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DRAFT PROJECT AUTHORIZATION

Name of Country: Name of Project:

BURUNDI Burundi Enterprise Support
and Training (BEST)

Project Number: 695-0124

1. Pursuant to Title II of the Foreign Operations, Export
Financing, and Related Programs Appropriations Act of 1990
(Sub-Saharan Africa, Development Assistance) of the Foreign
Assistance Act of 1961, as amended, I hereby authorize the Burundi
Enterprise Support and Training Project for the Republic of Burundi
involving planned obligations not to exceed five million United
States Dollars ($5,000,000) in grant funds over a four and one-half
year period from the date of authorization, subject to the
availability of funds in accordance with the A.I.D. OYB/Allotment
process, to help in financing foreign exchange and local currency
costs for the Project. The planned life of the Project is four
years and seven months from the date of initial obligation.

2. The Project consists of assistance in support of the Burundi
Enterprise Promotion Program (BEPP, 695-0125), the purpose of which
is to foster the growth of private enterprise in Burundi, especially
among SME’s, exporters, and in secondary towns. The Project will
finance, among other things, technical assistance, training, studies
and analyses, and commodity procurement to support the analysis for
and undertaking of policy reform initiatives by the Republic of
Burundi.

3. The Project Agreement which may be negotiated and executed by
the officers to whom such authority is delegated in accordance with
A.I.D. regulations and Delegations of Authority, shall be subject to
the following essential major conditions, together with such other
terms and conditions as A.I.D. may deem appropriate:

"Prior to the first disbursement under this Project grant, or
to the issuance by A.I.D. of documentation pursuant to which
disbursement shall be made, the GRB will, except as the parties
may othierwise agree in writing, furnish to A.I.D., in form and

substance satisfactory to A.I.D., documentation confirming that:

a. The GRB has designated a Coordination Committee to oversee
all BEST Project activities, and has assigned that
Committee appropriate membership and resvponsibilities.

b. The GRB has assigned a high-level official to be the
Project Manager for BEST with appropriate authorities, and
has provided to A.I.D. specimen signatures for that
individual.
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4. Source and Origin of Commodities, Nationality of Services,

Except as A.I.D. may otherwise agree in writing:

(a) Commodities financed by A.I.D. under the Project shall have
their source and origin in countries included in A.I.D. Geographic
Code 935.

(b) Except for ocean shipping, the suppliers of commodities or
services financed by A.I.D. under the Project shall have countries

included in A.I.D. Geographic Code 935 as their place of nationality.

(c) Ocean shipping financed by A.I.D. under the Project shall
be financed only on flag vessels of the countries included in A.I.D.
Geographic Code 935, subject to 50/50 shipping requirements under
the Cargo Preference Act and the regulations promulgated thereunder.

All reasonable efforts will be used to maximize U.S. procurement
whenever practicable. Air travel and transportation to and from the
U.S. shall be upon certified U.S. flag carriers. ’

Acting Assistant Administrator

Date
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EXECUTIVE SUMMARY

T.andlocked Burundi is one of the least developed countries in the
world. It has the second highest population density in Africa.
Moreover, that population will increase to about seven million by the
year 2000. This will severely strairn the already fragile resource
base, and will increase unemployment and underemployment in rural and
urban areas.

Accordingly, Burundi’s most serious development problem is to increase
employment and net income in the face of increasing population
pressures. To do this, the Government of the Republic of Burundi
(GRB) is reorienting its development strategy toward promotion of a
private sector-led, market economy. This reorientation, however, is
hampered by the rules, regulations, and practices under which firms
operate. For this new structure to provide the growth needed to
create sufficient job opportunities, Burundi will have to make
numerous policy changes. The Burundi Enterprise Promotion Program
(BEPP, 695-0125) and its accompanying project activity, the Burundi
Enterprise Support and Training Project (BEST, 695-0124), will assist
the GRB in identifying and implementing the changes required.

The mainstay of Burundi’s economy has been and will continue to be
agriculture, which provides direct employment for 85 percent of the
economically active population and indirect employment for most of the
rest. Even if agricultural productivity continues to increase, the
arable land available and potentially available for use cannot
continue to provide employment and income opportunities for a
population growing at 3.3 percent without augmenting the contribution
of the industrial and commercial sectors to the econony.

Soon after independence, Burundi attempted to promote the growth of
these sectors by adopting an import substitution strategy in which
public enterprises played a prominent role. Burundi’s strategy,
however, failed to achieve the results anticipated. Manufacturing’s
share of the GDP increased oniy slightly. The modern sector’s share
of the economically active population is below five percent. Few
parastatal enterprises operate profitably. While direct subsidies to
the parastatals have, due to IBRD pressure, decreased considerably
during the last few years, indirect subsidies remain relatively
large. As a consequence, they continue to absorb a great deal of the
GRB’s resources without providing commensurate employmeat and output.

By the ei rly 1980’s there was broad recognition that the import
substitution strategy had failed. 1In its Fourth Development Plan
(1983 - 1987) the GRB acknowledged the need to promote private
enterprise as another alternative, but little was done in practice.
The private sector gained a certain prominence from {ormulation of an
IBRD/IMF Structural Adjustment Program in the middle of the decade
with improved management and/or privatization of the parastatals being
a major component of the ra2form agenda. However, it was not until the
new Buyoya government came to power that a real effort was made,
through promulgation of the GRB’s Fifth Development Plan (1988 - 1992)
and other means, to give operational significance to development of
the private sector.



In August 1988, clashes broke out between Hutu and Tutsi in
northeastern Burundi. The GRB responded to these events by creating a
National Commission for Reconciliation and charging it with developing
new methods for achieving national unity. The Commission’s report
concluded that Burundi would only be able to achieve ethnic and
political stability with a strengthened economy that provided
opportunities to all on an equal basis. Particular emphasis was
placed on promoting small and medium-sized enterprises in rural areas.

Through its structural adjustment program, the IBRD/IMF Group has
either addressed, or is dealing with, many of the constraints that
adversely affect the development of a private sector at the
macroeconomic level. Other donors have also begun to respond. No
other donor, however, has contemplated focusing a comprehensive,
sustained program of policy-based assistance on the attitudinal,
procedural, administrative, and legal obstacles that impede
development of the private sector.

Since early 1989 USAID has worked with the GRB to identify the areas
in which there are significant policy constraints to private sector
growth. This collaboration has isolated a variety of policies which
BEPP has been designed to address. The analyses found that the policy
constraints to private sector development are divided into three
areas. These are:

I. Barriers to entry to the formal sector;
II. ZConstraints to doirg business; and
III. Barriers to interna-ional trade and promotion of exports.

Constraints to entry to the formal sector include a registration
system that requires lengthy trips to both the courts and the Ministry
of Commerce and Industry, complex registration procedures for SME
incorporation, the GRB’s right to revoke any business permits for
whatever reason, and the requirement that businesses maintain a fixed
premises from which to operate.

Constraints to doing business include the lack of access to credit,
relatively high rates of taxation capriciously administered, a dearth
of available information concerning the characteristics of the
marketplace, a complex and protective labor code, and the lack of
definition and enforcement of fair business practices.

International trade, especially for exports, is made more difficult by
centralization in Bujumbura. Regardless of their origin or
destination, all goods must pass through Bujumbura for customs
formalities, licenses and permits, financing, and the payment of
mandatory insurance. There is a subset of constraints associated with
business travel, including the retention of passports by the police at
the border. International travel must thus commence with retrieval of
the passport, and continue with applicatiun to the Central Bank for
the foreign exchange needed to finance the trip. Other constraints
include the fact that payment can only be made for imports after
receipt of an original invoice.
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BEPP will support the GRB’s efforts to address these constraints by
providing an initial four years of policy-based assistance totalling
$35 million. A first tranche of $13.0 million will be provided in FY
1990. Additionaliy, BEST will provide technical assistance and
training at a life-of-project cost of $5.0 million to help refine,
implement, and monitor the effects of the policy reforms supported by
BEPP. $2.0 million will be obligated for BEST in FY 1990.

The goal of BEPP/BEST is to increase employment and net income for
Burundi’s poor. As recommended by an A.I.D./W team in 1989, this goal
now forms the central theme of the USAID/Burundi portfolio, all
elements of which have been or are being redesigned to support it.

The purpose of BEPP/BEST is to foster the growtb of private enterprise
in Burundi, especially among small and medium enterprises (SMEs),
exporters, and in secondary towns. BEPP and BEST will do this by
encouraging and assisting the GRB to implement a phased series of
policy reforms. The substance of the policy reform agenda is
presented below.

For FY 1990 the reforms have already been agreed to by the GRB and
will be included as Conditions Precedent to disbursement in the
Program Grant Agreement. (During the course of negotiations, however,
it is anticipated that there could be non-substantive changes in the
language of these conditions.) The reforms planned for FYs 1991
through 1993 are necessarily less firm. Thus, the policy agenda for
these years will be provided for in subsequent year agreements in the
form of annual PAAD Amendments that describe the timing and precise
nature of the reforms for that year.

1. FY 1990.

a. Decentralization of Customs Clearance Procedures at Kayanza.

The GRB will open a full-service customs post at Kayanza, a major
border town on the main truck route from Kigali, Rwanda to Bujumbura.

b. Decentralization of Related Import and Export Operations.

The GRB will authorize 1) provincial commercial banks to issue import
and export )icenses below FBu 10.0 million; 2) Central Bank (BRB)
branches to issue import and export licenses for larger amounts; and
3) commercial banks and BRB branch offices to issue these licenses
upon receipt of faxed copies of original invoices.

c. Easier Access to Foreign Exchange for Business Travel.

The GRB will establish standard guideiines on allocation of foreign
exchange to business travelers that will increase to 21 days (from the
present 15) the standard period for which convertible currency will be
made available for each business trip, with additional foreign
exchange available for longer trips if and as required.
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d. Research and Monitoring Activities.

The GRB will agree in writing to the scopes of work developed
jointly by the GRB and USAID for basel ine surveys of the informal
and formal sector and for a study of domestic constraints to export

expansion.

2. FY 1991 THROUGH FY 1993.

The major themes of the policy reform agencda for FY’s 1991-1993 are:

a. Decentralization of customs clearance procedures at selected
other locations.

b. Simplification of clearance procedures at all customs posts.

c. Simplification of business reqgistration procedures.

d. Increased availability of information on market prices.

e. Establishing legal prctection for itinerant traders.

f. Development of an Export Promotion Plan.

g. Reform of the Labor Code.

h. Establishing a strategy for improving the flow of credit to
small and medium enterorises (SMEs).

In some cases, USAID and the GRB have agreed on both the area in
which policy reforms will be developed and the specific reforms that
will be made. These are labelled "Cateqgory A" reforms. In other
cases, ‘“hey have agreed on the area in which constraints exist, but
not on the specific policy changes required to address them. These
are labelled "Category B" reforms. The GRB and USAID will carry out
a series of studies under BEST to help define the reforms to be
adopted, thereby enabling the *wo parties to adjust the reform
agenda as their understanding of the economy grows and specific
constraints come to the forefront.

In addition to this policy-oriented research, BEST contains three
other components. The first is long-term technical assistance.
Three specialists with expertise in policy analysis, small business
operation, and export promotion will work to make Burundi'’s public
and private sectors aware of the need to develop policies and
procedures leading to private sector growth. This team will also
assist the GRB in developing operational plans to implement these
reforms, and will organize and oversee the research, training, and
monitoring activities funded by BEST.

Second, BEST contains a training component that will help provide
Burundians with the capacity to implement the reform agenda of

BEPP. Training will provide knowledge and skills needed for
carrying out BEPP reforms, or will be more broadly related to
increasing awareness of the role that the reforms have in furthering
economic development.
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Third, BEST contains a monitoring, evaluation, and audit component
consistent with the rigorous DFA requirements for measurement of
program accomplishment. USAID has completed a household income and
expenditure survey that will contribute to measurement of program
impact at the goal level. Two additional surveys, one of the
informal sector and the other of the formal SME sector, are
scheduled this year to permit measurement of achievement at the
purpose level. These surveys will be updated annually. In
addition, midterm and final evaluations will be performed. A
non-federal audit is also scheduled for the third year of the
project.

By 1993, the BEPP-sponsored volicy reforms, in conjunction with
those of other donors, will r:gin to produce rules, regulations, and
practices and ultimately an environment in which business
confidentiality is assured; governmental decisions are based on
clear, fair, and equitable rules of law; increased credit is
available to SMEs; the cost and time required to incorporate a
business .s reasonable; and domestic and international trade occurs
with few, in any, impediments. Thus, USAID expects to see, as early
as 1994, discernible positive changes in GDP, real per capita
income, and employment growth rates.

Within the private sector, employment in small and medium
enterprises is expected to begin to grow at a faster pace both in
Bujumbura and the small urban centers of the interior. The new
investment in the SME sector will be stimulated by reduced business
operating costs, new domestic trade opportunities, and especially by
international trade opportunities for both traditional and
non-traditional goods. The amount of value-added by SME’s will be
significantly greater than would otherwise have occurred.

The changes that will begin in 1990 will, within ten years after the
end of the program in 1993, have an impact that should be readily
apparent. Specific, quantified, objectively verifiable indicators
of the Program’s impact can be found in Annex I, "lLogical Framework."

Analyses conducted by USAID during preparation of this PAAD indicate
that BEPP and BEST can be implemented as designed. With technical
assistance from BEST, the GRB institutions charged with major
implementation responsibilities should be able to carry out their
roles. Some degree of political opposition within the GRB may be
anticipated as lower-level officials relinquish powers they are
accustomed to exercising and as the reform package begins to touch
on potentially controversial subject such as transport and insurance
monopolies. Sector dollar grant assistance from BEPP, however, is
expected to reinforce the commitment to reform already demonstrated
by the highest levels of the government. The social soundness
analysis included in this PAAD concludes that the main benefits of
BEPP will flow both to the rural, agricultural population and to the
educated, salaried Burundians who are increasingly moving into the
formal private sector. Analysis of the economic benefits and costs
indicates that the program has a net present value on the order of
$100 million. The results are robust with respect to changes in the
underlying assumptions.

//
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I. The Development Problem.

A. Introduction.

Tandlocked Burundi is one of the least developed countries in the
~uxld. It has the second highest population density in Africa, with
over five million people crowded into an isolated, mountainous
region the size of Maryland. Moreover, that population is growing
at a rate of 3.3% per year. Even if the growth is moderated, the
population will increase to about seven million by the year 2000.
This will severely strain the already fragile resource base, and
will increase unemployment and underemployment in rural and urban
areas. Nearly 90,000 people enter the labor force each year, while
the economy creates only 5,000 new non-farm jobs annually.

Accordingly, Burundi’s most serious long-term development problem is
that of increasing employment and net income on a limited resource
base in the face of increasing population pressures. To meet this
challenge, the Government of the Republic of Burundi (GRB) is
reorienting its development strategy toward promotion of a market
economy in which the private sector will play the leading role.

This reorientation, however, is severely hampered by the existing
set of rules, regulations, and practices that form the environment
within which firms operate. For the transition to a market-driven
economy to be successful, and for this new structure to provide the
level of growth needed to create sufficient job opportunities for
those entering the labor force, Burundi will have to make numerous
policy changes affecting domestic and international trade and the
everyday operations of businesses. The Burundi Enterprise Promotion
Program (BEPP, 695-0125) and its accompanying project activity, the
Burundi Enterprise Support and Training Project (BEST, 695-0124),
will assist the GRB in identifying and implementing the policy
changes required.

Studies funded in 1989 by USAID/Burundi and other donors have
already identified a long series of policy constraints that need to
be alleviated. Some are minor and noncontroversial, while others
represent major, politically sensitive changes. Taken individually,
many may have only a small economic impact. When considered as a
group, however, they will create a new positive attitude and
environment for the private sector. This new environment will have
economic consequences beyond those of the individual policy reforms,
and will be an important factor in attracting new investment and in
increasing domestic and international trade.

Section I of this Program Assistance Approval Document summarizes
the evolution of the GRB’s policies and outlines the major
constraints that still hamper the private sector. Section II lists
the reforms that policy-based assistance from BEPP will support, and
Section III describes how project assistance from BEST will help the
GRB in refining and implementing those reforms. Section IV then
discusses the expected consequences of the reform agenda, and
Section V describes the system to be put in place for monitoring and
evaluating those consequences. Section VI details how dollar funds
provided by BEPP and local currency counterpart funds provided by
the GRB will be used, while Section VII analyzes the social,
institutional, political, and economic feasibility of the planned
reform agenda.



B. Recent Historical Background: The Public Enterprise Development
Period.

1. Adoption of the Public Enterprise Strateqy.

The mainstay of Burundi’s economy has been and for the immediate
future will continue to be agriculture. The sector provides direct
employment for 85 percent of the population and indirect employment
for most of the rest. Even with increased efficiency in the
agricultural sector, however, the arable land available and
potentially available to the country will not be able to provide
employment and income indefinitely to a growing population. 1In
light of this, the GRB and international donors have recognized the
need to increase the contribution of the industrial, manufacturing,
and commercial sectors to the economy while taking steps to deal
with the population problem.

Beginning in the second half of the 1970’s, Burundi attempted to
promote the growth of these sectors by adopting a development
strategy in which public enterprises were to play the leading role.
As part of this strategy, the GRB coordinated policies and organized
specific sectors to ensure continued state control of strategic
industrial and commercial activities such as water, electricity,
telecommunications, and transportation. It also intervened in some
sectors (e.g. the production of coffee, tea, sugar, bottles, and
textiles) to give itself control over the country’s major productive
industries and main sources of foreign exchange. These actions were
predictable for a developing country that was chronically short of
hard currency, lacked the sophisticated administrative apparatus
needed to collect taxes effectively, and did not have a
well-developed private sector.

2. The Burdens Placed on the Economy.

This public enterprise strategy worked no better in Burundi than in
many parts of the world that have experimented with a similar
approach. Like other countries in the region, Burundi has come to
recognize the untenable drain its parastatals exert on its
economy. (1) For example, the public enterprise period left the GRB
with ownership or control of 58 nonfinancial enterprises and 14
financial institutions. It also held shares in several private
enterprises. These businesses continue to absorb a great deal of
the country’s resources without providing commensurate employment or
output. Although direct subsidies to these enterprises have
steadily decreased over the past few years and are now negligible,
indirect subsidies remain quite large. The GRB services most of the
public enterprises’ debt, exempts most of them from import taxes,
and undertakes a large part of their investments through the
investment budget and through extra-budgetary projects financed by
grants and loans.



In brief, public enterprises have absorbed almost 45 percent of the
credit available to the private sector during the 1983-87 period:
employed about one-half of all formal employees, and accounted for
over 40 percent of capital investment in the formal sector during
the 1983-86 period. Yet they have contributed only about 12 percent
to the commercial or monetized part of GDP. By any standard, the
GRB’s returns on its investment in public enterprises have been
highly inadequate. Though the situation is improving, the legacy of
the parastatal strategy continues to burden the economy.

C. The Shift to a Private Sector Strateqy.

1. First Steps.

By the early 1980’s, these and other probhlems had caused the GRB to
recognize that a development strategy led only by public enterprises
could not result in sustained economic growth. 1In its Fourth
Development Plan, the GRB acknowledged the need to promote private
enterprise as well. The GRB also began to recognize the importance
of supporting decentralized urban growth to promote employment and
stimulate the monetization of the rural economy. As early as April
1984, former President Bagaza appealed for Burundians "to
concentrate on economically productive activities, start their own
businesses, and rely on their own capacities to be economically
successful." (2) Subsequently, recognition of the problem deepened
and, as the economy worsened, the GRB requested assistance from the
World Bank and the IMF at the end of 1984 to help prepare and
implement a structural adjustment program. Design of the program
began in mid-1985, and the GRB implemented the first measures in
July 1986. (3)

2. The Third Republic.

The shift to an emphasis on the private sector accelerated with the
advent to power of President Pierre Buyoya on September 3, 1987.
The bloodless overthrow of the previous regime aimed at correcting
social injustices, reversing isolationist policies, cultivating
Western nations, and searching for new ways to promote economic
growth.

These emphases have continued to gain momentum over the life of the
Third Republic, and the GRB is now in the midst of a major effort to
reform its economy. The focus on reform stems from two major
factors. The first is Burundi’s participation in the World Bank/IMF
Structural Adjustment Program. Among other achievements, this
program led to a major devaluation of Burundi’s currency and to
greatly liberalized import procedures. Yet its most important
contribution may prove to be the increused level of sophistication
with which the GRB views its economy.




The second major factor driving the reform process has been the new
government’s desire to establish its credibility and popularity.
When President Buyoya took office, Burundi had already launched a
structural adjustment program that emphasized reform of the
parastatal sector. The interest of the government, however, slowly
extended to encompass the need for concerted dev~lopment of a
private sector-led, market economy.

