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Part I
Introduction

Cities of the Third World contribute arn estimated S0% to 707 of
GNP. They are the locational base of value—added production in
developina country economies and the source of goods and =ervices
vital to both rural and urban production. The economic productivity
of cities depends upon the availability of essential urban support
services including water, electricity, liquid and solid waste
disposal, transport and road infrastructure. (Armstrong-Wright,3)

The last quarter century has evidenced unprecedented growth in
cities due to both economic migration of populations and natural
population increase. Urban institutions have beesn unprepared to
manage this explosive growth. The accompanving increase in demand on
city infrastructure has reculted in serious congestion, over-loading
of existing services systems and the mushrocoming of new settlement
areas which are largely unserviced. While congestion is less in the
smaller and medium-sized cities, their growth rate is typically higher
and their resources fewer to cope with the change. 1In mény parts of
the Third World, the percent of city populations living in slums and
squatter settlements has reached as high as &40 percent.

The dangei- of unmanaged and under-serviced urban growth is a
decline in economic productivity due to an inability to utilize
resources, both human and physical, efficiently. The coping mechanism
in many urban governments confronted with high levels of growth has
been to expand subsidized services and public sector =mployment. Such
policies have only succeeded in pushing public authorities
increasingly into debt and overstaffing public agencies with

unproductive personnel while still only affecting a small essentially



middle to upper income portion of new urban populations. Since many
developing countries have a highly centralized spatial

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

the role model for the nation.

The oil crisis of the 1970’s leading to heavy international
indebtedness, worldwide inflation and serious domestic fiscal
constraints has torced countries to review national urban policy and
to seek new directions to ensure more efficient use of limited
resources. One trend emerging has been the move toward
decentralization of authority from central government with the goal of
making lower levels ¢f government, and especially municipalities,
increasingly responsible for generation and management of their own
development and resources.

Recognizing government’s limitations, a more recent trend has
been the conscious mobilization of private sector resocurces for
employment generation and urban goods and services delivery in arder
to complement and augment those of the public sector. Private Sector
mobilization or privatization is really an =ffort to more
systematically involve the energies, skills and resources of non-
goverémental individuals and collective—groups, firms and companies in
urban management through devolution of what have officially and
bopularly been viewed as government or public sector tasks. Rondinelli
et al. have even gone so far as to classify privatization as one form
of decentralization.

Since urban governments have not been able to keep up with the

demands of urban growth, privatization has occurred in the urban
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' environment in the Third World even without government encouragement.
This sense of the independent dynamics of privatization is captured by
Rondinelli in the following quote:

"privatization has usually evolved from situations in which private
sector firms [and informal indigenous private sector individuals

and businesses] began offering goode and services that government
provided poorly, or not at all, or only in some parts of the country,
rather than from deliberate attempts by governments to divest
themselves of public functions."” (Rondinelli, 10j3info in parens added)

In the Third World, barriers to private sector expansion appear
to be primarily inappropriate regulation, a lack of political will to
force public sector employment cutbacks and possible power-chifting to
the private secfor, and inadequate access to credit for new private
ventures.

The privatization movement is not restricted to the Third World.
Many industrialized countries, with Great Britain and the United
Statecs iﬂ’the forefront, are pursuing national and municipal
privatization strategies as a means of reducing what have been
steadily growing public sector expenditures.

The objective of this paper is to set forth for the Third World
the context, experiences and issues or opportunities presented by
/privatization as it affects the delivery of public services. Following
the introduction, the second section attempts to define privatization
and its institutional forms. The third section discusses the
classical theoretical basis for the division 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 summarizes some of the principal issues and

opportunities presented by private sector participation in the public

services arena, followed by a conclusion.
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Part I1I

What is Privatization?
The verb "to privatize" with its noun form "privatization" only

recently made their official debut in American english. (Webster’s
Ninth New Collegiate Dictionary 1983). Coined from the french word
‘privatiser’ the verb®to privatize® is defined as "to make private,
especially to change (as a business or industry) from public to
private control or ownership." Frivatization has been broadly defined
in theory and in practice. In its most general sense, it means a
greater role for the private sector to more effectively serve the
needs of economic and social development. (Berg 1983,p.73) From an
opposite perspective, it means reducing the activ.ties of the state or
government at all levels; also denationalization.

Hanke, former chief economist for the President’s Council of
Econoric Advisors (1981-82) helped shape the Reagan administration
pelicy on privatization and defines it as "a process whereby public
operations are transterred to the private sector." He establishes
three types of privatization (Hanke,79-89):
a)complete privatization— Transfer of ownership or sale of public
assets, infrastructure or service functions to a private entity or to
individuals (ESOP, employee stock—ownership program). An example of the

former is Britain’s sale of British Telecom and of the latter, the
sale of Britain’s National Bus Co.

b)partial privatization— Ownership of assects or infrastructure used in
the production process is retained by the public sector but
responcibility for operation and maintenance of the process of
production of goods (e.g. roads construction and maintenance) or
provision of services (e.q. fire protection) is privatized.

c)temporary privatization— This type has two forms, the first of which
was offered by Hanke. The ‘intentional® form is where assets and/or
infrastructure 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 mechanism provided by the exchange.
Furthermore, the public sector retains operating and maintenance
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responsibilities but under contract to and monitored by the temporary
private owner. Repurchase option is afforded the public sector at the
termination of the lease. This is essentially a U.5. practiced cption.
The second form which is “unintentional® is where divestiture in vital
public services has ocecurred and fails such that government is forced
to reassume the responsibilities and liabilities. This latter form,
while not yet a common cccurrence, ic a common fear amcng developing
countriaes considering privatization.

In the context of this paper, the term privatization will be used to
mean a greater private sector role in the delivery and maintenance of
public services.

Mechanisms For Privatization

There are three principle categories of mechanisms for
privatization: 1) divestiture or “load-shedding’, 2) contracting out,
and 3)alternative service delivery strategies including free market,
vouchers, voluntary and self-help etc. While divestitwe is
politically more highly visable in the press and popular in literature
on privatization, the forms of privatization which relate more
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.

Divestiture
Divestiture, also called *load-shedding’, is the sale to the

private sector or the liquidation of all or parts of government owned
enterprises(state—-owned enterprises). (Cowan,?) Load-shedding is the
key mechanism being used in Britain®s denationalization process. In
effect, it means that the level of production of the goods or services
becomes a matter of the market. Butler indicates that private

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

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

thiree which follows, would be the most appropriate candidates for this
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transfer since consumers can be charged directly through the market
mechanism for their consumption{(Butler, 52). The key service sector
which comes to mind as most appropriate for this form 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, Somalia. Sudan, Zaire and the
Philippines. (Rerg 1983,p.10) In general in the Third world there is
much dicussion of divestiture fired by international aid agencies and
lenders but the matter is too highly political for there to be much
activity. One of the kevy issues is disemployment caused by private
sector reduction of overstaffed public enterprises and more frequently
by what Berag has termed “creeping divestiture’ where governments,
because of fiscal austerity measures, are chutting down ficscally
insolvernt state enteirprises rather than searchirg for improved
management solutions through a partial or total private sector
transfer.

Contracting—0Out
Contracting—out is a term popularized during the 1960°s and

1270%s at the municipal level in the United States and refers to "the
practice of having public services (those which any given government
unit has decided to provide for its citizens) supplied either by other
governmental jurisdictions or by private (profit or non-profit)
organizations instead of delivering the service through a government
unit’s own personnel"” (DeHoog,3). As Cowen points out, this is
perhaps not true [completel privatization since the government still
retains ownership; but, the private sector is accorded a much larger

role including, in some institutional forms, the assumption of risk
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and the sharing of profits (Cowan, 14; Covaud, 4-9). What is created
is a public-private partnership for the delivery of services.

Savas writes that "government can be v iewed as nothing more than
an instrument for making and enforcing decisions about collective
goods" and that "while all collective goods require collective action,
not all collective action need be taken by governments." (Savas
1982,p.51) The contracting out method is viewed as the most
appropriate method of privatization for common—goods and collective
goods because it generally takes the form of government retaining the
role of ‘service facilitator®, financing and regulating the sorvice
but transferring to the private sector the role of ‘supplier,”
operating and maintaining the service csystem. (Hanke, Butler)

While it is only recently that municipal governments in many
countries have begun to consider extensive use of the private sector
for a broad range of programs and services, the tradition of
contracting for delivery of municipal services goes back to the
eighteenth century in Western Europe, mainly in the area of water
supply. London and Paris were supplied by private water companies in
the 1800°s. Concessions were granted internationally by
Berlin(Germany) in 1856 and Cannes(France) in 18&& to an English
company to provide municipal water. The institutional experience of
Westerr Europe in privatized municipal service operations,
particularly that of the French, ;as exported to overseas colonies.
The Ivory Coast(W. Africa) is a good example where public transport,
water and electricity distribution and solid waste collection for the
capital city, Abidjan(popul. 1.7 million), are managed by private

sk~tor entities either under contract to government or institutionally
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orgahized into a public/private share-holding corporations. (Dei)

In order to become familiar with the various institutional! forms
of public/private partnerships for delivery of municipal services, it
is useful to look at the French experience where the different types
are most elaborated and have been tested. Aside from government-
owned institutions and intergovernmental arrangements which are
government—-to—government in nature, there are five other institutional
types of public/private partnership exercised through contract with or
without government subesidies(Covaud,4-9):
alcontract for specific operating services
A governmant-owned enterprise or department contracts with a private

company to undertake specific tasks in the operating and maintenance
of a municipal service( e.g. bill collection for a municipal water

authority)

b)management contract (aerance)

A public authority contracts with a private company to take over full
responsibility for operation and maintenance of a municipal service.
Extensions to the service system remain a government responsibilitvy.
Consumers remain clients of the public authority.

