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EXECUTIVE SUMMARY
 

PRE was established to provide leadership and to serve as 
the catalyst for AID's private sector initintives. As both an 
innovator and educator in pci' te sector programming, PRE has the 
obligation to identify specif.ic areas of need for appropriate 
int:erven tions.
 

New programming emphases di rected a . sound trad! po I i ci es 
and a supportive investment environment are essential. to the 
development of effective LDC strategies to stimulate growth and
 
the productive use of available resources.
 

A PRE commitment to a Trade and Tnves tment, program-­
development effort would provide a capabi ty to identify and 
evaluate policy and nanpol icy constraints and to mitigate

barriers to the development of market economies. The expected
result would be to Ins . i tut. i onaI i ze the knowledge of and 
except ional expertise in: how thil development process occurs; a 
procedural approach to effect change through the process; and, 
the '-ppropriate PRE role in support of the process.
 

PRE has access t,, an extensive mul.iplier net.work through 
its relationships with IESC, other international agencies and 
private sector organizations. These and other linkages should be 
expanded in order to enhance PRE's opportunities for leadership 
in developing innovative mechanisms ard strategic approaches for 
Missions' use.
 

Given its agency-wide role, it appears that PRE--acquired 
expert ise and technical assistance in export and investment 
promoI ion, wi Lh particular emphases on the conditions necessary 
to etncourage 1)0th; mobil ization of U.S. private sector 
organizations; specialized training through seminars and 
conferences; and support of policy, legal and regulato'y reform 
nre. the most promising for a new program initIial ive under the 
generic term, Trade an(] Investment. 

A dynamic, we'] -designed prix,,to sector initiative will 
provide PRE with tha: essential I Inchpi n, coup] ing already
exist.ing programs with new, complementary act iv it.i es in support
of Miss ions. The initial task in the refinement of this "menu" 
of opt ions for st.raLegic approaches is the, commi. tmen C of' 
resources t o conduct an assessmen t of Missions' needs-- to 
examine, on a macroeconomij c level, the priori I i at i an a f progiramn 
emp has e s. 

An ini liative in t.he area of Trade and Inves iment. embodies 
the essential elements of the AID policy paper entitled Private. 
Enterprise )evelopmien . . 11, also :iIcor')o ra Les t.he inure 
s igfn if icau t programimat ic e emIenIts repo rted from tie strategy 
ret.reat (I)'Novtmber, 1986.
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This is in response to a request for the preparation of a concept
 
paper which presents findings and conclusions in support of a PRE
 
program initiative in the 
area of Trade and Investment.
 

The contractual 
 Scope of Work called for, ". . . options for a 
strategic approach for PRE to implement a program to promote 
Trade and Investment utilizing, inter alia, Revolving Fund 
resources." The work product of this effort was to be: "A 
concept paper outlining recommended interventions that reduce the 
institutional barriers to trade and investment, including use of
 
Revolving Fund resources."
 

The following is an attempt to synthesize personal experience,
 
in-depth interviews and extensive research. The product of this
 
effort is one of abstract, reflective thinking which is intended
 
to stimulate creative action.
 

TNTRODUCTION
 

PRE was estab l:i shed to provide I eadership for the Private Sector 
Initialtive as both an educator and an innovator in private 
sector program:ing. 

It has been sa-id of the Private Sector In:it. iative thiat perhaps
its single 1nos t iinportan L undertaking is to build a favorable 
cI imat.e for private enterprise Jn the developing countries. 
USATD has, therefore, placed the highest priority on identifying
eonstraints and removing, t hrough policy di logueo and direct 
program actions, barriers to economic development. 

The A.T.D,. po1 i cy paper ent itled, " Private Enterprise 
Development" stated that while the stipulated in tention of 
A.I.D.'s private enterprise policy, ". . . to conduct, programs in 
an environment of policy dialogue with the host country so as to 
a ffe(t the operation and growth of free markets and private 
entrepreneursh ip," pol icy dialogue may, in fact, no t be 
s ufrici enL Lo achi eve t.he des ired objectives. 

Accordingly, the policy paper asserts thaI A.T.D. should also 
engage in speci fic, di re.-L program act ions to e Iimilnat legal, 
regulatory an(d other constraints t o pri vate enterpr ise 
d(eveIopmen t. and t e assist and promote privte enterpris s. 

What fol lows is a c oneptual framework within w hi ch PRE miay 
proc,, toward the estabi ishinent. of' a new program i. ial.ive,ni 
developing inst itutional capabi I i ty t:o provide technical 
assisainc,- and pr ivat.e-sector programming Ieaders hip. 
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TRADE & INVESTMENT
 
An Outline for New Programming 

A principal role of governments in the process general.ly referred 
to as economic development is to identify and remove barriers to 
trade and .i1ves t n t_ 

In addressing constraints to trade and investment, government 
prog.mming initiatives should be targeted toward the 
esLabl ishmen. of conditions necessary for attanining economic 
growth. Such conditions are both essential and sequent:ial to the 
attainment of broader, societal objectives. 

