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A PERSPECTIVE ON PRIVATE ENTERPRISE AND
DEVELOPMENT AID FOR FORESTRY 

[i'Jan G. LAARMAN" 

SUMMARY
 
Current policy in the U.S. 
-gency for International Development places majoremphasis on private enterprise and competitive markets as the key to economic
growth. This guiding policy influences the design and implementation'of many of zheagency's projects, including those in the forestry sector. Strateies stress economic 
policv reform and thc stren.thening of forest-based pri, ate enterprises. However, atnumber of implement ation questions must e satist:ictorilv resolved if this market 
approach is to succeed. 

RESUME
 
La pol itiq uc courxnte de l'Acence 
 pour le Dcveloppment International Les [-tats-Uns soulic fortcment le secteur priv, ct les marchles concurrentiels conme lacleftie l'extension icoinique. Cette politique directrice ag it ,ur laplanification et lamlise en oeu. re LIC hCucoup dhes projets realiss par I'aence. conpris ceux dans lesccteur forct cr. I.cs tratecgics insistent sa r larcforme tIce a politique 6cconornique et]a consolidat tlon des entreprises prises toresticrc,. Pourtant, un certain nombre dequestions de lainaise Cn oucu re dolt ttre resolu] dC fa'on satitaisante pour la rt~ussite
de cettC plitilque du narch. 

R ES UN%EN
 
La politca actual de 
 Lt -\-encia pata el l)es+tro:h Internacional de los Estadostnido,. dii m!-,cnlfasts a 1a cniprcsa priada v a los nlercados competitikos comoclavcs para cl desarrollo cc n6mico. Estos li'neamicnmos influ\,en en cl disefio eimplenet itacia de nlucho, de Sus promccts.floret al . Susscrategu, inelCus.endt)olquellos en cl sectorCIlsen'at iag~n lance',idad de reform'ar las, politicas econdmicas v 
el fortaLcci men to dc l,, empresas fore' tles privatlas. Sin emhat io. una serie deintcrro,nt, ,en al implem -nt:itcin, dchel ,er re,,ticltas , tisfactoriamente si se
esper'la qLie c-dci que dcc u mcrcado sea un exito. 

Introduction 
The industrialized countries have maintained a continuous transfer of officialdevelopment aid to the low-income countries for approximately thirty 'ears. Duringmost of this period the prev.iling orthodoxy in aid policy has recommended governmentplanningz and controls as the way to achieve economic progress. This has contributed to a
Coiprehensive doctrine of eovernmnt intervention n a wide array of economic

activities. h
 

But critics have argued forcefully that economic 
 planning and governmentintervention arc overcmphasized to the Lxtent that they ignore (at best) or interfere with(at worst) the operation of markets. Their thesis is that government intervention is theenemy of market order, and that material progress has been most evident wheregovern nient intervention has been least evident. They conclude that a vast amount of 
Associate Professor, Department of Forestry. North Carolina State University. U.S.A. 
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development aid - because it has seriously distorted market incentives - has done 
more harm than ,,)od (Krauss. 19S3; Bauer: 10S4). The anti-market perspectives of the 
international donor cormunitv have produced a development agenda strong on 
pro notilng social rcform.s, but . eak in pro idiung cconrmic growth (Schultz. 1981, esp. 
Chpter 7). 

Liel\ those '. ho araue in favour of bols:crin. the market oriwn..tion of development 
aid a:re ta ,' rioulNi in an', .uarters perhaps no,.here more so than in the U.S. 
Agenc\ L [qi -rnaiona1l Declopment (LSAID)..-\n increasing proportion of 
LSAF-'s i ,,is directed towards the building and str-ngthening of private 
cnte pr,,c (U.-',ID) O). includin-g pri,'.atc enterprise in the forestry sector (USAID, 
lv)S3, U.:S,-\ i) w of the major bila:Cr;: provid .rs of d-'.elopment aid to forestD. 
inc!udin': f r a Lar. number of Co;nmo',o.'.lth countries. Hlence its ne\ 
enipha1s; Pr';i'al er:;e. ',.vc'hr .nleeres \.oh rhi, er,,has s or not. simply 

Th,, pape- Nic:1\ de,scribes _SAII s gai.n polic, for pri\.ate enterprise 
!e\ clo'>pncn. 1" th'a ex:unl'ines the implications of thiN polic. for the design and 
lplemenav,':; of ire-tr, project.. Ihe coneluding sction identifie., the challenes to 

hc Imet If [h the;i .ate 2 r~rie,:pprah Ttiocblccss ul. 

