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INTRODUCTION

In the Umted States, as m most other countnes, mcreased partIClpauon of the pnvate sector IS

essentIal to meet growmg demands for mfrastructure and "pubhc services" The ability of

government agencIes alone to proVIde adequate water, sewerage, and wastewater treatment

facilitIes, roads and lughways, arr, raIl and water transportatIon networks, telecommumcatIons

and utIhues systems, and schools, hOspItals and other socIal service facilitIes, IS becommg more

broited Even If governments are fmanctally able to raISe the capItal needed for mfrastructure

mvestment, they would depend on the pnvate sector to undertake most of the constructIon and

much of the mamtenance But because of theIr hnnted financIal and operatIonal resources, the

Federal government and state and local governments are deregulatmg many mdustnes, allowmg

the pnvate sector to expand servIces and mfrastmcture for telecommumeat1ons and arr tnmsport,

for example, and to compete or cooperate With pubhc agencies m proVIdmg other types of

services and facilities, such as water, energy and waste dIsposal They are also encouragmg

busmesses, commumty groups, pnvate voluntary assocIatIons, small enterpnses, and other non­

governmental orgamzauons to offer services and to proVide facilitIes for educatIon and health

care In additIon, governments at all levels m the Umted States are proVIdmg fmanclal asSistance

and guarantees for pnvate mvestment m phySical mfrastructure, creatIng new types of pubhc­

pnvate partnershtps, and contractIng WIth pnvate orgamzatIons to manage a larger range of

pubhc facilities and serviceS

Government pohcles to promote pnvate sector mvestment m mfrastmcture and encourage

pnvate-pubhc partnershtps assume that many goods and servIceS for whtch people can pay
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chrectly can be produced and del1vered more efficIently and effectIvely by pnvate fInns than by

government agencIes Pnvate sector provIsIon of mfrastructure and servIces - eIther dIrectly

or through cooperatIve arrangements WIth government -- has a long Instory m the Umted States,

datIng from the pre-colomal penod to the present The pnvate sector's partICIpatIon IS motIvated

not only by the ability to make a profit but also by recogmtIon of the Importance of publ1c

mfrastructure and servIces for economIc development

ThIs report has four objectIves fIrSt, It IdentIfies ways m winch the pnvate sector

partICIpates m mfrastructure mvestment and m pnvate-pubhc partnerslnps WIth natIonal, state

and local government agenCIes m the Umted States, second, It explores the alternatIve

mstItutIonal, fmancIal, and regulatory arrangements for pubhc-pnvate partnerslnps m

mfrastructure development, tlnrd, It assesses lessons of U S expenence that may be useful to

AsIan governments m ehCItIng pnvate sector partIcipatIon m mfrastrueture development, and,

fourth, It outhnes the concessIOnal fmancmg and prefeaslbility asSIstance av3.1.lable from the

government of the Umted States for Amencan compames seekIng to partICIpate m mfrastructure

development m ASIa

Although tins report focuses pflIDanly on phySIcal mfrastructure development -- that IS,

on capItal facilitIes and equIpment -- the pnvate sector's partICIpatIon m these mvestments IS

often mseparable from the proVISIOn of the selVlces that are dehvered through phySIcal facilitIes

Pnvate compames m the Umted States can only proVide water treatment or dnnkmg water

facilitIes, for example, If they can obtaIn a contract to dehver treated water to a government

entIty or chrectly to consumers on a profit-makIng basiS Therefore, any senous analysIs of

pnvate-pubhc partnershtps must examme both the phySical facility and selVlce proVISIon aspects
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of the pnvate sector's partICIpatIon m mfrastructure development

Another factor that must be kept m mmd IS that government m the Umted States IS htghly

decentralIzed and that the opportumtIes for pnvate-pubhc partnerslups occur at many dIfferent

levels and m dIfferent combmanons at each level of government Although the natIonal or

federal government plays a large role m promotIng and fmancmg mfrastnJeture mvestment, m

many sectors It proVIdes only grants or unposes requIrements on state and local governments

The 50 state governments and the more than 86,000 local governments m the Umted States have

the authonty to develop many types of mfrastroeture on theIr own or m cooperatIon WIth the

federal government Moreover, even at the local level, counnes, townslups, CItIes, villages, and

SPeC13.l mstnct governments can undertake mfrastrueture mvestment or regulate the pnvate

sector's proVIsIon of servIces and facIhnes TIns lughly decentrahzed system creates a broad

base for pnvate sector partlClpanon m mfrastrueture development that mIght not otherwIse occur

m umtary or centrahzed pohncal systems

SCOPE AND MAGNITUDE OF PRIVATE PARTICIPATION IN

INFRASTRUCTURE DEVELOPMENT IN THE UNITED STATES

Although the trend toward pnvatIzanon of mfrastructure and servIceS and the mterest m pnvate­

pubhc partnershtps for mfrastrueture development has gamed mcreasmg momentum throughout

the world over the past decade, It IS unportant to remember that pnvate-pubhc cooperanon IS

not a new concept 1 The pnvate sector has dehvered pubhc servIces and helped buIld

mfrastnIeture m the Umted States on Its own and m coDjunct:Ion With government agencies for
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more than two hundred years

Hzstory of Pnvate-Pubbc Partnershzps In the United States

Throughout the Instory of the Umted States, pnvate orgamzauons were heavlly mvolved

m bulldmg toll roads, turnpIkes, canals, waterways, raJ1roads, Inghways, and auports 2 Indeed,

dunng the coloma! penod pnor to 1776 enure clues and towns were bullt along the eastern

seacoast of North Amenca by groups of settlers who receIVed charters or nghts from pnvate

tradIng compames m Europe These chartered compames mvested heavIly m the mfrastrocture

needed to create the towns that would support trade and commercIal actlvlues m the "New

World II What are now the CIty of Albany and the borough of Manhattan m the State of New

York, for example, were constructed m the 1620s under the dJrectlon of the Dutch West IndIa

Company, whIch sent detaIled mstrocuons to settlers on the deSIgn and constructlon of the clues

and on the development of mfrastrocture WIlham Penn, a Bnmh landowner and merchant,

mvested heavlly m the deSIgn and constrocuon of the CIty of PhIladelplua m 1681 Other land

propnetors pnvately developed clues m Vrrguna, the CarolInas, and Georgta as well as mother

east coast colomes begmnmg m the 1660s 3

Moreover, the pnvate sector played an nnportant role not only m buIldmg mfrastrocture

but also m provldmg pubhc servIces well before the Amencan colomes became a sovereIgn

natIon Pnvate finns, for example, had contracts from the mumclpal government to clean the

streets of what IS now New York CIty as early as 1676, a hundred years before the Amencan

RevolutIon 4 Mumcipal governments have been contractmg WIth the pnvate sector for the

proVISIon of servIces and Infrastructure ever smce
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The tradItIon of pnvate sector partICipatIon In developIng mfrastnleture for towns and

cItIes contInued throughout the early Instory of the Umted States Large land development

compames created "pIOneer towns" as tradmg centers In Kentucky, Dlno, IndIana, llImOIS and

other mIdwestern states In the late 1700s and early 1800s Dunng the 1800s "company towns"

bullt by ratlroad and mmmg compames and by pnvate land owners dotted the Amencan

landscape from CalIfOrnIa and the Northwest temtones to LoUISWla In the northeastern Umted

States textIle compames Invested not only In mfrastructure but In hOUSIng and commercIal

facilitIes to create new towns around theIr mills The Boston Manufaetunng Company bullt

Lowell, Massachusetts In the 1820s, for example, and the Pullman ratlway-car company was

largely responsible for developIng the mfrastnJeture and facilitIes of the City of Pullman, DlmOIS

In the 1880s oS

The pnvate sector also partiCipated Slgmficantly In the constructIon and extensIOn ofother

mfrastnlcture systems In the Umted States From the 1840s to the late 1860s large amounts of

pnvate caPital were Invested In telecommumcatIons Pnvate Investment In electromagnetIc

telegraph systems Increased the number of places m the Umted States connected by telegraph

from 450 In 1852 to more than 800 by 1857 6 The Western Umon Telegraph Company Invested

heavlly m extendIng telegraph networks throughout the Umted States m the mld- to late-1800s 7

Throughout the early 1800s, state governments proVided most of the caPital for transportatIon

mfrastructure, but often through "mIXed enteq>nses" that combmed pubhc and pnvate

constructIon and operatIon Large pnvate colpOratIons bullt and extended ratlroads, first among

eastern coastal clues and commercIal centers In the mId-1800s and then progreSSIVely mto the

mIdwestern, southern, and western states later m the century Large numbers of smaller
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compames buIlt trunk raIl hnes connectIng cItIes and towns throughout the Umted States m order

to hnk them to mam raIl networks The federal government provIded land and other subsIdIes

to help pnvate compames extend raIl hnes across the country whIle state and local governments

often ISSUed bonds that helped pnvate compames to buIld trunk and connectIng raIl lmes 8

Wherever new raIllmes were extended and formed Junctlons WIth roads, canals, ports, or other

means of transportatIon, these "transport nodes" attracted pnvate capItal for the constructIon and

development of new towns and Clues

The pnvate sector also played an lIDportant role m providIng many commumty servIceS

and the facilitIes needed to dehver them UntIl the mId-1800s, sohd-waste dIsposal was mamly

the responsibility of pnvate cItIzens and small-scale busmesses 9 Dunng much of the early- to

mId-19th century both urban and roral households m the Umted States obtamed water from

pnvately constructed wells or cISterns or from pnvate water compames UntIl the late 1800s

more than half of the nation's waterworks were pnvately owned and operated In the early

1900s mumclpal governments took greater responsibility for sohd waste dIsposal but used a

vanety of pubhc-pnvate partnershIps, mcludmg contractIng With pnvate collectors

Pnvate sector partnershIps WIth government m developmg mfrastJUcture contInued to

flounsh m the Umted States dunng first half of the 20th century Large steel companies

proVIded much of the mfrastructure for clues such as Gary, IndIana, and Fanfield, Alabama m

the early 1900s, textIle mill and tobacco processmg towns were developed by pnvate companies

m the southern part of the Umted States well mto the IDlddle of the 20th century ElectnClty,

telephone serviceS, and other types of utIhbes were extended through facilitIes buut and operated

by pnvate compames In ChIcago, 45 compames proVIded electnc hghtIng at the tum of the
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century Pnvate compames provIded nearly all of the mcotpOrated CIties m the Umted States

WIth populatIons of more than 4,000 wIth telephone servIces and facilities MumcIpal tranSIt

systems were largely pnvately owned and operated untJ.I World War n and nuxed pubhc-pnvate

construction and ownershIp was common m large CInes even after the 19505 10

Although the Great DepreSSIOn of the 1930s weakened the partICIpatIon of the pnvate

sector and mcreased the responSibility of federal, state and local governments m extendmg

mfrastructure and servIces, pnvate orgamzattons contmued to play an unportant role both m

mvestment and operation of pubhc-servlce facilities Pnvate compames played a crucIal role

as contractors m butldmg one of the most ambItious mfrastrueture projects ever undertaken m

the Umted States begmnmg 10 1955 the mterstate hIghway system The construction mdustry

was responSible for creatIng the 39,OOO-nule system of hIghways spannmg the entire country

WIth federal and state government fmancmg ThIs enormous mfrastrueture project that later

proved to be so valuable for the economIC revItahzabon of the Umted States took 30 years and

more than $75 bJ.lhon dollars to complete And although It was financed by federal and state

governments through gasohne taxes Its constructIon by pnvate companies through contracts was

an Jinportant feature of mfrastnleture development and a strong generator of "multIpher effects II

that fueled economIc growth dunng Its constructIon

The current worldWIde surge m pnvatIzanon and pnvate-pubhc partnershIps m

mfrastructure development had Its roots m the penod of deregulatIon m the Umted States and

Canada m the late 1970s and 10 the movement toward divestment of pubhc transport and ubhty

compames m Great Bntam, France, and Gennany m the early 1980s By the early 1990s, the

pnvate sector was proVIdmg a substanbal portIon of the mfrastrueture and servIceS m many
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Amencan mumclpabues Surveys of Clues WIth over 50,000 populatIon show that the pnvate

sector was mvolved m sohd waste collectIon m about half of the CItIes, m health care m about