c)management contract with profit—sharing arrangements(reacie

interessee)
Similar to the management contract above but in this form, the private

company receives & share of the profits or a productivity bonus.

d) leasing(affermaae)

The municipal service system is put under contract with a private
company for operation and maintenance with the full risk of carrying
out these responsibilities borne by the private company. Consumers in
this case become clients of the private company. The revenues are
split by a formula in the contract between the private company and the
public authority. Financing extensions to the system is covered by
the public authority from its revenues share. Typical term of
contract is 10 years renewable to 2C years.

e)zoncession

The public authority contiracts with a private company 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 system. The company
effectively receives exclusive rights(monopoly) to provide the service
but in exchange must assume all financial responsibilities for the
system including capital costs and working capital. If government
supplemental funds are used, these are remitted from revenue or tariff
collections. The concession contract is generally for about 30 years



to permit recovery of capital investments. At the end of the
concession per iod, the system(all fixed assets) is turned back to the
public authority

This last form is the institutional type frequently found in formerly
colonized countries of the Third World and has commonly been used for
utilities. In many developing countries, concessions are being
renegotiated and converted to leasing arrangements to permit greater
government control. The concession contract is no longer used in
France which now favors leasing contracts. For further detail,
Coyaud’s article provides an interesting comparison of the management
structure of these institutional options which is included below. ( See
Table ID

Alternative Service Delivery Strategiecs
Apart from contracting or purchase of services from the private

sactor just described above, there are alternative service delivery
strategies, some of which, because of non-existent or inadeguate
public services, are operating by default to fill the gap. In the
developing countries, these delivery svstems are not infrequently
operating extralegally. The list includes: 1) grants and vouchers,
2) free-market, 3) voluntary services. 4) self-help. (Marlin,3;Rerg

1983,263Savas 57) Very briefly, these strategies may be understood as

follows:

grants and vouchers-- Forms of government subsidies to stimulate
production or consumption of goods and services. Subsidies to private
producers are traditionally grants. (e.g. interest rate subsidies on
privately developed low income housing) Subsidies to consumers in
recent years have increasingly come in the form of vouchers to permit
individual choice and access to specific goods and services in the
marketplace, In develuping countries, subsidies typically benefit the
middle class through allowances tacked on to salary base(housing and
transport) or, in the case of services, through subsidized rate
structures. Voucher systems are often recommended as a solution to
the perceived equity, problem created by privatization when market
prices are too high to be affordable to low income people.




TABIE I

COMPARISON OF MANAGEMENT OPTIONS

Govemment-Owned
(Régle directe) Private, or Mixed Govemment-Private, Company
Institutional Gowvi. Dept. ; Aulonomous Board Sanice 1 Management \ Leasing : Concession
Altematives (Régle simple) | (Régle Autonome) Contract | Contract [ Conlract Contiact
1 | (Gérance) Shared Profit \ (Afleimage) I (Concesslon)
, ! | (Régle Inléressée) | [
1 ' 1 1 "
Legal Autonomy No | Yes Yes : Yes : Yes } Yes 1 Yes
1 .
. i | . !
Responsibllity Public Authority : Public Authority Public Authority : Public Authority : Public Authority i Publcity Authority | Public Authoiity
ol Setting ' | n | I I
Tanfts I i } | |
t t ] t
Anancing of Public Authority : Public Authoriy Public Authority | Public Authority | Public Authority i Publicity Authohity | Private Company
Fixed Assets . ! | ! !
} i { t
Ownership of Public Authority ' Public Authority " Public Authority : Public Authority | Public Authority : Publicity Authority | Private until
Fixed Assots ! | . | : | ! expirailon
: | ! i ! of Contracts
1
- I . 1 ) .
Operation and Public Authoiity ! Public Authority Public Authorlty 1 Private without 1 Private with Little | « Pnvate with Full : Private with
Malntenancs of | Except Specific { Commercial Risk | Commercial Risk 1  Commoarciai Risk I Full Commerciat
Systam l Services | l. I | Risk
t - { i T
Anancing of Public Authorlty : Public Authority Public Authority | Public Authority | Public Authority | Private Company | Private Company
Working Captal | l 1 | 1
for O&M ; : ! I |
- t $ } - .
Destination of Pubillc Authority : Public Authority Public Authority : Public Authority | Public Authority _ I Pont '_o Leasse = | Partto Conces-
Revenues tom | | | | Part to Public 1 sionnare
Tarifts I | | | Authority | Part toPublic
| I \ { | Authority
} i 1 7 t
ConTpensatlon fo | SimilartoCon- | Proportional to { Propoitioral to I Through fFart of I Through Part of
Private Company | tract for Consult- | Physical Para- | PhysicalPaiameters | Tariffs Reserved | Taiitt Reserved
1 ing Services | meters (volume sold, ] with Productivity | toleases |- to Concession-
[ | number of con- | Bonus or Shared | - | naire
| | nectlonsetc..) | Profits 1 |
T | — }
Contract Validity | LessThan SYears | About § Years ! About 5 Years | 6to10Years | About 30 Years
Period | | ! I (possibility re- "
| | | | newing Contract) |
| 1 ] 1 |

Source: Coyaud, Daniel F.

Private ahd Public Alternatives For Providing Water Supply, Sewerage and Other Municipal

Services. Paper prepared for world Bank Seminar on Management Options for Urban Services, Cesme, Turkey. 1985




market demand where the government is rot involved in the transactions
at all (e.qg. private informal sector water vendors in Third World
countries), or only minimally inveolved through some regulation (e.g.
privatelv—owned public transport vehicles such as jieepnevs in Manila.)
The major inhibiting factor to free market growth of private sector
services is inappropriate government regulation.

voluntary service and self-help - When individuals or voluntary
associations organize to meet the gap in services such as voluntary
fire departments in small towns. Such associations, despite their
lack of government authority, can contract for services with private
firms. An increasingly popular form of voluntary organization in the
Third World is the consumer cooperative, particularly in monopoly
conditions where nothing is served by competition. (e.g. small town
electicity service) In squatter settlements and slums of the Third
World where municipal services are typically below 30 percent

coverage (Halmoe,7) if they exist at all. it is not uncommon for
community organizations to arrange services such as garbage collection
through volunteers or contracts to private entities paid for through
an informal neighborhood levy. In the U.S. neighborhood crime watches
supplementing public police protection services is an increasingly

common neighborhood voluntary servica.

These arranoements are most suited to smaller demands (small
towns, villages. neighborhoods) +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 number of affected
individuals becomes large and interests are diverse and conflicting,
pure voluntary action no longer is adeqguate to provide collective
gocds. In such circumstarices, organizations are needed with authority
to exercise force in obtaining money or property needed to assure the

=

supply of collective goods."(Savas 1982,p.53

Why Privatise?

Severe public debt crises in a number of the developed countries
created by steadily growing Qross public spending has spurred the
advent of national and municipal privatization strategies. Such

strategies are seen as a way to cut costs through reduction in state
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provision of public goods and services, reduction of state subsidies
and reduction of state regulations hampering the growth of private
sector competition. Great Britain is far in the lead with a
comp:~ehensive national privatization strategy brought in with the
conservative Thatcher government. The strategy has three main
components to stimulate market forces: contracting out, deregulation,
and denationalization; and is well along in

implementation. (Butler,36;Le6rani, 1)

While Britain®s privatization experience is coming from the top
down, that of the United States has a bottom—up history. Municipal
governments over the last 25 years have increasingly contracted out
for services, primarily to save monev. The Adam Smith Institute,
which specializes in privatization research and development, has done
analyses which indicate that most U.5. cities could cut their budgets
in half by taking full advantage of privatization. (Young., Wall St.
J.) A 1982 federal survey showed one—third of all U.S. cities with
populations above 2500 contracted out at least one service(Butler, 53)
and reported significant savings in costs. Contracting attuned to
delivery of public services is becoming big business. The Reason
Foundation of California has a data base of over 300 private companies
that contract to perform services traditionally performed by
government. This example set at the local government level has been
taken up by the Reagan government as a policy of its current
administration for both improved federal level management as well as a
new direccion for d.:position of foreign aid funds in developing
countries. Unlike the British case, so far, there has beoen more
rhetoric than action at the federal level in the United States.

The phenomenon of privatization is not restricted ideologically
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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 permit if not encourage the growth of the private sector.

Before 1781, organization of private enterprises was illegal in these

latter two countries. (Hungary—NYT Dec.3 1981,p.D-5;China-Wash Post,

Feb 5 1982,p.A-23

In the developing world, the increasing attraction of
privatization has bheen created by several factors bevond sh%%r cost
consideration but nonetheless closely related:

l1.Performance Failure ot Fublic Enterprises— Public enterprises in

most developing countries have been entrusted with the responsibility
for achieving national development goals including virtually exclusive
rights to develop and operate public services: electricity, water,
gas, transport, communications. Thevy have been pormitted thirough state
guarantees to borrow heavily both domestically and especially
internationally to support their operations. Yet the general
conclusion is that for the most part public enterprises have been
social and econcmic failures in their development missions and in many
cases have generated huge and growing debt—financed losses which
heavily indebted governments can no longer afford to

undervrite. (Nellis,46) The 1983 World Development Report cites a survey

of 27 countries siiowing that non-financial, state—owned
enterprises(those involved in public services delivery) on the average
received more than 3% of Gross Domestic FProduct in net budgetary
payments. (WDR,74-75) Countries hope that with expansion of private
sector competition, selective closiiigs of some public enterprises and

some revision of unfair tax advantages of public versus private
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enterprise, management of the remaining public enterprises may

improve.

