l97Os, these o Gom do not ~ ~ r n  under market 
principles. Therefore. NGOs serse Private & t e r p r k y  Wv@ d&aje&ives 5 3  only on, h i t e d  
wqmk EEI an 823-Gw %o g ~ v e m n r t  ~ ~ ~ c e  d the sane function. 



%nd ion networks. ~ x p ~ p t i v e s  mdd be 
for , using the existing private c b h  of truck- 

ers and m W  shops. In the health and population s&ot, use of tha 
Every might be expand& ta eancmragge 
and mm&a&urhg adivities- Health 

a d  contraceptives, a d d  be numzn- 
factzmd in more developing o o m t ~ ~ ,  and private cMcs and 

~s~&GoZM~I'S &bhh&. 

's principal c h e f  for 
the areas of shelter and 

sector activity, chiefly mdemrites U.S. gri- 
~Elb sfi?&O~ b h g  0 C O U D ~ Z ~  h0-w h&i- 
h.xtions through a frnll faith and r&t U.9. Government 
b." h . & h @ m ~ ~ e ,  - 1 ~  h hhbq, tthe PrOgram helped e b  
&h many d t ? ~ d ~ & g  ~ 0 ~ h - y  pri‘sp8b saving mil 10m b . ~ & & ~ f i ~ m  
as pa& of its original mandate to 3ft;hdab I d  CT&C imtihtions 

ccdd be pm16dd on a 

New Dhwtio~ls leg- 
goveme~pt phi.cies 

in order to encourage greater as~&tance to low income groups. It 
also began to require that the government of the b o n o w  coun- 
try itself sign a full faith and credit guaranty of repayment of the 

b1 A h ,  US. constaction h wed hitially to bbuil demo-on bo- p m m  



loan. Since then, most loans have been made to housing hstitu- 
tiom in the public secior, 
In recent years, mder the auspices of the Private Enterprise 

Bureau, housing program officers have inten3Sd efforts to eneour- 
age developing c o u n t ~  private enterprise tQ tabe a greater role iil 
the d3vefopment3 financing and bqddhg of housing projects. In 
&*ma snd Kenya, for example, !ow& shelter projects are 
being: k m c &  though private building societies. In Jordan, ac- 

of the housing progrms bits, d t h o ~ h  chm- 

them $s enter lower income 
port the mation 

Qf pfivak houshg b& jin Haiti mik &tl has enmm- 
aged governments, such as Panama, to bid out to the private sector 
more m m d i ~ n  work. 

$29.9 mfii~n Worldwide 
h I984 in wlhieh direct 
be prmiW without 



reign as6kbnce has ever 
. Given the enormity of the 

Ib fmd W S F & % ~ ~  SOh- 
e resources, all p5- 

ties .and prqgams contend far attention and h & g .  The Private 
hbrprke Etiative is no excep~on. 
The Initiative offered a new approach and a new set d progra3m~ 

to the foreign assistance qeada The concept and the projects it 
has generated have been provwative. Although the idea that pri- 

t mntribahr to national economic 
the W e t 9  the Initiative took this 

a step M e r ,  asserting that private enterprise codd be 
the best engine of the kind of de~elopment sought by the U.S. aid 

Agency for bbmational EkveZopme~t was &&d 
3e means &J s t h d a t e  private enbqmbe growth. In 

its challenge to existkg policy, its emphasis 5~a the private sector, 
a d  concPrrent d e e n p b k  of the pubk s e e r ,  the Initiative has 
been a elelp&um f i ~ m  the pa&. 

A v&e@ sf h u e s  have been i%uring the bp1e  
mentation of the I&iative, several of which are disc in the 

ive rn coatrary to basic human needs? 
itkgive meant for developing country govern- 

assist? 
a W d  through the private 

i!3e&o8:? 
* What iwtitutiod o h k c I s  daes Initiative implementation 

now face? 

Since the introduction of tlhe Private Enterprise Initiative in 
1981, many oltsemers have wondered. whether the new program of 
support for the pri-mk 
~ 6 t h  the objectives 
quires the U.Y. aid 
velophg muaat9is. 
sought #a meet the '%asic human needs" of these c o m t ~ ~ '  p p k s  
though projects dir&Hg assisting the p r  in contrast to earlier 
aid projects which largely stressed provision sf ~ m c t w e  a d  
the hanchg of factories in an ef5ca-t to increase the overall GKP 
of a mamtry. 
En its Exst years, newspaper and journal articles suggested thak 

the private enterprise policy py3pmreseneted a signif%-t SM from 
(41) 



the New Dkc~opps approach. Fol1 the Initiative's htrduc- 
tion to %he Congress in the fiscal ye 3 Cbngressiond Bresenta- 
tion document, the House Fore@. Committee emphasized 
that it e~~ the Initiative's activities ta be M y  mmpaGb1e 
with New IIixdom and intended to review their implementation 
accordhgJky* h the years that have fouowed, congressionaf hear- 
ings on the foreign assistance program have repeatdy raised the 
question of comptibSty Z ~ t ~ e e n  the Mtktive and basic human 
needs approach- to development. 

One reason for this suspicion of hcona~~b%@ was the belief 
that the Initiative might be a return to the preNew Directions in- 
&& approach to devdopment k goor were e& to 
receive benefits via a "trica*_de dogypl" pr . This view develoMt . . 
in part, because of the In ;*&ti's -with zm admmtra- 
&kll 8 d ~ ~ 8 t & g  a s ~ Y ~ J w F >  ~~ht3EXk~kd W O ~ O ~ C  str%i.-  OH ehe 
domestic eca~orny.~~ b y  rwomendd shift in emp- away 
from the %Wm up" app~od$ch~ which many believe was rnmhbd 
by the New EXr&iom IegikHation of 1913, hpEcitIg rmggeste4 a re- 
j&im of the basic human n d s  objectives which the legish60n 
~~p~~ Some presumed that h h g  of a nuder of new 
priv8t-e enterprh projects wodd mtxm a &version of mu~es 

and ducatioa, where projects 
sapwM the Private 55eCtor 
WO& "sh% a significant pr- 

tion of support for privab enterprise activities onto a seK-- 
h g  bas& a ? d  ~ " d u e e  the cent ta which expansion of that dBeveE8p 

riatied h h g . ' ?  63 

n admitted that it was reexamining the 
that a revised a p  

~ g h  $h@ ~ZHlda* 0f -kt* 
Ahi6strator MePbemn, 'We're 

going i& address ithe nee% of the p r  major%y, jast do % differen% 
1 ~ ~ ~ '  =* 

989, a number of a-qpmeats codd be 
view. For one, meeting basic human ~~ 

objective. In its policy papers, AID has 
&ways viewed the Initiative as a compgaent of that pdicy; it is 
simply a Werent means of meeting basic kmm a& of the pmr 
and, as such, is c o ~ & ~ ~  with s m a g  ~~398~01. Second, &he 
legal authority to promote private ente~pd~ already exxstd in 
U*$. ~egisiatiozll in 198%. hgkdaisn added since then, eqeckdky 
that ~ b 1 ~ ~ g  the K v a k  &?&or Rev01vhg mi& has ody reh- 

eXk3tbg 8~kh0~W. m d ,  %he C'h8&$Ii~~s' PXW~& b 578f:h 
sectors as health and &urntion associated with &met targeting of 
the poor were never abb6&. A fourth argument is that the hiti- 
ative specsdy helps the poor in a number of ways: it emphsks  
generating jobs m d  raking incomes, '6hdepndent of govement 
subsidies a d  overburdened national bu&eW, &owing for seE+p1s- 
Wnkg growth which increases the purchasing pwer  of the poor 

'I2 C h r b b p r  IiEadhn. "Exporting hg8nomickTbe Resident Wants to Do TRirrgs DiZfer- 
enay 3 W'. Nutka& Jounzak, May 29,1982, pp. 960-964. 
63 Semite Foreign Behtiuns Commitke an S dd4Z l n m d  Secdty d lkwlop 
mf @ocpmtion Acf ofd98$ no. 98-146, p. 23. 

64 Qu& in ''Expzthg Zkag~~mics", Nmbwi J m m &  May 29, ISax p. 950. 



and '*enables thm to meet basic human needs by their ovvn efforts 
and choices". it is argued that pf.zvate sector delivery sf 
~ M G ~ S  care, tr-g, education d sgricu1twd 
k c ~ q u e s  to the people, b c ~ u h g  the p r ,  more ef6eientHy and 
reliably and often at less cost than public sector v ~ E e I e s . ~ ~  

Nthough the damn that greeted the Initiative in some quarters 
in its earlsf years may not have been jwtS& programs instituted 
during the past eight years have raised qu&om regarding the 
urn@ and eBdvea- Of the hitiative's particuhr approach to 
meting the needs of the p r  maj'oriey. Three ~~ of the kith- 
the have been chdenged OH these gr~m& sp&c private enter- 
prise p r w m ,  the we of the! pri sector as a BeEveq mwha- 
nkn, and the emphasis on I* k g  resomcm i-a enwmage ~ a -  
t i o d  ~ o n o ~ c  @odh (~ath~r than &&1y a s s h c e  t - ~  
the p r b *  

A number d the private enterpriserelated programs conducted 
by A D  have been criticized for having no dire& positive impact on 
the p r .  In many cases, however, such progrzsm-assistmce .its 
bwinw associatiom, poky refom 2s53*~e9 and m&t 8 ~ p p E d  
to m & m + W  bwbes-have $he of skeng&hehg 112~- 
tiond mnomic growth in order to ob ~ p p o & ~ ~ i t i e s  an8 
help gowmments afford smM11e programs. Qu&I.om 
raked abut several of &he most prominent private enterprise ef- 
forts of the E@O' refom and p r w m  to assist Bwhm 
dk&Iy-are disc in the f01lo- paga. 

