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' l-:lntroduction:

Reforms of the watcr scctor in the developing COLlntrics,stafth at the beginning of the 1980,
and still under way driven by political expediency and philosophy. '

This study mcant to, highlight the gains and the limitation of recent experiences with the
private scctor participation in the water scctor in developing countrics. It aims to draw out
valuablc lessons from six case studics sclected and illustrating a varicty of different models of
privatc scctor participation, from scrvicc and managerial contracts to Icascs and concessions.
These lessons will be uscful for the ESCWA countrics to consider when planning and
implementing current and future project linked to the private scctor participation. '

Infrastructurcs in the market 'ccdnomy of ’SCVCl'a‘l_COUﬂtl‘iCS in the world has cntered a new
system of partnership between the priv:{tc and public scctors.  This new form of cooperation
has cmerged to be a promising way for the water supply and wastcwater. uti‘litics in order to
attain scveral objectives as: - |

- Toimprove th¢ pCrfommncc,ofthis utility,

- To expand service coverage and raisc the quality of service.

- To increase opcrating cfficicney.

- To providé altcrnélivc mcchanisms ofﬁnancing investment.

- To reducce the burden on public budgets.

A very complicated path should bc adéptcd in order to attain the aforcmentioncd goals.
Expericnce Slmws that if it happens to be a success for a given country. it could be a drastic
failurc for another country. This complibatcd pattcrn has scveral parameters to be applicd
simultancously. which arc:

- Reclation between privatization and Regulation.

- Institutional reforms versus privatization. |

- The role of politics in the reform versus regulation.

- Financial sct up. managing and allocating risks.

- Asscssing compctition and regulation.

- Private contracts versus regulation.

- Tariffs design by price capital or rate of returns.

- Poverty and politics of prices.
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I1. General trends for public private partnership

The design and implementation of cfficient. cquitable. and sustainablc tariff systems remaina
~high priority and a great challenge for public and privatcly opcrated water utilitics in
developing countrics. The cases reviewed in this study indicate that. although progress has
been made. rigiditics continuc to impede the imposition of adequate tarift systems. o

Tariff structurcs under private sector arrangements have followed no uniform trend.
Different levels and structure, investment needs and financing sources needs and financing
sources. the tvpe of contractual arrangement. the regulatory framework. and sociocconomic
and political factors. g ' '

I1-1. - Regulations

The key factors of regulation process in particular institutional cnvironment arc the tvpe of
quality and incentives provided. The costs and benefits of rcgulation must be cstimated not on
bascs of what the -idcal institution would producc but on a realistic asscssment of actual
institutions and governmental cficctivencss. S ' L

Effcctive regulation is the cornerstone of sustainable privatc scctor participation and
successful regulatory reform will require effective institutional reform as well as ‘stronger
public administration. - ' ~

To cnforce regulatory regimes and provide guarantecs to investors and consumers that
improve the institutional and financial viability of projccts in which the private scctor is
involved. But the creation of regulatory framework does not by itsclf guarantee cffective
rcgulation. ' o :

In Theory: ‘ ‘ .
a- Rcgulation can improve cconomic cfficicncy by inducing natural monopolist to
produce at a socially optimal level. ' C

b- When the regulatory framework is clear and stable regulatory authoritics strive to
maintain a balance between conflicting interests of governments. the regulated
utilitics. and the consumers. '

In practice: : _ ‘ : :

~ a- The balanced situation between public & private scctors is difficult to achicve. One
of the dangers of responding to multiple and often opposing interest in that regulatory
authoritics may amecnd their decisions too often creating an cnvironment of
uncertainty and distrust among investors and consumers. '

b- The quality of interventions is a major concern for the regulatory body. Regulators
‘may tend to intervene excessively in the market place and this by interfering with
investment decisions and managerial control.

Frequently. regulatory agencies place too much cmphasis on punitive threats which
arc often incffective and too hittle on appropriatc positive incentives and on cnhancing
the legitimacy of regulatory process through cquitable. just. and transparent policy
dccisions. ' :

¢- The cconomic cost of regulation in case of a regulatory failure can faster cfficiency
losscs greater than the dead weight monopoly losses it is intended to avoid.
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Design of Government regulatory hodies:
Governments must find cffective ways to design responsive regulatory pohclm and 1o identify
the right mix of mstruments and incentives to implement lhun

Whatever the model of private scctor pamc1p1tlon adopted  regulated compamc,s and
rcgulatory authoritics face a steep leaming curve in their :munplq to define their rdatxonshlp
with cach other and ensure an cquitable and cfficient provision of SCrvices.