Barriers to trade and investment may vary from country to country 
but 	 some of the more significant cons tra:ints are amongcommon 
LDCs. It is with that perspective that one may begin to idenl:ify
and address key problem areas through a centralized program 
initiative using the generic title of Trade & Investment. 

I. Definition of Trade & Investment: 

For the purposes of this concept:ual framework, the term Trade & 
Investment is used as a descript.ive titl]e for that universe of' 
activities normally associated with ,conomic development. Those 
would include virtually all private sector initialt ives directed 
toward the goals of increased private investment, increasedi 
irdividual income, higher rates of employment and, the expansion
of exports. 

TI. Statement. of Objectives: 

The purpose of this paper is to encourage a PRE commit.[ment to the 
development of a proactive program, linking trade and investment 
strat:egi es with LDCs' internal growth policies. 

The 	 conl:ractual. Scope of Work called for the considerat ion of: 

(1 Constraints to Trade and Investment, and a proposed A.I.D. 
ro le in r , ',c ing such constraints, 

(2) 	 Problems and Solut.ions assoc iate~d with prommotinhg greater 
regional trade, 

:3) 	 Common problems in such areas as tar iff structures, customs 
opera tosis and qual ity standards, 

(4) 	 The impa(:t of free- trade zones, and 
(5) 	 Other mat te s deemed appropriate. 

The resulLant program elements would pr'ovide Mission:; wit[h the 
t echni cal capab i l it y and profess ional. con f idence t:o provi d(1 
,agnos t i, na-lyse.s andl,,"r other e:hnmiral-a,,s ilanct' supporl. 
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11r. Identification of Constraints: 

At tent ion is directed to the AID po]licy paper enti Lled "Private
 
Enterprise Development" in which const raints estab].ished by
 
governmen t; were discussed at length. 

For the purposes of this conceptual discussion, LDCs' private
s'cfl ,,'-y are generally constra ined by economica] ly irrat ional 
policy, admLnistrative and developmental barriers. The most 
significant constraints are: A) restr:ictive government policies;
B) industry and firm level constraints; and, C) capita]. markets 
':on s tra i n t s. 

A. Restrictive government policies such as foreign exchange
 
policies and regulations; ilport and export restrictions; banking
 
and market entry restrictions; limitations on investment;
 
subsidies for non-economic enterprises or price-setting 
parastatals; labor laws and regulations; taxatioa, user fees and 
tariffs should be targeted for assssments by PRE in support of 
it.s private sector programming prerogative.: 

B. Industry and firm level constraints include the lack of 
skills in management , markeLing and dis.ribut ion t:echlniques; and, 
the inabLlity to conduct: feasibility and export financing
sLudies, all of which require training, inl'ormat ional and 
technology transfers. Enhanced capability to support Missions 
within these areas is essential to successful private ector 
(level opien I. 

C. Cap i a.l markets (:onstraints require that aLtenl, ion mus be 
given to addressing financial policies, legal and structural 
barriers. The Financial Markets Development Program addresses 
the mobilization of capital and the appropriate allocat ion or 
Financial resources. However, this area is one requiring 
specialized technical assistance and may priovide opportunit:ies 
for innovat ive uses of Revolving Fund resources. 

While trade barriers are both internal an, ext ernial to LDCs, this 
paper is concerned only wi Ih L.hose of' an inlernal nature. 
Internal coustrai~nts may exist dle to generalI economiic conditions 
or at. the IeveI of the I, cI ,onomy. 

Wi[hin the policy environment, there are spcifi.c policies and 
regulaLions Iimiting the development of Lhe private m4e:Lor. 
Common LDC problems such as tari ff structure, customs operations 
and others exist., in parL, due In, the lac:k of an ; ,ppropriale 
infr'astrue"lzlire For private enterpri se developmiiientii . 

A r' entI Wo?'I d Bank paper enL. iLled, "Creat ing B:et t:r 
Environment for Private Enterprise in Africa" aidre, d the key 
issues aI' FecL ing private sector development, barriers wh.ich are 
common to most LDCs. While these have leun men I. i oned e l sewhere 
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in th;s paper, a brief reiteration of the five key policy areas 
examined serves Lo highlight the principal deterrents to private 
e-n t e rp r ise : 

1. Barriers to entry include sLaLe monopolies and market ing
boards, transportation systems, restricted private access to the 
natural resources xtractive :industries, manufacturingr and 
util i ies ownership. 

2. Obstacles to foreign investiment includc governmentI imposed 
restrict ions on employment, location and local. inputs; price
controls; excess iye legal requirements ; and uncerUain ies about 
taxation, enf orceability of contracts and legislated redtI:ape. 