2.Urban Growth and Escalating Demand for Fublic Goods and Serviceoes—

Over the last three decades, all regions of the Third World have
experienced unprecedented urban growth and multiplication of cities.
Between 1950 and 1975, urban areas of developing countries received
some 400 million new residents. World Bank projections estimate an
additional one billion urban dwellers to be added to Third World
cities between 19753 and 2000, bringing the developing countries urban
population as a percentage of total population to 45.8%. (1979 WDK,
190-191,184-185) Cities with populations greater than 4 million are
expected to triple in number from 22 in 1980 to 60 in the year 2000.
(Armstrong—Wright.1) Predominantly rural countries are urbanizing the
most rapidly such that Africa®s urban population is expected to
quadruple by 2000.

Such rapid growth has serious implicatiorns for the demand on
public services. Not only is thware escalating unmet demand but the
overloading of already poorly maintained service infrastructure has
reduced the efficacy of existing publicly—-provided services. {(e.g. In
Monrovia,Liberia an estimated S0% of piped public water is lost due to
poor maintenance or leaks in the system.) 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
million more people drank unsate water in 1980 than in 1975 and about
400 million more relied on unsafe sanitary facilities in 1984 than in
1977. (Roth,W-5) Public rescurces are not available to meet the rising

demand. The unregulated private sector has already begun to generate
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service alternatives and the belief is that with encouragement and

regulatory reform more and better services can be provided.

national and regional development strategies have failed due to lack
of popular involvement. Responsibility for losses (or gains) has been
fully lodged with the public sector or the state. In the area of
services provision, much wastage of resources, vandalism of equipment
and infrastructure and non—payment of fees or tariffs where thev exist
is attributed to the “free—-ride® attitude of the putlic. 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 transfer, is a vehicle to change attitudes and
public behavior toward public services, breaking down the assumption
of the state as sol= benevolent provider and facilitating more
effective application of user chiarges tied to consumption.

4. Donor Reorientation to Private Sector—- The heavy commitment of

donor funding during the 1960°s and 1970’s to public institutional
development as a means to achieving national development has had
costly and inefficient results as evidenced by the considerable losses
and low level of accomplishments of public or state—owned enterprises.
As a result, the Western donor community, particularly some of its
more influential members such as the World Bank, the U.S. Agency for
International Development and the United Nations have, in the early
1980%s, begun to affect a major shift in their strategies for
achieving Third World development. 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
more efficient use of public resources in developing countries and
privatization is a logical response. (Hanke,3)

Collectively donors are moving away from the focus on government
or the state as producer and operator of development activities with
'public enterprises as implementing institutions. Donor policies now
reflect an increasing emphasis on private sector growth within a
competitive market framework to achieve development while limiting the
role of the state to that of a regulator. (Bremer,viii; WDR 1979-1983)
Since many developing countries depend on the donor community for a
sizeable percentage of their development or capital investmnt
budgets, they are forced to reallign national policies in the
direction of privatization to ensure continued donor support.

In summary, the movement toward privatization in the Third World
iz a global phenomena. While the history of informal 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 Hanke has termed "the
entrepreneurial state." (Hanke,1) Of late., for reasons cited above,
many Third World governments are altering national policy and
approaches to public services delivery to encourage a significantly
zupanded private sector role. The obijectives of this reorientation
are: 1)to make more efficient use of existing public resources by
paring back the state’s role; 2) to stimulate generation of new
resources to meet rising demand through deregulation and regulatory
reform to encourage greater private entrepreneurship; and 3) to bring
about quality improvement in public services so vital to the economic

efficiency of cities by opening up the market to competition.



Part III
Classical Categorization of Goods and Services

Societal conventions in the Western world, transferred through
colonial institutional structures to mucnh of the Third World, have
established the theory of classical categorization of goods and
services based on their propertios of exclusion and joint-consumption.
Tied to this classification, by customary practice, the State or
government, known as the public sector, has become the principal
provider and distiributor of joint—-consumption type goods and services,
commonly called public goods while the entrepreneur, the private firm,
the non—-governmental organization, defined as the private sector has
provided exclusion type goods and services, typically called private
goods, distributed using the market mechanism. In the definitions and
discussion which follow, I will often use the term "goods" to mean
both goods and services, though vccasionally some distinction is made.
good or service if conditions of the supplier are not met. The main
condition is usually ability to pay the supplier’s price or fee for
the good or service. Exclusion is generally tied to individual
consumption of goods and services e.g. housing., food.

Joint—-consumption refers to goods and services which

theoretically can be consumed “jointly” by many people without
diminishing the quantity ur quality to the individual e.g. street
lighting. Joint-consumption type goods can be exclusive or not as one
realizes incomparing access to a public toll road versus police
protection. Generally one is not required to pay directly to obtain

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

Savas offers a useful thecretical framework for categorizing
goods and services even though it must be recognized that pure goods
are rare and that usuaslly gnods 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 categoriz-ation divides goods and services into four types as

follows (Savas, Butler):

1. private goods/services— exclusion and individual consumption—type
goods which are mostly supplied by the private marketplace and onze
paid for become “owned® by the consumer to the extent of the quantity
and quality of goods and services purchased. Examples of services

include laundering, shoe repair. taxi service.
2. toll qoocds/services— exclusion and group or ioint consumtion—-type

-—-

goods, access p which 1s limited by charges levied. Examples of such
services include mass tramsit, electrical services, water and sewer
services.

individual consumption. Supply can not be assured by the market and
depletion without government regulation may be tihwreatened. Examples
suggest more goods than services in this category such as natural
waterways, air, underground water aaquifers.

‘

4. collective goods/services— characterized by non-exclusion and

joint-consumption. They are difficult to measure, offer the
consumer no choice and are almost impossible to charge directly
for their use. Examples of such goods and services are police
and fire prot=ction, national defence. public parks. Because of
their non—market, non—charge status, consumers may use them
indiscriminately bevond real ne=sds without contributing to the
costs of their consumption.

The diagram below, though a U.5. example, shows the distribution
of types of goods and services based on degrees of exclusion and

joint-consumption. Of the four categories. government is heawvily

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

but private goods:
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Figure I

Diagram showing the exclusion and joint—-consumption properties of

various gords and services.
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Source: Savas E.S. Privatising The Public Sector, p.34.

Pure goods shown at four corner points.

Toil Goods

Coliacllve
Goods

Governments worldwide have eschewed the advocations of Adam Smith

that qovernment 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 pattern of expansion which more embraces the boundless

John Stuart Mill philosophy that
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comprehensive as those of the social union. They consist of all the
good and all the immunity from evil, which the existence of government
can be made either directly or indirectly to bestow.” (Goode,p.43)
Public goods, which for the most part are services, have expanded
enormously in number and magnitude as political decision and popular
disposition have liberally interpreted the ‘collective goods’
definition.

In this theoretical discussion, there are several reasons
attributed in the literature to this expansion of the public
sector responsibilities. (Butler,p.S0; Savas.,p.44) First there is
no consensus on what should be classified as collective goods or
services or the appropriate degree of government involvement in
their supply or allocation. Because of this vagueness, more and
more services have been migrating into the category of cnllective
goods/services from private and toll-good categories. Some of
this migration is the result of changes in societal values or
just political decisions that certain services, beyond those
classified as basic needs such as education, health services, and
housing, should be consumed regardless of ability and willingness
to pay. An example is fire protection. Secondly. individuals
within society decline to assume responsibility for their
consumption and through inudividuwal action in the aggregate
gradually shift the responsibility to the public sector. An
example is oarbage or refuse which individuals throw in street
gutters or public areas thus shifting the financial
responsibility of securing private sectoir services for its

collection to the government 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
increasingly government subsidy for their delivery, transforms
such services to collective goods and services.

The fact must also be recognized that the populus has come to
assume 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 many other alternatives to

government provision of services. This attitude is an interesting

counter pressure against non-—-government provision of public services.

Ambiquities of Distinquishing Fublic Sector From Frivate Sector

Many authors have used the traditional economic classification of
goods and services discussed above to establish an almost physical
distinction between public sector goods and services and private
sector goods and services. The classical distinction in the
characteristics of public versus private goods and services is clearly
enumerated by Ostrom in Table II belew. Authors makino this
distinction often use the imagery of a pendulum swing in political
dynamics overtime between government support of public sector welfare
and support of the private sector with the most recent swing toward

the private sector more extreme than at any time in the past.



Table I1I
Classical Characteristics of Public and Private Goods

Private Goods

Relatively easy to meusure
quantity and quality

Can be consumed by only a
single person

Easy to exclude someone who
doesn't pay

Individual generally has a choice
of consuming or not

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

Payment for goods is closely
related to demand and

consumption

Allocation decisions are made
primarily by market mechanism

Source: Ostrom and Ostrom.

In the real world,

public or “pure’ private

confronted with a

popul ar perception as perhaps the most weighty

identification o”

emphasizes this notion of a mix

however, there is no such thing as
goods and services.

"public/private mix"

goods and services as

Public Goods

Relatively difficult to measure
quantity and quality

Consumed jointly and
simultaneously by many
people

Difficult to exclude someone
who doesn’t pay

Individual generally has no
choice as to consuming or
not

Individual generally has little
or no choice as to kind and
quality of goods

Payment lor poods is not
closely related to demand
or consumption

Allocation decisions are made
primarily by political process

"Public Goods and Public Choices” in

“pure’
Rather one is

1n each good or service with
influence establishing

e1ther one or the other. Berg

of public and private rather than

separate entities with the osxample of education provided by nor -

governmental

organizations but financed from tax

revenues. In his



imagery, privatization should be understood as “a process that alters
the blend,with the public sector playing a different role and the
private sector a larger role." (Rerg 1983,p.2)

The idea of a changing role for government within a
public/private context is reinforced by Butler who says that a
critical assumption to make in proceeding with privatization is that
government does not have to be the provider. The strategy of
privatization does not eliminate government®s role. Rather it changes

the role to that of facilitator rather than provider of services.