USAID and Its Private 'nterp-t-ise Initiaives 

US..\ID articulntes its pri'ate ente rprie phi iosoph , in tv'o principal documents 
(US.\ ID. 19'2: 1laebocck and A le:. 192). ThesL documents form the bask fur this
.se,:tion'.o', er', C.;, o; F'SA ID's p licies and stratec-ies. 

Priv"ate cate rprie. a s defined 1,1 US.A . consists of profit-rinted economic units 
. hich produce good, md ,,r.ices Aor ar ets. Means of production are privately 
oned. Excluded thlc dcfnition of privatc entcrprises are private woluntar. 
o.re aat ais (P\'O.). p; H icl-owned cooperaties, art pa ratals. While these 
ora'ini't/atia> mayhV CondclLt om:ICial opC;ion.,, th", usuallv tnd tlorespond to 
motives different itorn (or in .Idditio to) profits. Thus the. are less directly influenced 
b, costs. ics, and Oher .i.nls of cmpe iemake. 

Don or asi-tancc to) coura-C e pri, ate Cntcrprisc in i-i,. Cs aI aches considerable 
imporitanc to rco,;n of economaic polh.ls. The chief characteristics of a policy climate 
fai ouraLb!e to ) iva!c enterprisC include: (I) con.sistent market-oriented pricing policies, 
(2) a leal and rcgulaitor fram'cv, ork \,hich protects private propert,. rev,ards risk 
taking, pt notes comInpetitive market SirtCTLi rcs, and enforces valid commercial 
transacions; (3) pol ical and administrati'c stabilitv: ar,.i (-1) reliable public services. 

Polic,, reform efforts rcl., on d scussiom and pcrsuaso v,it h kc decision-makers in 
host co', crnelnt,. Thi discussion is most pioducti 'v,hen it is made objecti.C and 
anaNtical, not parc!. idcoloical. But tUS.-\I ) rccoeaize, that the main constraints to 
cffceti'.e ccon(irc polic:es are u!,Uall, po itlCal. not 'chnical. 

Alone v,ith attetn pdi to persuade go.ernicets to fostcr a markC:-oricntcd policy 
environmen. other de'. clopicnt aid is aimed directl' itprogrammes to assist private 
enterprises. Objectives are to build management and tecnical skills needed to run 
businesses: to strenthein local bWi;ness associations (e.g. trade associations and 
chambers of commerce): to expand financial institutions and pri atc capital market-,: 
arid to en courace feasihilitv studies for the idenification and cvalualt ion of specific 
investment opportunities. Under each of these broad objcctics is a Mhole array of 
supporting pr'jecis and tasks to be considered, depending on particular circumstances 
in p-articular countries. 
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In carrying out its private enterprise ,trateiv. USAII)'s stated approach is to use
relatively ,iall aionr1,ts of fuiding to act indi rectly as ed ucator, dernonst rator, and"informatien brok,.r'. Premises for this position are as ',ollows: (1) laree amounts of
both public and pri,,atc funds are being in\ested i the dechoping countries, but often
ncffecr isclv: (2) in manv. caeCs ctlectiveness increases dramatically by changing
ocvernment policies that interfere with the operation of markets: (3) in other cases

effectiveness increases by cnhancing an entrepreneur's information and contacts in
marketin, financC, and tcchnoloiev choice. Neither policy dialoeue nor the 

Of decisiou-making,hanC 1Cnlct inflormtion rexpires large expenditures of capital.
Further more. USA ID c(,ntends that small amounts of public funds should facilitate, not
displace. capital ex ped it ures othelrwise irrthcoming from private sources. 

Private enterprise is not only tlhe taigct of development efforts. but also a means of
deli%ering it. That is. USAID seeks to forge public-privite partnerships in tile provision
of'Its teclnical assistance, training. and other des clopment aid. The stratew encourages
USAII) to seek p:articipation from tile U.S. private sector to tile maximum extentpossible. 