Regulatory models :md institutional arrangements cannot be L&Sll\ transferred from onc
country- to another. Regulatory systems need to be tailored to suit the specific cconomic and
social distortions and the cconomics in which they will operate there characteristics
mstltutlonal cndowments. and th(. cffcets of regulatory legislation on conqumu h'lblts

Whatcver the model of 'pri\‘alizdtions in‘scrvice provision that the dcvcloping countrics will
be adapting. major critical rcgulatory issucs nced to bc_ addressed and cvaluated.

Definition of the roles and objectives of regulatory entitics:

- Dcsyg,n of the rcvulatorv entitics and of the ﬁnancml mu:hzmv;mq that will allow:'
thun to fulfill their obluc,allons

- Dcsnyw of adequate incentives and n,g,ulator\ instrumicnts.

- Dcvclopmunt of technical expertisc. ‘

- Choicc of stmtq,m to deal with mform'monal Systems.

- Enforccment of regulatory pohcms by - institutions with limited mcans and
capabilitics. |

- Choice of strategics to maintain the independence of the regulatory agencics. to
prevent their "capture” by experienced privald companics or by political intcfcsts.

-  Choicc of stratcgics to maintain the Iégitimacy and opcnness of the rcgulator}'

dccision process.

[1-2- Tariff System

Tariff increase following the entry of private scctor participants is likely to be substantial.
especially during the transition from public to private scctor provision. There are several
rcasons why this is so. o

First water and waste water systems in developing countrics are characterized by low rates of
coverage and large and increasing investment needs for cxpansion and rehabilitation. Second.

before the private sector participant is brought in. poor financial practiccs usuall\ causc water
rates to fail to cover operating costs.

Third under the new arrangements with private scctor participation. nccessary tariff increascs
can partI\ be offsct by gains in productivity gains alonc will be cnough to gencrate the large
increasc in funding that arc nceded. In the casc of large and incfficicnt utilitics. private sector
participation can Icad to significant cost reductions. which in turn increase the hl\chhood that
water rates can be reduced to reasonable levels for consumers.
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a- Barriers to lmplemcnting Efficient Tariff systems

An cth u,u.nt lanﬂ system requires that prices reflect the \alue of the FCSQUTCES 'md services
produced. An cfficicnt system must also be functional. in the scnsc that it is undcrstandable
and perccived as fair. politically feasible. and capable of influencing the behavior of
~ consumers in a predictable way. In only a few cascs have local governments or private

companics adoptud the policies neeessary to achn.w cfficicney in tariff regimes in their water
and wastewater sectors. :

‘b- Failure to Link Tariff Regihes to Productivity

In many of the cascs reviewed here. tariff rq,imcv. arc not linked to productivity gains or
investment requircments. An mtt.rcstmg, issuc 1s how to crcatce 'lpproprlatg tariff rc,ymm that
incorporatc prohtablht\ and cfficicncy incentives for private operators and cncourage the
optimal usc of resources by consumers. Onee a system has been designed with the right
incentives. the issuc is how to. determine the degree to which the operator has achicved an
optimal and feasible cost structurc. as well as how these costs arc incorporated in the level of
tariffs. Finally_ if productivity g,ams arc JChlL\ ed. du:mons will h'lvc, to be made about ho“
to dlstnbutc, the buu,ﬁtq :

- Low Metering Levels

Low mc,t(,rmg, coverage is anolhu unporlanl limitation. A basic principle of cconomic
cfficicncy is that consumcrs should pay on the basis of thcir actual consumpnon which
implics metering. Promote efficicnt water use by residential consumers at least in the initial
“stages of the concession. when pressures for capacity n,\'panxiun are low. A massive increasc
in metering coverage could have a m,g;;mv ¢ cffect on net revenucs, given the difficulty of
“ reducing operating and investment costs in the same proportion as the expected reduction in
consumption. The key issuc is how to design a revenuc-ncutral tariff, at least for the transition
period. The concessionaire and the regulator arc looking into the problem. Mcanwhilc they
have agreed to install a minimum of X() 000 meters (7 percent of Aguas Argumnas water
’ custonmm) per year.