The search for new means of promoting economic growth took on added
urgency in August 1988, when ethnically motivated clashes between
Hutu and Tutsi in the northeastern part of the country dramatically
demonstrated how fragile was Burundi’s political equilibrium. In
response to these events, the Government created a National
Reconciliation Commission and charged it with investigating the
tragedy and seeking ways to develop cohesion. It thereby thrust
into an open forum (for the first time in Burundi’s history) the
long-standing ethnic issues that were undermining stability and
prospects for economic growth.

The Commission concluded that Burundi cannot achieve ethnic and
political harmony without a greatly strengthened economy. To reach
this objective, it declared, the country had to face two basic
challenges. First, it was to overcome the chronic balance of
payments deficit that has persisted since 1978; by 1988, export
earnings covered only 60 percent of the cost of Burundi’s imports.
Second, Burundi was to address the lack of employment opportunities
for its rapidly expanding, but basically rural, population. To
address this situation, the Commission highlighted the linkage
between employment and social stability and recommended that:

", ..policies must be drawn up and designed to make maximum use
of human resources through creation of non-agricultural jobs,
particularly by promoting small and medium-sized integrated
enterprises in the rural areas."

The GRB realized that it would have to build the commitment and
trust of its population to achieve these objectives. It also
recognized that Buruvadi had very little experience with the private
sector. It therefcre launched a major effort to compensate for this
lack of experience while searching for effective ways to move the
private sector to the forefront of the economy. As part of this
effort, the GRB has sponsored a series of seminars and conferences
during the past two years on issues affecting the private sector.
In this search for new solutions to its economic problems, the GRB
continues to invite a variety of consultants (including several
provided by USAID) to probe these subjects with both the public and
private sectors.

Beyond the dialogue conducted in these seminars, issues openly
discussed and reported on in the Burundi press include:

-- The need for the private sector, within a marketing
framework, to become the engine of development.



-- The importance of reducing Burundi’s reliance on coffee as
its predominant export commodity, of diversifying exports,
and of increasing the private sector’s role in exporting.

-- The search for ways to assist the informal sector as a means
of combatting unemployment.

-~ The possible nwed to rewrite Burundi’s labor codes, which
many view as a.itiquated.

== The arbitrariness of the administration of, and the limited
public knowledge about, Burundi’s tax code.

-- The wisdom of continuing subsidies to state enterprises that
continue to escape paying taxes to the national treasury.

3. Next Steps: The Potential Role of A.I.D.

As the above discussion illustrates, Burundi has learned through
painful experience that development led by the public sector cannot
generate the employment and income cpportunities needed to keep pace
with its growing population. It has responded to this lesson by
committing itself to the development of a market-oriented economy.
Yet the country faces many constraints that impede its progress in
this direction. There continue to be influential dissenters within
the GRB who believe that development of the market economy will lead
to speculation and profiteering by a small group of businessmen.
Within the private sector itself, Burundi has little experience in
the areas in which it hopes to build its economy. Formal private
firms are often little more than expanded family enterprises with
little knowledge of modern business practices. Domestic marketing,
while extensive, operates at low volumes and only with simple
commodities.

These factors have combined to leave Burundi with laws, procedures,
and practices that are archaic, often arbitrary, and generally not
known or understood by the public. Thus, the private sector is
still hindered by the lack of an adequate set of regulations that
are fairly and impartially applied in a manner that facilitates
trade and provides a positive atmosphere for business. If the
private sector is to assume its envisioned leading role as the
source of increased employment and income for Burundi’s poor, the
country will have to reform these practices.

Through their Structural Adjustment Program, the World Bank and the
IMF have dealt or are in the process of dealing with many of the
macroeconomic constraints that prevent a market-based economy from
functioning smoothly. Measures that have begun to establish the
needed structure include:



-- Elimination of price controls (except on a few items
related to national security or public welfare).

-~ Liberalization of interest rates.

-- Establishment of a flexible foreign exchange rate policy
including a procedure for automatic devaluations.

-- Lifting of import restrictions, lowering of tariffs, and
relaxing of restrictions on many products.

-- Promulgation of an export promotion decree with numerous
incentives, including duty restitution.

-~ Diminution of the monopoly power of public enterprises.

As detailed in Annex V, "Activities of Other Donors," the GRB is now
midway through implementation of the second phase of the structural
adjustment effort. The Bank and Fund expect to disburse in February
1990 a second tranche of $30 million from the $90 million SAL II
program, which aims at consolidating progress made under the first
phase of structural adjustment while addressing a number of
additional subjects such as export development and the
liberalization of financial markets. Moreover, design of a third
phase is underway. The GRB, with assistance from the IBRD and the
IMF, recently completed a third medium-term Policy Framework Paper
detailing its objectives through 1991. Reforms during this period
are to include relaxation of remaining non-tariff barriers to
imports, improvements in public sector management, and elimination
of the existing requirement for mandatory savings with the Caisse
d’Epargne du Burundi (CADEBU), the largest parastatal credit
institution.

Nonetheless, the IBRD/IMF reforms have not focused, nor are they
intended to focus, on the procedural, administrative, and legal
practices which, even when all the necessary macroeconomic policies
are in place, could still impede development of the private sector.
The Bank’s emphasis on the macroeconomy leaves a clear gap in the
impact of the reform process.

To £fill this gap, Burundi will require substantial donor assistance
in identifying, assessing, and choosing from among the policy
options available to it. No donor is providing this type of aid in
a comprehensive, sustained manner. Thus, policy-based assistance
from A.I.D., if aimed at the development of reforms in laws and
procedures that will promote private sector growth, could supplement
the raform process begun by tlie Bank and the IMF by deepening and
enriching that process at the sectoral level chosen.

P



To respond to Burundi’s need for policy reform at the sectoral
level, USAID has since early 1989 worked extensively with the GRB to
identify the areas in which significant policy constraints to
private sector development exist. This process has involved
carrying out a series of studies and short-term consultancies. The
following section of this PAAD describes the constraints identified
by these studies and subsequent analyses conducted during the design
of this program.

Notes:

(1) See International Bank for Reconstruction and Development
(IBRD), Burundi Economic Memorandum, Report No. P-4770~BU, 1985, p.
140

(2) IBRD, Burundi Structural Adjustment and Development Issues:
Background Papers. Report No. 6754-BU, January 20, 1988, p. 61.

(3) Ibid., p. 5.



D. THE SMALL AND MEDIUM ENTERPRISE SECTOR

1. The private sector in Burundi.

a. Overview.

The reforms described in Section I.B are part of a package that has
succeeded in stimulating private sector growth, albeit in an uneven
fashion. The most recent (1986) census counts 556 registered firms
doing business in Burundi. (1) Of these, approximately 70 percent
are in commerce and 20 percent in manufacturing, with the remainder
in services. The number of registered private importers has grown
steadily from 1986 to nearly 400 by the end of 1989, but -- despite
legislative incentives offered -- accredited exporters numbered only
65 at the end of the same year. (2)

Private investment has increased from 2.4 percent of GDP in 1983 to
3.6 percent in 1988, and IMF projections put it at 5.6 percent by
1992. (3) The manufacturing sector, including both public and
private enterprises, grew from only 40 firms in the mid-1970s to 123
in 1986. Whereas private investment in the manufacturing sector vas
only 20 percent of the total from 1978-81, by 1986 it had reached &0
percent of the total. While this represents an impressive sectoral
gain, manufacturing in Burundi still accounts for less than 5
percent of GDP. (4)

At the end of 1986, the Ministry of Labor calculated the active
labor force of the country to be 2.9 million, of which 14,000 were
employed by parastatals, 28,000 in the formal private sector, and
175,000 derived their priacipal income from informal sector
activity. (The remaining employment is absorbed by on-farm work.) (5)

For the purposes of the BEPP program, USAID will define small,
medium, and microenterprises in accordance with criteria to which
the Ministry of Commerce and Industry (MCI) has provisionally
subscribed. Under these criteria, the term "small and medium
enterprise" refers to all non- farm, privately owned, for-profit
businesses with less than US$300,000 in equity and fewer than 50
employees. This definition encompasses agricultural processing
enterprises. The following table illustrates the MCI’s criteria:

Characteristics Medium Enterprises Small Enterprises Microenterprises

Capitalization $125-300 $30-125 Less than 30
(in US$000)

Employment 15-50 5=15 Less than 5



b. The SME’s.

Using these classifications, about 95 percent of all businesses in
Burundi are small, medium, or micro enterprises. These firms, also
the predominant modern sector employers, will be the main
beneficiaries of the reform agenda the Burundi Enterprise Promotion
Program (BEPP) will support. The other major focus of BEPP will be
export promotion. These emphases are mutually supportive. First,
new entries into the export sector will come largely from
medium~-size businesses; second, evolution of small business in
Burundi may be significantly helped if the export promotion campaign
being launched by the CGRB succeeds. (6)

The potential correlation between the growth of SMEs and the export
campaign derives from the weakness of purchasing power in the
Burundian economy, especially among the rural poor, whose
participation in the monetized economy is low. (7) With purchasing
power in decline and demographic growth far exceeding new on-farm
employment, exports offer a potentially vital avenue of economic
growth. Small business growth, given the proper environment, should
accompany wealth generated through foreign trade. (8)

The following analysis of significant policy constraints to private
sector growth will center on three priority areas in the regulatory
framework identified by USAID and the GRB during the past year:

I. Barriers to entry to and within the formal sector.
II. Constraints to doing business
III. Constraints to international trade and exports.
A fourth section (page 16) identifies constraints still imperfectly
understood and requiring further research.

2. Barriers to entry.

a. Sole proprietorships.

To register a sole proprietorship in Burundi is neither excessively
time-consuming nor financially onerous. (9) The problem lies in the
requirement for registration w.th both the business court and the
Ministry of Commerce and Industry. The Ministry retains the right
to deny and to revoke business licences, and the entrepreneur has no
effective recourse to the judiciary. The system creates the
potential for arbitrary treatment. Where there is an obvious
possibility for revocation of business rights, business confidence
is diminished, and any undermining of confidence presents a subtle
disincentive to investment.
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b. Corporations.

To establish the simplest form of incorporated business -- a limited
partnership -- the process grows more complex. Registration
procedures involve several agencies, presentation of an investment
plan, and multiple review of bylaws. The bylaws are published in
the Official Bulletin of Burundi and cost approximately US$350 per
ten pages. Since corporations, as legal persors, offer the shelter
from individual liability that all investors desire, the excessive
complexity and costliness of incorporation discourage both
investment and expansion.

c. Itinerant merchants.

The legal status of itinerant merchants is in limbo. "Circulation
permits," though still in force, have fallen into disuse. Because
one of the prerequisites for obtaining a commercial license (carte
de commercant) is proof of rental or ownership of property in which
to conduct the business, the itinerant merchants have been unable to
secure legal status. These ambulant traders, highly visible in the
capital, play an indispensable role in the marketing and
distribution of primary agricultural products throughout rural
Burundi (10); repression of their function under previous
governments has sijnificantly harmed the economy. (11) The Ministry
of Commerce and Industry has recognized the inconsistency of current
laws and is drafting legislation to change them.

3. Obstacles to doing business.

a. Credit.

Lack of access to credit is commonly cited by Burundian
entrepreneurs as a significant obstacle to estaklishing business.
Despite a World Bank fund that has allocated $7.2 million for small
business financing, various donor lines of credit for SMEs, and the
existence of a National Guarantee Fund, credit remains beyond the
reach of most small entrepreneurs. While the blame is often
attributed to the excessive conservatism of the commercial banks,
societal and administrative issues frustrate the system.

The problem centers on collateral. Property rights are commonly
held by tradition rather than by title, which makes them
unacceptable as guarantees for loans. Collateral is therefore
scarce. Moreover, Burundi law gives a priority lien on collateral
7> the government. Thus, commercial bank collateral requirements
increase.

At present no form of equity lending or of lease-purchasing exists
in Burundi. (12) There is interest in both. Equity lending poses
no legal problem. Lease-purchasing, on the other hand, is a concept
for which a legal framework would have to be developed with the

GRB. Either concept could provide an alternative to the bottleneck

in lending caused by the difficulty of providing adequate collateral.
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b. Tax policy and administration.

In collaboration with the IMF, the GRB has revised tax policy
several times during this decade. Nonetheless, the cumulative
effect of reforms and amendments has done little to encourage
investors or to diminish tax evasion. The two mair issues discussed
among the business community are excessive tax burdens and the
arbitrariness of collection.

Corporate profit taxes in Burundi are set at 45 percent. Expense
deductions are limited, tax evasion is common, and those
(proportionally few) companies that maintain accurate ledgers pay a
premium for their compliance. (13) If a business shows a loss, it
is still assessed a minimum one percent tax on its annual turnover.
Businessmen argue that such taxation is illogical and risks
condemning them to bankruptcy.

At the urging of the World Bank a 15 percent transaction tax went
into effect in early 1989. This tax constitutes a 3 percent
increase over the former level. It is imposed at the source, i.e.,
the taxes are collected either at the factory or at customs prior to
further sale of goods. The consequence for business is a depletion
of working capital. The measure was imposed upon the business
community without advance notice, aggravating a perception that the
fiscal services of the GRB use unfair and arbitrary tactics.

At the local level, municipal and other taxes are levied on informal
businesses, including microenterprises. The methods of assessment
are not clearly defined, although there is some indication that
taxes increase in proportion to numbers of employees in any given
trade. Both the ambigquity involved and the absence of effective
recourse to appeal create disincentives to employment. (14)

Complicating the entire tax scenario is the absence of uniform
accounting standards and of professional bookkeeping services
available to small businesses. While it is essential for the entire
fiscal process to establish uniform standards, tax assessment will
remain flawed until affordable accounting services are available to
small businesses.

c. Labor legislation.

Burundians are very concerned about maintaining equal employment
opportunity, and have enacted a series of measures designed to
protect workers from injustices, reprisals, or undesirable working
conditions. This has led to requirements for comprehensive,
obligatory benefit packages, which include a minimum wage, family
and transportation allowances, and medical reimbursements.

The cost of the wage package adds 30 to 50 percent to the employee’s
base salary. But with a minimum wage that has declined over 30
percent in real levels since 1982, the salary and benefits
themselves still represent low costs, and the financial burden
should not be considered a disincentive to investment. (15)
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The complexity of labor legislation, and certain of the protective
measures, however, do affect investment in employment and business
productivity. Other than the ponderous Labor Code, no version of
labor laws exists in an abridged, simplified form. The result is a
general ignorance of rights and obligations among both workers and
employers. Any labor contract exceeding three months duration must
be approved by a government placement office. As with the
legislation, no simple, standardized contract has ever been
drafted. Uncertainties lead to alleged breach of rights or
obligations and occasionally to litigation. At the same time, it
should be recognized that these same uncertainties provide a certain
flexibility in business practices.

Firing employees is fraught with potential complications for
employers, even when there is just cause. Protracted and costly
litigation is common. The costs associated with discharging an
unproductive worker represent a serious deterrent to increased
levels of employment and induce employers to hire temporary workers.
(16) This trend deprives society of the long-~term benefits of
on-the-job apprenticeship. As unemployment in Burundi can be
expected to grow in both rural and urban areas, a Labor Code that
dampens hiring or that constrains the mobility of the labor force is
problematic. (17)

d. Information.

Poor dissemination of business information, and a lack of clarity in
the information that is available, can discourage entrepreneurial
initiative and divert attention from productive activity to the
cultivation of useful contacts in the administration. Failure to
explain the changes in collection of the transaction tax, for
example, significantly affected the business community and stoked
private sector resentment towards the administration.

In a time of policy change such as the present, some degree of
confusion and contradiction may be expected. But effective dialogue
between the private sector and the government is now on the rise,
and some organizations are beginning to have a voice in
decision-making. Most notable among these -- and founded by the
government for this purpose =-- is the Burundi Chamber of Commerce
and Industry.

With a restructuring and a new mandate to support the private
sector, the Chamber is something of a fledgling organization with a
competent but tiny staff. Too much is expected of it: training,
market research, orientation of entrepreneurs, trade fairs, and so
on. The Chamber needs institutional support both to implement and
to design its role =-- as much to defend it from excessive petitions
as to enable it to respond effectively in appropriate areas. One of
its major responsibilities should be to clarify and communicate
information -- needs, perceptions, responsibilities -- between the
private and public sectors.

/)

\
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e. The absence of a definition of unfair trade practices.

Price liberalization, initiated under the World Bank/IMF Structural
Adjustment Program, has not brought untainted benefits to Burundi.
Collusion, hoarding, and speculation have occurred and could
threaten to provoke a reversal of the policy. This situation is
exacerbated by the absence of adequate legislation governinyg fair
trade practice. Laws do not exist, for example, prohibiting
price-fixing or mandating free contract bidding; there is, in fact,
no agreement on what constitutes unfair competition, sometimes
viewed as simply selling below former fixed prices. (18)

One measure the GRB has undertaken to encourage fair price
competition is to publish in the daily newspaper the prices of
select items sold in stores in Bujumbura. The daily newspaper,
however, reaches far too limited an audience to be of much use,
especially outside Bujumbura. Small merchants and consumers in
rural areas and in the smaller urban centers, however, still lack
regular access to price information about basic agricultural and
imported commodities.

4. Constraints to foreign trade.

The import-export sector is cramped by various administrative and
procedural constraints involving registration, licenses, customs,
and business travel.

a. Registration.

Commercial importers must register with the GRB:; exporters are not
required to register if they are willing to forego the incentives of
the Export Promotion Law. If a company is in good standing,
registration is a fairly uncomplicated process and does not in
itself obstruct business, save that conducted by foreigners, who
must be residents of Burundi and must deposit approximately FBu 10
million (approximately US $58,000) with the Central Bank to show
their good faith.

There may not be sufficient reason for continuing the registrati...
requirement for nationals. Foreign exchange is controlled by the
requirement for import and export licenses; the good standing of the
merchant is established in his business registration; statistics can
easily be obtained through other means. Removal of this control
would likely help to increase business confidence.
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b. Licenses.

Licenses are required whenever an import or export transaction
requires payment in or receipt of foreign exchange. The most
serious obstacle to expeditious processing of an import or export
license is the requirement of original invoices from suppliers for
importers, or an original signed contract from the purchaser for
exporters. Depending upon the business relationship and the country
involved, acquiring these originals can take days or weeks. There
is broad recognition of the need to approve use of faxed invoices,
and the Central Bank occasionally permits them on an emergency
basis. Commercial banks, however, need special permission, and
customs officials have been reluctant to accept faxed documents ever
when the Central Bank has authorized their use.

The wisdom of continuing to require licenses for all import/export
transactions is a potential issue in Burundi. Resolution of this
issue, however, goes beyond the scope of the sectoral reform progranm
that BEPP will support. It will ultimately be addressed by the GRB
in consultation with the IBRD and the IMF. Simplification of the
process, however, would help enhance the competitiveness of
Burundian exporters in foreign markets. (19)

c. Customs centralization and complexity.

Other than on an exceptional basis, all goods imported to or
exported from Burundi must clear customs in Bujumbura. This
centralization is a legacy of colonial administration adopted by
subsequent governments. It is inconsistent with the GRB’s objective
»n{ rehabilitating secondary commercial centers in the interior.

Since official policy encourages the decentralized development of
small-scale enterprise as well as the participation of SMEs in the
export market, it would be logical for the GRB to decentralize the
customs function by empowering regional customs posts to clear goods
without requiring that those goods pass through Bujumbura. Traders
from interior provinces should not be required to come to the
capital in order to expedite or to receive goods, nor should freight
be hauled unnecessary distances only because customs clearance is
available solely i, Bujumbura. Since the process of customs
decentralizatior 1as begun on an ad-hoc, specially authcrized basis,
the removal of this constraint poses relatively little difficulty at
the poiicy level. (20) Furthermore, as nev customs stations are
installed, simplified procedures can be inaugurated. The present
complexity of customs processing, involving as many as seven stops
for verifications and payment of duties, is highly inefficient.

d. Business travel.

Problems involving business travel abroad mainly affect importers
and exporters and are of two types: formalities for leaving the
country and availabilit; of foreign exchange. These categories
apply to regional as well as to overseas travel.

N /N
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1) Formalities for leaving the country.

Both nationals and residents in Burundi must surrender their
passports to the Air and Border Police after each trip abroad.
Recovering the documents is sufficiently time-consuming that it is
impossible to make an excursion out of the country without at least
a week’s notice. This inconvenience handicaps development of a
modern, dynamic export-import sector. Thus, removal of this
traditional requirement is important, and is under active
consideration by the GRB.

2) Availability of foreign exchange.

Foreign exchange in Burundi is carefully controlled to reduce
capital flight and to ensure adequate reserves. After submitting a
request to the central bank for hard currency, it normally takes a
businessman several days to receive those funds. Then he is limited
to a fixed amount, which in practice seldom exceeds U.S.$100 per day
for up to 15 days. This amount is rarely conceded more frequently
than twice a year. (21) 1In effect, this foreign exchange represents
a per diem allowance decided upon by the central bank. There is
currently discussion within the GRB about the need to increase the
daily rate and to impose standard criteria in place of what appear
to be arbitrary procedures.

e. Obstacles to exporting.