Ilrmlicatiors for the Design of Forestry Projects 
tIA
1M is this guiding doctrine (in private enterprise to be translated into specific ideas for
the design iid implcmenii tatitn of forc,,try projects? \\ hat directions and activities are
appropciitc f,)r d mnor id'.)These (ILIestionrs have been addressed in considerable detail 
else l,
,.rc ( ltiarman alid DUtrow. IYS4), arid [his section will onlyhV highI ight a few of the
 
ccintral concepts.
 

The s lect of cci n 
rnic policy reform in the forestry sector is obviously a delicate 
,rle. I los, c\ Cr. the ,.llnnss ot USA II) to Comlit ftnniiiz to a particular sector seems

increa,,ingIly dcpcndent on policV "'conditions" in that sector. Examples of key reform
 
iesJInl thefret 
 are: (I ) get:, ve rnments to "privatize" wvood-processine

plants ad other tiicst-bacd corn me rcial uindcrt kinigs presently \ ,,nedor operated by
st ,t,.:ic.ancic r c<rimpanic s: (2) piasiine, out go er ment-run marketing boards that
;diiiistcr pr .'sand qtuotas Ii orest products. iIcludirin forest products M,hich are
imported and exported: (3) ccor winig goserrineticis to make more creative use of 
priv.ate enterprise and pa:iiettl-b,,-results in ItorCstatio rind reforestation, e.g.re S.rhue private planting Corit:iCtS aid privMaelV-ov lcd iltirserics: (4) aligning forestrc\ticlic v,".tois in ;tcc )rcLaicc %ithI principhes of imarke ,ippl.' ard demind; (5)
inurin> tha1t subsdies ;and taxes do not distort ti)restrv iivestilents in peculiar and
unIdcsirAtlc s,i , (ii) adap imnc cuedit pilicies to the long pa~back period characteristic 
l . timber gros and (7) iniih,:m i lorestry cur ricula in the unisersities and technical
schools to include more emphais on business coure,, and related trainirig relevant to 
forest industries. 

Po(lic\ rf irI is pursuCd in a number of a,s. lhe aid donor mllav choose to send aligh -Icl priSatc sectL)r declegeati)r to confer ,ith its sectoral partner in a particular
developine countrV. his combined pus ate sector team may then take tip forestry policy
problcm, ssith lop govcrilinit policy-makers in the forestry agencies, development
illiistrics, treCatirv departmeniits, aind )itlier pertinCnt inits of governmcrit. Specific
propos;ls fir policy changes may emerge, and these proposals are assiened to task forces 
for further resea:rch and analysis. T task forces then report their findings to an
administrativ, btoard (or a specially constituted public-pris ate :luthorit ) for review and
decision. lis fornial approach may be replaced by - as needs sueeest - a variety of
policy reviCw proccdures wthicl ire less structured. 
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In addition to policy reform, other donor aid is channelled directly for the benefit of 
private ente.prises in the for,.estry sector. Subjecti cjudgments may limit the clientele to 
small-scale and medium-scale opeations, and indigenous rather than foreirn-ow ned 
enterprises. These choices a!e made after constructing sector profiles to appraise 
problems and prospects. 

Relevant opportunities for donor aid include the follo\ing examples: (1) workshops 
and courses on business mana Cemnt, finarce, and marketing applied to forest products 
(includin,,g non-timber products): (2'technical support and advice for marketing guides, 
marketing mwslettcrs. price reporting services, and other market intllisence services: 
(3)funding of feasibility studies and related pre-investment studies; and (4) funding to 
pro(mo:) "in c"L makin for loal enterprises nce(ding to sell (or bouy) products, senvices,or techn:l ab'ies to (ft o11) foreigmn Lntcpries. Each of these examples supports the largerthemhe that the prcs iption for ,ctoral growth lies with markets :Ind marketing'. 

