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Part 1
Introduction

Cities of the Third MWorld contribute an estimated SOZL to 70Z of
6NP. They are the locational base of value—added production in
develcs:ng country econosies and the source of goods and services
vital to ooth rural and urban production. The economic productivity
of cities c:rends upon the availability of essential urban support
services incl.ding water, electricity, liquid and solid waste
disposal, transport and road infrastructure. (Arastrong—Wright,3)

The last quarter centuwry has evidenced unprecedented growth in
cities due to both econoaic sigration of populations and natural
population increase. Urban institutions have been unpreparec to
manage this explosive growth. The accoapanvying increase in demand on
city infrastructure hes resulted in serious congestion, over—locading
of existing services systems and the aushroomeing of new settlemsent
areas which are largely unserviced. While congestion is less in the
smaller and eedium—sized cities, their growth rate is tvpically higher
and their resources fewer to cope with the change. In -ény parts of
the Third World. the vercent of citv populations livina 1n sluas and
squatter settlesents has reached as high as 60 percent.

The danger of uneaanaged and under-—<servicecd urban growth is a
decline in econcemic productivity due to an itnability to utilize
resources, both human and physical, efficiently. The coping aechanisa
in many urbarn governsents confronted with high levels of growth has
been to expand subsidized sesrvices and public sector esplovaent. Such
policies have only succeeded in pushing public authorities
increasingly into debt and overstaffing public agencies with

wnproductive persocmnel while still only affecting a saall essentially



aiddle to upper income portion of new urban populations. Since asany
developing cousttries have a highly centralized spatial

development and governing structure, a high standard, heavily
subsidized urban services policy in the capital city becoses

the role sodel for the nation.

The oil crisis of the 1970°s leading to heavy international
indebtedness, woridwide inflation and serious domsestic fiscal
constraints has forced countries to review naticnal urban policvy and
to seek new directions to ensure more efficient use of limited
resources. One trend eserqging has been the smove toward
decentralization of authority from central governsent with the goal of
making lower levels of government, and especially municipalities,
increasingly responsitle for generation and sanagesent of their own
developaent and resources.

Recognizing government’s limitations, a eore recent trend has
been the conscious amobilization of private sector resouwrces for
emplovment generation and urban goods and services delivery in orcer
to complemsent and augment those of the public sector. Private Sector
@otiilization or privatization is really an etfort to more
svstematically involve the energies, skills and resources cf non-—
gover;nental individuals and coilective—-aroups, firms and companie=z in
urban management through devolution of what have officially and
popularly been viewaed as governsent or public sector tasks. Randinelli
et al. have even aone so far as to classify privatization as one fora
of decentrxlization.

Since urban governaents have not bzen able tc keep up with the

demands of urban growth., privatization has occurred in the urban
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environaent in the Third World even without governaent encouragesent.
This sense of the independent dynamics of privatization is captured bv
Rondinelli in the following quote:

"Privatization has usually evolved fros situations in which private
sector fires [and inforeal indigenous private sector individuals

and susinessesl began offering goods and services that governaent
prov:ded poorly, or not: at all, or only in soee parts of the country,
rather than fros deliberate attempts by governasents to divest
themselves of public runctions.” (Rondinelli, 103info in parens added)

In the Third Musld, barriers to private sector expansion apoear
to be prisarily irappropriate regulation, a lack of political will to
force public sector employmsent cutbacks and pcssible power—<hiftina to
the private seccor, and inadequate access to credit for new private
ventuvres.

The privatization movesent = not restricted to the Third World.
Many industrialized countries, with 6Great Britain and the United
States in the forefront, are pursuing national and eunicipal
privatization strategies as a seans of reducina what have been
steacily growing public sector expernditures.

The objective of this paper is to set forth for the Third World
tre context, experiences and issues or opportunities presented by
privatization as 1t affects the deliveryv of public services. Fotlowing
the introduction, the second section attespts to define privatization
and 1ts institutional forms. The third csectron discusses the
classical theoretical bacis for the divisiori between public and
private goods and services. The fourth section sketches some of the
Third World experiences in private sector delivery of public services.
Finally section five sussarizes come of the principal i1ssues and

opportunities presented by private sector participation in the public

services arenra, followed by a conclusion.
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Part II
The Meaning and Foraes of Privatization

What is Privatizatiaon?
The verb "to privatize™ with its noun form “"privatization* only

recently sade their official debut in Aserican english. (Nebster’s
Ninth New Collegiate Dictionary 1983). Coined fros the french word
‘privatiser”> the verb “to privatize” is defined as "to msake private,
especially to change (as a business or industry) fros public to
private control or ownership.” Privatization has been brocadly defined
in theory anc in practice. In i1ts eost general sense, i1t eaeans a
greater role for the private sectar to sore effectively serve the
needs of economic and social developmsent. (Berg 1983,p.73) Fros an
opposit: perspective, it seans reducing the activities of the state or
governeent at all levels; also denationalization.

Hanke, foreer chief econoaist for the Fresident’s Cowuncil of
Economic Advisors (1981-82' helped shape the Reagan administration
policv on privatization and defines it as "a process whereby public
operations are transtrerred to the private sector.” He establishes
three types of privatization (Hanke,79-89):
alcomplete privatization— franster ot owntershilp or sale ot public
assets, infrastructuwe or service functions to a private entity or to

individui:ials(ESOP, employee stock—osmmership program). An exaaple of the
foreer 15 Britain’s szle of British Telecoa and of the latter, the

sale of Britain’s National Bus Co.

b)partial privatization— Owner ship of assets or infrastructure used in
the production process is retained by the public sectoer but
responsibility for operation and saintenance of the process of
production of goods {(e.g- roads construction and aaintenance) or
provision of services (e.qg. fire protection) is privatized.

c)temporary privatization— This type has two foraes, the first of which
was offered by Hanke. The “intentional” fore is where assets and/or
infrastructuwre are sold by the public sector to a private entity who
then leases them back to the public sector. The public sector
benefits from a refinancing sechanisa provided by the exchange.
Furthermore, the public sector retains operating and saintenance




responsibilities but under contract to and monitored by the tesporary
private owner. Repwchase option is afforded the public sector at the
termination f the lease. This is essentially a U.S. practiced option.
The second forme which is “unintentional’ is where divestiture in vital
public services has occurred and fails such that governaent is forced
to reassumse the responsibilities and liabilities. This latter fora,
while not yet a comson occurrence, is a coamon fear amcng develooing
countries considering privatization.

In the context of this paper, the tera privatization will be used to
msean a greater private sector role in the delivery and saintenance of
public services.

Mechanisas For Privatization

There are three principle categories of sechanisms for
privatization: 1) divestiture or “load—sheddina’, 2) contracting out,
and 3)alternative service delivery strategies including free market,
vouchers, voluntary and self-help etc. Hhile divestiture is
politically more highly visable in the press and popular in literature
on privatization, the foras of privatization which relate msore
specifically to an expanded role for the private sector in public
services provision are related to the latter two categories.

Therefore divestiture will be discussed only very briefly in order to
permit a focus on the latter two.

Di vestiture
Divecti ture., also called “load—-sheddina’, i1s the ssle to the

private sector or the liqguidation of all or parts of government owned
enterprises{(stateocwned enterprises). {Coman.9) Load—sheddinc is the
tey sechanise being used in Britain’s denationalizat:on orocess. In
effect, i1t means that the level of production of the goods or services
becomes a matter of the market. Butler indicates that private

goods (housing, food-processinag, cars) and toll-

goods (telecomauniciations, electricity, water), as defined in section

three which follows. would be the most appropriate candidates for this
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transfer since consumers can be charged directly through the market
sechanisa for their consusption(Putler, 52). The key service sector
which comes o mind as most appropriate for this fora of privatization
in the developing countries is urban transportation.

In the developing world, the most extensive experiences with
divestiture have been in Chile, Jamaica and Bangladesh. Other
examples are found in Pakistan, Somslta, Sudan, Zaire and the
Philippines. (Berq 1983,p.10) In general in the Third world there is
such dicussion of divestiture fired by international aid agencies and
lenders but the matter :s too highly political for there to be such
activity. One of the key issues is disemployaent caused by private
sector reduction of overstaffed public enterprises and more freguently
by what Berg has teracd “creeping divestiture® where governments,
becaucse of fiscal austerity aeasures, are shutting down ficscally
insolvent state enterprises racher than searching for isproved
sanagemsent solutions throuch a partial or total private sector
transfer.

Contractina—0Out
Contracting-out is a term popularized during the 1960’s and

19707 s at the mumnicipal level in the United States and refers to "the
practice of having public services {(those which any given governsent
unit has decided to provide for 1ts c'tizens) supolied either bv other
governmental jurisdictions or by private (profit or non—profit’
organizations instead of delivering the cservice th.-ough a covernsent
unit’s own personnel” (DeHoog,3). 6As Cowen points out, this is
perhaps not true [completel privavization since the governaent still
retains ownership: hut, the private sector is accsrded a auch targer

rcle including. in some institutional foras, the assumction of i"isk
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and the sharing of profits (Cowan, 14; Coc “ud. 4-9). What is created
is a public-private partnershipo for the del:ivery o7 services.