3. Financial constraints are usua ly (ons idered to be the 
result of a shortage of investment funds and working capital
which, in part, is due to financia] market regulal ions, inability 
to mobilize equity capital, foreign exchange systems, taxation 
policies Iimiting internal investment funds, limited private
 
access to financial markets due to -:,-cessiv.e governm1ent borrowing 
and public investment programs. 

po 1.ic. 's which4. Labor i and price controls are (counter-­
productive to econo. i c groth and the expansion or emp.1 ov mcnt-,
roquire liberalizat ion in order to free the. mob i I iza: ion humanof 

and financial resources.
 

5. Trade policies and computition constraints usually center on 
ove rva ued - and import subs.itut ionex-hargr,. ates prac ices. 
Overvalued currencies, high tariffs, qiiantitative r'estrictions on 
imports and taxation--bias against exports ;-i require specialI 
at Lei. i on. 

Missions require substantive technical assisLant in ordc" t. o deal 
with LDCs ' institutional barriers and other restrictions to 
growth and development. 

[V. Initiatives to Mitigate Barriers:
 

A program iil iat. ive t.hat chart s the course fPor development
through a legal and regulatory framework which promotes private
accCss t o compe titi v( markets, encourages the mob 1.1 i za1 ion of 
foreign and doitest:ic capital, sI-IengLhe s ind igenous fi.nancial 
insti til i ons, protects private property, and enforr:es valid 
commercial transacL ions would assure ac(ess to a min imum--l(vel 
threshol d ['or priva Ile sector development. 

Some s(.e Ile r'oIe of PRE in export and i rivs ilmeii, promotUion 
ass istan:e as a react.live one, respond i ng [4) Miss ions, request 
for teP hn i(;l assi s t aic-, hold irig seci na for cross­rs 

Fomrt i I izal ion wi h ,1DC pri vate secto r par. i:ipants; 'aci .1iLII(. i ; 
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joint activities with the Bureaus; developing state-of-the-art
 
mechanisms for use by the missions; and one of providing pa sive
 
c:oordinat ion of AID private sec.tor programming. 

There is a much broader role for PRE, an asserlive one that takes 
ofn the r'esponsibii ty of developing new 1inkages with U.S. 
private sector organizations, institutions, other government
agenciies and even private firms. This would enable PRE to become
 
familiar with the latest 
 techni ques and applications of
 
development, assistance. It 
 would provide for coordiration with 
the World Bank and others having somewhat different approaches to 
Lhe deve loping countries. 

PRE would, in part, develop a "think tank" resource capabi.ily, 
attending conferences, staying on top of developments in pri.vate 
sect or initiatives and serving as both a point of-contact. for and 
an outreach mechanism to the U.S. private sector and government 
agencies. IQ would have access to others wi th experience in 
regional trade development and other complex issues which are not 
likely to be addresed by individual missions. I would develop
the institutional, expenience to conduct seminars and issue
 
publ ications on what works, the essential ingredients, and how to
 
go about Lhe implementat ion process.
 

A network of dynamic, innovative relat ionships focused on the 
preconditions for trade and investment would allow PRE to develop
 
an expertise transferable to the Missions. This expertise would
 
he used to identify issues and prescribe alternative directions
 
for program implementations. It would faci ItLe the Flow of
 
t:echnical and financial informat:ion to the IDCs, through direct
 
ass ib;t anco or institutiona] intermediaries.
 

One Ve ry inportant contributing activity is that of encouraging 
and mobilizing support of strategic U.S. and LDC private sector
 
organizal:ions. 
 Linking LDC private sectors to the development
 
process is essent ial to the success of AID efforts.
 

PRE could assist such efforts by mobilizing the support oF U.S. 
and I,DC pr ivat.e secto r organ izat ions. PIRE would prov ide 
tec'hnical. assistance to: 

Seek opportunities to provide assistance directly to LDC
 
private enterprise organizat ions
 

Ildenti fy inst ilutional intermediaries For del ivering
 
pro,ject ass istance 

Increase LIe flow o r technical and f'i nanci al resourcs
 
through the involvement of U.S. private enterprise in
 
the LransFer of technology and project Fiinancing
 

PRE needs to develop an asseri ve out reach, a program e.lement 
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engaging U.S. and LDC private sector resources in the development 
process. A part.ia] 1ist. of init:iatives would include but not be 
l imited to: 

The strategic use of private sector delivery systems, 

Seminars and publications explaining what is going on in 
business development activiLies, 

A US-based program for direct U.S. investment capital, 

Successful training programs for Miss ions and LDCs t.o tap
into the enormous technical capacity of the private sector, 

P1W may call upon IESC to develop speci fi c areas of 
expertise and thereby target its resource utilization and, 

Encourage relationships with large firms that would provide 
stable markets, technology, training and credit to small and 
medium-scale enterprises. 

While there is a vital role for the LDCs in providing the policy 
envi[ronment and legal framework necessary for private sector 
development, t:he sector also foster anpublic must: increased 
awareness of the possib.il:ities for private sector dlevelopment. 

Such emphas is on the role of the private sector in donor 
assistance projects has been recognized to be important to 
susLained economic growth. The linking of LDCs with U.S. and 
other de veI oped-coun try private sectors in the development 
process would serve to enhance the results potential. 