One of the GRB’s major economic objectives it to increase exports
significantly. Burundi is handicapped in its efforts to do this,
however, by the lack of a coherent export policy. To correct this
situation, an export promotion service has been proposed and is
expected to become operational during 1990. It is expected that
this organization will address each of the issues described above,
and the export promotion service will become, inter alia, a lobbying
agent with individual ministries and with interministerial planning
commissions.

Preliminary studies funded by A.I.D. have made it clear that there
is much to do to if exporis are to increase. Further constraints
include Burundi’s lack of experience in international trade:; the
lack of quality control procedures, the absence of economies of
scale, and the lack of access to credit. These studies also
disagree about the potential size and location of the market for
Burundian exports. Clearly, Burundi requires donor assistance both
to identify domestic policy obstacles to exporting and to assess
where the best opportunities exist for the sale of Burundian
products.

/790
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5. Other areas for research,

In many of the areas discussed above, USAID and the GRB have agreed
both on the presence of a government policy constraining private
sector development and on an appropriate way of correcting that
policy. These agreed-on reforms constitute the bulk of the policy
agenda that BEPP will support from FY 1990 through FY 1992. 1In the
following section of this PAAD, these are labelled "Category A"
reforms. In many other areas, however, there is agreement only on
the presence of a constraining policy; there is no consensus on the
relative importance of these constraints or on the appropriate means
of addressing them. These are labelled "Category B" reforms,
meaning that while the need for a policy change is clear, the nature
of the change required is not. 1In still other areas, moreover,
there is no consensus that any policy change is required.

To help the GRB and USAID gain a better understanding of these
Category B areas, BEPP’s companion project activity, the Burundi
Enterprise Support and Training Project (BEST), will support
in-depth research on such topics as:

-- Domestic policy constraints to export expansion.
-- The effects of the Labor Code on employment.

-- Access to credit and related support services.
-- Assessment and administration of taxes.

-~ The development of simplified, uniform accounting procedures.

-- Requlatory policies and practices that affect the private
sector, with a particular focus on business registration
procedures.

-- Regional export marketing opportunities.

-- Regional transport constraints, including the high cost of
transport for imports and exports.

-- The definition and punishment of unfair trade practices.

-- Possible tax benefits for new small businesses.

-- Possible updates of and amendments to the Investment Code.

As USAID and the GRB expand their understanding of the private
sector, other research topics will be added to this list. One
additional study, for example, might examine why wholesaling is not
clearly defined in law or practice in Burundi. As described in
Section III of this document, the BEST Project reserves funds for
several such yet-to-be defined studies.

All BEST research will be conducted with an eye toward developing
policy options to be supported by BEPP or by possible follow-on
sector grant assistance from USAID. Annual amendments to this PAAD
will define and refine the BEPP reform agenda for that year’s
program in light of the findings and recommendations of these
studies.
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II. The Proposed Progranm.

The Burundi Enterprise Promotion Program (BEPP, 695-0125) will
support several of the Government of Burundi’s (GRB’s) first,
essential steps in addressing the constraints to private sector
development described in Section I1.D above. It will do so by
providing an initial four years of policy-based assistance. This
assistance will run from FY 1990 through FY 1993 at an estimated
Life-of-Program cost of $35.0 million. USAID proposes to furnish a
first tranche of $1i3.0 million to the GRB under BEPP in FY 1990 via
a sector grant from the African Economic Policy Reform Program
($10.0 million) and from USAID Burundi’s OYB ($3.0 million).
Additionally, technical assistance, research, and training funded
under a ccmplementary $5.0 million project activity, the Burundi
Enterprise Support and Training Project (BEST, 695-0124), will help
the GRB and USAID refine and then implement the pclicy reform agenda
described below for FY’s 1991-1993. BEST-funded research will also
provide the analytical basis needed to design subsequent program
assistance in FY 1994 and beyond.

A. Program Goal and Purpose.

BEPP’s gcal is to increase employment and net income for Burundi’s
poor. As recommended by a February 1989 AID/Washington assessment
team, this objective now forms the central, unifying theme of the
entire USAID/Burundi portfolio, all elements of which have been or
are being redesigned to support its achievement.

To move toward this goal, BEPP’s purpose is to foster the growth of
private enterprise in Burundi, especially among small and medium
enterprises (SME’s), exporters, and in secondary towns. BEPP and
its companion project, BEST, will do this by encouraging and
assisting the GRB to implement a phased series of policy reforms in
the following three areas:

I. Removal of barriers to entry to the formal sector;

II. Alleviation of constraints to doing business; and

ITII. Facilitation of international trade and promotion of
exports.

As in any development program, even if the GRB successfully
implements all planned reforms, these alone will not be sufficient
to reach the goal-level objectives of increasing employment and
income. Each reform, however, constitutes an important step toward
creating the policy environment necessary for the private sector to
flourish, and thus for employment and income to expand. By removing
constraints to private sector growth, BEPP will remove critical
obstacles that must be overcome before Burundi can reach these
goals. Annex I, "Logical Framework", lists a series of assumptions
about economic and political phenomena beyond the control of this
program. If these assumptions hold true, implementation of the
policy reforms described below should lead to increased employment
and income for Burundi’s poor.
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B. Policy Reform Agenda.

This section describes the specific reforms that BEPP will support
and summarizes the status of negotiations with the GRB on these
reforms. (1) It presents the reforms in the order in which the GRB
now expects to implement them. This order represents the consensus
view of USAID and the GRB on the relative priority of these reforms
and on Burundi’s political, administrative, and analytical capacity
to define and subsequently carry out the necessary policy changes.

The reforms scheduled for Fiscal Year 1990 will be set forth in the
Program Grant Agreement for BEPP. By signing this agreement, the
GRB will commit itself to carrying out these reforms this year.
Some of the reforms planned for FY’s 1991-1993, however, are
necessarily less firmly developed. The policy agenda for these
years will not be inc: ided in the text of the initial Program Grant
Agreement itself, and the GRB is not yet formally committed to
implementing that agenda. Some changes in the sequence presented in
this PAAD for FY’s 1991-1993 will inevitably be made as
circumstances evolve over the life of this program. Subsequent
annual PAAD Supplements early in each Fiscal Year of the program
will (and should) adjust the timing and nature of the planned
reforms to take account of the changing environment in which BEPP
will occur.

Nonetheless, all the reforms described below for FY 1991-93 have
been discussed in detail with the GRB, which has agreed to work with
USAID/Burundi to find solutions to the constraints identified in all
these areas. In some cases, A.I.D. and the GRB have already agreed
on both the area in which action is to be taken and on the
substantive nature of the reform that will be made. These are
classified below as "Cateqgory A" reforms. In these areas, USAID
does not presently anticipate significant changes in either the
timing or the nature of the policy reforms described in this PAAD,
although some fine tuning may be required in responding to a dynamic
policy environment. In other cases, A.I.D. and the GRB have to date
agreed only on the area in which they will work together to develop
policy changes. The specific actions that will be taken have not
yet been determined. This PAAD suggests several possible steps that
may ultimately be agreed upon. These are classified as "Categqory B"
reforms; in these cases, there could be changes in either or both
the timing and the substance of the reforms described below. As
circumstances evolve and understanding of the actions needed to
promote private sector development expands, reforms now in "Category
B" will be moved to "Category A" in subsequent annual PAAD
Supplements.

(1) See Annex I, "Logical Framework," for a summary presentation of
the reform agenda.
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1. FY 1990.

Prior to releasing the $13 million sector grant provided for under
the Fiscal Year 1990 Program Agreement, the GRB will document, in
form and substance satisfactory to A.I.D., that it has implemented
reforms and related actions discussed below in "Category A" for
1990. The steps the GRB must take may be detailed in a Program
Implementation Letter (PIL) to be issued by USAID as soon as
possible following signature of the Program Grant Agreement. The
substance of these Conditions Precedent are set forth below subject
to non-substantive changes in language as required by negotiations.

CATEGORY A REFORMS,FY 1990:

a. Decentralization of Customs Clearance Procedures at Kayanza.

Condition: "The GRB will provide documentation to A.I.D., in form
and substance satisfactory to A.I.D., confirming the implementation
of new, decentralized, full-service customs clearance procedures at
Kayanza. At a minimum, implementation shall require that (a) the
customs post at Kayanza is authorized to carry out all actions
necessary to allow goods to enter and exit the country; and (b) that
it is no longer necessary for merchants clearing their goods at
Kayanza to travel to Bujumbura to complete customs formalities."

Rationale: Establishment of a full-service customs post at Kayanza,
the first major point of overland entry to Burundi for goods shipped
from Mombasa and other points north, will make it possible for
importers and exporters to complete all customs formalities there
without travelling to Bujumbura.

b. Decentralization of Related Import and Export Operations.

Condition: "The GRB will provide documentation to A.I.D., in form
and substance satisfactory to A.I.D., that:

a) Commercial bank branches in the interior of Burundi have
been authorized by the GRB to issue import and export
licenses for individual transactions not exceeding FBu 10.0
million (U.S. $58,000).

b) Bank of the Republic of Burundi (BRB) branch offices in
the interior of Burundi have been authorized by the GRB to
issue import and export licenses for all transactions
exceeding FBu 10.0 million (U.S. $58,000).

c) The commercial bank and BRB branch offices have been
authorized by the GRB to issue import and export licenses as
described above upon receipt of faxed copies of original
invoices."
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Rationale: Establishment of a full-service customs post at Kayanza
(reform "a" above) will make it possible for importers and exporters
to complete all customs formalities there without travelling to
Bujumbura. However, unless the procedures for obtaining import and
export licenses are also decentralized, these merchants will often
still need to go to Bujumbura to obtain those licenses from their
commercial bank or from the Banque de la Republique du Burundi (BRB,
the country’s central bank). Obviously, this would significantly
lessen the positive economic impact of decentralization of customs
procedures. Simultaneous decentralization and facilitation of the
issuance of import and export licenses will make it possible for
merchants to complete all required actions at Kayanza without
travelling to the capital.

c. Provision of easier access to foreign exchange for business
travel.

Condition: "The GRB will provide documentation to A.I.D., in form
and substance satisfactory to A.I.D., confirming the establishment
of standard guidelines that the BRB will follow in allocating
foreign exchange to business travellers. These guidelines, at a
minimum, shall (a) establish minimum and maximum amounts for such
allocations; (b) fix 21 days as the standard period for which hard
currency will be made available for each business trip; and (c)
allow the BRB to make foreign exchange available for longer periods,
if and as required."

Rationale: These actions will make it easier for importers and
exporters to obtain cash needed to travel abroad for business
purposes.,

RESEARCH ACTIVITIES, FY 1990.

d. Informal Sector Survey.

Condition: "The GRB shall agree in writing on a Scope of Work
jointly developed by the parties for a survey of Burundi’s informal
sector to be carried out by USAID and the Ministry of Labor between
approximately February and August 1990."

Discussion: As funds from the BEST Project will not be available by
February, USAID plans to finance the survey’s costs with Program
Development and Support (PD&S) funds. A description of the planned
scope and purpose of this survey is provided in Section III below,
"The BEST Project."

e. Baseline Data Survey of the SME Sector.

Condition: "The GRB shall agree in writing on a Scope of Work
jointly developed by the parties for a baseline data survey of
Burundi’s small and medium enterprise sector, to be financed under
the Burundi Enterprise Support and Training (BEST) Project."

Discussion: A description of the planned scope and purpose of this
survey is provided in Section V below, "Monitoring, Evaluation, and
Audit."
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f. Study of Domestic Constraints to Export Promotion.

Condition: "The GRB shall agree in writing on a Scope of Work
jointly developed by the parties for a study aimed at identifying
and recommending measures to correct domestic policy constraints to
export promotion to be financed under the BEST Project."

Discussion: As described below, USAID and the GRB anticipate that
the recommendations of this study will lead to the development of
new policy reform measures that will later be supported with program
assistance from A.X.D., either under the auspices of BEPP or a
similar, follow=-on program.

2. FY 1991.

CATEGORY A REFORMS, FY 1991:

Before A.I.D. releases the sector grant planned at U.S. $4.5 million
for FY 1991, the GRB will document, in form and substance
satisfactory to A.I.D., implementation of the following "Category A"
policy reforms and related actions. These policy reforms will serve
as the Conditions Precedent to disbursement of funds to be contained
in the planned FY 1991 Program Grant Agreement, subject to
non-substantive changes in language as required by negotiation.

a. Decentralization of Customs Clearance Procedures at Gitega.

The GRB will demonstrate that it has established a full-service
customs facility in the centrally-located market town of Gitega.
The documentation required by A.I.D. for fulfillment of this
condition will be substantively the same as for the facility in
Kayanza.

b. Simplification of Clearance Procedures at All Customs Posts.

The GRB will implement a system at all its customs posts that will
allow traders to clear their goods in one day and by making only one
stop. This will relieve delays caused by current customs clearance
procedures, which require that importers and exporters make as many
as seven different stops over a period of (on average) two to four
days.

c. Simplification of Initial Business Registration Procedures.

The GRB will authorize the civil courts to issue the Carte de
Commercant (the basic permit that authorizes one to do business in
Burundi) at the time businesses register with the courts, and will
no longer require businesses to apply to the Ministry of Commerce
and Industry (MCI) to obtain this card. USAID and the GRB envision
that, over the life of BEPP, the GRB will make a series of changes
in the way businesses of all types -- individuals, limited
partnerships, corporations, etc. =-- are registered.
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d. Increased Availability of Information on Market Prices.

The GRB will authorize the MCI’s Directorate of Interior Commerce to
publish the prices of selected agricultural commodities from the
Gitega and Bujumbura markets once a week in the country’s daily
newspaper, Renouveau, and to broadcast these prices regularly. The
commodities selected shall include, but shall not be iimited to,
those identified in a low-income market basket that USAID and the
MCI will develop jointly.

e. Establishment of legal Protection for Seasonal and Itinerant
traders.

The GRB will authorize a new category of Cartes de Commercant for
those merchants without a permanent business address. The GRB shall
not require recipients of this card to become members of the Chamber
of Commerce and Industry (CCIB), and the cost of the card shall be
low or nil. Under current law, these merchants are unable to obtain
the Carte de Commercant, and thus unable to benefit from the
protections conferred by legal status, because access to the card is
limited to those with a fixed place of business. This reform will
provide them with the protection they need without constraining
their activities.

CATEGORY B REFORMS, FY 1991:

USAID and the GRB have agreed to work together to develop a
supplemental policy reform agenda for FY 1991 in the following
"Category B" areas. Although USAID and the GRB have agreed on the
areas in which they will develop reforms, the reforms outlined below
for these areas are only indicative of the types of actions that
could be taken to address the constraints identified. USAID and the
GRB will develop a PAAD Supplement in early FY 1991 to spec.ify the
reform agenda that will serve as the Conditions Precedent to
disbursement for FY 1991.

f. Improvement in the Flow of Credit to Small and Medium
Enterprises (SME’s).

The GRB and USAID agree that a strategy must be developed to improve
the flow of credit to SME’s. As one possible step in this
direction, USAID and the GRB are discussing enactir.j a new law
governing lease-purchase banking and clarifying the tax status of
property made available to borrowers under lease-purchase
arrangements. This new law should make lease-purchase banking a
mnre attractive alternative for both commercial banks and their
clients in the SME sector.
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g. Facilitate Access to Passports for Business Travel.

The GRB recognizes that the difficulty of obtaining one’s passport
hinders the ability of importers and exporters to respond promptly
to business opportunities that require travel abroad. One solution
might be to allow registered importers and exporters to retain their
passports upon return to Burundi rather than requiring that they be
handed over on entry; other potential steps will be considered.

RESEARCH ACTIVITIES, FY 1991.

In addition to development and implementation of the policy reform
agenda described above, the GRB will agree to investigate jointly
with USAID the following research topics in FY 1991. This research
will be financed by the companion BEST Project:

h. The effects of the Burundi labor code on SME’s, with
particular attention to the employment impact of present
restrictions on hiring and firing.

i. Recommendations for further measures the GRB might take to
improve the access of SME’S to credit and related support
services.

j. A review and synthesis of prior research on the assessment
and administration of taxes. This review will be carried out in
coordination with the IMF’S ongoing work in this field. It
should devote particular attention to how the tax code is
applied to small, medium, and microenterprises (SME’s) and o
making recommendations for changes in tax administration and

assessment.
3. FY 1992.

CATEGORY A REFORMS, FY 1992:

Before A.I.D. releases the sector grant planned at U.S. $7.5 million
for FY 1992, the GRB will document, in form and substance
satisfactory to A.I.D., implementation of the following "Category A"
policy reforms and related actions. These policy reforms will serve
as the Conditions Precedent to disbursement of funds to be contained
in the planned FY 1992 Program Grant Agreement, subject to
non-substantive changes in language as required by negotiation.

a. Simplification of Business Registration Procedures.

The GRB shall:

1) Establish new, reduced fees for the publication of major
legal announcements (i.e., bylaws for proposed new businesses
and changes in the bylaws of existing businesses) in the
Official Bulletin of Burundi (BOB). These new fees shall be
based upon the cost of publication. A.I.D. shall issues
PIL’s to further define the major legal announcements subject
to this Condition Precedent.

o
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2) Devote the fees generated under the immediately preceding
Condition Precedent exclusively to the cost of publishing the
BOB.

3) Authorize production of the BOB through desktop publishing.

4) Authorize publication of minor legal announcements in the
daily paper rather than in the BOB. A.I.D. shall issue PIL’s
to further define the minor legal announcements subject to
this Condition Precedent.

These innovations will significantly reduce the costs of publishing
legal announcements, and will thereby significantly reduce the costs
of entry to and movement within the formal sector. The BEST Project
reserves funds f{or short-term technical assistance to assist the GRB
in designing and implementing these new procedures.

b. Incressed Availability of Information on Market Prices.

The GRB shall collect data on the prices of selected agricultural
commodities from several rural markets, and will publish those
prices once a week in the daily newspaper and broadcast them
regularly over Radio Burundi. The BEST Project reserves funds for
short-term technical assistance to help the GRB devise an
appropriate data gathering system for this purpose.

CATEGORY B REFORMS, FY 1992:

USAID and the GRB have agreed to work together to develop a
supplemental policy reform agenda for FY 1992 in the following
"Category B" areas. Although USAID and the GRB have agreed on the
areas in which they will develop reforms, the reforms outlined below
for FY 1992 are only indicative of the types of actions that could
be taken to address the constraints identified. USAID and the GRB
will develop a PAAD Supplement in early FY 1992 to specify the
reform agenda that will serve as the Conditions Precedent to
disbursement for FY 1992.

c. Establishment of a Third Regional Customs Clearance Post.

The GRB will establish a third full-service customs facility at an
appropriate site in the south of the country. The actual location
of this facility will be determined by the GRB, in consultation with
USAID, upon analysis of existing and projected traffic flows. One
possible site is the lakeside town of Rumonge, where the GRB plans
to upgrade existing port facilities. The documentation required by
A.I.D. for fulfillment of this condition will be substantively the
same as for the facility in Kayanza.

R
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d. Development of an Export Promotion Plan.

The GRB will produce an industry- and/or product-specific plan
satisfactory to USAID for expanding exports by eliminating domestic
policy constraints to their growth. This plan should be based upon
the recommendations of the BEST-financed study on this subject that
the GRB and USAID will conduct in FY 1990, and should either
implement these recommendations or justify a GRB decision not to
implement these recommendations.

e. Development of a Plan for Further Improvement in the Flow of
Credit to Small and Medium Enterprises.

The GRB will develop a plan satisfactory to USAID for expanding the
access of SME’s to credit and related support services. This plan
should be based upon the recommendations of the USAID-financed study
cn this subject that the GRB and USAID will conduct in FY 1991, and
should either implement these recommendations or justify a GRB
decision not to implement these recommendations.

RESTARCH ACTIVITIES, FY 1992.

In addition to development and implementation of the policy reform
agenda described above, the GRB will agree to investigate jointly
with USAID the following research efforts in FY 1992. This research
will be financed by the companion BEST Project:

f. A consultancy to draw up a plan for training in Burundi in
the use of simplified, uniform accounting procedures for all
sectors of the Burundian economy. USAID and the GRB anticipate
that, following development of this plan, the A.I.D.-supported
Burundi Human Resources Development Project (BUHRD, 695-0121)
will fund in-country training for public and private sector
employees in these simplified procedures beginning no later that
FY 1993.

g. A study of all regulatory policies and practices that affect
the private sector. This research shall focus on, but not be
limited to, developing recommendations for further changes in
business registration procedures.

h. A survey of regional export marketing opportunities.

i. A study of regional transport costs and constraints. This
work shall be conducted in close coordination with the World
Bank’s efforts in this sector. BEST-funded research shall
focus, among other topics, on the following possibilities:

1) Eliminating the requirement that all private importers and
exporters use Burundian transporters.

2) Applying uniform road tolls graduated according to weight
to vehicles of all countries.