Savas wites that "governsent can be viewed as nothing more thian
an instrument for making and enforcing decisicns about collective
goods® and chat *while all collective goods require collective action,
not all collective action need be taken by aovernments. “(Savas
1982,p.51) The contracting out sethod is viewed as the sost
appropriate method! of privatization for common-—goods and collective
gocds because it generally takes the fora of qgovernsent retaining tne
role of “service facilitator’, financing and regulating the service
but transferring to the private sector the role of ‘supplier, ”
operating and maintaining the service systems. (Hanke, Butler)

While it is only recently that aunicipal governaents in sany
countries have begun to concider extensive use of the private sector
for a broad range of c~ograms and cservices, the tradition cof
contracting for deliverv of aunicipal services goes back to the
cighteenth century in Mestern Europe, azinly in the area of water
Supply. London and Paris were supplied by private water companies in
the 8007 3. Concessions ~ere granted internationally by
Berlin(Germany) in 1856 and Cannes (France) in 18&6 te an English
cosmpany to provide awricipal wate-. The institutional experience of
Western Ewrope in privatized sunicipal service ocperations,
particularly that of the French, was exported to overseas colonies.
The Ivory Coast(W. Africa) is a good example where public transoort,
water and electricity distribution and solid waste collection for the
capital city, Abidian(popul. 1.7 million), are managed by private

s tor entities either under contract to government or institutionally
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organized into a public/private share—tholding corporations. (Dei)

In order to become familiar with the various institutional foraes
of public/private partnerships for delivery of sunicipal services, it
is useful to lcok at the French experienca where the different types
are most elaborated and have been tested. Aside from governeent-—
owned institutions and intergovernmental arrangesents which are
governesent-to—qovernsent in nature, there are five other institutional
types of public/private partnership exercised throuagh contract with or
without qgovernsent subsidies(Covaud,$4-9):
acontract for specific operating services
A governmsent—owned enterprise or department contracts with a private
company to undertake specific tasks tn the operating and msaintenance

of a aunicipal service( e.g. bill collection for a sunicipal water
authority)

b)sanagesent contract (gerance)

A public authority contracts with a private cospany to take over full
responsibility for operation and saintenance of a2 aunicipal service.
Zxtensions to the service svstes remain a govermnment responsibility.
Consumers remain clients of the public authoritv.

clamanaagement contract with profit—sharing arranqesentsi{—exie
tnteressee)

Similar to the sanagement contract above but in this fora, the private
company receives a share of the profits or a productivity bonus.

d)leasing(afrersace)

The municipal service system is put under contract with a private
Cutagsany for operat.ut and aaintenance with the fuit risk of carryino
out these responsibilities borne by the private company. Consumers 1irv
this case becomse clients of the private coapany. The revenues are
split by a foraula in the contract between the private coepany and the
public authority. Financing extensions to the system is covered by
the putilic authority from tts revenues shacre. Typical tera of
contract is 19 vears renewahbhle to 20 vears.

e)concession

The public authority contracts with a private cospany to undertake
full responsibility for operating and maintenance including financial
or commercial risk and to undertake any new construction or
rehabilitation of the municipal service systea. The company
effectively receives exclusive rights{(sonocpoly) to provide the service
but in exchange aust assume 211 financial responsibilities for the
svstem including capttal costs and working capital. If government
supsiementai funds are used. these are remitted from revenue or tariff
collections. The concession contract ts generally for about I0 vears




to permsit recovery aof capital investasents. At the end of the
concession period, the svstem(all fixed assets) is turned back to the

public authorityv.

This last fora is the institutional type frequently found in forserly
colonized countries of the Third World and has commonly been used for
utilities. In many deveioping countriecs, concessions are being
renegotiated and converted to leasing arrangesents to perait areater
government control. The concession ceontract is no longer used in
France vhich now favors leasing contracts. For further detail,
Covaud’cs article orovides an interesting comparison of the msanagement
structure of these institutional options wnich is included below. ( See
Table I)

Aiternative Service Deliverv Stratecies
fpart from contracting or purchase of services from the private

sector just described above, there are alternative service delivery
strategies, some of which, because of non—existent or inadeauate
public servicecs, are ocoeratinag by default to fiil the gab. In the
developinag countries, these delivery svstems are not infreguently
opes-ating extralegallv. The list includes: 1) grants and vouchers,
M free-—-markat, 7)Y voluntary services. 4) self-help. (Mariin.l;2erg
1983, 2635avas 57) VYery brieflv. these strategies say be understood as

follows:

arants and vouchers— Forms of government cubsidies to stimulate
production or consumction of goods and services. Subsidies to private
producers are traditionally grants. (e.g. i1nterest rate subsidies on
privat=ly develcned low inccee housing) Subsidies to consumers in
recent vears have increasingliy come in *he fora of vouchers to persit
individual choice and access to specific goods and services in the
marketplace, In developing countries, subsidies typically benefit the
middle class through allowances tacked on to salary base(hocusing and
transport) or, in the case cf services, through subsidized rate
structures. Voucher systeas are often recommended as a solution to
the perceived equity problem created by privatization when msarket
prices are too high to be affordable to low income peocple.
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free aarket - Private provision of goods and services in response to
aarket demand where the governmsent is not involved in the transactions
at all (e.g. private informal sector water vendors in Third World
countries), or only einisally involved throuah some regulation (e.g.
privatelv-—owned public transport vehicles such as icepnevs in Manila.)
The major inhibiting factor to free market growth of private sector
services is inappropriate qgovernment regulation.

voluntary service and self—help - When individuals or voluntary
asscciations organize to aeet the gap in services such as voluntary
fire departments in saall towns. Surh associations. despite their
lack of qoverneent authority, can contract for services with private
firms. AN increasingly pooular form of voluntary organizatiorm in the
Third HWorld is the consumer cooperative, particularly in @onopoly
conditions where nothing is served by competition. (e.g. small town
electicity service) In sguatter settlements and slums of the Third
¥orld where sunicipal services are tvpically below 30 percent
coverage(Halmoe,7) if they exist at all. it i1s not uncoamon for
community organizations to arrance services such as garbage collection
through volunteers or contracts to private entities paid for through
an informal neighborhood “evy. In the U.S. neighborhcod criae watches
supplesenting public police protection services is an increasingly
common nelighborhood voluntary servica.

These arrangements are aost suited to smaller demands {(small
towns. villages. neighborhcods) for collective goods and services
where there can be a strong community spirit and peer pressures to
spur the effort. As Savas points out. "when the numsber of affected
individuals becomes large and interests are diverse and conflicting,
pure voluntery action no longer is adeousate to provide colliective
yoods. In such crrcumstarices. organitzations are needed with authority
to exercise force 1n obtaining money ar oropertv needed to assure the

supply of collective goods. ” (5avas 1782.p .55

Develgged Countries
Severe public debt crisec in a number of the developed countries

created by steadilv growing caross public spending has spurred the
advent of national and smunicipal privatization strategies. Such

strategies are seen as a way to cut costs through reduction 1n state




Provision of public goods and services, reduction of state subsidies
and reduction of state regulations hampering the growth of private
Sector COapetrition. 6reat Britain is far in the lead with a
Comprehensive national privatization strategy brought in with the
Conservative Thatcher governasent. The strateqgy has three main
Coaponents to stimulate sarket forces: contracting out, deregulation,
and denationalization; and is well along in
implesentation. (Butler 353Le6rand, 1)

thile Britain’s privatization experience is -wing froe the top
down, that of the Lwhited States has a bottom—up history. Municipal
governeents gver the last 25 years have increasingly contracted ocut
for services, primarily to save money. The Adaa Saith Institute,
which specializes in privatization research and developmsent. has done
analyses which indicate that aost U.S. cities could cut their budgets
in half by taking full advantage of privatization. (Young, ®all St.
J.) A 1982 federal survey showed one—third of all U.S. cities with
Popul ationNs ghove 2500 contracted out at least one service(Butler, 5S3)
and reported gignificant savings in costs. Contracting attuned to
deljverv 0f nypliC services is becoming big busiress. The Rascn
Foundation of california has a data btase of over 300 private companies
that contract tc perform services traditionally per formed by
governeent. This example set at the local governmsent level has been
taten up by the Reagan governeent as a policy of its current
adginistration for both imoroved federal level sanagement as well as a
new direction for dispe<ition of foreign aid funds in develaping
Countries- Unlike the pritish case, so far, there has been more
rhetoric than action at the federal level in the United States.

The phenomenon of privatization is not restricted tdeologically
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to capitalist and parliamentary systems when one realizes that Spain,
Sweden, Hungary and China have recently reoriented national policies
so as to pereait if not encourage the growth of the private sector.
Before 1981, organization of private enterprises was illegal in these
latter two countries. (Hungarv—NYT Dec.3 1981,p.D-5;China-Wash Post,
Feb S 1982,p.A-23)

Developing Countries
In the developing world, the increasing attraction of

privatication has been created by several factors beyond sh%%r cost
consideration but nonethelecs closely related:

1.Performance Failure of Public Enterprises— Fublic enterprises in

most developing countries have been entrusted with the responsibility
for achieving national developament goals including virtualliy exclusive
rights to develoo and operate public services: electricity, water,
gas, transoort, comsmunicaticns. They have been poarsitted throuah cstate
auar antees to borrow heavily poth dowmestically and especially
internationally to support their operations. Yet the general
conclusion is that for the wost part public enterprises have been
social and econoeic failures in their developsent aissions and in aany
cacses have generated huge and growing debt-—Ffinanced losses which
heavily indebted governments can no longer afford to

underwrite. (Nellis.&6) The 1983 World Develcoosent keport citec a survey

of 27 countrifes showing that non—financial, state—owned
enternrises(those involved in public services delivery) on the average
received aore than 3% of Gross Demsestic Product in net budgetary
pavments. (WDR,74-75) Countries hope that with expansion of private
sector competition, selective closings of some public enterprises and

some revision of unfair tax advantages of public versus priwvate
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enterprise, management of the remaining public enterprises mav
ieaprove.

2.Urban Growth and Escalating Demand for Public 6oods and Services-—

Over the last three decades, all regions of the Third World have
experienced unprecedented urban growth and sultiplication of cities.
Between 1950 and 1975, wrban areas of developing countries rece:ived
some 400 million new residents. ¥orld Bank projections estimate an
additional one billion urban dwellers to be added to Third World
cities between 1975 and 2000, bringing the developina countries urban
pooulation as a percentage of total population to 45.8%Z. (1979 WDF,
190-191,184-185) Cities with populations greater than 4 aillion are
expected to triple in nusber from 22 in 1980 to 60 in the year 2000.
(Arastrong—Wright.1) Predoeinantly rural countries are urbanizing the
mcst rapidly such that A&frica™s urban population is expected to
quadruple by 2000.

Such rapid growth has serious implications for the desand on
public services. Not only is there escalating uneet demand but the
overloading of already poorly maintained service infrastructure has
reduced the effi:cacy ot existing publiclv—provided services. (e.g-. In
Monrovia.lLiberia an estimated SO of piped public watar ts lost due to
poor maintenance or leaks in the svcstem.) In the area of water and
sanitary facilities. Roth estimates that "as a consequence of poor
maintenance of water facilities and rapid population growth, about 100
®illion more people drank unsafe water in 1780 than in 1975 and about
400 million more relied on unsafe sanitarv facilities in 1984 than in
1977. (Roth . W—S5) Public resources are not available to eeet the rising

demsand. The unregulated private sector has already begun to generate



service alternatives and the belief is that with encow agesent and
regulatory refore eore and better services can be provided.