PRE coujld posilion itself by taking the lead with other U.S. 
age ncies engaged in t:rade and overseas investment. By developing 
an understanding of and coordination wit.h other donor agencies 
and institutions supporting development cooperation, PRE could 
most effect ively contribute to the process of achieving equitable 
growth. 

P1713/l's market orient et approach to developmant assislance is the 
very c or e of tLhe Private Sector Init:iative. Innovative lending 
concepts developed through the use or RF resources need to be 
czommunicated and promoted throughout AID for replication. 

'-E (oul Id enhanc e te e!ffici(ncy of IlDC's ' inst. i tul. ions and 
o rgani zations by providing technical assisItance i.n managnment, 
inform,ttl ional systems, and traini ng i in proj ct. mon i, or i ng and 
evaluat ion. 

F'RE tco I d ,lvcf. op specie ic produ<c-ts such as model I i cons rig 
legislat ion or a ,:sic, uniform commercina] code for disl,rilbultion 
t.o Miss ions. 



PRE ,oul]d develop khowledge of specific actions such as the 
impact of free-trade zones and the steps and condi lions necessary 
to establi.sh a successful trade zone. 

PRE could develop a program-element engaging U.S. private sector 
resources in support of Missions, e.g., promoting U.S. direct 
investment, and, encouraging U.S. and LDC private sector 
cooperation through existing or newly formed organizations. 

PRE could] provide the i mpetus For the development: of a regiona1­
trade program, combining the mutuality of concerns of the private 
sector init. iative with an integrated use of resources. 

Finally, PRE options for developing strategi c approacihes must 
emanate from an understanding of and support for policy and 
regulatory re orm. In order to impact underlying structural 
problems, economic measures miust be preceded by fundamental 
policy and regulatory changes: 

Virtually all pr:ivate sector initiatives by missiobis fall within 
the six categories of: 1) Policy Reform; 2) Capital For-mat ion; 3)
Export and Investment Promot.ion; 4) Micro-Small--Medium Enterprise 
Development;; 5) Housing/Land Purchases Financing; and, 6) 
Prival. izat ion. While this paper is l imited to a discussion of 
the first three categories, it fol lows that PRE should examine 
each of these in order to determine i ts focus for a new program 
initiative, concentrating its resources to specific areas of 
comparat ive advantage in performing its leadership role: 

1.. Policy and Regulatory Reform: According to "A Revi ew of. AID.'s 
Expe iencei_n .PrivatLeq_ Sector Development" April 1985, "Pol icy has 
been identified as the single most important and most prevalent
factor constraining expansion of Lthe private sector . . It is. 
interesting to note that, despite the priority of the dialogue
and the widespread perception that some dialogue activity is 
underway in most Missions, formal documentat ion of this activity 
and its result is virtually nonexistent." 

Review of responses to a recent PPC/EA survey of missions' 
capaci t y, act. ivi ty and n e eds pera.,ining 1 o "r:est ri ,t i ve [tra(le 
policies and pract:lices" ind icated a significant, potentia. demand
For technical assislance (TA) in private se,ctor inl.rven. ions. 

While Isome missions indicated a reluctance to beconie involved, 
a II respond(d t.hat. they Wou 1d i" edqu i re expert s i n i d.n.i Fy i ng 
cons tra in ts: techn ic-al assistance in s I at ies iminpac ts;tng fiscal 
in1, cons ul I tIan C es , t-a i n ilntgi n d imp I.emnen|.al. i lon ass i slt ance t i) 

effect private sector pol.icy and tpn in ing inst i tut:i onal 
dlevelopiient.. TA would also be r-eqiiired to est atblisihi coordinal. ion 
1),etwe-II the missions, business associat ions and llii , ises as 
we ll us the World Bank and other donor organizat ions. 

i . )." .~I,; ! [ f ) '/ !! ' 
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The A.1.D. Pol icy Paper "Private Enterprise Development", March,
1985, i. nudic:ated that AID's private enterprise policy is; " 
int imately related to the need Lo conduct our programs in an 
env i ron III Ien t of p o Iicy di a 1 ogue w i th t he hos t country. 'The 
essenlce of the pol icy dialogue should be to deal with the 
country's developme nt strategy and related policies 

Further, it has been said that greater- attention to sound policy 
and sectoral analysis should be a prerequisite to AID 
assistance. It f'ollows that more resources should be devoted to 
policy analysis, training and host country insi: i tuti onal 
development in support of" pol icy dialogue and economic reforms.
 

One such area for consideration is that of a commitment to 
proact ive support for dialogue regarding policy and regulatory 
reform. Virtually every AID publicat ion and policy paper refers 
to its working through the four policy pillars, particularly 
policy dialogue, to reduce constraints and remove obstacles to 
private enterprise development in LDCs. 