d. - Distbﬁed_ Tariff StructuréS

Tariff structurc could be bascd on cross- qubsrdxm between the hotel. industrial. and residential
sectors. Such a regime introduces strong distortions. - As a conscquence. some hotels arc
studving the possibility of disconnccting from the system and installing desalinization plants.
This regime reflects a clear conflict of objectives: on the onc hand. there is a contractual
commitment to provide scrvices to the poor on the other, a distorted tariff structure introduccs
disincentives for private investment in low-income arcas and gencrates resistance to paving
bills in the hotel sector. Tariff adjustments above inflation must bL submitted for appronl bv
the regulatory agency. :

- Lack of Clear Mechanisms for Setting Tariffs -
“The lack of svstematic mechanisms for sctting tariffs also limits the implementation of morc
cfficient tariff svstems. :

The municipal council and the private operator rencgotiate a new rate every yvear through a
complex and time-consuming process.
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f- The Need for Consistency

Investment programs need to be designed using sensible pricing criteria.

In somic cascs of private scctor participation a tendency has been observed to ovcerestimate the
expected revenues from tariff increase that theoretically will scrve to finance ambitious
investment  programs. with out '1 realistic asscssment of - the demand  responsc. The
introduction of tarift increasc combined with cxpanded metering may dramatically alter
consumption patterns. These variations in consumption can have different outcomes: on the
other hand. they might reduce the utility’s revenues: on the other hand morc cfficient usc of
resources diminishes the pressure for investment to expand the nctwork. However when most
consumers arc unmctered as is usually the case before private scctor participation.

estimates of the clasticity of consumption demand ar¢ unreliable. In countrics facing high
inflationary pressures. in which output and real incomes arc falling or in which a large
proportion of consumers are poor. substantial tariff increase may dramatically affect the
financial viability of investment programs. o '

An important lesson that emerges from these experiences is the need to reconcile in a morc
realistic way the potential revenues from tariffs with investment plans, Various studics
indicatc that the income clasticity of water consumption can range between 0.1 and 0.5, These
clasticitics arc higher when the water bill represents a large share of total monthly houschold
incomc. : ,

Pricc clasticitics arc on the order of -0.3 to -0.6 for residential consumers.

- Firms can raisc from tariff incrcascs. Thesce limits vary according to the circumstances of cach
country or city. but they need to be reflected in the design of realistic investment plans.

g- The Importance ofSubsi&iés and Additional Sources of Funds

‘When additional funds for investment are réquired beyond the limits imposed on revenues by
structural constraints, the nceded financial resources must come from sources other than
tariffs (for cxample. government credits, subsidics, and cofinancing schemcs). In such cascs a
coherent. direct subsidy structurc is a fundamental tool to cnsurc’ the political and financial
viability of tariff regimes that accurately reflect the cconomic value of the resources and
scrvices produced. This is cspecially so when investment programs or expansion of coverage
need to be accelerated. when projects include social objectives. and in the case of wastewater
trcatment projects. The design of innovative financial programs and incentives to promotc the
required investments remains a major challenge for local and national government.
multilateral Iending organizations. and the financial scctor in general.

h-Lessons

Scveral lessons can be drawn from these expericnces with water pricing:

-Regardless of the modcl of private scctor participation uscd-and given the existence of highly
underpriced scrvices. plus the large capital investment required for cxpansion and
rchabilitation of water and wastewater systems in developing countrics-there have been strong
upward pressures on tariffs. ’

-Despite a consensus on the need to promote more cfficient tariff structures that give the right
signals to investors and consumers alike. strong rigiditics slow their apphication.

Many private companics have inherited or adopted incfficient taniff structurcs.

-In many cascs there has been a tendency to set unrealistic goals. cspecially during the initial

stages of private sector involvement. Investment plans should be more rcalistic and consistent
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with the potential for revenue generation from tariffs. Greater attention should be given to

asscssing the impact of metering and pricing on consumption pattemns.