3.Encouraging Popular or Individual Participation in Econosic
Developsent—- There has been such speculation in the Third World that

national and regional developsent strategies have failed due to lack
of popular involvesent. Responsibility for losses (or gains) has been
fully lodged with the public sector or the state. In the area of
services provision, such wastage of resources, vandalisa of equipsent
and infrastructwre and non-paymsent of fees or tariffs where they exist
is attributed to the ~“freeride” attitude of the public. This is the
belief that services are a public right and the state will continue to
provide services regardless of the amount of individual use or abuse.

Privatizing provision of public services, whether through contract
or actual ownership trancfer, is a vehicis to change attitudes and
public behavior toward public services, breaking doenm the assumption
of the state as =ol > benevclent provider and facilitating eore
effective application of user charges tied to consumption.

4. Donor Reorientation to Private Sector— The heavy coaaitsent of

donor funding during the 1960°s and 1970%s to public institutional
developwment as a seans to achievina national development has had
costly and inefficient results as evidenced by the considerable losses
and low level of accoaplisheents of public or state—owmnmed enterprisecs.
As a result. the HWestern donor coasmunity, particularly some of 1ts
a@ore influential members such as the World Bank. the U.S. Agency for
International Development and the United Nations have, in the early
1980”5, begqun to affect a major chift in their strategies for
achievirng Third World develoosent. This reorientation is reinforced by

IMF stabilization lending policies which, through conditionality, are
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forcing a reduction in public spending and policy changes to foster a
acre efficient use of public resources in developing countries and
privatization is a logical response. (Hanke,3)

Collectively donors are soving away froa the focus on governeent
or the state as producer and operator of development activitieg with
bublic enterprises as isplementing institutions. Donor policies now
reflect an increasing eaphasis on private sector growth within a
competitive market framework to achieve developaent while lisiting the J,

‘

role of the state to that of a regulator. (Bremer, vii; WDR 1979-1983) 4
S:nce many developing countri:es depend on the donor cossmunity for a
sizeable percentage of their develoopsent or capital investsent
budgets, they are forced to reallign national policies in the
direction of privatization to ensure continued donor support.

In summary., the acvement toward privatization in the Third HWorld
is a global phenomena. While the history of tnforaal private sector
involvement in public services delivery is long—-lived., until recently,
government policy either ignored or harassed private providers for
interferring with the role of what bBanke has tersed “the
entrepreneurtial state.”™ {(Hanke.1) Of late. for reasons c¢ited above.
aany Third WBorld governsents are alterince national pelicy and
approaches to public services delivery to encourage a significantly
expanded private sector role- The objectives of this recrientation
are: 1)to make more efficient use of existing public re2sources by
paring back the state’s role; 2) to stim:late ageneration of new
rescurces to seet rising demand through deregulation and regulatory
reform to encouraae greater private entrepreneurship; and 3) to brina
about quality imorovesent in public services so vital to the economic

efficiencvy of cities by openinag up the aarket tc competition.



Part 11X
Classical Categorization of &oods and Services

Societal conventions in the Western world, transferred therough
colonial instituti:ional structures to such of the Third %orld, have
established the theory of classical cateqorization of goods and
services based on their properties of exclusion and joint—consumption.
Tied to this classification, by custosary practice, the State or
government, known ac the public sector, has becose the princigpal
provider and distributor of ioint-consusption type gooas and services,
commonly called public goods while the entrepreneuar, the private firas,
the non—governeental oroanization, defined as the private sector has
provided exclusion type goods and services, tvpically called private
goaods., distributed using the sarket sechanisa. In the definitions and
discussion which follow. I will often use the tera “goods®™ to mean
both goods and services, though occasionally soee distinction is made.
good or service if conditions of the supplier are not aet. The aain
condition i1s usually ability to pay the supplier’s brice or fee for
the good or service. Exclusion 1s generally tied to i1ndividual
consuaption of goods and services e.g. housing, food.

Joint—consumotion refers to goods and services which

theoretically can be consumed “jointlv™ by sany people without
diminishing the cuantityv or gualitv to the individual e.g. street
lighting. Joint-—consuaption type goods can be exclusive or not as one
realizes incoaparing access to a oublic toll road versus police
protection. Generally one is not required to pay directly to obtain

police protection whereas access is denied to taoll roads if the fee is
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not paid.

Savas offers a useful theoretical framework for categorizing
goods and services even though it aust be recoanized that pure goocds
are rare and that ucually goods and services share characteristics of
several categories. Also, as will be discussed later, coods and
services over time have tended to migrate between categories. The
Savas categorization divides goods and services into four tvpes as
follows (Savas, Butler):

1. private goods/services— exclusion and i1ndividual consumsption—-type
qgoods which are mostly supplied by the private marketplace and once
paid for hecose “osned” by the consuser to the extent of the quantity

and quality of goods and services purchased. Exambles of services
include laundering, shoe repatr, taxi service.

2. toll gocds/services— exclusion and group or iocint consumtion—type
goods. access to which i1s liaited by charges levied. Examples of such
services include aass tramsit, electrical services. water and sewer
services.

3. coamon—po0]l aoods/services— characteristized by non—exclusion and
individual consusption. Supply —an not be assured by the aarxket and
depletion without government regulatioﬁ may be threatened. Examcles
suggest more goods than services in this categorvy such as natural
waterways, air., underdtround water acuifers.

4. ccllective goods/services— characterized by non—-exclusion and
jJoint-—consusption. They are difficult to seasure, offer the
consueer no choitce and are aleost 1epossible to charge directly
for their use. Framples of such qgoods and services are police
and f:re vrot>tion. rmatronal defense. public par«s. Recause cof
their norni—esarket., non-charge status. concusers say use them
inciscriminatelvy bevond real nesds without contributing to the
costs of their concusption.

The diaaram below, thouah a t§.S5. example. shows the distribution
of types of goods and services based on dearees of exclusion and
joint—consumotion. 0f the four categories. aovernsent is heavily

involved in the regulation and provision of scoods and services of all

but private goods:




Figure I
Diagraa showing the exclusion and Joint-—<consumption properties of
various goods and services. Pure goods shosn at four cornes points.
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Bovernaents worldwide have eschewed the advocations of Adaa Saith
that governeent supply only certain goods and services advantageous to
a great society that would not be supplied by private enterprises
because of lack of profitability in their provision. Instead, they
have followed a patterm of expansion which sore esbraces the boundless

John Stuart Mill philosophy that "the ends of governsent are as
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ccaprebhensive as those of the social union. They conwist of all the
good and all the immunity from evil, which the existence of governaent
can be made either directly or indirectly to bestow.™ (6Goode,p.45)
Public goods, which for the msost part are services, have expanded
enorsously in nuaber and sagnitude as political decision and pooular
disposition have liberslly interpreted the “collective goods’
definition.

In this theoretical discussion, there are several reasons
attributed in the literature to this expansion of the publac
sector responsibilities. (Butler,p.503 Savas,p.44) First there is
no consensus on what should be classified as collective goods or
services or the appropriate degree of governsent invalvemsent in
their supply or allocation. Because of this vagueness, acre and
@ore services have been aigrating into the category of collective
goods/services froas private and toll-good categories. Sose of
this eigration is the result of changes in societal values or
Jucst political decisions that certain services, bevond those
classified as basic needs such as education, health services, and
housing, should be consused regardless of ability and willingness
to pay. fn example i1s fire protection. Secondly. individuals
within society decline to assuse responsibility for their
consumption and through inaividual action in the aggregate
gradually shift the responsibility to the public sectir. An
example s sarbage or refuse which individuals throw in street
gutters or public areas thus shifting the financial
responsibility of securing private sector services for its

collection to the governmsent or public sector which creates the
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need for a new or expanded collective service. Thirdly, the
failure to charge the full cost of toll goods such as
electricity, water and sewer, telephone and introducing
incCreasingly government subsidy for their delivery, transforas
such services to collective goods and services.

The fact must also be recognized that the populus has come to
assuse that goods and services which ‘society” has decided should be
provided, generally free of charge or heavily subsidized, are almost a
right of citizenship and must only be supplied by government (Butler,
44) in spite of the fact that there exist sany other alternatives to
governaent provision of services. This attitude is an interesting
countar pressure againct non—governesent provision of public services.

Aabiquities of Distinguishing Public Sector From Private Sector
Many authors have used the traditional econosi:c classification of

goods and services discussad above to establish an almost physical
distinction between public sector goods and services and private
sector qoods and services. The classical distinction in the
characteristics of public versis orivate goods and services s clearly
enumer ated by Ostrom 1n Table I1 below. Authors making this
distinction oftern use the ieagery of a pendulus swing in political
dvnasics overtime between governaent support of public sector wel fare
and support of the private sector with the most recent swing toward

the private sector msore extrese than at any tiee in the past.



Table IX
Classical Characteristics of Public and Private 6oods

Private Goods
Relativety casy to measure
quantity and quality

Can be consumed by oanly a
single person

Easy to exdude someone who
doesn’t pay

Individual generalty has a choice
of consuming or not

Individual generally has a
choice as to kind and quality
of goods

Payment for goods is dosely
related to demand and
consumption

Allocation decisions are made

primarily by market mechanism

Pablic Goods

Relatively dithcult to measure
quantity and quality

Lomsumed jointly and
simultaneowsly by many
peopte

Difficudt to exclude someone
who doesn’t pay

Individual generally has no
choice as to consuming or
not

Individua generally has little
or po choice as to kind and
quality of goods

Payment for goods is not
dosely refated to demand
or consumption

Allocation decsions are made
primarity by political process

Source: Ostroa and Ostros. "Fublic 6oods and Public Choices™ in
Savas,fAlternatives For Delivering Fublic Services.p-16.

Inn the real world, however,

public or “pure’ private goods and services.

there ts no such thing as

< >

pure
Rather one i1s

in each good or service with

confronted with a "public/private aix”
popular perception as perhaps the aost weighty influence establishing
identification of goods and services as either one or the other. Berg
emphasizes this notion of a aix of public and private rather than
separate entities with the example of education provided bty nor—

governmental oraganizations but financed froae tax revenues. In his
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i1magery, privatization should be understood as “a process that alters
the blend,with the public sector playing a different role and the
private sactor a larger role.”" (Berg 1983,p.2)

The idea of a changing role for governaent within a
public/private context is reinforced by Butler who says that a
critical assusption to sake in proceeding with privatization is that
governaent does not have to be the provider. The strategy of
privatization does not eliainate government’™s role. Rather it charges
the role to that of facilitator rather than provider of services.