The ob.jective in doing so would be to develop organizational­
capabil ity for the preparation of high-qual i ty pol icy analyses, 
contribut ng to missions' capacit y for nngoing policy dialogue.
1owcver , i I t i I I be necessary Ft' PRE to develop a thorough 
understanding of the process of policy dialogue and 
 the use of
 
condit ionality before it may fully assess .its' potential role.
 

A study of policy, legal and regulatory measures that encourage 
or impede private sector deve I lopmen I. would prov ide that 
understanding. rt would examine such concerns as: 

What is needed to develop the capac I.y to do qua l ity
analyses of policy, regulatory and other harriers 

What are the i nsti tuti onal mechanisms necessary for 
implementing policy changes and, 

What. is the t ime- frame needed for po1 icy reforms to 
generate their impact 

Tt. would focus on technical assisL ance needed t.o effect, macro­
econor ic. reform and for the development of inst it:ut ional 
experi ence arid knowledge of what. pol ici es work and how to 
imp ementt ; them. 

By devel opin g a PRE expertise in reform analyses, Mis siotns would 
be bollt Ir prepared to provide assistance to host governments in 
achieving a more favorable pol icy env ironmen t. Enhanced 
perfornance in policy formula-Iion and inp lementat ion through 
pol i'y d ia I ogue is ensen, ia I Co r devel o)p i n app r i al o 
strategies for trade and investment: programmllunmg. 
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PRE has asserted that its focus on pol icy and regulatory reform 
and its resultant impact on business deve.opment. and employment: 
genoration is the most promising area for achi.ving substantive
 
result s.
 

Coiceurn for tihe qual i Ly of reform analyses, pol:icy advice 
and impl ementing mechanisms should certainly warrant a commitment
 
of resources targeted on policy analysis, training and 
institutional development 
in support of policy and regulatory
 
ref(irmiiS.
 

The need for a comprehensive approach to any part I cul ar reform 
initiative can be illustrated by the following example:
 

Privattiizut ion: This program initiative is multifaceted in that 
it evolves from the initial steps of policy dialogue through all 
subsequent steps leading to actual divestitlure. It combines the 
various aspects of policy reform and privaLe sect or developmen :.
 

However, privat izations of LDC parastatals may onlV occur within
 
the appropriate policy environment and are therefore the result
 
of successful policy and structural reform.
 

'r - are a number of pol icy condit ions needed for pri vaL ization 
to be successful. Market-based pricing; prompt and fair
 
enforcement of conlracLs; equal access Lo 
cred it, and foreign
 
exchange; 
and, other policy ia1t2ers must he addressed. Reform of 
LI)Cs ' legal framework, inves Imen I. and tax C(1odes and ot.h.er 
commercial. pract ices are particularly crIi ical to success. 

2. Capit al Formation: Certainly one of the most. impcrt anL issues 
for pol icy dialogue is that of LDCs' need for access to capital. 
Through the Financial Markets Development Program (I;MDP) PRE is 
providing Missions with an appropriately des igned and we] I. 
received resource. It is totally wit.hin the purview of FMDP to 
address restrictive financial po icies, legal and structural 
constrainr ts. It. would seem evident, that I.his parli.ei'ulr program 
mn it i at iye shou ld rece i ve enhanced emphas is anil concomi tant 
r esoumrce a.1 lot.at ionIs. 

The: purpose of FMDP, as sLa1ted in [he FY 1987 Congressional 
Presental.ion, clearly enunciates developmenlt of capital markets 
"s the corner sL.one for AID/PRE's eFforls to encourage private 
sect or, economc[(growth. 

S us I a ined econoin i : grow th re(tl i res an ind i genous capac Ily t.o 
address key problem areas. While each individual LDC may he 
economic:al 1cy constrained in various ways, they al share the need 
for remedial capital markets development.. PRE should endeavor to 
ift"rmrpor-llo FNI) I' p r oj c [s in a I 1 Mi F s i onis . h roi gli aggrevss v 
promot ion and compe tent techni cal assistlnce., 



The Private Sector Revolving Fund (RF) is a unique mechanism foL­
comb in ng I he need for the internal mobilization of financial 
resources with the access to capital from outside sources. 

Again, PRE should deve op "case s t.di es" of suc: .. s.u1 
ctemonstrat:e(d, innovat:ive loans and provide for their world-wide 
dissem:ination. In order to encourage the replication of RF 
financing experience and to have greater insight of Missions' 
reqIuirements, there needs to be an ongoing interchange between 
PRE and the Regional]. Bureaus. This may be accompl ished in two 
d i s t i I,:I ways: 

A. 	 PRE/i personnel would visit Missions, sponsor regional 
seminars and work shops, interact witIh private sector 
lenders, intermediaries and other donor organizat::ions. 

B. 	 Regional Bureau personnel would serve on detail to the 
Office of Investment on a compet ition-based, rotat:ional 
ass ignmen t. 