3) Channeling these road tolls to a special GRB account
designated exclusively for road maintenance.

4) Eliminating all internal toll barriers.
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5) Eliminating the near monopoly that two parastatal
insurance companies, SOCABU and UCAR, have on insuring

imports and exports.
6) Making transportation insurance on imports and exports

optional.

7) Allow new private insurance companies to form.
8) Requiring existing insurance companies to charge
competitive international rates.

4. FY 1993.

CATEGORY B REFORMS, FY 1993:

USAID and the GRB have agreed to work together to develup a policy
reform agenda for FY 1993 in the following "Category B" areas.
Although USAID and the GRB have agreed on the areas in which they
will develop reforms, the reforms outlined below for FY 1993 are
only indicative of the types of actions that could be taken to
address the constraints identified. USAID and the GRB will develop
a PAAD Supplement in early FY 1993 to specify the reform agenda that
will serve as the Conditions Precedent to disbursement for FY 1993
(in effect, converting the reforms set forth below from "Category B"
to "Category A"). The GRB will then document, in form and substance
satisfactory to A.I.D., implementation of the agreed-on reforms.

a. Development of a Plan for Further Simplification of Business
Incorporation Procedures.

The GRB will develop a plan satisfactory to USAID for making further
reforms in business incorporation procedures. The plan will be
based upon the recommendations of the BEST-funded study of
regulatory constraints that will be carried out in FY 1992, and
should either implement these recommendations or justify a GRB
decision not to implement these recommendations.

b. Changes in Eligibility Requirements for Importers and
Exporters.
The GRB recognizes that it is now unduly difficult for

businesspeople to become engaged in international trade. Under the
auspices of BEPP, the GRB will review, among other possible actions:

1) Elimination of the requirement that importers and
exporters register with the GRB.

2) Elimination of the requirement that non-national importers
and exporters pay a FBu 10.0 million ($58,000) deposit before
beginning operations.

3) Allowing nonresident foreigners to import and export to
and from Burundi.
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c. Development of a Plan for Reform of Labor Laws.

In response to the findings of the FY 1991 BEST-funded study on the
effects of the Burundi labor code on SME’s, the GRB will by FY 1993
prepare a draft law or laws satisfactory to USAID revising that that
code.

d. Reduction in Transport Costs for Imports and Exports.

The GRB will develop a plan satisfactory to USAID for reforms that
will reduce the cost of transporting imports and exports. These
reforms should be based upon the recommendations of the transport
sector study the BEST Project will fund in FY 1992, and should
either implement these recommendations or justify a GRB decision not
to implement these recommendations.

RESEARCH ACTIVITIES, FY 1993.

The GRB will agree to carry out jointly with USAID the following
research activities in FY 1993, funding for which will be provided
by the companion BEST Project:

e. A study to propose new fair trade legislation that would
define "unfair trade practices" and specify legal penalties for
those engaged in such practices.

f. A study to design possible tax benefits for new small
businesses. These may include a graduated system of tax
forgiveness. Like all BEST-funded work pertaining to taxes,
this study should be carried out in close coordination with the
IMF’s ongoing work in this field.

g. A study to consider updates of and amendments to Burundi’s
Investment Code.

C. Other Conditions Precedent, Covenants, and Special Provisions.

1. Other Conditions Precedent.

"The GRB shall document, in form and substance satisfactory to
A.I.D., that it has:

a. Established an interest-bearing dollar account in a
commercial bank in the United States into which the FY 1990
sector dollar grant provided from BEPP will be deposited. .

Y
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b. Established a special, non-commingled account in the Bank of
the Republic of Burundi (BRB) into which it shall deposit,
immediately upon receipt of each sector dollar grant from
BEPP, local currency equivalent in value to the amount of
each sector dollar grant received, at the highest exchange
rate not unlawful in Burundi available to any person for any
purpose in Burundi on the date of A.I.D.’s disbursement of
the sector dollar grant. These funds shall be used to
support (a), A.I.D.’s local administrative and operational
expenses of the A.I.D. assistance program to Burundi; (b),
mutually agreed-upon local costs of joint GRB~USAID projects
in the small and medium enterprise sector:; and (¢), mutually
agreed-upon support of specific line items of interest to
A.I.D. in both the GRB’s Ordinary and Extraordinary and
Investment Budgets"

2. Covenants.

The FY 1990 Program Grant Agreement for BEPP shall contain the
following two covenants:

a. "In view of the desire of both parties to move as soon as
possible toward agreement on the GRB’s policy reform agendas for
FY’s 1991, 1992, and 1993, the GRB agrees to initiate a process
of consultation with A.I.D., beginning no later than 30 days
from the execution of the FY 1990 Program Grant Agreement for
BEPP, on the reform agendas for the anticipated FY 1991, 1992,
and 1993 programs. These consultations shall be based on a PIL
to be issued by A.I.D. immediately after execution of this
Agreement setting forth (a) the areas in which it is understood
that there is substantive agreement between A.I.D. and the GRB
on future year reforms; and (b) the areas requiring further
study and consultation between A.I.D. and the GRB."

b. "The GRB hereby covenants and agrees to maintain in full
force and effect the policy reforms implemented through
compliance with the Conditions Precedent to this Agreement."

Covenant Number 2 is designed to assure that the GRB continues to
maintain compliance with the Conditions Precedent after the FY 1990
sector dollar grant is released. Prior to obligation of subsequent
sector dollar grants under BEPP in FY 1991 and years thereafter,
A.I.D. shall evaluate whether the GRB continues to be in substantive
compliance with the Conditions Precedent included in all prior year
Program Grant Agreements for BEPP. If there is a failure of
compliance, further sums may not be obligated.

3. Special Provisions.

The FY 1990 Program Grant Agreement for BEPP shall contain the
following three Special Provisions:



- 31 -

a. "The GRB shall, immediately upon receipt of each sector
dollar grant, deposit into the special, non-commingled account
established pursuant to Section of this Agreement, local
currency equivalent to U.S. Dollars thirteen million (U.S.
$13,000,000) at the highest exchange rate not unlawful in
Burundi available to any person for any purpose in Burundi on
the date of A.I.D.’s disbursement of the sector dollar grant.

b. "The GRB shall execute, in form and substance satisfactory tc
A.I.D., a Trust Account Agreement for provision of local
currency by the GRB in trust to USAID/Burundi to be used as
needed for A.I.D.’s 1local currency administrative and
operational expenses, as needed, of the A.I.D. assistance
program in Burundi.

c. "Within 30 days of A.I.D.’s disbursement of the FY 1990
sector dollar grant from BEPP, the GRB shall transfer from the
account established pursuant to Section of this
Agreement, to the above-mentioned Trust Account, the local
currency equivalent of $900,000 for A.I.D.’s local currency
administrative and operational expenses of the A.I.D. assistance
program in Burundi, to be calculated at the highest exchange
rate not unlawful in Burundi available to any person for any
purpose in Burundi on the day of A.I.D.’s disbursement of the FY
1990 sector dollar grant."

See Section VI.D. of this PAAD, "local Currency Plan," for a
description of the operation and purpose of the Trust Account.

D. Status of Negotiations.

An earlier version of the above policy reform agenda (different only
in minor detail, not in substance, from that presented in this PAAD)
was submitted officially to the GRB on January 8, 1990. Following
an interministerial review, the Ministry of Foreign Affairs and
Cooperation (MFAC) notified USAID on January 17 that the GRB is
prepared to implement immediately all reforms planned for FY 1990
and to proceed as soon as possible with signature of the Program
Grant Agreement. The MFAC’s letter, which is attached as Annex III
to this PAAD, requested A.I.D. financial and technical assistance
for an initial period of four years (1990-1993) and stressed the
GRB’s willingness to work with USAID to define further the policy
reforms planned for FY 1991 and beyond in light of "the evolving
situation in our country."

E. Implementation Plan.

Following are the approximate dates by which USAID and the GRB
expect to complete certain critical implementation actions:

SN



Action:
FY 1990

PAAD Submitted

PAAD Approved

Program Grant Agreement Signed
Conditions Precedent Fulfilled
Sector Grant Released

FY 1991

PAAD Supplement Prepared
Revised Conditions Approved
Grant Agreement Signed
Conditions Precedent Fulfilled
Sector Grant Released

FY 1992

PAAD Supplement Prepared
Revised Conditions Approved
Mid-Term Implementation Review
Grant Agreement Signed
Conditions Precedent Fulfilled
Sector Grant Released

FY 1993

PAAD Supplement Prepared
Revised Conditions Approved
Grant Agreement Signed
Cconditions Precedent Fulfilled
Sector Grant Released

Final Evaluation

- 32 -

Action

Agents:

USAID,
AID/W
USAID,
GRB
USAID,

USAID,
AID/W
USAID,
GRB
USAID,

USAID,
AID/W
USAID,
USAID,
GRB
USAID,

USAID,
AID/W
USAID,
GRB
USAID,
USAID,

REDSO
GRB, REDSO

RFMC, AID/W

REDSO
GRB, REDSO

RFMC, REDSO

REDSO

REDSO, GRB
GRB, REDSO

RFMC, REDSO

REDSO
GRB, REDSO

RFMC, REDSO
REDSO, GRB

Expected By:

02/90
03/90
03/90
06/90
06/90

11/90
12/90
02/91
05/91
05/91

11/91
12/91
01/92
02/92
05/92
05/92

11/92
12/92
02/93
05/93
05/93
05/93
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III. The Burundi Enterprise Support and Training Project (BEST,
695-0124)

A. Introduction.

The Burundi Enterprise Support and Training Project (BEST, 695-0124)
will provide technical assistance and training to help refine,
implement, and monitor the effects of the policy reforms supported
by the Burundi Enterprise Promotion Program (BEPP). BEST and BEPP
will share the same goal and purpose. USAID and the Government of
the Republic of Burundi (GRB) will execute the Project Grant
Agreement for BEST simultaneously with the Program Grant Agreement
for BEPP. To help Burundi continue to implement the reforms
supported by BEPP, the BEST Project will continue through the end of
Fiscal Year 1994; i.e., one year after policy-based program
assistance from BEPP is expected to be completed. The Project
Assistance Completion Date (PACD) for BEST is September 30, 1994.
Its estimated total life-of-project cost is $6.67 million, of which
A.I.D. plans to contribute $5.0 million and the GRB $1.667 million.
USAID plans to obligate $2.0 million to BEST in FY 1990.

B. Project Rationale and Description.

1. Project Goal and Purpose.

The goal of BEST and BEPP is to increase employment and net income
for Burundi’s poor; their purpose is to foster the growth of private
enterprise in Burundi, especially among small and medium
enterprises, exporters, and in secondary towns. BEPP and BEST will
do this by encouraging and assisting the GRB to implement a phased
series of policy reforms in the following areas:

I. Removal of barriers to entry to the formal sector;
II. Alleviation of constraints to doing business; and
III. Promotion of international trade and exports.

The BEPP Program will support a phased series of actions needed to
help create conditions that will allow Burundi’s private sector to
flourish, and thus help employment and income to expand. However,
the policy environment in Burundi today is extremely fluid.
Policy-based program assistance alone will not be sufficient to
enable the GRB and USAID/Burundi to examine, understand, and make
adjustments in the reform agenda as the economy grows and new
constraints come to prominence. To meet these needs, complementary
project assistance from BEST is required. BEST will help broaden
local understanding of the market economy, and will sensitize
Burundians in both the public and private sectors to the need for
further economic reform. As the changes supported by BEPP are
enacted, BEST will assist the GRB as necessary in developing
operational plans for implementing those changes.
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2. Project Management.

The GRB’s Ministry of Plan (MOP) will assume overall responsibility
for coordinating both BEPP and BEST. To carry out this
responsibility, the MOP intends to charge a "Comite de Suivi"
(Coordinating Committee) with the task of coordinating the reform
program supported by BEPP. This Committee will consist of permanent
representatives from key Ministries and agencies of the GRB. It
will meet as frequently as required. The chairman of the
Coordinating Committee will serve as the GRB Project Manager for
BEPP and BEST. To assist the Committee, local currency counterpart
funds generated by BEPP will be used to finance the services of a
two-person staff (one program assistant and one secretary).

Within USAID, the Office of Agriculture and Private Enterprise will
be responsible for BEPP and BEST. Under the direction of USAID'’s
Agricultural Development Officer, who will be the Project Officer
for these activities, USAID’s Private Enterprise Specialist will
oversee implementation and monitoring of BEST and BEPP. Upon
completion of this individual’s contract in FY 1991, he will be
replaced in this capacity by a BEST-funded Personal Services
Contractor.

Day~-to~-day implementation of BEST will be the responsibility of a
three-person long-term technical assistance team. The Chief of
Party of this team will be headquartered in the Ministry of Plan,
and will serve as counterpart to the GRB Project Manager. The
planned composition of the that team is set forth in Section 3.a
below.

3. Project Description.

The BEST Project will have four principal components:

-- Long-term technical assistance in policy analysis, small
business development, and trade promotion.

-~ Policy-oriented research.

Training.

-- Monitoring, evaluation, and audit.

The following sections describe these components in more detail.

a. Long-term Technical Assistance.

Long-term technical assistance will be the core activity of the BEST
project. A team of three specialists will play a key rol: making
Burundi’s public and private sectors aware of the need to develop
policies, procedures, and practices that will lead to sustained
private sector growth. This team will also assist the GRB in
developing, as necessary, operational plans to implement these
reforms, and will organize and oversee the research, training, and
monitoring activities that BEST will fund.

Following is a brief illustrative description the planned
responsibilities of each of the three long-term specialists. Annex
VIII to this PAAD sets forth detailed illustrative job descriptions.

N
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1) Policy Analyst/Chief of Party:

This expert will work in the Ministry of Plan, and will serve as
Chief of "arty for the BEST technical assistance team and
counterpe.t to the GRB Project Manager. He or she will assist the
MOP in ccordinating implementation of the BEPP reform program,
monitorirg its progress, and further defining and deepening the
policy reform agenda. The Policy Analyst will work with the GRB and
the other members of the long-term TA team to develop scopes of work
for all short-term technical assistance funded by BEST and to
coordinate and manage all project-funded research. 1In this
capacity, the Policy Analyst will help the GRB analyze the findings
of the studizs and to transform these findings into reform
proposals. The Policy Analyst will also be responsible for managing
all training supported by BEST, and for overseeing the Project’s
Monitoring, Evaluation, and Audit component.

The Policy Analyst should have an extensive professional and
academic background in international business and policy analysis.
He or she must be fluent in French.

2) Small Business Specialist:

This expert will work in Burundi’s Chamber of Commerce and Industry
(ccIiB), which has existed since Burundi’s independence. 1In the past
few years, the CCIB has been reorganized and made the predominant
advocate for Burundi’s private sector. It is a quasi-independent
organization principally financed by dues from formal sector
enterprises. The GRB, however, appoints its leadership, and the
CCIB maintains close working relationships with GRB ministries. The
Chamber shares responsibility for implementing USAID’s current
training project (BUHRD), and also implements the World Bank’s small
enterprise loan project.

The Small Business Specialist funded by BEST will be responsible for
working with the Chamber to analyze the broad spectrum of
constraints faced by formal and informal enterprises in Burundi. He
or she will help the CCIB examine these constraints from the
perspective of the private business person. These analyses should
focus on developing additional policy reform measures for support
under BEPP, particularly in those areas classified as "Category B"
in Seccion II of this PAAD. The Small Business Specialist will also
assist the Chief of Party in monitoring the effects of the BEPP
reform program on small and medium-sized enterprises.

This expert should have extensive experience in the development and
promotion of small-scale enterprises in the developing world. He or
she must be fluent in French.
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3) International Trade Specialist:

The BEST Project will fund the services of an International Trade
Specialist to work with Burundi’s planned Export Promotion Service,
a new entity being organized by MCI. While created by the Ministry,
the Export Promotion Service is to maintain a quasi-private status,
allowing it to work with and to represent existing and potential
exporters. The Service will provide assistance and advice to
potential private exporters, and will be the primary representative
of exporters in developing ideas for reforms to help them to be
competitive. The GRB has planned extensively for the Service, and
USAID has provided short-term technical assistance to help the GRB
in organizing it.

The International Trade Specialist will help provide the Export
Promotion Service with the ability to analyze constraints to export
enhancement and diversification. He or she will work with the GRB
to produce industry- and/or product-~specific plans for expanding
exports by eliminating domestic constraints to their growth. The
Specialist will also monitor the effects of reforms enacted by the
GRB under BEPP to determine their impact on Burundi’s exports, and
will help the GRE assess what additional reforms need to be made.

This Specialist should have extensive international business
experience, preferably with a firm engaged in import and export
operations in Africa. He or she must be fluent in French.

b. Policy-oriented Research.

The BEPP Program sets forth a two-tiered private sector reform
program that the GRB will pursue over the next four years. This
PAAD classifies one group of reforms as "Category A": here, A.I.D,
and the GRB have already agreed on both the area in which the GRB
will take action and on the substantive nature of the action it will
take, although some fine tuning may be required in responding to a
dynamic policy environment. In the other group of reforms,
"Category B," A.I.D. and the GRB have to date agreed only on the
area in which they will work together to develop policy changes.
They have not yet determined the specific actions the GRB will take.

Before A.I.D. releases the sector grant from BEPP planned for each
Fiscal Year, USAID and the GRB will work together to develop annual
Supplements to this PAAD. They will then develop and sign annual
Program Grant Agreement Amendments based on these PAAD Supplements.
Each PAAD Supplement and Program Grant Agreement Amendment will set
forth the specific reforms that the GRB will enact under that year’s
program. In other words, these documents will move selected reforms
now in "Category B" to "Category A." These changes will be based
upon an expanded understanding of the dynamics of Burundi’s private
sector and the policy constraints to its growth.

4
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Policy-oriented research funded by the BEST Project will be a
principal means of developing this expanded understanding. This
research will provide A.I.D. and the GRB with the data needed to be
sure that they have selected the best policy alternatives and have
examined all linkages with, and effects on, other sectors of the
economy. The following table presents the planned research agenda
in the order in which USAID and the GRB now expect to carry it out.
USAID and the GRB will regularly review the research topics defined
below to ensure that they continue to have a high priority.

Table III-1l: Planned Research Agenda, FY 1990 - FY 1993
Burundi Enterprise Support and Training Project 695-0124

FY 1990

- Informal sector survey.

- Baseline data survey of the SME sector.

- Domestic constraints to export expansion.

FY 1991

- Effects of Burundi’s labor code on SME’s, with particular
attention to the employment impact of present restrictions
on hiring and firing.

- Access to credit and related support services.

- Review and synthesis of prior research on the assessment
and administration of taxes.

FY 1992

- Development of a plan for training in the use of simplified
uniform accounting procedures.

- Regulatory policies and practices that affect the private
sector, with particular emphasis on possible further
changes in business registration procedures.

- Regional export marketing opportunities.

- Regional transport constraints, including analysis of the
possibilities of eliminating requirements for exclusive use
of Burundian transporters, applying of uniform road tolls
to vehicles of all nations, creating accounts for road
maintenance, and removing internal toll barriers

FY 1993

- Development of fair-trade legislation defining unfair
practices and establishing legal sanctions on such
practices.

- Design of possible tax benefits for new small businesses.

- Possible updates of and amendments to the Investment Code.

Additionally, the project contains funds for unspecified analyses
that inevitably will arise as USAID continues its dialogue with the
GRB and as the GRB and USAID broaden their understanding of the
private sector. BEST also reserves funds for necessary short-term
technical assistance linked to these research topics (e.g., legal
assistance, statistical analysis, procurement assistance,
development of training materials and curricula, etc.).
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An institutional contract for technical assistance under BEST is
scheduled to be awarded by October 1990. The long-term technical
assistance team provided under that contract should therefore arrive
in Burundi by January 1991. Following that date, USAID and the GRB
will obtain all short-term technical assistance needed to carry out
the research outlined in Table III-1 under the auspices of that
contract. This will help assure a steady institutional commitment
to and involvement in the reform process, as the technical
assistance contractor should provide a long-term perspective on that
process while lending a unifying theme to the various research
efforts.

Nonetheless, both USAID and the GRB, in wishing to take advantage of
the period between approval of the PAAD and the arrival of the BEST
long-term specialists, have decided to launch the three studies
planned for FY 1990 during this interim period. The results of this
initial research will give USAID and the GRB the baseline data that
will be needed later to assess the impact of the reform program, and
will also help them refine the FY 1991 policy reform agenda in a
more timely manner. These three studies are described below.

1) Informal Sector Study:

USAID will carry out this research in collaboration with Burundi’s
Ministry of Labor and its Chamber of Commerce and Industry between
February and August, 1990. The United Nations Development Program
(UNDP) has sponsored a survey of the informal productive sector in
Bujumbura, analysis of which is in process. The USAID-funded study
will concentrate on the informal service sector both in Bujumbura
and in selected secondary population centers. The study will be
Burundi’s first attempt to look deeply at the informal sector to
determine its economic and social contribution to the economy, and
to examine the barriers that prevent enterprising informal sector
entrepreneurs from entering the formal sector.

