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With a population of nearly 40 million and a GDP of approximately US$765 bil-
lion in 2011, Poland ranks as one of the largest and most dynamic economies in
Europe and among the top 21 economies globally.' The country boasted nearly a 4
percent annual GDP growth in 2011, up from 1.5 percent in 2009—the only coun-
try in Europe that year to achieve a positive growth rate. Poland’s history as an
oppressed Soviet satellite state for 45 years following World War II, with a com-
mand economy as recently as 1989, makes these statistics all the more impressive.
So to what does Poland owe its success?

Certainly, Poland’s industrious, entrepreneurial people and insightful policy-
makers deserve most of the credit, but catalytic vehicles provided through U.S.
assistance in 1989, like the Polish-American Enterprise Fund, played an important
role in jump-starting the Polish private sector with business financing and techni-
cal assistance. Over the last 20 years and more, Poland has developed a vibrant
market economy driven by a strong entrepreneurial spirit, leveraged its deep edu-
cational legacy, and built upon the Soviet period’s emphasis on science and tech-
nology to capitalize on the country’s inclusion in the European Union and on the
global advantages that convergence affords.

Now Poland is wedging its way into Silicon Valley and seeking to build its own
innovative economy that perhaps, as George Friedman predicted in his book, The
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Next Hundred Years,” will create a powerhouse of new technologies that the United

States and Poland can both benefit from. This new possibility is not developing of

its own accord; there are numerous ongoing and ad hoc initiatives undertaken by

various institutions and individuals that are contributing to Poland’s high-tech
potential.

For example, in the past few months, the first groups of the “Top 500 Polish

Innovators™ have been participating in two-month-long educational programs at

Stanford University, assisted by

the US-Polish Trade Council

Today, few realize the role the ~ (USPTC)."and the first alumni

of this program are now calling

United States and its partners  for a “revolution in science” in

. . Poland!® In addition, after a
in the newly established post- [ '°. " - ° ¢ technology

communist Polish government and business links between the

United States and Poland,
played after the fall of the USPTC recently opened the

Berlin Wall to ensure that the US-Poland Innovation Hub

Center® in Palo Alto, California,

drive and ingenuity of Poland’s  t support the physical pres-
people could be unleashed ence of Polish tech entrepre-

) . . neurs in the heart of Silicon
quickly to achieve their fullest  valley. 1t is becoming apparent
entrepreneurial expression. that the diverse indcpendent
other such efforts are, like the
free market’s “invisible hand,”
beginning to represent a “Fourth Strand” to the so-called “Triple Helix” concept of
industry, government, and academia combining to create new innovative tech-
nologies.”

Looking back from my own experiences over the past 20-plus years of trans-
formation in Poland, it is fascinating to see what a big impact seemingly small
incremental changes stemming from initiatives like those mentioned above have
had in the aggregate over time. Such “marginal” developments all have added up
to making Poland a vibrant market economy increasingly focused on creating new
technologies and an innovative economy. I am honored to have been able to make
my own incremental contributions to this process, and to similar processes of
entrepreneurial development in other countries.

It is essential to appreciate that progress and development do not happen in a
vacuum; rather, critical catalysts are needed, and that usually involves someone
assuming risks and taking action to accelerate the process of change. If you get off
on the right foot, the progress has a better chance of proceeding smoothly. On the
other hand, if you get off on the wrong foot, progress can be hampered for years to
come, and catching up can be difficult.
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Faced with the collapse of Soviet Communism in 1989, U.S. policymakers
could have opted to
« do practically nothing while taking a wait-and-see attitude
« take a traditional longer-term, government-to-government development assis-

tance approach of supporting systemic policy change, undertaking institution-
building, providing training for capacity-building, and the like
« design a bold and innovative initiative that could respond quickly to the press-
ing needs of the local population and play a catalytic role in helping them
rebuild their country.
Fortunately for the people of Poland and indeed those of Central and Eastern
Europe (CEE), the U.S. government chose the third option, while still employing
traditional development assistance where that approach would work best.

Today, few realize the role the United States and its partners in the newly estab-
lished post-communist Polish government played after the fall of the Berlin Wall
to ensure that the drive and ingenuity of Poland’s people could be unleashed quick-
ly to achieve their fullest entrepreneurial expression. Nor do many see the broad
array of current initiatives stimulated by Polish, Polish American, and U.S. entre-
preneurs who are creating links between businesspeople, scientists, and engineers
in both countries and are contributing to the development of a “Silicon Valley
mindset” in Poland. What a great distance has been traveled over the past 20 years!

Poland’s vast transformation did not just happen; rather, it was spurred on by
the conscious, active decisions of risk-takers in government and the private sector,
who drove the transformation process in a selected direction and accelerated
change to the point of irreversibility. Moreover, the entrepreneurial models and
private-sector mechanisms employed in Poland have by now been employed suc-
cessfully in other countries and regions.* It should be clear to policymakers that the
fundamentals behind these private-sector approaches can be further adapted
under varying circumstances to address today’s seemingly insurmountable chal-
lenges in economic development elsewhere in the world.

In 1989, the transformation of a Soviet-style command economy to a free mar-
ket had not yet been attempted, and there were no guideposts. Poland’s economy
had already been suffering under the impact of martial law imposed to stifle the
Solidarity labor union’s threat to Communist Party supremacy. State-owned enter-
prises that dominated the Polish economy were unprepared for compete under
market conditions, and under Poland’s so-called shock therapy approach to mar-
ket liberalization, it seemed clear that if Poland’s experiment in liberty was to suc-
ceed, it was going to be the Polish private sector that would pull the country
through. Obviously, something dramatic needed to be done to support Poland’s
emergent private-sector businesses, and to drive the economic growth so critical to
social stability and the development of democratic political institutions.

U.S. policymakers recognized that, after the communist regimes began collaps-
ing in the former Soviet satellites, the first of these countries to gain independ-
ence—Poland and Hungary—needed support far beyond traditional development
assistance. These countries needed to quickly jump-start their private businesses in
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order to provide their local populations with goods, services, and sustainable jobs.
In 1989, in a stroke of genius not seen since the creation of the Marshall Plan, and
certainly not seen in U.S. reconstruction efforts in Iraq and Afghanistan or during
the Arab Spring,” smart U.S. policymakers in the first Bush administration and the
U.S. Congress turned to American free-market, private-sector approaches and to
seasoned business profes-
sionals ~ for  solutions.
American ingenuity’s answer
took the form of legislation
that created enterprise funds
for Poland and Hungary,

Not only did the enterprise
funds launch a new era in

private entrepreneurial
development, they launched me
on an exciting adventure in
helping emergent entrepreneurs

through which U.S. taxpay-
ers money would be man-
aged by private investment
professionals to finance pri-
vate enterprises in the

respective countries.

Not only did the enter-
prise funds launch a new era
in private entrepreneurial
development, they launched
me on an exciting adventure
in helping emergent entre-
preneurs and policymakers
in Poland and Hungary, and
later other frontier
economies, to build business-
es and develop ecosystems to

and policymakers in Poland and
Hungary, and later other
frontier economies, to build
businesses and develop
ecosystems to support
entrepreneurial activity.

support entrepreneurial activity.

By now my work in Poland has included participation in the establishment of
the Polish-American Enterprise Fund (PAEF) and the management of one of 15
National Investment Funds in the Polish Mass Privatization Program of 550 state-
owned enterprises. It continues through the investment activity of the Polish
National Capital Fund—a fund-of-funds financing new Polish venture capital
(VC) funds (KFK, for Krajowy Fundusz Kapitatlowy'’)—as well as the building of
links between Silicon Valley and Poland as a director of the US-Polish Trade
Council. I am also involved in helping Poland’s Intellectual Property Management
Institute promote a conducive ecosystem for entrepreneurism and create an appro-
priate intellectual property rights regime critical for the development of new tech-
nologies and an innovative economy. But my work has not been limited to Poland;
I have been adapting my experiences there and applying them in other countries
and under varying circumstances.

While this part of my career journey started in 1989, when President Bush
called me to the White House to discuss U.S. strategy for rebuilding the Polish
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economy, the foundation for that invitation was laid some 20 years earlier, when I
studied Eastern European politics and economics in Austria at the University of
Vienna—good preparation for this eventual opportunity.