A major component of the Private Enterprise 8pp~?0a'h has been 
policy refom. Of those most v d y  concerned ahut basic h- 
n S ,  some have f w W  0x1, the negative impact on the posr re- 
su&ing xnacrmno~c  pEeies d 
Wo~ld under ~ k b h e i ~ n  mi! PrO- 
m s ,  and have d& fox C'st~c$md adjustment with a human 
fad"' Although oE&dy impBementxd sepmakly Ream these insti- 
tutions, U.S. policy refom tends b supxzt or supplement these 
programs. As the Decembs 1986 riots in Zambia and I989 riots in 
Nigeria and Jordan dem~wtrate, policy mfom may adversely 
&& the par. Amording to a P988 cangressiond shfY study m k  
sion to We& fica., '"epite rising per capita g~owtib, st;mcturd 
adjustment has produced Ewe endwing poverty alleviation, and 
certain policies have worked against the poor." 6e En addition to 
higher food prices, reform often mean rsductiow is ig~~emment 
expen&tws 012 health and education and in govemt?nt empIoj- 
merit. Opening up domestic =$re& t~ fomign competition may 
drive formerly prokttd ind~&ry a d  i.b Iabr  force out of bxk- 
%Bess. 



Some critics suggest that ESF program h h g  used for policy 
mfom is a divereion of xesowces fiorn proj& hw whkh 
wdd be used primarily for the && provision of assistance to the 
p r .  As a recent Department of Treasury repurt 6 ' ~ ~ ~ & c  
equity is not an d u e  easily adc?rasd by adjustment programs." 
&en naatasy supprkm of policy refom &odd h- 
mrporate pverty-devktion meas1ures Bank and 
its own reform programs. under the frif~ate &terprise hitiative, 
these m ~ m  Inmight be policies favoring the s d  f-ex or WE- 

hews or microenter- 
move into a system& 

ic study of b w d  M u e i z n g  the 
rnmposih of government policies which ma& &&1y af6& the 
p o d  entrepreneurs. 
AID mfutes the notion that the consequences of ref- for the 

p r  are mostly negative. Policy reform, they content& whether it 
be x n a c r ~ o n o ~ c  mak.kehrienM s t m c t d  adjwtment refom 
OT the targeted &im&ion of private enbrprke though such WE- 
cies as privatization or encouragement of private &&turd mar- 
kets, k a n- con&tioza sncms&X pmjwts aimed at &evi- 
atbg povedy. Mthowh m t  LUD-suppd policy refom have 
been a imd at m a c r m n o ~ c  changes, AfiB oEci& make the case 
that their mbrd mfom pmgmms, many in @cdtmep are more 
~verkly osienkd toward 8tssisthg the poor. They refer to M c a  ex+ 
nomic progrm which support dwontrol of prices and &huhtion 
of private agriculture markets, ~~g that these have benefited 
sm& f-em. 

AID has taken =me steps t~ insure that the poor are not sigdi-  
cant19 h? .d  by @icy refom. c~aims that poky reform 
projects, such as those developed under the f i c a  pl)cono~c 
Refom Program, are, in fact? designed "to deviate the politid 
stress that policy refom brings"". h u m a b l y  this means that 
d X 8  h d . 8  p r 0 ~ d d  hC?Se p9OgmmS are d to a~gisf; 
those p p 1 e  negatively by the refom. h SOPPP~ cases, the 
refoms t h e ~ ~ v e s  expEcit9y seek to help the p ~ o r  M l y .  The 
$80 aaittian IT 1989 ESF -.merit with G u a k d a  r q M  its 
govement to dedicate larger portions of the bndget to Social 
spending. In mother case, AID helped compensate for the negative 
impact 0x1 the p r  c a d  by the Agency's requirement for the kr- 
mination of rice subsidti= in 8zmaim. Anticipating a rise in prices, 
i% &W in the meatio%z of 8 fwd stamp system to insure that the 
food needs of the poor were met, 

Finallyf AID of35cia.k note that the apparent negative impact of 
policy refom must be weighed against the fas greater negative 
impact that would ensue if policies had remained on their o~~ 
aw. m e  AID study estimated the I- 04' GPW "'due to resource 
rnisallm-eiom d t i n g  from mkgaided pEciesYf at between six 
and ei@&txen 

st Deparhent d &e ?kamq, First Report to COP- Go-* WwM Bank Sm&y and 
in Debtor Comkieq .?kk& 19839, p* M. 

et. A, ?%e Bflect of P o l e  and Buiiey &@ma otr Noiz-- fiter- 
prises a d  E m p a t  in k b p i n g  Cbwzm AID, 1986. 



45 

&. &istame to Businas 
A.Ithougb provide a s s h c e  to a wide range of businesses, 

the extent to which the poor have Leen served dire&ly by these 
projects has  bee^ question&. To some, there is a clear policy choice 
to be made betmeen the objectives of pove* dIe14ation and Susi- 
neas dwe10pment. To others, helping b-tahess develop is the best 
W89 b d t ? V k & !  W V @ ~ J ~ .  

A critic of assistance to exporters, for example, asserts that "the 
bene!ff& [of expPrr0nientd deve1opnrent] stag mainly in the rather 
elite expork-imprt S&QBS- . . ." ba In general, AID projects assist- 
ing indigenous exportem and thcse creating linkag- between for- 
eign hvestment- and local component suppEem fccus on m & ~  
and lqge-sde bushes. l&mo enterprises and most small oper- 
ations owned by thm in the parr m e n %  of the p o p u ~ ~ ~ r a  ate 
not viewed by AID export speeiatjsts as having potential for devel- 
op- the qadity pmdu& in quantit:ies n to be competitive 
expoem. In agri'bs*~ $3artidmfy, t=o possess possesspita3 
to risk in an mce* world market. However, although the poor 
are not &&ly sm& by export promotio~ and foreign investment 
pmjecb, they are immediate beneficiaries of job m G o r a  resulting 
from these projets d wodii benefit as well from t5e positive 
impact of hereased foreign exchange a v ~ ~ t y  and national eoo- 

are generally deter- 
&& on the basis of size defined by number of employees and 
amumt of E x d  On a number of occasions, projects which 
were supposed to assist pdomiaaatIy s d  bushb?ss h v e Z  fa fix%, 
rnoetly helped medium busin-. More important, the choice of defi- 
nition of bwhess size, in the view of some, has favored the high 
end of the d e ,  &o*g more ~~~ to go toward larger busi- 
nesses. 
The Private Fund, fur example, like other P d D  

p-, has muc om in 6 e b q  a deiinition for 
"Wde"." Some have expressed skepticism as to whether 
F n d  benefic== have, in fact, begn m n d d e ,  end, p r d f y ,  
would oEer a Wemnt dWtioa  OF sm& t b  that used by the 
b& Am* to a h d  oEeial, mall is on average def"knd as 
rn enterprise with Exec3 assets u362r $250,000. %agMy half Of 
Fund b e n e f i c e s  fall 'm10w this l ed .  The aoemge beneficiary of 
the FaP East BEmk and b t  c b m m y  18m g-MlrZm- b i g  
$247,000 in fixed assets. The guarantee for the 
Dominican Republic% Simnciera Xacion a@& 
d at nun-tmditiod eqmrt with fixed assets of less 
than $I man* 

as Stephen HeK C o - W s  k I o p m e n t  Gpoup %r Mhmative BoWes, qaoted in Nrt 
tha i  J o d  lipml989, p. 8459- '' pm 8 O f b h m  B k  ~~ fj~k0k 47. 
7 1 ~ e 3 ~ t i m o f ~ M 1 e ~ d & e r s e d & h k ~ ~ ~ ~  

SectorhI  k d , i x p * ~ h u M p n j ~ ~ A b h ~ M d d l e s s  
~ D $ ~ M , W U .  x t h e ~ m ~ , ~ ~ ~ s ~ 3 n ~ d e n ~ ~ ~  
~ ~ t r a c e i h g o f $ ~ , a O B ) i a F i l g e d ~ t s o s r  i & ~ ~ ~ ~ ~  