2) Baseline Study of the SME Sector:

This study will take advantage of data assembled under a
USAID-sponsored Household Income Survey conducted between May and
December 1989. It will compile baseline data on the formal SME
sector as a whole. In combination with the informal sector study
described above, this will give USAID and the GRB a basis for
measuring change in that sector. Section V of this PAAD,
"Monitoring, Evaluation, and Audit," provides further information on
the baseline data gathering effort.

3) Study of Domestic Policy Constraints to Export
Expansion:

The GRB places major emphasis on expanding and diversifying
Burundi’s export base beyond the traditional export commodities of
coffee, cotton, tea, and hides, and wishes to encourage private
sector involvement in both traditional and non-traditional exports.
As part of this process, the reform agenda supported by BEPP will
begin to address several initial domestic policy constraints to
exporting.



- 39 =

For example, reforms supported by BEPP will expand access to customs
facilities, simplify customs procedures, and promote increased
availability of foreign exchange for business travel. Additionally,
through consultancies provided by AFR/MDI’s Africa Enterprise
Development Fund Project, A.I.D is already helping the GRB devise an

operational plan that will promote increased and diversified exports.

These efforts have made it clear that there remains much to do to
increase exports significantly over the next several years. Further
constraints include Burundi’s lack of experience in international
trade; the lack of quality control procedures; the absence of
economies of scale; and access to credit. Accordingly, BEST-funded
research in FY 1990 will begin to address these obstacles by
analyzing these constraints and providing recommendations for policy
changes to alleviate them. As part of the BEPP reform agenda, USAID
will ask the GRB to respond to this study by preparing by FY 1992 an
industry- and/or product-specific plan for expanding exports by
removing domestic policy constraints to their growth.

c. Training.

The objective of the training component of BEST is to provide
Burundians with the capacity to implement the reform agenda of
BEPP. This training will either be directly related to providing
the knowledge and skills needed to carry out BEPP reforms, or will
be more broadly related to increasing Burundian awareness and
acceptance of the role that the reforms have in furthering the
contribution of the private sector to economic development.

To complete successfully the series of policy reforms proposed in
BEPP, Burundians in key institutions will often need to acquire
knowledge and skills in specific areas related to the reforms. For
example, the process of decentralizing customs clearance procedures
and related import and export operations will be made easier if
importers and exporters involved in the process have, through their
participation in discussion groups or seminars, become familiar with
the new regulations. Similarly, financial institutions may need to
provide their staff with training in the analysis of credit
proposals before the flow of credit to SME’s improves
significantly. Other possible training topics include methods for
eliminating bureaucratic restraints on starting new business or on
moving from the informal to the formal sector, determining
employer/employee duties and responsibilities under existing or
modified labor codes, producing agricultural products for export,
and providing fair and efficient tax administration policies.

Training under BEST will also help support implementation of BEPP
reforms by sensitizing Burundians to the need for change, thus
helping them internalize the economic principles underlying the
policy reforms. This "Information, Education, and Communication"
(IEC)-type training will deal with such reform-related matters as:
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~ The legitimate role and function of business and
businesspeople in a modernizing society

- What the A.I.D. and broader structural adjustment
programs are trying to achieve, and why

- The winners and losers from the reforms

- The role of the informal sector

This process of sensitization will require the participation of
Burundians in both the public and private sectors. For present and
future decision makers, BEST-funded training will put them in
contact with their counterparts in other countries who have already
gone through the early phases of private sector development. These
contacts will provide a foundation for reflection on the nature and
types of reforms needed. For the rural entrepreneur and those in
the informal sector, training will provide both information and the
opportunity for discussion and debate.

BEST will provide the training discussed above in Burundi and in
other developing and middle-income countries with similar prospects
and constraints. The institutional contractor providing long-term
technical assistance to the project will manage the training
component. This contractor will place its three long-term
specialists in three institutions specifically targeted for BEPP
reform actions: the Ministry of Plan, the Chamber of Commerce and
Industry, and the Export Promotion Service. Through day-to-day
participation in the development and implementation of the reform
agenda, these experts will be well-suited to recommend specific
training programs to help ensure that the GRB carries out the
reforms in a timely, comprehensive manner. The contractor will also
work closely with USAID in formulating and implementing all aspects
of the training component.

BEST training will include group-study visits to other developing
and middle-income countries, individual visits to other developing
countries, in-country technical training, and short-term in-country
seminars and workshops. The following describes these activities in
detail.

1) Group study-visits to other developing and middle-income
countries:

These visits will allow Burundians to view how other
developing countries have dealt with problems related to free
enterprise and the expansion of the business sector. Five
groups of five participants, from both the public and private
sectors, will visit countries with successful private sector
programs such as Mauritius, Tunisia, Ivory Coast, Zimbabwe,
Cameroon, Morocco, and Thailand. The project will carefully
choose participants for each study visit to include
representatives from industries similar to those in the
country visited and/or from sectors with possible markets in
that country.



- 41 -

2) Individual visits to other developing countries for
attendance at trade fairs and other activities (especially
within the ZEP region):

These visits will provide individual Burundians with the
opportunity to research specific markets in neighboring
countries, establish networks of business contacts, and
thereby overcome obstacles to regional trade. Twenty
individuals s#lected from the public and private sectors will
participate in short-term visits of up to ten days in
countries such as Kenya, Zambia, Ethiopia, and Zaire. The
project will select participants in consultation with the
CCIB and the Export Promotion Service.

3) In-country technical training:

This component will provide short, intensive training in
specific skills identified as essential to the implementation
of the refcrm program. The project will conduct two two-week
workshops to improve the skills of staffs of BEST-supported
institutions such as the CCIB and the Export Promotion
Service. Each workshop will involve approximately 15
participants. To support measures to simplify business
registration procedures and to increase availability of
information on market prices, one workshop will offer
training in computer skills, including the use of desktop
publishing software. This will improve efficiency and
increase the flow of information among the institutions
involved in implementing these reforms. Because of the
technical nature of workshops, local or U.S. experts
recruited specially for this purpose will lead them.

4) Short in-country seminars and workshops:

This training will provide knowledge and skills related to
BEPP reforms and will increase public awareness of the role
of private enterprise in Burundi. The project will hold
twelve 3-day seminars or workshops in coordination with the
enactment of major reforms by the government or following the
completion of major studies financed by the BEST project. In
most cases, Burundians and/or local experts (such as the BEST
technical assistance staff) will chair the seminars, but the
project will make provisions for outside consultants for at
least three of the twelve seminars. There will be
approximately 35 participants at each seminar.

Table III-2 on the following page illustrates the types of training
BEST will offer and sets forth a preliminary implementation schedule
for that training.
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Table III-2: BEST TRAINING CALENDAR (new training starts)

TYPE FY91 FY92 FY93 FY94 TOTAL LOP
GROUP VISITS 3 2 5
wowv. vistes 3 71 s s 20
TECHNICAL TRAINING 1 1 2
SEMINARS 2 A s 2 12

The Burundi Human Resources Development Project (discussed later in
this section) will also provide training in support of A.I.D.
private sector activities in Burundi. While BEST will focus
directly on implementation of the reform agenda, BUHRD targets more
broadly on those technical and general areas supportive of market
and private enterprise development. The training received under
BUHRD can be applied to the reform agenda, but is intended to
develop a broader group or critical mass of people skilled in the
requirements of an expanding private sector.

Under BUHRD, private and public sector individuals receive U.S.
degree training in agricultural planning and policy, agricultural
research, business administration, economics, finance and
agribusiness. Short-term training, primarily in the United States,
enables Burundians to gain expertise in fields including export
promotion, training of trainers for business skills, agricultural
credit analysis and the management of small- and medium-sized
enterprises. In addition, BUHRD will give direct support to BEPP by
providing group training in the use of simplified accounting
procedures to be developed during FY 1992 as part of the BEPP reform
agenda.

d. Monitoring, Evaluation, and Audit.

Effective monitoring and evaluation of the reforms supported by BEPP
will be critically important to the program’s success. The fourth
component of the BEST Project will perform these functions. Given
the ambitious nature of the monitoring and evaluation (M&E) plan,
this PAAD reserves Section V for its description. 1In brief, the M&E
component of BEST will track the implementation and effects of the
BEPP reforms at the input, output, purpose, and goal levels by
carrying out a baseline survey of the private sector and then
updating that survey annually. This component will also fund annual
updates of the household income survey conducted by USAID in 1989.
Using the data thereby generated, USAID will conduct a mid-term
review of implementation progress in the second quarter of FY 1992,
and will carry out a full-scale evaluation of BEPP and BEST in the
third quarter of FY 1993,

=
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C. Conditions Precedent.

Prior to the first disbursement under this Project grant, or to the
issuance by A.I.D. of documentation pursuant to which disbursement
shall be made, the GRB will, except as the parties may otherwise
agree in writing, furnish to A.I.D., in form and substance
satisfactory to A.I.D., documentation confirming that:

1. The GRB has designated a Coordination Committee to oversee
all BEST Project activities, and has assigned that Committee
appropriate membership and responsibilities.

2. The GRB has assigned a high-level official to be the Project
Manager for BEST with appropriate authorities, and has
provided to A.I.D. specimen signatures for that individual.

D. Implementation Plan.

1. Procurement of Technical Assistance.

USAID will implement the BEST project through an A.I.D. direct
institutional contract that it plans to procure through full and
open competition. The contract scope of work will include long-term
and short-term technical assistance (except that required during
planned FY 1990 research) and in-country and third-country training
funded under the project. Consideration was given to the Small
Business Administration 8(a) set-aside procedure for disadvantaged
and minority firms. USAID determined, however, that such firms
would not be best suited to providing the type of long-term experts
needed and the institutional support and direction necessary to
assist the GRB in making the policy reforms to be supported by

BEPP. The contract scope of work will also call for significant
inputs of technical short-term consultancies in a variety of private
sector-oriented disciplines, and for short-term consultancies to
organize and carry out technical training activities. This will
require the successful contractor to have ready access to a network
of such consultants and to provide substantive home office
coordination of these diverse inputs.

Given the complex nature of its several components, BEST is well
suited for an innovative, management-intensive firm or institution
obtained through full and open conditions. For example, a private
sector-oriented firm could assume the lead role, with institutional
or other specialized firms and/or organizations providing requisite
input through subcontracts. It is important to note that this will
help assure a steady institutional commitment to and involvement in
the reform process. The technical assistance contractor will
provide the continuity of a long-term perspective on that process
while lending a unifying structure to the various research efforts.

Gray Amendment entities will be encouraged to participate in the
competition for this contract. In any case, pending finalization of
revised Gray Amendment contracting procedures, the RFP will contain
a provision requiring at least 10% subcontracting to Gray Amendment
firms.
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As noted above, USAID’s Private Enterprise Specialist will oversee
implementation and monitoring of BEST and BEPP through the
completion of this individual’s contract at the end of FY 1991,
After that date, he will be replaced in this capacity by a
BEST-~funded Personal Services Contractor. The services of this PSC
will be procured through full and open competition.

2. Procurement of Commodities.

USAID/Burundi will procure all major commodities funded by the
project. Annex VII, "Commodity Procurement Plan," details how USAID
will carry out this responsibility. 1In brief, USAID will order
vehicles through the Central Procurement Office of the U.S. Embassy
in Japan; will order household furniture, appliances, and generators
for the long-term TA team either from USAID/Somalia or through the
REDSO/ESA IQC:; and will order office furniture, computers, and fax
machines through the REDSO/ESA IQC. Following is a summary of the
commodities that USAID will procure and the purposes for which the
project will use them:

a. Vehicles.

The project will fund the purchase of three sedans and two
all-terrain utility vehicles. A Project Support Office (see below)
will dispatch and monitor all of these to support the long-term
technical assistance experts, short-term consultants, training
activities, and the implementing organizations of the GRB.

b. Computers.

The Project will fund the purchase of personal computers for the
following organizations and entities:

- Bank of the Republic of Burundi

~ Chamber of Commerce and Industry

- Export Promotion Service

- Ministry of Justice (Official Bulletin of Burundi)
- Project Support Office

- Ministry of Plan (Coordinating Committee)

- Ministry of Commerce and Industry (2)

Development of the technical specifications for these computers will
be coordinated with AID/W/IRM.

c. Fax Machines.

The project will fund the purchase of four fax machines for the
following organizations and entities:

- Bank of the Republic of Burundi
- Chamber of Commerce and Industry
Export Promotion Service

Project Support Office
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In addition to the items USAID will procure, the institutional
contractor will be responsible for local procurement of office
supplies, POL, and other operational needs. The contract will
include funds for this purpose.

3. Administrative and Logistical Arrangements.

The GRB will assign the members of the BEST long-term technical
assistance team office space in the Ministry of Plan, the Chamber of
Commerce and Industry, and the Export Promotion Service. The
technical assistance contractor will maintain a joint Project
Support Office in Bujumbura with the USAID’s Small Farming Systems
Research Project (SFSR, 695-0106). The BEST Project will share the
cost of Support Office rental, utilities and building guards. It
will hire a full-time local administrative/logistical support
assistant, a training assistant, and a secretary.

The contractor will be responsible for renting houses for the TA
team, utilities, official transportation, vehicle and house
maintenance, office supplies and services, travel arrangements and
per diem, all logistical arrangements relative to training carried
out under the technical assistance contract, and all administrative
support of the technical assistance team. The contractor will also
be responsible for all administrative and logistical support of
short-term contractors supplied by the project. The institutiocnal
contractor will arrange office space for short-term consultants
either with the host Burundian agency or at the Project Support

Office. Shared costs will be segregated and monitored appropriately.

4. Implementation Schedule.

a. Project Implementation and Support Activities:

Activity Date Action Agents
Project Agreement signed 2Q FY 90 GRB, USAID
PIL No. 1 on CP’s issued 2Q FY 90 USAID
GRB meets CP’s 3Q FY 90 GRB

PIO/C issued for household

commodities 3Q FY 90 USAID
PIO/T issued for institutional

contract 3Q FY 90 USAID
PIO/C’8 issued for two sedans

and two utility vehicles 3Q FY 90 USAID
PIO/C issued for computers 3Q FY 90 USAID

PIL issued concerning control and

expenditure of counterpart funds 4Q FY 90 USAID
Joint SFSR/BEST project support

office established 1Q FY 91 USAID
PIO/C issued for 1 sedan 1Q FY 91 USAID
Houses leased for TA team 1Q FY 91 USAID
Long-term TA team arrives 2Q FY 91 BEST TA
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Activity

Date

Action Agents

b. Research, Monitoring, and Evaluaticn Activities:

Informal sector survey begins

PIO/T issued for SME baseline
study

PIO/T issued for domestic
constraints to exports study
PIO/T issued for design of
household survey update

SME baseline study begins

Domestic constraints to exports
study begins

FY 1991 PAAD Supplement developed
Household survey updated

Long-term TA team arrives
Labor Code study begins

Credit study begins
SME baseline updated

Tax administration study begins
FY 1992 PAAD Supplement developed
Household survey updated
Accounting systems study begins

Regulatory policies study begins
Mid-Term Implementation Review

Regional export study begins
SME baseline updated

Regional transport study begins

FY 1993 PAAD Supplement developed
Household survey updated

Tax benefits study begins
SME Baseline Updated
Investment code study begins
Final Evaluation

Household survey updated

SME baseline updated

BEST PACD

2Q FY 90

3Q FY 90
3Q FY 90
3Q FY 90
3Q FY 90
4Q FY 90

1Q FY 91
1Q FY 91

2Q FY 91
2Q FY 91

3Q FY 91
3Q FY 91

4Q FY 91
1Q FY 92
1Q FY 92
1Q FY 92

2Q FY 92
2Q FY 92

3Q FY 92
3Q FY 92

4Q FY 92

1Q FY 93
1Q FY 93

2Q FY 93
3Q FY 93
3Q FY 93
3Q FY 93
1Q FY 94
4Q FY 94

4Q FY 94

USAID, GRB

REDSO, USAID

USAID
USAID
USAID, GRB
USAID, GRB

USAID, GRB,
USAID

BEST TA
BEST TA

BEST TA
BEST TA

BEST TA
USAID, GRB,
BEST TA
BEST TA

BEST TA
USAID, GRB,

BEST TA
BEST TA

BEST TA

USAID, GRB,
USAID

BEST TA
BEST TA
BEST TA
USAID, GRB,
BEST TA

BEST TA

REDSO

REDSO

REDSO

REDSO

REDSO



c. Training Activities:

Activity

Seminar
3 individual study visits

Seminar

Seminar

Seminar

2 Group Study Visits

4 individual study visits
Seminar

Seminar

1 Group Study Visit

3 Individual study visits
1 Short-course (2 weeks)
Seminar

1 Group Study Visit
Seminar

Seminar

1 Group Study Visit

3 Individual Study Visits
Seminar

1 Group Study Visit

2 Individual Study Visits

1 Short-course (two weeks)
Seminar

3 Individual Study Visits
Seminar
2 Individual Study Visits

Seminar
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3Q
3Q

4Q
1Q
2Q
3Q
3Q
3Q
4Q
4Q
4Q
4Q
1Q
1Q
1Q
2Q
2Q
2Q
3Q
3Q
3Q

4Q
4Q

1Q
2Q
3Q
4Q

Date

FY
FY

FY
FY
FY
FY
FY
FY
FY
FY
FY
FY
FY
FY
FY
FY
FY
FY
FY
FY
FY

FY
FY

FY

FY

FY

FY

91
91

91
92
92
92
92
92
92
92
92
92
93
93
93
93
93
23
93
93
93

93
93

94
94
94

94

Action Agent

BEST TA
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F. 611 (a) Assessment.

Based upon the A.I.D. Representative’s review of the BEST Project
and the complementary BEPP Program documentation, as well as his
consultations with GRB, A.I.D., and external experts, it is his
assessment that the financial and other plans necessary to carry out
the planned assistance, as well as a reasonably firm estimate of the
costs to the U.S. Government of providing this assistance, have been
completed.

Based upon the A.I.D. Representative’s review of the BEST Project
and the complementary BEPP Program documentation, the political
commitment of the GRB to the reform agenda, and consultations with
senior GRB officials, it is his assessment that upon execution of
the Program and Project Grant Agreements, legislative action
necessary to meet the policy reform agenda may reasonably be
anticipated to be completed in time to permit the orderly
accomplishment of the purposes of this Program and Project (See
Annex IV).

G. The Relationship of BEPP, BEST, and Other A.I.D. Activities in
Burundi.

The BEST Project will interact directly with USAID/Burundi’s other
ongoing project activities. The unifying goal of the entire USAID
portfolio is to increase employment and net income for Burundi’s
poor. Coordination within the portfolio will be relatively easy, as
USAID is only involved in five projects other than BEST and BEPP.
Over the past nine months, two of these other bilateral projects
have been redesigned to make them directly supportive of the
program’s unifying theme.

BEST will focus directly on developing a policy framework that will
allow Burundi’s private sector to function normally and expand.

Once policy and procedural reforms remove intangible constraints to
private sector growth, the availability of financial, physical, and
human resources will then come to prominence as principal
constraints to development of the sector. USAID/Burundi will be
able to address some of these constraints in its ongoing projects in
agriculture and human resource development.

The following section describes other A.I.D. activities in Burundi
and discusses their relationsnip with the BEST Project. While
BEST-funded specialists will not be directly involved in
implementing these projects, they will be an integral part of the
overall USAID team and will have considerable influence over how
these project resources are directed or redirected as USAID deepens
its involvement in private sector reform. The projects are listed
in relative order to their importance to the BEST Project.
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1. Small Farming Systems Research Project (SFSR, 695-0106).

USAID/Burundi has only one agricultural project. While a basic
objective of both BEPP and BEST is to promote non-farm employment,
much of this employment will depend directly on Burundi’s
predominant farming sector for its basic inputs and its markets.

The Small Farming Systems Research Project provides important
support in developing technologies and in examining GRB agricultural
policy options that will make the agricultural sector more
preductive.

Implementation of SFSR began in late 1986. Its objective was to
introduce and institutionalize the concept of farming systems
research within Burundi’s national agricultural research
institution, ISABU. In a three-year period, the project succeeded
in doing this, and also prompted a total reorganization of ISABU.
This reorganization refocusses ISABU’s efforts on resolving critical
problems as expressed by farmers and provides for working
relationships with the agricultural extension system. Over the past
year, USAID/Burundi has worked with ISABU to redesign the SFSR
project to better correspond with the reorganized structure of
ISABU, as well as to focus its efforts directly on USAID’s central
objective of increasing employment and net income for Burundi’s
poor. Implementation of the redesigned project is expected to begin
in April 1990. The twofold purpose of the redesigned project is:

-- To build tne capacity of ISABU to develop technological
innovations and policy recommendations that will improve
aqricultural production and marketing, and

-- To make available to small farmers in Burundi innovations in
production technology, including seeds, and increased access
to competitive markets for agricultural products.