In those days of 1968-1969, as I prepared to embark on my studies in Vienna,
the Prague Spring had just been crushed by the Warsaw Pact, “Polish jokes” were
popular, and the Iron Curtain was thought by many to be a permanent fixture.
When a fund manager from London asked me in 1990 how I had connected at
such high levels as President Bush and Lech Walesa, I simply said, “I was Polish
when Polish wasn't cool,” and added, “I knew ‘Hungary’ was not a state of
appetite!” The point was that my long interest in the region and deep knowledge
was being recognized.

In 1990, when the Polish-American Enterprise Fund was being organized, I
was retained by the newly hired CEO of PAEF to draft the business plan for the
fund, and I served as its vice president until 1995. At that point I had participated
in a winning bid to manage a Polish Mass Privatization Fund, which would be tak-
ing deals to PAEF and other investors, and I was also advising PAEF’s sister fund
in Hungary. In 1994, when a new CEO joined the Hungarian-American Enterprise
Fund (HAEF), my manager at PAEF asked me to split my time between the two
funds in an effort to provide him with seasoned support in the special challenges
of running an enterprise fund.

Thus I applied in Hungary the lessons I had learned in Poland, in the restruc-
turing of the Hungarian-American Enterprise Fund. Once that was accomplished,
I helped raise HAEF’s parallel private fund, modeled on what PAEF did in Poland
when it established its first side-by-side private fund with the European Bank for
Reconstruction and Development and private institutional investors. Eventually I
served as HAEF’s senior vice president until 2004, when we began to wind up
HAEF and established its legacy foundation.” I also conceived and managed
HAEF’s high-tech venture capital fund—Hungarian Innovative Technologies Fund
(HITF)—which was one of the first such focused funds in the CEE region.

On this basis, I reengaged in Poland with support from political leaders inter-
ested in creating a similar high-tech VC fund to finance Polish technology entre-
preneurs. I was invited to speak at high-level conferences, where I organized pan-
els to highlight the need for Poland to focus on innovation and its wealth of intel-
lectual capital in order to remain competitive in the 21* century. The bursting of
the technology bubble slowed interest, but in 2007 I was recruited as a member of
the investment committee of KFK, where I bring lessons learned in hands-on man-
agement at HITF in Hungary back to Poland to inform my advice on investing in
Polish VC funds.

Along the way, I advised the Southern Africa Enterprise Development Fund
(SAEDF), which was established post-apartheid for 11 countries in southern
Africa to finance the development and growth of indigenous and other businesses
there. I also applied the lessons learned from working for PAEF and HAEF when I
was called on to help structure and prepare fundamental documents for the
Millennium Challenge Corporation’s Regional Development Fund for the
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Republic of Georgia, and when I advised on the formation of the Eurasian
Development Bank, created by presidents Putin and Nazarbeyev, and on develop-
ment of the bank’s investment policies and operations.

In the innovation and entrepreneurism realm I have worked closely with
Armenian technology entrepreneurs and government officials on an initiative to
enhance innovative small and medium enterprise (SME) competitiveness, and
through my connections in Silicon Valley I have helped the Armenian entrepre-
neurs access opportunities there. I also advised the Government of Armenia

(GOA) on structuring a VC fund tai-
lored to Armenias conditions and its

It never ceases to amaze need to reach external markets, and I

. . negotiated a memorandum of under-
me how experiences 1n standing between the GOA and the San
one COllIltI'Y can be Francisco Global Trade Council to

assist Armenia in Silicon Valley and
adapted and transferred to  california.
anothe I, Or how th ey hel p I am currently serving as the opera-

tions advisor to the newly launched

to inform judgment in Serbian Innovation Fund,” which is
. seeking to build the foundation in
unrelated circumstances.

Serbia to support the development and
commercialization of new technologies.
I am working there with a former chief
scientist of Israel, who serves as the fund’s strategic advisor, and with prominent
international technology and investment professionals outside of Serbia, who serve
on the fund’s investment committee. Together we are helping build the capacity of
the local Serbian fund managers. It is a rewarding experience for me to be work-
ing at the outset of such an exciting initiative.

Last year I worked in Mozambique advising on the restructuring of an innova-
tive new private corporation that was established and owned by Mozambican gov-
ernment agencies and conceived to facilitate private international investment in
local tourism development. Like the enterprise funds, it too is a hybrid vehicle that
presents special challenges in achieving commercial objectives while being driven
by public policy considerations. The challenges the company faced were little dif-
ferent from those I saw at the beginning of the transition in Poland and Hungary,
when private firms operated at the cusp of change and needed to have the flexibil-
ity to adjust to new realities.”

It never ceases to amaze me how experiences in one country can be adapted
and transferred to another, or how they help to inform judgment in unrelated cir-
cumstances. There is a sense of “I've read this chapter before, and I know where
this is going—unless I do something to influence change!” Additionally, these
interrelated experiences across different countries have demonstrated to me that
everything you do is a learning experience and that the fundamental principles in
business and investment, in entrepreneurship, in technology and innovation are
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much the same whether you are in Warsaw or Washington, Serbia or Silicon Valley,
Budapest or Boston, Armenia or Africa.

While remaining deeply connected to efforts in Poland and elsewhere in
Central and Eastern Europe as an advisor and consultant on new initiatives to
develop venture capital funds and the ecosystem for an innovative economy, I also
specialize in encouraging creative financing vehicles to support the development
of private enterprise as a critical component of stability in post-conflict reconstruc-
tion. This stems from work as far back as 1994, following the Oslo Middle East
Peace Agreement, when a prominent Arab businessman approached me to prepare
a proposal for a Palestinian Enterprise Fund, and invited me to attend the 1994
Middle East and North Africa (MENA) Economic Summit in Casablanca to assist
him in presenting the concept.” This gave me a fuller appreciation of how the con-
cepts behind the enterprise fund model could be more universally applied in post-
conflict and other reconstruction circumstances.

I continue to explore the application of similar fund models in environments
that face unique challenges and conditions. After speaking at National Defense
University and other public policy seminars on the role of a vibrant local private
sector in post-conflict reconstruction and how the enterprise fund model could be
adapted to support development even in those difficult environments as a means
of creating to social stability, I was recruited by the Afghan-American Chamber of
Commerce (AACC).” From my vantage point on the AACC’s board, I am helping
to promote the development of the Afghan private sector and the creation of an
enterprise-fund-like vehicle for that country, based on my experiences in the CEE’s
transformation.

As a result of these efforts to encourage adaptation of the enterprise fund
model, along with my long experience in implementation, I have been asked to
brief U.S. officials on the challenges in structuring and managing the enterprise
funds proposed for Egypt, Tunisia, and the Afghanistan-Pakistan region, and have
also assisted U.S. Senate staff members in the development of legislation calling for
enterprise funds in Syria and in Haiti.

PART 1: BEGINNINGS TO 2004—A BOLD EXPERIMENT

My relationship with Eastern Europe that launched me on a career path began at a
very early stage in my life and was shaped by various people who not only offered
guidance, encouragement, and support in risk-taking but also served as interme-
diaries willing to introduce me to others. Their critical support was an important
lesson for me, and I try to do the same for other deserving people, both young and
old, wherever I can offer insight, introductions, and the like.

Looking back on more than 30 years of experience, there is another lesson I
learned—and that is to be genuinely nice to people and treat them with respect.
Even today I routinely cross paths with individuals I met back in the 1970s, and
I've come to deeply appreciate the fact that you should treat everyone properly,
because you never know the people you’ll deal with again far down the road of life.
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Reputation matters—especially when you have a name like mine, which despite
the problems Americans have had pronouncing it, they never seem to forget.
Credibility and reputation are ever more critical in the Internet age, when old
friends, classmates, and associates that I haven't seen in decades come across my
name almost daily through social media. Just in the past month a Hungarian
lawyer who advised our fund in Budapest in the 1990s contacted me from
Australia, telling me he comes regularly to Serbia, where I advise the newly
launched Serbian Innovation Fund. Similarly, a classmate from University of
Vienna whom I hadn’t seen in over 40 years tracked me down for a barbecue gath-
ering of fellow Vienna classmates in the Washington suburbs.
To all those young people
starting their careers, I advise

As a student in Vienna, I visited  you to always try to be at your
. best, because what goes
Budapest in 1969. I walked the ;

around, comes around—and

streets where freedom rallies now with the digiltlalkage and

the Internet, it will keep cir-

had been held and saw the culating for the rest of your
monuments where the lives! 5

. I come originally from

revolution had been sparked, Virginia. My parents, while

the blllldlIlgS still badly born in the United States,

grew up in Polish communi-
pockmarked with bullet holes. ties and spoke Polish as their
mother tongue. At the turn of
the 20" century, my grandpar-
ents had helped establish our
little Polish farming community on the edge of the Dismal Swamp, where the peat
decomposed into rich, black dirt. My mother went to school with local Indians at
the Indian Mission School at the back end of their farm. During my childhood I
knew everyone in our community, and as we traipsed across our neighbors’ farms
hunting or playing, my older brothers counseled me to respect their property. They
allowed us free access to their fields, and we were careful to avoid damaging their
crops, animals, and equipment.