Third World Fercpective on Public 60ods Foraed Bv Colonial Experience
The history of sizeable government—financed and cperated public 2

services in the develocped world is a recent one. Traditionally, msost
services were privatelyv provided and resunerative or they were sazll-—
scale, tcemunity-—organized self-nelp efforts. The steadv arowth in
collectively provided public (and social) services, at least in the
United States, has occurred principally over the last forty vears
under the political and adminictrative frameworlk of the “welfare
state,’ a rnction exported to the U.S. from Europe. The decline of the
welfare state 10 the U.S. and Eurcpe csince the late ceventie=es and the
movewent toward privatization as a eseans of ralling back the
ocbltgaticns of the state has been forced by <cevere public debt crises
created by steadilyv growing gross public spending. There has been cuch
an enormous arowth in public sector expenditure recuirements that, in
the nited States. public expenditures have mounted to two—thirds of
local governaent budaet and as such as half of federal spanding or two
thirds of non—defense spending. Fiscal contraints have necescitated &
search for mseans to cut bazk public spending and the popular sclution

is transferring the load to the private sector.
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The experience in the developing countries during the aoderrn era
is dissimilar to the extent that countries did not start with a
tradition of private sector and toll-—goods provision which gradually
went public over timse as was the experience of the United States and
Europe. Instead., msany developing countries were doainated for years
by Western European nations: and sost colonial regimes, as a aatter of
control, set up governeent functions and institutions covering aost
socioc—economic spheres of life, a far aore thorough network of
intervention and control than existed in Ewope at the time. So in
scost cases, particularly in Africa and Southeast Asia, countries
“inherited the notion that extensive governsent involvement in the
economy and society was the natural order of affairs.” (Nellis.p. 3)
National elites who took control at itndependence had frecuently been
trained as bureaucrats in the former colonial svetem and went on to
use the public sector as a vehicle through whichk te oromote national
unity, national identity and aodernization.

Consecuenritly. public sectors 1n sany developing countries have
Jreosws at - ovreaerdinary poc=. D large proporticn 3f this growitis hao
been recistered in the enormous expansion of public or state—owned
enterprises whcose numbers were fuwrther augeented by naticonalizations
and socialist aodels of development as ameans of regaining control of
national affairs from foreign doainance. With petrodallars inflating
the world economy in the late 1960°s and 1970°s, public enteroprise
creation facilitated access to capital by developing countries. This
ballooned the size of the public sector cduring this period as
countries, seeking sources of development capital, created public
institutions through which foreign capital ceuld filow into developmsent

-~
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prograas. Examples of the magnitude of this growth are seen in

Algeria where the share of public enterprises in gross fixed capital
forsation increased from 20 per cent to 59 percent; in Peru from 1t
per cent to 23 per cent; in Turkey froa 17 percent to 30 percent and
in Ivory Coast from 15 per cent to 24 per cent. (Berg 1983, p.4)

In susmaarv the point to be made is that history in sanv
developing countries may not provide exasples of once private goecds
and services gone public or of the possibility of large—scale forsal
private sector delivery alternatives. Furthermore. as Nellis
suggests, in the absence of a substantial private sector, Third HWorld
countries may have "no role model to vollow other than

governament. "(Nellis, 13)
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Part iV
Third World Private Sectcr Experience in Public Service Delivery

There are really two indigenous private sectors operating in ®@ost
Third World countries, medium to larqe—scalet(heavy foreign investment)
modern sector entrepreneurs and companies and saall-scale informal or
marginally—formal sector operators, traders and enterprise. When
allusion is made to a thin, little developed private sector in the
Third World, the reference is usually meant to describe the former
because the latter is generally large and thriving in spite of
government regqulatory discrimination, market barriers,
undercagitalization and elementary management structure. One of the
goals of privatization is fo aid the development transition froa
informal sector peddling of limited-scale goods and services to modern
sector business management and capacity. This transition is essential
to longer term economic developaent of countries and carn only be
affected by expanding the business opportunities and technical-
financial-administrative support available to the private sector.

In the area of public services delivery, the indigenocus private
sector has broad experience from the earliest of times. The
centuries-old rickshaw in China as a fora of public transport is one
wramoie. Tne cwo—bucket water collar used 10 Paris at the tiwe of the
French Revclution by an estimated 20,000 watesr carriers and in China
today 1s an ancient form of public water service. (Roth,W-20)

Despite the enoramcus expansion of public sector expenditures for
public services provision during the last tri-decade., because
populations have been growing at an even more rapid pace, generating
new demand, the private sector has in most countries evolved a

flourishing parallel services business. The success of private sector
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entrepreneurs can be attributed to four things: a) using alternative
loften more practical) and less costly modes of delivery; b) covering
typically a broader service area (including underserviced low—income
neighborhoods and peripheral areas); c) maintaining a low overhead
through the use of family amembers, hoee—-base of operations and self-
help maintenance of equipment; and d)maintaining longer operating
hours.

This section will present some erxaamples of the experience of the
private sector in the Third World in the delivery of public services.
This experience has not tended to receive sust publicity because such
of i1t remains in the informal private sector. Only four services have
been chosen to be highlighted, though many more could be added and
many others have yet to be recorded. (In the United States as many as
66 different areas of public services available bv contract from
private firms have been recorded.) Roth’s recent bock on the subject
of private service delivery referred to examples given as “"but a smsall
part of the tip af a very big iceberg.” (Roth,C—-1) The four services
to be discussed include: al)water supply, b)) transport, c) solid waste

panagement and d) aaintenance.

Water supply 1s th=2 service i1n which the private sector is most
involved and least involved., depending on the method of delivery in
the Third World. The practice of water-vending has an extensive
informal and formal private sector network, using relatively
inexpensive distributiorn methods; while piped water systems are
frequently legacies of former colonial regimes, characterized by
high—standards and low-—coverage and. to the extent privatized, are

more often managed by large foreign firms.



high-standards low—coverage and, to e extent privatized, are

more oft managed by large forei firms.

Water-Vending
The sale and distribution of water by container known as water-—

vending is the most coamon private foram of water distribution in Third
World cities, supplementing regular piped public service. It most
often takes the form of vendors buying water from a source such as the
public water works (or fetching it from natural sources such as
rivers) and carrying it in containers as varied as recycled

oil tins, barrel carts, and tank trucks to consuaers in widely
dispersed neighborhoods. Another version on this theoe is where a few
household connections in a neighborhood are used as water-selling
points to serve 3 whole neighborhood. In this case, the consumser
brings her own container to the source, thus eliasinating vendor
distribution costs. In low income neighborhocods and squatter
settlements of large cities and in saall cities and towns, water—
vending may serva2 amore than 20 percent of water supply needs.

Zaroff and Okun, in witing on this subject, constructed a
distribution diagras of private water-vending practices (see Figure [1
below) which shows the possibility of some marketing complexity with
an intermediate purchase/sale level between the initial purchase at

the source and the sale to the consumer.



Figure II
Possible Distribution Systeas For Water Vending in
Developing Countries

SOURCE
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Source: Zaroff and Okun. "Water Vending in Developing Countries,™ in
Agua Vol S (1984),p.290.

Water-vending is found in most Third World cities but is seldoa
regulated by governeent policy. The advantage is thaet many
entrepreneuring individuals have found employment within the water-—
vendor ranks and, with a miniaua of investment in mobile (recyclable)
equipment, are providing good coverage to fill the widening gap
betweern pub:ic dewand and pubiii1c pilped water distribution svstems.
The disadvantages are that vendors charge scarcity prices which are
conservatively ten times higher than the subsidized rates of public

water service; frequently the water 1s contamsinated either from the

source or froa the containers used; and the sel f-esployed suppliers are

not always dependable in terms of keeping s regular schedule of
deliveries.

In Nairobi,Kenya, an interesting public/private partnership is in




experimental stages to attespt to regulate the quality of water
vended, to establish a user charge for water consumption at public

-

standposts as well as to reduce vandalisa against public

infrastructure. The partnership ts between government and eeambers of
the informal private sector. The government is, in effect, leasing
metered public standposts to private vendors who pay a subsidized rate
for the water drawn and sell it by the containe- at a marginal profit
to consumers. Vandalisa is such reduced and collections by vendors are
being made effectively without objection froam consumers.

At the other end of the spectrua, water—-vending has been carried
to a sophisticated level in the formal private seccor by 10 private
companies servirg Santo Domingo, the capital of the Dosincan Republic.
The coapanicess are collecting and bottling purified water which they
distribute by truck. Coapetition is keen but the companies are
profitable because of the diversity in the packaging and delivery
terms of their product. The Ministry aof Health inspects and regulate
the companies and government sets a maximum price for their products.
Despite the government price-ceiling, the companies are profitable.

With scarce resocources available to many countries and their
aunicipalities to extend piped water systems, the water—vending method
seems to be a viable interim 1f not permanent sclution to meeting
rising demands for water in cities. As shown above, great oppcrtunity
exists to use government incentives and health regulations to promote
the expansion of safe, more reasonably priced private vending systeas.
Zaroff and Okun suggested water—vending to be an ideal area for
development of appropriate technology in terms of sanitary-safe,
inexpensive transport containers and equipment and mobilizing saall-

scale enterprise.
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Piped—HWater Svsteas
The other basic msethod of water supply delivery in which the

private sector is least involved is in piged water systeas. Roth
reasons that this is because aof "the riskiness of investing in fixed
capital for which it would be impossible to [recoupl over a short
period of time."(Roth C-3) Private sector initiative in this area
does exist; however, and one of the besf examples is in Abidian, Ivory
Coast.

SODECI of Abidjan was created in 1960 by SAUR{(Societe
d’ Amenagewment Urbain et Rural), a French firm, in response to winning
a highly competed caincession contract to supply the municipal water
for the city of Abidjan. SODECT]I was made fully responsible for the
construction, maintenance, production nad distribution of the water
supply system for Abidjan which it did successfully and profitably as
a private acrnopoly for twelve years. This included the management of
astronomical growth in piped water demand where the rnuaber cf clients
rose from 3947 in 1960 to 29,907 in 1972 and the level of consumption
from 6.3 million cubic meters in 1960 to 27,338 eillion cubic aeters
in 1972_(bei.3) In 1972, SODECI s contract was reneqotiated as a
crntrat d’=fformage o leasing cortract with the substantiatly
increased responsibility of managing water supply facilities for the
whole country. By this contract conversion, government withdrew the
SODECI’ s unilateral decision-making authority and assumed ownership
responsibility fer all major new facilities. The Ministry of Economy
and Finance and the Ministryv of Fublic Works, which created a new
Department of Water, were charged with financial and technical

@onitoring responsibilities of all SODECI activities which they have
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conscientiously exercised over the years.