27 percent, m transportatIon m about 26 percent, m street mamtenance m 24 percent, and m

wastewater treatment m more than 8 percent II U S envIrOnmental protectIon legIslatIon enacted

durmg the 1970s and 1980s mcreased the technologIcal reqUIrements for waste chsposal and

created substantIal new opportumtIes for pnvate busmesses specl3hzed m constructIng and

operatIng waste dIsposal facilitIes

The Importance of Infrastructure m Economic Development

Throughout the hIstory of the Umted States both government and the pnvate sector have

emphasIZed nnprovmg phySical mfrastmcture because they saw It as one of the most effectIve

mstruments of promotIng econOmIC development Expenence m both North Amenca and

Europe mdIcates that pubhc mfrastructure mvestment IS a cructal factor m natIonal, regIonal,

and local economic development m three major ways fIrst, by contnbutIng to regIonal economic

development potentIal, second, by contnbutIng to regIonal econOmIC output and mvestment, and

tlurd, by contnbutIng to the prodUctIvity of mdlvldual fIrmS

1 Infrastructure's ContnbutIOn to RegIOnal EconomiC Develqpment PotentIal The

Commission of the European CommumtIes has found from Its stuches that a regIon's

Infrastructure endowment IS one of the most crucIal factors contnbutIng to Its econOmIC

development potentIal IIAmong a group of regIOns havmg a sllDllar endowment as to locatIon,

[populabon] agglomerabon and sectoral structure, II the ConmusslOn concluded, "basically a

regIon WIth a better mfrastructure endowment will m general also be able to have Ingher mcome,
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prodUCtIVIty and employment ,,12 insuffiCIent or poor quabty mfrastructure, or Its overutIhzatIon,

create bottlenecks to economic development and hnut the capacity ofpnvate entetpnse to benefit

from potentIal locatIon advantages or to change the sectoral nux of regional economIC aCtIVItIes

On the other hand, m some regions, mvestments m new mfrastrueture or lDlprovements m

eXlstmg tnfrastructure qualtty can overcome other wmtanons such as unfavorable locatIon or low

levels of populanon agglomeranon Vast regIons of the Umted States were opened to new

economIC aCtIVItIes by the extensIOn of canals, roads, ports, and rculways m the 1800s and by

arr cargo and passenger facilitIes and the mterstate htghway system m the 1900s In the Umted

States, entrepreneurs and skilled workers and managers are more hkely to be attracted to places

With htgh quahty soctal servIceS and effiCient phySical facilitIes where they can make use of the

other factors of productIon more effectIvely Studies undertaken m the State of Tennessee, for

example, showed that the presence of the mterstate bIghway system m vanous locatIons

throughout the state has had a posItIve and Slgmficant effect on the locatIon of mdIvldual

busmess estabhshments 13

2 Infrastructure's ContnbutIon to EconomiC Output and Investment Amencan

expenence also shows that mvestlnent m mfrastructure contnbutes to development by expandmg

economic output Pubhc mvestlnent m mfrastructure contnbutes dIrectly to htgher levels of

output as do the multIpher effects from pnvate sector partIcipatIon m facilitIes constructIon

Some Infrastructure, such as effiCIent hIghway networks, aIr, nul and port facilines,

telecommumcatlOns, and utIhnes mcrease regIOnal econolDlc output by makmg an area more

attractIve for pnvate mvestment The CommISSion for European CommumtIes also pomts out

that "regions WIth a comparably low degree of mfrastrncture capaCIty utlhzatIon need more
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pnvate capItal and quahfied labor m order to more fully explOIt the eXlStmg development

potentIal "14 The study noted that regIOns WIth msufficlent Infrastructure suffered not so much

from bottleneck effects, as from not bemg able to attract and mamtam mobile factors of

productIon and to pay competItIve remuneratIon for entrepreneurs and labor To the extent that

pnvate mvestment creates new Jobs and hIgher levels of mcome, and to the extent that pubhc

mfrastructure mvestment proVIdes greater acceSSIbility, they can also mcrease pnvate

consumptIon and gross regIOnal product StudIes undertaken m the State of New Jersey showed

that each addItIonal $100 mIlhon of hIghway spendIng would generate about 2,500 new Jobs and

$136 mIlhon of added goods and servIceS IS The value of the multIpber from Infrastructure

development depends, of course, on how government expendItures are financed, on how

extenSIvely the pnvate sector IS mvolved, and on the ability of consumers and mvestors to

respond to changes m mfrastructure endowment

3 Infrastructure's Contnbutlon to Pnvate Sector ProdUctIVIty, Fmally, mvestments

m mfrastructure contnbute to economIC development by helpmg mdIvIdual finns and productive

enterpnses expand theIr output Investments m Infrastructure such as auports, hIghways,

utilitIes, telecommumcatlons, waste dIsposal, water treatment, and transport facilines contnbute

dIrectly to the output of pnvate enterpnses by reducmg the costs of obtammg mputs or supphes,

of productIon and dIstnbunon, and of access to larger market areas StudIes m the Umted States

have shown that smce World War IT, "a core mfrastrncture of streets and hIghways, mass

tranSIt, auports, water and sewer systems and electnc and gas facIbnes bears a substantJ.ally

poslnve and statJ.StJ.cally Slgmficant relanonshIp to both labor and multJ.factor prodUctJ.VIty ,,16

Other studIes estlmate that each 1 percent mcrease m pubbc capItal mcreased pnvate sector
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output by 34 percent, that IS, a $1 mcrease m the stock of pubhc capItal would yIeld about 60

cents of addIuonal output ThIs was nearly double the margmal prodUeuvity of pnvate capItal

mvestments 17 These studIes also sbowed that on a state-by-state basIS mvestment m pubhc

capItal had IIa SIgmficantt poSItIve lDlpact on output at the State level In other words, States

wIth more pubhc caPItal, all else equal had greater levels of pnvate output tl18

In tbe future pnvate-pubhc partnershIps for mfrastrocture mvestment will become even

more Important m the Umted States - and mother countnes as well - as a larger share of

manufactunng and servIce acuvltIes shIft to Just-m-tmle productIon and dIstnbutIon processes

and as more compames become more heavIly engaged m mtematIonaI trade The Umted States

Department of Commerce estlDlates that nearly one-thIrd of all Amenca.n shIpments will be m

accordance wlthJust-m-tImepnncIples by 1995, requmng effiCIent transport and commumcatIons

mfrastructure Just-m-tmle productIon and dIstnbutIon cuts mventory costs t forces compames

to seek the most effiCIent shIppmg modes, reduces manufactunng costs, and mcreases

prodUCtIVIty For all of these reasons, pnvate-pubhc partnershIps m mfmstrocture and servIce

proVISiOn will remam crucml m the future

Current Pressures for Pnville-Pubbc PartnershlJls

The mterest m pnvate sectorpartICIpatIon bas been mcreasmg m the Umted States largely

because of the mcreasmg demand for mfrastrocture development, but also because of the nsmg

costs of mvestment for federal, state, and local governments and because of decreasmg pubhc

support for tngher taxes to finance and mamtam many types of mfrastructllre and servIceS that

could be proVIded less expensIvely and more effiCIently by the pnvate sector
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Both the demand for and the costs of pubhc Infrastructure and servIceS have grown

enormously over the past half century By 1989, the Umted States had a stock of pubhc

nonresIdentIal capItal valued at $2 6 tnlhon and pnvate sector capItal valued at $4 6 tnlhon

Between 1970 and 1991, total government annual capItal outlay for non-defense funcuons -- that

15, for hIghways, arr transportauon, water transportauon, educanon, health and hOspItalS,

housmg, natural resources and others -- mcreased from $33 bIlhon to $131 bIlhon 19 State and

local capital expendItures for sumlar funcnons, as well as for sewerage and utlhues, grew from

about $30 bIlhon m 1970 to nearly $132 billIon m 1990 State and local governments'

outstandIng debt for pubhc hIghways alone mcreased from about $19 bIlhon m 1970 to about

$47 bIlhon m 1992

DIreCt federal expendItures for new mfrastructure mvestment has exceeded $20 bIlhon

a year smce 1964 and between 1970 and 1990 totaled nearly $500 btlhon 20 The largest share

of dIreCt expendItures by the federal government for Infrastroeture smce 1970 has been for

hIghways, but It has also mvested heavIly m sewage treatment, water programs, tranSit, avmuon,

and raIl Over the 20-year penod more than half of all federal expendItures for new

Infrastrocture mvestment ($262 bIlhon) went for constrocuon of the mterstate Inghway system,

of other pnmary roads, and of secondary and urban roads, and for mamtenance and

rehabIhtauon of mterstate Inghways About 16 percent ($82 bIlhon) was allocated to sewage

treatment facIhbes and reflected the expansIOn of federal subSIdIes for buIldIng mumclpal

wastewater treatment systems

The demand for and the costs of Infrastructure and servIceS began to mcrease rapIdly

Just as financIal constramts on governments at all levels m the Umted States have become
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tIghter The total amount of state and local government debt Issued through long-term obhgatIons

for pubhc hIghways alone mcreased from about $2 b1lhon m 1970 to nearly $6 b1lhon m 1992,

and the total outstandmg debt of state and local governments for pubhc hIghways mcreased from

$19 bIlhon m 1979 to $47 bIlhon m 1992 Total state and local government mdebtedness,

largely for short-term and net long-term obhganons related to the proVISIOn of mfrastructure and

servIces mcreased from $335 btlhon m 1980 to $915 bIlhon m 1991 21

But, as one group of observers pomts out, "as taxes have been mcreased to fInance

essentIal servIces, the demands made by CItIzens for hJgher quahty of servIce also have grown,

as have the number of complamts when expectatIOns have not been met " Pnvate-pubhc

partnershJps, espectally those that rely on contractmg servIceS to the pnvate sector by local

governments "has afforded CInes an opnon for msunng quahty servIces whJle mmmuzmg or

perhaps ehmmatmg the dJrect mvolvement they would have m resolvmg cltlZen complamts If

they were provldmg the servIce tl22

The mcreasmg dIfficultIes that all levels of government have had dunng the 1980s and

early 1990s m fmancmg mfrastructure and servIce expanSIOn through tax mcreases or long-term

bonds that I31se tax levels have also fueled theIr mterest m wGrkmg WIth the pnvate sector The

strong potentIal for cost savmgs for governments by pnvattzmg servIces and mcreasmg the

partICIpatIon of the pnvate sector m mfrastructure development has been a dnvmg force for

pnvatIzatlon 23
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INSTITUTIONAL ARRANGEMENTS FOR PRIVATE PARTICIPATION IN

INFRASTRUCTURE DEVELOPMENT

GIven the croctal role of the pnvate sector and of pnvate-pubhc partnershIps 10 Infrastructure

development, It IS Important to understand how the pnvate sector works together WIth natlonal,

state, and local governments 10 the Umted States to develop Infrastructure and provIde servIces,

and how It mobthzes capItal and other resources TIns sectIon looks at the current ways 10 whIch

pnvate and pubhc sectors work together and draws examples from a WIde range of lOfrastructure

and servIces mcludmg transportatlon, telecommumcatlons, power and energy, water and waste

water, envIronment, and human resource development Spectal attentIOn IS gIVen to wastewater

treatment and water dlstnbutlon systems

Instztunonal Altemahves

PublIc servIce delIvery and Infrastructure development 10 the Umted States takes place

through four major mstltutlonal arrangements 1) by government as the prImary prOVIder, 2) by

government contracting WIth the pnvate sector, 3) by Jomt activItIes of the publIc and pnvate

sectors, and 4) by the pnvate sector as a buslOess Perhaps the most frequently used mechanIsm

IS contractmg by state and local governments WIth pnvate companIes to proVIde facilitIes and

servIces, but mcreasmgly governments are lookIng to others such as Jomt mvestment by

government agenCIes and pnvate compames Table 1 summanzes the responsIbIhnes of the

publIc and pnvate sectors under alternatIve lOstitutlonal arrangements for servIce proVISIon In

additIon, government has created "markets" for pnvate development of mfrastructure through
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TABLE I RESPONSffiIUTIES UNDER ALTERNATIVE INSTITUTIONAL
ARRANGEMENTS FOR INFRASTRUCTURE & SERVICE PROVISION

ActIVIty Government Contractmg With Jomt ProVISIOn Private ProvIsionProvIsion Private Sector
Turnkey Jomt Regulatory Merchant Protit-

Investment Requirement Faclhty Makmg
Busmess

Decision to Pubbc Pubhc Pubbc Pubhc Pubhc Pnvate PnvateProVide

Ftnanctng Pubbc Pubhc Pubhc Both Pnvate Pnvate Pnvate
Design Pubhc Pnvate Pnvate Both Pnvate Pnvate PnvateWIth Pubhc WIth Pubhc