The debate that cmumed iP the context of mwidemtio~t of the 
micrwnterprise authorhation 1egkIation a.11. 910 and S. 9981 irr 
198'7 dm ~ v a s  c o n d u a  in large park ar~~md defii0nn.s of busi- 
ness size. 'I'hosfghout negotbticas OR tkze shape of the 1egisb~q 
pmpnents of the ?egislation, wkbg to *get zis-s@ae to the 
poorest 20% of the ~wp&ti0~, sought to ?kit the size of 10- to 
under $300 ($150 in E.R. 9101 and restrict the d e w ~ ~ n  of microen- 
hpx& to a maximan of four pec~p1e.~~ AID, on the other h I $  
soma&$ b raise fie maximum employee ce&g and to &ow greater 
flex&%@ in loan s k .  Proponents of the hgislatkm argued &at 
the vast ~~73jority of micrmrate~rises employ four anr fewer 
peop!ie8T3 In their view, W s  ~ ~ O X P S  that even a h i t  of tea 
was restrictive and would force the &txati.ogh! of %oms ta 1- vkbJe 
businesses suggested $hat AID would && avdable h d s  ta t h  
in the ~ p p r  edge of the d e W t 5 ~ 3  and, as much as the f&k1;,0xt 
wonld &ow, to s n z d d e t  not micro, ejipterprse* 

Mth~ugh th ~ G a m ~ a k v d  a ~ t h 0 ~ 3 t i 0 ~  I-h~on did d& 
the fmeign assistme autho*~on bill to which it was akt%ache 
b bth Ff 1988 a d  ET 1989 approp~ktions bills, Congress m- 
marked b d s  for micrx;~terprise a d  made r e m m e n & ~ m  in 
rep.& h ~ e .  A D  has f A e n  into account much of this guidance 
in its hplementation of mimoenkrpr%e pmgmm and views the 
IegS.&io@e zs m r & m g  much of the program flexibility it 
sought, A D  policy adeEnes for the 122issiom define m i m n t e ~ -  
prkes as h v h g  no more than "appmximatefft 10 emplees, bnt, 
in E$:P of this, does &ow tbe use of a "lwlly a p p m p M  d e e -  
tion. the average lorn size should not exceed $300, a larger 
size is p&W4e ka order to achieve the objectives of the pro- 
gm3ma4 

Because sf 4igen.c'~ eSo& to increase the employee number deft- 
nition of microenterprise aind the permkibfe size of loans, some 
prop& of the legidation cast MD as the -uiBain opposing as 
&stance tm the poor. Same observers s u g g ~  that 6 o n ~ o ~  
s&iviw was 9:q& to make up for fmt&ag&g on the part of 
AID. One g r o ~ p  ~f Bepresentati7es accused &AID of ''ipo*g the 
k t b m  up growth'." T 5  SoweverO while many do rm that con- 
gressional hbrest has played a mzjm mIe kt encow& aa in- 
crease hi ~ m ~ r ~ t e ~ ~  activity, A@ cazz f e1y  claim that it had 
already h e n  actively funding m i c m n & ~ e  projects. W'hm Can- =- BEUId8kd $3 -OD, AID ws ~9.ep-g h e~& $& d- 
Eon a d  will spend at 1e& $18 million aver the repired $75 d- 
Eon in EY 1989. Fu~rkher, more than 52% of curmat microenter- 
pr&e project ~~ is chmnelecf through PVOs not irachd to 
&pore the p r .  

7z Loan size1 Eke employee nurider, is isasidered aa iadicatim ofheB;.ciar, huts s m d k  
busin- require smaller loans, 

Ss FQT example, of en with Ed3 ernpIoyees or fewer, these with t"nre or less aummt for 
5 4 % i n J ~ ~ % ~ ~ ~ a n d 9 5 9 6 i n ~ i a a 1 s m c ~ r l ~ i ~ h i n ~ b o t e ~ e c ~  
&nat&ion ta h b p n e r c t ,  &hmms=ittee on h ~ t i o ~  Developat bLi tut5ws amf HSI- 
mnce, Wome & d W  on Badring, 2uIy 16,1385s p. 93. 

AID POEQ &termhati;, PI?-17, ..Wicmsxtqw+e k b p m e n t  ,Dntgvn Q c b  
her f 0, IW. 

7s Cmgmmen E d w d  F. Feiglm, 
letter dated Febmey 20,198'7, printed 
tee on hternatiod Emno& Policy an 
XW, g. 15. 
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M a y  3kmerj believe that what lies k h d  she debate on h n e  
ficiaries is another conti.nuing debate on whether miwoentesgr%e 
project; objectives shodd be those of "poverty &evia.tion'' ~r of 
"business developmefit". Some at AII) objected tc the pr~gmed mi- 
croecterprh? autBo&tiun ~egkIatfox1 in paTt because i t  fegkbr;ed 
a "minimWy approach to nicmen&rp&e in which credit would 
be Jethe chief form of assisme, and the chief objective would be 
simply to enable entrepreneurs to expand sdes thro~~gb kcremen- 
&1 improvements in pe~ommm* This approach w o ~ d  aM.m little 
flexibility to help m i r o e r r t e ~ r k  expand into the formal sector 
and to stimulate eco~30,mic gmvrth, 
AID and World Bank &u&m indicate that the o p t h m  size ol 

busins  b w e t  foT employment or i n m e  generation projects is 
&om 10 to 50 emp10yee, in the S& and naedhmde* not mi- 
cmen&rp&, range, AID 0Bckls have argued on a number of oc- 
a i o m  that 

- dkeetly 
th;i per capita 
to achieve sustain 
bend% more h m  credit kc2 techica~ assisbae pro- 

mo= new emp1opent o p p ~ w ~ e s . ~ ~  
ve that programs aimed a$ the mast viable en- 

trepreneurs fiJ in the end, have the broadest impact on the P F F  
Ad$rai.a of a "poverty alleviation?' approach to ~ ~ n ~ ~ r i s e  

point h t  %he '%a~kes deve~opnse~t" emphasis igpores *he 
tuLk of dcmntmprenexm whose work, from an economic pint of 
view, is d m h t  a d  of Iow v&ue-add&. There areJ they 6 = ~ ~  
b$h e/"~nomic d sock& b'tlefits to be had by ~~g the pwxr 
elements of the bwbess spectrum. Micmenterprk pduetiou a:- 
thiti€!S tX&& fejZWd b 8 ~ = b d  -- ~ h k h  &hd8k %e 
maskt for f d y  p d ~ d  g& a d  sen&es asld xmi&- the emno- 
my. Fw&emom, PVO a B c a  who kpleme~k ~&txoentesprke 
p m j d  c!aim that these p~ojwk3 help to generate income in a mra%- 
tip lie^ effect--for ewew $1 Bmd, esmhgs of $4 kr $5 a m  gene& 
&" 

Mcst imprtaat and most ignored in the business development 
argument, say d v - b  of targeted assbh~ce~ me the widespread 
social benefits of dawnkm& EE&&.RQ~. Theg point to the Grs- 
meen && in hgHadsh2 which p r d u d  a "i percent increase in 
household hwme irr ody two and one half vears3 which in 
allowed an improved diet* more adqua* clotthg aad housing, aPd 
better m d c h e s  for poor ?.mi.Es. Women3 in p&kdarP b e f i t  
becZw3e thep make 0;. large pmp~0114 of actual and p * n w  
dmuentrepreeem- h H o n d w ~ ,  two thirds of s d  mrd enter- 
p r i e s  am run by  women. The pf:oportion L 40-B% elsewhere. 
3bk.in.g d t  ava&&le, themfore, provides women with new op- 
prtt3uaities. Within years after the G m e e n  Bank e~ 
provide 9azz3, the percentage of mr&g women in BangZadeib 
rose from 5 to 25 jp~t~cen&.I% is the direct kne61U -pr0%5ded by mi- 
cmenhrp5se tc poor hoeB01& the increase in hilman dignity 

r'T-y d Martin B&mJ& DqUQ AsSisknI; A-r* r n f D V  s4dmmxa ax 
H % m a M  b d c  P o w  and M e ,  HOWQ P ~ G ~ E  A&im #&- ,WLC~& 
h b - 2  L?gk&iib& &* 3, 39e7 p. 49- 



provided the poor, nokbly women, that are most often mentioned 
by dvwates ~f mic~oenterpz5.w as the chief arguments in favor of 
increased assistance. 

2. Use uf%m& Sec#ur as Delimy M e h a i s m  
An impmt  m d  unique feature of the Initiative has been the 

eSort to utilize the privah fm-pmEt sector and for-profit market 
mechanisms to provide AID '%sic human nee#' p .  services 
formerly delivered by ~~h-prrofit oqga.&a%ions an4 gavement 
encies. Part of this effort hz a h  ken to get govemmenb b 
h F l l  Over S4)- ~ h C t ?  fk&bI2S b the @v8b !E&OF. &I d&h 
to encouraging expansion of the private sector, AID be l i e s  that 
these services am be perfom& by p~ivate enterprise much more 
& ' v e l y  . L m d  hxpedve ly  and aze more likely to k o ~ f e  &- 
swtammg. TO the extent $bat such emices reach the poor, such 
moves w6dd be bnefichH. 

The e@kiency associaM wlth many private ep1ksprises may also 
save budget resources, freeing governments to do other things wikh 
&heir mgaey. Ma& governments use a propl60n of 
their budgets fox services in h d t h  ar;d ducation md are skill 
unable to hEil the demand in these ares. & w m g  $he pri- 
v&I* S ~ D F  &3 P F O ~ ~ E !  ik hdkh w Z V ~ S  0s ~l3C&3aa% m g  
d d  take a burden off gaaement service systems. Mthough the 
private sector mag only wish to eperate k profitable areas2 at 1- 
this frees up government funds that mdd be used in ''ur%p.di,b 
able" areas. Partial privatization of government services t h ~ h  
contmC%.&g+ut might save money if the service cxm be perfbrmed 
more hexpensively by basiness. 