Third World Ferspective on Public Goods Formed Bv Colonial Experiencea

TUrmmm e e, e m mm e S —mSm o Emmm2 LD 22X Y

The history of sizeable government—financed and operated public d&.
services in the developed world is a recent one. Traditionallv, most
services were privately provided ard remunerative or they were small-
scale, community-organized self-help efforts. The steady arowth in
collectively provided public (and =zocial) services, at least in the
Un:ted States, has occurred principally over the last forty vears
under the political and administrative framework of the “welfare
state, a notion exported to the U.S. from Europe. The decline of the
welfare state in the U.S. and Europe since the late =eventies and the
movement toward privatization as a means of rolling back the
obligations of the state has been forced by severe public debt crises
created by steadily growing gross public zpending. There has been =uch
an enormous qgrowth 1n public sector eupenditure requirements that, in

the Umited States. public espenditures have mounted to two-thirds of

local government budget and as much as hal £ of foderal sponding or two
thirds aof non-detence spending. Fiscal contraints have necessitated a
search for means to cut bazk public spending and the popular solution
is transferring the load to the private sector.

rJ
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The experience in the developing countries during the modern 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 time as was the experience of the United States and
Europe. Instead, many developing countries were dominated for vears
by Western European nations; and most colonial regimes, as a matter of
control, set up government functions and institutions covering most
socio-economic spheres of life, a far more thorough networlk of
intervention and control than existed in Europe at the time. So in
most cases, particularly in Africa and Southeast Asia, countries
"inherited the notion that extensive government involvement in the
economy and society was the natural order of affairs.” (Nellis,p. 3)
National elites who took control at independence had freguently been
trained as bureaucrats in the former colonial svstem and went on to
use the public sector as a vehicle through which to promote national
unity, national identity and modernizatiocn.

Consequently, public =zectors in many developing countries have
grown at an extraordinary pace. A large proportion of this growth has
been registered in the enormous expansion of public eor state—-owned
enterprises whose numbers were further augmented by nationalizations
and socialist models of development as means of regaining control of
national affairs from foreign dominance. With petrodallars inflating
the world economy i1n the late 1960%s and 1970°s, public enterprise
creation facilitated access to capital by developing countries. This
ballooned the size of the public sector during this period as
countries, seeking sources of development capital, created public

institutions through which foreign capital could flow into development

!
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programs. Examples of the magnitude of this growth are seen in
Algeria where the share of public enterprises in gross fixed capital
formation increased from 20 per cent to 59 percent: in Peru from 11
per cent to 23 per cent; in Turkey from 17 percent to 30 percent and
in Ivory Coast from 15 per cent to 24 per cent. (Rerg 1983, p.4)

In summary the point to be made is that history in many
developing countries may not provide examples of once private goods
and services gone public or of the possibility of large—scale formal
private sector delivery alternatives. Furthermore, as Nellis
suggests, in the absence of a substantial private sector, Third World
countries may have "no role model to follow other than

government." (Nellis, 173)



Fart IV

There are really two indigernous private sectors operating in most
Third World countries, medium to large-scale(heavy foreign investment)
modern sector entrepreneurs and companies and small-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 geirerally large and thriving in spite of
government regulatory discrimination, market barriers,
wndercapitalization and elementary management structure. One of the
goals of privatization is fo aid the develdbmeht'transition from
informal sector peddling of limited-scale goods and services to modern
sector business management and capacity. This transition is essential
to longer term economic development of countries and can 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 form of public transport is one
example. The two-bucket water collar used in Paris at the time of the
French Revolution by an estimated 20,000 water carriers and in China
today is an ancient form of public water service. (Roth,W-20)

Despite the enormous 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

tlowrishing parallel services business. The success of private sector
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entrepreneurs can be attributed to fouwr things: a) using alternative
(often 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 memu<rs, home-base of operations and self-
help maintenance of equipment; and d)maintaining longer operating
hours.

This section will present some examples of the experience of the
private sector in the Third World in the delivery of public services.
This experience has nct tended to receive must publicity because much
of it 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
646 different areas of public services available by contract from
private firms have been recorded.) Roth”s recent book on the subject
af private service delivery referred to examples given as "but & small
part of the tip of a very big iceberg."{(Roth,C-1) The four services

to be discussed include: a)water supply., b) transport, c) solid waste

management and d) maintenance.

Water supply is the service in 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 distribution 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.
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high—-standards low-coverage and, to 2 extent privatized, are

more oftepr"managed by large forei firms.
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The sale and distribution of water by container known as water-—
“vending is the most common private form 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 sowces such as
rivers) and carrying it in corntainers as varied as recycled

nil tirs, barrel carts, and tank trucks to consumers in widely
dispersed neighborhoods. Another version on this theme is where a few
household connections in & meighborhond are used as water—-selling
pcints to serve a whole neighborhood. In this case, the consumer
brings her own container to the source, thus eliminating vendor
distribution costs. In low income ne@ighborhoods and squatter
settlements of large cities and in small cities and towns, water-—
vending may serve more than 90 percernt of water supply needs.

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

the «ource ard the sale to the consumer.



Figure II
Fossible Distribution Systems For Water Vending in
Developing Countries

SGURCE
DISTRIBUTION DISTRIBUTION
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{
i
" | vENDORS I
TO CONSUMERS ‘
DOOR TO DOOR FROM CARRIERS
VENDING STATIONS]

Source: Zaroff and Okun. "Water VYending in Developing Countries," in
Agua Vol 5§ (1984),p.290.

Water-vending is found in most Third World cities but is seldom
regulated by government policy. The advantage is that many
entrepreneuring individuals have found employment withirn the water-—
vendor ranks and, with a minimum of investment in mobile (recyclable)
equipment, are providing good coverage to fill the widening gap
between public demand and public piped water distribution systems.
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 is contaminated either from the
source or from the containers used; and the self-employed suppliers are
not always dependable in terms of keeping a regular schedule of
deliveries.

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



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

N

standposts as well as to reduce vandalism against public

infrastructure. The partnership is between government and members 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 container at a marginal profit
to consumers. Vandalism is much reduced and collections by vendors are
being made effectively witihiout objection from consumers.

At the other end of the spectrum, water—-vending has been carried
to a sophisticated level in the formal private sector by 10 private
companies serving Santo Domingo, the capital nf the Domincan Republic.
The companies are collecting and bottling purified water which they
distribute by truck. Competition is keen but the companies are
profitable because of the diversity in the packaging and delivery
terms of their product. The Ministry of 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 resources available to many countries and their
municipalities to extend piped water systems, the water-vending method
seems to be a viable interim if not permanent solution to meeting
rising demands for water in cities. As shown above, great opportunity
exists to use government incentives and health regulations to promote
the wpansion of safe, more reasonably priced private vending systems.
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 small-

scale enterprise.
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The other basic method of water supply delivery in which the
private sector is least involved is in piped water systems. Roth
reasons that this is because of "the riskiness of investing in fixed
capital for which it would be impossible to [recoupl over a short
period of time."(Fnth C-3) Private sector initiative in this area
does exist; however, and one of the besf examples is in Abidjan, Ivory
Coast.

SODECI of Abidjan was created in 1960 by S5AUR(Societe
d* Amenagement Urbain et Rural), a French firm, in response to winning
a highly competed Ebncession contract to supply the municipal water
for the city of Abi&jan. SODECI was made fully responsible for the
construction, mainternance, production nad distribution of the water
supply system for Abidjan which 1t did successfully and profitably as
& private moropoly for twelwve years. This included the management of
astronomical growth in piped water demand where the number of clients
rose from 3947 in 1960 to 29,9207 in 1972 and the level of consumption
from 6.3 million cubic meters in 1960 to 27,338 million cubic meters
in 1972.(Dei.3) In 1972, SODECI's contract was renegotiated as a
contrat d°affermage or leasing contract with the substantially
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 for all major new facilities. The Ministry of Economy
and Finance and the Ministry of Fublic Weorks, which created a new
Department of Water, were charged with financial and technical

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

A major element in SODECI's success has been its ability to
minimize water loss from its systems and to bill successfully an
estimated 90% of all the water it supplies, up from S55% when it
started operations in 1960. Secondly, while government monitors
operations closely and retains decision—authority in all development
planning and investmeonts, it does rnot interfere in the internal
operations of the company. In fact the Board of Directors has no
government representation and government holds only 3.25% of SODECI's
stock.

Today, in the city of Abidjan, SODECI serves 21,000 direct
purchasers plus many more direct and indirect(via water-~vendors
selling SODECI water) purchasers from 40 coin-—ocperated public
fountains. (Lewis, 10) Despite SODCEI’s impressive growth, it has not
kept up with the expansion of ARidjan whose population has mushroomed
tenfold in the last 25 years from 177,000 in 1960 to an estimated 1.7
million residents by 1985. (Dei,l1) As a consequence, water-vending has
become a highly competitive business to address this enormous growth
in service demand. SODECI is planning a major increase in the number

of public fountains it maintains in order to tap into this
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increasingly lucrative and growing part of the water sales market.
With limited access to capital expansion funds to permit more piped
water connections, SODECI views the water—-vendor market 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 systems
exist: the govenment--owned or privately franchised monopoly which is
typically highly regulated, heavily subsidized and capital-intensive
in its equipment and facilities; and the private sector networks which
include a variety of smaller-scale more versatile transport modes,
unsubsidized yet profitable, and generally internally organized and

regulated in responcse to keen competition.