The Government of the Ivory Coast has established a sodel
partnership with this large private company, SODECI, which has enabled
the company to aaintain its high calibre operation and
profitability(inciuding capital costs) over the years. This endel is
characterized by low interference and careful monitoring by
government. Only the recent econoaic recession in Ivory Coast has
forced a decline in SODECI’s previous profit margin high of 15%, now
reduced to between 5 and 9. (Dei,7)

A major element in SODECI’s success has been its ability to
ainiaize water loss from its systeaes and to bill successfully an
estimated 0% of all the water it supplies, up from 5S5Y% when it
started operations in 1960. Secondly, while governaent aonitors
operations closeiy and retains decision—-authority in all developsent
planning and irnvestments, it does not interfere in the internal
operations of the company. In fact the Board of Directors has no
government representation and government hcelds only 3.25% of SODECI’s
stock.

Today, i the city of Abidjan, SODECI serves 91,000 direct
purchasers plus many wmore direct and indirect(via water—vendors
selling SODECI water) purchasers from 40 coin-operated public
fountains. (Lewis,10) Despite SODCEI’s impressive growth, it has nat
kept uc with the expansion of ARidjan whose population has sushroomed
tenfold in the last 25 years from 177,000 in 1760 to an estisated 1.7
aillion residents by 1985. (Dei, 1) As a consequence, water—vending has
becose a highly competitive business to address this enoraous growth
in service desand. SODECI is planning a major increase in the nuaber

of public fountains it maintains in order to tap into this
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increasingly lucrative and growing part of the water sales sarket.
With limited access to capital expansion funds to perait sore piped
water connections, SODECI views the water-vendor sarket to be a

principle sales point for the future.

Urban Transportation

Private sector urban trnsport, whether leagal or illegal, is
pervasive in the Third world. In most major cities, parallel systees
exist: the gaovenment—owned or privately franchised aonopoly which is
typically highly regulated, heavily subsidized and capital-intensive
in its equipeent and facilities; and the private sector networks which
include a variety of smaller-—-scale more versatile transport eodes,
unsubsidized yet profitable, and generally internally organized and
regulated in responcse to keen competition.

Features of Private Transport Systems
Transportation appears an ideal service area for private

coer2tion becaus2 it can te entered with a fairly locw level of
investment, the fee collection is efficiently accomplished at the time
n¥f service deliverv and the garket t1s sc larqge that profitabhility 15
all but assured if a reascnable overhead for operation is maintained.

For this reason, many different types of praivate transporters have

been attracted voluntar:ily i1nto the marketplace. In many cities,
unsubsidized private transport fleets are now carrving froa half to
two—thirds of the daily ridership with the balance split between
private cars and public transport. (Lewis 16; Roth 1982,p.13)
Equipment used in the private sector is smaller—scale (1 to 2

places) than standard-size public svstem buses (58 seats), and it

offers considerable choice. vehicles can range from the simplicity of




the bicycle rickshaws in Chinese cities; to the 3-—wheel aotorized
pedicab that plies the streets of Bangkok (Thailand) and Colosbo(Sri
Lanka); to the globally familiar shared intra—city and inter—city
taxis called Por Puesto(“by-the—seat®*) in Caracas and “black taxis” in
Bel fast; to the variety of modified, often jerrv—built pick-up
vehicles (12-25 seat) serving the cities of Africa including matatu in
Kenya, bakassi in Sudan, gbakas in Ivory Coast; to the sophisticated
systems of eodern minibuses in Kuala Luapar, public light buses in
Hong Kong and aicro—buses in Buenos Aires. Most cities have a number
of private transport aodes to chgose from that differ in capacity,
spe=sd, cost, comfort and safety. All have emerged unaided by
governaent in response to varied market demand. The ability of private
systems to be responsive to consumer preferences and to offer vehicles
sore suited to local conditions (e.g. adapted to narrow, winding
streets in central cities and often unpaved, rutted rcads in low

income neighborhoods) have been important features in their success.
Studies of saall-scale private transport svstems in different
cities of the Third World have c stently revealed private urban
transport systems to be more sclvent, more efficient and more
responsive to the diverse needs of large urban populations than
publicly~produced syvstems. (Roth, 1982:Hanke, 1785siHatry, 1933) While the
cost to the customer ®aav not vary swuch from public subsidized rates
and may even be alittle higher, the difference in operating costs
between public and private systems is significant, allowing a wide
margin of profit. Table I1] below comparing of costs between public
and private transport systess in Manila vividly shows why porsonal
investwent in private transport fleets is becoming an incre«singly

popular business venture in the Third World.
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Table IX1
Manila Bus and Jeepney Costs
(1976 U.S. cents)

° TCest/Mide Cos2/Szat Mide
Cast ltem Bas* Jecpmcy* Bas* Jecpacy®
Depreciation 1.4 0.7 0.128 0.054%
toserest 4.9 0.55 0.084 0.039
Maiscaaace 6™ 0.85 0.116 0.061
Turs 216 0.476 0.037 0.034
Fod 5.5 4.48 0.095 0.32
Od 0.334 0.17 0.007 0.012
Wages 9.6 3.4 0.166 0.243
.44 — 0.008 —
Totad 37.08 10.68 .641 0.763
Totad exchoding
wages 27.48 7.27 0.475 0.519
Total Opexating Costs 24.34 9.376 0.420 0.67
(foet 0ax) 0.55) (1.70) ¢0.01) ©0.12)
Admstpents: (factor .
cost of feed) .95 .78 (0.086) 0.20)
Toeal Excledug Wages
(afser adjprstment to
exchnde fuoel tax) 26.93 5.58 0.465 0.40
Nates:

* Bas: 58 seats; Jecpucy: 14 seats,

a Depreciation cstunases e based cxn 2 capital cost of US330.666 for a 55-seat stage bas with an ex-
pected 10-year life. The Secpucy costs USS2.972 for a 14-sex wehicke ksting oa average 7.5 years.
Buxses average: 46 500 milesfyear Secpacys 50,000 miles. ¥ s worth soting that the capicll cost pey seat
mide of a bus s 2boot 2% tmes dxa of 2 Jeegacy. 75% of depeeciation cost is Seamed x5 dependent oo rhe

b. Masascoaroe costs for the two wehicle rypes ace propartiosase: 300 hoecs of tabor e, and paxts
oo ohnrved # 10% € welerle oo

¢. Wage costs of Jecpacys aad bas difier e wage rates paad 3ad size of arew emapioved. A bes oper-
2es with 2 diver (@P Yhr.) ad comducsor (GP 4/bx.) Secpucys caphoy saly a duver @P 2. 5x.

d Liccase xad msesamce costs are aot peovaded.

Source: A.A. Walters, "Costs and Scale of Bus Services.” World Bank
Statf Working FPaper No. 325, World Bank, Washington D.C. 1979.

Transport desand is so acute in most cities that capital investment in
a 5~7 year life vehicle can be recouped in one to two years. Using
1978 figures, Roth estimated a 374 annual return on %36,000 ainibuses
operating in Kuala tumpur. (Reth 1982, p.11) Furtherwmore, he found

that in Kenya, “weost successful operators own over 1S5 minibuses plving
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in Nairobi and on several inter—city routes” (Roth 1982,p.22); while

in Cairo, aany investors own over 4 vehicles which they lease tc
drivers for 25X of fare collections. Even though the asarket is
attracting these larger investors, the smallest-scale one—man, one-—
taxi business operations are still profitable.

Two other features need be aentioned as figuring in the
successful operation of private transport svstems. Fircst,
considerable emsployment fow low—-skilled, uneducated workers is
generated by the private urban transport sector not only in teras of
direct employment of drivers and dispatchers but also through the sany
small local businesses that have sprung up to service the transport
industry including mechanics, body shops, seat upholsterers, tire
vendors, auto parts and accessories vendors, most of whom to some
extent may be dealing in lower cost black market eerchandise. In
contrast, the public systems typicaliy manage most 6f the servicing of
vehicles in—house through public works garages (or sometismes through
large forzign—owied private garages) and buy spare parts and vehicule
sucalies *4Sroucgh tusbersome officral itaport chancels.

Secondly, in many countries, both where private transport
vehicles are regulated by government and where they remain i1gncred and
run illegally, the vehicle owners have voluntarily grouped together
into unions or route assocciations. The principal otiectives af these
associations are to establish some structure for their operation in
the marketplace which sutually benefits operators and consumsers; and
to create a political vehicle by which en mass they can protect or at
least represent their interests visavis the public sector or

governasnt. These associations have functioned al@ost as consumer
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cooperatives facilitating credit for purchase of vehicles, callective
purchase of parts and supplies, shared financing of rcad signage

and parking facilities, and road maintenance for breakdowns. More
importantly, they have established operating rules which encourage
equitable sharing of the market among participants, schedule
adherance, proper vehicle msaintenance, coverage of low volume routes,
fare collection rules and in soee instances, fare setting. Though
often associated «ith one route, they can also represent a section of
a city. Gerneral:ry, there is more than one route association per
route, creating sharp competition and further encouragement to
@aintain standards.

Impact of Eurcpean and U.S. Public Transport Models and Codes

It appears that public transport sodels and regulatory codes of

Western nations mav have had a detrimental iapact on the developaent
of efficient public transportation svstess in the Third World and, in
particular, on the evolution of private sector public transport
alternatives. The regulatorv structure of European and American public
transit sytems were transferred with little apparent acdificiation to
Third W ld cruntries under their contrnl or influenc=s caring the
early to &id 19057 s, Among other things, these codes promulgated very
high standards; large (expensive) isported equiprent 1ll-suited to the
smal ler—-scale, often poorly developed and maintained roadbeds of
developing countries; and a bias toward public transport soncpolies
protected froae private competition. This bias is exesmplified in the
development of public transportation systems in francophone West
Hfrica.