Performance Standards
RequIrements

ConstructIon Pubhc Pnvate with Public Pnvate Pnvate Pnvate Pnvate PnvateSpecificatIon with with
RequIrements Public POSSibility

Spectfica- of Pubbc
hons or Requlre-
RequIre- ments
ments

Ownershtp Public Pubbc Public Either Pnvate Pnvate Pnvate
Operahon & Public Pnvate Pnvate Pnvate Pnvate Pnvate PnvateMamtenance

Source Adopted from U S EnvIronmental Protechon Agency, Publ,c-Prnute PartnershIp Case Studies, Washtngton EnvIronmental Protection Agency, 1990
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deregulatIon or SImply by leavmg some types of mfrastructure development to the pnvate sector

or by proVldmg guarantees or SubsIdIes or mcentIves for the pnvate sector to provIde facilitIes

and servIces The pnvate sector has become a partner m developmg mfrastructure by regulatIon

as well mcreasmgly CItIes and states are requmng pnvate developers of resIdentIal, commercIal

and mdustnal facilitIes to provIde mfrastructure or to pay for It through Impact fees, and

envIronmental protectIon laws reqUIre commercJa1 and mdustnal plants to mvest m equIpment

and facilines that prevent or clean-up envIrOnmental pollunon

1 ServIce and Infrastructure ProvISIon by Government

Many types of mfrastructure and servIces, of course, are stIll proVIded dtrectly by local,

state, and federal levels of government m the Umted States However, even when government

IS the prImary proVIder, CItIZens and pnvate orgarnzanons can play Important roles State and

local laws often reqUIre pubbc heanngs before governments can allocate resources to large-scale

mfrastructure projects or to SIgmficant extenSIons of servIce Voters must often approve bond

Issues or large tax assessments before governments can go ahead WIth mvestment plans, and

often nongovernment and pnvate orgamzanons are mVIted to partICIpate m the plannmg, desIgn,

and locanon of mfrastructure projects Pnvate orgamzatIons can also mfluence the SIZe, scope,

and ttrnmg of mfrastructure mvestments or delay theIr Implementatlon through legal or pobUcal

means Thus, many local governments seek out CItIZen and pnvate sector partIcIpatIon on a

voluntary basIs m the early stages of Infrastructure planmng m order to prevent or reduce

opposItIon or delays and m order obtam valuable advIce and asSIStance
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2 Government Contractmg wIth PrIvate Compames

The most frequently used form of pnvate-pubhc partnershIp for mftastroeture

development and servIce proVISIon at the local level m the Umted States IS contractmg Federal,

state and local governments contract With pnvate orgamzauons to help proVide mfrastructure and

services that pubhc agenCIes cannot offer effiCIently or effectIvely on theIr own ContractIng for

mfrastnlcture and servIces allows governments to arrange With pnvate companies to proVIde

servIces or facilitIes that meet government specIfications 24 Generally, governments contract

WIth pnvate orgamzatIons to proVIde a servIce through three mechamsms servIce contracts,

management contracts, and lease contracts

a ServIce Contracts Through servIce contracts pnvate fIrmS are engaged

by government agenCIes to proVIde a specrfic servIce for a specJfied penod of tmle It IS

estImated that m the Umted States mumcIpahtIes on average contract out about 25 percent of

thelT servIces to the pnvate sector 2S Among the servIces local governments m the Umted States

most frequently contract out to pnvate companies are street hght mamtenance, sohd waste

collectIon, street repatrS, hOspItal management, mental health facilitIes, day-care facilitIes and

programs, ambulance servIceS, bus operatIons, and drug and alcohol treatment programs

Contractmg has become one of the most Important forms of pnvate-pubhc partnershIp

for water and wastewater treatment projects m the Umted States One example IS a servIce

contract SIgned between the CIty of Hood RIver, Oregon and a pnvate company, OperatIons

Management InternatIonal (OMl), to operate and mamtam the CIty'S wastewater treatment

plant 26 Pnvate operatIon of the plant ehmmated the CIty'S effluent quahty problems and saved

about 10 percent a year m operatIng costs compared to pubhc operauon The CIty paId the
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company a yearly fee for operatmg the treatment plant by chargmg users fees The company

also contracted WIth nearby towns and cIties to treat therr wastes because the treatment plant had

surplus capacIty OMI shared the profits from the external contracts WIth the CIty through a

revenue fee

The CIty of Seattle, WashIngton, also turned to a servIce contract WIth pnvate sector

compames -- Waste Management International (WMI) and Rabanco Inc -- to perfonn Its curb­

SIde sohd-waste collect1on and recychng when Its landfill was closed T1 Seattle's CIty

government not only will save more than $1 mtlhon a year m collection costs, but the pnvate

compames that received the contract agreed to purchase all of the needed collection and

processmg equIpment

b Management Contracts Through management contracts pnvate contractors

can take over responsibility for operatIon and mamtenance of a facility or provIsIon of a servIce

With the authonty to make routIne management decISions In the Umted States and Canada,

pnvate compames routInely take contracts to manage mumclpal or pubhc hOSPitalS, several states

and local governments have begun to contract WIth pnvate compames to operate correctIonal

facilities, and some local governments contract WIth pnvate compames to manage pubhc utIhties

The town of Llt1tz, Pennsylvama, for example, solved Its problems WIth wastewater and dnnkmg

water systems by contractIng WIth PSC Engmeenng Inc ThIs pnvate company operated and

mamtamed the town's water supply ~ystem and operated Its wastewater treatment plant 28

Pnvate sector managers brought m quahfied engmeenng personnel, winch the town could not

afford to hIre on Its own, and unproved the qualIty of water and the effiCIency of both utIhties

C Lease Contracts. Lease contracts ehclt pnvate sector partiCIpatIon by
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allowmg a pnvate fInn to lease a facility provlCimg pubbc servIceS from a pubhc authonty and

assume responsIbIhty for operatIon, mamtenance, and replacement of non-fIXed capItal assets

In some cases, the government leases development nghts to land, water or arr space to pnvate

mvestors that will provIde mfrastructure and servIceS The state of CalIfOrnIa, for example,

leases arr space above pubhc Inghways and freeways for the development of commercIal

buildmgs, hotels, and other mfrastructure In Washmgton DC, the Washmgton Metropohtan

TranSit Authonty leases land and development nghts to pnvate compames and mvestment groups

for the development of statIons along the metroraJ1 system m winch office and commercIal

facilitIes can be built The leases allow the pnvate sector to develop both transport and

commercIal mfrastructure and the revenues from the leases are used by the government to extend

and mamtam transportatIon mfrastroeture 29

Two major approaches to revIsmg contracts between local governments and the pnvate

sector are used m the Umted States Under a "franclusmg" contract, the pnvate company's

facilities and servIces are revIewed penodIcally by both partIes, usually every three to five years

Under a "concessIOn" contract, the terms of servIce are agreed-upon for a fIXed term and

renewed through pubhc blddmg Long-term conceSSIOns may have a proVISIon allowmg rates for

servIces to be reVIsed after mfrastructure constructIon IS completed

3 Jomt ProVISion of Infrastructure by Pnvate and Pubbc Sector QrgamzatIOns

In SItuatIons m whIch the contractmg for servIces IS not SUItable, governments are

expenmentmg WIth many other forms of pnvate-pubhc partnerslnp These partnershIps vary m

theIr charactenstIcs and mclude turnkey projects and Jomt mvestment
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a Turnkey PrOJects Turnkey projects are usually buIld-operate-transfer (BOT)

agreements m whIch governments buy or lease completed facilitIes constructed by pnvate

mvestors after the mvestors have recouped theIr mvestment and a reasonable return by operatIng

the facilitIes for an agreed-upon penod of tune For example, the fmancmg, desIgn,

constructIon, operatIon, and mamtenance of a water treatment or wastewater treatment facility

are done by a pnvate company WIth a contract from one or several local governments for

servIces untIl the company recovers Its mvestment and a farr profit, and then turns ownershIp

over to the government The dnnkmg water supply system m Irvmg, Texas, for example, was

extended by the CIty government by contractmg WIth a pnvate corporatIon to make the capItal

mvestments m developmg new water wells and constructmg chstnbutlOn systems to supplement

the CIty'S already eXIstmg water supphes The pnvate company obtamed pnvate financmg to

develop the system, WIth the CIty contractmg to purchase water from the company for seven

years on a per-gallon fee basIS At the end of the contract, the CIty would take ownershIp for an

agreed-upon transfer fee 30

b Jomt Investment Another means of Jomtly provldmg mfrastnIcture or

servIces IS one m whtch both pubhc and pnvate orgamzatIons take an actIve role m fmancmg

pubhc servIce facilitIes, utIhtles, low-cost housmg, transportatIon facilitIes, or other types of

development projects For example, Jomt mvestment by the federal government, the Fort Worth

Texas mumclpal government, and a pnvate company -- The Perot Group -- was used m the

development of Fort Worth's Alliance Allport 31 ThIs auport and mdustnal park was conceIved

as a large arr-cargo facility to help aerospace and htgh technology fInDS shtp fwshed and

mtennechate products and manufactunng eqUIpment The U S Federal AVJ3.tIon Agency
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provIded a grant of $34 mIlhon to construct a runway, the CIty government of Fort Worth

planned more than $65 nulbon m pubhc mfrastructure requIred to support Alliance Allport, and

The Perot Group mvested more than $100 mIlhon m land acquISItIon The CIty also authonzed

a property tax abatement for the project A pubhc authonty was fonned and authonzed to Issue

$800 mllhon m tax-exempt debt to budd pnvate mamtenance hangars

Another notable example of Jomt mvestment m mfrastroeture IS the Global Transpark

PrOject bemg plannmg and constructed m the eastern part of the State of North Carohna 32 The

Global Transpark (GTP) IS a multI-modal transportatIon complex combmmg aD" cargo and

passenger, ratl, hIghway, and other transport facilitIes WIth Just-m-tIme manufactunng and

dlstnbutIon facilitIes, and the latest commumcatIons technology systems to produce a world-class

lOgIstIcs complex for companIes mterested m mternatIonal busmess The GTP will concentrate

mfrastructure and eqUIpment on 15,300 acres of land that will support transport and lOgIstIcs

systems for speedy and rehable matenals handbng and manufactunng The Global Transpark

will facilitate the mternatIonal busmess actIVItIes of compames that depend on speed-of-dehvery

of mputs and fImshed products m order to compete effectIvely m the global economy The

economIc actIVItIes located m the GTP will have access to advanced telecommumcatIons and

computer systems and electromc data mterchange (EDI) to track orders and shIpments and to

control sourcmg, productIon and dIstnbutIon

The GTP IS a result of Jomt mvestment by the federal and state governments, pnvate

compames, tenant fmns, and 12 county governments m the eastern regIon of North Carohna

Federal and state governments have proVIded fundIng for the feasIbility study, master planmng

and enVIrOnmental IDlpact assessment A Global Transpark FoundatIon composed of
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representatlves of government and the pnvate sector IS raIsmg $30 nn.Ihon from corporate and

other sources to help develop the GTP mfrastructure And the 12 county governments m the

areas around the GTP will raIse an addItlonal $35 IDJ1hon to proVIde supportIng mfrastroeture

More than $285 nulhon m commitments from pubhc and pnvate sources had been made by

1993

The Jomt mvestment m the GTP will gIve the pnvate sector access to a state-of-the-art

manufactunng, 10gIstlcs, and commumcatlons complex hnked to natIonal and mternatIonal

markets Plans for GTPs are bemg explored m ThaJ.land and Germany that could hnk the North

Carolma GTP Into a network of lOgIstIcs complexes In Europe and Asia The local and state

governments In North Carolma will benefit from mcreased tax revenues from the compames

and workers attracted to the GTP, from the 23,000 new Jobs expected to be created In the GTP

after It IS constructed, and from the generanon of an addItIonal 26,000 Jobs m the area

surroundmg the GTP

4 Pnvate ProvISIon of Infrastructure and ServIces

Federal, state, and local governments In the Umted States encourage the pnvate sector

to proVIde some types of mfrastructure and servIces on Its own or SImply leave some servIceS

and facilitIes to pnvate enterpnse and non-government orgamzanons The pnvate sector

pnmanly proVIdes mfrastroeture and servIces that are mandated by government regulatIon, for

winch It can proVIde merchant facilitIes, for whIch fmancIal support IS requIred as the result of

pnvate development, and for whIch opportumtIes eXist for makIng a profit
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a PublIcly-Mandated or Regulatory RequIrements Regulatory measures m the