3. Export and Investment Promotion: TL has been observed that in
 
the absence of energetic iovestmenL promotion activities,
 
offshore firms rarely enter into 
 joint ventures or other means of 
initial investment. The critical ingredient is 	 said to be 
exist ing "commercial 
 trade", which in turn is usually considered
 
as a precondition to "investment"
 

Trade and .investment promotion are imporLanL for diversifying 
exports, attracting new capital, and technology and general.ly 
improving the participation of a country in world markets. 
A new program element in t:he promotion of exports, investments 
and tourism would delineate requis:i te condit ions and mechanisms
 
necessary for pr-ivate sector development.
 

It fol tows that. linkages bet.ween trade and new investlinenL and/or 
trade and technology transfers may be strengthened by assertive 
promotien programs. However, in order t.o promote the development.
of individual enterprises and an environment of viable, 
complLit ive markets " thin whi:th they may ,:f'ri cient ly operate, 
there needs to be discernabl e opportunities for profit. 

A comprehensive PRE program t.o assist Missions .hroughout tIhe 
st rategic planning and implenientation process, should provide 
LDCs' government s and privale enterprise wih an ernhanc:ed abi lIt.y 
to rospond tm such opportunities. The recent A.I.D. Program 

te.
Eva] I1aI ion Repor. No. [4 , idlent i fid f lw()W t g CI:)ap i1 i.t ies 
as fa:lt:ors requiring special auttention to aid LDCs' private 
seco r. i n res pond(ing Lo profiL able op portn. i it ies:0ts 

A) the ability of correctly identify profitable opportunities;
 
B ) t he ab i I i t y I:o mnot1i I. i ze :a p i a I ;
 
C) t:[ne abilily to assemble key factors of production; and,
 
D) the abili Ly to orgnn.ixze and manage te prod ctl ion,
 

marketing and Frinancial operat ion of LIhe enterprise.
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While the term Promotior is very general, it denotes the entire 
array of a wide range of condi tions and actions leading to 
enhanced t rade and investment activities. In the context of this 
paper, PRE-initiated promotion activities may include: 

A. Providing Missions with guidance and support to assist 
governments in private enterprise pol icy reforms in,areas such as 
commercial law, investment codes, taxation and others leading to 
a more favorable business climate. 

B. Providing Missions with technical assistance for LDC private 
sectors in facilitating appropri ate financing for private
investment projects, increased access to credit, development
loans designed to reduce curtain financial and foreigrn exchange
constraints, and the development: of equity markets and direct 
foreign investment. 

C. Providing Missions with information and training for the 
repl ication of successfully demonstrated financial mechanisms 
developed through the use of RF resources. 

D. Providing Missions with the capability to sponsor seminars 
and workslops in key policy areas, organizing educational tours 
for LDC officials, and the development of reports describing and 
analyzing the LT)C investment climate. 

These are but a few of the informational and technical assistance 
needs of Missions in the more common, funct ional areas yet. they 
are representatIve of resource requirements within this category. 

V. The St ruc ture of Techni ca I Assistance: 

To conduct specific analyses of private sector constraints, to 
identify and evaluate barriers to the development of market 
economies, it shall be necessary to create a team of experts, a 
core group of outside consultants, led by a PRE professional with 
experience in private sector development activities. 

A. Technical Assistance in such areas as tax reform, 
investment regul at ions, import restrictions, st-ate trading
companies, tar i ff structures, cus t oms opera I ions and fi seal 
impacts will be required. The following specialt:y areas will 
require expertise to include but. not. be 1 imi ted to: 

Project Design and Evaluation; Strategic Planning; 
Macro-Economic Analysis; Legal/Regui at ory Anatysi.; 
Taxation and Tariffs Fiscal Impacts anI Revenue 
Pro.ject ions; Internal. ional Trade and Investment; 
Industri.al Development.; Export Development.; and, 
Industry-Specific Analyses in Financial, Market ing, 
Manufacturing and Dist:ribution. 
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B. Management Support for the planning, awarding and 
mon'itoring of a new program of this scope requires delegation to 
and the responsibility of senior staff. The Trade and Investment 
program may consist of only one AID/PRE individual (employee or 
contractor) and a stable of outside consultants experienced in 
planning and implementing effective pri vate en terpri se 
st rateg es. Whatever is determined to be the management: 
structure, PRE must commit to a program of quality assurance. 

C. Mission Buy-In provisions are to be part of the final 
program strucure. However, the initia] developmentU phase of the
Trade & Investment initiative will be funded by F'RE/PD. While 
Miss ions have access to TA contracts for investment, c[ inate 
surveys, private sector profiles, economic sector analyses and 
financial, cap i Lal markets studies, etc. , [hey part:icular ly need 
an "off the shelf" capability to undertake the difficult tasks 
described above. 

VT. Planning and Evaluation of Programming ContenOt. 

In terms of expected program results, it is essent ial that there 
be a commitment to a comprehensive design effort.
 

A PRE comm it ment, of resources for the development of such an 
ini tiat:ive, the preparation of budget, and staffing est. i mat es 
along with the expected results over a specified period of time, 
is the first requ:isite step. 