The revised Project has three components. The first and principal
component is support to Farming Systems Research. During the
initial years of the Project, USAID assisted ISABU in developing the
concept of "In-country Regional Research Workshops#“. This is now
the central organizational theme for all of ISABU’s research. These
Regional Workshops work directly with farmers and extension agents
in defining constraints to production and in finding solutions. 1In
addition, this component will improve ISABU’s ability to collect and

analyze data and to transform these data into policy recommendations.

The second Project component is Marketing Support. This component
will enhance ISABU’s ability to contribute to national policy
dialogue and formulation on issues such as marketing systems reform,
food and input pricing, and rural infrastructure policies. This
component will provide the services of a marketing economist to
conduct micro-level marketing studies on agricultural inputs aad
products and to develop a series of analytical papers on
agricultural marketing constraints and on institutional and policy
reforms. In addition, short-term consultancies will focus on
national level issues of policy and market system reform and
international trade.
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The third Project component is S:ed Production. Improved seeds are
a key input of Burundian agriculture. Given Burundi’s isolated
location and the high cost of imported inputs, research is oriented
to developing crop varieties that excel with little or no fertilizer
or other modern inputs, and to varieties that resist or are tolerant
of pests and plant diseases. The revised SFSR Project provides
technical assistance and training to assist Burundi in implementing
its recently adopted National Seed Plan. A key SFSR objective is to
increase the participation of private seed producers and sellers in
Burundi’s seed sector.

2. The Burundi Human Resources Development Project (BUHRD,

695-0121).

The BUHRD Project is USAID’s bilateral training project. Like SFSR,
BUHRD was recently restructured to be a resource for, and to be
directly supportive of, initiatives heing taken under BEPP and

BEST. 1Its relationship to BEPP and BEST is discussed in Section
B.3.c above.

3. USAID/Burundi Buy-in to the Africa Regional Africa Private
Enterprise Fund Project (698-0438).

The Africa Private Enterprise Fund Project funds the services of
USAID/Burundi’s Private Enterprise Specialist. This expert is
responsible for developing and administering USAID’s private sector
portfolio. Under the supervision of USAID’s Agricultural
Development Officer, he will oversee both BEST and BEPP through the
end of his contract in FY 1i991.

In addition, USAID/Burundi is receiving short-term technical
assistance through the Africa Private Enterprise Fund. The emphasis
of these consultancies is on domestic and international marketing
and export promotion. Thus far, the Project has provided one
consultant to work with the GRB’s Ministry of Commerce and Industry
(MCI). This individual assisted the GRB in developing an overall
approach to export promotion, in analyzing the organization of the
Export Promotion Service the GRB is establishing, and in developing
an agenda, a schedule, and scopes of work for specialized follow-on
short-term consultancies.

4. Burundi Population Project (695-0123).

Burundi is the second most densely populated country in Africa. Its
population is growing at 3.3% per year. The number of people who
enter Burundi’s labor force each year, currently estimated at about
90,000, far exceeds the number of new employment opportunities
created. In addition, very little agricultural land remains to
absorb those unable to find non-farm employment. The A.I.D. program
in Burundi cannot achieve its goal of increasing employment and net
income for Burundi’s poor if population growth continues to exceed
the growth in employment opportunities.
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Burundi has been more sensitive to the population issue than many
other African countries. The objective of the Burundi Population
Project is to expand the availability and use of family planning
information and services to reduce the rate of population growth.
The Project will strengthen and expand Burundi’s national family
planning program through training, IEC, contraceptive supply and
logistics, and institutional support to Burundi’s Ministry of Health
and others.

Through local cost support from the Population Project and a buy-in
to the regional Family Health Initiatives II Project, A.I.D. is
supporting Burundi’s 1990 National Census. Demographic information
from the census will provide important baseline data in developing
sectoral policies related to private sector development.
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IV. Expected Program Accomplishments.

A. Impact of the Policy Reforms at the Firm and Sector Level.

The benefits accruing to the economy are a result of dicrect and
ipfirect benefits of the individual policy reform measures and the
additional combined effect of all the policy changes that create a
positive business climate for investors.

1. Direct Effects.

The »>rincipal direct effects of the policy reforms under BEPP will
result in the reduction of business operating costs associated with
trade and every day business operations, increased mobilization of
private capital for new investment, and increased regional and
international trade resulting from lower business costs. The
simplification of business registration and customs clearances, for
example, will reduce the costs of business operations, especially
for inexperienced SMEs. The decentralization of the customs
functions will reduce transport costs as well. Likewise, the
reduction in administrative inefficiency in the parastatal insurance
company will lead to reduced transport insurance premiums and lower
business costs. Finally, the easing of the eligibility requirements
for exporters and importers, through such reforms as allowing
nonresident foreigners to import and export and reducing or
eliminating the payment non-nationals must make prior to beginning a
business venture, has the potential for increasing production of
non-traditional goods and increasing the demand for domestic
agricultural production.

2. Indirect Effects

In addition to the more direct effects of the policy reforms, the
elimination of many of the bottlenecks associated with doing
business should increase business efficiency as businesses no longer
will take time-consuming actions trying to avoid the rent seeking
activities that are often associated with bureaucratic bottlenecks.
Also, in addition to the savings to the private sector that will
result from the policy reforms, the-e could be budget savings for
the GRB as the number of government employees is reduced as a
consequence of the streamlining of the various business registration
procedures performed by the government agencies. Finally, the
improved business climate, resulting from the combined effect of the
individual policy changes, will have its own separate .mpact and
produce a greater rate of domestic and foreign investment, and a
higher number of entrepreneurs and businesses, than otherwise would
occur, as a result of a lowered "risk premium" required by private
investors in Burundi.

AP
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3. Economic Changes Anticipated as a Result of tha Policy
Changes.

The policy changes that reduce the time spent conducting many of the
daily business tasks and that reduce the costs of exports and
imports will lead, not surprisingly, to reduced operating costs for
the firms affected. These lower operating costs should produce
increased output at lower prices. Similarly, as noted above, the
policies that increase the opportunities for export and that lower
barriers to investment will increase the demand for agricultural
production and processed agricultural goods.

The increased demand for these agricultural goods and the reduced
costs of other goods as a result of the other policy changes will
translate into increased incomes in the rural agricultural sector.
These increased incomes should lead to increased demand for goods in
the smaller towns and cities. This in turn should contribute to the
urbanization and specialization in the heavily rural areas that
Burundi requires if it is to begin to move from a subsistence rural
economy in which almost 50 percent of GDP is not traded, to a
dynamic, growing monetized economy.

The extra profits earned by the producers as a result of reduced
operating costs, and the increased sales of agricultural goods as a
result of the "export" promoting policies, should ultimately be
translated into greater overall investment and higher GDP and
employment growth rates, not just in the agricultural sector, but
throughout the economy as well, than otherwise would occur. Some of
the existing firms will expand as a result of the increased profits
and increased demand. Where competition exists, over time new firms
will enter. Within the private sector, one would therefore expect
to see an increase in the number of micro enterprises and SMEs, as
well as some increase in the number of large firms. There should
also be increased movement from the informal to the formal sector as
a result of the reduced costs of entry. The number of newly created
small and medium enterprises is expected to begin to grow at a
faster rate. Most of the new jobs should be created in the modern
or formal sector, with the remainder opening up in the informal
sector. This will occur both in Bujumbura and the various small
urban centers in the interior.

A\
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4. Policy Environment by 1993.

By 1993, the USAID-sponsored policy reform effort, in conjunction
with that of other donors, will begin to produce a set of rules,
regulations, and practices that will provide the private sector with
a working environment in which, among other things, business
confidentiality is assured; governmental decisions are based on
clear, fair, and equitable rules of law; increased credit is
available to SMEs; the cost and time required to incorporate a
business is reasonable; nationality does not hinder investment in
Burundi; and domestic and international trade occurs with few, if
any, impediments. Thus, with the successful implementation of the
program’s various policy reforms, USAID expects to see, as early as
1994, measurable change in business costs and increases in SME
investment and the overall efficiency of investment. A modest, but
positive increase in real per capita income may also be observed by
that date.

The economic impact of the changes are expected to continue into the
next century. Thus, within ten years after the end of the program,
their impact should be readily apparent. The following sections
discuss the effects of the policy reform program that should be
measurable both in the first post-program year (FY 1994) and in the
tenth year post-program year (FY 2003).

B. Impact of the Multi-Year Policy Program at the Purpose and Goal
levels Measured in Terms of Changes in Value Added to SMEs, GDP,

and Employment.

Although the principal focus of BEPP will be on the private sector,
the various policy reforms in the program will affect virtually all
sectors of the economy. The analysis appropriate for estimating the
changes resulting from such a large number of institutional and
procedural reforms is carried out at a fairly aggregate level.

1. Method Used to Measure Impact.

To measure the changes in GDP and employment due to BEPP, a base
case was ustablished that represents what is estimated would occur
without the program. The base case follows, with minor adjustments,
the projections developed by the GRB’s macroeconomic planning unit
and the IMF,.

4
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Certain basic assumptions form the basis of both the macroeconomic
analysis of this section and the benefit-cost analysis described
elsewhere in this document. First, it is assumed that the benefits
of policy reform take two forms (1) cost savings which (at least
initially) increase enterprise profits, some portion of which is
reinvested, and (2) improvements in the efficiency of investment
which result from "leveling the playing field" between large and
small enterprises and which, in economic terms, takes the form of a
reduction in the incremental capital-output ratio. 1In addition, the
resource transfer in the program itself (the sector grant) makes
possible additional domestic absorption. The initial form in which
this is available to the economy is as additional fiscal financing
available to the public sector. The proportion of these resources
which do not finance additional public sector spending are available
to finance additional private sector investment. Finally, a
relationship is established between the GDP growth rate and
employment creation in order to measure the change in employment
over time as a result of the program.

Although it is certain that the policy changes supported by BEPP
will lead to some amount of increased investment from abroad, some
of which will represent reverse capital flight, no attempt was made
to estimate new investment that might enter the economy as a result
of the improved, pro-private sector climate. To the extent that
this occurs, the results of the model are underestimated.

Sensitivity analysis involving the cost saving policies indicates
that a good estimate for the average annual value in constant
dollars of the two groups of savings would be approximately $6
million. While it is not possible to judge precisely how
businesses, especially SMEs, will use their cost savings, it is
certain that some portion of it will be reinvested, and in the very
businesses that benefit from the savings. A range of 35, 45, and 55
percent of savings used for investment was selected, with 45 percent
assumed to be the more likely result. Further sensitivity analysis
indicates that an ICOR that falls from the base case of 4.7 to 4.4,
for a 7 percent change, is reasonable. A full discussion of the
analysis is found in Annex X. The following paragraphs summarize
the results.

2. Projected Changes in GDP and Employment as a Result of the
Program.

a. Anticipated Growth Rate Changes in GDP and Employment.

If the reforms supported by BEPP are implemented, by 1994 GDP should
be growing at a rate slightly greater than 4.82 percent. Compared
to the base case estimate of 4.5 percent, this implies an increase
in the rate of GDP growth of approximately 7 percent for 1993-94.

At 5.21 and 5.0 percent, the GDP growth figures expected by 2003 are
slightly higher for both the program (with BEPP) and base (without
BEPP) cases, though by 2003 the difference between the two cases is
somewhat smaller. For the 1993-1994 period, the analysis indicates
that employment will grow by about 2.5%, as compaied to the 2.3%
estimate for the base case. These differences imply an increase in

A7
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the growth of employment by 1994 as a result of the program in the
range of 7%. The expected employment growth rates for the 1993-2003
period for both the program and base cases are expected to be lower
than those for 1993-94 because of the averaging that occurs under
the remaining nine years to 2003.

b. Anticipated Changes in Employment.

The employment growth rates expected under the BEPP program should
produce about 2,800 to 2,900 more jobs between 1993 and 1994, and
23,000 to 24,000 between 1993 and 2003, than otherwise would occur.
This translates into a range of 1,900 to 3,000 new jobe annually as
a result of the program. The program will therefore cover
approximately 3% of the 90,000 new potential job entrants expected
annually over the next several years.

As the detail in Annex X indicates, if capital investment became
even more efficient, with the ICOR falling to 4.2, or falling by 11
percent, as many as 40,000 new jobs could be created by 2003. At
the other extreme, if capital efficiency does not improve during the
period, new employment could be as low as 2,000 to 2,600 by 2003,
This latter possibility, however, appears quite remote.

c.The Change in Value Added in the SME Sector as a Result of
the Progqram.

The annual aggregate employment figure range of 2,300-2,400 derived
in the earlier aggregate analysis, combined with knowledge of
employment by sector and with estimates of the changing composition
of employment at the margin as a result of the program, were used to
arrive at an estimate of the new jobs that will be created in the
SME sector.

With the emphasis of the BEPP-supported reforms on relieving
constraints impeding the growth of the private sector, especially
SMEs, it is believed that the comhosition of the new job openings
resulting from the program will be significantly different than the
existing averages. Currently, 71% of thosa employad are employed in
traditional agriculture, 17% in the informal sector, and 12% in the
modern sector. Once the collective impact of the various policies
begins to wield its effect, it is expected that, of the annual extra
2,300 to 2,400 new jobs to be created as a result of BEPP,
approximateiy 40% will be in the modern sector, 30% in the informal
sector, and 30% in the traditional agricultural sector.

Assuming that 70 percent of the new additional jobs resulting from
the program are in the SME sector, it is expected that the program
will lead to the creation of about 1,700 new jobs annually in the
sector, defined to include both the modern and informal sectors.
The remaining job openings, approximately 700, are assumed to be
created in the traditional agricultural sector.
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If 1,700 of the additional jobs created annually as a result of the
program provide an average annual salary or wage of $720, about
three times per capita income, and if the wage represents about 70
percent the value added by a firm, the total change in value added
in the SME sector as a result of the program can be estimated to
approach $2.0 million annually.

d. An Estimate of the Change in the Number of SMEs Expected
Under the Program.

The previous analysis concentrated on aggregate gain in employment
and then change by broad sector categories, rather than the number
of new firm start-ups and the employment that results. 1In the end,
it is the amount of increased employment created in the SME sector
that is important rather than the number of firms. With that
disclaimer, it still is of interest to attempt to estimate the order
of magnitude of the change that one might reasonably expect to occur
in the number of SMEs as a result of the policy program. The
following paragraphs describe in rough quantitative terms what might
be expected as a result of the policy reform program.

As noted elsewhere, the combination of the various reforms is
expected to create an atmosphere conducive to business growth in the
SME sector in particular. The growth will include the expansion of
existing firms and the creation of new ones.

There are currently some 5,000 firms. About 600 of them are
registered firms in the modern sector employing 35 people on
average. Over the past 10-15 years, the data indicate that there
have been 20-30 annual new firm start-ups in this "600" modern
category. In the modern sector there are also some 3400 small
family businesses employing 1-3 people. Finally, there are
approximately 1000 unregistered firms in the informal sector, with
the average firm employing about 5-10 employees.

Using an annual average of 2,300 - 2,400 additional new jobs
expected to be created by the program (the range derived from the
analysis conducted at the aggregate level) as the base for this SME
sector analysis, estimates were developed of the increase in
employment in existing firms and the average number of firm
start-ups that seem reasonable to expect. This analysis indicates
that there will be approximately 8-12 additional, new successful
firm start-ups in the "600" category of the modern sector annually
as a result of BEPP reforms, for a new annual total of between 28-42
new starts per year. Although this would add 40% to the past trend,
the pro-business nature of the BEPP reforms appears to justify such
optimism. In the informal sector, it is anticipated that the
economy will spawn some 50 new firms annuallv, a 5% annual increase
over the current stock of 1000. The expansion of the small family
businesses is expected to reach 100 new starts annually.
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Assuming that the changes discussed above begin to occur by 1993 (as
opposed to 1994 as assumed in the previous analysis), there should
be 308 to 462 more firms in the modern sector by the end of 2003, as
opposed to only 220-330 expected without the program. Thus, the
creation of 88-132 new firms could reasonably be attributed to the
impact of the BEPP Program. In the informal sector, there should be
approximately 400 new firms.

C. Summary

Each of the policy reforms will have its own individual effects as
discussed above. However, over the long-run, the major impact of
the policy reform program will likely be the effect the policy
changes have as a whole, as they, together, produce an
economic/business environment that is attractive to investors, both
domestic and foreign. This positive environment, in and of itself,
should lead to more rapid GDP growth and hence employment than would
be created by the policy reforms individually. In summary, by the
turn of the century, there should be a growing, vibrant SME sector
in Bujumbura and in the growing urban centers in the interior, more
rapidly developing small urban centers in the interior that are
providing alternative job opportunities for those in the traditional
agricultural sector, expanding domestic and international trade, and
a more rapid increase in GDP, employment, and per capita income as a
result of the policy reform program.
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V. Monitoring, Evaluation, and Audit.

The monitoring, evaluation, and audit component of the Burundi
Enterprise Support and Training Project (BEST, 695-0124) is designed
to meet three objectives. The first and narrowest is to generate
information to be used to assess the impact of the policy reforms
sponsored by the Burundi Enterprise Promotion Program (BEPP,
695-0125). The second is to carry out a series of empirical
research activities that will keep USAID/Burundi in close touch with
currents of socioeconomic change in the country as the nation’s
structural adjustment program moves forward. The third and broadest
is to establish within appropriate Burundian institutions the
capacity to generate and analyze an appropriate range or empirical
information to strengthen national policy making and development
planning.

This monitoring and evaluation plan encompasses four levels of
program implementation and progress: inputs, outputs, purpose-level
indicators, and goal-level indicators. The first step is monitoring
the disposition of inputs associated with the reform program and the
complementary project activity. The second step (and the first step
in measuring impact) is to establish whether the resources provided
as inputs have accomplished anything; in particular, whether reform
program conditions have been met. These are output-level
indicators. The next step is to establish whether intermediate
objectives have been met (e.g. on-the-ground implementation of
agreed policy adjustments, together with first-order responses on
the part of small and medium enterprises). These are purpose-level
indicators. The last step is to establish the effect that these
intermediate outcomes may have had on people’s lives, which entails
an assessment of goal-level indicators. As with all monitoring and
evaluation activities, this will require (a) a long term
perspective, (b) good baseline data, (c) a comprehensive monitoring
system embedded in the implementation process, and (d) willingness
to accept that many causal linkages might be difficult or impossible
to prove. The indicators chosen and the means for monitoring them
are discussed below. A final section outlines the program
evaluation strategy.

A. Input Monitoring.

The program and project will provide these principal inputs:

-- A $13 million sector dollar grant that A.I.D. plans to follow
with other sector dollar grants;

-- 135 person-months of long-term technical assistance;

-- Approximately 80 person-months of short-term technical
assistance;

-- Approximately 100 person months of training, both in-country
and elsewhere; and

-- $400,000 worth of commodities, including vehicles, personal
computers, and fax machines.
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USAID’s Private Enterprise Advisor (and, following the end of this
individual’s contract, a Project-funded PSC Project Manager) will be
responsible for monitoring and reporting on the disposition of
program and project inputs, which will be documented through the
normal correspondence associated with program and project
implementation. This includes Program and Project Implementation
Letters (PIL’s): Program and Project Implementation Orders (PIO’s)
for commodities, technical assistance, and training; financial
reports, and Program/Project Implementation Reports. Input
monitoring as laid out here appears routine. Yet it is an essential
element in the overall monitoring plan since it will provide an
answer to this question: what specific resources has A.I.D. provided
that might conceivably influence the trajectory of development in
Burundi?

B. output Monitoring.

The program anticipates the following outputs during FY 1990:

-- The establishment by the Government of the Republic of
Burundi (GRB) of a customs facility at Kayanza with full
authority to clear goods entering and leaving Burundi;

-- Authorization by the GRB for the issuance of import and
export licenses by provincial offices of the the Bank of the
Republic of Burundi (BRB) and commercial bank branches in the
interior of the country:

-- Provision by the GRB of easier access to foreign exchange for
business travel; and

-- Surveys of the SME sector, the informal sector, and of
domestic constraints to export opportunities that will be
undertaken jointly with the GRB to identify the next
generation of policy adjustment objectives in trade and the
small and medium enterprise sector.

The USAID Project Manager will be responsible for monitoring and
reporting on the achievement of these program outputs.
Decentralization of customs operations will be documented through an
exchange of letters with the appropriate government agency and
through official publications, as will the revision of ‘egulations
governing access to foreign exchange and business deduction
allowances. The baseline and reform-oriented studies will be
documented sequentially through (a) joint preparation of terms of
reterence, (b) joint selection of the study teams, (c) successful
completion of the studies themselves, and (d) preparation of a joint
GRB/USAID memorandum or exchange of correspondence commenting on the
acceptance and rejection of study recommendations and outlining the
steps required for following through on study results.

Additionally, USAID will charge its Project Manager with making
periodic visits to the new customs facilities and to BRB and
commercial bank branches in the interior of the country to assure
that the reforms agreed upon have in fact been put into practice.