Transportation appears an ideal serwvice area for private
operation because it can be entered with a fairly low level of
investment, the fee collection is efficiently accomplished at the time
of service delivery and the market is so large that profitability is
all but assured if a reasonable overhead far operation is maintained.
For this reason, many different types of private transporters have
been attracted voluntarily into the marketplace. In many cities,
unsubsidized private transport fleets are now carrying from half to
two—-thirds of the daily ridership with the balance split between
private cars and public transport. (Lewis 16; Roth 1982,p.173)

Eguipment used in the private sector is smaller—-scale (1 to 25
places) than standard-size public system buses (38 seats), and it

offers considerable choice. Vehicles can range from the simplicity of
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the bicycle rickshaws in Chinese cities; to the 3-wheel motorized
pedicab that plies the streets of Bangkok(Thailand) and Colombo(Sri
Lanka); to the globally familiar shared intra-city and inter-city
taxis called FPor Puesto("by—-the-seat") in Caracas and "black taxis" in
Belfast; to the variety of modified, often jerry-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 modern minibuses in kuala Lumpar, public light buses in
Hong kong and micro-buses in Buenos Aires. Most cities have a number
of private transport modes to chose from that differ in capacity,
speed, cost, comfort and safety. All have emerged unaided by
government in response to varied market demand. The ability of private
systems to be responsive to consumer preferences and to offer vehicles
more suited to local conditions (e.g. adapted to narrow, winding
streets in central cities and often unpaved, rutted roads in low
income neighborhoods) have been important features in their success.
Studies of smell-scale private transport systems in different
cities of the Third World have copefstently revealed private urban
transport systems to be more solvent, more efficient and more
responsive to the diverse needs of large urban populations than
publicly~-produced systems. (Roth, 198Z2;Hanke, 198S:Hatryv,1983) While the
cost to the customer may not vary much 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 III below comparing of costs between public
and private transport systems in Manila vividly shows why personal
investment in private transport fleets is becoming an increasingly

popular business venture in the Third World.



Table III
Manila Bus and Jeepney Costs
(19746 U.S. cents)

“ Tost/Mile Cost/Seat Mile

Cost Item Bus* Jeepney* Bus* Jeepney*
Depreciation 7.4" 0.75 0.128 0.054"
Interest 4.9 0.55 0.084 0.039
Maintenance 6.7 0.85 0.116 0.061
Tires 2.16 0.476 0.037 0.034
Fuel 5.5 4.48 0.095 0.32
0il 0.384 0.17 0.007 0.012
Wages 9.6° 34 0.166 0.243
Management 0.444 — 0.008 —
Total 37.08 10.68 641 0.763
Total exciuding
wages 27.48 7.27 0.475 0.519
Total Operating Costs 24.34 9.376 0.420 0.67
(fuel tax) (0.55) (1.70) (0.0D (0.12)
Adjustments: (factor
cost of fuel) (4.95) (2.78) (0.086) (0.20)
Total Excluding Wages
(after adjustment to
exclude fuel tax) 26.93 $.58 0.465 0.40

HNotes:
* Bus: 58 seats; Jecpney: 14 seats.

a. Depreciation estimates are based on a capital cost of US$30,666 for a 55-seat stage bus with an cx-
pected 10-year life. The Jeepney costs US$2,972 for a 14-seat vehicle lasting on average 7.5 years.
Buses average 46,500 miles/year; Jeepneys 50,000 miles. ' is worth noting that the capital cost per seat
mile of a bus is about 2% times that of a Jeepney 75% of depreciation cost is treated as dependent on the
distance traveled, with the remaining 25% determined by time in use.

b. Maintenance costs for the two vehicle types are proportionate: 300 hours of labor time, and parts
cost estimated at 10% of vehicle cost.

c. Wage costs of Jeepneys and bus differ in wage rates paid and size of crew employed. A bus oper-
ates with a driver (@@P S/hr.) and conductor (GrP 4/hr.) Jeepneys employ only a driver @P 2.5/hr.

d. License and insurance cosis are not provided.

Sourge: A.A. Walters, "Costs and Scale of Bus Services." World Bank
Staff Working Faper No. 325, World Bank, Washington D C. 1979.

Transport demand is so acute in most cities that capital investment

a 5-7 year life vehicle can be recouped in one to two years. Using

in

1978 figures, Roth estimated a 37% annual return on $36,000 minibuses

operating in Kuala Lumpur. (Roth 1982, p.11) Furthermore, he found

that in Kenya, "most successful operators own over 15 minibuses plying
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in Nairobi and on several inter-city routes" (Roth 1982,p.22); while
in Cairo, many investors own over 4 vehicles which they lease to
drivers for 25% of fare collections. Even though the market is
attracting these larger investors, the smallest-scale one—man, one-
taxi business operations are still profitable.

Two other features need be mentioned as figuring in the
successful operation of private transport systems. First,
considerable employment for low-skilled, uneducated workers is
generated by the private urban transport sector not only in terms of
direct employment of drivers and dispatchers but also through the many
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

stent may be dealing in lower cost black market merchandise. In
contrast, the public systems typically manage most of the gervicing of
vehicles in-house through public works garages (or sometimes thi-ough
large foreign-owned private garages) and buy spare parts and vehicule
supplies through cumbersome official import channels.

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

government. These associations have functioned almost as consumer


http:1982,p.22

cooperatives facilitating credit for purchase of vehicles, collective
purchase of parts and supplies, shared financing of road signage

and parking facilities, and road maintenance for breakdowns. More
importantly, they have established ¢ :rating rules which encourage
equitable sharing cf the market among participants, schedule
adherance, proper vehicle maintenance, coverage of low volume routes,
fare collection rules and in some instances, fare setting. Though
often associated with one route, they can alsoc represent a section of
a city. Generally, there is more than one route association per
route, creating sharp competition and further encouragement to

maintain standards.

Impact of

It appears that public transport models and regulatory codes of
Western nations may have had a detrimental impact on the development
of efficient public transportation systems in the Third World and, in
particular, on the evolution of private sector public transport
alternatives. The regulatory structure of European and American public
transit sytems were transferred with little apparent modificiation to
Third World countries under their control or influence during the
early to mid 1900°s. Among other things, these codes promulgated very
high standards; large (expensive) imported equipment ill-suited to the
smaller—-scale, often poorly developed and maintained roadbeds of
developing countries; and a bias toward public transport monopolies
protected from private competition. This bias is exemplified in the
development of public transportation systems in francophone West
Africa.

Renault of France was contracted by the municipal government of

Abidjan, Ivory Coast (1960) and Dakar, Senegal (197!) to establish



modern public transportation systems for their capital cities. As a
condition of their contract acceptance, Renault convinced these
governments to ban highly active private sector transport operations
which had well established transport networks in Dakar and Abidjan at
the time of contract negotiations. As a result, the operations of
Dakar®s private cooperative, Car Rapides, were seriously cut-back
(though not banned because of the public uproar against this proposed
action) so that today they operate with fewer transport vehicles than
they did in 196G; in Abidjan, private sector operators driving common
carriers called “gbakas® were barned from operating within city
limits, forcing them to continue operation illegally, if at all.
kenault called these private operators "unfair competition" to its
regul ated private monopolies, SOTRA(Ivory Coast) and SOTRAC (Senegal).
Besides undermining the continued expansion of what were (arnd still
are) viable, unsubsidized private sector transport alternatives, these
actions also removed any serious competitive incentive for the
government public transport systems to operate efficiently.

(Cohen, 19803 Rerg, 1983 Lewis, 1985; Roth, 1982)

In Rangkok, Thailand in the early 1970°s, European consultants
convinced government authorities to take over the profitable
operations of 24 franchised bus companies and combine then into a
Western model metropolitan transport authority under municipal
government management. Within five years, even with a 207 hike in
fares, the whole system was runnimg at a $25 million arnnual deficit
while 7000 private minibuses in the city were running at a
profit. (tRoth,UT-41)

In several Third World countries, capital cities have chosen to

undertake, at enormous capital expense (US$10,000 per cm.), the
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construction of underground public metro systems. These countries were
encouwraged by the image of modern transport technology and attractive
finance and equipment packages offered by high-powered international
mass transportion firms (often aided by international donor
financing). BSignificantly less costly and more efficient aiternatives
for upgrading existing public and private transport services through
regulatory reform and minimum—cost surface infrastructure
modifications such as exclusive hus lanes were either ignored or not
even considered in the decision-making process. (Armstrong-Wright, 49)
Becides the enormous infrastructure debt generated bv these
underground rail svstems, requiring heavy subsidies to be affordable
to the public, govermnments have freguently resorted to curtailment of
more accessible and flexible private and public bus transport systems
in order to increase ridership on the rail systems. Table IV which
follows 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
eliminate private urban transport providers, some of which have been
discussed above, the operations have continued to grow and to absorb
an ever increasing percentage of the new urban tranport demand for which
public-provided systems have neither the capacity nor equipment 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—-owned and operated transport
systems are operating in =erious deficit in spite of government
subgidies, governments are beginning to recognize the advantages of a

competitive market for services and the substantial transport services
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Rail Services — Cily Cunparisuus (1363)