Renault of France was contracted by the msunicipal government of

Abidian, Ivory Ccast (19560) and Dakar, Senegal (1971) to establish




modern public transportation syst=z=ms for their capital cities. As a

condition of their contract acceptance, Renault convinced these
governeents to ban highly active private sector transport operations
which had well established transport networks in Dakar and Abidjan at
tre time of contract neqgotiations. As a result, the operations of
Dakar’s private cooperative, Car Rapides. were seriocusly cut-baclk
(though ot banned because of the public uproar against this proposed
action) so that today they operate with fewer transport vehicles than
they did in 19603 in Abidjan, private sector operators driving CoOmROn
carriers called “gbakas” were banned froa operating within city
limits, forcing them to continue operation illegally, if at all.
Renault called these private ogerators "unfair coapetition® to its
requlated orivate mornopclies, SOTRA{(Ivory Coast) and SOTRAC (Senegal).
Besides undermining the continued expansion of what were (and still
are) viable, unsubsidized private sector transport alternatives, these
actions alsoc removed any seriocus competitive incentive for the
government public transport systems to operate efficiently.

(Cohen, 19803 Berg, 1783 Lewt s, 1985; Roth, 1982)

In Bangkok. Thailand in the early :1970°s, European consul tants
convinced government authorities to take over the profitable
operations of 234 franchised bus cocapanies and combine then itnto a
Hestern model metropolitan transport authority under auniicipal
government management. Within five years, even with a 290/ hike 1in
fares, the whole system was running at a $23 weillion annual deficit
while 7000 private ainibuses in the city were running at a
profit. (Raoth,uT-41)

Irn sevaral Third World countries, capital cities have choesen to

undertake, at enormous capital expense (US$i0,000 per cm.)?, the
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construction of underground public aetro systems. These countries were

encouraged by the image of eodern transport technology and attractive
finance and equipment packages offered by high—powered international
@ass transportion firms (often aided by international donor
financing). Significantly less costly and more efficient alternatives
for upgrading existing public and private transport services through
regulatory reform and minimum—cost surface infrastructure
modifications such as exclusive bus lanes were either ignored or not
even considered in the decision-making process. (Armstrong-—wright, 49)
Besides the enormous infrastructure debt generated Ly these
underground rail systems, requiring heavy subsidies to be affordable
to the punlic, governments have fraaguently resorted to curtailment of
more accessible and flexible private and public bus transport systeas
in order to increase ridership on the rail systems. Table IV which
fcllows gives some idea of the operating deficit of various metro
systems burdened with huge capital costs-

In spite of all the official efforts to discourage or even
eliminat: private urban Wrazasport providers, some 3§ which have been
discussed above, the operations have continued to grow and to absorb
an ever 1ncreasing percentage of the new urban tramport demand for which
public—provided systems have rneither the capacity nor equipaent to
reach. In the current Third World economic environment, governments
are under severe internal and international pressure to cut back heavy
public expenditures. Since most publicly-ocwned and operated transport
systems are operating i serious deficit in spite of governaent
subsidies, governments are beginning to recognize the advantages of a

competitive market for services and the substantial transport services
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contribution that the private sector is already making without
government assistance. Policy reforeas are under discussion which mayv
lead to privatization (divestiture) of major elements of existing
public transport systems in some countries as well as new regulations
to encourage expansion of private sector providers and the adaptation
of public sector providers to the requirements of a coepetitive

market.

Solid Waste Dispasal

So0lid waste disposal is a public service which is dangerously
underdeveloped in the Third world, both because of its cost and a bias
toward meeting other public service needs first. ECointreau has
estisated solid waste management costs in the Third World to average
betweern O0.37 and 17 of GNP and , at the municigpal level, toc consume
from 207 to 407 of the municipal budget. (Cointreau,l) Dei’s research
confirmeld these estimates in the Ivory Coast where as recently as 1983
the capital city of Abidjan was spending S0/ of its budget on garbage
collection. Because of the services bias and lack of sufficient
budget to address collectionm needs, many cities only cursorily address
the service requirement for major thoroughfares., while almost
completely 1uyn.oring dense ang often low—1ncose aertghborhoods. The
danger to public healthh of urcollected garbage is real in the Third
World because of the high organic content in soclid waste and the
tropical climate of many countries, both of which characteristics are
highly condusive to the development and spread of disease vectors.
{Hal moe, 178%)

Most solid waste collection in the Third Worid is done either by

public works departments or by large international solid waste



aanageaent firms contracted by the larger municipalities. Since there
is no local coapetition in the solid waste field, there is no
incentive to sanage operations efficientlv. Equipment is typically the
large imported coapactor trucks used in the U.S. and Euwrope which are
too big to access the narrow street networks of aany urban
neighborhoods, causing limited coverage in whole sections of cities.
Squatter areas are generally not covered at all and mountains of
rotting garbage in streets and open areas are a coamon sight. Because
of poor azintenance and lack of easy access to imported spare parts,
collection vehicles mav spend from 30% to S0%L of the tiee out of
service. {Dei,19853Cointreau, 1985)

There are few recorded examples of local private sector fires
involved in general municipal solid waste collection though sowme local
private collection services do exist for institutions like hospitals
and large coamercial enterprises. Brief accourts by Lewis and
Cointreau describe some informal sector and experimsental operations
which are ocutlined below. Cointreau highlights the importance of
infor=aal sector recvcling of wastes which provide employsent and
livelihood for considerable numbers of people involved 1n recovering
and recycling materials. In Cairo, until a recent ban on donkevs in
the city, the Zabbaleen have undertaken a traditional mocde of
scavenging where they would pick up refuse for free from wealthy
neighborhoods using donkey-—drawn carts. In Surabaya, Indonesia, local
scavengers assist local refuse workers shovel waste in return for the
right to pick through the trash for recyclable saterials. (Cointreau,S)
Finally, Lewis describes a 2-year pilot project initiated in 1983
in Sudan where private sweepers with donkey—drawn carts have been

organizaed to do house to house collections in Bad Medani city at 10
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percent the cost of the standard public truck service. (Lewis,222)

The role of the private sector is scarcely developed in the solid
waste collection area in large part because of the unwillingness of
individual consusers to pay for garbage collection as they would pay
for water or transport. There is a great need, however, to develop,
locally, msore technologically-—appropeiate and cost effective solid waste
collection alternatives in sost Third World cities. The -m;-nting of
small local enterprise in this service area could be encow aged by
sunicipalities or public enterprises (manaqging solid waste disposal)
through contracting out the percentage of collection responsibilities
which casmot be adequately served by the existing systess.

As Cointreau has noted, “collection service to be most effective
£in Third World cities] can not rely on one sethod or type of
equipsent for the eany varieties of neighborhoods. * (Cointreau,2)
Current Public Works Departsent and foreign-—contracted solid waste
disposal operations are generally sono—systess using heavy isported
equipaent. with low labor perforscence ratios. By bidding contracts for
differert types of services in various sections of cities illserved by
present systeas, smicipalities sight expect to generate somse healthy
competition as well as new sethods of coliection. For the longer—term,
since neither the firas nor the expertise exists in sany Third World
countries in solid waste sanagesent, countries aight consider
promoting joint-ventuwes between large international firss and
fledgling local enterprise. Minisally, contracts with eager
international solid waste sanagesent fires should condition the award
on training and developsent of local public and private sector

sanagesent capacity in this vital smicipal service area.
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Maintenance Serwvices

Maintenance in all public service areas in the Third World is an
activity which is poorly planned, underbudgetted and irregularly
undertaken. fs a result, the benefits from public services
infrastructure and equipmsent are seriously limsited. Rehabilitation and
proper saintenance of existing service systews can be as effective in
expanding capacity and quality of service as new investment
facilities. Michael Cohen, Division Chief in the World Bank’>s Water
Supply and Urban Develop@sent Department recently stated: “Maintenance
itself must be consicdercd a developeent prioritv. The creation o+
assets that are allowed to deteriorate represents a serious
undermining of the development process.“ {Urban Edger, 1)

Maintenance is still recognized in sost Third $orld countries as
a governeent responsitility and functions; yet, it is an ideal area in
which the private sector can be contracted to provide the services
required. It is ideal because the tasks are so oftenr routine and can
be specifically defined and gquantified (e.g. patching street potholes,
changing bulbs in streetlights and traffic signals, checking and
repairing water leaks. stors water or drainaqe channel cleaning.
public vehicle maintenance).

Proponents of maintenance contracting point to a number of
advantages listed below: 1) incentives to reduce costs; 2) acre
flexibility to alter resources to meet civanging needs; 3) relieving
public sector of the direct producer/ganagement bur-den which requires
maintaining large fleets of heavy equipment and laborer rolls;

4) nrotecting of budgetted funds for maintenance by tying them into

iegally-binding aaintenance contracts; S) broadening the political
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constituency for aaintenance by spreading the esployeent benefits
through the private sector. (Berg 1983,p.32) MWhile a controversial
benefit. contracting—out can become a useful tool of governments
seeking to reduce large, unproductive public work forces while
fostering alternative employment in the private sector where
accountability for worker performance is in some qood seasure built
into management operations.

Contracting—out for road maintenance, 3 large national budget
burden, has been successfully experimented with in a number of Third
World countries. In Argentina, a new law énacted in 1979 forced the
Argentine Highway Directorate to turn over a msajor percentage of its
routine aaintenance responsibilities to contractors in order to seet a
severe cut in work force requirement. Todavy, two-thirds of ite 47,000
kilometers of national roads are saintained by private contractors.
At the other end of the scale, the Rocads Déeparteent in Kenya, because
of personnel, equipment and adeinistrative liaitations, has been
helping develop the capac .ty of saall private African contractors to
undertake full regraveling contracts for national roads. Since 1981,
private local contractors have accounted 0 two thirds of this work.
Nigeria and Columbia have also had experience in this caontractina
area. fFroblems were encountered in Columbia because of pcocorly
specified work prograas in the contract refquirewents and absence of
penalties for non—perforaance.