Mthwgh the argument be made that nof enough has been 
done to date to exploit those areas where the private sector c m  be 
mare helpful ta .W objectives, there k reason to believe h t  the 
use sf p~vate enterprise methods and orgzmbatios to serve the 
p r  lhas distinct Etatiom. In the area of health and poptGatim, 
for example, some speck&& believe that private e p . i ~ ~ ~  

pmj& are udikely to make sigaificant izrmds ou+&de of urban 
areas. Although is trying to meh the d areas by hcludhg 
private sector midwives and fiB.i;&tiod & d e s  in solme tmtbing 
programs and, in Budor, is subidking private rural clinics for 
those dXt8m willing -b erne such areas, i* bas been suggested  at 
the profit I X K P ~ V ~  W & C ~  ~ h 8 & 4 3 I ? k S  P ~ v ~ *  t3n#Emd 9 d & S  
profitable activity b wdxm areas where %ransport and sfier con- 
tmcq&ion &skibution costs are lower and to those income levels 
which c a n  do& $0 gay for m d d  care or prdud.  

Cbarghg for services, while e n m e g  their proper use, deters 
the poor from ut-Wkg available services. b 61- for example, 
where he?& cam fees were ~ ~ b d  in 1985 85 8 resdt of &rue 
;fwd adjustment refom, h d t h  s e ~ c e  utihation bas repor&dIy 
decked among low income g m n p ~ . ~ ~  %me AID officers b e  
Eeve &hat eh-g for s e ~ c e s  has the ef6& of ~~ the type 
of service provided in a way that mnfEcts with A D  program needs. 
W'hereas A D  pmgmm in child survival, nukitim, md other 
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heal& areas are aimed at prevention of disease and ~hess3 most 
private fi;&%h sentices are oriented toward curative me:, largely 
because people rue k c h d  only to pay for care that remlves a visi- 
ble problem. Therefore, witunless deve10ph.g country private enter- 
prise delivery aolutiom atn be moved away from an emphssis on 
cm%ive care, orientation toward serving affluent patients and con- 
centration on urban -* opprhmities serve AID health and 
population g d s  are likely lo remain WM 
h the frowing sector, as well, it has been gee the pri- 

va$e sector to provl.de hoaxsing s e ~ m  k n  p p d a t i ~ a  ~~ by its New ~~ Iegk1ative those below a 
com%p4bs medias income level. Many bEeve that tha private 
sector is not likely to accept the risks of len$ig $XI lower h o m e  
gromps, As evidence they note that even governexits have often 
been ~~t to low-income how& p r o g ~ ~ ~ . s ,  favohg instead 
middle aerd uppr-income housing Z6i~ated in m~jor cities. Most 
k n e E M w  of the hopxshg program fall sh +Jle 35th to 50th per- 
centile sf wealth. 

There exists, therefme, a belief that private enterprise h p l e  
menk-3 will be dikefy to continue housing programs designed to 
assist lower hcume group after A D  projects enrd, h- they are 
perceived as unprofitable. A United Nations rep* cited in a 1984 
GAO study Of the housing program, in&cab a number of obtacfes 
&o private &r b~olvemegtt~ ~ c I I u ~ g  that grater profits can be 
made from a few large loans rather than many small ones, the as- 
sumption that defsdt rates on mortgages are higher for lowinmme 
people, sand that Sow hmme groups lack suBc ie~ t  c~EEated.?~ fn 
the course of its own I n v ~ ~ t i o n ,  the @80 study found lhat in 
some co%~~ttzies-Kenya for example-the bigkt cost of %and makes 
only veqy large developments financially feasible far low-income 
f d ~ .  Mthoragh it thought that A D  wodd H a v e  no trouble gain- 
ing "some short-term participation" of the private sector, the GAO 
report p~~ tfrtak due t~ ohkies  Eke those mentioned above, 
a long-term, s a d  commitment would be diEedt.  
For those in the lowest income mge--.hIow the 35th percent- 

ile--51m upgrading and sites and services activities have been pro- 
moted by AID since the Mew D ~ ~ & ~ o I B s  ~ ~ a ~ o o  as reqm&S- 
i.fjes of government. While it is thought wdikely that the private 
sxtor might become inv81vd here, a few gibt efforts have k e n  
made to bring the private sector into this field. In Ecuadort t?~e  
bowing office is trying to get private h m k s  to accept people from 
the low income ix60mal se&r as subjects for housing wedit. It is 
doing t& by bringing the banking and Worm& sector c o m e -  
ties tugether fQr a didogue. A D  a3so believes that some govern- 
ment poHieia such as excessive m h g  or b d w  shdards make 
provision of IQW cost shelter by the private sector t3ifEdk a d  it is 
workkg to dter these pwleicies. Qne A D  s B d  has saxggeskd tihat 
perhaps the hest way to combine the requirement that the poor be 
served and the desire to faditate the private sector is to enmarage 
the private sector to prwide howk-g to the 35th to 50th percentile 

?.i~+ird UN. repod q- m -it  ~amuatiag ma; ~imagmmt ~ l c  
Hbwing Guamady Zkqgmm, April 25,1984 p. 19.;J 



mup. This might d o w  government to devote its attention and re- 
sources t~ even lower percentile pups. 

One of the chief criticisms of the Private Enterpd Initiative 
strikes at the premise on which it was abblishd-that bssie 
human needs may be met by stixnuZ8kbg b r d - b a d  econodc 
growth rather t h  emphasizing direct efforts to target the 
FOP these critics, the Initiative was a variant of the "'&ricEs94mfz 
approach which c k 8 - M  U.S. aid policy before the New Dime- 
tiom legidation. They argue that growth can occur with little -hen- 
efik to the poor and claim that the experience af developing mn- 
tries has shown that there is a very low comelation between mi- 
tiond powth rates per capita d wwbh in incomes of the pore& 
40% of the p~pukttion. h arnoss-tb~.h4~d growth, the m;ajoriQ of 
benefits go to the relatively pmperow. M y  targeted m3pomic 
growth, in this view, wodd allow the poor to grow by a higher per- 
en-8 than the rich."" 
As BOB earlie*, AID argues that the poor have benefited in 

those countries m+hich have experienced relatively rapid rate9 of 
growth. h the smxdld S'A&m Tige~s", real wages are five to ten 
times what they were thirty years ago. h AdBe ;income countries 
ihe number of ahlute p r  and levels of poverty are &g~&can&ay 
Sower than in slowdeveToping c o ~ t z i e s . 8 ~  Furthermore, growth 
stimulates p~sductive emp10yment which must relieve poverty. 
AID $as a h  d e  the point that any growth, but prti&Iy that 
which ernp-hizes foreign exchange & exports9 is hprknt 
at this M e ,  h u e ,  mti3 the debt situation is under coatr01, de- 
veloping comtr$ budgets will have &fEcdty maintaining the d 
programs which play a role in the re&&&utioa of wdt3t.h and sab 
i.&a&ion of basic h a m  needs. 
The degree to which growth eventually helps the poor depends 

on government ~ l i ~ i e *  The AID h i o n  in C s t a  Riea makes the 
case that government social p m g s  (67% of its expendi-1 
have k.Ea&tio&y enabled the p r  to map a higher share of na- 
tional income than is the case jigZ most other deveIoping comkies, 
'herefore, there is some assurance that general eonomie growth 
in Chsh Rica does C C f ; ~ c H d o m "  to the poor. Tjsirmg the same 
logic, however, it is doubm whether the same could be said for 
Guatemala 03: Roadtv235 where government policies and practices 
do not facilitate the Wbut ion of national income. 

Although it is difficult to generake about dl AID mission prr, 
grams, to some extent, AID 5ries ta help meet tznfuKUedE social 
n&. The Hondurm program r n ~ ~  a much larger '%ic 

7s AID prehcs the phase emuionic gm&h with the term '%-''. l3madhd  
sono& grimth, hawever, appesrs to mean difkent thing6 to ~EEerent p p I e .  Critics seem to 
Mieve *ht its use by A D  indicates support for an aid prqpam clisxtd mt at the poor, but at 
the ecenany aa a whale. A D  w e  it to indicate growth benefitkg ewqione? indudhg the puor, 
and not just the wdthp. 

sbTe&immy of R i c M  Newfkmer, Sub&- on htemationai Ecmornic Poky zmd 
House Foreign A E k s  b=oettee, March 9,1983, p 58.6849- 72-74; txstkn011y of Ik 

Ernest Lee-b Hou~e Foreign Affairs C o m a i ~  b-ecfiw of US. Pomign Assis&nzce 
aDLp h b p m m t  Assistma &mfif tfre P& A v p  17.1d82, pp. 53-6;. 