“Highly distorted. cross-subsidized structures continue t provide disincentives to expand
" services to the poor. Incentives have to be created for private companics to scrve the poor. and

these customers must be helped to pay for services through targeted subsidics explicitly

included in government budgcts. '

-Tariff sctting following privatc scctor participation continucs to be heavily influcnced by
political factors. Although most private scctor arrangements anticipate some mechanisms for
tariff adjustment. theses are not always transparent. The lack of clear policics and procedurcs
for tariff adjustment invites cxternal interference. An important lesson is that tanff changes
should be transparent. well defined. and. if possible. sclf-adjusting on the basis of casily
explained principles. Guidcelines should specify how often tariffs will be adjusted. the process
for adjusting them. and the methodology or principles to be used. S

Level and quality of services

This paragraph describes the effects of private sector participation on the level and quality of
- water and wastewater services in the six principal cases. The cases show that private scctor
‘participation did lcad to improvement in the quantity and quality of scrvice delivery. '
The dircction of the observed changes is not surprising. for two rcasons. v
First, as cxpericnee clsewhere has shown, in thc short term, capital injcctions and sound
technical advice lead to incrcases in coverage and improvement in water quality cven in
incfficicnt public water utilitics. ER ‘ ,
Sccond. the decision to contract with a private service provider is usually made in responsc to
chronic degradation of cxisting systems and manifest incapacity of the public operator to
overcome severe deficiencics. in Buenos Aires and Cartageana. for example. the public
systems were under imminent risk of collapse. This low starting point could magnify the
initial cffccts of anv change. What is a welcome surprise is the speed with which privatc
companics have been able to implement these changes. Even more important. however. is
understanding how these changes can be consolidated and sustaincd. '

Some conclusions and general trends can be drawn from these six casces:

-Private opcrators have been able. to a greater or lesser degree, to both expand the quantity
and improve the quality of watcr and wastewater services. The greatest improvements are
observed in Bucnos Aires and Santago. whercas the Cancun concession shows little progress.
Public scctor participation in Guinca showed impressive results initially, as a rcsult of
significant capital injcction from an international Development Association credit, but further
gains have been clusive. These differences scem to endorse the view that the magnitudc of
these gains may depend not on the particular model of private scctor participation but on thc
quality of the incentives pereeived by the water companics themsclves.

-Many of the initial improvements were achicved by introducing  relatively simple
~management and operating procedurcs that do not require large investments or sophisticated
technologics. o o

Privatc firms have shown a remarkable capacity to optimize thc opcration of cxisting
infrastructurc shortly after taking control. '

-Private sector participants have given first priority to increasing the flexibility and improving
the reliability of water and wastewater systems and to cquipment rchabilitation. inspcction
and mapping of distribution systems. regulation of network pressures. identification of
required rchabilitation and other activitics to reduce water losses. and implementation of
svstematic control procedures. '
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-On the commercial side of the business. immediate improvements include new billing. and
collection systems. updating of cadasters. rapid incorporation of uscrs into the commercial
system. svstematization and decentralization of information. and better consumcr scrvice.

" 11.3. - Financial Aspects

Financing investment in the water and wastewater scctor remains a challenge: to meet
demand developing countrics will need to invest around $60 billion per vear. or $1.2 billion
cvery week. during the next ten vears. This will mean increasing water supply and sanitation
investments from lfess tlmn 0.4 pereent to about 1.0 percent of their combined GDP in the next
dccade. Most private operators have madc on the cases reviewed in this study indicatc that.
given the current balance of risks.incentives.and rewards. the private scctors is unlikely to
invest its own resources in the water and wastewater sector in developing countrics. Most
privatc operators have made only mlnor investments in O])LFZIUOHC[' lmprou,mn.nts choosm&,
those with obvious high returns. : :
1In cascs involving concessions. where private opcntorq h'nu overall rwponmblht\ Services.
.mcludmgD capital investments, the major source of investment has been cash flow gencration
and borrowings supportced by that cash flow. Private scctor participation clcarly has producud
gains in producuw. d'f'cwncx and gencrated financial surpluses.
These gains arc posmvu and real. But they will not be suﬁ'cmnt to fund all the suctors
Investment necds. ) : ~
The water and wastewater scctor offers fower compctitive options than do other mfmstruc[um
“scctors. Asscts required per dollar of annual revenue arc greater in. this scctor than in
‘telccommunications. transport. or clectric power. and these asscts amortize over long periods
and have limited or no resale value.
Morcover. the financial performance of water and sewage utilitics in developing countncs s
often worse than that of other infrastructure scctors. A recent World Bank study found that
cost recovery in the sector is only around 35 percent. Part of the problem is the ambivalent
naturc of water as both an cconomic and a social good, which scnds a conflicting message. In
addition, both the weakness of domestic capital markets and increasing cvidence that public
policy: concerning water utilitics remain high on the political agenda cven after the private
scctor cnters the pictUrc have led private investors to become more. sclective in their
participation in projcets in this scctor. ‘ '
Domestic and forcign credit operations posc spu:m! challenges in developing countrics.
In practicc. lending opcrations and restricted under current models of private scctor
participation. First. becausce ncither concessionaires nor operating companics own the asscts
they ‘are charged with managing. they cannot usc those asscts as sccurity. This is not an
insurmountable obstacle, although it requires finding ways to usc the revenues generated from
those asscts as colhtural instcad. This mechanism works well if the t'lrlff-sn,ttmg and
adjustment process is predictable and if revenue-pledging arrangements are legally in place.