Table IV

MAX, PASSENGFR TOIAL
CAPACITY FER TRAIN FLOJ ONE DIR ARRAL * RATIO:
TYPE LN PFROENT TOTAL No. oF TOTAL @ RISIEST. ANIUL QOSTS ANUAL OPERATING TOTAL C3STS
[+ 4 o EELOd  NUEER OF SEATED SEATED GRsH TRALS AL LINE.FEAK OFERATING (incl. cap.  OFERATDNG REVENE/ FER PASS-
Iy SYSTEM LI GROMND STATIONS PUIS STANDING OPFRATFD PASSENCGERS ROR QOsTS costs) REVENFS TARE TOTAL COSTS ENGR-»
(i) .
(=tl1) (Us $ 1983) (S $1983) (U551983) (Ska) (DNC. ANL (1983 15 §) -
(mi11) (s111) (s211) {US §  CAP. STS)
(¢)] ) (&)} ®) ) 3 (9
U CARACAS HETRD 12.3 90 14 408 1265 1668 14 80.6 28700 L34 120.78 42.16 0.47 0.35 0.3
2 SANTIND WIRD 25.6 81- kY 193 B4 1000 49 109.0 14295 15.32 76.89 20.31 o.18 0.26 0.136
3 SAO PALD HETRO 25 70 26 198 656 - 52 342.0 58000 67.15 210.54 40.68 0.07 0.19 0.081
4 T!IS SUBLRBAN RAIL, 26 [} 20 500 1300 - 9 24,0 8000 7.5% 11.41 4.05 0.02 0.36 0.0
5 ADELATDE STEURBAN RALL 152.1 0 93 556 665 840 76 12.9 3600 31.70 51.88 4.29 0.54 0.08 0.538
6 BALTIMORE HETRO 12.8 55 9 456 540 996 12 7.8 - 99.20 147.33 43.10 0.75 0.33 2.518
7 EFRLIN HETRD 100.8 100 114 228 ne 1182 172 346.2 40000 126.44 49,15 104.05 0.78 0.21 0.228
8 CALGARY LIGIT RAIL 12.5 10 8 128 4 &0 20 il.9 4650 5.44 15.43 - 0.81 - 0.146
9 iICAD HETRO 395.8 9 "143 200 1340 - >0 149,7 12335 101.50 388.79 61.30 0.90 0.16 0.221
10 HNC |G HETRO 26.1 n 25 288 250 250 92 412.0 60000 60.96 152.06 132.27 0.06 0.87 0.049
11 1N HETRO 388 &2 07 290 750 814 449 563.0 23000 440,08 1094.53 440,99 0.51 0.40 0.259
12 ¥ONTREAL HETRD 50.3 100 57 60 1440 1440 84 139.9 20000 92.53 180.38 31.68 0.69 0.18 0.141
13 RAOYA SUBURBAN RAIL 544.5 0 389 184 520 920 210 379.8 37000 189.34 224.78 261.43 0.00 1.16 0.0x
16 o aTy METRD 57.5 96 59 211 603 1508 93 330.0 43697 127.09 X643 158.73 0.72 0.49 0432
15 N YORK METRO 370 0 465 600 1760 2200 564 952.6 68000 1100.00 4750.99 955.34 0.90 0.20 0.480
15 M54 HZIRD 90.9 100 88 370 1100 2750 115 856.6 62696 414,37 780,32 416.49 0.72 0.53 0.182
17 34N DIEM LICHT RAIL 25.6 0 18 128 376 800 24 &7 1267 5.3 14.86 4.3 0.50 0.29 0.524
10 SAN FRANCIS(D ~ METRO 113.6 28 k] 540 810 1080 [x] 55.5 15086 128.20 401.66 69.80 0.60 0.17 0.341
(1) Mmqmmmmgntmmhu{e&mﬂdmv«y:md
coditions but vthout camming sericus discocfort.
(2) Operatirg costs excluling depreciation &rd interest charges. R
(3) Total costs inclhiding operatirg costs, depreciation, amd interest charges. For comparative purposes a undform erthad to determine depreciation and interest charges has been used .
to obcain total costs.
(4) Operatirg revene {ncliding fare bax and advertising reverue but exchiding subsidies,
(5)

Source: Armstrong-Wright, Alan T. Urban Transport Policy Paper.
Washington D.C. World Bank, April 1986, Annex 4.

Passenger kiloveters where not specified in the survey response are isputed using an average trip length of 7.5 kiloneters.
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contribution that the private sector is alrceady making without
government assistance. Folicy reforms are under discussion which may
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 competitive

market.

Solid waste disposal is a public service which is dangerously
underdeveloned in the Third world, both because of its cost and a bias
toward mee'ing other public service needs first. Cointreau has
estimated solid waste management costs in the Third World to average
between 0.5% and 1% of GNF and , at the municipal level, to consume
from 207 to 40% of the municipal budget. (Cointreau,1) Dei’s research
confirmed these estimates in the Ivory Coast where as recently as 1983
the capital city of Abidjan was spending 5% of its budget on garbage
collection. FHEecause of the services bias and lack of sufficient
budget to address collection needs, many cities only cursorily address
the service requirement for major thoroughfares, while almost
completely ignoring dense and often low—-income neighborhoods. The
danger to public health of uncollected garbage is real in the Third
World because of the high organic content in solid waste and the
tropical climate of many countries, both of which characteristics are
highly condusive to the development and spread of disease vectors.
(Halmoe, 1985)

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

public works departments or by large international solid waste
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management firms contracted by the larger municipalities. Since there
is no local competition in the solid waste field, there is no
incentive to manage operations efficiently. Equipment is typically the
large imported compactor trucks used in the U.S. and Europe which are
too big to access the narrow street networks of many 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 common sight. HEecause
of poor maintenance and lack of easy access to imported spare parts,
collection vehicles may spend from 307 to S0% of the time out of
zervice. (Dei,1985;Cointreau, 1985)

There are few recorded examples of local private sector firms
involved in general municipal solid waste collection though some local
private collection services do exist for institutions like hospitals
and large commercial enterprises. PBErief accounts by Lewis and
Cointreau describe some informal sector and experimental operations
which are outlined below. Cointreau highlights the importance of
informal sector recycling of wastes which provide employment and
livelihood for considerable numbers of people involved in recovering
and recycling materials. In Cairo, until a recent ban on donkeys in
the city, the Zabbaleen have undertaken a traditional mode of
scavenging where they would pick up refuse for free from wealthy
neighborﬁoods 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 materials. (Cointreau,S)
Finally, Lewis describes a Z-year pilot project initiated in 1983
in Sudan where private sweepers with donkey-drawn carts have been

organized to do house to house collections in Wad Medani city at 10
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percent the cost of the standard public truck service. (Lewis,22)

The role of the private sector is scarcely developed in the solid
waste collection area in large part because of the unwillingness of
individual consumers to pay for garbage collection as they would pay
for water or transport. There is a great need, however, to develop,
locally, more technologically-—-appropriate and cost effective solid waste
collection alternatives in most Third World cities. The mDQnting of
small local enterprise in this service area could be encouraged by
municipalities or public enterprises (managing solid waste disposal)
through contracting out the percentage of collection responsibilities
which cannot be adequately served by the existing systems.

As Cointreau has noted, "conllection service to be most effective
fin Third World citiesl can not rely on one method or type of
equipment for the many varieties of neighborhoods." (Cointreau,?2)
Current Public Works Department and foreign—contracted solid waste
disposal operations are generally mono—-systems using heavy imported
equipment with low labor performance ratios. By bidding contracts for
different types of services in various sections of cities illserved by
present systems, municipalities might expect to generate some healthy
competition as well as new methods of collection. For the lunger—term,
since neither the firms nor the expertise exists in many Third World
countrier, in solid waste management, countries might consider
promoting joint-ventures between large international firms and
fledgling local enterprise. Minimally, contracts with eager
international solid waste management firms should condition the award
on training and development of local public and private sector

management capacity in this vital municipal service area.
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—&8a.
Maintenance Services

Maintenance in all public service areas in the Third World is an
activity which i= poorly planned, underbudgetted and irregularly
undertaken. As & result, the benefits from public services
infrastructure and equipment are seriously limited. Rehabilitation and
proper maintenance of existing service systems can be as effective in
expanding capacity and quality of service as new investment
facilities. Michael Cohen, Division Chief in the World Barmk’ s Water
Supply and Urban Development Department recently statec: "Maintenance
itself must be considered a development priority. The creation of
assets that are allowed to deteriorate represents a serious
undermining of the development process.” (Urban Edre,1)

Maintenance is still recognized in most Third World countries as
a government responsibility and function; wvet, 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 often routime and can
be specifically definec and quantified (e.g. patching street potholes,
changing bulbs in streetlights and traffic signals, checking and
repairing water leaks, storm water or drainage channel cleaning,
public vehicle maintenance).

Froponents of maintenance contracting point to a number of
advantages listed below: 1) incentives to reduce costs; 2) more
flexibility to alter resources to meet changing needs: 3) relieving
public sector of the direct producer/management burden which requires
maintaining large fleets of heavy equipment and laborer rollsg
4) protecting of budgetted funds for maintenance by tying them inte

legally-binding maintenance contracts; S) brovadening the political



constituency for maintenance by spreading the employment benefits
through the private sector. (Berg 1983,p.32) While a controversial
benetit, 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 good measure built
into management operations.

Contracting—-out for road maintenance, & large national budget
burden, has been successfully experimented with in a number of Third
World countries. In Argentina, a new law enacted in 1977 forced the
Argentine Highway Directorate to turn over a major percentage of its
routine maintenance responsibilities to contractors in order to meet a
severe cut in work force requirement. Today, two-thirds of its 47,000
kilometers of national roads are maintained by private contractors.
At the other end of the scale, the Roads Department in kKenya, because
of personnel, equipment and administrative limitations, has been
helping develop the capacity of small private African contractors to
undertake full regraveling contracts for national roads. Since 1981,
private local contractors have accounted for two thirds of this work.
Nigeria and Columbia have also had experience in this contracting
area. Froblems were encountered in Columbia because of poorly
specified work programs in the contract requirements and absence of
penalties for non—-performance.

I+, as Berg claims, "all maintenance activity lends itsel+f to
subcontracting," and most public services could be measurably improved
by regular maintenance, then the maintenance problems of Third World

cities might be more effectively addressed by: 1) designing contracts
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that conform to the needs and constraints of each city; and., as
importantly, 2) by developing within municipal departments and public
enterprise the necessary skills to effectively manage contracts to
private enterprise including contract negotiating, performance
monitoring and evaluation as well as cost accounting skills where

force account maintenance operations are used. (Berg,1983,p.35)
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Part V
Expanding The Private Sector Role:lssues and Opportunities

While much of the glamour and visability of privatization is
recorded in national enterprise divestiture, the more practical,
broader-based impact of privatization in the Third World promises to
be in the contracting-out of services and in regulatory reform to
stimulate formal and informal private sector enterprise. The major
reasons for this are that these types of privatization are less
political and stand to benefit a greater majority of the populations
of these countries.