See R a p o n 6  I?. '.mu, Dze hmrnEC$ u E ~ m '  Aid arid Self- l k w k + m  
prepred for the &pis of Trearoly. State and h. F ~ N ~  1982 pp. 33-46 fm a gmd expsi- 
tion of this -ent a d  itz~ eonverse. 



human needs'' ph-tfoE8 that?. does the Rita mission. Wozid- 
wide, AID has not given up on direct irtementie,rzs in basic h-snan 
la&. Awo&g to then-AD Acbhistmtor W&, from F7! 1987 
to F'Y 1989. 

comb&ed funding fur hedth, child survival, education, nu- 
trition, f d g  p1-g and ADS aoeomts fix over 40 
percent of total development assistance lFun&g [agricd- 
tare which help h3th growth a d  basic hmian needs 
would sdd more to this figure]. EowegrerY whiIe h p m e  
men& in certain basic human la& can be initiated by 
foreign asgistance progr.sms, they can ody be stwtabd 
when the eomt~es  grow twnomidy.%2 

For some., the "&~cUd~m'' argument EQ& down to a question 
of efficiency. Crieics say that d t  targeting of assistance is a 
more efficient meam of achiet-viqg the s a w d o n  of bask human 
needs. Proponents of the private enterprise approach argue that it 
may o d y  h M 3 g  bnefit &e p?, but its d b b  impact wodd 

a wider number of people in a more I h g ,  sustakhle way 
though im- levels of emp10yraent~ "It is diE&t to say, at 
this early stage;' noted one AID oEch1 in 1982, "'How img tbe l a d  
t h e  wi l l  be for M y  benefitting the poor.'' gS The= is little evi- 
dence yet available to throw Eght on the t r i c u d o m  efkt.. 

hpEcit in the Private Entepr3se Initiative is the idea tht  the 
role of govements in developing com#zy ~\c~nomies has ken of 
special inzprtace in detemhing "tbe fp~'itwme of economic 
gmw-th. To date, in the view of Initiative prohpneratsy that role has 
b n  largely a negative one. Developing corntry governments have, 
wit31 the possible exception of newly hde1-g 00~]3~es 
WCSl such as Taiwm axnd Singapore, promulgated psEcices and 
regulations ~~g development and growth of ithe private 
s e c t ~ r . ~ ~  Cmvementa have undertaken h&om which the p r i m  
vate sector might well assume -more eEcien'cIy mdi c'cst-eE&vdy. 
lPnd govemment ownership of pm&M enterprises bas discour- 
aged the growth of private en;terp+. 

For many, economic grow& 5s slot a guestion of how big govern- 
ment's role is in the emno;my, but rather the kind a? economic 
strategies it is promothg.8S One study of' 19 developing corn*- 
suggests t h t  thue e n w w e g  private savbgs and channeling 
m&t to the pri?18k &e&or enjoyed higher rates of growth than 
*lose where state-owned monopolies and excessive state qending 

h ate  h d t b e  on Appropriations F '  ~~ Md lW&ed Fbgnzm Afimprk- 
PYZS&S QP~VZ 3). 'j.pd sS 1988. p. w. 

SST - - ~ ? l ? r e i h 6 & ~ e ~ $ ~ Q & ~ t A '  - " * s , P B ~ & + I D , ~ ~ , ~ ~ ? o T -  
eign =&see, Dxs l3.w~bp-r Assis- Benefit Mr POOR Angirst 17.1982 p &L 

gCSome argue that NIG gmemments, *tam, have been EghIy  in^^^ See Micbde Gib 
tekmn, ''The Scm& Korean %pm% ?&zde: Q=ornpmt&e _Mvankge 0s Gwemment Creation? 
Lessons for hti1 America'" J o d  o In mE Aff- MI P W ,  v.42, m- 18-198. 

For a lucid disxsiiicn see J9h d =r, '"kt W s  h m  for Tatio American 
surgme'' pp. 4fXh-42 ins World &nomy, ml. 10, h & r  19%. The hplication tket big gm- 
-ent p SF is the pmbZen; h been question& by adysts- In one stydy of the behavior of 
35 camtries &om 150 to 1380, the size af w'~-emnat was not found to be a s&&cmt fkm .k 

@immncece E M  Newhmer, "The Sector and Xdedogp~ts' i~ 
bpmmt @and, Agenda 1989, pp. 117-138. c 



Badl crowded out the private on the ezpriefltce of 
the NPes, many also believe &at governments pmuhg exprfrld 
rather than i m ~ ~ s u ~ i t i ~ t i o n ,  gmHIcies are Uely to achieve 

o t d  a set of economic policies in its policy d i d m e  
mmtries t h t  stresses privak enterprise develop- 

ment. M a o ~ h  foreign assistame has generally reflected a pre 
sziptim of what the US. believes a developing corntry should $e 

e level. of epexEciiy in economic policy rrxommen&~ox~s 
tly greater in the 1980s than in the gast. WOK@ its 

on divestitwe of government enhr;z,&e, privatization of 
govemeatt services, a d  the transfer of project h & n g  from gw- 
emment to the private seetor, AID ap- to support an kLlDc $ov- 
ement  mZe e u b b t S y  different from what it had been previ- 
ow1y. 

TI?& have signScant d c a G o 1 ~ 1 s .  For e=p1e9 
it md with govemenh sensitive 4x1 interference 
in their dom&ic &&- Tae role of government vis-a-vis khe pri- 
vate &B is a parkicdarr1g delicate topic for developing @smtxies. 
Actions m-on to &e hktuqy of many developing ~ ~ e z r i e s - - g ~ c h  
as the n.a~o-&abn of private, espdaEy foreign, m;kdmw; 
adoption of import saaWhGon strategies; and government em- 
brace of 8 o~fptrd role h the economy-have reprenbd an ass@r- 
tkBl2 of ~0I20 l33k  

a private sector pint of view, by a ~ ~ ~ g  issues re 
role of govement in the economy, and by asisthg 

m y  be ~ ~ ~ v &  as md&g in tze ink& af- 

p K t i d  opposition in a 3nm1'mr of develop 

h Jamaica., explicit condtio~ps made by 1984 and 1985- 
listing, among other things, firms to be m d  i33smz-g 
the government on how to deregd markets, led to a 
deterioration of rePations between and the Jamaican govern- 
ment. AID'S wn&tiom were perceived by Jamaican leaders as "=- 
l a m ~  heas7y-hdd a d  p E t i d g  ~ ~ p ~ ~ e . p ' s a  AHH) 
pmssm on both. Mozambique and Kenya in 1985 to privatize their 
f d  aid distribution, reportedly3 c a d  much resentment in these 
governments, particdarly because fwd is regarded as a strategic 
itern by hth  &me me m~pcernd that such situations 
will be more w m o n  as pri%ra& enterprise activities receive great- 
er e m p k k .  

"&dy by Kei& Marden cited irr Foreign &mait&! Rearing, €he@&$ of Pr4- 
tnc& &tar Actieti- 10,1985, p 40. 

87 m/mf]E/- a k  k'ssxkees, J d  Ch3h nu%$ erlzrxhahn, $9. 
@@!hmmipt of held by S a n b r  J u h  M cker on Farm Ob16L., 

Se* 5,1985. 
d 



for imishlg on h- 
refom." 89 TO dab, AID has dem- 

f i v e 4  through the 
d &ion-hded 

e s m e e  of bi%abrd 
g o v e m e n b ~ o v e m e n t  Project Agreements. M i s t m c e  p m ~ d ~  
ed ia private ~qpmhtions generally has had tO be approved by a 
government. ~Uthough there is widespread agreapltezk %hat admd 
project impBemenh#50n is i13meg1y in the hands of private 8rg8- 
&~~QEs, hth V O I ~ ~  m d  f~r-p~"~fit, the ?C~SO& RX&IIS &d. 
In 1985, AID reported that 75% of its Development ~ ~ c e  
projects in f i c a  were still directed through governments. Of 183 
active DA projects in Asia, 180 were run though the govement. 

er hand, of 282 DA projects in Latin h e ~ m  and the 
half were run though non-govemena 

these for-profit ~ r g ~ ~ t i o ~ . ~ ~  Another sign of the 
governeat was a policy htr&u& hi 1985 r e  

q & i  that only be assisted as a step toward their ppi- 
vahgoaa. PredowIy, AID has USXI para~;&atds to hp1ement a 
range of projects a d  had assisted them as part of its institution- 
b d b g  p r ~ . ~ ~  

There are signs .&baa, shodd 's support fur a lesser govern- 
ment role and its expand& support for grivak enterprise be mom 

Bs AID Poky Paper, Appivacks fo Policy DiQlqpe I b e ~ i l b e r  1982, p. 18. 
HQ- Feign Afhm Committee, P o w  Assistam for JY 1986-8Z March 'I, 1985, pp. 