Sccond. the private scctor participants™ cquity is usually small relative to investment needs.

and in many cascs its usc is ucplicitlv curtailed.

Access to long term loans requires sophisticated capital markets. financially responsible
companics and well structured projects.

The private scctor can play a valuable role when these are present. But where capital markets
arc incipient. as they are in most developing countrics. the transition from public financing to
long term private financing will take time and ingenuity. '

The usc of loans guarantees to support private project lenders has met with difficultics in its
practical application. World Bank guarantees. for instance. require that countrics provide
counter guarantees to the Bank. Howcever. many developing countrics have decentralized their
public scctors. transferring responsibility: for the water and wastewater scctor to the local
level. This has made central governments reluctant to guarantee municipal lending operations
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unless a reliable: revenue-pledging arrangement can be put in place. which is morc the.
exception than the rule. v ;

The magnitude of the financial challenge and the specific constraints of” the water and
wastcwater scctor require the design of coherent. longtermfinancial strategics. The private
scctor can and should play a decisive role in these strategics. But its role is a limited onc and
should be managed in a more pragmatic and balanced way. according o the specific

challenges. risks. and opportunitics. S
I - Summary
Four major conclusions can be drawn from this analysis.

First. unless significant changes arc introduced in the system of incentives. risks. and rewards
facing the private scctor. the bulk of financial resources for the water and wastewater sector in
developing countrics will come from the cash generated by the utilitics themselyes and from
lending operations feveraged with the resulting cash flow. Cash genceration is increasingly
being paid for by consumers through tariffs. Thus, the ultimate guarantce to. investors and
‘Jenders will depend on the cffectivencess of politically and sociocconomically sustainable
tariff regimes. L ' ' '

Sccond. investments have in gencral not proceeded according to cxpectations. There is a
tendeney in private scctor arrangements to concentrate a large proportion of the investment
program during the first phasc of the contract: This puts strong pressurcs on tariff levels at the
beginning of the arrangement. Greater coherence should be pursucd among investment
targcts. tariffs. and quality standards. ‘ ’ '

~Third. a cohcrent strategy for private scctor participation in the water and wastewater scctor

should distinguish between two differcnt approaches. The first of these is appropriate for
water and sewerage systems that arc already relatively well consolidated, with high coverage
levels, particularly in growing and stablc cconomics with developed capital markets and
reliable institutions. In these circumstances, private investors should be encouraged to take
financial risks and compete for credits in financial markets to guarantee cfficient management
and opcrations. cxpansion, rchabilitation, and systcm maintenance. , _
The sccond approach is rccommended for low-income cconomics - with undcerdeveloped
capital markets. low coverage levels, rapid. population growth, increasing demand for
cxpansion, and weak institutions. Here the rationale for private investment follows a diffcrent
storv. Privatc investors will tend to reduce their own risk: funding investment as much as
possiblc out of cash generation. In a well-operated utility in a tvpical developing country.
these resources usually cover operation and maintenance costs and part of capital cxpenditure
but do not cover all investment needs for cxpansion and wastcwater treatment. '
Under the latter approach. the public sector may have to maintain a financing role in the water
~ and wastewater sector for some years to comce. The principal challenge is to find the right mix
between public and private finance. The rolc of private companics nceds to be focuscd first on
developing managerial and operating skills. improving the quality of scrvices. increasing
productive  cfficicncy.  formulating  comprchensive  investment plans. introducing
accountability. and transforming unviable cnterpriscs into financially viable companics
capable of receiving and administering credits and government (or multilateral) funds. In this
context. options other than concessions may be morc suited to improving scrvice delivery.
The privatc scctor can contribute to reducing- but will not climinate- the need for government
financing and the obligation on governments to develop financial mcchanisms. strengthen
capital markets. and provide guarantees and subsidics when necessary.
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. 1V- Case Studies:

This paper describes and synthesizes the results of six representative experiences with private

- scctor participation in providing these services in developing countrics as well as ccononics

in transition. Its principal objective is to draw recommendation that can be applicd to Design

and Implement such a project both now and in the futurc in Lebanon and the MENA region.