A ccordi ng t o a recent A. I . D. repor t, I:he major factors 
influencing the effectiveness of private sector programming were 
considered to be: 1) Quali ty of Design; 2) Sus tainab iI ty; 2)
Strength of Cons t ituency; 4) Host Country Pot icies; 5)
Organizat iomial Capaci ty to Continue Project Benefi ts. 

PRE's concern for the quality of design throughout the process
will provide a focus and st.a tegic target. ing of i Is init i al 
efforts. Its utility as a laboratory for experimentation, to 
t:est. and t ry ouI. new ideas that can then be r'ept i cate d by the 
other A[D bureaus, prov tides an unusual opport:unI.y for thoughLful 
1) r o fraa ii i ni . To i d e n t. i ry i s sues a,(1 (1id " i 11e a t r1.1 I ive 
approa(:ihes for Missions, PRE would provide the descript:ion of a 
new )r)gram i nit iat i ve and would begin Ihe bui Id i rig of a 
constituency within AID. rn terms of an incremental approach,
PIlE needs I.o introduce iUs init iat. ives at the appropriate lctevelis 
wit:hin AID and undertake specific pi.lot efforts to develop 
Miss:i on confi de:nce. 

There is always demand, a need, for qua.li ty assistance, both 
within AID and through contractors who are known to produce 
subs tan I. i ve work. 
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The true ob.j- ctive here is 1o target act ivities where you are 
likely to get optimum resul is. 1I appears that a central:ized 
policy and regulatory reform capability within PRE would be a 
most appropriate program element:. Expertise in tax reform,
invostment regulations, import restrictions, state trading
companies, f"i sea l impacts and revenue projections are areas of 
priority among design considerat ions. 

PRE mechanisms such as PEDS and TESC contracts, the investment 
office and other program elements are responsive to Missions for
"across--the--board" technical assistance. What appears to be 
needed is programmatic leadership which specifies actions to be 
taken and then provides the tools necessary to ipl.ment, the 
initi, at ives. A proactive " menu" of diagnostic assessments,
strategies and implementation assistance, with emphases on the 
implementation "how to" aspects, would be generated through Ihe 
program design phase. 

PRE is expected to stimulate new ideas and enhanced knowledge of 
private sector programming. However, the creati v process must 
also include knowledge of how demand for new programming is 
developed. The specificity of actions to be taken, the necessity
of Missions' acceptance and the comUliL. lner: oF senior s taff are 
equally important as are the init iatives.' substance. 

The effectiveness of this program Initia[ive will, in part, be 
let.erII i nod by the explicitness of it:s design, an essential. 

element highlighted in the recent report synthesizing private 
sector program evaluations tronm FY-85 and FY--6S. 

Therefore, as a Follow-on to t:his conceptual Framework, there 
needs to be a complete analysis of: 

Demand for technical assist:nce within speci fic program 
areas 

* An estimate of resources required to meet. the denmand 

An assessment of PRE's options for managing the 
initiat itie 

The above may he accomplished through a sing et contract or a 
series of closely coordinated consultancies. Mosl importan ly, 

lth re needs to be recognition that tLie exprioc e and skills 
r equi red to this are andcomplete effort numerous di.verse. 
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CONCLUS IONS
 

h_ n c ed cap L1) i I i t y f r_L _L e _ i de n t i U cl: Li o n a n c r ein o v al of 
ra. nonst 	 wh:ich rest rict. ai d _ continue toL I im:it. Laions have 	 d 

n. ihilh tI.h e__deveIop)Lmen. of f,DC ec,,nonies . needed Thes 
md~t t-nld. -!~n I. i a.l demand for techric Ieaass is Lance fUoiii ou ts ide 

consul Iants ; s W.<0 1 1e aS PSE is.- substan t:ilwel 

It. 	 is funcdamenta I Lo ris_ sect.or -in .t[maLive [Ha t- LlereATD' i vat,-
be _an_ increased awartie.scss UP barri ers to oconomic development, aId 

ehane(_pro n'e capa bill i. y a g in1I a 
-~~~~~ - --	 _. 

A) 	 S pecif i c d irect. program act. ions Lo t IVim i matctlegal
regulatory and other constraints to development 

B) 	 Substant i ve economic po I icy and regulla ory reforms 
dLrected at sectorial and infrastructure development 

Personal observat ions and comment s o f ot.hers Oad to the 
conclusion Lhat a new PRE in i Ii ative in Trade and Investment 
would at.tlain broad--based support, soi long as itL demonstral.ed the 
following character istics: 

An 	 enhanced capaciLy to serve Missions' need,; 

* 	 Not competitive with other Bureaus' in i ,ativ:L:s
 

PiE' s cx aminat: ion of Lihe Trade and Ifivestinent i.ni. ia tive will 
bring focus to and acknowledgement of i ts pr ivate sector 
programming responsib i I ies. 