53.738. 
*%me observers have suggedd that AaD follow %he World &IS& e.p:mpIe and dew& greab 

er attention to resku- &sting par&&& in order to make then! more &cien& meher 
thm $0 elhim& them. With msp& to propused and p b n a f  econonic asisbmce grsgrarias 
kr &&ern Ehm , it has been suggested &at W s  psition on ~EZBSW& may b p e r  3 t s  
abi,iiit%r to mpon $'@ to the private gector needs of the SO&&& ecanomies of  POI^^ and Ekngary 
where government qtmt play a major pole in aspets of wnomic He. 



g ~ v e m n t s  here. There are m y  as well wbo view moves to de 
ernphmh the role of ent 8 t k ~ t  to its role h k ~ g  
equity. 

e leveled at the New Directions approach to develop 
I was that it f d d  tr, produce s-&SiQ. Donor 
e b b k h d  the bsis for government to provide new 

semices--cMm, schools, ~setiop3; system-witF;:~;lt covering the 
n~~ recurrent mb. such as salaries for dtx:~zs and teachem 
and supplies, -to keep them going. These costs had been left to guy- 
ements which were %I-prepared to ahsorb them. F~rtHe~oge,  
many believed the overdl U.S. econ~mic aid program itself was in 
danger of become financialty un-ma&le ,  due to a p d M  
!c3car~@ ef budget h&. 

The Private Enterprise Initiative promised to insure greater sus- 
tababilty in two ways. First9 by utilizing market forces, p r o m  
would k o m e  s-able. Prrt simply* projects run by the private 
S H % O F - ~ ~ ~ ~  by @~8k? ~ ~ ~ ~ r S ,  rogds c 0 l l S k U C k d  by 
private e o n t ~ ~ r s ,  credit operatiom run though private bank, 
ek.-wodd be more efficient, fundioning as they do on the profit 
motive and responding ta market forax &O determine resource &+ 
cation Theg would be more sustainable in the long run, as well, by 
charging for services. 

Secondly, the aid program itself would be more SUsJainabble using 
private sector methods. h Pekr M view, private enter- 

which would rely on leveraging rela- 



eiveiy smdl mounts  of pubEc Sector fmds in order ta attract 
greakr axnowits sf private sector x-esaurces with which to accom- 
plish its gods* 

Mthough the aid prugram's n d  for public sector finds did not 
s&tzmtiaHy alter3 a number of steps have k n  take11 during the 
past eighe yeam to bring private sector fm& to bear on devehp- 
merit a&iBZties. M a y  of these have &en d & M  in preceding 
pages. The Private Se~Oor Revolving find's &re& Soan and gu%&~ran- 
tee practices, where loans or me w d  to entice greater 
private sector eodtment  remurces, are an example 
of ehis approach. Efforts to encourage private enterprise to offer 
f d g  pI&g ~ ~ ~ x s  Withi;~k WXIPIOY~ h d t h  B , F O @ ~  Is an- 
other. 

projects wing private 
a number of tmmm 

. 
g progras have become more 

. For example, the Hondwm A M ~ o r p  of Manag- 
a management training institution ESSW 

acsevd an 83% seE&m&g level w i t h  
two y m .  S*-four p€?rent of h-cotm* training costs in a wa 
R i m  export industry training project had -been contributed by 
trainees or the companies employing them in the fibst gear of oper- 
ation. 
h the ppdat io~  sectary evidence suggests that bntraeeptive 

*id Marketing is a more wt~ffmtive dternathe to tradi-aX 
clinic or m m ~ t y  b distribution approaches. 
Telmi@at a.s&&mce prow 
ice Carps m u m  at least some of its C& by chargging fees on a 
sE&g &e b d  sn b w b x  sb. O d j  a few cr&t programs- 
those mnducM by the &ivate &tor &v01hg m d  through 
mmercial banks are sne exampb--cwentBy cover or nearly 

ue $O administrative expenses of  pro^^ numere 
and nmieroenkqrke programs ten$. to cover 60- 

90% of their c&s, However, if interest rate charges to entrepre- 
neurs were to rise sufficiently, a self-kg credit program 
seming the end of the business t be gmsibHe. AJD 
has made a in this dirwtion by atmg sra'$siW rate 
charges, ~ ~ i n . g  *ha;$ no Iess t h a  red positive interest rates be 
ch~wgeii.9~ Where a sate cap exists in a c o m e ,  AID policy &a- 
Iqge has h several cases svaght to remove t& cay. 
h addifion to achieving greakr saps&ab3ity, there are several 

other baefits ta be had by adopting private enterprise practices in 
project implementation. Cbrgbg for services encourages eEcient 
I..?&?, b . ~ ~ ~ h g  ~ ~ 3 3 6 ~  WWW m d  they go who 
want them. Charging an appropriate interest rate, h s b d  of a sub 
sicked one, encourages business eEcienq a d  better pmperes en- 
trepreneurs for market mmptitios. 

There are, however, mme &dtwbacks to $he achievement of great- 
er sa&&n&2tg. One study suggests that social objectives are not 
necessarily compatible with the go& of F i c l a E  seEsu.Eciency. 

gzNthough this pmctice mag sound inconsfderate d the plight d the poor, dternative 
mwces of credit in the I n t C o d  sector-Im sharks-might charge a rate 5 to 10 times higher 
tibn tb &  in^^ &. 



For many, them is should assist the 
prhate sector. &the& secbr it s h d d  
asskit. MOhough the aid of pfi- 
pate  en^^^, h& for 
often be made which emphasize one segment of the private sector 
over mothw. has its supp*m and detractors. 

Those who micrwntmp~ene~~ in the "Momd" 
of the private sector should be the chief beneficiaries of pri- 
enterprise assiSMce tent2 to contest t h e  portion of aid which ~~ larger bS-. On the other Bmd, proponents of aid to 

.' small business e that it. generates more employme~t than 
other busin and large be-, still others argue, 

sB L. Bhenc'rij$ ALD's Etr rialtce witk C o m p t i ~  &iaE Mark- S* 4 
ArrjecS Bwzktion Fidiw, A I D I C D ~  July 1985, p. 23. 



a m  more viable cx3di&W fur 13 activities and 
e$gn twho~ogy and investment. 

Them are others who single out for criticism 
some because they assist m&By larger businesses, 
@b1&-st and others because assistance to agriauhe expo* 

ty of mmtxies b f d  themselves by giving 
markets over domestic ones. Proponents of 

expo& projects, they are the most 
We19 activities to provide much n d d  
foreign exchang igp debt, and provide re- 
somm fix f& bought than that locally 

, have bvoIve& the 
sector. &me would quest5~)m whether some of these activities have 
as thek objective hdigeaas privsk e~~~~ developme& or ex- 
pamio~k of U.S. trade, a d  whetl~er the p*e bnefieky & the de- 

wodd support 
e $he U.S. trade 

and LIZ bwi- 

h e n  within ~ ~ o ~ e s  of private h r  assismce there are dis- 
agreme~ts over program emphasis. Some sapgorkrs of expart 
projects give px=iority to activities misting ~ ~ e ~ o u s  exports 
rather than foreign investment pmmotion. They w ~ k n d  that B d  
entreprenem best learn skills necessary to a swcessfd export 
economy by d ~ h g  them themselves and me better able than for- 
eigners b pxgdemtand the 1w-d cultsure and business environment. 
'%c"b01&a they use are more akpp~opriate b Ithe 1 4  emnomy 
and, most hp-t, their bwbessss greater Wwes ta the 
domestic emnomy and, themfore, a greater w e d  growth ef3&, 
Foreign investment is often in assembly industry which pmvides 
emp1oyees with few skills and produces mmparatively little domes- 
tie vdueaddd from which to reap 
& b y  believe that assembly industry swag as m n  as 
more m-Ecient H-~QB appear. Tax a provided to a& 
tract such activities can akm hurt the nation's f k z d  situation. 

of foreign investment projects, citing 
&vemSm~on kt0 more 

follow shb&hent  of as- 
reign hdgjcs~es are mure 

efficient than H d  ones3 bring in new capital, and, with links to 
international rn , am ~ x l ~ e ~ c h m ~  products mare quickly. 

Although the p r ~ m  has benefited many kin& of he10p- 
k g  amm b ~ h ~ ,  wit& h&ddud ~ ~ t m t i ~  d~kfons QD but$- 
p n e  projects may appear to favor one  or of the emnomy or 
one business over mother* Dire& jtww haye ssmteti.mes been made 



&om the Private Sector IRevoIvhq Fund to individual businesses. 
Conemedl that this practice may be unfiair to mmtpting business- 
es, some famr haw through hkmediaries rather than dire& 
So= to avoid favoring one company over another. In choosing par- 
acdar sectors for b&w proj&-non--t;ra&tiond export prod- 
U& V8XSUSQ tzaditi~nd, t 2 O f f ~  VS C!&j+m mU& 68r~kXld W'%h 
the emure of those &tars of the business mnrm&ty which 
were not se1czte-d f i r  project funding. A D  itself has responded to 
concern that its private enterprise programs might assist "em- 
T&S" of lI8~0~tEd d e m ,  Or, &l?Ol.?gh gri'bfa&%ion, help m b 2  pfi- 
vate monopEes in lieu of government ones. Its policy is to avoid 
either situation. 