Umted States have often been used effectIvely to reqUIre the pnvate sector to provIde

rnfrastructure If theIr operatIons lead to health, safety or secunty hazards for the pubhc

Perhaps the best example IS m the field of envlIOnmental protectIOn where arr and water

pollutIOn Infrastructure and eqUIpment IS almost entuely proVIded by the pnvate sector to both

pnvate and government orgamzatIons Pnvate sector orgamzatIons are requIred to mvest m

Infrastructure and eqUIpment that reduce or ehmmate arr and water pollutIon and to dIspose of

potentIally toXIC or hazardous wastes Moreover, a strong pnvate mdustry has developed to

supply envlIOnmental protectIon technology, eqUIpment and servIces to both the pubhc and the

pnvate sectors as the result of more stnngent envlIOnmental protectIon laws and theIr

enforcement The Clean AIr Act, the Resource ConservatIon and Recovery Act, and the

ComprehenSIve EnvlIOnmental Response CompensatIon and LIability Act and state and local

enVIrOnmental regulatIons have stImulated mvestments m and productIOn of enVIrOnmental

mfrastructure m the Umted States

CapItal expendItures for arr pollutIon abatement mcreased from SI 5 bIllion to S3 7

bIllion a year between 1988 and 1991, for water pollutIon abatement from nearly SI 3 bJ1hon

to S2 8 bIllion, and for sohd waste from SO 6 bIllion to SO 9 bIllion Amencan mdustry

proVIded about S13 bIllion worth of water and wastewater treatment eqUIpment and servIces m

1992 -- about S4 8 bIlhon of winch was treatment technology and facilitIes -- to the pubhc and

pnvate sectors 33 The Clean AIr Act Amendments of 1990 are expected to mcrease pnvate

sector mvestments m Infrastructure to achteve the goals of reducmg 189 hazardous arr pollutants

Utility compames are expected to be the largest mvestors m pollutIon abatement eqUIpment,
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followed by chemIcal, pulp and paper, and the petroleum refmmg mdustnes Clearly,

mvestments by pnvate compames m envrronmental protecnon technology and eqUIpment reheves

the pubhc sector of cleanup costs and of mcreased pubhc mvestment m the mfrastroeture

requIred to cope wIth Ingher levels of arr and water pollunon

Government agencIes may offer guarantees or fiscal mcennves to mduce pnvate

orgamzanons to provide mfrastructure and servIces that contnbute to econOIDlc development or

provIde loans or subsldtes to mdtvlduals or groups to purchase servIces or eqUIpment from the

pnvate sector

b Merchant Facilines In tlns arrangement a pnvate mvestor not only buIlds

and operates a facility, but also sells the servIceS It produces for a profit In the Umted States

merchant facilines have been developed for sohd waste management mfrastrocture such as

landfills, composnng facilines, and recyclmg plants Usually fees are charged to local

governments and pnvate mdustnes for use of the facilines and the revenues accrue to the pnvate

owner

The pnvate sector has pamcIpated m mfrastrueture mvestment by provIdmg merchant

facilines for sohd waste dtsposal m towns as small as MIllbury, Massachusetts, WIth about

12,000 resIdents and larger CInes such as St Cloud, Mmnesota wIth about 200,000 populanon

In the case of St Cloud, a pnvate company, RECOMP Inc , bought an eXlsnng sohd waste

compostmg facility and mvested more than $4 mtlhon WIth fmancmg from mdustnal revenue

bonds ISSUed by the CIty The company upgraded and expanded the facility to accept both sohd

waste and sewage sludge 34 In the merchant agreement, the CIty and three surroundmg countIes

agreed to provIde waste to the compostmg facility m order to reduce the amount of waste gomg
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mto landfills by up to 20 percent RECOMP Inc redesIgned the compostmg plant to generate

an IIDproved compost that It was able to market and sell along WIth recyclable matenals m

comphance wIth state envIronmental regulatIons RECOMP also contracted WIth the St Cloud

Transfer and Recychng CotpOratIon and a three-county Sohd Waste Management CommISSIOn

to operate a sohd waste transfer statIon that accepts and processes sohd waste

c Developer ProVISion of or Fmanc13l SUPJ>Ort for Infrastmeture Increasmgly

local governments m the Umted States are requmng pnvate developers of residentIal areas,

commerclal facilitIes, or mdustnal SItes to proVide the mfrastroeture and serYlces requIred to

treat waste water and dIspose of waste, and to proVIde access roads, utllttIes, and other types

of facilitIes The requIrements for developers to finance mfrastroeture Improvements dtrectly

may be a part of a local government's SubdIVISIon or butldmg penmt requIrements or may be

IIDposed through development fees, Impact fees, purchase of sewer access nghts, capacIty

CredItS, or other forms of exactIon States such as CahfomIa, Flonda, Colorado, and Texas that

have expenenced rapId populatIon growth and large-scale reSIdentIal, commercIal, and mdustnal

development m recent years have gIven mumclpal governments the authonty to Impose

development and IIDpact fees to cover the costs of mfrastmeture constructIon or extensIOn

The City of Orlando, Flonda, for example, began requmng pnvate developers to pay

Impact fees when the City'S wastewater treatment systems had to be expanded slgmficantly

dunng the early 1980s as new reSidentIal SUbdIVISIOns and commercIal developments began

growmg rapIdly m and around the CIty 35 The government of Orlando enacted Impact fees on

pnvate developers that paId for new wastewater treatment systems and mcreased fees on eXlstmg

users to pay for upgradmg the servIceS Based on estImated revenues from the IIDpact fees, the
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cIty was able to Issue $230 mJ.1hon worth of tax-exempt revenue bonds to pay for the

mfrastructure expansIOn Developer Impact fees were expected to pay for 72 percent of the

expansIon costs

d Pnvate Investment for Profit Fmally, the pnvate sector mvests m many

forms of mfrastructure m the Umted States to make a profit and for many pnvate compames

mvestment m mfrastructure IS a profitable busmess 36 Housmg umts m the Umted States are

developed by pnvate compames and real estate firms and sold to consumers and mvestors The

federal government has vanous mortgage guarantee and concesslOnallendmg programs that help

lower mcome famlies to gam access to the pnvate housmg market In 1992, the pnvate sector

mvested more than $162 bJ.1hon m reSIdentIal housmg constnlcnon Pnvate compames also buIld

faclines that proVIde SOCIal servIces on a cost-recovery or profit-makIng basIS From 1989 to

1992, pnvate mvestors constructed more than $14 bIlhon worth of educanonal faclines and

more than $33 bIlhon worth of hospItal and msntunonal faclines Dunng the same penod,

pnvate mvestors were responsIble for about $12 bIlhon m constnlcnon ofpnvately-owned streets

and bndges, parkIng areas, sewer and water faclines, parks, playgrounds, golf courses, and

arrfields

Moreover, a good deal of the "pubhc ubhnes" mfrastructure m the Umted States IS

developed by pnvately-owned or shareholder-owned pubhc utility compames There are now

more than 1,300 mdependent telephone compames m the Umted States About 78 percent of

the la.lowatthours of electnclty generated m the Umted States come from mvestoT- owned electnc

ubhty compames Pnvately-owned gas ubhty compames had operatmg revenues m 1991 of

nearly $64 bIlhon From 1989 to 1991 alone, these compames mvested m nearly $78 bIlhon

26



worth of uultues Infrastructure and eqUIpment m the Umted States TIns mcluded nearly $25

bl1bon ill telecommumcatIons Infrastructure, $7 bl1bon ill ratlroad facilitIes, $30 bI1lton ill

electnc and power facilitIes, and $14 bIlhon m gas facilitIes

FINANCIAL AND REGULATORY STRUCTURES FOR

PRIVATE-PUBUC PARTNERSHIPS

As the role of the pnvate sector has mcreased ill developmg mfrastructure and provIdIng

servIces, changes have taken place m the Umted States m how mfrastmcture IS fmanced, how

capItal IS raIsed for pnvate-pubhc partnershtps, and how governments regulate and SUpervIse

pnvate sector partIcIpatIon Thts sect10n exammes the financtal alternatIves for raIsmg

mfrastroeture mvestment capItal and the regulatory Stnletures through whtch government

supervIses pnvate sector partIcIpatIon m sectors that are consIdered to be "pubhc utIhtIes" or

"natural monopohes "

Capital Fmanczng and Revenue Stmcture ofPnvate-Publzc PartnershIps

In the Umted States there IS a well-developed fmanclal stnlcture through whtch

government and the pnvate sector can raIse capItal for mfrastrocture mvestment and service

expansIon The way m whtch mfrastrueture development and serviceS proVIsIon IS fmanced

depends, of course, on the type of pnvate partlClpatIon that 15 used Figure 1 summanzes the

major mstItutIonal and fmanctal optIons avatlable to the pubhc and pnvate sectors Among the

most commonly used fmancmg mechamsms are the followmg 37
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FIGURE 1 MAJOR INSTITUTIONAL AND FINANCIAL OPTIONS FOR INFRASTRUCTURE DEVELOPMENT
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o General Obhgatlon Bonds Mumclpal and state secuntIes backed by the "full faIth

and CredIt" of the Issumg government have been wIdely used by local and state governments to

fund mfrastructure and facilitIes General obhgatIon bonds are used most frequently when the

government IS the pnmary proVIder of mfrastructure and servIces, although the Issumg

government may enter mto a pnvate-pubhc partnershtp or contract WIth a pnvate company

General obhgatlon bonds are repaId from general tax revenues of the ISsumg government from

any of Its revenue sources but most frequently from property tax collectIons

o Nonna] Tax Assessments Some portIon of nonnal tax assessments -- espectally

property taxes, but also sales, busmess, or mcome taxes -- may be used to [mance capItal

Improvements State and local governments may be requlI'ed to set asIde some percentage of

annual revenues for capItal constructIon A pomon of the tax revenues are placed m a capItal

reserve account or m a specIal fund to finance all or part of the costs of mfrastructure and

servIces proVIded by pnvate-pubhc partnerslups or to guarantee loans for capItal Improvements

o Tax-Exempt Revenue Bonds Revenue bonds are ISSUed to [mance the constructIon

or Improvement of mfrastrueture and facilitIes that generate revenues through dedicated user

charges or specIal charges to the beneficIarIes The bonds are usually secured from the revenues

of the project that they [mance Often, local or state governments will create specIal dIstncts

(e g , school or water dIstnets) or authonoes (e g , water and sewer authontIes or transportatIon

authontIes) to Issue the bonds that are restncted m theIr use to the JunsdIctIon of the dIstnct or

for the specIal purposes for wluch they were created

o Special Tax Assessments For some types of mfrastrueture expansion such as water,

electnc, sewage, waste dIsposal, or streets and roads, governments assess specIal taxes on dIrect
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beneficIarIes m the fonn connectIOn, hnkage, or collectIOn fees to help cover the costs of

extendIng the system to new users Often these specIal tax assessments are Imposed on people

or busmesses hvmg on the penphery or outside of the government Junsmctlon m winch the

servlce-provldmg entexpnse or agency IS located, but specIal tax assessments can be Imposed on

any IdentIfiable users of capital mfrastructure that proVide services

o Grants The lDltlal capital for many fonns of pnvately-provlded mfrastructure and

services m the Umted States, especially m transportatlon, dnnkmg water, and wastewater

treatment, has come from grants from the federal government to states and locahtles and from

states to local governments These grants can help proVide the bulk of the capital needed for

Infrastructure constructlon but they are not entIrely "free money" The recipient governments

must often ..match" some poI1Ion of the total cost With locally-raIsed revenues and absorb

substantlal momtonng, management, and repoI1Ing costs mandated by the grants

o Taxable Development Bonds Some mfrastroeture and service projects are caplt!ltzed

through taxable development bonds, winch are a fonn of mdustnal development bond on winch

the holders must pay taxes on the earned mterest These bonds carry Ingher mterest rates and