Much of our life centered around the church my grandfather and other origi-
nal settlers built nearly 100 years ago across the street from our house, which
remains in my family. In the early 1960s, when we could not get Polish priests any
longer, the bishop arranged for a retired Dutch priest, who had spent his career as
a missionary in Chile, to come to our parish. He spoke six languages, none of
which was English. With our family home across from the church, the priest
became a regular fixture when he was not involved in his religious duties. I was
preparing to study French, and his tutoring was instrumental in helping me per-
fect my accent and got me off to a great start with my teacher.
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Understandably, a community like ours remained deeply connected with the
issues of Eastern Europe. We were well aware of the tragedy of communist oppres-
sion around the world and were particularly sensitive to matters in Poland and the
rest of the CEE trapped behind the Iron Curtain. I still vividly remember as an
eight-year-old watching the scenes of the 1956 Hungarian Revolution unfold, and
I recall the hope we all felt then for the Freedom Fighters and the Poles—a hope
that was eventually dashed by the Soviet invasion and executions.

These were events that would continue to resonate with me when, as a student
in Vienna, I visited Budapest in 1969. I walked the streets where freedom rallies
had been held and saw the monuments where the revolution had been sparked, the
buildings still badly pockmarked with bullet holes. In 2006, after working for
HAEF the prior 12 years in building Hungarian businesses and creating new funds
for Hungary, I was moved when the Hungarian ambassador in Washington invit-
ed me to participate in a year of celebrations honoring the Hungarian Freedom
Fighters, and I again saw many of the same photos I had first seen broadcast live
50 years before.

Similarly, I remembered Castro entering Havana and the euphoria at the fall of
Batista, followed suddenly by the shock of the summary executions we saw on TV
and the imposition of the communist dictatorship that has ruled for the past 50
years and more. In my grade school class, we had a couple of “Peter Pan” children
the Catholic Church had brought up from Cuba who were among some 50,000
who had left their parents there, so we were very sensitized to world affairs and to
the impact of faraway events on our lives. Closer to home than Poland, I am look-
ing forward these days—when events permit—to applying in Cuba the lessons
learned in the CEE to jump-start private business development. Recently, in this
regard, I spoke on a panel in Washington at the American Enterprise Institute that
was exploring strategies for restoring economic opportunity in a post-Castro
Cuba," and gave a radio interview on the enterprise fund model and Cuba’s needs
in a transition.”

My father was a retired U.S. naval officer who had traveled the world for 26
years and had pictures and mementos of places like Italy and various South
American countries from the 1930s. His comrades-in-arms during World War II
would visit our farm and send postcards from their travels. As a small child, I
would thumb through these items, wistfully hoping to see these places myself one
day.

In my pre-teen and teen years I got early work experience on our family farm—
in fact, the first money I made was before I even went to school, for picking
cucumbers! My father paid me at the same rate as my older siblings, which
amounted to only a few dollars, but with it my parents opened my own bank sav-
ings account, which taught me about saving money. During the summers I would
drive our tractor mindlessly back and forth down the ruts in the field of our
Virginia farm and dream of going off to Europe and other “exotic” places. So
already by the eighth grade, when the Dutch priest arrived in our parish and
tutored me in French, I had an abiding interest in travel.

innovations / volume 7, number 2 41

Downloaded from http://direct.mit.edu/itgg/article-pdf/7/2/33/704903/inov_a_00127.pdf by guest on 08 September 2023



Francis J. Skrobiszewski

With the growth of government in America and the burgeoning of intrusive
government regulations, I wonder now if I were a farm child today whether I could
get that same early work experience that my father provided. We also rode in the
open bed of pickup trucks, jumped out of haylofts, and after months of helping an
18-year-old neighbor of ours rebuild a single-engine airplane, we took off from the
airstrip he fashioned out of his mother’s pasture. He was already acknowledged
locally as an accomplished pilot, so I learned how to take risks and experience new
things safely.

“We have to change things”

When I went off to college at Virginia Tech, I brought my heritage and my interest
in the world outside of the United States with me to school. Like two brothers
before me, I started there in mechanical engineering, and in those days VA Tech
was largely a military school seeking to educate well-rounded graduate engineers.
Thus I had to take a series of required courses in arts and sciences and humanities,
and I found that I certainly preferred the history and politics courses. Ultimately I
ended up in a life-changing honors class in economics, taught by Paul Craig
Roberts, who was also studying at Merton College Oxford and was a scholar of the
Soviet economy. He understood the Soviet system, and since he disagreed with
Keynesian economics, he taught a different approach, which later became known
as supply-side economics, of which he became one of the leading architects. What
he was teaching made good common sense to me, and I approached him, saying
that he was providing intellectual support for what I felt intuitively. As bright as he
was, I asked why he was in academia instead of in industry making a fortune; he
replied, “We have to change things” And 13 years later I saw firsthand how the
power of ideas can come to fruition, as it did during the Reagan Revolution.

In the 1980s, I watched as the Soviet Communists sought to crush the
Solidarity labor union in Poland by arresting many of its leaders and imposing
martial law, yet the Polish people had a powerful idea and an unquenchable desire
for human liberty. By the end of the decade, the Solidarity movement had come
roaring back, and this time it was the communist regime in Poland that buckled
and broke. Again, it was the power of ideas that prevailed, and the recognition that
if you are true to your principles, you will ultimately succeed.

I switched my major at VA Tech to economics, and Craig became my mentor.
He introduced me to some of the giants in economics at the time, like Ludwig von
Mises, James Buchanan, and Gordon Tullock, whom I studied under in my senior
year, after he and Buchanan established their Center for Public Choice at VA Tech.
Meanwhile, Craig had recommended me to a study abroad program at the
University of Vienna, Austria. Many of my classmates ridiculed my plans. Back in
1968, VA Tech was focused on agriculture, engineering, and the sciences and did
not have a study abroad program. I had to resign from Tech, reapply to return, and
had no guarantee that my class hours in Vienna would be accepted. But I took the
risk of going off to Europe to study, and it was such a terrific educational experi-
ence that I returned to Europe a few years later to study law in Paris. Today, when-
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ever I have a chance, I encourage students to take advantage of today’s ubiquitous
study abroad programs.

My studies in Vienna focused on Eastern European politics and economics,
and I traveled extensively across Europe. My experience in Austria included a ski-
ing accident that put me in a provincial hospital for weeks; I had several operations
and spent three months with my leg in a cast, but it endowed me with a much
improved ability to speak German, which I've used a good deal since. Also, as
noted, it was my education in Vienna that positioned me for President Bush’s invi-
tation to the White House 20 years later, when he called me in to discuss strategy
for rebuilding the Polish economy, and a few months later to meet Lech Walesa,
which, as it turned out, was only days after the fall of the Berlin Wall.

When I returned to the States in 1969 I found a different world—post-
Woodstock. Classmates who wore coats and ties when I left VA Tech were now
wearing granny glasses and Sergeant-Pepper-style band uniforms around campus!
You always have to be prepared for change. There were anti-Vietnam War protests,
and my uncle—Uncle Sam—required my services, so I joined the U.S. Naval
Reserve to do my duty and get back to school as soon as I could. With a year of
reserve duty to kill before I could go on active duty, I went out to California and
worked as a swing-shift laborer in a glass factory in East Los Angeles, where I
learned a little Spanish from my blue-collar coworkers.