Many A D  missions generate annual private sector ~~ 
statements and have funded studies attempting to ' 4 ~ a p ' 1  the de- 
veJLoping country private sector in order b come to terms wi$h the 
m 4 . s  of the diverse elements cox1~zpask.g the private sector. Never- 
thekss, given the numerous options and the knhd resources with 
-;.;hi& to ad&- them, eRod to assist the private sector, Eke 

to assist the public sector3 w e  often conducted in a piecemed 
fashion. &me believe this mdd l a d  to mdsk& eRb&s- Privatiza- 
tion pmjwts, where private sector management mpaH,ikities penxiin 
mdeve10@ d where sources 0% capital for the p w c k  of these 
firms remain in the hands of fommem or monies, m y  not have 
positive results. Support fur a growing private sector without pre 
paring governen& %o regdate in order to protect m;p1smers or 
the environment may have unintended consequences. 

During the past eight years, eEo& to h p f e e n f ;  the Private En- 
terprise Initiative have run inb a number of instibti~nd and 
policy constraints which, many believe, have impeded its gr-. 

some of these have been removed, others remain and might 
be addressed in Ware years. 

Soon a,%r the Initiative was htr&uec& ObS€?rntt?rS noted thak 
ha& h S c i e n t  numbers of staff qu&& to implement it. In 

order to Oeve10p projects assisting the private sector, A D  o d e d  
p p i e  who could understand the business enviromeat. During the 
past eight years, A D  has rec&t& a amber of k d i v i d d  with 
business experience fix pitions as private enterprise ofEcers at 
fiekd ,n&siom, The number of such oficers rose fkom 49 in 1983 to 
14 in early $988. But, rep&edy, there r e m a s  a shortage of 
ba th ,  ~ ~ & ~ ~ 0 l . l  md  Q&F b?hkd ~ Z ' S O X X W ~  *th dsze b 
adapt business methods to their sectors. On a HHIQT~ elementary 
Bevel, roughly 150 A D  have taken a two week PB.&fomu- 
bted m g  course to h t r d ~ c e  them to the distinctive cbrac- 
tieristics of private enterprise devePopment. =owever, ssnze eieEe~e 
not enough upper echelon sbE, inciuchg mission t%re&ors, have 
taken the course to have made a si@cimt impact on the aid pro- 
m- 

The more speckhed n& of the I?= have. presented a greater 
challenge. Severdl P4RE staff members have been brought ip Erom 



the private I .  r as temporary, ~ $ I i v e ~ y - d e ~ ~ ~  ap 
pbtxnents of the &fEcuX@ in atdzacthg qua.W%d pp1e  
with bank@ and investmen* e ~ r i e n c e  into government careers 
(three more such posts were recently Iro&dy, in the 
early yam of the Ktktive, private wYhr appointee were reparb 
edly somewb~ &effective due to their inexperience with AYD pm- 
tices. 
b y  believe that the number of personnel with neeeasarg ex- 

pertise remaim irasm&en& particufarZy so if the Initiative is to 
expad. A 1988 AID manag.ement assessment of $be Bmau for 
Private Enterprise, eonten&g that the public persome1 system is 
inadequate to the special n& of the private enterprise eE'rbp mqg- 
ge&& that AID h d  new wags to reach oat &to the private sector 
in order to End appropriate s"d. Use of the the M d e n f s  
& d o ; z 1  on &wutive Exchange, aad dire& requests to the 
CBDs of m ~ m ~ u m  were pmpsd avenues toward s~lvixg this 
problem. 

Some believe that because A D  mast be amo'tu1tabfe to Congress 
and the $axpayer, it i s  too mnzemative in its d&gs ~5th b&- 
n- to d t  the "riskier9' prospects-n, mtfied amas of bv& 
ment and s n r d  and micro enterprises. In the ~ a s e  of the Privak 
Sxtar ~~5~~ h d ,  for exampie, PegSative r e s t r i d s  
ing gwmm* to 50 percent of risk of f o a ~  Madt  and requiring 
that *be Fund be seW~Seient, have inhibited it from taking risks. 
M y  16% of iis pr&ofio are for dim% Htxm to h&vpidd b m e  
es which are more likely to faGe default than m e  guar$~9kes to h- 
b m w  l?inanM l x l S t i ~ ~ 0 ~ .  
Xn 1982 mngredond hearkam, the~-kssi&m~b Admhistmbr of' 

the P m  Bureaam, Elise Wont,  defending the Bureau against 
charges that it, loans may be abused, noted that the PI333 was d e  
signed to be in the '%uhesg of lending money, under mdu3hl- 
term, &&-rate csndi~~ns. , h d  when you led% mcmey, you do it in 
a bhwme rnamer - . . W e  d e  judgments5 as a bush- 
wodd h e  judgments, 0x1 the viability of the enrezprk." 95 The 
problem, say critics, lies in the tendency of government to be a mn- 
sewative b w b s m  t h  innovative risk-taker. PRE in- 
vestment ~~ b v e  lost Onfy two percent h m  defadts over %he 
pait eight yeas. MP,hough many believe that a low default rate i~ 
indicative of dt well run public pmgmn, in the view a€ criticsp t& 
might a h  be evidence of its risk-adverse nature. U d e s  Cbngress 
encourages AID to take risks, they say, assistance to private enter- 
prise wil l  be to relatively safe h v e m e n b  and/or those 
p r d o h t l y  in the m d a m  to k g e  range of business. 

Simi.ldy, some believe that, in order to stimdak b e -  
growth, AID should be p d W  ta make hvsbe~tpts such 
as those made by the hkmationd arprakion m. 
s 4 A s i m 3 a r p r 0 b L e m h a s ~ y b e e a ~ t z r e d ~ ~ h & ~ ~ e ~ * f M e d  

&ma it mquim? for prwisioa af techid services. Private sectar c0d- t ;  f&g far 
banbgt kmsbent and indashkd s p c k k b  sre generally &gnBmQy hi@m ,WE pre 

* 0 3 ~  mign Opr&tions Stkonrmim, ccmml.Etee on A ~ g w k t i o a s ,  Foreign As&tame 
mrd Bekted Pngmm Approp&z.tiams for la9 Part 7 .  Se?pte&e 15,2982 g. 269. 



Until 1988, no U.S. Government agency Pdd! the authority to take 
an equity psition in a fox-profit enterprise &rod. G- 
amended the Foreign k i s s m e  A& in 1988 to iaithk a ~ F W -  
on a pilot basis, which gives OPIC the authority to make equity in- 
vestments in U.S. business projects in developing oountrics under 
certain conditions. Some ague that the same authority shwld be 
granted b AID with regard b bciigen~w developbg mlmtry bus& 
n-. 

Others, howi.ever, believe that the U.S. Eovement &odd not be 
h v o h d  in individual business projects? w~@&@T though direct 
loam or q d l s y  hveshent. Some atso suggest that; -AID are 
too overbwde!ned with other work or do not the SW nee- 
erssarg for participating in private sector management ddGom. 

For purpmim of accotaaakb~ty, AID is recpid to r n a b t a h  an 
oversight role in project activities. Ifxi oversight procedures are am- 
sidered by  MI:^ to make private se&r projects ape5dly c:zm?~r- 
some. 0kmc:rs suggest that the private sector requires a degree of 
speedy decisic~n-making nat the norm for AD. M h y  privak enhe  
pmnerm me 4Lh~ught ii;B) be adverse to the deM& fin an^ rep* 
k g  requiremen& demanded by AID. As a result, D privat~; enter- 
prise 0E.s note, opportunities to work with the pr i~ab  secbr 
h v e  sometimes heen I&* 

S e n  at the project design stage, &Eerences between &andsrd. 
AID practiwi md working with the private sector are hrge. To 
lessen the ele<ment of risk ;and heighten ammkbility, pmjm aase 
designed in as detailed a f'Eon as possible. En the view of one an- 
alyst, however, dth~ngh AID s @ S  re&m that highly @C 
blueprints do not fit ''deveBopmmt redities," ' C p ~ v a ~  sector 8tASvi- 
ties are c ~ . ~ ~  by even grater lack of d e w  &at AID man- 
agers End h d  ta $am&e.*' 

Am&g i:o this analyst, "Public sector opepatiom provide 
the donor with a d m  of mntd  that may be k c  in the prig 
vate sector. . . 

cent17 co~psidfesing pri~ate-secbr kprt of 
~ ~ e d e j  8 C O ~ O & @  hmX% P ~ ~ ~ .  FO~IDW- 
h g  the guidelines laid down for h h g  pesticides, the en- 
~ h m e ~ . t d  office s u & g d  a number of msrtml meas+ 
Wm, S U C ~  ElS h&6Xkg for faI232@=, hlh On the qIZ33216w 
sold at the bed level, and sp&f?caEicm of mps and a p e  
G3ti. r&*. These! W P ~ I - O ~ ! ~  are DO% FamzaEodle if * s  
pesticide reh under the contm1 of the h~~ 5mn 
dl the !.ray to the fzzrmer? a9 it generally wodd i~ the 
hm& of a m%&y or paraa!-aM. Bat pr ivs teecb~  h- 
prtep"s in this partiedm mmh-y am whofdem: They 
sell pesticides, sometimes in bulk, to trade= who in 

e I J  them b angone who walks ink their store. The 
wboIders "have BQ practid means of' fobwing the pro- 
cedures outkmd by the enviromexpM ofice, and e W y  
no hkr& inr dohg 



h e b  case, dthe need to miintab and enforce pro~zz  -&mm- 
tive d m  for the w b ~ ~ ~ n  of p t e ~ $ i d y  I 
may outweigh whatever vdue is perceived to exis* 
private sector as a mearra of degivey. 
p&Ee sector is likely to v * e  such s a f w & .  