Ingher debt-servIce ratlo requIrements than tax-exempt bonds

o Industnal Development Bonds Many state and local governments m the Umted

States are authonzed to ISsue mdustnal development bonds to proVide tax-exempt debt for

pnvate companIes buildIng utlhty, sewer, water, or other mfrastrocture that will support new

mdustnal actIvItIes m the JunsmctIon The tax-exempt debt proVides a Ingber return to mvestors

who do not have to pay taxes on mterest to local, state or federal governments

o Leveraged Leasmg ThIs form of fmancmg IS often used m pnvate-pubhc
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partnerslnps and mvolves eqUIty mvestrnent m mfrastructure or facilitIes by passIve tlnrd-party

mvestors such as fmanclal mstttuttons, banks, or leasmg compames The fmanctal mstttutton

acqUIreS or bul1ds the mfrastructure through eqUity and debt at a "leveraged" 60 percent to 80

percent of the mfrastructure'Stotal cost The fmancJa1 mstItutIon then leases the mfrastructure

to an operatmg company that makes lease payments from servIce charges to customers

o LImIted PartnershIp In other cases of pnvate mfrastroeture or servIce proVISIon

mvestrnents are made by a general partner who takes pnmary fmancJa1, legal, and management

responSibility for the project Lmuted partners share m mvestment and eqUIty Projects fmanced

through Iumted partnershIps usually combme eqUIty and debt A lmuted partnershIp allows a

company to obtam capItal from a larger number mvestors and to pass on tax benefits from the

mvestrnent and cash returns from the charges for the servtces proVIded by the project

o Pnvate OwnershIp and Fmancmg In cases where mfrastrocture or serviceS are

bemg proVided pnmanly through the pnvate sector as a profit-makmg aetlVlty or through

merchant facilitIes, smgle-vendor fmancJa1 arrangements can be used m whIch one company

fmances the constructIon and mamtams ownershIp of a facility that proVIdes serviceS to a

commumty The owner proVides the eqUIty portion after the facility IS constructed When

commercJa1loans are used to fmance the venture, the debt IS usually secured by the project Itself

and the expected stream of revenues from a service contract WIth a local or state government

IS used to pay mterest and pnncIpal

A survey of mumcIpalItIes m the Umted States usmg pnvate-pubhc partnerslups m

mfrastrueture and servIce dehvery mdIcated that about 40 percent of the servIces were fmanced

wtIally by a pnvate finn usmg commercIal financmg or mtemal resources About 25 percent
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of the mumcIpahtIes used nonnal tax assessments to provIde lDltIa1 capItalIzatIOn, and only about

8 percent used specIal tax assessments or specIal bond Issues 38 However, most of the servIceS

mcluded m the survey mvolved relatIvely small facilitIes and eqUIpment and dId not reqUIre

heavy capItal mvestment m mfrastructure For larger projects, governments and the pnvate

sector use a combmatIon of the optIOns descnbed earher

State and local governments m the Umted States also use a vanety of ways of

compensatIng pnvate sector orgamzatIOns for provufmg facilitIes and servIces on a contractual

baSIS These mclude contracts WIth fmn-flXed-pnce, flXed-pnce-wIth-escalatIon proVIsIons,

flXed-pnce-wlth-mCentIves-for-efficIent- performance, umt pnce, cost-plus-flXed-fee, and cost­

plus-mcentIve fee About 43 percent of all mumcIpal governments m towns and cItIes WIth more

than 50,000 populatIon have reported usmg a firm-flXed-pnce contract to obtam servIces A

httle more than 25 percent used a umt pnce contract, especIally for street mamtenance and

transportatIon A smaller percentage used a flXed-pnce-wlth-an-escalatlon-clause contract that

allowed the pnce to be adjusted If CIrcumstances changed sIgnIficantly from those prevailing

when the contract was SIgned RelatIvely small numbers of cItIes reported usmg other fonns of

contracts such as flXed-pnce-wlth-mcentIve, cost-plus-flXed-fee, or cost-plus-mcentlve 39

Regulotwn of Utz1znes Companzes

Much of the servlce-provldmg mfrastructure developed by pnvate compames m the

Umted States are m sectors considered to be "natural monopohes" and are regulated by federal

commISSions or executIve agencies, or by state pubhc service COmmISSIOns or local governments

Legally, a pubhc unhty company IS one that provides a good or servIce considered to be a
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necesSIty for all or most people, for whIch there are few Jf any substItutes, and for whIch an

IIextortIonate pnce or a harmfully Infenor standard of servIce II could be Imposed upon the

consumer m the absence of government SupervISIon 40 Generally, the dehvery of such a good

or servIce to the consumer reqUIreS of compames dehvenng them a large 11sunk cost" m capital

mvestment

As noted earher, many telecommumcauons, transportauon, electnc and gas, and water

supply and other utIbty compames are owned by shareholders and thea shares are traded on the

stock exchange However, these mdustnes are regulated or supervISed by governments for five

major reasons Fll"St, government regulauon IS JustIfied because of market faJ.1ures ansmg from

the fact that econOmIes of scale m some mdustnes -- such as water dIstnbuoon or electncIty -­

are so great that the largest firm WIth the lowest costs could dnve all other compeotors out of

the market Second, regulabon IS used m the Umted States to prevent destrucnve compeboon,

such as allowmg radroads or electnclty or water compames to operate at a loss over a long

penod of tmte m order to dnve other compames out of the market and thereby gam a

monopohsbc posIoon ThIrd, regulabon IS used to control or amehorate the adverse effects of

extemahbes, that IS, the actIons -- such as m or water pollunon -- of one party that Impose costs

on or that create negatIve or unmtended consequences for others Fourth, regulatIon IS used to

allocate Muted commonly-owned space or resources such as nghts-of-way for transportauon

Infrastructure or ampace for mhnes among competmg users Fmally, regulaoon 18 used m the

Umted States to protect the pubhc health, safety, and welfare and to mmmuze meqUltable or

unfm practIces by pnvate compames RegulatIon seeks to prevent consumer fraud, protect

consumers from excessIvely hIgh mcreases m electnclty or water pnces, and protect the nghts
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of access to pnvately-provlded "publIc" services and mfrastructure for all groups of people

WithIn society 41

Although federal government agencies play a role m supervIsmg the actIvlttes of pnvate

compames that build mfrastructure and offer servIces m sectors such as raIl and hIghway

transportatIon, telecommumcatIons, envlI'Onmental protectIon, arr transport, and other areas, the

strongest regulatory controls are exercised by publIc utIhty regulatory COmIDlSSlons at the state

and local government levels They are concerned specIfically With supeJVlSmg the actIvItIes of

pnvately-owned or shareholder-owned companIes that provIde pubhc utIhtIes and servIces

Pnces (the rate structure) that the utIhty compames can charge thell" customers, the condItIons

of service proVIsion, and the returns (the rate level) on thell" mvestments m facilitIes and

eqUIpment are usually detenmned by pubhc utIhty CODlIlllSSlOns The elements that are

considered m settmg rate levels and rate structures are summanzed m Figure 2 Regulatory

commISSIOns usually have three, five, or seven members who are eIther appomted by the state

or local executIve branch (the governor or mayor), selected by the legISlature, or elected by

popular vote Appomted members usually have profeSSIOnal backgrounds m the legal or

engmeenng fields, but most states only reqUIre appomtees to be quahfied citIzens or reSidents

of theJunsdIctIon who do not have a fmanclal mterest m the regulated mdustnes 42 Pubhc utI1Ity

COmmISSions allow utIhty compames to recover operatmg costs and the opportumty to earn a

"farr return" on mvestment, assummg that fmancIal requIrements are "Just and reasonable 1143

Regulatory rate-settIng has become comphcated m the Umted States, but the purpose of

regulatIons are generally determmed by the federal government's Pubhc Utility Regulatory

Pohcles Act (pURPA) of 1978 PURPA sets three pnmary objectIves for the pncmg of utI1ItIes
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FIGURE 2 US RATE-SETIING PRACTICES FOR UTILITIES COMPANIES
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fIrst, conservatIon m the use of servIces by consumers, second, effiCIent use of facilitIes and

resources by utility companIes, and thrrd, eqUItable rates to consumers Regulatory comrmssions

also try to assure that utility companIes do not operate hke monopohes RegulatIon becomes a

surrogate for competItIon or remforces pressures from shareholders and dIrectors to make the

companIes effectIve m buI1dmg mfrastructure and effiCIent m operatmg and mamtammg It

Regulators must also consIder that utility companIes face market pressures they must compete

m the general marketplace for labor, capItal, and matenals WIth other pnvate companIes

In the Umted States, regulatory objectIves are based on Widely accepted pnnclples of rate

settmg that are descnbed by Bonbnght as follows

o PractIcal attnbutes of SunphCIty, understandability, pubhc acceptability, and

feaSibility of apphcatton,

o EffectIveness m yIeldmg total revenue requIrements for utility companIes Wlthm

standards of faIr-return,

o Revenue stability from year-to-year for utility companIes so that they do not

encounter unexpected fmanctal problems,

o Stability m the rates to mmUnIze unexpected changes that are adverse to eXIStmg

customers,

o Freedom from controversIes over proper mterpretatton of rate regulatlons,

o Farrness m appomomng total costs through different rates to dIfferent types or

classes of customers,

o AVOIdance of undue dtscnrnmatlOn m rate relatIonshtps,
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o EfficIency of the rate classes and rate blocks to discourage wasteful use of

servIces whJ.le promotmg all JustIfied types and amounts of servIce use 44

All of these pnncipies fall WIthIn the legal tradItlon of the Umted States whereby government

has the power and obhgatlOn to protect the pubhc mterest

U.S RJlte-Settzng Prachces for Utdzhes Companies

WithIn these broad gUIdelInes, pubhc utlhty comnnsslOns use dIfferent approaches to set

rates for dIfferent types of utlhty compames The two components that regulatory commISSIons

conSider are the rate level and the rate structure

1 Rate Level The most common approach to settmg the rate level -- that IS, the

overall eammgs of a company -- IS by calculatIng Its total revenue requIrement ThIs IS usually

detennmed by the followmg equatlon

R = O+(V-D)r

where

R = total revenue requIred

o = operatmg costs

V = gross value of tangtble and mtangtble property

D = accrued deprectatlon of tangtble and reproducible property

r = the allowed rate of return

Allowable o.peratmg costs are usually specJfied by the regulatory conumsslon and mclude such

expenditures as wages and sa1anes, benefits, advertlsmg and pubhc reIatlons, contnbutlons and

donatIons, merchandIsmg and Jobbmg expenses, replacement resource costs, and others The
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gross value of tangIble and IntangIble property IS generally measured by general pnce 1Odtces,

constructlon costs, or umt-cost pncmg Accrued de,precIatlOn of tangtble and reproducIble

property IS detenn10ed dIfferently 10 dIfferent states dependmg on the type of property valuatlon

used However, pubhc utlhtles generally make deprecmbon charges to theIr plant, eqUIpment,

and other capItal property usmg approved accountmg procedures The allowable rate of return

IS estImated by determmmg the cost of capItal for the ubhty 10 current financIal markets As

Plulhps notes, "at a mmunum, a pubbc ubhty must be afforded the opportumty not only of

assurmg ItS f10ancIal 10tegnty so that It can mamtam Its credIt standmg and attract addttlonal

capItal as needed, but also of achIev10g earnmgs comparable to those of other compames hav10g

correspond1Og nsks 1I4S

2 Rate Structure The most common approaches to settmg the rate structure -- that IS,

the pnces compames can charge consumers for servIces -- are accountmg or embedded costs and

margmal costs Most regulatory comnusslons also allow altemabve cost-of-servIce methods

a Account1Og or Embedded Cost Approaches Accountmg or embedded costs

are based on average or sunk costs over a specIfied penod of bme The costs of producmg a

kIlowatt of electncIty or a thousand gallons of water are calculated by averagmg the costs of

provld1Og capaCIty that were mcurred at some bme 10 the past (e g , ten years ago) WIth the

costs of provldmg the most recent capaCIty plus the known operatmg costs 46 Both ubhty

compames and regulators have found advantages 10 us10g accountmg costs revenues from cost

pncmg generally are equal to the utJhty company's revenue requIrement, the costs are known,

and they are relatively easy to calculate However, accountmg costs also have dtsadvantages

Because they are hIstoncal they do not antiCIpate or reflect forward-loomg costs, they do not
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correspond to a company's plannmg honzon and do not address the objectIve of economIc

efficIency

b MargInal Cost Ap,proaches Margmal costs are the addtnonal costs of

producmg one more urnt of output, that IS, the cost of generatmg and sellmg a smgle addtnonal

urnt of servIce (e g , a lalowatt or lalowatt hour of electnclty or a thousand gallons of water)