Implementation Issues 

AiI poic \ hich p mo:cs market approaches to forestity de\ el opment faces a number 
of ehilen._s and oonitrai:s. soC ideological and some technical. The bridee from 
conacptuahSationto mplcmenta ion is lons and stre, n ith ob,:acle.. These obstacles 
must be .. icit ,identified ifconsetructi, solutions are to follow. and if risks of failure 
are to Ie a,,essed objectively. 
.,\n:g:he principal implumuntation inus. are the following: (1) aid aCencies and the 

dono1r (C',rrnea:-:l, ts wIch tc',. rcpre,cnt should expect to be criticized as naive and 
unre.alistic for lecturing the gC\ crnments ot the dcWeloping countries on the virtues of 
capita~lsm and fre:e m.erts: (2) the queioiOn of "policy rcfforn- is eaily perceived as 
cxrernal interference in internal politics: (3) the emphasis on markets is problematic for 
forcst r',,,su:ce the sector Is replete with extra. market goods and services: (4) policies of 
aid aecncic, I strn thn forestry enterpri.es in the de'. elopine countries may conflict 
with pri, ate ntre ,tin their home countries: and (5) the focus on pri\ ate enterprise may 
be fscl prctd as antithetical to the principles of social forestr. Each of these 
concerns hilhe addrewed in turn. bt very briefly. 

A focus on capitalism and compe.titive mar.cts is ' uIlnc rable on purely- ideological 
,rmunds. Criics argue that deep-seated cultural and historical factors ma:e the private 
enterprise appro:ach -- often icntified with nminly Western - irrelevant in'alues a 
substantial number of lo-income countries. Yet perceptible changes have been 
fortlhcoming from othcrwise improbable quarters. The most dramatic example is the 
private enterp, Ise flavour of economic reforms in China. The Chinese reforms illustrate 
that idoloygy- .-" hen viewed as political economy -- is malleable and adaptive, not rigid 
and monolithic. Nloreo, er, conscrvati,,e economists are quick to cite economic growth 
in countries of the Pacitc Rin ('.g. Ilong Kong, Republic of Korea. Tai,an, Singapore, 
and Peninsular NIlaly.i a) hen asked for evidence that capitalism is not a naive notion 
for developing countries. 

The intent of an aid agenc,: to foster sectoral "policy reform" can be faulted as an 
unwanted intrusion into domestic decision-making. Resentme,.nt by government officials 
must be expected when an external team recommends changes in forestry policies, 
programmes, and legislation to alloy, markets to operate more freely. The obvious 
strate,; for the aid aeencv is to direct its assistance mea:;ures to technical and analytical
tasks ,hich support polic education and techniques of conflict resolution. avoiding the 
dispensation of policy advice per. '.But even with the most tactful of approaches, policy 
analysis as a focus for donor aid is inherently a high-risk undertaking leading to uncertain 
political consequences. 

http:Resentme,.nt
http:enterpri.es
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\Vater. 
 wildlife habitat, and microclimate control exemplify forest-hased _g(xs andservices very rar2ly exchanged inmarkets. Additionally, in many low-income countries,property rights over forestlands are ruled hv customary rights of usage and otherinstitutions not vet ready for pri vatization. Ecolomists look intfor choice illustrations ofmarket failures becaLuse of extcrnalities, public goods, and intanble v.alues often needlook no further than the forestry sector. Thus the private enterprise approachde!lherate aid strategy for forcstry- - as aisnecessarily confined to marketable commodities.To environmentalists %%ho qucstion this emphasis, the aid agency must respond with aprogram me that makes private profit serve the needs of national conservation.Examples are private busine,ses for reforestation, fuciwkood production, game ranching,and wood-saving technol gies (e.1,,. preseratlion treatlme nt, th in-kerf sawmills, etc.).Numerous other exanplc, arise in specilic contexts where the ioals of environmentalistscoitncide with those of protfit-naking, enterprises. Moreos, environmentalists must besteered to the many case studies around the ssorld wkvhere commercial interests are oftenthe lead ing_ rop menIts of plans and policies to rationalize forest uses and protect
remainin forestlands. Wood-proce,,sinig enterprises s,hich must h'jse a supply of rawmaterial into the future are frcquentl, in the vangaid of efforts to eliminate il!ecalspoltaneous forest colotnialtion. and other threats to their stability.OICe fIreCjiCritlv Ocllr oked impediment to the pri te cnterprise strategy indcye lupiqn iaid is con tict interestcf in the dOnor's1home countr. For example.privaitel-rin4an-ced forest products associations in the U.S.exp'rts to theC(arbealC iiiB.! afe intent uponi expandingin. China, and cIcss here. Not only the U.S. private sector.but also agencies of its federal .oevecrment (e.,. the U.S. Forcign Ag\ricultural Service)aggressivClv proJote ot od products cx p )rts. Yet a likely objective of USAID'sd y:e lopI1)1 : aid for forcstrN --stressing the r,Icof priva teIti Ic ste - o ealIuatepw, ,I-]~op 1sIi lit i.s tr h[~l()r i1p1r su 1> utin onfthese sIme iaises i toevlutproducts. This potential conflictillustrate, the need to search c:refully for client grouips in the donor country which can beConsidrcicd lkciv llies (not oppoc:nits) of tlie as.sisutance nicasures. ilence in addition toits trade associai ,n,s hiclh p r n \oe wood pr hdiuICt exports, the U.S. has others whoseinterests are od prodtlcts im1orts, includingz imports of tropical hardwoods.
A final issue is the place occupied by sOcialI 
 forcstr., (or connlunity forestry). It hastaken many ,ear and much effort for the ,sorldt's fort>,r\ devclopment circles to acceptthee terms and their imIplications. Nos tiS..\ II) attemipts to convince opinion-makersthat the a!ppropriate dCeeoprInt nisitutions aie pri\ate, not social.i1C(rlsistc nc,? Does Is this an 