l?mmrement is d o n  sbfY as aar - 
pie of upwieldy 
'xepox2;3ive ta the 
review of AID'S con&m"~@:ve S& 

and those of AD.9T While b & e  for example, attempts ta dweb 
op a p&u& k ~ s e d  on wnmmer speeds and preferen* AID seieds 
its mnhmp6w b d  0x1 a W e ~ n f ;  set of criteria such zs the 
need -b a w d  mnkaetys to the Iow& bidder and give p&emce 60 
38  xnan&-~s. These standad govement practices b.ve 
d e  it difEdt for d marketkg p j w t a  tct be responsive ts 
m m r  needs or have the f i e % @  to h p v e  or m d 3 i  a prod4 

quicMy. Due %a ofken eompIex m d  lengthy prmxexnent pmce 
dt-. it may take to a year fop 2 prodact to be d e 5 v e d  The 

~ow-ent. nemarer U.S. p ~ c y  i a major factor in t?le devle~o; 
m e t  of LDC grrivak enterprise> then =me believe shodd 
play a role in the fomda%ion of that p E q .  AIDS for exa~~,pBc has 
a f d  but bcomequent-id r d e  in fomdagoon of the U-S- p i -  
tion on the md plays EG parit h & w e n t  of A g r i d t v m  
d6?cige~ on d~mestie & d b m  snpp& programs *&a& in the 
view of at $east one mdys< h m p r  mmpe&ivie  ion of a- 
ports h m  de~efophg wmtries. h h&~ view% "&ik these palicj~ 



levem are more important in expanding private seetam in the 
World than are 'policy MoguesJ or other measures." Oa 

not k v e  been as 
greater ~~. 

haw always ha6 to compete with other d e p m e !  
funding. KevertheEess, &hates have shorn a not heonsquatid 
gmw%h in private enterprise projects d g  the past eight y m .  
Since 1986, well over $688 f l 0 3 ~  has been obligated out of ESP 
and DA accounts each yem for private enterprise activities. 

Whether present levels or mxk~ud growth cen be maintained is 
subject to doubt given the cornpetkg demands d other develop 
merit objdves. There are3 mazy believey limits ta the use of the 
private secbr in ful.filiig AID'S goals in health, education, and 
population. m#gue that w-od dw~;  
of h& to ammb and f3armarb for specific 
p ~ ~ ,  v t l y  Emit avd&igiQ of -funds wifshich migh* be d&- 
cxtM to private enterprise dW~~0pIXke~t. 'fo date, a high prnpfiun 
of b d h g  for private secttar activities b s  come from ESF, rather 
thxm deveItopment a s s h e  amunk. ~ m t i o n  of howevert 
is subject to a pfi$id juc&.net and may *be withhm when p 
E t i d  d strategic nee& m Eonger warrant its asem Some ohm-  
ers  expect that Central America., for b&ance9 may no longer re- 
ceive large appropriations of EF, when md r'f peace comes to the 
region. There exists ancern in AID missions %here that private en- 
terprise pmj& d be greatly diminish& in number if = d* 
ches.  

A& pxxseots where ESF generates l d  amencg, much of this 
I d  currency appears tu be wed for pdvak enterprise &i8ities, 
eqecidy as a so- of credit. Use of 1 0 4  ameacy is sub* to 
agreement by both the 2 d  g ~ v e m e n t  and AID- To inswe that it 
caza be d in the privete sector, A D  has ofken negotiated propor- 
tionate public-private sector &aacaioa mtics, %me mnsider these 
agreements fmgi343, h u t s e  ownership af load currency is mdd- 
e d  to be that of the governmentt a& govemmts have dSEdty 
justi&ijlg ta their p&Ec the e+xpen&tme of pbEc funds for private 
eraterprkse uses. 
AID has taken a number ~ f '  measures b avert h i l i n g  deficien- 

cies for private enterpr5.e prt3je. h 1 c d  mme~qy mmtries, it 
has mmmul&ed excess I d  currency for fi-e use. 1s has a h  
hitiakd d t  guzsraatee schemesF such rn the new Private Sector 
%voh~ing %d guarantee program, which zz&e scarce resources 
go hrtber. r%&ond account ' i & ~ o p 1 s 3  often chimed b be fae 
tors h-hibitkg B d ~ i E t y  3k developing more programs that 
pmm0t.e private es1terprike, were e - a a  in FYI988 for the De 
mfopment Fund ABaa h&mtions are that, as a result, there 

*eT&hm of R k b m i  Nadmmer9 ~&~-MCGT of ' E d  POECF, 
tc 4 & . ~ h e  az fntem&ansX Ecmomlc Policy aad Radr, Hoaa Fcreign A B b  

Cumnittee, Fa+ Aw&mwe LqidaFL for Ykam l&?.44S @art f, 9S p 
72 
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have been expanded ~pprtmities for private enterprise p r o 9 ~  ikl 
that region. 

F. ASSESSING mm P~Z~VATE l3zwmwm~ ~TDATIVE 

What positive or negative consequences the Private Enterprise 
Pnitiativers programs and projects will have on the progress of de- 
veloping countzies is not easily i6entfible. N'o one knows how 
long it wi;! taLe for m.a.cmemnomic growth policies to have a sig- 
nificant hipact, and many private enterprise projcxts are stilI in 
their relative ~ a n c y *  

Pt -has always been difEcuIt to assess the ac:Eevemnnts sf foreign 
economic assistance pmgranrs, beyond the mast and 
c o ~ m t e  objectives of a pro,ectuueh as how many people obtained 
creditt were trained, or received con~raceptives. me mnbEribut50n of 
a p ~ c d s a r  prcgraan or project to national ~ ~ o ~ c  growth a d  
CaeveEupment is o k w &  by the existence of t4o m y  variable fac- 
m. if it ~h829.5.d k? demomtmted t b t  &@ pS~8$e p w  
s ~ ~ t f y  duhg the past eight yeam, it would not be possible, 
in most cases, ta show that such grodh occurred because sf W s  
p~vate sector pr- in that wm+hy. 

h i d e s ,  J~TD'J role in most corntries is very small wmpm to 
troM gwemment budgets or even the total. of all donor nations and 
orga.mzatiom. Mthough i private enkqrke activities Have 
pm, they still ~ d y  con&i$ute rougHy H2-13% of DA and ESF 
~~. Therefore, some say, one shouid not expect too much* 

Neve&heless, the presmption nwssarily exists that i~ much or 
as little as -AID does in a country is a ccrm;rib- t~ the bigger 
picture. Z a corntry experiences sig1~3'5=$ wanumie growth, the 
deve1opment program b& in the Eght of its refi&ioo. %Then 
Costa R i a  registered a dramatic kcre- in its expsi;s of a m - 5 -  
& ~ o &  p ~ d ~ & &  b ~03l-&~trak h e ~ m  &EBB 
tries from an c&imaM $147 million in 2983 tu 
1987, 0 ~xiissi~n oiEmrs cIaim& 23 s k e  of th 
 om& that the mission's p15vate sector pEc5es 
aimed at er.1~0-g exactly this sort of fsra~me. 
tEat mangy other factors, b ides  D ' s  role, were 
matbr. 
h a b r d  sense, 

concrete ammplisbe  
one3 it has brought the 
oping world into the m 
h d * h r n & k m e % ~ t  
the U.S. Government mi% 
c i t i o ~ .  It is m E H l y  that AIB pmgt=ms in the f i b  will 
Lhis sectu~ of a develkoping corntry's national He. Xor, as one AID 
zafEmr poiit& out, people be able .Eo say tht a project's fdme 
ws IECXUW the P Z ~ V ~ ~ X ?  S&XX h d  ~31~8 ~ I I  b r ~ ~ h t  kb tPie pic- 
ture. 

'Tie second achievement, which f o ~ o s  fromi the first, is that the 
Private ve revitdbd same sId 
ax'emo hh new mas. Exam- 
ples of on asistance, much of 
the policy z&om eEorP and the amip-d;id eapab3it.y to iSa&kte it, 



nost of the push into microenterprise m d  the i n f o a l  seccr (in- 
asmuch as the ct~ngresiolad impetus In this regard was a =- 
to the Mt%tive9's private sector thrust), financial markets, and ef- 
forts to utilize the pri~ate w r  to =my oat AID projects. 

The establishment of an active private enae-d program as a 
consequence of these two ac7hievements has raked a variety of 
ksues to corhnt pZicpm&em at h the C b m .  The 
&es of batsic human n d 9  of &rancid sW&8b%Q, of the ap- 
ppopria.fR role of the pabEc sector3 of which private W t r  tcr asst, 
and of exactly what is the best way te work with and 0x1 behalf of 
private enterprise in deveBop1bg countries, are Eke39 to remain of 
m n t k w  inter- to those zespmi'QP1e for fomda* the US. 
~ l I 8 l Z . 6 ~  ~ & 3 & k 3 2 t B  PFOg3XtEI. 