In a review of the subject of private sector participation in
public services delivery, several themes have emerged which will
largely determine whether or not privatization will have a significant
role in the future developmerit of Third World countries. Each theme is
an aqggregate of several issues. Four general themes will be discussed
including some of their major issues and recommendations for improving
the opportunities to establish a greater private sector role in public

management.

The rapid growth of Third World cities has resulted in the

majority of urban populations livi:rig with generally low levels of
services. Low income neighborhoods, often the dense original core of
cities, and new settlement areas, frequently peripherally located,
tend to be the most un&erserviced or not served at all by +formal
public services; yet increasingly, they represent the urban majority
in Third World cities and may constitute as high as &60% of a city’s
population. Table V below shows an example of the distribution and

urban services levels for Bamako, the capital city of Mali. Those who
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Table V-

1976 Inventory Of Urban Services By Zone - Bamako, Mali

izcliuvdes “fossas fized“--e simple type of septic tsak.

2 and 4 low incame neighborhoods
1 high incame neighborhood

3 moderate to high incame neighborhood

Source: Cohen, Michael A. Urban Grcwth and Econamic Deve. lopment in The Sahel, p.58

from report by Desmond McNeill "Bamako The Pnov:leon of Urban Services, June 1976
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are served reasonably well are the moderate to high income residential
areas and the modern sector commercial and government administration
building blocks of cities.

There are many issues at the base of urban =servicing
inequalities. As Roth has said, “some might consider it a paradox
that in numerous countries, the rich are supplied by the public sector
fat subsidized ratesl and the poor have to rely on the private sector
for their necessities.” (Roth F-3) Yet this does not seem so unusual
when one realizes that the public infrastructure patterns of many
Third World cities were laid nut during the ceolonial epoch and were
strongly biased in their design by class and anti-native atti :‘udes.

In the present day, such prejudices have taken on a new life with
the heavy influx of foreign immigrants and political or environmental
refugees to cities. These populations most often represent the
poorest of the poor and have few if any legal rights. Their plurality
in low income urban neighbarhoods and squatter settlement areas
presents a perceived economic burden and political threat to Third
World governments. Whether or not these populations should be
serviced has become a prejudicial political issue in many countries,
resulting in some cases in highly controversial expulsion orders (e.qg.
Nigeria 1984). In spite of official harassment, these populations have
integrated themselves into the urban economy at the lowest levels and
most often through activities in the informal sector. Expulsions have
resulted in short—lived reductions in resident foreign populations.
Within a few months, vacated spaces are filled either with the same
people or those of similar foreign, poverty status. Thus, by ignoring
their services needs, municipal governments have only pushed their

demand over to unregulated private sector vendors.
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As another issue, (Cohen complains of "the pricing policies of
private sector firms [whichl have tended to neglect the needs of low-
income groups. The result, [he saysl is that service through these
firms is concentrated in areas of effective demand, that is, where
households anre willing to pay high prices for high quality service."
(Cohen 1980, p.420) The reason for this, I would conjecture, is not
because of private provision but because many Third World countries
have insisted that companies adhere to the highest stardards of public
infrastructure which, because of excessive cost and high import
caomponents, have severely limited the coverage possible. Even with
heavily subsidized public service rate structures, private firms
{(typically large foreign concessions) have been obliged to service
areas where maximum reccvery of high standard capital outlay might be
expected.

By moderating standards, Third World countries and cities can
make room for lower cost, less sophisticated service alternatives
applicable to a broader base, including phased or incremental-standard
improvement systems. This change might also permit competitive
competition from local firms entering what has been almost exclusively
a foreign firm market.

A third equity issue is in the area of pricing. Roth argues that
the equity arqument is highly politicized and is detrimental to
production and to itself by insisting on price equality. "One of the
major obstacles to the involvement of the private sector," he writes,
"is the notion that services have to be priced at the same rate for
different people even when circumstances differ widely." (Rcth,C-4)
For example, a national price for water in Ivory Coast or for

telephone service in Dominican Republic results in low-cost customers
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subsidizing high—cost customers. This problem 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. The consequences are insufficient revenues to
maintain or extend systems. It is the well—-to-do who benefit from thg
subsidies of public services systems as the poor are often excluded
access due to prohibitive connection charges (e.q. water and sewer,
electrical, telephone) or lack of infrastructure to connect into.

The industrialized countries may have some useful experience to
bring to Third World services equity issues. For instance, various
Western natione have had positive experience with progressive rate
structures for public services which effectively create a cross-
subsidy +rom wealthier clients to poorer clients. For example, the
U.S5. telephone rate systems have subsidized local network costs
through long distance calling charges. Also, industrialized countries
have in recent years reriuced their interference with the marlket price
structure for privately-provided public services and increased the
equity of access of the poor to such services through the use of
voucher systems. Voucher systems havie not only stimulated competition
among private providers but have also afforded choice to poor
consumers. Removing general subsidy from public services, a subsidy
which has benefited all income groups reqgardless of need, and
redistributing that subsidy 1n voucher form to ‘needy’ consumers to
find suitable goods and services in the private sector may have some
useful application in developing countries. Vouchers are already being

used in Chile for educacion. The one major drawback may be the
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administrative burden created by such programs.

2)Changing the Role of Government
Many government= feel that a number of public services should be

supplied exclusively by government and oftentimes 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 problem noted by Savas is
that more and more private and toll-goods have been redefined\as
collective goods, resulting in enormous growth in the public sector
burden. (Savas, 51) Berg estimated from the IMF Government Handbook
Statistics Yearbooks that the share of government expenditures in
gross domestic product rose 2--3 pnercent per year during the 1970°’s
with the number of countries committing a third or more of their GDP
to government expenditures rising from 13 to 38 out of 90 countries
surveyed. (Berg 1983, p.3).

The decision toc add services or goods to the public sector is
essentially a political one and in highly-centralized administrations
of Third World countries is exacerbated by the desire to maintain
power and control at the center. But the issue of loss of control or
shrinking of social responsibilitty is not necessarily at isgue with
privatization. As Roth indicates, "the crucial question is not
whether there should be government activity in service provision but
what form such activity should take. Private provision does not mean
no role for government but a different role.” (Roth, 1-7) In the case
of real public goods and services, a distinction needs to be made

between the public role of financing and regulating versus a private
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role of supply and management of the goods or services. Under a
privatization strateqy, the government would elaborate its role as
facilitator rather than as provider of services, and would confine its
activities to performance monitoring, policy incentives(tax reform)
and requlatory reform so as to encourage private provision that is in
the best interest of public

wel fare. (Butler, 45; Savas, 58;Berg, 263 Hanke, 15) By establishing a
public/private mix of public finance and private supply, the cost
benefits of private supply are obtained while the social welfare in
terms of optimal supply is monitored.

In the case of artificial (public by practice) public goods,
serious consideration needs to be given to transferring these
activities from the public back to the private economy. An example is
‘public’ housing in developing countries where large amounts of
government revenues have financed or subsidized relatively few units
of high siandard housing which have benefited more often the well-to-
do than the targetted low inceme populations; simultaneously, an
unorganized private sector without public subsidy stimulation has
produced 90 percent of the low-income housing realized and at varying
standards in response to the growing demand. Other examples are toll
goods such as telecommunications and electricity which in many
countries could be operated on a successful commercial basis. In fact
these utilities are frequently the target of divestiture programs.

What is at issue here is not just a redefinition of government
activities to permit greater economic efficiency in the deployment of
resources, but also the pari,g back of administrative burdens so that
government can focus on uniquely government activities. Some authors

have also referred to the advantages of a depoliticization of services
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where the use of alternative private sector arrangements for the
delivery of services reduces or at least stabilizes the outlays to
entrenched underproductive civil service systems and public employee
unions as activities are transferred to thz private sector.

3)Dereqgulation, Competition and Macro-Policy Reform
Private sector development potential varies from country to

country and continent to continent. There is some concern that the
indigenous private sector may lack the breadth and depth to take on
activities which would be transfered to it. An example of this is
solid waste disposal which reguires a high level of investment in
capital equipment and is therefore dependent on large foreign
providers. Also, some governments worry that the expansion of the
private sector will result in an expanded implantation of non—
indigenous entrepreneurs whose presence in many countries already
overshadows indigenously—owned and operated enterprise.

The response of privatizers to these concerns focuses on the
issue of ‘deregulation’. In a 19835 speech on the subject of the
private sector in developing countries, former World Bank President
A.W. Clausen stated, "“"In countriss where indigenous private sector
performance is weak, we might ask whether this is not perhaps in large
part the result of barriers and distortions consciously or
unconsciously created by policymakers." (Clausen speeches 1983) Roth
found the current role of the private sector in the provision of
services to be pervasive and substantially under—-recorded. The major
obstacles to expanding private sector participatior in the arena of

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

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

sector and formalization of its underground extensions has been
cunbersome government administrative red tape and irregular imposition
of regulations. In Peru, it can take two years to complete the
registration process for a new business. In many countries, private
sector transport operators have to pay political officials many times
the value of the official licensing fee to make tneir vehicles legal.
Official vehicle inspection is extremely intermittent and fraught
with corruption. Some private sector operators are banned from
marketing their services such as donkey cart garbage rcollectors in
Cairo and certain forms of small private transport in various parts of
the world which results in whole classes of service providers
operating unrequlated but subject to constant official harassment.
Others, such as water—-vendors, are indirectly encouraged by
governments but remain unregulated so that they often are selling a
contaminated product to the public. For private sector enterprises
working on official contract to government there is the problem of
extreme administrative delays in processing government payment for
goods and services delivered. Cumbersome procedures can bankrupt small
scale operators in a few months, particularly if they have had to
borrow working capital. In recent years with fiscally contrained
public expenditure budgets, payment delays may stretch from months to
vyears in arrears.