Ultimately, my active duty orders arrived, and I was assigned to a ship leaving
for a nine-month WestPac cruise, but days before its departure I was told I was
being sent to “TAD”—temporary additional duty—to the office that assigned per-
sonnel to the Pacific Fleet theater, and that meant shore duty for the rest of my
enlistment. Working there, I took full advantage of my situation and picked up a
master’s in systems management from the University of Southern California.
During my leave time I stayed close to Craig Roberts, who was a Resident Fellow
at Stanford’s Hoover Institution on War, Revolution, and Peace. I attended a work-
shop there, and that experience established my deep admiration for education at
Stanford. It is with great pleasure that I find myself periodically speaking now at
workshops at Stanford on innovation finance and my fund experiences in Central
and Eastern Europe.

After completing my military service, I started law school at the University of
San Diego (USD). I excelled in the studies there, which allowed me to transfer to
the University of Virginia to pursue a broader experience in international law.
Already at USD during my first year, I became active in the American Bar
Association’s Section of International Law. I volunteered to help the chairman of
the Multinational Corporations Committee, who lived in San Diego, and he took
me onto his committee. Ultimately he was impressed by my personal demeanor
and my focus on getting the job done. When I expressed interest in transferring to
UVA, he offered to mobilize support for my application, and I was accepted.

At UVA I was selected for the Virginia Journal of International Law, and was
ultimately elected to the journal’s editorial board as its executive editor. The disci-
pline I learned in that position honed my writing skills; as a result, friends and
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associates are still bringing their work to me for a critical proofread. While at UVA
I continued working on ABA Section of International Law projects with my lawyer
friend in San Diego. The following year he moved to Washington, D.C., to launch
the National Legal Center for the Public Interest as a conservative counterweight
to activist groups that presumed their own views were representing what was in the
public interest. I worked part-time for him at the center, and four years later, after
I practiced law in California, he offered me a job at a different Washington-based
public policy research institute he was then managing, which was analyzing how
the national TV news and other media were covering U.S. business and economic
issues. Looking back, I marvel at how seemingly disparate experiences thread
together in life.

Meanwhile, after graduating from UVA Law School, I returned to California to
work for Bank of America in San Francisco. I specialized in credit advice and
focused primarily on real estate and construction finance. It was during the Jimmy
Carter years, and my mentor in economics, Craig Roberts, who had been serving
as Jack Kemp’s economic advisor, wrote the famous Kemp-Roth Tax Bill and
became the economics editor of the Wall Street Journal. He periodically called me
to D.C. as part of the “shock troops” for the Reagan Revolution. Eventually I agreed
to come for interviews on Capitol Hill, and I find it curious today, over 30 years
later, that I am still in touch with some of the people I met on that trip.

Serendipitously, I had dinner with my lawyer friend, who was now managing
the Media Institute, analyzing media coverage of business and economic issues,
and three days later he called me in San Francisco to suggest that I come to work
for him, as we had worked so well together before. He offered me the position of
his deputy “to learn all about running a Washington public policy shop and how
the news media works.” I agreed, and this opportunity opened a whole new world
of experience for me. I also had remained involved in the American Bar
Association while I worked for Bank of America. Eventually I became an officer of
the Section of International Law, and I helped create and also chaired the
International Communications Law Committee. From the vantage point of these
positions, I came into regular contact with prominent international lawyers and
senior policymakers in government.

A challenging assignment in government

Members of the Media Institute’s board of directors and board of advisors later put
me on the path to two future positions. The first was in a consulting firm headed
by the political director for George Bush’s 1988 presidential campaign, who was
also close to Ronald Reagan and had worked in a senior position on their com-
bined 1980 campaign. The second opportunity was with a strategic and crisis com-
munications firm established by a member of the Institute’s board of advisors; a
leading network news correspondent and lawyer, he had also served as vice chair-
man on the ABA committee I had chaired. I still see the former periodically in D.C.
and have been meeting regularly with the latter for over 30 years now.

My work managing the public policy institute and for the business and politi-
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cal consulting firm eventually positioned me to transition into government service
at the U.S. Environmental Protection Agency (EPA). There I designed and execut-
ed Reagan administration reform initiatives to streamline government operations
and increase efficiency. One EPA task force I worked on was devoted to bringing
together the career managers and staff in procurement with other senior career
managers and political appointees from around the agency, with the goal of
streamlining the agency’s procure-

ment processes and making them

more responsive. Interestingly, our These individuals worked

approach was to present recommen-

dations in “modules” to a steering in their Organlzatlons for
group of senior EPA managers. Once SO long that it was a
vetted by them, the recommendations

would go to the EPA’s assistant admin- Struggle for them to deal
iétrator for approvalt and.implen?enta— with anything outside the
tion would begin immediately.

Through this approach, we avoided norm or to look at the

producing a voluminous report at the

end of the review process that then processes of their JOb n
would require implementation; rather, any new and creative way.

by the time the recommendations on
the last module went forward, the rec-
ommendations on earlier modules
were largely completed.

Next, following President Reaganss firing of the EPA administrator and much
of its political leadership as a result of a controversy over management, mainly of
the Superfund program, I was tapped to serve on a three-person team that was
designing and implementing a comprehensive review process of EPA's operations
and to prepare the new EPA administrator’s report to President Reagan on the
agency’s internal control, material weaknesses, and planned corrective actions. For
my work on the two EPA task forces, I was awarded two Bronze Medals for out-
standing service, after which the EPA sent me to the President’s Council on
Management Improvement. There I worked on an interagency team to streamline
an across-the-board process for reviewing operations in federal civilian agencies
for the purpose of preventing fraud, waste, and abuse.

What a great experience government service was. During that time, I began to
encounter top professionals in the bureaucracy and others who were quintessential
“bureaucrats” locked into an institutional mindset. The latter were not unlike their
counterparts I met later in advising major multinational corporations (MNCs)
embroiled in high-profile controversies. These individuals worked in their organ-
izations for so long that it was a struggle for them to deal with anything out of the
norm or to look at the processes of their job in any new and creative way.

So, in the time after law school, I continued to build on the relationships that
would bring me to Washington, D.C., and to work in Reagan-style public policy
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reform. Drawing on my master’s in systems management and subsequent law
degree, I had come to specialize in how to analyze organizational systems effective-
ly and be able to implement new creative vehicles for change. After EPA, I built on
my Media Institute experiences to deepen my ability in crisis and strategic com-
munications work in the private consultancy realm. The firm was made up main-
ly of lawyers with media experience who could walk the fine line of assisting com-
panies in the midst of public affairs crises while ensuring that the company’s
response to the public’s concerns did not later jeopardize their legal position.
Sometimes the issues were brought on by innocent mistakes by company person-
nel, but also by unfounded allegations that threatened to escalate an incident into
a corporate crisis. These companies tasked us with the development of their com-
prehensive communications strategy to make sure that such problems didn't spin
out of control.

Our first rule was to advise our clients to always tell the truth to avoid losing
their credibility and also to be responsive to the public. The company would know
more about the problem and its solutions than anyone else and needed to focus on
getting the truth out, because it could not rely on others who knew less about the
situation or the problem to tell the company’s story. On that basis, we helped put
in place the strategies and systems for the company to deal with the public and pre-
vent, to the extent possible, such a problem from occurring again.

I typically dealt with senior functional managers and either the CEO or the
chairman of the MNC. My work called on me for both high-level strategic devel-
opment and tactical implementation, as well as for learning thoroughly about the
company, its internal culture, its relevant products or technology, its manufactur-
ing processes, and frequently its environmental practices. I accompanied legal
counsel to court, prepared scientists and engineers for public hearings, helped PR
staff develop the communication materials, and prepared senior executives to
respond to national investigative media. Like the challenges I would later
encounter during the transformation of Central and Eastern Europe, there fre-
quently were no roadmaps for what the company needed to do, and our advice,
experience, and level-headed judgment under fire made a real difference.

On this kind of strategic communications consulting for major MNCs, I
became involved in an opportunity that helped to define my career for two decades
to follow, through a stint as an advisor to the first President Bush’s 1988 presiden-
tial campaign. I had offered to help out the campaign and was assigned to the team
developing strategy to inform and attract ethnic voters. I took on the drafting of
some op-ed pieces focused on the interests and values of Americans of ethnic ori-
gins, which came to the attention of senior campaign staff. They were ultimately
approved for George Bush’s signature, and this brought me personally to the atten-
tion of the future president as someone who understood issues of relevance to
Polish Americans.