¥
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In the second and subsequent ye:rs, the program will have
additional, similar outputs (that is, second-generation policy
reform objectives and follow-~-on analyses). Annex I to this PAAD,
"Logical Framework," illustrates what these out-year outputs may be;
they can be effectively monitored through an extension of the
process outlined akove.

Output monitoring as described here will emerge within the context
of USAID involvement in discussing and guiding the process of policy
change envisioned in this program. It will answer this key
question: what specific, concrete changes or activities have
occurred as a consequence of A.I.D.’s decision to provide resources
in support of policy change in Burundi?

C. Purpose-Level Monitoring.

The overall program purpose is "to foster the growth of private
enterprise in Burundi, especially among SME'’s, exporters, and in
secondary towns." Achievement of this purpose will be associated
with the following empirical indicators of change:

-- An increase in the number of medium, small, and informal
sector enterprises involved in export trade;

-- An increase in the numbers of people employed in medium,
small, and informal sector enterprises;

-- An increase in the annual amount of value added by SME'’s as
measured by GRB statistics or, if necessary, by a special
survey;

-- An increase in the real value of non-traditional exports as
measured by GRB statistics or, if necessary, by a special
survey.

Section IV of this PAAD, "Expected Program Achievements," sets forth
USAID’s best estimates of the expected magnitude of the changes that
will occur in these indicators at the end of the first post-program
year (FY 1994) and at the end of the tenth post-program year (FY
2003). The expected changes as of these dates are also summarized
in the Logical Framework.

Unlike the monitoring arrangements for inputs and outputs, it is not
feasible to expect this purpose-level monitoring to be done
exclucively by the USAID Project Manager within the context of
routine project implementation actions. A specicl effort will be
required to perform effective purpose-level monitoring. During the
initial four months of program/project implementation, short-term TA
resources will be used to:
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1. Examine the official statistics and records maintained by
relevant government agencies to determine how useful they are
in measuring change in the numbers of businesses, the numbers
of people employed in businesses, and the volume and value of
trade and commerce. It is not necessary that these formal
records be completely accurate and up-to-date, but it is
necessary that they be collected consistently across regions
and across years.

2. Create a baseline report on numbers of enterprises,
employment levels, and volume and value added in trade and
commerce. If official reporting is roughly adequate, this
baseline report can be grounded on official statistics. If
not, the report will need to be preceded and augmented by
sample surveys of businesses in two or three major trading
centers around the country.

Annually thereafter the project will update this baseline data
(using short-term TA), a process which should be guided by the
BEST-funded long-term technical assistance team in close
collaboration with relevant government agencies. It will be
difficult, and may turn out to be impossible, to impute the effects
of BEPP’s particular interventions on empirical measures of change,
but this is not a flaw in the monitoring system proposed here. This
system is designed to collect information on key indicators which
will shed useful light on the performance of the SME sector and
provide a basis for adjusting the course of program/project
implementation in accordance with empirical circumstances. This
will also provide a basis for making careful judgments about the
progress of the program/project at the purpose level; no amount of
data or research will reduce the need, ultimately, for knowledgeable
individuals to make informed judgments of this sort. The USAID
Project Manager will be responsible for incorporating the results of
the baseline survey and annual updates into appropriate
program/project implementation reports.

The monitoring plan outlined above will shed light primarily on the
formal, urban-based SME sector; it will create little or no °
knowledge about what if any effect BEPP may be having on informal
trade and commerce in urban or rural areas. Unlike the SME sector,
there are few data presently available that can be used as a base
for beginning to understand the informal sector economy. This is a
significant gap for several reasons. First, the informal sector
undoubtedly provides employment and income for many more people than
the formal sector. Second, many of the proposed policy changes will
influence the informal sector, particularly in 1991 and 1992.

Third, it is only through a general, broad-based contribution to the
growth of small-scale enterprise that BEPP will have an effect on
anything other than a small minority of formal sector business
owners and emgloyees.

®
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For these reasons it makes sense for A.I.D. to make a specific
effort to build improved understanding of the dynamics and
constraints to growth of small-scale, informal sector enterprises ir
rural and urban areas. This will entail a concerted enterprise
survey, research, and analysis effort, which should be designed and
implemented with the help of project-~funded short-term advisors
during the first year of program activity, and which should be
updated at annual intervals thereafter.

This implies a considerable amount of work to be done in liaising
with appropriate government agencies and in designing the
survey/research program itself. The program should be designed and
implemented in close concert with the relevant agencies, so that the
information generated makes a full contribution to policy
decision-making, and so that the survey work itself becomes
institutionalized, thus strengthening the capacity of the government
effectively to manage the Burundi economy.

D. Goal-level Monitoriny.

The goal of this program/project is to "increase employment and net
income for Burundi’s poor." It must be anticipated at the outset
that efforts to monitor the achievement of this goal will be complex
and inconclusive to a degree. However, USAID/Burundi has made a
solid start toward an effective monitoring approach by undertaking a
rapid, low-cost national household survey in conjunction with
PAIP/PAAD preparation. The household survey has established the
following key indicators of employment and income among the rural
and urban poor:

-- Sources and levels of farm and non-farm income;

-- Purposes and levels of household expenditure;

-~ Levels of involvement in farming, rural non-farm employment,
and urban salaried and informal employment;

-- Levels of involvement in small-scale commerce and trade, e.q.
in food processing, artisanry, and retail trade; and

The most significant of these data can be disaggregated by
geographical region, by socioceconomic categories, and by gender.

These data provide a sound baseline for measuring changes in
employment patterns and income that might take place during the
course of program/project implementation. To build on and take
advantage of this sound beginning, the following steps will be
taken. During the initial four months of program/project
implementation, short-term TA resources will be used to prepare a
plan for updating the household survey on an annual basis. These
updates will focus on a handful of key indicators in a handful of
locations around the country, and will not require a full-scale
survey effort. They should be done in close coordination with
appropriate government agencies, and the results of the updates
should be examined jointly by A.I.D. the GRB, and other donors.
Short-term TA resources will also be used to:



- 67 -

-=- Conduct the updates on an annual basis as the program
progresses;

-- Prepare short reports synthesizing the main changes in
employment and income revealed through comparison of the
baseline survey and the updates; and

-- Make a judgement about the extent to which the changes
recorded can be associated with the specific policy and
institutional changes encouraged by A.I.D.

As with purpose-level monitoring, the results of these annual
updates will be inconclusive to a degree and subject to debate.
This is an inevitable outcome which no conceivable expenditure on
data and research would alter. This monitoring plan is not designed
to resolve all foreseeable issues associated with implementation of
the BEPP policy reform activity:; rather, it is designed to keep
A.I.D. management in close touch with the evolution of key
indicators of social and economic change in the country at large.
This is the most important reason for undertaking the monitoring
effort. Inevitably, knowledgeable individuals will make informed
judgments about the extent to which the changes observed can be
attributed to A.I.D.’s involvenent.

E. Evaluation and Audit.

A comprehensive monitoring plan of the sort outlined above reduces
but does not eliminate the need for program/project evaluations.
Accordingly, it is anticipated that two evaluations will take place
during the life of the program/project. One evaluation will take
place approximately 21 months after implementation begins. It will
be designed to (a) test the assumptions underlying the design of
this activity, (b) summarize implementation progress at the input
level, and (c¢) summarize the empirical results of the program by
reviewing progress at the output, purpose, and goal levels to the
extent this information is available. A second evaluation will take
place in FY 1993 to provide a comprehensive assessmert of results
which will feed into the design of follow-on or second-tjeneration
policy adjustment efforts. Finally, the BEST Project makes
provision for a non-Federal audit during the third year of the
program to ensure that funds have been appropriately utilized.

F. Budget.

See the Summary Budget Estimate and Expenditure Projections
appearing in Section III.E of this PAAD for a breakdown of
expenditures for the activities discussed in this section.

Y
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VI. Cost Estimate and Financial Plan.

A. Budget Estimates and Expenditure Projections.

1. BEPP.

A.I.D. plans to provide Burundi with sector dollar grant assistance
under the Burundi Enterprise Promotion Program (BEPP) through four
annual sector dollar grants that will total $35.0 million. The GRB
will make local currency counterdeposits equivalent to the amount of
each sector grant. Section VI.D below, '"Local Currency Plan,"
describes the purposes for which USAID and the GRB will use these
local currency counterpart funds (CPF).

2. BEST.

A.I.D. plans to contribute $5.0 million in project assistance from
the Development Fund for Africa through the Burundi Enterprise
Support and Training Project (BEST), which will run from FY 1990
through the end of FY 1994. The GRB will contribute the local
currency equivalent of $1.667 million (25% of total planned
life-of-project costs) to BEST.

Table VI-1 on the following page summarizes planned A.I.D. and GRB
expenditures under both BEPP and BEST by Fiscal Year and budget
category. Section III.E of this PAAD provides details supporting
these budget estimates.

B. Financial Plan.

1. Obligation Schedule.

a. BEPP.

USAID/Burundi plans to obligate $13.0 million in sector grant
assistance from the African Economic Policy Reform Program (AEPRP,
$10.0 million) and from USAID’S regular OYB budget ($3.0 million) to
BEPP in the second quarter of FY 1990. 1In FY 1991, USAID
anticipates a $4.5 million obligation from its OYB. Planned
opligations of $7.5 million in FY 1992 and $10.0 million in FY 1993
will also come from USAID'’s OYB.

b. BEST.
USAID/Burundi plans to obligate $2.0 million from its OYB to BEST in
the second quarter of FY 1990. USAID also plans to make additional
obligations of $500,000 in FY 1991 and $2.5 million in FY 1992 from
its OYB.

2. Financial Management Procedures.

Implementation of both the BEPP Program and the BEST Project will
adhere to the A.I.D. Payment Verification Policy Guidance dated
December 30, 1983. As recommended in that guidance, USAID will to
the maximum feasible extent use direct reimbursement procedures to

L
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pay long-term institutional and short-term direct A.I.D. contractors
under BEST. This method is not now being used in the other
bilateral project’s in USAID’s portfolio. It has, however, proved
effective in similar A.I.D. programs elsewhere in Africa for
implementing Agency cash management policies on minimizing
vulnerability, promoting accountability, and deferring payments
until work is completed.

The only anticipated exception to this approach will be the
procurement of certain commodities (computers, software, fax
machines, and possibly houczhold furniture, appliances, ard
generators) via REDSO/ESA’s Indefinite Quantity Contract with a
Procurement Services Agent. Under that arrangement, which is in
place and has been used successfully for other prograas in the
region, A.I.D. will pay for commodities through a Bank Letter of
Commitment. A.I.D. will pay the PSA’s fee, however, through a
Direct Letter of Commitment. See Annex VII, "Commodity Procurement
Plan," for a more detailed description of these procedures.

With the addition of a full-time USDH Controller to USAID’s staff in
FY 1991, the Mission expects to be able to implement these
procedures successfully. A.I.D.’s Regional Financial Management
Center (RFMC) will provide interim support as required.

Table VI-2 below summarizes the methods of implementation and
financing that BEPP and BEST will follow.

TABLE VI-2: Methods of Implementation and Financing.

Method of Implementation: Method of Financing: Approximate Amount:
(U.S. $000)

Long-Term TA and Training -

Direct A.I.D. Contract Direct L/Com 2,068

Short-Term T..s. - IQC’s Direct Payment 285

A.I.D. Project Manager - PSC Direct Payment 360

Commodity Procurement

- Vehicles - Direct USAID Direct Payment 115
- HH Furniture, Appliances, Bank L/Com (goods) 145

and Generators - PSA * Divect L/Com (fze) 10
- Computers, software, office Bank L/Com (coods) 12¢C

furniture, fax machines irect L/Con (fee) 10
Evaluation - IQC Direct Payment 90
Audit - Direct A.I.D. Contract Direct L/Com 100
Contirngency 196
Inflation (5% per year): 501
BEST Project Total: 5,000

* May be obtained from excess property owned by USAID/Somalia.
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C. Dollar Use and Tracking Plan.

Unless further guidelines are made available from AID/W before
execution of the FY 1990 Program Grant Agreement for BEPP, dollar
utilization and tracking will be undertaken in accordance with 87
State 325792 (ESF Cash Transfer Assistance - Amplified Policy
Guidance). It is planned that the GRB will use U.S. dollars made
available to it under BEPP to pay a portion of its outstanding
multilateral and bilateral debts, with priority given to U.S. debts.
As Table VI-3 on the following page illustrates, loan repayments
from the GRB to just four multilateral organizations =-- the World
Bank’s International Development Association (IDA), the African
Development Bank (BAD), the African Development Fund (FAD), and the
European Economic Community’s European Investment Bank (BEI) -- will
total $29.18 million between June 1990 and July 1991. The GRB’s
overall debt service burden for 1990 to multilateral and bilateral
lenders will be approximately $49 million. These figures far exceed
the amount of the planned FY 1990 sector grant of $13 million.

Thus, if A.I.D. is able to release that grant by June 1990, the GRB
could disburse the full amount as early as January 1991, even it
uses these funds only to pay multilateral debts. For the remainder
of the decade, annual debt service to multilateral and bilateral
lenders together will rise to approximately $52 million. This large
debt schedule assures that the GRB will be able to use in a timely
fashion the $35.0 million in sector grant funds that A.I.D. plans to
provide.

The Program Grant Agreement for BEPP will require the GRB to deposit
each sector dollar grant into an interest-bearing account at a
commercial bank in the United States. The GRB will select the bank
and notify USAID. Following signature of the Grant Agreement, USAID
will issue a Program Implementation Letter (PIL) to the GRB
specifying the precise debts to which the GRB may apply these funds
once disbursed. This PIL will outline the reporting requirements to
which the GRB will have to adhere. USAID does not anticipate that
this PIL will require the GRE to request A.I.D.’s prior approval
before it uses BEPP funds for each drawdown. The mission will,
however, require the GRB to submit periodic reports, supported by
bank statements, on the disposition of the money. These GRB reports
will be USAID’s principal means of tracking the use of dollar funds
under the program. This PIL will also specify that the GRB will use
interest earned from the account fZor debt repayment.

D. Local Currency Plan.

1. Uses of local currency.

The Program Grant Agreement for BEPP will require the GRB to deposit
local currency equivalent to the amount of each sector dollar grant
received from BEPP immediately upon receipt of each such dollar
grant. The amount of local currency to be deposited shall be
calculated at the highest lawful exchange rate in Burundi for any
person folr any purpose in Burundi on the date of the sector dollar
grant disbursement by A.I.D. These funds will be used to cover the
following three types of expenses.

€
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TABLE VI-3: Monthly Debt Service Payments
Commitments to the
Multilateral Donors

Millions Millions Cum.Total Cum.Total
1990~91 FBU SuUsS suUs suUs
June 309.15 1.78 1.78
July 1019.36 5.87 7.65
August 168.98 0.97 8.63 0.97
Sept 29.08 0.17 8.79 1.14
Oct 143.48 0.83 9.62 1.97
Nov 208.55 1.20 10.82 3.17
Dec 234.82 1.35 12.17 4.52
Jan 1038.3 5.98 18.15 10.50
Feb 180.42 1.04 19.19 11.54
March 29.82 0.17 19.36 11.71
April 147 .85 0.85 20.22 12.56
May 205.11 1.18 21.40 13.75
June 306.87 1.77 23.17 15.51
July 1044.53 6.02 29.18 21.53

Totals: 2113.42 12.17 (6/90-12/90)
Totals: 5066.32 29.18 (6/90-07/91)

Exchange Rate (01/25/90):
FBU 1 = $0.00576

Multilateral Donors

World Bank (IDA)

African Development Fund (FAD)

African Development Bank (BAD)

European Investment Bank of
the EEC (BEI)

Source: Ministry of Finance. Gestion Nationale De La Dette.
Projection Du Service de la Dette (01/01/1990-31/12/1991). Criteres
de Presentation 25/01/1990.

Note: Debt service includes both amortization and interest

payments.
Note: The last cumulative total column assumes that obligation of

the dollar funds do not occur until July.
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a. A.I.D.’s local administrative costs of A.I.D.’s assistance
program in Burundi (C.E. Trust Account).

over the life of BEPP, the GRB will provide local currency in trust
to A.I.D. in amounts sufficient to support A.I.D.’s local operating
and administrative expenses of A.1.D.’s economic assistance program
in Burundi. These amounts will vary from year to year. To cover
USAID’s local operating and administrative expenses, as needed, the
GRB will, upon receipt of the FY 1990 sector grant from BEPP,
provide the eguivalent of $900,000 in trust to A.I.D. for these
purposes. A.I.D. will negotiate with the GRB the amounts to be
provided in FY 1991, FY 1992, and FY 1993, and will include in the
Program Grant Agreements fciu each of those years an appropriate
Special Provisionr setting fcrth this amount, before releasing the
BEPP sector dollar grants planned for those years.

The terms of a generic Trust Account Agreement have been informally
negotiated with the GRB and found agreeable. Establishment of this
trust account and agreement to funding levels shall be a Condition
Precedent to disbursement of the first sector dollar grant from BEPP.

b. The local costs of joint GRB-USAID project activities in the
SME sector.

The GRB will provide the equivalent of approximately $3,992,000 over
the life of BEPP to defray those local costs it does not otherwise
provide for the two USAID-supported projects in the SME sector,
Small Farming Systems Research (SFSR, 695-0106) and Burundi
Enterprise Support and Training (BEST, 695-0124). USAID will
monitor the use of these additive contributions as part of its
normal project management and oversight responsibilities.

Table VI-4 below summarizes the estimated local currency counterpart
fund needs over the life of BEPP for the two projects.

TABLE VI-4: Estimated Project CPF Needs, FY 1990 - 1993
($ 000 equivalent)

Activity: FY 1990 FY 1991 FY 1992 FY 1993 Totals:
SFSR, 695-0106 576 735 766 718 2,795
BEST, 695-0124 46 272 417 462 1,197
TOTALS: 622 1,007 1,183 1,180 3,992

"\t
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c. Specific line items in both the GRB’s Ordinary Budget and its
Extraordinary and Investment Budget.

The remainder of the local currency generated by BEPP cash transfers
(the equivalent of approximately $11.478 million in FY 1990) will be
allocated to support specific line items of interest to A.I.D. in
both the GRB’s ordinary and investment budgets in the fields of
agriculture, rural development, small enterprise development,
marketing, and export development. Within these budgets, there are
a significant number of activities in support of the private sector
that have clear positive linkages to the goal and purpose of BEPP.
USAID and the GRB will negotiate and agree upon the line items to
which counterpart funds will be allocated as soon as possible.

These allocations will then be confirmed by issuance of a PIL
following signature of the Program Grant Agreement.

Annex IX to this PAAD provides an illustrative listing cf the line
items in the GRB“s CY 1990 Ordinary Budget related to the private
sector. That annex demonstrates the availability of appropriate
uses in the Ordinary Budget alone for much of BEPP-generated CPF in
supporting Burundian government activities in the fields mentioned
above. USAID expects that the GRB’s CY 1990 Extraordinary and
Investment Budget, which was not available as of this writing, will
reserve an even larger amount for these purposes. In the event that
USAID is unable to identify line items supportive of the private
sector sufficient to absorb local currency equivalent to the total
amount of all sector grants from BEPP, USAID may propose to allocate
funds to line items in support of economic development activities
outside of private sector support but nonetheless consistent with
the general thrust of the A.I.D. program in Burundi.

2. Local Currency Management Procedures.

The Program Grant Agreement for BEPP will specify that upon receipt
of each sector dollar grant, the GRB will deposit into a separate,
special account that it will establish for this purpose within the
Banque de la Republique du Burundi (BRB, the country’s central }.:i:k)
local currency counterpart funds equivalent to the entire amount of
that sector grant. The Program Grant Agreement will also specify
that the GRB will submit periodic financial reports (including bank
statements) documenting the disposition of funds from this account,
and trat USAID will have the right to audit the account.

From this special account, the GRB will transfer funds tc (a) the
A.I.D. Trust Account; (b) the two separate project accounts (one for
SFSR and one for BEST) that will be established; and (c) the
specific line items in its budget as agreed upon with USAID. The
procedures involved in transferring these funds will be as follows:

I\\‘
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a. For the A.I.D. O.E. Trust Account.

Within not more than 30 days of receipt of the FY 1990 sector dollar
grant, the GRB will transfer from its special counterpart fund
account with the BRB the equivalent of $900,000 to a Trust Account
established by USAID/Burundi. These funds will be used for A.I.D.’s
anticipated local administrative and operating expenses of the USAID
assistance program to Burundi. A.I.D. will negotiate with the GRB
the amounts to be provided in FY 1991, FY 1992, and FY 1993 before
releasing the BEPP sector grants planned for those years, which
amounts shall then become Special Provisions of the relevant year’s
Program Grant Agreement.

b. For the Small Farming Systems Research Project (SFSR).