Regulation requires a delicate balance as overragulation may
stifle production, runring private sector operators out of business
vet underregulation may be dangerous for public welfare. Part of the

resolution to problems noted above may be to alter the type of
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requlatory and administrative procedures which now exist so that
rather than discourage production, tney provide some regqulatory
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
many authors as having the singular most detrimental effect on the
ability of the private sector to perform or expand its activities.
Artificial price ceilings force private firms to make quality cuts in
service in order to maintain minimal profit margins. Price—fixing is
a highly visable and popular political activity in many developing
countries and is one of the root causes of many of the public
enterprise failures.

An alternative to price—fixing is having adequate competition to
keep prices low. According to Savas, "private enterprises as
producers of public goods and services can significantly improve the
efficiency of the public sector so long as competitive pressures can
be openly and publicly maintained." (Savas 1977,p.43)

In the U.S5. experience, keen competition has heen a critical
requirement for efficient contracting-out of services{(Butler, 535);
whereas insufficient competition can lead to monopolistic-type pricing
and monolithic private sector interest groups replacing powerful
public sector lobbies. In his analysis of public enterprise
performance in Sub-Saharan Africa, Nellis recommended maximum
competition becween private firms and public enterprise as the
key to internal reform of African public enterprises, provided private

firms and public enterprises were placed on the same regulatory and
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financial footing. (Nellis,p.19)
Competition is a key element cited by most authors to successful

private and public sector management of a greater private sector role

in public services delivery. The focus of their advice is that
governments must assume the role of ensuring conpetition in markets/
instead of displacing private sector operators by continuing E;h
inefficient public production and regulatory market barriers to g*;::/
private provision. Tgiz::

Macro-Policy Reform
Government macro—policy reform can provide the incentives to draw

more of the irreqular private sector into the public services
production economy. Tax policy reform in developing countries as
called for by Jenkins can eliminate the unfair advantage of public
enterprise over private enterprise by ensuring payment of similar
effective tax rates and thus allowing for a more equitable base of
competition. (Jenkins,p.18)

Governments might consider a selective reduction of tariff duties
on imports vital to mounting and maintaining privately provided public
services such as multi-person transport vehicles and associated spare
parts imports. Not only could such a reform encourage more suppliers
of transport services but also vehicles would probably be better
maintained because of access to uspare parts.

Reduction in excessive 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 permit small and medium—-size firms from the
indigenous private sector to bid competitively.

Building up of indigenous capital markets is essential to
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sustaining long—term growth of the private sector. Lack of equity
markets is a major barrier to launching new private enterprise,
particularly larger—scale ventures. International finar,-e@ agencies of
donor countries and international banks should be just an interim
solution for financing but often , because of lack of local
altenatives,must be permanently retained in the business equation to
ensure2 access to capital essential throughout the lifetime of an
enterprise. Policy changes to promote mobilization of domestic savings
and deveslopment of interiial capital markets may permit the private
sector to venture into some of the higher risk, higher cost, and
longer term activities such as infrastructure expansion. In Indonesia
and Malaysia, pension savings schemes tied to tax incentives on income
held as savings have been highly successful in mobilizing capital
within these countries which has been used in part to finance national
infrastructure. b/é%;:jiid
Finally, educational reform may be necessary. Many countries
have educational systems which are geared to producing bureaucrats and
technocrats for the public sector and professionals who are public
sector oriented. Often, little training may be available in commerce
or business to form more sophisticated entrepreneurs, business
managers, business support professionals(accountants) and invastors
essential to the development of the indigenous private sector. "Lack
of indigenous entrepreneurs," says Berg , "is frequently identified as
a basic constraint to the economic growth of many developing
countries. It is in fact difficult to envisage more rapid long—-term
development in the developing countries without more encouragement of
entrepreneurship.” (Berg 1983,p.37) Governments are beginning to

acknowledge the importance of introducing private sector business
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management skills and acumen into the public arena. Evidence of this
is found in Togo where a successful businessman and President of the
Chamber of Commerce was appointed in 1984 as new Minister of State
Enterprises. (Nellis,p.14)

S5.The Role of Donors
Donor development assistance policies for the Third World can be

a significant determinant in the success or failure 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 orqanizations toward
the public sector for both institution-building and development
project implementation, Third World governments have largely ignored
the resources of the private sector as a vehicle for national
development.

Complex foreign aid bilateral and multilateral negotiations
registered in lengthy project documentation processes have led to
inflexible commitments in project implementation to specific public
institutional development. Because project alteration requires rerewed
negotiation and approvals, donors may go on for years propping up
static, non—-viable public institutions when energetic private sector
substitutes may exist.

In practice, international donor organizations deal almost
exclusively with governments 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 countries to
keep the donors isolated from the private sector for better
control .Where large scale private sector participation has been

integrated into international aid programs, it has typically been in
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the form of large international firms from the donors”® countries
contracted to deliver qoods or services as part of the foreign aid
package. Not infrequently, bilateral »d is tied to procurement 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 expansion and
strengthening of the private sector. Some of the new policy
guidelines advocated by the World Bank and the U.S. Foreign AID
Program 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)
profitable;

blassisting qovernments to identify and eliminate barriers to private
sector expansion, particularly in service areas where government
otherwise would be the provider;

c) assisting governments through information-exchange, training,
technical and financial suppnrt to better utilize their private
sectors;

d) support to develop a multiplicity of channels for services delivery
such as public/private partnerships under contract or lease
arrangement, joint venturing internally or with foreign firms,
ctonsumer cooperatives;

e) continued assistance to governments to improve services that must
be supplied at least in part by government such as primary educationj;
and, those which are essential to efficient private sector development
and for which the private sector is not yet geared up to undertake,
such as large transport infrastructure like ports, roads and airports.
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Fart VI
Conclusion

Over a tri-decade of increazing centralization and expansion of
public expnditures (or deficite), governments in much of the Third
World have focussed more on the cansolidation and protection of their
powers than on policy and institutional reform to promote efficient
use of national resaurces. Officially, the private individual, or
collectively the private sector, in most countries has been left out
of the development equation. The individual’s or privates sector®s
energies, skills, rescurces and public or civic responsibilitie. have
not been systematically integrated into the procees of national
development and maintenance of public well-being.

The public citizen, conditioned to be passively expectant of and
dependent on heavily subsidized government services and development
initiatives, often remains ignorant of and isolated from the tasks of
their provision. Governments have reinforced public attitudes through
failure to levy and enforce tax and user charge provisiocns directly
linked to services and benefits received.

With increasing urban population pressures, i1ndividuals and
particularly low income groups have become not onlv isclated but also
alienated from government activities because of lachk of access to a
modicwn of well-being, leading in some cases to public unrest.
Frivate sector intiatives, often informal or illegal, have emerged in
most large cities of the Third World to help the public satisfy basic
public goods and services requirements that are not provided by
government in sufficient quantity ar guality. Historically. such
private initiatives have been discouraged through regulation and even

harassed by government which sees them as an encroachment upon areas



of activity resarved to government. Government attitudes have thus
traditionally reinforced what Hirschman terme "the public-private
gplit.’

Hirschman wrote in Shitting Involvements., (p.1370):
"The divorce of the private and the public Lisl a characteristic
featuwre and a problem, even an affliction, of modern society...fs with
all =uch basic polarities, it is easier te identify and criticize them
than to come up with “conetructive’ proposals how to overcome them.
Certainly, we can see elenents that will be part of any such
reconciiiation. For example, a greater amount of workplace
participation could contribute to healing the public—-privats split.
Such participation would introduce an element of publicrness into
private worl effort.”
Faortunatelsy, Third World governments, strapped by public debt, failed
development plans and rising wnmet public demand for goods and
sgrvices, have recently begun to =ee the importance of private
participation in whban development and ssrvices. 6 growing number of
Third World citres now not only tolerate but alse encourace parallel

private uwhan services svetems Lo govermnment-provided services.

"Frivatization® in the form of public—-private partnership for the

further step toward

i
ui
a
Qi

deliverv of public goods and services i1
closine the chasm between private and public participation in pursuit
of the public weal.

The public zector’s transition from provider to facilitator of
uwrpan service: delivery demands that highly centralized national
governments muster the political will to shift some power of authority
from natiomal to cub-national units of government; and, at the local
government lewel, from the municrpality to privats, public-private aor
communi t/ orcaniaatrons conmt tbted o improving public servicoe
delivery. In particular, some financial authority must be devolved to
the local government level to allaow local mobilization and management

nf revenues casential to financing urban public services nesds. At

a9
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the local government or municipal government lev2l, authorities must
be willing to devolve to contracted private entities the authority to
manage the provision and maintenance of public services within self-
enforcing regulatory structures where possible. The authority to hire
and fire personnel based on performance and to levy and collect user
charges commenswrate with the costs of providing services are
essential elements to the suzcess of public/private partrnerships.

At the other end of this power-sharing partnership, government
must adapt to its rew role as facilitator. This includes develaping
its capacity to gQuide, to regulate, to monitor and to evaluate private
provision of public services but without detrimental interference in
their operations. This doz2s not mean ‘laiscsez-faire’ because if
government does not ensure healthy competition among private providers
and hold the providers accountable for maintaining a basic coverage
and quality of service, the public interest could be compromised by a
strongerr incentive to private gain.

The process of greater private participation in public sector
service delivery and management has begun well in Third World cities.
The opportunities it offers for expanding public services capacity as
well as productive emplovment is significant. The potential of using
the "privatization” process to increase public citizen awareness of
and participation in municipal and national development and
management activities is impprtant. The real challenge remains to
steady and =sustain a é'adual growth of public-private cooperation and
integration to more fully serve public services needs of today and to
make better use of limited resources in preparation for the greater

needs of tomortow.
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