Conversat ions with Al.- personnel and other informed individuals 
.,rovi d.ld a perspec. I ve of overall program con [ent and IIhe 
effect: i veness of var i ous del i very mechanisms. Tl appears ihat 
PRE is well posit.ioned to ef Fect, i L:.sorganiza:iona.l , lon g Uterm 
objectives. Its ma.jor program initiatives are well.--dezi gned and 
appropri atel y t arget'ed. 

'[This conc!ptua I oul.l ine poi t s to exis, in V,prog ramnmat ic gaps. 1t. 
.uggests two dis L-ime thrusts---one fofr its current port fol. io of 
Ict i v i tLi s an id I Ie (o heir for co a ry , wtill)1emeni- v, i n i t. i i i ,'!s 

Mi SS i oi S ' inC'a(;sed awae nels,s U-1d SU1bSeqUe nt , exp1Ided 
.,e of exi.rCN,ing programs is a Fu int. ion of PI?E 's 

asserl: iveness and its capaci l:y to serve Miss ions needs 
and m et I.he e:: p act., o F I? rean si ons f i on a] lif 

Missions selected for pr i vate-secl:or development potel­
t.iat (or other cri t r'i a should be , Ir Ife1.ed t.o rer!i v 
an extraordinary level ,f p ofessi.onlm as-;isance in 
or-derL .c in't iltl. iona.1 , o ihe deliver'y of privaLe s c­
t:or progranim ing aind to demonsl I:rate PRE] 's 1ompotonce to 
s tsl ain itigli levels of' supp-ort 
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.SUMMARY 

The overriding intent of A. T.D.'s private enterprise poli:y is to 
promote the establi shment of a climate conducive to LDC private 
sector act ivity, the estab] ishment of viable, competi, itve markets 
and tihe expansion of private enterprise in LDCs, 

The A. r.D. Program Evaluat ion Report No. 14, entitled "A Review 
of ATD's Experience in Private Sector Developnent" suggested 
several areas for new p rog rammi i ng cimphases: 

* A commitment to engage LDC .governments in an active dialogue 
regarding policy reform 

The preparation of high-quality policy analyses and the 
creation of capacity for ongoing analysis 

Project ing opportunities to provide development assistance 
directly to LDC privat.e enterprises and inte.rmeddiaries 

tncreasing the flow of technical and financial resources 
through the engagement of U.S. private enterprise 

Vir:ually all of these could be incorporated in a new program 
:in it at ivu under I he generic Litle of Trade and Investment . 

Trade and investmen: promotion are essential tools for diversify­
ing exports, at ract ing new investment capital and the t.ransfer 
of techno logy as well as general business knowledge and skills. 

PRE has asserted in various publicatiorns that. i t would play he 
lead role in creat:ing Agency focus, providing support to Missions 
by concen Ira.iing on helping governments identify and remove 
policy, legal and other constraints to improve the climate for 
private sector devel opment. Es tab I ishment of a Trade and 
rnvest ment: initiat ive will provide the appr'opri at.e mechanism to 
deItmots trate that I CaderS,., ip). 

Ti t! two'- produ('. oI. th i s out ine as Lo be; roc: mtn e i da. (ois ro' 
i nIlervemo. ons to reduce barriers to trade and investiment, 
in Iuli ng (tic use:, of Revolving Fund resources. 

Recommendat ions for inte'venti ions are out lined iLn Sectionabove 
IV, liiil iat ivuy s to Mi.t i gate Barriers. 
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The 	 use of Revolving Fund resources is clearly an es talb lished, 
-r'ece i vedwe r program e I emen t. PRE/ T should continue to use the 

RI' f or demosri.st ra lion )u-poses aIId act.i v e ly promote t.he 
r,-p1 i.cat ion of its successes on a word-wjde basis. The 
adapLat.ion of' innovat:.ive financial stra tegi es , cap i [al mIarJheL s 
deve l opmen t and imd i v i dua I I ending wi 1.1 be o f paraItoun I: 
inporIance to the success of any new program in it i a i xe t.9rgo.ed 
to the proilnot ion of investment. 

A 'iR (:oin tin en t Lo a program for T rat- anir d Irives tineii wouI.Ild 
result1 in the develop:nent of expertise in st:rate gic, )rivat, 
se c:oc pl ann ing, know ledge of' how t. he development pro(*ess occurs 
and, imple enat ion xperience in. effect ing change through the 
p roces s. 

F inal ly, th is proposed ini tial ive is not. con:Ci ved t.o be just 
another consulting contract. Rathler, I:his conceptual outline 
lends itself ILo that of a "menu" for Fill ing of' 	 gips of already 
existinig programs and technical assistance capabi liLy. TI: may be 
implemen ted on a 1 imi ted basis over a rel at:ively shorL period of 
t imo in order to field tes t both the need f or such ass is tLance and 
Lhe insl i I.1t iona] capalbi I t.y t; o prov i do Li e fiu I ran ge of 
appropriaLe expertise. 
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