Short-run margmal costs are used when some factors of producnon or mputs are vanable and

others are fIXed, long-run margmal costs are used when all mputs or factors of producnon are

vanable Advocates of usmg margmal costs as the basIS for utIhnes pncmg argue that It IS more

appropnate for pncmg servIceS m a peak-load or tIme-of-use structure Margmal costs are

forward-lookIng and allow a company to project the real costs of provldmg addtnonal quannnes

of servIce, and they help both the utllIty comPanY and consumers move toward an effiCIent

allocatIon of hnuted resources However, revenues denved from margmal cost pncmg do not

necessanly equal a company's revenue requIrements, calculatIon of margmal costs IS more

complex and dIfficult, and theorencal ISsues asSOCIated WIth second-best pncmg rules have not

been ennrely resolved m mdustnes such as electnclty and energy

c AlternatIve Cost-of-Servlce Ap,proaches Regulatory commISSIons also allow

utllIty compames to modIfy the rate structure WIth alternatIve cost-of-servlce methods For

electnc and gas utllInes, for example, altemanve fonns mIght mclude tIme-of-use rates that

mcrease the cost of each urnt of electnclty dunng peak hours of usage, decbnmg-block rates,

flat rates, or mverted rates For water utIhnes, alternatlve fonns may mclude seasonal pncmg

to raIse costs dunng tImes of the year when greater demand may be placed on water resources,

or zonal pncmg that allows compames to charge hIgher pnces per urnt for users that are located
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farther away from mam pumpmg or generatIon stations Most ut.J.bty compames are also allowed

to charge dIfferent pnces to dIfferent classes of customers -- resldentlal users may be charged

less per urnt of servIce than mdustnal or commercml users 47

Impllcanons for Government SupeTVISlon m Non-UtIbty Areas

Although regulatory procedures have been well developed m the Umted States for the

pnvate provIsIOn of ut.J.btles Infrastructure and servIces, government SUpervISion of pnvate

partICIpatiOn m other areas of service are far more dIscrenonary and less stnngent Surveys of

murnclpalInes With more than 50,000 populanon m the Umted States found that for all non-ut.J.bty

services that were contracted With pnvate compames, nearly 43 percent of the mumclpalInes had

no control or only shght mfluence on pncmg, wlule about 41 percent had major mfluence or

total control However, 53 percent exercised total or major mfluence on the tyPes of servIces

to offer and an addItional 18 percent had a major mfluence Most mumclpalInes mvolved m

pnvate-pubhc partnershIps dId momtor contractors' responSIveness to citIzens' complamts In

nearly three-fourths of the mumclpalIues complamts go to government officmls who track

contractors' performance However, less than 2 percent of the mumclPalIues assessed monetary

penalues for complamts or offered bonuses to compames whose performance received no

complamts Only 10 percent of the murnclpahnes used a formal mspect10n system to follow up

on complamts about the services 48
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LESSONS OF EXPERIENCE

GIVen the long lustory of pnvate partlclpatlon m mfIastructure development and pubhc seJVlce

provIsion m the Umted States, there are many lessons of expenence that may be useful to

governments In ASIa that are attemptIng to develop pnvate-pubhc partnerslnps The U S

expenence suggests that specIal attention should be paId to the advantages and benefits of

pnvate-pubhc partnerslups, but at the same tune, governments must be aware of and take aCtIons

early to overcome potentIal obstacles to thea effectIve lDlplementatJon National and local

government officIals must understand m wluch sectors pnvate partIcipation IS most appropnate

and feasible, and recogmze that m some sectors the pnvate sector may not be able to make a

farr and reasonable return on mvestment Without an adequate legal and fmanclal structure

Governments must create an effectIve set of procedures and conditions that allow the pubhc and

pnvate sectors to work together TIns may reqUlte national and local governments to reonent

the roles and behavIOrs of thea managers and employees m order to partICipate effecuvely m

pnvate-pubhc partnerslups

TIns secuon draws out the most lDlportant lessons from the U S expenence that may be

of value to ASIan governments

Advantages to Government ofPnvllJe Sector PaTtl.czpatum In In.ftustrueture Development

Pnvate-pubhc partnersbJps have been and are bemg used extensively m the Umted States

and mother countnes to develop mfrastrueture and provIde seJVlceS for a vanety of reasons
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Among the most common advantages of pnvate partIcipatIon and pnvate-pubhc partnerslnps are

that they 49

1 Allow Tunely Response to Infrastructure-Service Needs The pnvate sector can

often mobIlIze the fmanctal and other resources more qUIckly than federal, state or local

governments m the Umted States to proVide Infrastructure and services where demand IS growmg

rapidly Governments must often go through a long and protracted budget process or an even

longer process of Issumg bonds to fmance mfrasttucture, whereas pnvate compames can often

raIse capItal more qUickly

2 Reduce HIgher-Level Government Involvement State and local governments often

prefer to work m partnerslnp WIth the pnvate sector because It reduces therr dependence on

federal government fundmg and SupervISIOn and allows them more fleXIbility to develop

Infrastructure WIthout acceptmg mandates and restnct10ns that usually come WIth Ingher-level

government grants or loans Local governments workIng WIth the pnvate sector or pnvate

sector proVISion of Infrastructure sometImes penmts greater fleXIbility m deslgnmg the SIZe of

the facilitIes or mfrastructure projects and the types of servtces that will be offered

3 Reduce DIreCt and Overhead Costs to Government Pnvate proVISion or pnvate­

pubhc partnerslnps often reduce dIrect costs to government and allow local and state

governments to preserve therr debt capacity for other purposes Pnvate proVISion can often

reheve local or state governments of mdIrect costs of grant admlDlstratlon and expendttures

related to constructIon fmancmg, mamtenance, operatIons, and revenue collectIOn When the

pnvate sector partlclpates m or assumes financmg of a facility or servIce, local and state

governments can often reduce or ebmmate the costs of adm1D1stenng grants from the federal
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government and do not have to comply wIth federal procurement regulatIons that can

substantIally mcrease the capItal costs of Infrastructure

4 Offer Greater PredIctability of Costs and Revenues For state and local

governments, contractual or turnkey arrangements offer greater predIctability m estunatmg costs

and revenues because fees are set m the contracts WIth pnvate compames Governments know

how much they will pay for serviceS for a three-to-five-yearpenod mta the future and how much

revenue they are hkely to collect from pnvate compames operatmg facilitIes and provIdmg

services on therr behalf

5 Allow More ProductIve and Efficient DebvetY of Services Market pressures

stunulate pnvate fIrmS to fmd ways to cut therr costs and mcrease therr competItIveness and

prodUettVlty Pnvate partIcIpatton allows governments to take advantage of specmItzed slalls m

nongovernmental organIZatIons Studtes of the prodUettVlty of pnvate sector contractors for

mfrastructure and serviceS m the Umted States report that prodUctIVity and effiCIency are htgher

m the pnvate sector than m the pubbc sector because pnvate contractors proVIde less patd tune­

off for therr employees, use part-tune workers when necessary, are more hkely to glVe managers

authonty to htre and fire workers based on Job performance, are more hkely to use mcenttve

systems, are less labor-mtenslve m therr operatIons, and have more workers per SUpervISOrs so

By contractmg compettttvely for services, governments can determme the troe costs of

produetton and thereby ehmmate waste Contractmg also permtts governments to adjust the SIZe

of programs mcrementally as demands or needs change

6 Encourage More Rebable MaIntenance of Facilities Unbke many governments,

pnvate compames have a strong fmanctal stake m the mamtenance of facilitIes and equipment
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and are often less restncted budgetanly than governments m allocatmg resources to mamtenance

Many government agencIes can more easily obtaIn capItal expendIture authonty than the

budgetary resources to mamtam mfrastrocture and eqUIpment after It IS procured Pnvate

orgamzatIons can often calculate mamtenance mto theIr costs and allocate fmancIal resources

more easily to regular mamtenance aCtIvItIes

7 Allow Better Access to the Latest Technolo~ Because pnvate compames can often

obtam access to capItal more easily and are usually less restneted by procurement regulatIons

than government agencIes they can often obtaIn more modem and Ingher qualIty technology

and replace obsolete eqUIpment m the facilitIes they buIld or operate

8 May Help to Reduce NIMBY ResIstance Ifpnvate sector contracts or conceSSIOns

generate revenues for local governments It may help to reduce the "not m my back yard"

(NIMBY) reSIstance to waste dIsposal or treatment facilitIes or other forms of mfrastroeture

development, at least on the part of local government officmls If the pnvate sector's

partICIpatIon reduces costs, generates local revenues and protects or creates Jobs for the local

commumty, these pressures may offset CItIzens' fears that the locatIon of waste processmg or

waste dIsposal facilitIes will lower the qualIty of lIfe m theIr commumty

9 AVOId Many RestnctIons m Work and Hmng PractIces Pnvate fIrmS are less

restncted m work and hmng practIces than most pubbc agencIes and can use labor more

productIvely Busmesses can adjust the SJ.Ze and composItIon of therr work force more easl.1y

than governments can when It IS necessary, and can lower labor costs per umt of output Pnvate

compames may not have to comply WIth restnCtIve and unproductIve Clvl.1 servIce regulatIons

and can use theIr work forces more effectIvely
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10 Generate Revenues for Governments Pnvate participatIon m mfrastrocture

development and service provIsion can often generate new revenues for government as well as

cost savmgs Through taxatIon of profits of pnvate compames provldmg mfrastroeture and

services, fees and revenues from pnvate-pubhc partnersinps, and taxatIon of mcomes of

employees of pnvate compames provl(lmg mfrastructure and servIceS, pnvate partIcipatIon can

mcrease the amounts of revenues government denve from servIce proVISIon

Potentull Obstacles to Effective Pnvate-Pubbc Partnenhlp ImplementDhon

Despite eVidence that pnvate partICIpatIOn m developmg mfrastmeture and provlClmg

services can reduce costs, mcrease effiCiency and coverage, and reduce the fmancIal and

management burdens on government, problems can Impede the ImplementatIon ofpnvate-pubhc

partnerslups 51 Ifgovernment officIals are not aware of or choose to Ignore the potentIal adverse

effects of pnvate sector partlclpatIon, opposItIon or resistance to pnvabzatIon of mfrastmeture

and services can undermme Its effeenveness If not carefully deSigned, arrangements for pnvate

partICipatIon can lead to unemployment for pubhc sector workers, raISe the pnce of pubhc

services for some consumers, create opportumtIes for corruptIon, and contnbute to

enVIronmental detenoratIon It can result m lower wage levels and less employment secunty

for those previously workIng m the pubhc services mdustry There IS also a danger that pnvate

enterpnse will reduce or ehmmate necessary but unprofitable services, restnctmg access to only

those who can afford to pay market pnces Moreover, pnvatIzatIon can reduce pubhc control

over the types and qualIty of seTVlces avatlable It can convert pubhc monopohes mto pnvate

monopohes and give greater econOmIC and pohtIcal mfluence to big busmesses
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Among the most frequent obstacles to effectIve IIDplementatIon of pnvate-pubhc

partnerslnps for service dehvery or pnvate partICipatIon m mfrastrocture development are

madequate orgamzatIon and procedures Wltlnn government for ehclbng the partIcipatIon of the

pnvate sector effectIvely, the mabIhty of fmancJ.a1 markets to proVIde the large capItalIzatIOnS

needed for pnvate mvestment m mfrastrocture, and pohtIcal opposItIon from CivIl service umons

or powerful mterest groups Some opposItIon may also come from socJ.a1 or pohtIcal group

leaders who fear that the poor will be excluded from servIceS or will not have the mcome to pay

for adequate services at market pnces OpposItIon may also anse among those who fear that

pnvatIzanon will allow governments to Ignore senous socJ.a1 problems that cannot be addressed

adequately by pnvate orgamzanons and from those who fear that pnvate busmesses will

ehmmate services that are unprofitable, proVide mfenor quahty serviceS m an attempt to

maxlIDIZe profits, and leave poorer parts of CItIes unserved

In some cases, there may be msufficlent numbers ofcompames With the ability to proVide

services and mfrastnIetllre at affordable pnces or management skills to proVide services

effiCiently and effectIvely There IS a danger that when contracts or partIClpanon procedures are

not deSigned or momtored carefully some pnvate compames may attempt to take unfaIr

advantage by underblddmg the real cost of the project m therr proposals and substItute lower cost

matenals or servIces than those that were bid These dangers can usually be offset by developmg

clear and detaIled specIficatIons and requmng that perfonnance standards be met

Condltlons Under Winch Pnvllte Ptu1Iclptlhon IS Feanble and AppropnlJle

In the Umted States, pnvate compames are willmg to playa large role m Infrastructure
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and servIce provIsIon m those sectors m whIch mdIvIdual users can be IdentIfied, the pohtlcal

or socIal costs of excludIng some groups of people who cannot or will not pay are low, and the

socIal and temtonal spillover effects are weak The prospects for pnvate sector parttclpatlon

are especJ.a1ly good m those areas of Infrastructure or service proVISion wbere consumers are

able and willmg to pay for baSIC service proVISion or for Ingber levels of quabty, the quantIty

and quabty of the services on whIch value IS determmed can be measured, and a Ingh level of

technIcal or technolOgIcal soplustlcatlon IS requIred and cannot easIly or effiCiently be developed

m pubhc agencIes Pnvate orgamzatlons can (md opportumtles to proVide even collective goods

at a Ingher level of quabty than the government can offer In the Umted States the pnvate sector

often proVides specJahzed health care, for example, much more effeeuvely than pubhc

mstltutlons

The pnvate sector IS hkely to playa more hmtted role and governments are most hkely

to retain responSIbility for those services and mfrastroeture that are conSidered by socIety to be