I1f, as Berg claias, “all saintenanc=2 activity lends i1tself to
subcontracting,” and mcst public services could be measurably improved
by regular saintenance., then the maintenance problems of Third World

cities might be more effectively addressed by: 1) designing contracts




that conforms to the needs and constraints of each city; and, as

importantly, 2) by develaoping within sunicipal departeents and public
enterprise the necessary skills to effectivel vy manage contracts to
private enterprise including contract negotiating, perfurmance
sonitor-ing and evaluation as well as cost accounting skills where

force account saintenance operations are used. (Berg,1983,p.3%5)




Part V
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While much of the glamsour and visability of privatization is
recorded in national enterprise divestituwe, the eaore practical,
broader-based ispact of privatization in the Third World prosises to
be in the contracting—out of services and in requlatory refora to
stimulate forsal and informal private sector enterprise. The sajor
reasons for this are that these types of privatization are less
political and stand to benefit a greater majarity of the populations
of these countries.

In a review of the subject of private sector participation in
public services delivery, several themes have eserged mhich will
largely determine whether or not privatization will have a significant
role in the future developaent of Third World countries. Each theme is
an aggregate of several issues. Fowr general theses will be discussed
including some of their aajor issues and recommsendations for iaperoving
the opportumities to establish a greater private sector role in public
sanagesent .

Urban Serwices and The Equity Issue
The ragiid growth of Third World cities has resulted in the

aajority of urban populations livimng with generally low levels of
services. L.ow incose neighborhoods, often the dense original caore of
cities, and new settlesent areas, frequently peripherally located,
tendtobet:he.ostmdérservicedcrmtservedatallbyforul
public services; yet increasingly, they represent the wrban sajority
in Third Wor'ld cities and say constitute as high as 60X of a city’s
population. Table V below shows an exasple of the distribution and

urban services levels for Basako, the capital city of Mali. Those who
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are served reasonably well are the aoderate to high incose residential

aseas and the sodern sector commsercial and governeent adeinistration
building blocks of cities.

There are sany issuves at the base of wrban servicing
inequalities. As Roth has said, "some sight consider it a paradox
that in numerous countries, the rich are suapplied by the pablic sector
fat subsidized rates] and the poor have to rely on the private sector
for their necessities.” (Roth F-3) Yet this does not sees so unusual
when one realizes that the public infrastructure patterns of asany
Third World cities were laid out during the colonial epoch and were
strongly biased in their design by class and anti-native attitudes.

In the present day, such prejudices have taken on a nmw life with
the heavy influx of foreign immigrants and political or environeental
refugees to cities. These populatiorms sost often represent the
poorest of the poor and have few if any legal rights. Thear plurality
in lows incose urban neighborhoods and squatter settlement areas
presents a perceived economic burden and political threat to Third
World governments. Whether or not these populations shwuld be
serviced has become a prejudicial political issue in sany comtries,
resulting in some cases in highly controversial expulsion orders (e.g-.
Nigeria 1984). In spite of official harassaent, these populatiaons have
integrated thesselves into the wban econosy at the lowsest levels and
sost often through activities in the inforsal sector. Expealsions have
resulted in short—-lived reductions in resident foreign popualations.
Within a few sonths, vacated spaces are filled either with the sase
people or those of siailar foreign, poverty status. Thuas, by ignoring
their services needs, municipal governments have only pushed their

demsand over to unregul ated private sector vendors.



As another issue, Cohen cosplains of "the pricing policies of

private sector fires [which]l have tended to neglect the needs of 10w
income groups. The result, [he says]) is that service through these
firms is concentrated in areas of effective desand, that is, where
bouseholds awe willing to pay high prices for hiah quality service.®
(Cohen 1980, p.420) The reason for this, I would conjecture, is not
because of private provision hbut because sany Third World countries
have insisted that companies adhere to the highest standards of public
infrastructuwe which, because of excessive cost and high isport
components, have severely limited the coverage possible. Even with
heavily subsidized public service rate structures, private fires
(typically large foreign concessions) have been abliged to service
areas where aaxisum recovery of high standard capital outlay sight be
expected.

By moderating standards, Third World countries and cities can
aake room for lower cost, less sophisticated service alternatives
applicable to a broader base, including phased or incresental -standard
improvesent systems. This change aight also perait competitive
competition from local fires entering what has been almost exclusively
a foreign firas sarket.

A third equity issue is in the area of pricing. Roth arques that
the equity arquaent is highly politicized and is detrimental to
production and to itself by insisting on price equality. "One of the
sajor obstacles to the involvesent of the private sector,”™ he wites,
“is the notio~ *%at services have to be priced at the sase rate for
different people even when circusstances di&fe:" widely." (Rcth,C—4)
For example, a national price for water in Ivory Coast or for

telephone service in Doainican Republic results in low-cost custosers



subsidizing high-cost customers. This probles is further excerbated

by deeply subsidized unprogressive rate structures under which
governments do not insist on effective collection policy even in cases
of willingness and ability to pay; and by prices that are held
artificially low. 7The consequences are insufficient revenues to
saintain or extend systems. It is the well-to—do who benefit from t
subsidies of public services systess as the poor are often excluded
access due to prohibitive connection charges (e.q9. water and sewer,
electrical, telephone) or lack of infrastructure to commect into.

The industrialized countries say have somse useful experience to
fsring to Third World services equity issues. For instance, various
Mestern nations have had positive experience with progressive rate
structures for public services which effectively create a cross—
subsidy from wealthier clients to poorer clients. For exasple, the
U.S. telephone rate systems have subsidized local network costs
through long distance calling charges. Also, industrialized countries
have in recent years reduced their interference with the sarket price
structure for privately—provided public services and increased the
equity of access of the poor to such services through the use of
voucher systeas. Voucher systemss have not only stisulated competition
asong private providers but have also afforded choice ta poor
consumers. Removing general subsidy fros public services, a subsidy
swhich has benefited all incose groups regardless of need, and
redistributing that subsidy in voucher fors to “needy’ consumers to
find suitable goods and services in the private sector msay have
useful application in developing countries. Vouchers are already being

used in Chile for education. The one sajor drawback say be the



adainistrative burden created by such prograss.

2)Ehanging the Role of Govaerneent
Many govermments feel that a nuasber of public services should be

supplied exclusively by governsent and oftentises without charge or at
highly subsidized rates. These collective—type goods or services are
often defined as “necessary goods’ such as housing and water;
‘strategic goods’® such as telecommunications, electricity and defense;
and ‘public welfare goods’ such as health care, education,
agricultural extension and marketing. The probles noted by Savas is
that more and sore private and toll—-qgoods have been redefined as
collective goods, resulting in enorsous growth in the public sector
burden. {(Savas, 51) Berg estisated froa the IMF Governeent Handbook
Statistics Yearbooks that the share of governasent expenditures in
gross doeestic product rose 2-3 percent per year during the 1970%s
with the nuober of countries committing a third or sore of their 6DP
to governeent expenditures rising froe 13 to 38 out of 90 comnmtrias
surveyed. (Berg 1983, p.3).

The decision to add services or goods to the public sector is
essentially a politicai one and in highly-centralized adainistrations
of Third World countries is exacerbated by the desire to aaintain
power and control at the center. 3But the issue of loss of control or
shwinking of sortal responsibility is not necessarily at issue with
privatization. As Roth indicates, "the crucial question is not
whether there should be governmsent activity in service provision but
what fore such activity should take. Private provision does not asean
no role for governmeent but a different role.” (Roth, I-7) In the casae
of real public goods and services, a distinction needs to be made

between the public role of financing and requlating versus a private



role of supply and sanagesent of the goods or services. Under a

privatization strateqy, the governsent would elaborate its role as
facilitator rather than as provider of services, and would confine its
activities to perforsance sonitaring, pclicy incentives(tax reforas)
and regulatory refora so as to encourage private provision that is in
the best interest of public

wel fare. (Butler, 45;Savas, 583 Berg, 2563Hanke, 15) By establishing a
public/private eix of public finance and private supply, the cost
benefits of private supply are obtained while the social welfare in
termas of optimsal supply is sonitored.

In the case of artificial(public 5y practice) public goods,
serious consideration needs to be given to transferring these
activities from the public back to the private econosy. An exasple is
‘public’ housing in developing countries where large amounts of
governaeent revenues have financed or subsidized relatively few units
of high standard housing which have benefited sore often the ~e@ll-to-
do than the targetted low incoee populations; sisultaneocusly, an
unorganized private sector without public subsidy stisulation has
produced 90 percent of the low—incomse housing realized and at varying
standards in response to the growing demand. Other examples are toll
goods such as telecommunications and electricity which in aany
countries could be operated on a successful commercial basis. In fact
these utilities are frequently the target of divestiture prograss.

What is at issue here is not just a redefinition or governaent
activities to perait greater econoaic efficiercy in the deployment of
resources, but also the paring back of adainistrative burdens so that

covernment can focus on uniquely governaent activities. Some authors



where the use of altermative private ssector arrangesents for the
delivery of services reduces or at least stabilizes the outlays to
entrenched underproductive civil service systess and public employee
unions as activities are transferred to the private sector.

3)Derequlation, Competition and Macro—+olicy Reforms
Private sector developeent potential varies from country to

country and continent to continment. There is some concern that the
indigenous private sector aay lack the breadth and depth to take on
activities which would be transfered to it. An example of this is
solid waste disposal which requires a high level of investsent in
capital equipmsent and is therefore dependent on large fareign
providers. Also, sose governsents worry that the expansion of the
private sector will result in an expanded iaplantation of non—
indigenous entrepreneurs whose presence in sany countries already
overshadows indigenocusly-owned and aoperated enterprise.

The response of privatizers to these concerns focuses on the
issue of “deregulation®. In a 1985 speech on the subject of the
private sector in developing countries, forser World Bank President
A.M. Clausen stated, “In countries where indigenous private sector
perforaance is weak, we sight ask whether this is not perhaps in large
part the result of barriers and distortions consciously or
unconsciously created by policysakers.” (Clausen speeches 1985) Roth
found the current -ole of the private sector in the provision of
services to be pervasive and substantially under-recorded. The major
abstacles to expanding private sector participatior in the arena of

public services were in his view not technical or financial but rather

political and social.
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Adeinistrative Irreqularities in Private Sector Requlation
A significant varrier to expansion of the indigenous private

sectar and formalization of its underground extensions bas been
cusber soae governsent administrative red tape and irregular iaposition
of regulations. In Peru, it can take two years to cosplete the
registration process for a new business. In sany countries, private
sector transport operators have to pay political officials sany tises
the value of the official licensing fee to make their vehicles legal.
Official vehicle inspection is extresely intermittent and fraught
with corruption. Sose private sector operators are bamed fros
sarketing their services such as donkey cart garbage collectors in
€Cairo and certain fores of saall private transport in various parts of
the world which results in whole classes of service providers
ope—ating unregulated but subject to constant official harassasent.
Others, such as water—vendors, are indirectly encouwraged by
governments but resain unregqulated so that they often are selling a
contaminated product to the public. For private sector enterprises
.working on official contract to governmsent there is the probles of
extreme adeinistrative delavs in processing governsent paveent for
goods and services delivered. Cusbersose procedwes can bankrupt saall
scale operators in a few msonths, particularly if they have had to
borrow mworking capital. In recent years with fiscally contrained
public expenditure budgets, paysent delays say stretch fros msonths to
years in arrears.