The Burundi Institute of Agricultural Sciences (ISABU), the
implementing agent for SFSR, will set up a separate, non-commingled
account for local currency provided to the SFSR Project. The
Country Use Counterpart Fund Agreement for the Burundi activities of
the A.I.D.~-funded CIP/PRAPAC Potato Research Network Project will
serve as a model for this account. A Project Paper Supplement that
USAID and the GRB are preparing for SFSR will provide a more
detailed discussion of how ISABU will manage SFSR counterpart funds,
including an assessment of ISABU’s financial management systems.
That PP Supplement will specify that USAID will prepare a Project
Implementation Letter outlining how and when ISABU will request
disbursement of counterpart funds (CPF) from the central CPF account
in the BRB to the SFSR Project CPF account.

c. For the Burundi Enterprise Support and Training Project

(BEST}) .

In FY 1990, CPF for the BEST Project will be managed by the Ministry
of Plan, which will establish a separate, non-commingled account for
this purpose. In FY 1991 and beyond, the U.S. institution awarded
the contract for long-term technical assistance to BEST will manage
the local currency counterpart funds provided to this project.
A.I.D. will) require that this contractor set up a separate,
non-commingled account for these funds. As with SFSR, USAID will
prepare a Project Implementatior " “ter outlining how arid when
counterpart funds (CPF) from the ci.«iirai CPF account i.. tne BRB will
be disbursed to the BEST Project J.PF account.

d. For Allocation to GRB Budget Line Iltems.

The GRB will provide documentation verifying that it has transferred
funds from the special local currency counterpart fund account with
the BRB to support agreed-upon line items in its budget. These
funds will be disbursed from the central CPF account in the BRB to
the various budget line items in accordance with the GRB’s
requirements.
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VII. Feasibility Analyses.

A. Social Soundness Analysis.

1. Introduction.

The Burundi Enterprise Promotion Program (BEPP, 695-0125) has the
following main objectives at the purpose level:

-=- to foster the growth of private enterprise in Burundi,
especially among small- and medium-scale enterprises;

-- to increase export trade, especially among small-scale
entrepreneurs; and

-- to stimulate the growth of small-scale businesses in
secondary towns away from Bujumbura.

All this is expected to happen as a consequence of policy and
institutional changes supported by BEPP. The result, as articulated
in the program goal statement, is expected to be increased
employment and net income for Burundi’s poor. The purpose of this
social analysis is to make a judgment about whether and how these
employment and income benefits will arise. But before proceeding
so... preliminary points must be established.

It is clear that the program goals will not be met by concentrating
resources only on the formal sector. The formal enterprise sector in
Burundi is very small, and is oriented largely toward meeting the
needs of a relatively well-to-do urban population. Even if it were
to be dramatically successful, a program focused on this sector
would have little if any positive influence on employment and income
among the population at large and among poor people in particular.

By concentrating resources on the informal sector as well as the
formal sector, however, BEPP may be able to meet its goal. Informal
sector commerce and trade is reasonably well established in Burundi,
at least with respect to primary agricultural commodities and
consumer goods (Brown et al. 1989). However, the sector seems
stunted and lacking in dynamism in comparison to neighboring
countries. Many of the policy and institutional interventions
contemplated in BEPP are expected to correct the economic,
financial, and administrative constraints thought to be responsible
for this weak development. If BEPP is successful in this respect,
the result could be increased employment znd income in the country
as a whole. However, much depends on how Burundi’s rural population
is incorporated into local and regional patterns of trade and
commerce. If the bulk of the population is isolated from the
commercial economy, then enterprise development will have little
effect on employment and income. But if a substantial proportion of
the rural population participates in trade and commerce (other than
as consumers), then A.I.D.’s efforts to fcster a supportive
environment for enterprise development will have a beneficial effect
on the lives of many.



- 77 -

This makes it clear that one cannot understand the potential social
impact of the BEPP program without some Knowledge of the structure
of the rural economy in Burundi. From a social perspective the
following questions arise:

-- What are the main patterns of participation in commerce and
trade in rural Burundi?

-- What proportion of the people would stand to benefit from
increased vitality in small-scale and informal commerce and
trade?

~-- To what extent will participation and benefits be influenced
by considerations such as gender, income level, regicnal
location, ethnic identity?

This analysis provides partial answers to these questions, drawing
mainly upon the preliminary results of a rapid, low-cost national
household survey sponsored by A.I.D. in Burundi during 1989 (Adelski
1989). oOnly the results of the rural component (339 households,
representing each of Burundi’s six major agro-ecological zones) are
considered here.

2. Some Aspects of Burundi Rural Households.

In most of the ways that matter, rural househoclds in Burundi are not
much different from rural households elsewhere in East Africa,
although average educational levels are dramatically lower. This is
illustrated in Table VIIA-1.

1]
1]

Table VIIA-1. Some Aspects of Burundi Rural Households.

Households Households Mean Adult Households
Mean Reporting Reporting Education  Headed by

Household Absentees Visitors (Years) Women
Region Size (Percent) (Percent) M F (Percent)
Central Plateau 5.3 27 8 3.5 2.9 18
Bututsi 5.9 47 3 3.4 1.5 25
Transitional Zone 5.6 15 12 3.5 2.6 15
Lake Zone 5.3 15 5 2.6 1.5 10
Eastern Depression 6.0 25 15 2.9 1.8 24
Bugesera 5.6 23 8 2.9 2.0 25
Weighted Total 5.5 25 9 3.4 2.6 18

o3
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Mean household size varies little around the country. Bututsi, in
the southern part of the country, is an economically depressed
region and has long served as a center of recruitment for the army
and police, a history which is reflected in the relatively large
number of households with absentee merbers (mostly men) and a high
proportion of women-headed households. The Transitional and Lake
Zone:. by contrast, benefit from proximity to Bujumbura and
lake-bascd trade, so fewer men are absent and fewer households are
headed by vomen. The Eastern Depression is a frontier area on the
border with Tanzania, now being settled by people from the
densely-populated central areas of the country. Households
undertake this kind of migration gradually, often putting a wife in
place for several years to establish a farm before completing the
move. This is reflected in the relatively large number of
women-headed households there as well as in the large number of
households reporting visitors from elsewhere (almost all visitors
are women). There is an unexpectedly high number of women-headed
households in Bugesera, the scene of widespread ethnic violence in
1988. Like similar places in northern Uganda and southern Sudan,
this probably reflects the lingering effects of tha 19u8 conflict,
in which many rural men were killed and many others left their homes.

3. Gender Roles.

As elsewhere in East Africa, there is in Burundi a broad tendency
for women’s work to revolve around home food production, while men
concentrate on wage labor, commercial agriculture, and livestock.
But there are some interesting variations as well. Men and women in
the survey households were asked to identify their principal
economic activity, and the results are presented in Table VIIA-2
below.
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Table VIIA-2. Principal Economic Activities and Gender

Activity Adults Of Whom are: Women Men
Agriculture 65% 54% 46%
Livestock 1% 50% 50%
Wage Labor 9% 33% 67%
Commerce 2% 89% 11%
Artisanry 2% 47% 53%
Unemployed 5% 49% 51%
Other 16%

Total 100%

About two~thirds of all rural adults (defined here as people aged 15
years and above) identify agriculture as their principal economic
activity, and most of these are women. But women are alsc very
active in commerce. Processing and selling of agricultural products
is mainly women’s work, and many women engage in small scale retail
trade as well. Others are employed as casual laborers in
agriculture and small towns, and many others earn money through
handicrafts and



- 79 -

other kinds of artisan activity. All this suggests that women are
as active as men in the informal sector economy, Oor even more so.
Women may benefit from efforts to promote enterprise development,
provided that institutional and administrative arrangements are made
with an eye to women’s participation. Although relatively few
adults of either gender identify non-agricultural pursuits as their
principal economic activity, most households derive income from a
diverse array of sources.

4. Household Income Generation Strateqgies.

Although most rural households continue to grow their own food for
domestic consumption, it would be a mistake to characterize the
Furundi rural economy as a "subsistence" economy. Table VIIA-3
shows the numbers of households reporting income from various

. sources.

Table VIIA-3. Sources of Household Income

Percent of Households Reporting Various Income Sources, by Region

Central Trans. Lake Eastern

Sources Plateau Bututsi Zone Zone Depression Bugesera Burundi
A. Land

Sale/Rent: 2% kE ; 5% 8% 3% kE § 3%
B. Farm

Produce: 68% 60% 82% 93% 71% 67% 73%
C. Processed

Products: 55% 78% 58% 83% 68% 77% 62%
D. Farm

Labor: 45% 60% 55% 33% 49% 35% 45%
E. Livestock,

Poultry: 23% k)2 37% 28% 25% 23% 28%
F. Animal

Products: 10% 10% 8% 20% 14% 7% 11%
G. Artisanry,

Trades: 27% 22% 22% 15¢% 29% 23% 19%
H. Commerce,

Business: 7% 5% 15% 13% 10% 20% 10%
I. Wage

Employment: 27% 12% 22% 3% 14% 13% 21%

Many Burundi households have diversified their sources of income and
are o longer entirely dependent on farm production. Most
hocuseholds earn some income from sales of processed agricultural
ccmmodities (chiefly but not exclusively beer), and m~ny others ezrn
money through artisanry, commerce, and casual or wage employment.
There is substantial participation in the commercial economy
throughout Burundi, a pattern which is most firmly established in
the Transitional Zone, and least widespread in Bututsi. Indeed,
about 80% of all households pursue multiple income generation
strategies, as illustrated below.
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Table VIIA-4. Income Streams per Household in Burundi

Number of Income Streams Reported Percent of Households

4%
16%
28%
29%
13%

43

5%

1%
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This pattern is a familiar one elsewhere in East Africa, where rapid
population increase and a stagnant agricultural economy have forced
households to broaden their income generation strategies to include
a large number of agricultural and non-agricultural options. The
reappearance of this pattern in Burundi is emphasized here because
there is a prevailing misperception among many observers that
Burundi is somehow different than the rest of East Africa, that it
has remained a predominantly subsistence economy. But it seems
clear that the rural economy in Burundi is structurally
indistinguishable from the patterns observed in all other East
African countries. One element of this pattern requires further
comment: the relatively large numher of households everywhere in
Burundi who report earning income through agricultural labor, a
circumstance which implies significant inequalities in rural
landholdings.

5. Access to Land.

It is a mistake to think of rural Burundi as an undifferentiated
mass of smallholder farmers. Chart 1 on the following page shows
the distribution of farm fields among rural households,
distinguishing hill fields from the mcre valuable valley bottom
fields. About 10% of the survey households report no landholdings
at all. The bottom 20% of households control about 2% of all plots,
while the top 20% control about 46%. These figures indicate there
are substantial variations in access to land; as the chart shows,
this is most proncunced with respect to well-watered valley bottom
fields. A parallel analysis of per-capita plot holdings showed even
greater imbalance. Studies from elsewhere in East Africa have shown
that simple counts of farm plots usually understate the degree of
differentiation, since households with large numbers of plots
usually have larger and more fertile plots as well. Women-headed
households have fewer farm plols than households headed by men (an
average of 4.2 plots as agains% 5.7), but women-headed households
are also smaller (an average of 4.5 members as against 5.7).
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The proportion of landless and degree of differentiation among
land-holding households is not much different from what has been
observed in other densely-populated parts of East Africa, and the
implications for social change and economic development are the
same: there are increasing numbers nf rural people in Burundi who
can no longer expect to make a living on the land, and there is a
corresponding need for rapid expansion of non-farm employment
opportunities. Slow employment growth in Burundi has the potential
to undermine what is in any case a fragile social and political
consensus. It is worth noting that among the few concrete
recommendations made by the National Commission charged with
investigating the 988 Bugesera tragedy was the following:

"On the level of the economy, policies must be drawn
up designed to make maximum use of human resources
through creation of non-agricultural jobs,
particularly by promoting small and medium-sized
integrated enterprises in rural areas...."

Unequal access to landholdings is only one dimension of social
inequality in Burundi. Given the country’s history of ethnic
violence, it is important to make some attempt to gauge the
potential effects of this policy reform program within the context
of ethnic relations.

6. Social Inequality.

Like a number of other countries in East Africa, Burundi has a
history of ethnic conflict, political oppression, and social
discrimination. In Burundi the conflict, the oppression, and the
discrimination have been extraordinarily deep and persistent. With
the Buyoya government, Burundi’s natiorial leadership has moved
toward a style of governance radically different from that of the
past. These changes are strongly reflected in the reforms adopted
since 1986 within the framework of the structural adjustment
program. Virtually every one of these policy changes favors rural
over urban dwellers, producers over consumers, and farmers over the
salaried and educated classes. This has political implications far
more important than the potential economic benefits. Over time, the
inevitable consequence should be an increase in the wealth and power
of Burundi’s historically disadvantaged rural population.

But this hopeful picture must be qualified. As Burundi’s National
Commission to Study the Question of National Unity has observed,
this vision of the future will require a parallel and very difficult
evolution in ethnic relations, leading to a reduction in the
divisive forces of "regionalism, tribalism and nepotism." Rene
Lemarchand, perhaps the world’s leading authority on the social and
political organization of Burundi, has phrased the issue more
pointedly, noting in 1988 Congressional- testimony that there is a

. C\\'-
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"...gap between the rising expectations of the Hutu
masses and their bitter disillusion upon discovering
that in spite of official statements to the contrary
nothing would alter the harsh realities of Tutsi
supremacy."

Obviously there is no guarantee that government pronouncements and
government intentions will suffice to counteract the structures of
dominance which have emerged and been consolidated in Burundi during
the colonial period and thereafter. The question is, will donor
assistance -- and A.I.D.’s assistance in particular -- work for or
against these structures?

7. Beneficiaries and Consequences.

This program of policy and institutional reform wiil influence the
trajectory of development in Burundi by stimulating employment and
incomes, and by contributing to economic growth and social stability.

A.I.D.’s analysis and that of the World Bank confirms that the
policy reform agenda outlined here will stimulate enterprise
development at all levels, thus providing employment and incomes for
the growing number:s of Burundians who cannot find a living on the
land. Commercial development can also be expected to stimulate
rural-urban linkages and agricultural change, by expanding Burundi’s
limited domestic market for food and other agricultural commodities,
and by expanding access to regional markets as well. Hence the main
benefits of BEPP will flow to the rural, agricultural population
who, as this analysis shows, are in no sense isolated from the
commercial economy. From a distributional point of view this is
plainly a desirable result, but there arr other matters to be
considered.

BEPP will create wealth in the rural reaches of Burundi society by
dismantling a tightly-woven network of interlocking regulations and
procedures inhibiting the growth and diversification of small rural
enterprises. This will have clear social and political
implications, since it is administered almost exclusively by the
ruling minority, and has the effect of stifling opportunity and
advanceinent among a growing population of rural dwellers facing an
increussingly bleak agricultural future. The information presented
above makes it clear that there are many men and women in rural
Burundi who stand to benefit through any effort to foster the spread
and growth of small-scale enterprigse. But in the short term,
customs decentralization, tax administration reform, and export
promotion will clearly work primarily to the advantage of the
educated, salaried Burundi professionals who are increasingly moving
into the formal private sector.

Hence the distributional effects of this program are complex. The
main benefits will accumulate among the rural, agricultural
population in the form of employment and income growth, but
elite-owned formal enterprises will gain too. Over time, this
bipolar strategy should generate broad-based economic growth, while
working to undermine one important source of ethnic conflict.
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B. Institutional Analysis.

Existing GRB institutions do not appear to require substantial
organizational change in order to implement the policy reform agenda
set forth under the Burundi Enterprise Promotion Program (BEPP,
695-0125). The basic institutional units required are mostly in
place. Rather, the task at hand is to separate management of the
policy reform activities identified by BEPP from the ordinary
business of the government. This approach implies acceptance of
some opportunity costs as a result of assigning lower priority to
less critical agencies and activities.

These costs,. however, are justified by the urgency of cbtaining
better policy performance in the private sector. The analysis below
focusses on the institutional dimensions of the economic peolicy
process by asking the following questions.

1. wWnhat are the key components of policy decision-making?

BEPP contemplates a comprehensive array of reforms extending over at
least four years in three broad areas:

a. Creation of an environment that will encourage the
establishment of businesses in Burundi, particularly
small and medium enterprises;

b. Creation of an environment that will encourage existing
business enterprises to continually expand and/or modernize
their facilities and improve the quality of their work
force; and

c. Establishing conditions that will facilitate increased
participation in domestic and international trade.

Implementation of reforms in these areas will require appropriate
GRB institutions to undertake, on a sustained basis, activities such
as program planning, program implementation, resource management,
administration, research and analysis, policy analysis, monitoring
and evaluat:ion, and negotiation.

2. Which institutions control critical aspects or phases of the
policy reform process?

The private sector reforms that BEPP will support, the most
significant of which are the following, cut across a wide variety of
GRB institutions.
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a. Trade facilitation and export promotion.

1) Customs decentralization.

The Bureau of Customs is located within the Ministry of Finance.
Other offices that work closely with Customs are the Central Bank
(BRB), which is considered to be a semiautonomous agency operating
under the authority of the Ministry of Finance, and the Ministry of
the Interior’s Air and Border Police.

2) Facilitation of trade and export promotion.

For the reforms to be implemented during FY 1990, the most relevant
institutions are the Ministry of Finance’s Office of Revenues and
the Central Bank’s Foreign Exchange Division. 1In subsequent years,
the Ministry of Commerce and Industry’s (MCI’s) Directorates of
Industry, Domestic Commerce and Foreign Commerce, the Ministry of
Foreign Affairs and Cooperation, the Ministry of Justice’s Bureau of
Pending Legislation, and the Ministry of Transport’s Office of
Transport will also be involved, together with such autonomous
entities as the newly created Export Promotion Service and the
Chamber of Commerce.

b. Promotion of micro, small and medium-sized private sector
enterprises.

At least six ministries have departments or services that handle
micro enterprises alone. The most important are the Ministry of
Finance'’s Directorates of Revenues and Taxes, the Ministry of
Commerce and Industry (same offices listed above), the Ministry of
Rural Development and Handicrafts’ Directorate of l’Artisanat, the
Ministry of Justice’s Bureau of Pending Legislation, and the offices
of the various Provincial Governors . These will all be included in
the formulation and implementation of reforms in this area.

3. What are the organizational dynamics of the institutions
identified above?

a. Coordination.

The task of drafting the individual reforms will be assigned to the
appropriate line min/stries. Once drafted, the reforms will be
reviewed, edited, anc approved by working-level interministerial
committees convened on an ad hoc basis. The originating Ministry
will then send the final version of the decree to the Council of
Ministers for a full review and possible further modification at the
ministerial level. Once approved, the decree goes to the President
for signature. If reasonably complex, specific duties and
responsibilities to be carried out in implementing the provisions of
the decree may then be spelled out in a Ministerial Ordinance whose
publication would either accompany or follow that of the decree.

an
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Overall, coordination between offices of the same ministry is
generally satisfactory. BEPP’s prospects for success are enhanced
by the fact that the Director General of Commerce within the MCI is
responsible for both domestic and foreign commerce. Likewise, the
Director General of Industry within the same ministry is responsible
for overseeing many activities of small and medium-scale
enterprises. Also, the Ministry of Finance has administrative
responsibilities for the customs service, the Central Bank, the
commercial and development banks, and the imposition and collection
of most of the taxes levied on private business enterprises.

Coordination among the various ministries, and between the
ministries and independent agencies, is another matter. With the
exception of a standing interministerial committee that tracks
external debt, such coordination is neither regular nor
systematic. The IBRD, for example, encountered a genuine vacuum in
coordination within the GRB when it began the first structural
adjustment loan in mid-1986. It solved the problem by persuading
the GRB to establish an office within the Ministry of Plan to
coordinate the many and diverse activities of the structural
adjustment program. The committee consists of permanent
representatives from all of the various affected offices of the
Government. It meets at least once every two weeks and more
frequently if required. Both the GRB and the IBRD are satisfied
with the mechanism.

After in depth discussions with the GRB, it has been agreed that the
a similar, and perhaps even the same, committee will oversee the
BEPP/BEST Program. The Chairman of the designated committee will
also serve as the GRB Project Manager for BEPP and BEST. Local
currency counterpart funds generated by sector dollar grants from
BEPP will finance a full-time staff of two, an administrative
assistant and a secretary, both of whom would also be employees of
Plan. Committee members will include representatives from all of
the ministries and independent agencies with implementation
responsibilities for the Program.

b. Incentives and disincentives.

The organizations that will be asked to undertake policy reforms
will have numerous incentives to do so. These include the
possibility of developing new markets in regional commercial centers
such as Kayanza and Gitega that will be beneficial to farmers and
merchants alike, Likewise, government offices will be attracted by
the prospect of acquiring the new resources needed to implement the
reforms. Many of these new resources, including trained staff and
office equipment, will likely remain with the recipient institutions
following completion of the reform program. Within the context of
the GRB’s prolonged austerity program, which since the early 1980’s
have included hiring freezes and severe spending limitations, the
possibility of obtaining additional personnel, equipment, and
technical assistance is a powerful incentive. Participation in the
program will also provide fresh perspectives that may permit
ambitious civil servants to attract additional functions, pow