One such op-ed that I was particularly proud of was entitled, “Our Values
Make Us Great,” which focused on faith, patriotism, and the work ethic—the val-
ues that so many who were still in touch with what had brought their families to
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America could still identify with. Another juxtaposed the September 17, 1862,
Battle of Antietam—the bloodiest day in American history—with September 17,
1939, when the Soviet Army attacked Poland from the east as the Poles tried to
stave off the Nazi blitzkrieg in the west which led to betrayal and a totalitarian
takeover of Poland.

After George Bush became president, the “Roundtable Talks” in Poland led to
the legalization of the Solidarity labor union and to the communist regime’s agree-
ment to the first free elections in a
Soviet bloc country since the Iron

Curtain descended Qn Centr.al anF1 Wlth th ec OH ap se Of
Eastern Europe. While planning his

first trip to Poland and Hungary in communism in the CEE,
the summer of 1989, President Bush U.s li ti 11 d k

called me to the White House to o\ pO 1t1cal l1eaders Knew
meet with him and his national that the U.S. government

security advisor, other senior offi-

cials, and the leadership of the had to qUICkly take tangible

Polish American community from action to instill hope in the
New York and Chicago to discuss

strategy for U.S. support for Poland’s local pOPU.latiOIlS to
economic development. There. were contribute to stablhty
about a dozen of us assembled in the

Teddy Roosevelt Room adjacent to
the Oval Office to exchange ideas.
A couple of months later, the president invited me back to the White House to
be present when he awarded the U.S. Medal of Freedom to Lech Walesa. This was
with his cabinet, the heads of all federal agencies, the Supreme Court justices, the
heads of the unions comprising the AFL-CIO, and selected congressional and
other officials, as well as the leadership of the Polish American community and a
few distinguished guests, such as Henry Kissinger. Stunningly, a few days before
the Walesa event, the Berlin Wall fell, making that evening truly momentous!
With the collapse of communism in the CEE, U.S. political leaders knew that
the U.S. government had to quickly take tangible action to instill hope in the local
populations to contribute to stability. It was feared that places like Poland and
Hungary would face widespread socioeconomic and political upheaval in the wake
of the collapse of the Soviet regimes, and that this could cause them to turn back.
Suddenly this region needed massive support for an almost immediate, and total-
ly unprecedented, transformation from command economies to free markets. The
Poles were doing their part with the introduction of Shock Therapy, which proved
highly effective but also resulted in difficult adjustments. Traditional development
assistance, while still necessary to solve some problems, would be insufficient for
the task of rebuilding Poland’s private business sector as the engine of the nation’s
economic development. There were no roadmaps for how to quickly get a society
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that had been operating under Marxist principles to make the leap to free-market
principles, and effective strategies and implementation would be critical.

In my outreach to ethnic communities for the Bush 1988 campaign I had met
many Polish American community leaders. By convening a meeting in July, the
president showed his openness to work with the Polish American population in the
United States, which understandably had a strong interest in the U.S. government’s
response to the changes in Poland’s government and economy.

In that earlier White House meeting there was a recognition that something
dramatic had to be done to support the Polish people, and by the time the presi-
dent arrived on his visit to Poland and Hungary, the idea of enterprise funds of $40
million to help Polish businesses and $10 million for Hungary were woven into the
his announcements in those countries. On his return, though, while Congress
appreciated the value of the enterprise fund concept, it recognized that the
amounts proposed were insufficient for the task at hand. Congress thus increased
the size of the enterprise funds for each country sixfold and enshrined this in the
Support for Eastern European Democracy (SEED) Act legislation passed in
November 1989.

The policymakers in the Bush administration and in Congress knew that cap-
ital was the essential fuel needed to generate local business development, and they
sensed that savvy entrepreneurs and private business and investment profession-
als, not bureaucrats in the new governments or in U.S. institutions, could do the
best job of conceiving and executing private-sector development strategies. In par-
ticular, they appreciated that American private-sector professionals could most
effectively develop the necessary strategy and take the business risks in deploying
that public-sourced capital quickly in accordance with sound commercial disci-
plines.

Indeed, as is all too frequently illustrated by disastrous “investment” attempts
by government, U.S. officials learned sometimes too late that they are no more
effective at business decisionmaking than the Soviet bureaucrats who were manag-
ing their command economies (and who thankfully bankrupted the Soviet bloc
nations)."” The problem in Poland and Hungary was that indigenous capital and
investment skills were scarce, and sophisticated foreign financial investors were
not ready to run unknown risks in these countries emerging from 45 years of com-
munism.

As a result the U.S. Congress enacted the SEED Act,” which creatively provid-
ed US$240 million for a Polish American Enterprise Fund and US$60 million for
a Hungarian American Enterprise Fund, along with a package of other develop-
ment assistance. Conceived as a mini-Marshall Plan, the architects of these initia-
tives intended, as the hallmark of the enterprise fund approach, that this U.S. pub-
lic-sourced capital would be privately managed by professionals to finance viable
local private businesses in the respective countries. The statutory objective of these
enterprise funds was to promote the development of the Polish and Hungarian pri-
vate sectors and to encourage policies and practices conducive to private-sector
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development. The boards of directors and management teams of these two funds
were mandated to devise creative strategies to achieve these ends.

Under the SEED Act and, and applying the principles behind the enterprise
fund concept, private-sector professionals would manage the funds’ operations in
accordance with sound commercial practices to allocate financing quickly and effi-
ciently to local businesses, with an eye toward contributing to the economy’s long-
term success. In 1990, Kenneth Juster, then-senior advisor to the deputy secretary
of state, would capture well the fundamental concepts behind the enterprise fund
model when he said:

The enterprise funds are a bold experiment in a new way of delivering
economic assistance. Rather than have the U.S. Government provide a
one-time grant to Poland or Hungary, we have developed, instead, the
enterprise funds as a means for tapping into private sector expertise to
manage U.S. Government grants. The President, in consultation with
Congress, has asked a group of prominent private citizens from the
United States, and from Poland and Hungary for each of the two funds,
respectively, to form a corporation to use U.S. Government money to
make loans, grants, equity investments and other forms of financial
transactions designed to promote private sector development in Poland
and Hungary. The hope is that these enterprise funds will be able to man-
age the U.S. Government grants in a way that an investment banker
might do—unencumbered by the bureaucratic constraints normally
associated with government activities—and that they will be able to mul-
tiply many times over the financial impact of the initial grant.”

In accordance with this approach, President Bush appointed boards of directors,
reaching out to leading investment and other professionals to volunteer their skills,
as the enterprise funds’ board members served without compensation. They in
turn recruited professional management, which these boards worked with in
devising investment strategies best suited in their business judgment to jump-
starting their respective host countries’ private enterprise growth, thus achieving
the developmental objectives Congress and the president were seeking to both
benefit the Polish and Hungarian peoples and serve U.S. national security inter-
ests.

For example, President Bush tapped John Whitehead, formerly chairman of
Goldman Sachs and deputy secretary of state, to chair the Hungarian Fund, with
George Gould, formerly a founder and chairman of Donaldson, Lufkin and
Jenrette as well as undersecretary of the treasury, to serve as John’s vice chairman
and, later, successor. For the Polish Fund, the president brought in John Birkelund,
then-chairman of Dillon Read, as the chairman, along with the chairmen of
General Motors and ConAgra and knowledgeable people like Lane Kirkland and
Zbigniew Brzezinski.

The boards hired seasoned professionals to manage the funds. For me, work-
ing for such prominent investment professionals, as well as for my CEO at PAEFE,
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Bob Faris, and at HAEF, Scoci Scocimara, was an unparalleled educational experi-
ence. I had the added benefit of the advice and counsel of the former chairman and
CEO of Dow Chemical, Zoltan Mersei, who chaired the board of advisors of the
Hungarian Innovative Technologies Fund.