IIcollectlve goods," mcludmg servIces that meet basIC socIal needs that all citIzens should have

access to at a low cost or for winch pohtlcal leaders feel an obhgatlon to mamtaln or expand

coverage regardless of the econOmIC costs It may be more dIfficult to get the pnvate sector

mvolved m those types of Infrastructure or services that the pubhc conSIders to be essentIal to

the health, safety and welfare of the commumty and that mIght be compromised by pnvate sector

mvolvement It may be more dtfficult to get the pnvate sector mvolved m projects that reqU1Ie

huge "lumpy" mvestments for winch capItal must be 1'3.1sed through bond ISsues or pubhc

bolTOwmg or for winch It may be dIfficult for pohtlcal or economic reasons for government or

the pnvate sector to levy user charges Governments are usually more reluctant to leave to the
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pnvate sector the provIsIon of servIces that have potentIal spillover effects from one local

JunsdIctIon to another -- e g , water pollutIon and dIsease control In some sectors, the long

pay-back penod and the large amounts of sunk costs may deter the pnvate sector from

respondIng enthUSIaStIcally to some types of mfrastructure development

However, If governments have clear and well-defined objectIves for Infrastructure

development and understand the requIrements of the pnvate sector to partICIpate profitably they

can usually IdentIfy the sectors m whIch pnvate sector partICipation IS appropnate, feasIble, and

effectIve

Appropntlte Procedures and Structures for Pnvate Sector PIlTtlClJlatwn

The success of pnvate-pubhc partnershIps and arrangements to mcrease the partICIpatIOn

of the pnvate sector m mfrastrueture development and service provISion depends heavIly on

creatIng a falI', transparent, and fleXible set of procedures through whIch government and the

pnvate sector can work together effectIvely The expenence m the Umted States suggests that

the followmg elements should be taken mto conSideratIon

1 Enabhng LeIDslatIon Successful partICipation by the pnvate sector depends on

adequate enabhng legislatIon to allow vanous levels of government to enter mto pnvate-pubhc

partnershIps or contractual arrangements with the pnvate sector The enabhng legislatIon should

clearly specIfy the responsIbilitIes and conditIons of the pubhc and pnvate sectors for

mfrastmeture development and servIce provISIon Legal reforms are espectally Important m

countnes where laws or regulatlons have been mtolerant of or hostJ1e to the pnvate sector m the

past Changes must often be made m labor laws, proteetlomst pohCles, restnct10ns on access

48



to CredIt, wage and pnce controls, and the system of property nghts before pnvate entetpnse

IS wtllmg or able to partICIpate effecnvely m mfrastructure development '2

2 Regulato[y and SUpervISO[y Procedures An effectIve system of government

SUpervIsIon and regulanon IS needed to prevent conupnon, ensure socw eqUIty m the

dlstnbutIOn of services and access to mfrastructure, and assure farr and reasonable charges for

the use of pnvately-provlded mfrastructure or serviceS A system of land-use controls,

development guldehnes, and regulanons of rate structures and levels should be fonnulated to

mamtam pubhc accountability and to protect the pubhc mterest as pnvate sector partIclpauon

m mfrastructure and servIce provIsIOn mcreases

3 Blddmg and Contractmg Procedures Fatr, transparent and effectIve bIddmg and

contracung procedures must be fonnulated to assure that all quahfied compames can partICIpate

m mfrastructure development or servIce proVISIon WIthout favonnsm or undue legal challenges

to the process The bIddmg and contractmg procedures should cover all aspects of an

mfrastrocture development project from prefeaslbhty analysIs to deSIgn, construeuon, operanon,

and mamtenance

4 Tax IncentIves Adequate tax mcenbves are requIred to help pnvate mvestors

overcome potenuaI dIfferences m the costs of capital m the pubhc and pnvate sectors and to

offset dIfferences m potenuaI returns on mvestment between mfrastrocture development and

other commercIal mvestments

5 Socw Safety Net SocIal eqUity measures should be establIShed through whtch

governments can allay fears that the poorest households that they will be excluded from serviceS

proVided by pnvate compames Governments can offer asSistance or subsl(hes for unprofitable
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but essentIal servIces for the poor Pnvately-operated utIhty compames, for example, can be

allowed to charge hIgh enough rates to commercIal and mdustnal customers to provIde "cross

subsIdIes" for therr poorest household customers These pa.rtla1 subsIdIes may be far more

economical for governments than contlnumg to underwnte the costs of mefficlent and meffectIve

pubhc enterpnses or agencIes

6 Employment ProtectIon Measures Measures and procedures are often needed to

protect current Civil service employees and prevent meqUltable or soclally undesirable effects of

pnvate-pubhc partnershIps, 1f for no other reason than to reduce opposItIon or resistance to more

effiCient approaches to servIce dehvery OptIons mclude allowmg employees of pubhc

enterpnses or agencies to form therr own compames to contract for servIce proVIsion or

requrrmg pnvate companIes that take over mfrastIUeture development or serviceS to gIve

preference m hmng to dIsplaced pubhc employees Phased-m pnvatIzatIon by geographIcal

dIstnct or by stages couldhelp to reduce oppoSItIon The hostIhty of pubhc employee groups may

be contamed by ensunng that faIr wages and workmg condItIons are proVIded by pnvate

compames that take over from pubhc agencIes

7 Fmanclal InstitutIOns The fmancmg of pnvate-pubhc partnershIps m the Umted

States depends heavIly on a vanety of debt mstruments and government tax-exempt secuntIes

that reqUIre a strong mumcIpal bond market and set of fmancIal mstItutIons In order to ehclt

pnvate sector partlclpa.tlon m AsIa, governments must create and support strong stock

exchanges, authonze mumclpal and sub-natIonal admImstratlve umts to Issue debt, and proVIde

appropnate mcentIves to fmancIal mstltutIons that particIpate m pnvate-pubhc partnershIps Tax

mcentIves may also have to be gIven to mdIvIdual mvestors to purchase pubhc debt
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Expenence m the Umted States suggests that wlule pnvate-pubhc partnerslups are not

a panacea, under appropnate conchtIons the pnvate sector can playa valuable and cost-effectIve

role m meetmg growmg servIce and mfrastroctuJe needs The advantages ofpnvate partICIpatIOn

can be maxuDlzed when government assures a competItIve envuonment, has adequate procedures

for promotmg cost reductIOn and servIce quabty, and perfonns an effectIve "watch-dog" role to

Il1lllllIllZe corruptIon and socI3l mequity Clearly, the most unportant aspect of the success of

a partnershIp of any kInd IS to assure that the objectIves of both partIes are compatIble and that

responsIbility IS stroctured to achIeve results that serve both partners' mterests

Reonentatum ofGovernment Functions and Roles

For the pubhc sector to partICIpate effectIvely m pnvate-pubhc partnershIps and to

supervIse effectIvely the pnvate sector's partiCIpatIOn m mfrastmcture development and service

proVISIon, the government must usually redefme It roles and responSibilitIes and seek to change

the behaVIOr and onentatIon of ItS offic13ls and employees

The U S NatIonal Academy of Pubhc AdmlDlstratIon mSIsts that a fundamental

dIstmctIOn must be made between I'government as a fmancIer, authonzer and overseer of

servIces, and government as a producer or proVIder of servIces " The Academy emphasIZeS that

"the broad deflDltIon extends the tenn pnvatIzatIon to the WIde set of anangements under whIch

government remaInS mvolved as the fmancier or authonzer of servIceS but rehes on the pnvate

sector or the market for the actual proVISIon and dehvery ,,53 When government acts as a

facilitator of servIce proVISIon rather than as the pnmary proVIder It must shIft from a control­

onented to an adaptIve approach to admlDlstratIon 54 In a market-onented system of servIce

51



provIsIOn, government cannot operate effecnvely usmg a hIerarchIcal command system of

management, effectIveness depends more on negotIatIon, persuasion, partlclpatory declslon­

makmg, and coordmatIon

In order to make pnvate-pubhc partnerslnps work effectIvely, government officIals must

develop the capacity to manage contractual relatIonslnps Government takes on more

responSibility for enforcmg regulatIons that protect the collectIve welfare, ensurmg open

competItion, and promotIng the advantages of market dlsclphne Without strangulatIng the market

WIth unnecessary or unreahstIc controls Pubhc officIals and employees must be tramed m

adaptIve management, negotIatIon, and regulatIon, and should understand bow pnvate compames

operate

CONCLUSIONS

More than two hundred years of expenence m the Umted States WIth pnvate partlClpatIon m

mfrastructure development and pubhc service proVIsion has created a broad and deep capability

m the U S pnvate sector that can be of benefit to other countnes, especIally those m Asm

Amencan constructIon compames, enVIronmental fIrmS, and utilities compames are now workIng

closely With ASIan compames and m consortJ.a of mtematIonal fums to provide mfrastructure

and servIces m East and Southeast Asm

The Umted States government proVides a great deal of asSIStance and support to

Amencan compames, to Jomt venture firms With U S partners, and to projects m winch U S

contractors playa Slgmflcant role The Government of the Umted States offers four major types
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of support to U S compames and Jomt ventures seekIng to partIcipatIon m mfrastructure

development and selVlce proVIsion m Asia These mclude 1) mfonnatIon selVlceS, 2) support

for the export of U S goods and selVlces, 3) fmancIal asSiStance for prefeasbIhty analyses, and

4) loan guarantees and concessIOnary lendmg 55 A summary of the major programs offered by

Umted States Government agencIes IS found m Table 2

InfonnDtlon Semces and TechnzCll1 AsSIstance

A large number of U S government agencIes provIde mfonnatIon and technIcal

assistance to Amencan compames seekIng to become mvolved m trade and mvestment m Asia

U S compames can obtam trade leads and mfonnatIon on potentJ.a1 busmess opportumtIes,

mcludmg mfrastructure development, from the U S Department of Commerce, the State

Department, and the Departments of Agnculture and Energy, as well as from the Overseas

Pnvate Investment CorporatIon and the US-Asia EnvlIOnmental Program (US-AEP) Most of

these orgamzatlons and the US Department of Labor, the US Trade RepresentatIve, the Small

Busmess AdmlDlstratIon, OPIC, and the U S Agency for International Development also proVIde

Amencan compames With market mfonnatIon for nearly all countnes m East and Southeast Asia,

and they and the Export-Import Bank of the Umted States and the U S Trade and Development

Program proVide export counselmg selVlces

The U S Agency for Internatlonal Development mamtams a Center for Trade and

Investment SelVlces (CDS) that proVides mdlvldual counselmg and mfonnatIon to compames
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TABLE 2 MAJOR U S GOVERNMENT ASSISTANCE PROGRAMS FOR TRADE
AND INVESTMENT IN ASIA

Export
ConsultIng

Trade
Leads

Overseas
Trade
Shows

Domestic
PublIca­
tions

Loan
Gurantees

Techmcal
ASSistance

Market
Informa­

tion

Overseas
Trade

MISSIOns

Domestic
Trade

Shows

Dlfect
Loans

Export
RIsk

Insurance

Agency

US Dept of Commerce X X X X X X X X

US Dept of State X X X X

US Treasury X

US Dept of Agnculture X X X X X

US Dept of Labor X

US Dept of X
Transportation

US Dept of Energy X X X X

US Trade Representative X X

Environmental Protection X
Agency

Small Busmess X X X X X X
AdlDlDlstration

U S Agency for X X X X X
International Development

Export-Import Bank X X X X

Overseas Pnvate Investment X X X X X X X
Corporation

US Trade and X X X X X
Development Program

US-Asia Environmental X X X X
Program

Source Compiled by Kenan Institute of Pnvate Enterpnse, Umverslty of North Carolma-Chapel H1l1
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mterested m envlfonmental, energy, and other types ofprojects that are supported by the foreIgn

aId program m developmg countnes ens also operates the EnvIrOnmental Technology Network

for ASia on behalf of the US-AEP that matches enVIrOnmental technology trade leads WIth

approprIate U S envlfOnmental fInns and trade assoc13uons The U S Small Busmess

AdmmIstrauon provides advice for small compames on the legal aspects ofexportmg technology,

eqUIpment or other goods abroad

The U S Department of Commerce, through Its Intemauonal Trade Adm1Dlstrauon's

(ITA) Office of Intematlonal Major Projects helps U S fmns to obtam the asSiStance they

needto compete for large mfrastructure and mdustnal projects outside of the Umted States ITA