The countries;

The countrics and citics studied:  Argentina (Bucnos Aires). Mexico (Cancun). Columbia

- (Cartagena). Guinca (Conakry). Chili (Santiago). Poland (Gdansk). These countrics have

vastly different social, political. cconomic and institutional conditions (Tablc 1)

Tablc | = Principal featurcs of private scctor
Arrangements in the six cascs

1

First year of private
sector participation

Type of contract

T 1
Agency responsible
for regulation

Autonomous

Argentina -Bucnos 1993 Concession
Aires _ : Regulatory Agency
Mexico - Cancun 19944 Concession Regional Agcncy
Columbia - Opcration & umcxpal and

: 1995 _ National
Cartagena - Management . :

I ‘ Governments
Guinca - Conakry 1989 Leasce National Agency
Chili - Santiago 1990 Scrvice contrdct National Agency

1992 Lease Municipality

Poland - Gdansk

The six cascs shown in table 1. illustrate a varicty of different modcls of private scctor

participation. from scrvice and managcrial contracts starting to lcascs and concessions.

The reasons for cach government to solicit private scctor involvement are:

- Argentina -Buenos Aires: The federal government cntered into a concession

agreement as part of an extensive national privatization program undertaken to

stabilize the cconomy.

- Mexico — Cancun: The provincial and municipal governments were unable to

meet the increasing need for water and sewerage services because of cxplosive
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orowth in the tourist industry and population surge. A concession contract has

been given to a privatc company: -

- Columbia - Cartagena: Thc municipal water and wastewater company had
become idcntiﬁcd in_the public’s mind with chronic incfficiency, " political

interference and poor %ngc_(. The national government has m‘ldL several cfforts

to restructure the company. but all these cfforts f.uh,d The mayor of the city

dccided to liquidate the company and in 1995 a new company was constitutcd
‘under joint public-private owncership. o
- Guinea — Conakry: Watcr supply was reaching less than 40% of the urban

‘ Qgpggj‘gtjgn in 1989, After failing to reform the puyblic water company. the

National g,ovcrnmpnt cntcrcd into a Iumc arram,cmcnt to provide \\atcr scrwc«,s
for tlw City of Conakry and 16 otht,r tow n';

- Chili — Santiago: Public corporations ‘wcre forrmd to opcratc water and

sanitation scrvices as autonomous commercial_cnterprises with the Goycrnmcnt

as majority sharcholder. Scrvice contracts have been rciicd on extensively, since
1979 and a comprchensive tariff syslém was developed to replace cross-subsidics
with targeted subsidics funded by central government. |

- Poland - Cdanék: A mix cntcrprisc \‘VIIS‘ formed in 1992 in th'c Q_ngj»_of

democratic reforms and decentralization, to mcut the need for system cxpansion

~as well as the need for better \\aqtu\atu m.atmun fac:hms

1V-1.- Cases Anal35|5' : _
‘Analysis of these six cases sugg,usts that- pnvat scctor participation in the water and

wastewater scetor is likely to result in sharply improved managerial practices and highcer
operating cfficicncy. Howcever. it is unrcalistic to cxpect the private scetor in the short term to
overcome all the inherited institutional and opcratioﬁal cfficicncics and to compcnéatc for
underinvestment by the public scctor. Morcover. thu public sector’s failure to cstablish clear
rcg,ulator\ f'ramuxorks and to implcment adcquatc tanff rcymcs and subsidy mcchamsms
~ constituted a clear financial risk management for the sustainability of thc private scctor

arrangcments.

Complementary reforms are required especially in the arcas of regulations. service pricing

and financing.

Overall. private sector participation has led:

- Toimprove service quality and expand coverage
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Management has been strengthened

Productive cfficicney has improved quickly

New commercial practices have increased revenucs
Emplovees have rapidly become more comprehensive towards the public and
their complaints

Watcr losses have diminished

‘Attention to customers has improved significantly.

Many of these successes have resulted from relatively simple management improvements that

did not require large investments and sophisticated technologics.