Meanwhile, in early 1990, I completed an assignment for the U.S. Department
of Labor to help it devise a labor technical assistance strategy for Poland and
Hungary, where monies
were already authorized
under the SEED Act, and

The enterprise fund program, e e

while ambitious and potentially thinking about the appro-
. . priate approaches for labor
very useful, had its fair share of ke ia the rest of the

challenges. How would the Communist Bloc coun-

tries, as each became eligi-
program garner supp ort from ble for U.S. development

stakeholders ranging from Polish ~ assistance. In doing so, I
.. .. drew on the foundation I
government officials and citizens,  had developed in Vienna

to the U.S. taxpayers who would =~ when studying the politi-
. oo cal and economic systems
provide the initial funds for the of Central and Eastern
program, to the various federal Europe, supplemented the
research current at the

agencies involved, to the Polish- time. Without such deep

A . it d understanding of the his-
merican community and, tory, cultures, and dynam-

ultimately, any potential investors  ics of the countries in

. question, the task would
to contribute further funds? have been much more dif-
ficult.

My studies in Vienna
also paid off in an unex-
pected way. One of my university classmates there, who was by now a Catholic
priest in Washington, D.C., knew of my meetings with the president and with Lech
Walesa at the White House a few days after the fall of the Berlin Wall. He also knew
the lawyers who had volunteered to organize the enterprise funds, and he men-
tioned to them my broad connections in the Polish American community and my
knowledge of the CEE region. We met, and I ended up helping them pro bono
without any real thought that I would become involved in the enterprise funds.
They thought that with my background and network, I could be an asset to the
newly hired CEO of the Polish Fund, Bob Faris.

When Bob Faris came down to Washington from New York City at the end of
May 1990 to meet with the heads of the international sections of the U.S. treasury
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and commerce departments and with other key players at USAID and elsewhere in
the federal government, the lawyers arranged for us to meet. I gave him my advice
based on years of experience, from my time in real estate and credit advice at Bank
of America to my involvement with USAID consultancies, from my work with
executives of major MNCs in the strategic and crisis communications business to
my experience having met Walesa and other Solidarity leaders and my relation-
ships in the Polish American community. As I outlined my background and the
issues he would likely have to deal with, he asked if I could write a business plan
for the Polish Fund. When I said yes, he hired me on the spot to do so. That oppor-
tunity would lead to a new job a few months later as vice president of the Polish-
American Enterprise Fund.

The enterprise fund program, while ambitious and potentially very useful, had
its fair share of challenges. How would the program garner support from stake-
holders ranging from Polish government officials and citizens, to the U.S. taxpay-
ers who would provide the initial funds for the program, to the various federal
agencies involved, to the Polish American community and, ultimately, any poten-
tial investors to contribute further funds?

Observers were asking, “What is an ‘enterprise fund?”” Many groups and indi-
viduals seeking to tap into these significant pools of capital attempted to define the
funds in terms of the services they sought to offer. For example, they said the fund
needed to provide “entrepreneurship training,” or it needed to support “agricultur-
al development,” or it needed to focus on “XYZ” sector, etc. But the direction the
enterprise funds took, within their legislative mandate, was driven by their boards
and management, as the view was that a special business-to-business approach was
needed, and the development of effective strategy and its implementation could be
best accomplished by seasoned investment and business professionals with knowl-
edge of the host countries.

Given my strategic communications background, I had a particular strength in
my ability to communicate the principles behind the funds’ actions. Nonetheless,
once I joined the PAEF as a vice president and became its spokesperson, I was the
one in the hot seat and had to wear a different hat than when I was a communica-
tions consultant. Previously I gave advice to senior executives of MNCs on
responding to the media, and now, as the chief spokesperson for the Polish Fund,
I would have to respond immediately in media interviews and the like, and fre-
quently there were tough questions. Initially, I also often dealt directly with the
Polish American community by traveling around the United States to give speech-
es on what we at the PAEF were already doing, what we intended to do, and how
we were doing or intended to do it.

Often the issue of what and who we did this for came up—namely, the issue of
why U.S. taxpayers’ money should be invested in private businesses in Poland and
managed by private investment professionals. I explained that the enterprise funds
were an instrument supporting U.S. national security, and if America wanted to
build a private sector practically from scratch in Poland, who would be most capa-
ble of doing that? People in the private sector. And what fuels business develop-
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ment? Capital. Most staff in government and typical NGO firms generally did not
have the hands-on experience in investing and building private businesses or the
stomach for the risks necessary to effectively deploy capital to emergent Polish
entrepreneurs. The government could not just hand the money out; rather, to pro-
tect its value, the capital needed to be professionally deployed and managed effec-
tively as a valuable asset. What was needed were people who could understand cal-
culated risk-taking, exercise sound business judgment, and make choices about
resource allocation based on market realities.

At the enterprise funds I often thought back to my time working for the
Reagan administration, when I would encounter some career staff, and particular-
ly auditors, who only knew how to tell those of us who needed to introduce
changes to the status quo how our idea was not in compliance with some rule or
regulation; when asked how to make adjustments to solve the noncompliance
issue, they had difficulty answering. They just couldn’t think out of the box, and in
implementing dramatic change and new vehicles in Poland, we needed profession-
als who could think creatively and strategically—with an appreciation for estab-
lished bureaucratic practice and regulation but with the vision to be an active agent
of change. We needed investors who, driven by private-sector principles, could use
good judgment to take risks, learn from missteps, and move forward flexibly to
make better decisions as conditions evolved.

In my years at the Polish-American Enterprise Fund, and later in my role as an
executive for its Hungarian counterpart, we encountered many challenges in our
endeavor to build an ecosystem that supported investment in a new free market,
where conducive rules, regulations, and practices were evolving. Initially we had to
work with Poland’s notaires to help educate them on new kinds of legal transac-
tions that had to be approved in order for capital to flow into new private business-
es in a proper way. We brought over American corporate and commercial lawyers
to work on our deals and help introduce new approaches to practices in Poland.

In another effort to reach out broadly to many Polish SMEs, PAEF set up loan
windows at eight state-owned regional banks to begin to support and grow small
business loans and to transfer skills to local Polish bankers. Eventually that small
loan program made 10,000 small business loans and turned around $300 million
in loans. Later, PAEF built a microloan program that ultimately made approxi-
mately 160,000 loans to 126,000 business over its lifetime. While such lending may
seem commonplace in the United States, business loans were new to Poland. We
were told even by those who did not qualify for a loan that they found just the
process of completing the loan application helpful and worthwhile in better under-
standing their businesses. That educational effort became an important part of
PAEF’s contribution to the foundation for a vibrant private-sector economy in
Poland. In a sense, such programs succeeded before even making the loans,
because they demonstrated that in a market economy there would be access to
credit and decisions would be based on creditworthiness, offering hope for a fair-
er, more transparent future.
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Among the other institutions PAEF financed were commercial, agriculture,
and mortgage banks as well as Poland’s first leasing company. With a shortage of
approximately two million homes, PAEF recognized strategically that home con-
struction would be an important engine behind the Polish economy and needed to
be supported. The fund invested in construction companies and then developed
Poland’s first mortgage bank to create market mechanisms for construction
tinance. The fund used its dedicated technical assistance funds to bring leading
American mortgage bankers to Poland to help educate senior Polish officials on
how mortgage banking worked and its value for social development. It also
encouraged USAID to create a technical assistance program to reach out more
broadly to educate others on principles of mortgage banking. Eventually the PAEF
obtained a change in regulation that allowed for expedited foreclosure, and at that
point took the risk of opening the mortgage bank without waiting to develop the
perfect system. Rather, the system developed around the institution to meet
Poland’s needs.

In the years that followed, the Polish-American Enterprise Fund made about
50 equity investments totaling over $200 million dollars, established a series of
banks and other intermediary institutions, extended 10,000 small business loans
and over 150,000 microloans, and recouped over $375 million in investment pro-
ceeds. Ten years after commencing operations, the Polish Fund was the first of the
enterprise funds to establish the tradition of returning its capital to the U.S.
Treasury and of creating a legacy foundation,” which PAEF has by now capitalized
with approximately $250 million. This, apparently, was the first time a U.S. foreign
assistance program had returned its capital since the Finnish government repaid its
post-WWTI debt to the United States over 50 years before.

More enterprise funds were established for other countries of Central and
Eastern Europe and the former Soviet Union, as those countries achieved levels of
political and economic change. In all, U.S. public funding of approximately $1.2
billion (including earmarked technical assistance) helped to establish ten funds
throughout the Central and Eastern European region, an area that covers 18 coun-
tries and 346 million people. The funds established and financed 30 banks and
microloan institutions. Lenders created by the funds extended more than a billion
dollars worth of mortgage loans. It is estimated that every dollar invested by the
enterprise funds in the region has attracted an extra two dollars from other
investors. Of $1.105 billion the U.S. government provided in the aggregate to the
ten enterprise funds in the CEE for investment purposes, total net assets of these
funds, including distributions, stood at the end of 2009 at approximately $1.612
billion, which equals 144 percent of the capital provided by the government.”