Regulation requires a delicate balance as overregulation aay
stifle production, running private sector operators out of business
yet underregulation msay be dangerous for public welfare. Part of the

resclution to problems noted above msay be to alter the type of



regulatory and admeinistrative procedures which now exist so that
rather than discowrage production, they provide sose regulatory
protection with legal authority for private operators as well as their
clients.

Price Controls versus Competition
The political imposition of price controls on services supplied

for the public sector by the private sector has been identified by
aany zuathors as having the singular msost detrisental effect on the
ability of the private sector to perform or expand its activities.
Artificial price ceilings force private fires to sake quality cuts in
service in order to maintain sinisal profit sargins. Price—fixing is
a highly visable and popular political activity in sany developing
countries and is one of the root causes of sany of the public
enterprise failwes.

An altarnative to price—fixing is having adequate cospetition to
keep prices low. According to Savas, “private enterprises as
producers of public goods and services can sigrnificantly isprove the
efficiency of the public sector so lonqg as coapetitive pressures can
be openly Aand publicrlv eaintained.® Savas 1977,p.A4A3XY

In the U.S. experience, keen competition has been a caritical
requirement for efficient contracting—out of services{(Butler, 35);3
whereas insufficient competition can lead to sonopolistic-type pricing
and monclithic private sector interest groups replacing powerful
public sector labbies. In his analysis of public enterprise
perforsance in Sub—Saharan Africa, Nellis recoasended msaxisus
competition between private firss and public enterprise as the
key to internal refora of African public enterprises, provided private

firms and public enterprises were placed on the sase regulatory and



financial footing. (Nellis,p.19)

Competition is a key elesent cited by msost authors to successful

private and public sector sanageaent of a greater private sector role

in public services delivery. The focus of their advice is that
govermnaents sust assuee the role of ensuwring competition in .arkcts//
instead of displacing private sector operators by continuing 2’
inefficient public production and requl atory sarket barriers to .;,__‘L(u
private provision. Tej-:

Macro-Policy Refore
Government sacro-—policy refors can provide the incentives to draw

aore of the irreqular private sector into the public services
procduction economy. Tax policy refore in developing countries as
called for by Jenkins can elisinate the unfair advantage of public
enterprise over private enterprise by ensuring paymsent of sisilar
effective tax rates and thus allowing for a eore equitable base of
competition. (Jenkins,p.18)

Governments might consider a selective reduction of tariff duties
on imports vital to sounting and maintaining privately provided public
services such as multi-verson transport vehicles and associated spare
parts i1sports. Not enly could such a refore encowage sore suppliers
of transport services but also vehicles would probably be better
aaintained because of access to spare parts.

Raduction in excescive standards for public services, often
geared to large foreign firms, and constructing contract bidding
documents for public services such that tasks are disaggregated into
smaller lots would perait saall and sedium—size firas fros the
indigenous private sector to bid competitively.

Building vp of indigenous capital sarkets is essential to



sustaining long—tera growth of the private sector. Lack of equity
sarkets is a major basrrier to launching new private enterprise,
particularly larger—scale ventures. Intermational finance agencies of
donor countries and international banks should be just an interis
solution for finamcing but often , because of lack of local
altenatives,mist be persanently retained in the business equation to
ensure access to capital essential theroughcut the lifetiese of an
enterprise. Policy changes to promote sabilization of dosestic savings
and developmsent of internal capital markets say perasit the private
sector to venture into soese of the higher risk, higher cost, and
longer tera activities such as infrastructure expansion. In Indonesia ’
and Malaysia, pension savings scheees tied to tax incentives on 1nco.o,'
held as savings have been highly successful in sobilizing capital
within these countries which has been used in part to finance national\
infrastructure. W
Finally, educational refors aay be necessary. Many countries
have educational systees which are geared to producing bureaucrats and
technocrats for the public sector and professionals who are public
sector ortented. Often, little training aay be available in coseerce
or business to fors msore sophisticated entrepreneurs, business
nanagers, business support professionals{accaumtants) and invastors
essential to the developesent of the indigenous private sector. “"Lack
of indigenous entrepreneurs,”™ says Berqg , "is freguently identified as
a basic constraint to the econoaic growth of aany developing
countries. It is in fact difficult to envisaqge aore rapid long—ters
developsent in the developing countries without sore encowagesent of
entrepreneurship. “(Berg 1983,p.37) Bovernaents are beginning to

acknowledge the isportance of introducing private sector business
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aanageaer:t skills and acumsen into the public arena. Evidence of this
is found in Togo where a successful businessasan and President of the
Chasber of Commerce was appointed in 1984 as new Minister of State
Enterprises. (Nellis,p.14)

S.The Role of Donors
Donor developeent assistance policies for the Third World can be

a significant deterainant in the success or failwe of privatization
of public infrastructure and services. Traditionally, aid has been
channelled through the public sector to public enterprise. Because of
the historic predispositon of international donor organizations towasrd
the public sectaor for both institution-building and developeaent
project ispliesentation, Third Norld governaents have largely ignored
the resowrces of the private sector as a vehicle for national
developaent.

Complex foreign aid bilateral and multilateral negotiations
registered in lengthy project docusentation processes have led to
inflexible coms: teents in project ieplementation to specific public
institutional developsent. Because project alteration requires renewed
negotiati~n a~t wpprovals, donors any 0o on for years propping up
static, non—viable public institutions when energetic private sector
substitutes may exist.

In practice, international donor organizations deal alsost
exclusively with governeents and -consequently have a poor concept of
the private sector that exists in the Third World and few contacts
within it. It has also been the practice of Third World commtries to
keep the donors isolated from the private sector for better
control . Where large scale private sector participation has been

integrated into international aid prograss, it has typically been in
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the fors of large international fires froe the donors’ countries
contracted to deliver goods or services as part of the foreign aid
packagee. Mot infrequently, bilateral aid is tied to procuresent of
goods and services in the donor country. Joint ventures with
indigenous private sector enterprises have been rare.

Donors need to rethink their assistance strategies not only to
incorporate the indigenous private sector but also to alter aid
activities which have adverse affects on the expasrsion and
strengthening of the private sector. Soae of the new policy
guidelines advocated by the MWorld Bank and the U.S. Foreign AID
Programs are moving in this direction:

a) eliminating aid projects to expand public sector activities where

private provision of the goods and services can be (or already is)
profitabl e;

blassisting governeents to identify and eliainate barriers to private
sectnor exoan<ion, particularly in service areas where ~overneent
otherwi s&@ would be the provider:

C) assisting govermaents throuwgh inforsation—exchange, training,
technical ang financial support to better utilize their private
sectors;

d) suwppoart to develop a multiplicity of channels for services delivery
such as public/private partnerships under contract or lease
arrangesent, joint venturing intermnally or with foreign firss,
consuaer cooperativess

@) continued assistance to governmments to isprove services that aust
be supplied at least in part by governaent such as prisary education;
and, those which arz essential to efficient private sector developeent
and for which the private sector is not yet geared up to undertake,
such as large transport infrastructwre like ports, roads and airports.’



Part V1

Over a tri—decade of increasing centralization and expansicn of
public expenditures f{(or deficites), governments in much c¥ the Third
World have focussed more or: the concsolidation and protectionr cof their
powers than on policy and institutional reform to promqte efficient
use of national resources. Officially, the private individual, or
collectively the private sector, in most countriecs has been left cut
of the development equatien. The individuals or private sector’s
energies, skills, rescurces and public or civic responsibilities have
not been svsteaaticaily integrated into the procecss of national
development and maintenance of public well-being.

The public citizen, conditicorned to be pacssively expsctaznt of and

deperder:t an hezvilv subsidized government services and develcpment
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government 1n zufficiernt aquantity or guality. Hictoriczllwv. such

private initiatives have been discouraged through regulation and even



of activity resarved to government. Gevernsment attitudes have thus
traditionallyv reinforced what Hirschman terms “the publ:é—private
split.”

Hirechman wrote in Shifting Inveolvemrents, (p.133):

“"The divorce of the private and the public Li1sl a characteristic
feature and a problem, even an affliction, of mocdern societv...fs with
al: such basic polarities, it is eacier to identifvy and criticize them
thar to come up with “constructive®™ propcsals how to overcome them.
Certainly, we can cee elements that will be part of any such
reconciiiation. For example, a greater amcunt of workplace
participation could contribute to healing the public-private split.
Such participation weculd introduce an elerent of publicness into
private work effort.*

Fortunstelv, Third World gov=rnments, strapped by public debt, failed
development plans arnd ricsing unmet public demand for gecde and
cervices, have recently begun to sse the importance of private

carticipztion in urbar development and ssrvices. 4 growming nusher of

deliverw of gublic goods and services i1s ons further step toward
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delivery. In particular, scas financial suthority must be devolwved to
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the local gevernment or municipal government level, authorities must
be willing to devolve to contractsd private entities the authority te
manage the provision and maintenance of public services within self-—-
enforcing regulatory structures where possibla. The authority to hire
and fire percsonnel based on performance and to levy and collect ucser
charges commencurate with the costs of providing services are
essential elements to the su-ceses of public/private partnerships.

6t the cther end of this gower-charing partnership, gevernment
must adapt to its new role as facilitator. This includes developing
its capacity to guide, to regulate, to menitor and to evaluate private
provision of puhklic services but without detrimerntz]l interferencs in

oes nch mear "laiscez—-+faira’
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and participation in municipzal and rnationza! dewvelcpment and
management activities is important. Thz r2al challenge remains to

steadv and sustain a gradual growth cf public—grivzats cocperation znd
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integration to more fully ssrve public services needs of Tcday and to

aake better use cof limitad reccurces in preparation for the greatser
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