Private firms have shown a_rcmarkable capacity to optimizc the opcration of cxisting

‘nfrastructure within a short time,

Howecver. several problems have been encountered through the proccss, as:

Unfavorable macrocconomic conditions
Wecak regulatory cnvironments
Political involvements in institutional reforms

Inadequate incentives can limit any gain in productivity

Morcover. initial gains and bencfits, although important and positive. cannot by themsclves

compensate for the structural problems as:

Incftective financial public institutions

. Low productivity

Low domestic saving ratcs
Regressive tax systems
Extreme poverty and incomes disparitics between social classes in a given

country.

The cascs show also that the achicvements cannot be fulfilled if cffective institutional

transformation and strengthened public administration are not implemented.

The success of reforms depends on:

o onlertenten af ES W S e oS inud

Strong political commitment
Support of supplementany reforms in the three basic arceas:

¢ effective regulatory frameworks
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2 realistic and cfficient tariff rcgimbs accompanicd by dircet
subsidy mechanisms that increase the prospeets for political and
,ﬁnancnal uablhl\ of tariff lev cls and make 1t powbh. to provide
quality scrvice to the poor:

3. Dcvclopmcnt of "ncw  financial  strategics taking  into

consideration the specificity of the market cconomy of cach

country.

V- Recommendations to be adopted: .
The expericnce from the six case studics h,shﬁm that lhc dumlopmo.nl of private scctor

'zll'rangcmcnts is not free of risks and dlihcuhncs The pnncnpal rucommc,ndahons that can be

drawn from these cases can be qumman ized as Follcmq

. Quantity and Quahtv of Scrvice Provision

‘Pr'i\v'atc scctor participation has led to substantial benefits to consumers in terms of
cxpanded coverage ‘and quality of Scrviccs as well as improvements in productive
| cfficicney. _ | _ | | | ’
However, consolidation of these gains in the future will depend heavily on:
~ Strong Icadership | '
- Continuous political commitment » »
- The ability of governments and ﬁnahcial institutions to implecment
complummhn reforms in the ﬁclds of water pncmg, ﬂmncmg: and
rchlanon ' N

- 2. Efficicent Tariffs Regimes

Most privatized \\at(,r utlhm,s haw mhuntc.d or adoptcd mcfﬁcwnt tanff structures
mfunl\ duc to:

- Bad initial design in the water rcsourccs’

- Strong political inﬂ.ucnccs | ,

- Mcthodology for calculating tariffs should be transparent and objective

- Subsidics for service pransion to the poor.

3- Improving Regulations.

Effcctive regulation is the comcfston'c of sustainable private public scctor participation.
Expericnce shows that there arc no universally applicablc ‘regulatory models  or
institutional arrangements that can be simp!_v transferred from one country to another.
Successful regulatony reforms will require: '

- Effcctive institutional reform

- Stronger public administration

- Enforce regulatory regimes
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- Provide guarantees to investors and consumcrs that improve thc institutional
and financial v\’iabilil.\' ofprqicct$ in which the private sector is involved.

- The definition of regulatory functions |

- The interpretation of contract

- The thrn,:lt of capturc of the regulatory agencics b\ the n,guhu.d compamw

and political interests.

4-  Innovitive Financial Stratépics.

Expericnce shows that the private scctor is unlikely to invest its own resources in the \\'étCl‘
scetor in the developing countrics. »

Inovative financial mstruments and more cffective incentives nccdft_oykbc introduced to
inducce funh(:r privatc scctor involvements. |

For medium term m such (A:ouvntrics. the bulk of the scctor’s financial resources will come
from cash gencration and from Icnding opcrations with this cash flow.

The success of future financing ofprivﬁlé investment in developing coﬁntrics will rest on
the design of comprch_cnsivc long-term financial strategics. The principal challenge is to
find the right coo'pCration of public and private finance and manage the risks through

rcliable institutions.

V1 - Conclusion :
The expericnces with public-private part:crpanon rwu,w«,d in this stud\ arc few and

recent. Ihan political, socro—cconomtc and other characlcrlstlcs.uf'll I not n‘cccssanl_\‘ maltch
thosc in other countrics. |

Although analysis of these expericnees can offer valuablc lessons for othcr countrics and
suggcst basic principles and ghidclixxcs, it may not be possible to apply similar strategics in

the same way clsewhere.
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