s, the support for prisarc litehiich disrega rds sillaige-le sel approaieo,' tprise iipl\ aItrickle-down theory 

These tLucs b)est ans,iots are ered in the Context Of, a1id straietCies shich regard thesi all Iald-o\wnirig farmer as Lpitom muiine the "'priale entrepreneur."markctplacc determines the fate not only of industrial forctr-y, bu 
In this view the
 

ThLs the aid also of farm forestry.
strategy (if properly coniccied) attaichcs little importance to enterprise
sca e and formal d,'incation of secthrs, and inuch ihportance to basic principles ofco nuInic groth. The lost fundamcntal 
their 

of these is that private persons who pursue,n good also promote the social good and build the wealth of nations, in anynIIuin b -rof practical ci,cs. .\dam Smith has found friends at USAID. 
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MMON FORSTRY REV
,,AL 

SothatenCete orFretEconomics Research .0. Box 125,Rsach: 

BAUER,:. P. :T. (1l984). Realityan~dRhetoric: Stadies i h ctimic fDvlp et 
AHarvard University Press. Cambridge. M sachusetts.3 

' - A. , A• . (19S2). Pri vate Sector: IdeHAGEBOECK, " andi 


i!'
)!::i :!:Opportuiies. USAiD Program[ Evaluaion, Discu ssioni :Paper ,:N o. 14, 

COE ROI TR SEED 

.- fiiseinri e 


.G adD .(98)LA, R A TR W , riv;ate, Enpi s Iniitiativ;es for 

:):Washingo.DC 
SCH ULTZ, 7T.iV:W.(181. estin nPepc TeEonmc o oulto,,aiy 

Unvrst of CaliIfor niaPrss Be rAE e-n' ADU.S. kely
fr Internationl De
 
'ral ri Juce rinaaiaSri 

Desodi Ntorthr Gfaoidi M77O9U.S.A 
Muun Cohnhnni ecea GauaLuoehl 

P. Sesbn i EconoicofBAUERrpu 1s4).RaityadRhtrc eeope 

Hueari'adPhUnoivestyresscaCabdgez ascuetsu.. 

::iFU R: QUALI Y EzD Ail] DR E LA LESU:LY:
PrFOgRamEvaluatAin (TerNo.OpportunTE INLAD iCusio 1 

Calopogoum Caeruleum AlbzziaFalcataA
 

Centroson P]urceris :3 , :7: supprt anoperanG~alopogonium Mucurooides:: :Cajanus Cajan:; t 

elpLmento nmnv'~it Re 
A oheantro ete ErOtcs Forest B 1225, Research 

Ihnerlyngtina Fortest D U.S. ForestrSry TRwO-4) 
mfo ai 

} i i::!
 

... ......
:.C 


..........
 

::P
 

http:Washingo.DC