With regard to wind-down, six enterprise funds have already started to return
their public-sourced capital to the U.S. Treasury and have established charitable
legacy foundations to carry on development activities in their host countries and
beyond. Although the Bulgarian-American Enterprise Fund, which was estab-
lished in 1991, had encountered difficulties in Bulgaria’s challenging marketplace,
it was well managed by dedicated professionals on its board and among its officers,
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and when it began its liquidation in 2007, it returned to the U.S. Treasury half of
its original $55 million grant, along the lines of the precedent established by the
PAEF, and established its legacy foundation in Bulgaria with investment proceeds
of more than $400 million!*

Most informed accounts of the experience of enterprise funds in the post-
Soviet reconstruction of Central and Eastern Europe would characterize them as a
tremendous success. Indeed, it should be noted that while the primary objective of
the enterprise funds was developmental—an objective that all significantly con-
tributed to in some form or other—most of these funds also succeeded financially
under very difficult conditions in countries where they were the pioneers in invest-
ing in local private-sector businesses. As many of these funds wrap up or meta-
morphose into legacy foundations and/or vibrant private equity management
firms, it is obvious from the example of KFK in Poland that the concept spawned
can be cloned to achieve new private-sector development objectives.

It should be clear that the enterprise fund model still has a tremendous
untapped potential for deployment in countries and regions that face similar chal-
lenges to those faced by U.S. policymakers and the enterprise fund managers at the
onset of the 1990s.

PART 2: THE ENTERPRISE FUNDS—
BUILDING ON A SUCCESSFUL MODEL

As the enterprise funds in the CEE wind up and take new forms, the question
remains as to whether governments and societies facing their own unique chal-
lenges can benefit from replicating the enterprise fund model when considering
how to jump-start their own private-sector development.

This approach can apply when the country’s transition is still continuing, as in
Poland and other countries of the CEE seeking to build high-tech SMEs and the
foundation for an innovative economy. In the same way it built indigenous private
business under post-communist conditions in the CEE and post-apartheid condi-
tions in southern Africa, the enterprise fund approach can serve as a useful model
to achieve related economic development objectives of rejuvenating private busi-
ness activity in the aftermath of oppressive regimes, conflicts, disasters, and other
systemic problems.

By now, the Polish private equity industry has grown from its inception with
the Polish-American Enterprise Fund to multiple billions of dollars today.
However, an equity gap existed in Poland for high-risk technology start-ups that
private investors were reluctant to take the risks to fill. This was not unlike what
the U.S. policymakers faced in supporting Poland’s economic development in
1989.

This time, though—taking a page from the enterprise fund model of drawing
on public funds to jump-start private business activity—it was Polish policymak-
ers who conceived of the KFK, or Polish National Capital Fund, as a publicly cap-
italized fund-of-funds. KFK was created to invest in new Polish venture capital
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funds, which in turn would invest in small, innovative tech entrepreneurs develop-
ing new Polish technology businesses a la Silicon Valley models. It is my privilege
to have been appointed to serve on the investment committee of KFK since 2007.

Like the PAEF, KFK is managed independently of government bureaucracy by
the investment professionals who, along with myself—the only non-Polish citizen
associated with this fund-of-funds—make up its investment committee. KFK is
designed to serve as a catalyst for the Polish venture capital industry to fill the equi-
ty gap faced by start-up high-tech SMEs. It does this by providing investment cap-
ital and grants to subsidize the operating costs of new, relatively small VC funds set
up to finance these innovative SMEs. The maximum investment size of KFK’s
investee funds is currently 1.5 million euros, but there are expectations that, as
market needs demand larger follow-on investment, this limit likely will be
increased accordingly.

With KFK’s seed funding from the Polish government in place, its manage-
ment commenced operations and made their initial investments in two Polish VC
funds, demonstrating their investment capabilities and allowing KFK to attract an
additional 180 million euros in EU structural funds. As KFK expanded its invest-
ment activities in additional Polish local VC funds, Swiss development fund
money increased KFK’s capital base to its current level of approximately $300 mil-
lion.

Since KFK can commit a maximum of only 50 percent of total capital to any
investee VC fund, its capital will leverage at least an equal amount from other
sources. Thus, in coming years, with KFK’s currently available funding, approxi-
mately $600 million dollars will be available through KFK portfolio VC funds for
investment in Polish seed and early stage innovative SMEs. So far, KFK has made
commitments of more than $160 million to 15 funds, nine of which are opera-
tional.

KFK is but one example of funds that have arisen in Poland and other coun-
tries since the introduction of the basic enterprise fund model of investing public-
sourced capital managed by private professionals to achieve public and, increasing-
ly, commercial objectives.

In many countries today there is still a lack of access to capital for large seg-
ments of the small business community. In 2007, the Organization for Economic
Cooperation and Development invited me to speak at a MENA conference at the
Dubai International Conference Centre on the topic of enterprise financing to
explain how the approach of the enterprise funds could help meet those needs and
contribute to social stability. I saw after the 1994 MENA Economic Summit how
the needs of the small Palestinian entrepreneurs in the West Bank and Gaza were
being ignored, and how, without economic opportunity, civil unrest has followed
for years. Similarly, we are now witnessing the Arab Spring, which has toppled sev-
eral Arab country governments, much like what happened in Central and Eastern
Europe during the fall of communism; yet America’s response has not seemed as
bold and aggressive as it was in 1989. While there may be numerous reasons for
the approaches taken, it seems clear that many of the needs of Arab small business-
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people could be addressed quickly through well-designed and well-implemented
enterprise fund vehicles.

Congressional legislators and U.S. civilian and military officials continue to
grapple with the challenge of achieving sustainable development in countries like
Afghanistan and Iraq in the wake of a decade of conflict. After having spent tens
of billions of dollars with limited results, officials in the executive branch have
moved to rethink U.S. development strategy with an eye toward cost effectiveness.
Meanwhile, it would seem that the efficacy of the enterprise fund approach in
financing private businesses that create jobs and contribute to stability already has
been demonstrated and could offer viable solutions to private-sector development
challenges in other markets.

Moreover, the enterprise funds’ active engagement in their host countries has
supported policy change from the bottom up to create the institutional infrastruc-
ture or ecosystem for private-sector development effectively on a sustained basis.
This is in contrast to traditional development strategies, where models are created
from the top down, take years to design and implement, and likely don't fit the
needs of the local business community. While policymakers and administrators in
the United States have begun to express interest in enterprise funds as an effective
development alternative, especially given the growth in innovation and entrepre-
neurship as a national economic strategy among countries around the world, we
have only just begun the conversation.

Through its hands-on, commercially disciplined approach, the enterprise fund
model encouraged the bottom-up creation of critical institutional infrastructure
supporting private enterprise in response to local needs. This approach also
encouraged indigenous investment and strengthened local management capacity.
In the case of the CEE, the enterprise funds played an important role in jump-
starting the local private sector, with capital as the critical fuel. Government pro-
grams, on the other hand, which disburse grants to business with few strings
attached, can create market distortions because that strategy lacks a quid pro quo
from the recipients. The enterprise fund approach to development creates a differ-
ent mindset from most other development strategies, because those who manage
the funds require repayment in the case of loans and recouping their investment
with capital appreciation in the case of successful equity investments. This
approach can lead more effectively to the creation of viable businesses of unlimit-
ed life that create permanent jobs and generate returns for investors.

While public-sector “projects” might achieve short-term goals, they can create
market distortions and unfairly empower politically anointed competitors over
legitimate businesses that don’t have similar subsidies. And with regard to the cre-
ation of employment, when the project funding dries up, usually the jobs do too.
Targeted government programs might provide short-term income for workers, but
they don’t generally create the kind of permanent jobs that private businesses do.
While they can achieve a specific good that others can build on, it’s not the same
as what the enterprise funds can accomplish in a holistic way. The enterprise funds
took risks, jump-started businesses, and looked at development strategically—thus
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the results were sustained both through the institutions that followed as profes-
sional investment management firms and through the individual businesses creat-
ed.