IdentlfIes and provIdes mfonnauon about proposed or scheduled mfrastrueture projects, provIdes

mwvIdual busmess counselmg, and momtors developments m specIfic sectors

The US-Asia EnVlJ'Onmental PartnershIp Program (US-AEP) asSIsts U S compames to

IdentIfy the markets m Asia for enVlJ'Onmental products, servIceS and technolOgIes m the areas

of sohd and toXIC waste dIsposal, mdustrml and transportauon polluuon, water and wastewater

treatment, energy effiCiency, and forestry It also proVIdes asSistance for pohcy and regulatory

refonn m Astan countnes US-AEP supports an mfonnauon servIce through Its network of

busmess representatIves m ASia, an mfonnatIon clearmghouse m Washmgton, and a trade leads

system that wonns U S compames of busmess opportumues for enVlJ'Onmental mfrastructure

and services m Asia US-AEP proVides compames With advanced nouce of mfrastrueture project

opportumues, asSiStance m Identlfymg and obtammg fmancmg from pubhc and pnvate sources,

and access to U S government assistance programs US-AEP has also created an "Infrast:roeture

Project PromotIon Fund" to support creatIve pubhc-pnvate partnershIps that will develop new
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forms of fmancmg arrangements and reduce the nsIcs of U S technology transfers m energy and

envrronmental mfrastructure projects The mfrastructure fmance adVISOry selVIce provIdes a one­

stop cleannghouse for fmancIal adVIce and aSSIStance to Amencan compames seekIng to

partICIpate m AsIan envrronmental mfrastructure projects The selVIceS are auned at U S

equIpment manufacturers, contractors, project developers, and selVIce proVIders that are

mterested m bIddmg on pubhc tenders m AsIa, developmg pnvate bulld-own-operate (BOO) or

bulld-operate-transfer (BOT) projects, or estabhshmg Jomt ventures

The U S Trade and Development Program (TDP) proVIdes grants for U S technology

experts to work WIth government and pnvate sector orgamzatIOns m AsIa to plan and develop

mfrastructure and commercIal projects, conduct technIcal semmars, workshops and trammg

programs, and assess the feasIbility oflngh-pnonty mfrastructure development project proposals

TOP can also proVIde experts for onentatIon VISIts and reVIew JDlSslons to asSIst appropnate

agenCIes to develop Ideas for new projects m winch U S fIrms may be able to partICIpate

The U S Department of Transportatlon m cooperatlon WIth the U S Agency for

InternatIOnal Development proVides technIcal assistance to developmg countnes for transportatlon

pohcy, aVIatlon, raIl and ports The Envrronmental ProtectIon agency assIsts Asian governments

to develop sound enVIronmental pohcles and solve envrronmental problems In addItIon, EPA

promotes the adoptIon and sale of U S enVIrOnmental technolOgIes that can be part of

mfrastructure systems m AsIan countnes

Support for Export of u.S. Goods and SelVlces

Other forms of support are also avaIlable to U S compames mterested m followmg up
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on trade and mvestment opportumtIes m ASia The U S Department of Energy helps energy

sector exporters to IdentIfy overseas opportumtIes and dJ.scnmmatory trade bamers, IdentIfy

fmancmg alternatIves, and work With U S government agencies to fmd markets for energy

technology and eqUIpment The U S Department of Commerce and the Overseas Pnvate

Investment CorporatIOn (OPIC) both support overseas trade nusslons that can help Amencan

compames explore opportumues for partiCipating m mfrastructure development projects or for

transfemng technology and eqUIpment that can be used m mfrastructure systems The

Department of Commerce also supports overseas and domestIc trade shows

The US-AsIan EnvlJ'Onmental Program follows up on specIfic envlJ'Onmental

mfrastructure projects and coordmates the appropnate U S government technIcal and financlal

resources that are avaJ1able to help U S compames With technolOgies, eqUIpment, or seIVlceS

enter markets m AsIa Contractors and exporters seekIng to expand theIr actIvItIes m developmg

countnes can obtaIn pohtIcal nsk msurance and other forms of specla1.Ized msurance and

fmancmg seIVlces from the OPIC The US Agency for InternatIonal Development's

commodIty Import program and Its project procurement actIVItIes can open new opportumtIes

for compames mterested m partiCIpatIng m mfrastructure development projects m AsIa

PrefeasdJzlzty AnalySIS Asszstance

Several U S Government agenCIes also asSiSt AsIan governments and pnvate

orgamzatIons to assess the feasibility of proposed mfrastructure development projects usmg U S

expertIse The U S Trade and Development Program (1DP) proVides non-reImbursable grant

fundIng to AsIan countnes ebgIble for U S bIlateral asSIStance for studIes and consultancles to
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detennme the technIcal, economIC, and fmancIal feaSIbility of projects m winch U S

technologIcal expertIse can help to accelerate the development process The grants focus on a

WIde range of mfrastrocture mcludmg telecommumcatIons, energy development, transportation

and waste management The lDP sends U S technIcal specIalIsts to AsIan countnes to gather

mfonnatIon on the proposed project, work WIth local authontIes to develop the scope of work

and budget for the feaSIbility study or consultancy, and make recommendatIons concemmg TOP

support for the study The host country grant recIpIent orgamzanon (a pubhc agency or pnvate

sector orgamzanon) selects the US fmn to conduct the study under approved competItlve

bIddmg procedures The TDP pays grantee-approved mvOlces for the expenses of the feasIbility

study dIrectly to the contractor Up to 20 percent of the grant can be used to enlIst the

partICIpanOn of host-country pnvate sector expertIse to work WIth the U S contractor, a

proVISIon that encourages Jomt venture cooperanon

The TDP can also share the costs of feasIbility studIes that are bemg undertaken by U S

pnvate sector mvestors or supphers that are proposmg to develop a project on an unsohcIted

"sole source" baSIS lDP has proVIded grants to study the feaSIbility of the Java-Sumatera Ingh

voltage mterconnectIon project, the Central Java telecommumcatIons system, the Jakarta mass

rapId raIlway tranSIt system tunnelhng project, and the mtegrated au transport project m

IndoneSia It has also funded feaSIbility studIes for geothennal and Oll fued energy projects,

data commumcatIons networks, and power plant rehabilitatIon projects m the Pluhppmes, power

projects, sludge management plans, mdustnal water treatment facilitIes, and energy mfrastrueture

projects m ThaIland, and wastewater, power plant, and commumcatlons system projects m

Smgapore 56 The Trade and Development Program also mamtams technIcal asSIStance trust
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funds to fmance consultancles and feasIbility studIes by U S consultmg fIrms through the World

Bank for fmancmg, preparatIon, and appl'3lsal aCtIVItIeS, and through the Intemauonal Fmance

COIpOratIon for a vanety of proJect-preparatIon actIVItIes

The Export-Import Bank of the Umted States also funds feasIbility studIes m conjunctIOn

WIth Its msurance programs, loan guarantees, and exporter credIts FIXed-rate, medIum-teon

loans to help fmance feasIbility studIes and preconstructIon deSIgn and engmeenng servIces for

up to $10 mtlhon are av31lable through the Exmtbank's "Engmeenng MultIpher Program,"

whIch can be used to cover up to 85 percent of the U S costs

The US Overseas Pnvate Investment Co:rporatIon (OPIC) and the US-AEP Jomtly

operate the "EnVIronmental Entetpnses Development ImtIatIve" (BED!), whIch proVIdes pre­

mvestment asSIstance to Amencan compames that are estabhshIng or expandmg enVIronmental

mfrastructure projects m AsIan and PacIfic countnes BEDI offers assIstance to pnvate sector

compames that are at least 25 percent US -owned and whose actIvItIes m AsIa do not result m

dIverSIOn of U S Jobs or negatIve enVIronmental Impacts m the host country The aettvltIes

ehgtble for fundmg mclude market-entry assessments, mvestor reVIews, busmess plans,

technology reVIews, prototype or pIlot project ImplementatIon and other types of premvestment

analysIS FundIng through US-AEP comes from the U S Agency for InternatIonal

Development OPIC's partICIpatIon IS brolted to $100,000 for each project The US company

must contnbute at least 50 percent to the cost of the study and small busmesses must contnbute

at least 25 percent If the project proceeds on the baSIS of prehmmary studIes funded by OPIC,

the company IS requtred to pay a success fee m the amount of the asSIstance proVIded by OPIC
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ConcesSIonary Lending and Loan Guarantees

Fmally, the U S Government can assIst m ehCItIng the partICIpatIOn of the pnvate sector

m mfrastructure development projects m AsIa through concessIOnary lendmg and loan

guarantees The Export-Import Bank of the Umted States offers fmancIal asSIStance to promote

the exports of U S companIes With capital equipment or services related to mfrastructure

development projects that are nonnally fmanced for a penod of longer than one year Exnnbank

will proVide credit or guarantees for up to 85 percent of the U S export value of each

transactIon Repayment tenns range from two to ten years Exunbank aSSIstance comes m the

fonn of drrect loans to pubhc or pnvate orgamzatIons abroad purchasmg U S equipment or

servIces, loans to fmancIal mtennedIanes who re-lend to mtematlonal buyers, and guarantees

to those who lend to foreIgn buyers

The Exunbank's "WorkIng CapItal Guarantee Program" gives US exporters of

eqUIpment and capital goods that can be used m mfrastructure development projects access to

workmg capital loans from fmancIal mstltutIons Exunbank Issues Its guarantee to a lender for

90 percent of the prmclpal amount of a loan plus mterest for a lme of credit or loan to an

ehgIble credIt-worthy exporter The Exunbank also offers loans and guarantees for up to 85

percent of the export value of US companIes' operatIons and mamtenance (O&M) contracts

ThIs IS an effectIve means of promotIng the partICIpatIon of Amencan compames With the

technIcal expertlse m mamtammg mfrastructure or m estabhshmg mamtenance systems for

Infrastructure projects

The U S Small Busmess Adrmmstratlon (SBA) also proVides long-tenn financmg

guarantees to mdependendy owned and operated compames WIth no more than 500 to 1,000
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employees (dependmg on the mdustry) to estabhsh or expand mtematIonal operatIons The small

busmess must show that the loan proceeds will expand slgmficantly eXlstmg export markets or

develop new export markets for Its products The SBA can guarantee up to $1 milllon for

facilitIes and eqUIpment under Its "Intematlonal Trade Loan Program" Small busmess

constructIOn and servIce contractors can also receIve asSIstance from the Overseas Pnvate

Investment COJporatIon (OPIC) through Its "Small Contractor's Guarantee Program " OPIC will

guarantee up to 75 percent of an on-demand standby letter of credIt or other form of

perfonnance or advance payment guarantee ISSUed by an ehgtble fmancIal mstItutIon to a

contractor

Amencan compames exportmg equipment or parts from U S ports may also be ehgtble

for U S Agency for InternatIonal Development forfalt guarantee programs USAID also

proVIdes market-term financmg for projects m developmg countnes through Its "Pnvate-Sector

Revolvmg Fund" for compames WIth substantIal local ownershIp that are sponsored by host­

country natIonals, U S fIrmS, or U S cItizens The loans can be used to caPltahze a new

enterpnse or expand an eXIstIng company that IS transfemng technology and eqUIpment or

engagmg m other profitable actIvItIes WIth a strong developmental Impact

In bnef, the extensIve expenence ofAmencan compames WIth :m:frastroeture development

and pubhc servIce proVISIon can be transferred to AsIa through mtemattonal pnvate-pubhc

partnershIps, Jomt ventures, contractIng, and vanous fonns of trade and mvestment U S

Government support through mformatIon servIceS, mducements to expand the export of

Amencan goods and servIces, prefeasIbthty aIIalySlS fundIng, and concessIonary lendmg and loan
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guarantees can help to forge mtematIOnal partnerslups between the U S pnvate sector and AsIan

governments and pnvate orgamzatIOns as they develop therr mfrastrocture and expand therr

servIces m the years ahead
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