Some officials have reservations about the enterprise fund model, because
public money is turned over to private individuals to manage on behalf of the gov-
ernment and in the interests of the host countries—all subject to multiple layers of
oversight and governance. Like any governmental development program, there can
be instances of impropriety, but selecting investment professionals who under-
stand their fiduciary responsibilities goes a long way toward preventing any such
problems. Nevertheless, investing is a risk business, and in frontier markets it runs
an especially high risk when driven to achieve critical developmental objectives.

Some uninformed commentators question the payment of incentive compen-
sation to enterprise fund managers. In the case of Poland and Hungary, no such
compensation was paid on the gain from the enterprise fund’s public moneys;
rather, a traditional “carried interest” was provided from the parallel private funds
raised. Otherwise, enterprise fund officer and staff salaries were subject to a cap.
Ultimately, however, proper market-based salaries and incentive structures have to
be in place to retain staff. In Hungary, I lost a key manager I had spent more than
two years training because the enterprise funds initially could not pay a carried
interest on their public capital.

Later, because some other enterprise funds had trouble raising parallel private
capital, Congress permitted such payments to ensure the retention of key staff to
continue to manage the funds’ public capital through liquidation. In those cases,
some highly successful fund managers received incentive compensation on a por-
tion of the capital appreciation they contributed to, in line with commercial prac-
tice. This was largely in exchange for their long-term commitment to the funds to
protect the investment assets through wind-down and closure of the fund. As a
result, some took the risk to stay with their funds in the expectation of an eventu-
al payout, spending 15 to 20 years of their careers working for the same funds
operating in difficult frontier market countries.

Where there is money, there is also a concern over corruption, but because the
enterprise funds worked on the level of business-to-business rather than govern-
ment-to-government, it was easier to avoid the potential for corruption. Part of our
mission was to help introduce proper policies and practices conducive to local pri-
vate-sector development, and we encouraged our portfolio companies to play by
the rules as good corporate citizens. Moreover, we would only cooperate with gov-
ernment officials we felt were seeking to develop their communities and not seek-
ing to benefit themselves through individual gain, and who supported the changes
toward transparency that we needed in order to do business. If there were any
implications of impropriety, we would simply go elsewhere. With that approach,
the message was clear that we would support only legitimate transparent business
ventures, and that everyone involved was expected to cooperate and contribute to
the transformation we sought to achieve. Officials in Poland and in Hungary
understood the value of the enterprise funds” approach.
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I believe that the enterprise fund model can be adapted to the difficult condi-
tions of post-conflict and even “conflict-affected” states, and that it can empower
those segments of society that don’t have capital but need it to grow legitimate
businesses. Commerce takes place every day in places that receive development aid
where there is conflict. If the commerce is being conducted in legitimate ways, why
not support it? Change is not accomplished by waving a magic wand, but by incre-
mental developments that can be built upon.

The enterprise funds supported entrepreneurs like these when we built the
ecosystems for access to capital from the ground up. Beyond issues like tax collec-

The enterprise funds
supported entrepreneurs like
these when we built the
ecosystems for access to
capital from the ground up.
Beyond issues like tax
collection and establishing
property rights, these
individuals drive economic
growth, and stability comes
when such people have a
stake in the future.

tion and establishing property
rights, these individuals drive
economic growth, and stability
comes when such people have a
stake in the future. They can own
their own businesses, have a place
to live, put food on the family
table, and send their children to
school. They can have a better
life. We need to see more strate-
gies that address those funda-
mental human needs, no matter
what the local conditions are.
This issue has reemerged rel-
ative to the conflicts in Iraq and
Afghanistan, with military and
civilian officials discussing ways
to encourage post-conflict recon-
struction. Since serving on the
board of directors of the Afghan-

American Chamber of
Commerce and as chair of

AACC’s working group on access
to capital, I have been involved in helping organize public policy conferences with
the National Defense University. At our annual AACC Business Matchmaking
Conferences, I have emphasized the need to mobilize the private sector in stabi-
lization and have discussed the lessons learned in Eastern Europe and the applica-
bility of that experience to Afghanistan’s situation. With Landis & Co., headed by
Emily Walker, the former U.S. executive director of the European Bank for
Reconstruction and Development, I have designed an Iraqi SME fund based on the
enterprise fund model.*

As policymakers struggle with how to best stabilize Afghanistan now that
America is winding down its involvement there, answers will have to come from
private-sector, sustainable solutions that create opportunities for the Afghan peo-
ple and give them a real stake in economic and political progress. Clearly, local cit-
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izens will be less inclined to blow up a cell phone tower if they have a stake in the
benefits of that tower by relying on it to generate income to support themselves
and their families.

The myriad opportunities for enterprise funds present themselves constantly,
and while officials begin to ask questions about the promotion of economic stabil-
ity and enterprise in these environments, the enterprise fund approach can provide
some solutions. Until recent proposals for enterprise funds in the MENA region,
however, few realized that the U.S. government had financed and promoted such a
very successful program only a couple of decades before.

Since my work with the enterprise funds in Poland, Hungary, and elsewhere, I
have continued to advise government officials, development professionals, and
businesspeople with an interest in employing the enterprise fund approach in a
variety of environments. However, we cannot just impose an abstract enterprise
fund model for development on countries and expect it to work.

The needs vary from situation to situation, and each requires a unique
approach. In order to develop that, I start with three questions: What are the objec-
tives? What are the conditions? What are the needs? There are certain things some
funds can't do or accomplish because of the individual conditions, and, similarly,
the objectives of the fund’s strategy should reflect the real needs of the citizens and
the market where the fund intends to operate. By focusing on these questions, I can
usually find a creative way to design a fund to carry out the desired mission.

In 2010, I testified at a congressional hearing on the potential for an enterprise
fund for rebuilding the Haitian private sector.”> My invitation followed an op-ed I
penned in Forbes with Ambassador Roger Noriega in the weeks after the January
2010 earthquake that devastated the country.® Our op-ed was prompted by news
commentators who questioned what entities could best rebuild Haiti: the govern-
ment? NGOs? the private sector?

Government can play an important role, but between 1994 and the 2010
Haitian earthquake, the United States had expended by some count about three
billion dollars in assistance to Haiti, and had allocated substantial additional funds
and resources in disaster relief since the earthquake. One has to ask: What did the
U.S. or Haiti get for all this spending? Many NGOs and the world’s donor commu-
nity have poured additional resources into Haiti, and still, what are the results?

A Senate bill proposing a Haitian-American Enterprise Fund failed to gain
support in Congress. By now, if it had proceeded, such an enterprise fund might
have already begun supporting the foundation of an emerging Haitian SME sector,
which up to now has not had access to the capital needed to grow local business-
es. The creation of such businesses would contribute to rebuilding the Haitian
economy from the bottom up, so that Haitian entrepreneurs with a meaningful
stake in their society could capably contribute to rebuilding their own country. To
do so, however, they would need access to professionally deployed capital.

Given the past 20 years of unprecedented growth and transformation, the
opportunities for growth in Poland and other countries of the CEE region have
begun to multiply by orders of magnitude, and vehicles to meet that demand have
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developed in order to meet new market demands. Thankfully, I've had the luck and
position to count myself among those who could participate in contributing to that
transition.

The enterprise funds had a mission driven by private-sector principles. They
built businesses, and those businesses created jobs. They put the public’s money to
work in a commercially disciplined way to achieve significant development objec-
tives. They built institutions crucial to a market, and they built human capacity for
local investing and for growing companies. Furthermore, when their missions
were complete, the enterprise funds returned money to the U.S. Treasury, and with
the residue from investment proceeds, have had money left over for the legacy
funds.

While the enterprise funds clearly have demonstrated their impact, many of
the positive results confound measure. In fact, much of the language we heard
from the local beneficiaries tended toward the simple but powerful idea of “the
hope” that the enterprise funds instilled. We implemented an abstract concept and
strategy, which demonstrated the local risks and opportunities and eventually
proved itself. The reality of accomplishments speaks for itself so much more clear-
ly than the original idea. When we see real and lasting development and watch
emergent entrepreneurs grow from small-time merchants to larger players in the
market, we know we contributed to creating not just something sustainable but
something that has its own satisfying rewards in the results achieved.
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